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The Merchants Trust was mncorporated on 16 February 1889 1t was launched by Robert Benson & Co , predecessors of the current tnvestment
Manager, RCM (UK) Ltd, and ongnally invested mainly in Amencan railroads The inibal capital was £2 million, of which half was subscribed




The Merchants Trust PLC

Investment Policy

Investment Objective

To provide an above average level of ncome and income growth together with long term growth of capital through a policy of investing mainty
in hugher yielding UK FTSE 100 companies

Benchmark

The Company's investment performance 1s assessed by companson with other investment trusts within the UK Growth and Income sector
in additron, 1t 1s benchmarked against the FTSE 100 tndex, reflecting the emphasis within the portfoio, as well as the FTSE 350 Higher Yield Index,
reflecting the Company's higher yield objective

Gearing
The Company’s policy 15 to remain substanbially fully invested

The Company has the faclity to gear — bosrow money - with the objective of enhanoing future returns Histoncally, geaning has been in the form
of long-term, fixed-rate debentures The Board monitors the level of gearing and makes deasions on appropriate action based on the advice of
the Manager and the future prospects of the Company’s portfolio

The Company's authonised borrowing powers set aut in the Articles of Association state that the Company’s borrowings may not exceed s called
up share capital and reserves In normal market conditions, it is unlikely that gearnng (borrowings as a percentage of net assets) will exceed 35%

Risk Diversification
The Company will am to achieve a spread of investments, with no single investment representing more than 15% of assets The Company will
seek o diversify its portfalio into at least five market sectors, with no one sector compnsing more than 35% of the portfolio

Financial Summary

For the For the
year ended year ended
31 January 2011 31 January 2010 % change
Income £25,740,859 £23,686,655 +87
Net revenue return attnbutable to Ordinary Shareholderst £21,900,146 £19,498,068 +123
Net revenue return attnbutable to Ordinary Shareholders £21,900,146 £19,022,09% +151
Revenue return per Ordinary Share 2122p 1891p +122
Ordinary dvidends per Crdinary Share 22 80p 22 50p +13
Assets 2011 2010 O change
Total Assets less Current Liabilities £552,031,290 £498,205,486 +108
Net Assets £440,846,016 £384,747214 +14 6
Net Asset Value per Ordinary Share 4271p 3728p +146
Ordinary Share Price 406 9p 3291p +236
Discount of Ordinary Share Price to Net Asset Value 4 7% 11 7% n/a
Discount (Prermium} (Debt at market value) 01% 7% nfa
FTSE 100 Index (Capital Return} 58629 5,885 +130
FTSE 350 Higher Yietd Index (Caputal Return) 3,0872 2,819 +72
Notes
t Including a refund of VAT paid on management fees and associated interest mcome of £nil (2010 - £475,959)

# Excluding refund of VAT paid on management fees and associated mterest income




The Merchants Trust PLC

Chairman’s Statement
Market Background

This 15 my first report to you as Chairman of The Merchants Trust PLC and | am pleased to report that we have performed well, with our total
return exceeding 209 and our share price nsing more than 23%

Global uncertainties continued to build throughout the year We first had the crisis in the Euro and in particular in Greece and Ireland requinng
masswe ntervention from the ECB and the IMF More recently we have had significant uncertainty bullding i the Middle East leading to Western
ntervention in Libya And of course we have had the tragic East Japan earthquake followed by the devastating tsunami and the huge nisks of a
nuclear meltdown at the Fukushima plant

In the UK we have had a change of Government and the introduction of a significant fiscal austenty programme designed to bring the deficit
under control At the same time we have seen a meanungful pick-up in inflationary pressures on the back of the dramatic nse in o1l and other
commodity pnces

Against this uncertain backdrop, the UK equity market has recovered further ground and made up much of the loss suffered since the start of the
financial cnsis 1n 2007 Merchants performed well in both absolute and relative terms as well as compared to most of our peers, helped by strong
stock-selection in a number of mid-cap companies

Results

The Net Asset Value per share increased by 14 6% to 427 1p and the total return per share, including dwidends pad, was 20 7% This compares
with the total returns of 16 8% and 12 206 recorded by the FTSE 100 Index and the FTSE 350 Higher Yield Index, respectively The full
perfarmance breakdown 15 shown on page 5 Over the year, the Trust's share price rose by 23 6% from 329 1p to 406 9p, hawing reached its
highest level in the year of 4250p on 6 January 2011 At 4 Apnl 2011, the Trust's ordinary shares yielded 5 5% compared with the yield on the
FTSE 100 Index of 3 0%

There 1s more detail on the major contributors to our performance 1n our Investment Manager's Review starting on page 6

Net Revenue Return per share

Net Revenue Return per share rose by 12 200 to 2122p This year's earnings include a release of a provision of £862,086 against finance costs in
First Debenture Finance PLC and there are details of this on page 38

Dividends

The Board s recommending a final ordinary dmidend of S 7p per share, payable on 13 May 201 to Shareholders on the register on 15 Aprl 2011
This payment would gwve a total of 22 8p for the year, an increase of 13% over the total for the previous year In order 10 meet the payment it
has been necessary to transfer £1,632,522 (16p per share) from our reserves, compared to a transfer of £3,724961 (3 6p per share) last year As
at 31 January 2011 and after prowiding for this transfer, the Trust's reserves amounted to £12,775,572 (12 3p per share)

Thus will be our twenty-nunth year of nsing dwidends The Board and the Manager continue to remain focused on providing long-term steady
income growth

Derivatives

As set out In the previous report, we have continued our policy of selectively writing call opttons on a imited number of the Trust's holdings
Writing options has provided helpful additional income 1n a period where revenues have been under pressure following the ternporary
suspension of BP's dividend A more detailed explanation is set out in the Investment Manager's Review

Stewardship Code
During the year the Stewardship Code was signed up to by our Manager, RCM (UK), and we repart on this on page 24 of this Annual Report

Gearing

The Trust contmues to have long-term debt amounting to £111 mithon This 15 all deployed in the market for investment purposes At the end of
the year our geaning level was 25 2% compared to 29 5% at the start of the year




The Merchants Trust PLC

Chairman’s Statement
The Board

At last year's AGM Lord Sassoon took on the Chairmanship of the Trust following Sir Hugh Stevenson’s retirement Hugh had been Chairman of
the Trust for 10 years Following the General Election James was asked by the new coaliion Government to become Treasury Secretary and a
member of the House of Lords As a result James was obhged to stand-down from all his commeraal respensibilities including the Board of
Merchanis | would like to thank Hugh and James very much for ther significant contnbution to Merchants over many years

Dick Barfield has announced his retirement as a Director which will take place at the conclusion of this year's Annual Meeting We have benefted
greatly from his in depth knowledge of the investment industry and good advice over his many years on the Board and he will be greatly missed
We have recently appointed Paul Yates as a Director and | am: pleased he has joined the Board His biography is included with those of the other
directors on page 16 and we support his election to the Board

Annual General Meeting

The Annual General Meeting of the Company will be held on Tuesday 10 May 2011 at 12 00 noon and we lock forward to seeing as many
shareholders then as are able to attend

Outlook

The headlines will undoubtedly remain dominated by the huge uncertainties outhned in my introductory remarks However, underlying economic
actwty 15 stll robust in much of the world and the corporate sector 1s financally strong A carefully selected portfoho of UK companies with
globally diversified business models combined with a focus on strong and nsing dividend income should conbinue to weather the storms well
Merchants will remain committed to long-term growth in capital and income

Simon Fraser | Chawman
4 Apnl 20m




The Merchants Trust PLC

Historical Record

Revenue and Capital for years ended 31 January
2002 2003 2004 2005 2006 2007 2008 2009 2010 20m

Income (£'000s) 21,5586 2201 22,247 22,675 24,714 27,750 28,495 31,730 23,687 25,741
Net Revenue Return per
Ordinary Share 16 70p 1726p 1734p 1758p 19 44p 22V7p  2286p 2725p 1891p 2122p
Dividends per Share 16 80p 1720p 1760p  1800p  1890p 2000p 2160p 2280p 2250p 2280p
Ordinary Dividend per Share 16 80p 1720p 1760p 1800p 1890p 2000p 2160p 2230p 2250p 2280p
Special Dividend per Share - - - - - - - 050p - -
Tax Credit per Share 187p 191p 196p 200p 210p 222p 240p 253p 250p 253%p

Gross Dividend per Share 18 67p 191p 19 56p 2000p 2100p 2222p  2400p 2533p 2500p 2533p
Total Net Assets attributable

to Ordinary Capital (F'000s) 420,983 273,407 357,442 424511+ 514713 588,835 506,187 314,804 384,747 440,846
Net Asset Value per

Ordinary Share 4123p  2678p  3501p 4158p*  5041p  5675p  4923p 062p  3728p 4271p
NAV Total Return (%)* -14 -309 +373 +208+ +256 +164 96 -334 +292 +207
Retail Price Index Increases

U7) e +16 +27 +24 +21 423 +42 +41 +01 +46 +51

Notes

* NAV total return reflects both the change m net asset value per ordinary share and the net ordinary dwidends pawd
**RPIX - excludes the effect of mortgage rates

* Restated in accordance with Financial Reporting Standards 25 ‘Financial Instruments Disclosure and Presentation” and 26 ‘Financial Instruments Recognsion
and Measurement’ Years prior to 2005 have not been restated

Performance Attribution Analysis for the year ended 31 January 201

FTSE 350

FTSE 100 Higher Yield

Index % Index %

Capital return of index 13 0% 72%
Relative return from portfolio 10% 6 8%
Caputal return of portfolio 14 0% 14 0%
impact of gearing on porticlio 4 49 4 4%
Revenue deficit* -0 4% Q4%
Expenses charged to capital -1 6% -16%
Other -1 8% -18%
Change in Net Asset Value per Ordinary Share 14 6% 14 6%

* Dmdends paid on Ordinary Shares amounted to £23,429,454 (refer to Note 6) This exceeds the revenue return for the penod by £1,529,308




The Merchants Trust PLC

Investment Manager's Review

Economic Background

In 2010, the majer Western economies continued to recover from the deep recession of 2008-9, but they had to navigate through a challenging
environment Recovery was aided by stimulative central bank policies of almost zero interest rates and quantitative easing, coupled with
supportive fiscal policies However, with extremely high government and consumer debt levels, the strains on the system were engrmous Certain
smaller economies, like reland and Greece, had to employ severe fiscal austenty measures in order to restore therr finances whilst being
supported by the international financial community

The correct policy response in this environment has been widely debated Should governmenis rein in spending to reduce therr budget deficits or
should they stimulate the economy to drive stronger economuic growth and thus greater tax revenues and lower benefits costs? This debate took
cenire stage in the UK general election The winming Conservative-Liberal coaliion announced major spending cuts in order to bring the country’s
finances under control Economig growth slowed in late 2010 wath a fourth quarter contraction of -0 6%, influenced by heavy December

snowtalls, arguably painting a worse picture than reality However, the modest rate of economic growth does highlight the fragility of the
economic situation

In contrast to the UK and much of Europe, the USA has kept its foot firmly on the pedal, with further tax cuts and extra spending initiatives as well
a second round of quantitative easing US economic growth picked up in response to the stimulus but aggregate debt levels continued to nise
Government bond yields rose sharply in the latter few months of the penod, potentially making matters increasingly difficult for policymakers
Tenstons were high within the single currency Eurozone with divergent growth rates between stronger economies ke Germany and weaker EU

members like Portugal, Ireland, Greece and Spain The European Financial Stability Facility was established with €440bn to support the weaker
economies and reassure government bond holders

Emerging markets generally delivered strong growth rates with supenor fiscal positions, led by the surging Chinese economy, undergaing an
investment boom This resource heavy growth, coupled with a recovenng worldwide economy led to resurgent commodity prices with the ol
price touching $100 at the end of January Food and other agnicultural commodities also saw price spikes, exacerbated by unusual weather
patterns Together these commodity prices started to raise inflabon concerns and, in some cases, soqal unrest

At home inflation also remained stubbarnly high with lanuary’s UK CPI recording a 4 0% gain, twice the Bank of England Monetary Policy
Commuttee’s target of 2 0% However interest rates were held at 0 5% throughout the peniod as there was Iittle sign of higher inflation feeding
through into wage settlements, whilst growth concerns generally took precedence over mflation fears

Market Trends

Despite significant volatilty in the first six months on fears over the health of penpheral European economtes in particular, stock markets posted
strong gains over the year A sharp rally from July until mid January was driven by improving investor confidence in the sustainability of the
economic recovery and a second round of US quantitative easing The FTSE 100 Index produced a total return of 16 8% 1n the penod The market
was led, as in the previous year, by more cyclical sectors such as technology, mining, general financials, oll services and media, although telecorns
also performed well Conversely many of the more defensive sectors lagged the market with food retall, pharmaceuticals, tobacco and food
producers only managing to delwer single digit returns

Medwm sized companies which tend to be more economically sensitive once agatn significantly outperformed the FTSE 100 Index Higher
yielding shares lagged behind matenally with the FTSE 350 Higher Yield Index producing a total return of only 12 20 This index was particularly
affected by BP whose shares halved between Apnil and July after the acaident in therr Macondo o1l well i the Gulf of Mexico By the end of the
year, BP had recovered much of its loss to post a total return of -170%, taking about 3% off the Higher Yield Index in the year
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Investment Manager's Review

Investment Performance

The Merchants Trust portfolio delivered a total return ahead of the FTSE 100 Index and thus well ahead of the FTSE 350 Higher Yield Index This
15 noteworthy in a penod when returns were high as the portfolio has typically had a significantly Jower volatity and beta (the expected gearning
o market moves) than the wider market The strong equity performance helped The Merchants Trust to deliver one of the highest investment
trust returns in the UK Growth & Income Sector

No one sector dominated performance but, as in the previous year, strong stock selechion amongst medium sized companies made a big impact
benefitting from therr greater linkage to recovening economic prospects Despite the portfolio being heavily biased to larger companies, seven of
the top ten contnbutors to outperformance compared to the FTSE 100 Index were mid-caps, with returns ranging between Meggitt's 4206 and
Melrase’s 96% This induded two companies, Arnva and Brit insurance, which receved takeover bids Among the larger companies contributing
to performance, the operational recovery in BT continued and they also benefitted from a shrinking pension fund defiat Having less than an
index position 1In HSBC and Tesco was also beneficial as their shares significantly lagged the market

The largest negative performance factor was not owning three large rmining companies, Rio Tinto, Anglo American and Xstrata The portfolio had a
low exposure to the mining sector due to unattractive dividend yields and concern over the sustainability of commodity prices Elsewhere a
number of relatively defensive companies lagged betund the strong market with stocks like GlaxoSmithKling, BAE Systems and Unilever
returning close to zero Not owning ARM shares which rallied by 164% was also a factor Finally Resolution and Home Retait Group were both
poor performers

Contnbution to Investment Performance relative to FTSE 100 Index

Positive Contnbutions % Negative Contributions %
Premier Farnell 06% Rio Tinto -09%
Armva 05%  GlaxoSmithKline -0 6%
Bt Insurance 04%  BAE Systems =05%
Melrose 04% Unilever -0 4%
BT 04%  Anglo Amencan -04%
Meggitt 04% Xstrata -03%
Internatronal Personal Finance 04% Scottish & Southern Energy -03%
Tesco 03% Arm -03%
HSBC 03% Resolution -0 2%
United Business Media 03% Home Retall -0 2%

The Trust's dervatives strategy, described later in this report, made a positive contrnibution both to the income generation and the performance of
the portfolio Over the twelve months the performance contnbution was approximately £480,000 or O 1% of the average portfolio value

Portfolio Changes

As reported at the intenm stage, actwity in the first half of the year was quieter than the high levels in the previous two years due to a less
extreme level of econormic and market volatility creating fewer compelling reasons to switch investments However as the year progressed into the
autumn, the bull market recovery continued well into its secend year and this created many more opportunibies In particular there were several
companies that had recovered from the recession whose share prices approached our estimate of full valuation These holdings were either
reduced or sold entirely depending on thewr fiture prospects Conversely there were many companies left behind 1n the stock market recovery,
often in less cycheal industnes, leaving valuations more compelling on an absclute and relate basis We increased investment in several of these
that were already in the portfolio and we added a number of new positions

In total there were mine new companies added to the portfcho, seven in the second half of the year, and seven sold completely, leaving a
portfalio with forty eight stocks at the year end The portfolio concentration has continued to decline wath the top four holdings now representing
under 29% of total equity assets The table below lists the ten largest net purchases and sales and indudes most of the new holdings and
complete sales
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Investment Manager's Review

Largest Net Purchases Largest Net Sales

£m Em
Resolution 109 Vodafone 167
HSBC 108 Cenirica 121
Impenal Tobacco 97 International Personal Finance 83
Daily Mail & General Trust 66 AstraZeneca 67
United Business Media 61 International Power 64
Inmarsat 56 Royal Dutch Shell ‘B’ 58
Hays 55 Amva 55
Cobham 54 Inchcape 48
BP 54 Halfords 46
Tesco 52 Rexam 41

As explaned at the interm stage we added twio new companies within the media sector, United Business Media and Daily Mail & General
Trust The media sector is well positioned to benefit from a recovery amongst its corporate customer base where, unlike 1n the consumer and
government sectors, debt levels are generally comfortable As businesses took to grow in a testing econemic environment they are spending
more on advertising, trade shows, exhibitions and other services provided by media companies The two stacks we purchased were both lowly
rated and had strong fundamental attracions

Another cyclical company exposed to a similar theme that we bought is Hays, the temporary and permanent stafi recrutment company Hays is
well placed to benefit from recovery amongst its business customers The company's UK operations have been under pressure, in particular in
the public sector, which has suffered from a severe dechne in government recrutment However, whilst this 1ssue dominated investor sentiment,
the UK public sector represents under 10% of sales and such concerns left the shares significantly undervalued There 15 a strong recovery conmng
through amongst corporate customers especially i Hays' large and fast growing international operations In most overseas countries gutsourced
recrutment 15 a relatively immature business with rapid, albert cyclical growth in much of Europe and Asia

The other new investments were split between defensive, or Jess cyclical businesses, and companies that we believe offer good long term growth
prospects yet still have an attractive devidend yield There were numerous opportunities amongst defensive shares as the market favoured
businesses with greater leverage to the improving econormic cycle We bought Impenial Tobacco, which had significantly underperformed both
the market and its industry peer Briish Amenican Tobacco (BATS) We had previously preferred BATS' far greater exposure to emerging markets,
where there 1s more potential for consumers to trade up to higher pnced Western brands, compared with Impenal’s higher exposure to mature
Western European markets However the gap between the two stocks became compelling with impenal offering exceptional value and robust
cashflow We reduced the BATS position as its shares performed well, partly to finance these purchases

Food retaller Tesco was also added in the second half of the year Tesco shares had languished on general concerns aver the outlook for UK
consumer spending, the level of competitive Intensity and some signs of a loss of momentum n their own UK operations However whilst we
share many of the market's concerns we also see significant potential In Tesco’s substantial overseas operattons, their nascent financial services
business and thetr immature non-food offenng Considening the low valuation of the shares in absolute terms and relative to their own history,
we decided to make an wnitial iInvestment Elsewhere amongst defensives, we made numerous addttions to exsting holdings including the food
and household products companies Unilever and Reckitt Benckiser, and utilty National Grid, mainly around the time of its nights issue

In the Lloyds-of-Landon Insurance sub-sector we introduced Hiscox, a broadly based msurer with a streng record of achieving wgh returns on
capital, and we added to Cathn Both these positions will broadly replace Bnit Insurance which has been taken over by a private equity house
The Lloyds insurers are attractive as they generate hugh retuins and have good dwidend yields, low valuations and a risk profile that 1s largely
uncorrelated to the wider market

Among higher growth companies we purchased Inmarsat and Cobham Inmarsat 1s a leading satellite communications company with
parttcularly strong position m mantime communications but also in land based and increasingly aircraft based actwties The satellite industry has
sigruficant barners to competitive entry, including licenses, spectrum, an expensive satellge fleet and a large customer base with dedicated
equipment Inmarsat offers above average growth with a high yield backed by strong underlying cashflow We took advantage of a share sale by
thew largest sharehaolder, a prvate equity company in need of cash, to buy at an attractive valuation

Cobham is a defence equipment company with particular strengths in communications techniology as well as cyber-security and flight refuelling It
has histonically grown fast but has recentty suffered order delays and deferrals, especially in the USA which 1s its dorminant market These delays
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Investment Manager’s Review

brought the shares down te an unusually low valuation Whilst growth in defence spending is ltkely to be slower than i recent years, Cobham 15

exposed to many attractive areas with future potential, such as the huge Joint Strike Fighter programme and the replacement of the US in-flight
refueling tanker fleet

The final new holding added was Greene King, the brewer and pub company Greene King has a well invested freehold estate of pubs with 2
significant bias to the more prosperous South East of England as well as the strong Belhaven porticho in Scotland The management have
successfully managed the business through the disruption of the smoking ban and the recession with a consistent strategy of focusing on
delivering value, improving the food offering and widening the appeal to families Whilst the short term cutlook for the industry is uncertain, the
company 15 growing profits and it stands to beneftt from problems at weaker peers We believe the low valuation is attractive given that the longer
term trend to eating out should continue and Greene King has significant value in its freehold property portfolio

Other notable investments included significant additions o hfe assurer Resolution, particulaly around the time of 1ts nghts issues when the
shares were trading at depressed levels We added to BP, after the shares fell in response 1o their explosion and ol leak in the Gulf of Mexico We
also made significant additions to HSBC as the shares fell back to a more attractive level

There were four complete dispasals in the portfolio in the first half of the year, detalled at the intenm stage These were Arriva that was taken
over by Deutsche Bahn, Rexam, Halfords and Informa In the second half we sold three further holdings completely International Power,
Inchcape and Internatronal Personal Finance

Although Inchcape and International Personal Finance are very different businesses, they share a similar history as investments for the Trust
Both companies suffered in the global recession and therr share prices fell heavily, partly due to strained financial positions After considerable
analysis, we backed our conviction in the strength of their business franchises with significant further investments at depressed levels, including
supporting the Inchcape nghts 1ssue which transformed s balance sheet Both companies subsequently rose several fold in pnce and made a
major contribution to performance We gradually reduced the holdings and finally sold out completely as the shares approached our assessment
of fair value

International Power, a bulder and operator of power generating plants, attracted interest from GDF Suez and agreed a merger on favourable
terms for International Power’s shareholders We deaded to sell the shares at a reasonable valuation rather than to maintain a holding, partly due
to the effective control by the French Government going forwards

Partial sales from the portiolio iIncluded many opportunities for profit taking in more cychcal companies which had performed well coring out of
the recession and thus offered less upside Examples here included BHP Bulliton, Melrose, Premier Farnell and Legal & General

Among the top ten net sales there were also several large defensive companies Aithough many defensives performed relatively poorly, there
were notable exceptions Vedafone was re-rated from low levels on hopes that it might rationalise ts international portfolio of actrvities as well as
on shghtly more optimism about trading prospects We made several reductions to the Trust’s large holding into nsing prices Similarly Royal
Dutch Shell and Centnca outperformed their sectors matenally and cifered less upside potential prompting us to reallocate money from these
positions into other stocks The reduction in the pharmaceutical company AstraZeneca was partly in response to a strong share price early n the
year However there was also a sale later on to reflect a lowerng in our conviction on their longer term prospects following disappointing news
on a key drug in therr than pipeline

Derivative Strategy

This 15 the first full year that the Trust has been running a covered call overwriting strategy on a imited proportion of the portfolic to generate
additional income In “writing” or selling an option, the Trust gives the purchaser the nght to buy a specific number of shares in 8 company at an
agreed “stnke” price wathin a fixed penod In exchange the Trust receives an option premium which 1s taken to the income account The Trust gets
the full benefit of any move in the share pnce up to the stnke price but not beyond If the share pnice nses above the strike price, there 15 a
potential “opportunity” cost (but not cash cost) to the Trust as the option holder can exercise their option to buy the shares at the strike price The

total exposure to call options 15 closely mortored and hmited to 20% of the portfolio vatue with all opiion positions “covered” by shares held
within the portfolio

Qver the year, the call overwnting strategy generated over £2m of addiional iIncome and a net profit of around £480,000 taking into account the
oppostumity cost associated with any exeraised options Qur approach to option writing is very selective and driven by the investment
fundamentals on each stock rather than by a separate derivatives rationale We write calls on portions of share holdings that we would be happy
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to sell at the sirike price, provided that the premium income receved 1s sufficiently attractive The options wnitten are typically short dated with
most under 4 months duration The total exposure typically runs at under 10% of the overall portfolio

Future Policy

Rising share prices and relatively low bond yields in the major economies suggest that a sustainable economic recovery 15 starting to take root
Indeed there are many reasons for optimism The financial system is functioning well with the major Western banks signiftcantly recapitalised,
economuc growth has rebounded, corporate profitability and balance sheets have recovered rapidly, surveys of industnal confidence are very
positive and unemployment trends have improved in many countries However major nsks remain due to unprecedented debt levels and severe
global imbalances The prablems vary from one region to another and the policy choices are often diametncally opposed

In the USA, the authorities’ reman fully committed to stmulating growth to create jobs and breathe life into the moribund housing market So far
global investors have held their faith in US dollar denominated assets and allowed this policy to continue but a loss of confidence and sharply
rsing bond yields pose a potential nsk In the Eurozone, confidence has already been lost in a number of penpheral economies which are now
being supported by their stranger single currency neighbours Differential growth rates, large deficits, high debt levels and fragile political support
for many incumbent politicians are creating an unpredictable and unstable outlook In China, the engine of growth for the world 1n recent years,
the main problem 1s nsing commodity price inflation, particularly in energy and food pnices, which nisks causing social unrest As we have seen n
Egypt and elsewhere in the Middle East social pressures can lead to rapid change to the status quo, particularly with the availability of infermation
in the internet age Chinese authories are raising interest rates and taking other action to contain inflakon However if economic growth slows
too rapidly the consequences will be felt well beyond thewr borders, not teast in the buoyant commodities markets The recent tragic earthquake,
and tsunami n Japan raise further uncertainties for Astan growth, with the nuclear reactor incidents potenbially having significant and lasting
ramifications for energy markets The oil price has continued to nise this year on Middle Eastern concerns and any reduced appetite for nuclear
power station construction can only cause further important pressure to this criical commodity

The UK 15 faang a difficult squeeze between nsing mflation and low growth as government spending 15 cut back, increasing the nisks of stagflation
A key debate rernains around whether inflation 1s largely transitory, due to commodity prices and increased VAT, where the effects will wash o,
or more structural, potentially leading to nsing wage pressures Monetary policy so far remains accommodative but there 15 increasing risk of
either a double-cip recession or high inflation Fortunately for investors in UK companies, partrcularty within the FTSE 100 index, global conditions
are more important than those in the UK Overall our central view has not changed significantly We anticipate a prolonged penod of positive but
muted economic growth for most Western economies as high debt levels are addressed, with higher growth in emerging markets However, at
the very least, there are hikely to be penods of volatility when less benign outcomes seem more hkely

Equity valuations, particularly in the UK, are dose enough 1o long term averages to have Iittle predictive power With corporate profitability having
already recovered significantly, there 1s less scope for significant positive surprises in the future but there 1s also ittle sign of investor over-
confidence, which would be a concern Money flows seem to be starting to come back into equities from bond markets, after a 30 year bond
market rally, but ot could be premature to rely on this encouraging trend continuing In short, the equity market direchion 15 as hard as ever to
predict, although we have a strong preference for equities over fixed income investments We see many attractive investment oppartunities within
the equity market and our focus remains on identifying and exploiting these situatigns

Many of the biggest companies in the market trade on modest valuations and we continue to favour large, well financed, globally spread
businesses with strong cashflows and high dividend yields Stocks Itke Royal Dutch Shell, GlaxoSmithKiine, Unilever and Vodafone continue to
form the bedrock of the portfolio and are well suited to uncertain economic circumstances Given our central view of only modest economic
growth we belteve that companies capable of higher sustained grewth should demand above average valuations We like reasonably priced
companies that operate in growth industries, for example Inmarsat, Hays, 1G Group and Man Group, or those exposed to the superior growth of
emerging markets, such as Ashmore, United Business Media and British Amenican Tobacco Within this latter theme, global food and household
products comparies ke Unilever and Reckitt Benckiser, look particularly attractive after a recent sell-off on commodity cost pressures and we
have built up pesitions further Another theme in the portfolio 1s owning businesses exposed to public sector spending as in many cases the stock
market has more than discounted the hkely impact of spending cuts, leaving significant potential upside BExamples in the defence sector include
BAE Systems and Cobham and within construction and support services, Balfour Beatty and Interserve

Despite the obvious linkage of miming and other commodity comparies to the growth in emerging market spending, the portfolio only contains
BHP Billiton within the mining sector and only the large dversified ol majors, BP and Royal Dutch Shell, within the o1l & gas sector As well as the
limtted dwidend yields available from most commaodity related stocks, we remain concerned about the sustanability of high commodity prices
given some of the nsks to world growth There 1s also the nisk of a reversal to the apparently high level of specufative money and financial
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investment flows driving certain commodity markets Within the financial sectors we have a preference for insurance, real estate and general
financial businesses over banks Among the banks we favour the dwersified major HSBC, with an attractive developing market franchise, a strong

balance sheet, a robust funding position and a reasonable valuation, although the domestic banks offer potentially higher returns with
commensurately higher nsks

Dividends

The Merchants Trust has a twenty nine year record of consecutive dividend increases and the portfolio 15 managed with a view to generating a
high level of income The revenue reserves have allowed the directors to maintain this track record durning a pencd that has seen substantial
dividend cuts across the stock market Whilst there remain nisks to future income generation, the outlook has improved gradually over the last
year, with the notable exception of the situation at BP Dwidends have now started to nise again in the wider market and forecasts for dividend
growth are healthy The strength of Sterling against the dollar 1s the only one of four key nsk factors that we have previously tughlighted to have
become a modest headwind Currencies reman important but largely unpredictable factors given the amount of income coming from abroad

Simon Gergel
For and on behalf of RCM (UK) Limited
4 Apnl 201
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Listed Holdings at 31 January 2011

Equities
Name Value (£) 9% of Listed holdings Principal Actrvities
Royal Dutch Shell "B’ Shares 46,531,043 86 01l & Gas Producers
HSBC 40,711,213 75 Banks
GlaxoSmithKline 35423615 65 Pharmaceuticals & Biotechnology
BP 32,469,320 60 Ol & Cas Producers
Vodafone 29,464,862 54 Mobile Telecommunications
Unilever 20,146,500 37 Food Producers
BAE Systems 20,058,088 37 Aerospace & Defence
Scottish & Southern Energy 19,760,950 36 Electncity
BHP Billiton 18,254,600 34 Minaing
British American Tobacco 18,077,885 33 Tobacco
Top Ten Holdings 280,898,082 57
National Gnd 16,692,480 3 Gas, Water & Multiutiities
Aviva 15,051,800 28 Life Insurance
AstraZeneca 15,047,527 28 Pharmaceuticals & Biotechnology
Reed Elsevier 13,516,581 25 Media
Resolution 13,363,197 25 Life Insurance
BT Group 10,995,826 20 Fixed Line Telecommunications
Compass Group 10,545,000 19 Travel & Leisure
Impenal Tobacco 8,558,400 16 Tobacco
Unuted Business Media 8,441,025 16 Media
Reckitt Bencliser 8,312,850 15 Household Goods & Home Construchion
Man Group 8,083,927 15 General Finanoial
Hammerson 7,918,740 15 Real Estate Investment Trust
Daily Mait & General Trust 7,777,050 14 Meda
Meggitt 7,409,229 14 Aerospace & Defence
Balfour Beatty 7,585,984 14 Construction & Matenials
Premeer Farnell 6,728,000 12 Suppor Services
Hays 6,599,950 12 Support Services
Barclays 6,521,250 12 Banks
Bunzl 6,498,000 12 Support Services
inmarsat 5,974,429 11 Mabile Telecommunications
IG Group 5,725,276 11 General Financial
Cobham 5,670,000 10 Aerospace & Defence
Brmsh Land 5,594,400 10 Real Estate Investment Trust
Britvic 4,892,432 09 Beverages
Tesco 4,832,400 09 Food & Drug Retailers
Catlin Group 4,733,440 09 Nonife tnsurance
WPP 4,669,295 09 Media
British Insurance 4,572,742 08 Non-hfe Insurance
Greene King 4,008,600 07 Travel & Lewsure
Melrose 3,602,406 07 Industnial Engineenng
interserve 3,512,688 06 Support Services
Centrica 3,457,681 06 Gas, Water & Multutilities
Uoyds Banking Group 3,071,636 06 Banks
Legal and General 2,985,900 05 Life Insurance
Home Retail 2,969,931 D5 General Retailers
Hiscox 2,821,500 05 Non-life Insurance
Ashmare Group 2,650,164 05 General Financial
Pendragon 1,022,233 02 General Retailers
Total 543,212,051 1000
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Listed Holdings at 31 January 2011
Written Call Options*

Name

GlaxoSmithKhine Mar 2011 1350

Bntish American Tobacco Feb 2011 2500
Compass Group Mar 2011 640

WPP Mar 2011 840

HSBC Apr 2011 760

Scottish & Southern Energy Mar 2011 1250
Vodafone Apr 2011 190

Roval Dutch Shell Mar 2011 2200

Avwa Feb 2011 410

Total

*Valued 1n accordance with Note 5 of the Accounting Policies on page 35

Value (£)
(850)
(1,150)
(1,875)
(7,647}
(16,000}
(25,300)
(37,500)
{43,875)
(173,750)
(307,947)



Distribution of Total Assets

Total Assets (less creditors due within one year) £552,031,290 (2010 - £498,205,486)

Qil & Gas
Ol & Gas Producers

Basic Matersals
Mining

Industnals

Aerospace & Defence
Construction & Materials
General Industrials
Industnal Engineering
Support Services

Consumer Goods

Beverages

Food and Drug Retailers

Food Producers

Household Coods & Home Construction
Tobacco

Healthcare
Pharmaceuticals & Biotechnology

Consumer Services
General Retailers
Media

Travel & Leisure

Telecommunications
Fixed Line Telecommunications
Mabile Telecommunications

Utilies
Electricity
Cas, Water & Multiutilities

Finanaals

Banks

Ceneral Finanaial
Life Insurance
Non-Life Insurance
Real Estate

Total Investments
Net Current Assets
Total Assets

Percentage of total assets
at 31 January 2011

143
43

33
33

60
13
07
42
122

09
09
36
15
48
1n7

92
92

07
62
27
96

20
64
84

36
37
73

91
30
57
22
24
224
984
16
1000

The Merchants Trust PLC

Percentage of total assets
at 31 January 2010

150
150

33
33

52
10
08
a7
27
104

14
37
1
39
101

118
118

24
37
21
82

20
75
95

51
55
106

78
36
38

17
22

191

980
20
1000
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Directors

The current Directors’ details are set out below All Directors are non-executive and independent of the Manager

Mr S ) Fraser (Chairman})

(Born May 1959) joined the Board in August 2009 He 1s Charman of Foreign & Colonsal Investment Trust PLC and a non-executive director of
Barclays PLC, Barclays Bank PLC, Fidelity European Values PLC and Fidelity Japanese Values PLC He spent his career at Fidelity International
Limited, where he held a number of posttions, including Chief Investment Officer from 1999-2005, President of Fidelity International’s European
and UK Institutiona! business and latterly President of the Investment Solutions Group He stepped down from executive responsibilies at the
end of 2008

Mr R A Barfield

(Born April 1947) jomned the Board in May 1999 Formerly Chief Investment Manager of Standard Life Assurance Company, he 15 a Chairman of
The Ballie Gifford Japan Trust PLC and a Director of The Edinburgh Investment Trust PLC and Standard Life Investments Property Income Trust
Limited He 1s @ Non-Executive member of the Pension Protection Fund Board and adwises a number of pension funds

MrM J E McKeon (Charman of the Audit Committee)

(Bomn October 1956) joined the Board in May 2008 He 1s Group Finance Director of Severn Trent pic and prior to that, from 2000 until 2005, he
was Group Finance Director of Novar pic He held vanious senior roles at Rolls-Royce plc from 1957 to 2000 He has extensive experience in a
number of overseas positians, having worked at CarnaudMetalbox, EIf Atochem and PricewaterhouseCoopers He s a Chartered Accountant

Mr H E Staunton (Senior Independent Director}

(Bom May 1948) joined the Board 1n May 2008 He 1s a non-executive director of Legal & General plc, Standard Bank Pic, Capital and Counties
Properties plc and W H Smith PLC He was previously Finance Director at ITV plc and Granada Group plc He was also a non-executive director of
Ladbrokes plc, Emap plc, BSkyB, Independent Telewision News Limited, Vector Hospitality plc and Ashtead Group plc, of which he was also
Chairman between 2001 and 2004 He 15 a Chartered Accountant

MrP T Yates

(Born June 1957) joined the Board in March 2011 He has had a long career in investment management beginning at Samuel Montagu & Co i
1980 He joined Phillips and Drew n 1985 - the year that it was acquired by UBS He held a number of postions at UBS, covering management,
porttolio management, pensions, strategy and chent service He was CEQ of UBS Clobal Asset Management (UK) Ltd between 2001 and 2005
After undertaking a number of global roles at UBS he retired in 2007 Paul (s a nor-executive partner of 33 St lames's

Investment Manager and Advisers

Investment Manager RCM (UK) Limited, Represented by Simon Gergel, Portfolio Manager, and Simon Whtte, Head of Investment Trusts

Secretary and Registered Office Kirsten Salt BA (Hons) ACIS, 155 Bishopsgate, London EC2M 3AD Telephone 020 7065 1513,
Email kirsten salt@uk rcm com

Independent Audrtors PricewaterhouseCoopers LLP, Hay's Gallena, 1 Hay's Lane, London SE1 2RD
Bankers HSBC Bank, Barclays Bank

Stockbroker JPMorgan Secunties

Legal Adwsers Herbert Smith LLP
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Directors’ Report
The Directors present the annual financial report of the Company and give their report for the year ended 31 January 201

Business Review

Business and Status of the Company
The Company is an investment company as defined in Section 833 of the Companies Act 2006

The Company carmes on business as an investment trust and was approved by HM Revenue & Customs as an investment trust in accordance with
Section 1158 of the Corporation Taxes Act 2010 for the year ended 31 January 2010 1n the opinion of the Directors, the Company has
subsequently conducted its affairs so that it should cantinue to qualify The Company will continue to seek approval under Section 1158 of the
Corporation Taxes Act 2010 each year The Company /s not a close company for taxation purposes

Regulatory Environment

The Company is listed on the London Stock Exchange and 1s subject to UK company law, financial reporting standards, listing rutes, tax law and its
own Articles of Association In addition to annual and half yearly financial reports published under these rules, the Company announces net asset
values per share on a daily basis for the information of tnvestors [t provides more detalled information on a monthly basis to the Association of
Investment Compantes, of which the Company 1s a member, in order for brokers and investors to cempare its performance with its peer group
The Board of Directors 1s charged with ensuring that the Company comphes with its own cbjectives as well as these rules The Board has
apponted RCM (LK) Limited to carry out investment management, accounting, secretanal and admimistration services on behalf of the Company
The Company has no employees or premises of its own

Investment Objective and Policies

The Company's objective 15 1o provide an above average level of income and sncome growth together with long term growth of capital through a
policy of investing mainly 1 hugher yielding UK FTSE 100 companies The Company’s investment performance 15 assessed by companson with
other investment trusts within the UK Crowth and Income sector In addition, it 1s benchmarked against the FTSE 100 Index, reflecting the
emphasis within the portfelio, as well as the FTSE 350 Higher Yield Index, reflecting the Company’s higher yield abjective

The Company pays quarterly dvidends and the Board has a policy of making these progressive from year to year, in keeping with the Company’s
stated objective to provide an above average level of income and income growth The dvidend has increased every year for the past twenty ning
years and details of historic dvidend payments are set out on page 5

Performance

In the year to 31 January 2011 the NAV per Share rose by 14 6% This compares with the capital return on the Company’s benchmark indices of
13 0% (FTSE 100) and 72% (FTSE 350 Higher Yield) At 31 January 2011 the value of the Company’s investment portfolio was £543 2m The
Investment Manager's review on pages 6 to 12 includes a review of developments during the year as well as infermation on investment actity
within the Company’s portfelio

Key Performance Indicators (“KPIs”)
The Board uses certain financial KPls to monitor and assess the performance of the Company The principal KPls are

. Performance against the benchmark indices
The Company's performance 15 benchimarked against the FTSE 100 Index and the FTSE 350 Higher Yield Index These are the most
important KPls by which performance 1s judged

. Performance aganst the Company’s peers
The Board alkso monitors the Company's performance with reference to its invesiment trust peer group

. Performance Attnbution
The performance attnbution 15 considered at each Board Meeting and enables the Directors to judge how the Company achieved its
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 Atribution Analysis for the year ended 31 January 2011 1s given on page 5

. Discount to net asset value (“NAV")
The Board has a share buy back programme which has a role to play in enhancing the NAV for existing shareholders, as shares are bought
back at a discount, and in mimimising the volanhty of movements in the discount In the year to 31 January 2011 the shares traded between
a discount of -77% and a prermum of 6 900 with debt at fair value
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Tolal expense ratio (“TER”)

The most significant expense for the Company is the cost of the management fee and the costs of interest on the Company's borrowings
Other expenses include the costs of investment transactions, directors’ fees and insurance, professional advice and regulatory fees and the
costs of production of the reports to shareholders The TER 55 calculated by dwiding operating expenses, that 1s, the Company's
management fee and all other operating expenses (including tax relief where allowable, but excluding interest payments and investment
management fee VAT refund) as a percentage of total assets less current habilities at the year end The TER for the year ended 31 January
2011 was 0 46% (2010 - 0 45%)

Revenue
The return attributable to Qrdinary Shareholders for the year amounted to £21,900,146 (2010 - £19,498,068)

Revenue return per ordinary dwidend amounted to 2122p The first and second intenm dividends of 5 7p and 5 7p respectively have been paid
duning the year Since the year end the third intenim dwidend of 5 7p has been paid The final proposed dwvidend of 5 7p 1s payable on 13 May
2011 In accordance with FRS 21 ‘Events after the Balance Sheet Date’, the third dwidend and final dnidend are not recogmsed as labilities within
the financial statements on the basis that they have not been paid and approved, respectively, by the sharehaolders

Historical Record

The distnbution of tetal assets 1s shown on page 15, and the histoncal record of the Company’s revenue, capital and invested funds over the past
ten years 15 shown on page 5 Craphs appear on page 7 showing the performance on a total return basis over the past ten years of the Net Asset
Value of the Compary's Ordinary Shares against the Company’s benchmark indices, the growth in net ordinary distributions made by the
Company against the Retall Price Index, and the Company’s discount to Net Asset Value over the same period

Invested Funds .

Sales of investments during the year resulted in net gains based on historical costs of £25,156,875 (2010 - losses of £54,672,814) Provistons
contained in the Finance Act 1980 exempt approved Investment Trusts from corporation tax on their chargeable gains Invested funds at

31 January 2011 had a value of £542,931,529 (2010 - £488,295,791) before deducting net liabiliies of £102,085,513 (2010 - £103,548,577)

Principal Risks and Uncertainties

With the assistance of the Manager the Board has drawn up a nisk matnix which identifies the key nisks to the Company These key nisks fall
broadly under the following categories

. Investment Activity and Strategy An inappropriate investment strategy, e g, asset allocation or the level of geaning, may lead to under-
performance aganst the Company's benchmark index and peer group companies, and also in the Company’s shares trading on a wider
discount The Board manages these nsks by diversfication of investments through its investment restnichions and guidelines which are
monitored and on which the Board recewves reports RCM (UK) Limited ("RCM™) prowides the Directors with management information
including performance data and reports and shareholder analyses The Board manitors the implementation and results of the investment
process with the mvestment manager, who attends all beard meetings, and reviews data which show nsk factors and how they affedt the
portfolio The Board reviews investment strategy at each board meeting

. Accounting, Lega! and Regulatory In order to qualify as an investment trust the Company must comply with Section 1158 of the
Corporation Tax Act 2010 ("Section 1158"), and details are given above under the heading ‘Business of the Company’ A breach of Section
1158 could result in the Company losing investment trust status and, as a consequence, gains in the Company’s portiolio would be subject
10 Corporation Tax The Sectton 1158 critena are monitored by RCM and results are reported to the Board at each Board Meeting The
Company must comply with the provisions of the Companes Act 2006 (*Companies Ad™), and, as the Company’s shares are listed on the
London Stock Exchange, the Company must comply with the UK Lising Authorty’s Listng Rules and Disclosure and Transparency Rules
(“UKLA Rules™) A breach of the Companies Act could result (n the Company and/or the Directers being fined or becoming the subject of
cniminal proceedings Breach of the UKLA Rules could result in the suspension of the Company’s shares which would in turn lead to a
breach of Section 1158 The Board relies on 1ts company secretary and seeks adwice from professional advisers to ensure comphance with
the Compames Act and UKLA Rules

. Corporate Governance and Shareholder Relatons Shareholder discontent could anse if there 1s weak adherence to best practice in
corporate governance and which could result in potential reputational damage to the Company The Board recenes reports on shareholder
activity and on shareholder sentiment on a regular basis and contact is maintained with major shareholders Details of the Company's
comphance with Corporate Governance best practice, including information on relations with shareholders, are set out in the Corporate
Covernance Statement on pages 21 10 25




The Merchants Trust PLC

Directors’ Report

Operational Disruption to, or falure of, RCM's accounting, dealing or payment systems or the custodian’s records may prevent accurate
reporting and monitonng of the Company's financial posiion RCM has contracted eperaticnal functions, pancipally relating to trade
processing and nvestment administration, to The Bank of New York Mellon - London Branch Details of how the Board monitors the
services provided by RCM and other supphers and the key elements designed to provide effective internal control are included within the
Internal Control section of the Corporate Governance Statement on pages 23 and 24

. Financial The financial nsks associated with the Company include market nsk {price and yield), interest rate nsk, hquidity sk and credit
nisk Further analysis of these nsks can be feund in Note 17 on pages 44 to 49

Future Development

The future development of the Company 1s dependent on the success of the Company's investment strategy against the economic environment
and market developments The investment manager discusses his view of the outlook for the Company's portfolio in his report beginning on
page 6

Going Concern

The Directors have considered the Company's investment objective and capital structure and, having noted that the portfolio consists mainly of
securities which are readily realisable, have concluded that the Company has adequate resources to continue in operational existence for the
foreseeable future For this reason the Directors continue to adopt the going concern basis i prepanng the financal staternents

Net Asset Vatue
The Net Asset Value of the Ordinary Shares of 25p at the year end was 4271p as compared with a value of 372 8p at 31 January 2010

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 its suppliers the terms on which business wall take place and it is our policy to
abide by these terms The Company had no trade creditors at the year end (2010 - £nil)

Donations and Subscriptions
There were no charttable donations and subscriptions in respect of the year (2010 - £nil} No polttical donations were made durning the year

Final Dividend

Subject to the final dwidend being approved by shareholders at the Annual General Meeting, payment will be made on 13 May 201 to
shareholders on the Register of Members at the close of business on 15 April 2011 at the rate of 5 7p per Ordinary Share Further details are
prowided in Note & on page 39

Capital Structure
The Company's capital structure 1s summansed on page 43 The details of the 4% Perpetual Debenture Stock and the 3 6500 Cumulative
Preference Stock are provided in Notes 10(w) and 10(v) respeciively on page 42

Voting Rights in the Company’s Shares
The voting nights at 31 March 2011 were
Number of Voting nghts Total
Share class shares issued per share Voting Rights
Ordinary Shares of 25p 103,213,464 1 103,213,464
3 65% Cumulative Preference stock of £1 1,178,000 1 1,178,000
Total 104,391,464 104,391,464

The voung nghts of the Ordinary Shares on a poll are one vote for every share held

There are no restrictions on the transfer of the Company’s share capital and there are no shares which carry specific nghts with regard to control
of the Company
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Interests in the Company’s Share Capital
As at 4 Apnil 2011 the following had declared a notifiable 1nterest in the Company's 1ssued share capital

Ordinary Shares
Number Percentage of
Name of Shares Voting Rights
Legal & General Group PLC 4,099,823 39
Lioyds Banking Group PLC 4,086,614 39
Rensburg Sheppards Investment Management Group Limited 4,017,845 39
AXASA 3,664,667 35

The rules concerning the appointment and replacement of directors, amendment of the Articles of Association and powers to 1ssue or buy back
the Company's shares are contained i the Articles of Association of the Company and the Companies Act 2606

There are no restnctions concerning the transfer of secunities in the Company, no special nghts with regard to contro! attached to securities, no
agreements between holders of securties regarding therr transfer known to the Company, no agreements which the Company 1s party to that

might affect its control following a takeover bid, and no agreements between the Company and its directors cencerning compensation for loss of
office

Directors and Management
All Directors listed i the table an page 22, except where noted, served throughout the financial year under review

The Directors retiring by rotation at the Annual General Meeting (AGM’) are Mike McKeon and Henry Staunton and each offers himself for
re-election and both have the fult support of the Board in doing so In addsion, Paul Yates, having been appointed since the last AGM, 1s standing
for election at this year's AGM The Board used an external recruitment consultant in the appointment of Mr Yates Dick Barfield 1s retinng from
the Board and so does not offer himself for re-election The Board confirms that, since the year end, the perfermances of all of the Directors have
been subject to a fermal evaluation and that each continues to be effective and committed to his role

Biographical details of the current Directors are on page 16

Drectors' and cfficers’ hability msurance cover is held by the Company As permitted by the Company's Articles of Association, deeds of
indemnity have been entered into with the Directors

The current Directors and their beneficial interests in the share capital of the Company as at 31 January 2011 and 31 January 2010 are listed
below

Ordinary Shares of 25p
20 2010
S ) Fraser 20,000 20,000
R A Barfield 2,440 2,440
M 1 E McKeon 450 450
H E Staunion 10,000 10,000

There have been no changes to directors’ interests since the year end Paul Yates, appointed to the Board on 21 March 2011, has a holding of
1,000 shares

No contracts of significance in which Directors are deemed to have been interested have subsisted dunng the year under review

20
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Management Contract and Management Fee

The management contract with RCM (UK) Limited ('RCM”) prowedes for a fee of 035% per annum {2010 — 0 358b) of the value of the assets,
calculated quarterly, after deduction of current habilities, short term loans under one year and any funds within the portfolio managed by RCM
The management contract I1s terminable at one year's notice (2010 - one year)

The Manager’s performance under the contract and the contract terms are reviewed at least annually by the Management Engagement
Commuttee This committee consists of the Directors not employed by the management company in the past five years and therefore includes the
entire Board Dunng the year, the committee met the Manager to review the current investment framework, including the Trust's performance,
marketing activity and total expense ratio

The committee also reviewed the terms of the management contract and considered the level of the management fee The commitiee was
satisfied with its review and believes that the continuing appointment of the Manager is in the best interests of shareholders as a whale

Indmdual Savings Accounts
The affairs of the Company are conducted i such a way as to meet the requirements for an Indmdual Savings Account and it 1s the intention to
continue to do so

Corporate Governance Statement

The Board has considered the principles and recommendations of the Association of Investment Companes Code of Corporate Governance (“AtC
Code™) by reference to the AIC Corporate Governance Guide for Investment Companies {*AIC Guide} The AIC Code, as explained by the AIC
Guide, addresses all the principles set out in Section 1 of the Combined Code which was 1ssued by the Finanaal Reporting Council in June 2008,
as well as setting out additional principles and recommendations on 1ssues that are of specific relevance to the Company

The Board considers that reporting against the pnnaiples and recommendations of the AIC Code, and by reference to the AIC Guide, will provide
better information to shareholders The Company has complied with the recommendations of the AIC Code and the relevant provisions of
Section 1 of the Combined Code, except in relation to the Combined Code provisions relating to the rote of the chief executive, executive
directors’ remuneration and the need for an internal audit function For the reasons set out in the AIC Guide, and in the preamble to the
Combined Code, the Board considers these prowsions are not relevant to the Company as it 15 an externally managed investment company The
Company has therefore not reported further in respect of these provisions

The Board

The Board currently consists of five Directors, all of whom are non-executive and independent of the Company's investment manager The
Directors’ biographies, on page 16, which give details of length of service, demonstrate a breadth of investment, industnal, commercral and
professional expenence

The Charrman of the Company 1s a non-executive Director Henry Staunton 1s the Senior Independent Director The Senior Independent Director
can provide a sounding baoard for the Chasrman and serve as an intermediary for the other directors when necessary, as well as prowding another
points of contact for Shareholders

The Board follows the AIC Code and considers Dick Barfield to be independent, notwithstanding that he has served on the Board for more than nine
years The Board does not consider that length of service has diminished his independence and continues to be of the view that his extensive
experence and active knowledge of the industry 15 of great benefit to the Board The composition of the Board is reviewed regularly

The Board's tenure policy 15 that new Directors stand for electron at the first Annual General Meeting following their appomntment and then at
least one third of Directars retire by rotation at each Annual General Meeting Every Director 15 required to seek re-election at least every three
years and annually after nine years’ service The names of the Directors retining by rotation and those other Directors retinng (n accordance with
the Articles of Association at this year's Annual General Meeting are given on page 20 New Corporate Governance rules which wall apply in the
next financial year require that all the directors stand for re-election annually, or for the Board to explain why they do not

The Board met six imes in the year and also held a strategy meeting Between meetings, regular contact with the investment manager 15
maintained The Board has a schedule of matters reserved for its approval to ensure it has full and effective control over appropriate 1ssues These
ssues clude approval of the Company's iInvestment policy, capital structure, share pnce and discount, committee membership and terms of
reference, financial reporting, nsk management, board appointments and removats, corporate governance, internal controls and contracts A
procedure has been adopted for Directors, in the furtherance of their duties, to take independent professional advice at the expense of the

21
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Company The Directors have access to the adwice and services of the Company Secretary, who 15 responsible to the Board for ensuning that
Board procedures are followed and that the Company complies with applicable rules and regulations

When a new Director 1s appointed there 15 an induction process carned out by the investment manager Directors are provided, on a regular
basis, with key information on the Company's regulatory and statutory requirements and interal financial controls Changes affecing Directors’
responsibilites are adwised to the Board as they anise

Ounng the year, the effectiveness of the Board and the performance of indvidual Directors was assessed through intenviews canducted by the
Chairman with each Director The Chawman also discussed indmidual training and development needs with each Director The Chasman's own
performance was evaluated by the other Directors in discussions with Henry Staunton as Senior Independent Director The results of the
effectiveness assessment and performance evaluation have been presented to the Nomination Compmittee

The effectiveness assessment determined that with the planned recruitment of a new director the balance of the Board was satisfactory As part of
the recruitment process, consultants were appointed to draw up a shorthst to include as wide a spectrum of @andidates as possible, including
taking gender imto account

The Board has contraciually delegated to the investment manager the management of the investment portfolo, and the day to day accounting
and company secretanal requirements This contract was entered o after full and proper consideration by the Board of the quality and cost of
services offered, including the financial control systems in operation, in so far as they relate to the affawrs of the Company The Board receves and
considers reports regularly from the investment manager and ad hoc reports and mformation are supplied to the Board as required The Board's
statement on its review of the management contract appears on page 21

Attendance by Directors at formal Board and commuttee meetings during the year was as follows

Management

Audrt Nomination Engagement

Director Board Commiitee Committee Committee
No of meetings 6 2 1 1
S J Fraser 6 2* 1 1
R A Barfield 6 2 1 1
M J E McKeon 6 2 1 1
H E Staunton 6 2 1 1
Lord Sassoon# 2 - - -

!

Sir Hugh Stevenson#

* Invited to attend meetings, although not a committee member
# Retired from the Board in May 2010

Conflicts of Interest

The Companies Act 2006 sets out directors’ general duties with some changes from the previously existing law A director must avord 3 situation
where he has, or can have, a dire@t or indwect interest that conflicis, or possibly may conflict, with the Company's interests Since 1 October 2008,
directors are able to authonise these conflicts and potential conflicts The Board reports annually on the Company’s procedures for ensuring that
its powers of authonsation of conflicts are operated effectively and that the procedures have been followed

Each of the Directors has provided a statement of all conflicts of interest and potential conflicts of interest relating to the Company These
statements have been considered and approved by the Board The Directors have undertaken to notify the Chairman and Company Secretary of
any proposed new appointments and new conflicts or potential conflicts for consideration, if necessary, by the Board The Board has agreed that
only Directors who have no interest in the matter being considered will be able to take the relevant decision and that in taking the decsion the
Dwectors will act in a way they consider, In good faith, will be most likely to promote the Company's success The Board 15 able to impose imits
or conditions when giving authonisation if it thinks this 1s appropriate

The Board confirms that its powers of authonsation are operating effectively and that the agreed procedures have been followed
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Board Committees

Audit Commuttee

The Audit Commuttee consists of all of the independent non-executive Directors, with the exception of the Chairman, and has defined terms of
reference and duties The role of the Audit Commuttee 15 to assist the Board in relation to the reporting of financial information The Audit
Committee 15 chaired by Mike McKeon The committee considers that, collectively, its members have sufficient recent and relevant finanaal
expenence to discharge their responsibihties fully The committee meets at least twice each year and reviews the annual and half yearly financial
statemenis and considers the Auditors’ report on the annual accounts, the planning and the process of the audit and the Auditors' independence
and objectivity 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 objectwity The Audit Committee reviews the Company’s accounting pohcies and considers their appropriateness The
Committee also reviews the terms of appointment of the Auditors together with their remuneration It meets representatives of the Manager
twice-yearly and receives reports on the internal controls maintained on behalf of the Company and reviews the effectiveness of these controls
The Audit Committee continues to believe that the Company does not require an internal audit function of its own as it delegates its day to day
cperations to third parties fram whom it receves internal controls reports

As the Company has no employees it does not have a formal policy concerming the raising, in confidence, of any concerns about improprieties,
whether in matters of financial reporting or otherwise, for appropriate independent investigation The Audit Committee has, however, receved
and noted the Manager's policy on this matter

Nemination Committee

The Nomination Commitiee meets at least once each year and makes recommendations on the appointment of new Directors and the re-election
of existing Directors by shareholders The commuttee also determines the process for the annual evaluation of the Board The committee i1
chaired by Simen Fraser, the Chairman of the Board All Directors serve on the committee and consider neminations made in accordance with an
agreed procedure The recruitment process for new directors 1s for the Board to appoint external consultants to nominate candidates for the
committee to consider

Management Engagement Committee

The Management Engagement Committee meets at least once each year to review the Management Agreement and the Manager's performance
It has defined terms of reference and consists of the non-executive Directors and would exclude any Directors previously employed by the
Manager It 15 chaired by Simon Fraser, the Charman of the Board

Terms of Reference

The Terms of Reference for each of the commuttees may be viewed by shareholders on request and are published on the website
www merchantstrust co uk

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

Financial Reporting
The Statement of Directors” Responsibilities in respect of the financial statements 15 on page 27

The Independent Auditers’ Repoit can be found on page 30

Auditors’ Information

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

(3) 0 so far as the Director 1s aware, there 15 no relevant audi information of which the Company’s auditors are unaware, and

(b) the Director has taken all the steps he ought to have taken as a Director in order to make himself aware of any relevant audit infoarmation
and to establish that the Company’s auditors are aware of that information

This confirmation 1s given and shou'd be nterpreted in accordance wath the provisions of Section 418(2) of the Compames Act 2006

Intemal Control

The Directors have overall responsibility for the Company’s system of internal control Whilst acknowledging their responsibility for the system of
internal control, the Directors are aware that such a system 15 designed to manage rather than elminate the nsk of a failure to achueve business
objectwes and can provide only reasonable but not absolute assurance against matenial misstatement or toss
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The Board has established an ongoing process for identfying, evaluating and managing the significant nsks faced by the Company This process is
subject to review by the Board and accords with the Internal Control Gutdance for Dwectors in the Combined Code publshed in September 1999
and revised by the Finanaial Reporting Counal in October 2005 (“the Turnbull guidance™) The pracess has been fully in place throughout the
year under review and up to the date of signing of this Annual Financial Report

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

. The Board, asssted by the Manager, undertook a full rewiew of the Company’s business risks and these are analysed and recorded n a risk
matrix Every six months the Board recewves from the Manager a formal report which detalls any known internal controls fallures, including
those that are not directly the responsibility of the Manager The Board continues to check that good systems of internal control and nisk
management are embedded in the operations and culture of the Company and its key supphers

. The appointment of RCM (UK} Limited ('RCM") as the Manager prowides investment management, accounting and company secretanal
services to the Company The Manager therefore mamtains the internal controls associated with the day to day operation of the Company
These responsibilities are included in the Management Agreement between the Company and the Manager The Manager’s system of
miernal control includes organisation arrangements with cleatly defined lines of respansibility and delegated authonty as well as control
procedures and systems which are regularly evaluated by management and monitored by its internal audit department RCM 15 regulated
by the Financial Services Authority {'FSA’Y and its compliance department regularly monitors compliance with FSA rules The Company
recewves reports at least annually from the manager on its internal controls The Company, in common with other investment trusts, has no
internal audit department, but the effectiveness of the Manager's internal controls 1s monitored by Allianz Global Investors” internal audit
funcion

. There 1s a regular review by the Board of asset allocation and any nisk implications There 15 also regular and comprehensive review by the
Board of management accounting information including revenue and expenditure projections, actual revenue against projections and
performance comparisons

. Authonisation and exposure limits are set and maintamed by the Board

. The Audit Committee assesses the Manager's and Custodian’s systems of controls by reviewing Internal Control reports provided by the
Managers and third party service prowiders, including those of the Company's Registrars, Capiia Registrars, and Custodian, HSBC Bank plc

The Directors confirm that the Audit Committee has reviewed the effectiveness of the system of internal control During the course of its review of
the system of internal control, the Board has not identified nor been adwised of any failings or weaknesses which 1t has determined to be
significant

Relations with Shareholders

The Board strongly beheves that the annual general meeting should be an event which private shareholders are encouraged to attend The
annual general meeting 15 attended by the Chasrman of the Board and the Chairman of the Audit Commitiee, and the Investment Manager makes
a presentation at the meeting The number of proxy votes cast in respect of each resolution will be made available at the annual general meeting

The Manager meets with institutional shareholders on a regular basis and reports to the Board on matters rarsed at these meetings The Chairman
and, where approprate, other Directors, are available to meet with shareholders to discuss governance and strategy and to understand their
1ssues and concerns All correspondence with shareholders is reviewed by the Board

Shareholders who wish to communicate directly wath 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 business of the meeting and special resolutions are explained more fully in the Directors’ Repert Separate
resolutions are proposed for each substantive issue

The UK Stewardshep Code and Exercise of Voting Powers

The Company's investments are held in a nominee name The Board has delegated discretion to discharge its responsibiities in respect of
mvestments, mcluding the exercise of voling powers on 1ts behalf to the Manager, RCM (UK) Limited (RCM) Following a consultation by the
Financial Reporting Council (the “FRC”) the UK Stewardship Code (the “Stewardship Code™) was published in July 2010 1t aims to enhance the
quality of engagement between institubional nvestors and companies to help improve long-term returns to shareholders and the efficient exeraise
of governance responsibilities The Stewardship Cede sets out good practice on engagement with nvestee companies It provides an opportunity
to bring together UK and overseas invesiors committed te the high quality dialogue with companies needed to underpin good governance
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By creating a sound basis of engagement t should create a much needed stronger link between governance and the investment process, and
support the concept of “comply or explan” as apphied by listed companies The FRC therefore sees it as complementary to the UK Corporate
Governance Code for listed companies, as revised in June 2010 The FRC encouraged all instiutional mvestors to publish on their websites by the
end of September 2010 a statement about the extent to which they had complied with the Stewardship Code and to notfy the FRC when they
had done so The Company's Manager, RCM (UK) Limited, has comphied with this and its policy statement on the Stewardship Code can be
found on its website www rcm comy/london/pdf/Stewardship_Policy pdf The Board has reviewed this policy staternent and 15 satished that the
Company's delegated voting powers are being properly executed Where Directors hold directorships on the boards of compames in which the
Company Is invested, they do not participate in deasions made concerming those investments

Exercise of Voting Powers

The Company's investments are held in a nomunee name The Board has delegated discretion to discharge its responsibilihes in respect of
investments, including the exercise of voting powers on its behalf, to the Manager

The Board has noted the Manager's statement of its corporate governance ams and objectives, summarnsed as

“Our primary corporate aim 1s to maximise shareholder value through the securing of corporate performance whilst protecting this value
through operating within established rules of conformance

Our primary investment management aim is to meet or exceed our chents’ expectations through generating first class returns within the
constraint of their nsk tolerance

RCM votes in all markets wherever possible, and strives actvely to encourage both improved levels of disclosure among companies and
proper votng infrastructure among custodians and agents globally

In the UK, RCM 15 a member of the National Association of Pension Funds (NAPF) and the International Corporate Governance Network (ICGN),
and abides by these organisations’ founding principles These gurdelines also take into account international codes of corporate governance from

a number of sources, including Employment Retirement income Secunty Act (ER!SA) legislation and Department of Labor recommendations in
the US where appropniate

Where Directors hold directorshups on the boards of companies in which the Company s invested, they do not participate in decisions made
concerning those investments

An extract from the Company’s voting record in the previous calendar year will be available for inspection at the annual general meeting each
year

Annual General Meeting

Allotment of New Shares and Disapplication of Pre-emption Rights

Approval s sought for the renewal of the Drrectors’ authonty to allot relevant securities, in accordance with Sechion 551 of the Companies Act
2006, up to a maximum number of 34,401,047 Crdinary Shares, representing approwimately 33% of the exising Ordinary Share capital This
authonty 15 renewable annually and will expire at the conclusion of the Annual General Meeting in 2012

A resolution was passed at the Annual General Meeting held on 11 May 2010 in accordance with Section 570 of the Comparues Act 2006, to
authorise the Directors to allot Grdinary Shares for cash other than pro rata to existing shareholders The authority 1s renewable annually and
exprres at the conclusion of the Annual General Meeting in 2011 A Special Resolution 1s therefore proposed under special business at the
forthcoming Annual General Meeting to renew this authority for a further year This power 1s Iimited to a maximum number of 10,321,346
Ordinary Shares, being approximately 1006 of the 1ssued Ordinary Share capital of the Company as at the date of this report, prowided that there
15 no change n the 1ssued share capital between the date of this report and the Annual General Meeting to be held on 10 May 2011

The Directors may allot shares under these authorities to take advantage of opportunities in the market as they anise but only (f they believe it
would be advantageous to the Company's existing shareholders to do so The Directors confirm that no allotment of new shares will be made
unless the lowest market offer price of the Grdinary Shares is at least at a premium to net asset value, valuing debt at market value
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Purchase of Own Shares

The Board 1s proposing that the Company should be given renewed authority to purchase Ordinary Shares in the market for cancellation The
Board believes that such purchases in the market at appropnate imes and prices are a suttable method of enhancing shareholder value The
Company would make either a single purchase or a senes of purchases, when market conditions are suitable, with the aim of maximising the
benefits to shareholders and within guidelines set from time to time by the Board

Where purchases are made at prices below the prevailing net asset value of the Qrdinary Shares, this will enhance net asset value for the
remaining shareholders It is therefore intended that purchases would only be made at pnces below net asset value, with the purchases to be
funded from the capital reserves of the Company (which are currently i excess of £380 million) The rules of the UK Listing Authonty (‘Listing
Rules} imit the price which may be paid 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 minimum price to be paid will be 25p per Ordinary Share (being the
nominal value) Overall, this proposed share buy-back authonity, if used, should help to reduce the discount to net asset value at which the
Company’s shares currently trade

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

Under the Listing Rules, the maximum number of shares which a listed company may purchase through the market pursuant to a general
authonity such as this 1s equivalent to 14 99% of its issued share capital For this reason, the Company 15 hmiting its renewed authorty to make
such purchases 10 15,471,698 Ordinary Shares, representing 14 99% of the issued share capital, provided that there 1s no change in the 1ssued
share capital between the date of this report and the Annual General Meeting to be held on 10 May 2011

The authority 1n accordance with Section 701 of the Companies Act 2006, will last until the Annual General Meeting of the Company to be held in
2012 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 meetings

Authonty to hold a general meeting on 14 days’ clear notice

This resolution 1s required 1o reflect the implementation in August 2009 of the EU Shareholder Rights Directive (the “Directive”™), which has
increased the notice period for all general meetings of the Company to 21 days’ clear notice The Company was previously able to call general
meetings (other than an Annual General Meeting) on 14 days’ clear notice and would like to preserve this ability Under the Directive, Companies
are permitted to seek shareholder approval, on an annual basts and by way of a special resolution, for general meetings (other than the annual
general meeting) to be called on 14 days' clear notice This authonty will only be used if it 15 in the best interests of shareholders and will be
effective until the Company's next Annual General Meeting, when 1t is intended that a similar resolution will be proposed In arder for this
authonty to be used, all shareholders must be given the opporturuty (but not the obligation) to vote at such a general meeting by electronic
means Annual general meetings will continue 1o be held on at least 21 days’ clear notice

Auditors
The Durectors will place a resolution before the Annual General Meeting to re-appomt PricewaterhouseCoopers LLP as Auditors for the ensuing
year A resolution to authonise the Directors to determine the Auditors’ remuneration will also be proposed at the Annual General Meeting

By Order of the Board

K J Salt | Secretary
4 April 20N
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The Directors are responsible for prepanng the Annual Financial Report, the Directors’ Remuneration Report and the financial statements in
accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the Directors have elected to prepare
the financial statemenits in accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting Standards and
applicable law) Under that law the directors must not approve the financial statements unless they are satisfied that they give a true and fair view
of the state of affawrs of the company and of the net return of the company for that perod In prepanng these financial statements, the directors
are required to

. select suitable accounting policies and then apply them consistently,
. make judgements and accounting estimates that are reasonable and prudent,

. state whether applicable UK Accounting Standards have been followed, subject to any matenial departures disclosed and explained in the
financial statements respectively,

. prepare the financial statements on the going concern basis unless 1t 1s inappropriate to presume that the company will continue In
business

The Directors confirm that they have complied with the above requirements in preparing the financal statements

The Directors are responstble for keeping adequate accounting records that are sufficient to show and explain the company's transactions and
disclose with reasonable accuracy at any time the financial positron of the company and enable them to ensure that the financial statements and
the Dwectors’ Remuneration Repoit comply with the Compamies Act 2006 They are also responsible for safeguarding the assets of the company
and hence for taking reasonable steps for the prevention and detection of fraud and other irregulanties

The financial statements are published on www merchantstrust ¢o uk, which 1s a website maintained by the Company’s investment manager, RCM
(UK} bimited The Directors are responsible for the maintenance and integnty of the company's website The work undertaken by the Auditor
does not involve consideration of the maintenance and integrity of the website and, accordingly, the Audior accepts no responsibility for any
changes that have occurred to the financial statements since they were initially presented on the website Visitars to the website need to be aware
that legislation in the United Kingdom governing the preparation and dissemnation of financial statements may differ from legislation i other
junsdictions

Statement under DTR4 112
The Directors at the date of approval of this Report, each confirm to the best of therr knowledge that

. the financial statements, which have been prepared in accordance with United Kingdom Generally Accepied Accounting Practice (United
Kingdom Accounting Standards and apphcable law), give a true and fair view of the assets, habilities, finanaial position and net return of the
company, and

. the Annual Financial Report includes a fair review of the development and performance of the Company and the position of the company,
together with a description of the principal risks and uncertainties that it faces

C

For and on behalf of the Board
Simon Fraser | Chairman
4 Apnl 201
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This report 15 submitted in accordance with the Large and Medium Sized Companies and Groups (Accounts and Reports} Regulations 2008,
Schedule 8, for the year ended 31 January 2011 An ordmnary resolution for the approval of this report will be put to shareholders at the
forthcorming Annual General Meeting

The Board

The Board of Directors 1s composed solely of non-executive Directors and the deterrmination of the Directors' fees 1s a matter dealt with by the
whole Board The Board has not been provided with adwice or services by any person to assist it to make its remuneration decisions, although the
Directors carry out reviews from time to time of the fees paid to the directors of ather investment trusts

Policy on Directors’ Remuneration

No Director has a service contract wath the Company The Company’s policy 1s for the Directors to be remunerated in the form of fees, payable
half-yearly i arrears There are no long term tncentive schemes, bonuses, pension benefits, share options or other benefits and fees are not
related to the indmdual Director's performance, nor to the performance of the Board as a whole

The Company's Articles of Assooation limit the aggregate fees payable to the Board of Directors to a total of £150,000 per annum Subject to this
overall hmit, 1t 1s the Board's policy to determine the level of Directors’ fees having regard to the level of fees payable to non-executive Directors
in the investment trust industry generaily, the role that indvidual Directors fulfil, and the tme commutted 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

Remuneration

As disclosed in last year's report, with effect from 1 June 2008 the Directors were paid at a rate of £18,000 per annum, with an additional £3,000
payable to the Audit Commuttee Chairman, and the Chairman of the Board was paid at a rate of £27,500 per annum The policy 1s to review
Directors’ tees from time to time, but reviews will not necessarly result in a change to the rates In accordance with this policy the Board reviewed
the fees during the year and agreed to increase the fees with effect from 1 February 2011 to reflect current market rates for directors in
comparable investment funds From that date, the Charrman’s fees are £30,000 per annum, the Directors’ fees are £20,000 per annum and an
additional £3,0001s paid to the Audit Committee Chairman

Directors’ Emoluments (Audited)
The Directors’ Emoluments dunng the year and in the previous year are as follows
Drrectors’ fees

0m 2010
3 £
S 3 Fraser 24,543 9,000
R A Barfield 18,000 18,000
M | E McKeon 20,115 18,000
H E Staunton 18,000 18,000
Lord Sassoon* 6,556 21,000
Sir Hugh Stevenson® 7,615 27,500
P 1 Scott Plummerf - 5,358
Totals 94,829 116,858

* Retired from the Board May 2010
t Retired from the Board May 2009
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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 and 15
re-based to 100

The Company’s performance 1s measured aganst the FTSE 100 Index as this 15 the most appropriate comparator in respect of its asset allocation
An explanation of the Company's performance 1s given in the Charman’s Statement and the Investment Manager's Review

By Order of the Board
K J Salt | Secretary
4 Apnl 201
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Independent Auditors’ Report to the Members of The Merchants Trust PLC

We have audited the financia) statements of The Merchants Trust PLC for the year ended 31 January 2011 which compnise the Income Statement, the
Reconahiauion of Movements in Shareholder's Funds, the Balance Sheet, the Cash Flow Statement, the Statement of Accounting Policies and the related
notes The financial reporting framework that has been apphed n their preparation 1s apphicable law and United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice)

Respective responsibilities of directors and auditors
As explained more fully in the Statement of Directors’ Responsibilities set out on page 27, the directors are responsible for the preparation of the financial
statements and for being satishied that they give a true and far view Our responsibility 1s to audit and express an opimon on the finanaal statements in

accordance with applicable law and International Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing
Practices Board's Ethical Standards for Auditors

This report, including the opinons, has been prepared for and only for the company’s members as & body in accordance with Chapier 3 of Part 16 of the
Companies Act 2006 and for no other purpose We do not, in giving these opimons, accept or assume responsibiity for any other purpose or to any
other person to whom this report 1s shown or into whaose hands it may come save where expressly agreed by our prior consent In writing

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the
financial statements are free from matenal misstatement, whether caused by fraud or error This includes an assessment of whether the accounting
policies are appropriate to the company’s arcumstances and have been consistently applied and adequately disclosed, the reasonableness of signsficant
accounting estimates made by the directors, and the overall presentation of the financial statements

Opinion on financial statements

In our cpinion the financial statements

+ give a true and fair view of the state of the company’s affairs as at 31 January 2011 and of its net return for the year then ended,
+  have been properly prepared in accordance with Uniied Xingdom Generally Accepted Accounting Practice, and

= have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006
In our opinton
+ the part of the Directors’ Remuneration Report to be audited has been properly prepared in accordance with the Companies Act 2006,

« the information gven in the Directors’ Repon for the financia! year for which the financial statements are prepared 1s consistent with the financial
statements, and

- the information given in the Corporate Covernance Statement set out on pages 23 and 24 with respect to internal control and risk management
systems and about share capital structures 1s consistent with the financal statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following

Under the Companies Act 2006 we are required to report to you i, m our opinion

+ adequate accounting records have not been kept, or returns adequate for our audit have not been recewed from branches not visted by us, or

- the financial statements and the part of the Directors’ Remuneration Report to be audited are not In agreement with the accounting records and
returns, or

«  certan disclosures of directors’ remuneration specified by law are not made, or

» we have not receved all the information and explanations we require for our audit, or

+ 3 corporate governance statement has not been prepared by the company

Under the Listing Rules we are reguuired to review

+ the directors’ statement, set cut on page 19, in relation to going cencern,

- the parts of the Corporate Gavernance Statement relating to the company's comphance with the mine provisions of the June 2008 Combined Code, and
. cenam elements of the repon [ shareho#ders by the Board on directors’ remuneration

\

Kelvm Laing- Wnll:a ms (Serr Statutory Auditor)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

4 Apnil 2011
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Income Statement for the year ended 31 January 2011

Notes
Net gains on investments at fair vatue 8
Income 1
Investment management fee 2
Investment management fee VAT refund 2
Administration expenses 3
Net return before finance costs and taxatton
Finance costs interest payable and
similar charges 4
Net return on ordinary actwities before taxaton
Taxation 5
Net return on ordinary actmties attributable
to Ordinary Shareholders
Return per Ordinary Share (basic and diluted) 7

Didends in respect of the financial year ended 31 January 2011 total 22 80p (2000 - 22 50p), amounting to £23,532,668 (2010 - £23,223,029)

Details are set out 1n Note 6 on page 39

The total return column of this statement 1s the profit and loss account of the Company The supplementary revenue return and caprtal return

201 m

Revenue Capttal

Retum Return

£ £

- b3,626,410

25,740,859 -
(634,796)  (1,178,909)
(714,775) (3.442)

24,391,288 62,444,059

(2,491,142)  (4,815.949)
21,900,146 57,628,110
21,900,146 57,628,110

2122p 55 83p

201 2010

Total Revenue
Return Retum

[ 3 £
63,626,410 -
25,740,859 23,686,655
(1,813,705) (560,552)
- 416,080
(18,217} {(659,180)
86,835,347 22,883,003
(7,307,091)  (3,384,935)
79,528,256 19,498,068
79,528,256 19,498,068
7705p 1891p

columns are both prepared under the guidance published by the Assoaiation of Investment Companies

The Merchants Trust PLC

2010 2010
Caprtal Total
Retumn Retum *
£ £ :
79,416,688 /9.416,688
- 23,686,655
(1,041,025)  (1,601,577)
772,720 1,188,800
(3,915) {663,095}
79,144,468 102,027,471
(6,206,422)  (9,59,357)
72,938,046 92,436,114
72,938,046 92,436,114
70 73p 89 64p

Al revenue and capital items in the above statement denve from continuing operations No operations were acqured or discontinued 1n the year

A Statement of Total Recognised Gains and Losses I1s not required as all gains and losses of the Company have been reflected tn the above

statement

The Notes on pages 37 to 49 form an integral part of these Financal Statements
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Reconciliation of Movements in Shareholders’ Funds

for the year ended 31 January 2011

Net Assets at 31 January 2009

Revenue Return

Dimdends on Ordinary Shares

Capital Return

Ordinary Shares issued duning the year
Transaction costs on Ordinary

Shares issued

Net Assets at 31 January 2010

Net Assets at 31 January 2010

Revenue Return

Dwidends on Ordinary Shares

Capital Return

Net Assets at 31 January 2011

Notes

Called up
Share
Capttal

£
25,703,366

100,000

25,803,366

25,803,366

25,803,366

Share
Premium
Account
£

7,527,047

1,016,000

(19,852)
8,523,195

8,523,195

8,523,195

The Notes on pages 37 to 49 form an integral part of these Financial Statements
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Caprtal
Redempton
Reserve

E

292,853

292,853

292,853

292,853

Capttal
Reserve
£

251,118,540

72,938,046

324,056,586

324,056,586

57,628,110
381,684,696

Revenue
Reserve
£

30,162,230
19,498,068

Total
£

314,804,036
19,498,068

(23,589,084) (23,589,084)

72,938,046
1,116,000

{19,852}

26,071,214 384,747,214

26,071,214

21,900,146

384,747,214
21,900,146

(23,429,454) (23,429,454)

57,628,110

24,541,906 440,846,016




Balance Sheet as at 31 January 2011

Fixed Assets
Investments held at fair value through profit or loss

Current Assets

Dervative financial instruments
Debtors

Cash at bank

Creditors - Amounts falling due within one year
Derwvative financial instrurments

Net Current Assets

Total Assets less Current Liabilities

Creditors — Amounts falling due after more than one year
Total Net Assets

Capital and Reserves
Called up Share Capital
Share Premuum Account
Capital Redempbon Reserve
Caputal Reserve

Revenue Reserve

Equity Shareholders’ Funds
Net Asset Value per Ordinary Share

Notes

The Merchants Trust PLC

20m 2001
£ £
543,239,476
2,034,330
9,257,041
11,291,371
(2,191,610)
(307,947)
(2,499,557)
8,791,814
552,031,290
(111,185,274)
440,846,016
25,803,366
8,523,195
292,853
381,684,696
24,541,906
440,346,016
27ip

0010

488,314,516

83,125
3,681,322
8,911,182
12,675,629
(2,682,809)
{101,850)
(2,784,659)
9,890,970
498,205,486
(113,458,272)
384,747,214

25,803,366
8,523,195
292,853
324,056,586
26,071,214

384,747,214
372 8p

The financial staternents of The Merchants Trust PLC, company number 28276, were approved and authorised for issue by the Board of Directors

on 4 April 2011 and signed on its behalf by

c %

Simen r | Charman

The Notes on pages 37 to 49 form an integra! part of these Financial Statements
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The Merchants Trust PLC

Cash Flow Statement for the year ended 31 January 2011

Net cash inflow from operating activities

Returns on investment and serviaing of finance

Interest paid

Diidends on Cumulative Preference Stock

Net cash outflow from seniaing of finance

Caprtal expenditure and financial investment

Purchase of investments

Sale of investments

Net cash inflow from capital expenditure
and finanaia) investment

Dwdends paid on Ordinary Shares
Net cash inflow (outflow) before financing

Financing

Proceeds from issue of Ordinary Shares
Transachon costs on Ordinary Shares issued

Net cash inflow from finanang

Increase (decrease) in cash

The Notes on pages 37 to 49 form an ntegral part of these Francial Statements
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201
3

(9,537,094)
(21,498}

(131,542,358)
142,181,040

o
£

22,695,223

(9,558,592)

10,638,682

(23,429.454)
345,859

345,859

2010
£

25,230,795

(9,563,178)
(42,997)

(9,606,175)

(112,115,497)
113,383,975

1,268,478

{23,589,084)
{6,695,986)

1,116,000
(19,852}

1,096,148
(5,599,838)




The Merchants Trust PLC

Statement of Accounting Policies for the year ended 31 January 2011

1

The financial staternents have been prepared under the histoncal cost basis, except for the measurement at faw value of investments and
dernvative financral instruments, and in accordance with the United Kingdom Law and United Kingdom Generally Accepted Accounting
Practice (UK GAAP) and the Statement of Recommended Practice - ‘Finanaial Statements of investment Trust Companies and Venture
Capital Trusts' (SORP) issued in January 2009 by the Assoaiation of Investment Companies

In arder to better reflect the actvities of an investment trust company and i accordance with guidance 1ssued by the AIC, supplementary
information which analyses the Income Statement between items of a revenue and capital nature has been presented In accordance with
the Company's status as a UK investment trust company under Sections 833 and 834 of the Companies Act 2006, net capital returns may
not be distributed by way of dividend

The accounting pohcies adopted in prepanng the current year’s financial statements are consistent with those of previous years

The Directors believe it 1s appropniate to continue to adopt the going concern basis in prepaning the financial statements as the assets of
the Company consist mainly of securibes which are readily realisable and significantly exceed liabilities Accordingly, the Directors believe
that the Company has adequate financial resources to continue m operational existence for the foreseeable future The Company’s
business, the principal nsks and uncertainties it faces, together with the factors likely to affect is future development, performance and
position are set out 1n the Directors’ Report, Business Review section on pages 17 to 19

Revenue - Dividends on equity shares are accounted for on an ex-dividend basis UK dividends are shown net of tax credits

Special dvidends are recogrused on an ex-dvidend basis and treated as a capital or revenue tem depending on the facts and
arcumstances of each dividend

Where the Company has elected to receve its dvidends in the form of addiional shares rather than in cash, the equivalent of the cash
dividend 1s recognised as income Any excess In the value of the shares receved over the amount of the cash dividend 1s recogrised in
capial reserves

Deposit interest recewable and stocklending fees are accounted for on an accruals basis

Commuissions 1n respect of underwriting are recognised when the underwritten 1ssue closes and are generally recogrised within the Income
Statement as revenue Where, however, the Company 1s required to take up a proportion of the shares underwritten, the same proportion
of the commussion recened 15 recognised as capital, with the balance recognised as revenue

Investment management fees and administrative expenses - The investment management fee 15 calculated on the basis set out in Note 2
to the financial statements and 1s charged to capital and revenue in the ratio 65 35 to reflect the Board's investment policy and prospective
split of capital and revenue returns Qther administrative expenses are charged in full to revenue, except custodian handling charges on
nvestment transactions which are charged to capital All expenses are recognised on an accruals basis

Valuaton - As the Company’s business I1s investing in financia! assets with a view to profiting from therr total return in the ferm of increases
in fair value, financial assets are designated as held at fair value through profit or loss in accordance with FRS 26 ‘Financial Instruments
Recogmition and Measurement’ The Company manages and evaluates the performance of these investments on a farr value basis in
accordance with its investment strategy, and information about the investments i1s provided on this basis to the Board of Directors

Investments are iitially recogmised at fawr value After inbial recognition, these continue to be measured at fair value, which for quoted
investrents 1s either the bid or last traded price depending on the convention of the exchange on which the investment is isted Gains or
losses on mvestments are recogmsed in the capital column of the Income Statement Purchases and sales of financial assets are recognised
on the trade date, being the date which the Company commuts to purchase or sell the assets

Dervatives - Options may be purchased or wrtten over secunties held in the portfolio for generating or protecting capital returns, or for
generating or maintaining revenue returns

Where the purpose of the option 15 the maintenance of capital the premium is treated as a capital item The value of the option 5
subsequently marked to market to reflect the fair value of the option based on traded prices When an option 15 closed out or exercised the
gain or loss 1s accounted for as capital
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Statement of Accounting Policies for the year ended 31 January 2011
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Where the purpose of the option 1s the generation of income, the premium 1s treated as a revenue tem The value of the option 1s
subsequently marked to market to reflect the fair value of the option based on traded prices Premiums receved on written options are
amortised to revenue over the penod to expiry Unamortised premiums on exercise date are taken to capital

Finance costs — In accordance with the FRS 25 ‘Financial Instruments  Disclosure and Presentation” and FRS 26 ‘Financial Instruments
Recognition and Measurement’, long term borrowings are stated at the amortised cost being the amount of net proceeds on ssue plus
accrued finance costs to date Finance costs are calculated over the term of the debt on the effective interest rate basss

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 n the ratio 65 35 to reflect the Board's investment policy and
prospective split of capital and revenue returns

Dwidends payable on the 3 65% Cumulative Preference Stock are classified as an interest expense and are charged in full 1o revenue

Taxation — Where expenses are allocated between capual and revenue, any tax relief obtained in respect of those expenses 1s allocated
between capital and revenue on the marginal basts using the Company's effective rate of corporation tax for the accounting penod

Deferred taxation is recognised in respect of all tming differences that have onginated but not reversed at the balance sheet date, where
transactions cr events that result in an cbhigation to pay more tax or a right to pay less tax in the future have eccurred Timing differences
are differences between the Company's taxable profits and its results as stated in the financial statements

A deferred tax asset 15 recognised when it 15 more likely than not that the asset will be recoverable Delerred tax 1s measured on a non-
discounted basis at the rate of corporation tax that s expected to apply when the timing differences are expected to reverse

Foreign currency ~ In accordance with FRS 23 ‘The Effect of changes in Foreign Currency Exchanges Rates’, the Company 1s required to
nominate a functional currency, being the currency 1n which the Company predomunately operates The functional and reporting currency
Is sterling, reflecting the primary economic envirgnment in which the Company operates Transactions «n foreign currencies are translated
into sterling at the rates of exchange ruling on the date of the transaction Foreign currency monetary assets and labilities are translated
nto sterlng at the rates of exchange ruling at the balance sheet date Profits and losses thereon are recogrised in the capital column of the
Income statement and taken to the Capital Reserve

Dmidends - In accordance with FRS 21 ‘Events After the Balance Sheet Date’, the final dmdend proposed on Ordinary Shares 1s recognmised
as a habilty when approved by shareholders Intenm dwidends are recognised anly when paid

Shares repurchased and subsequently cancelled - Share Capital is reduced by the nominal value of the shares repurchased, and the Capital

Redemption Reserve is correspondingly increased 1n accordance with Section 733 Companies Act 2006 The full cost of the repurchase 1s
charged to the Capital Reserve

Shares issued - Share Capital 15 increased by the nominal value of shares issued The proceeds net of expenses are aliocated to the Share
Prermum Account




The Merchants Trust PLC

Notes to the Financial Statements for the year ended 31 January 2011

1. Income

2010 201
£ £
Income from Investments *
Franked equity iIncome from UK investments 22,719612
Unfranked equity income from UK investments 205,075
Equity income from overseas investments 580,702
23,515,389
Other Income
Deposit interest -
Cther interest # -
Prermiums on denvative contracts 2,059,837
Underwriting commisston 165,633
2,225,470
Total iIncome 25,740,859

* All equity income 15 derived from listed investments
# Interest on investment management fee VAT refund for the penod 2001 to 2007

2010

22,766,477
147,878
80,360

22,994,715

7936
59,879
17,564

606,561
691,940

23,686,655

During the year, the Company received premiums totaling £2,124,301 for wiiting covered call options for the purpose of revenue generation, of
which £2,059,837 were amortised 10 income (2010 - £17,564) All denvative transactions were based on FTSE 100 stocks At the year end there

were nine open posttions with a net liability value of £307,947 (2010 - £18,725)

2, [Investment Management Fee

20m o plil}] 2010 2010
Revenue Caprtal Total Revenue Capital
£ £ £ £ £
Investment management fee 634,796 1,178,909 1,813,705 560,552 1,041,025
Investment management fee VAT refund
- financial years 2001 - 2007 - - - {416,080) (772,720)
Total 634,796 1,178,909 1,813,705 144,472 268,305

2010
Total

£
1,601,577

(1,188,800)
412,777

The management contract with RCM (UK) Limited ('RCM"), terminable at one year's notice, provides for a management fee based on 0 350%
(2010 - 0 35%) per annum of the value of the Company's assets calculated monthly after deduction of current habiities, short term loans under
one year and any funds within the portfolio management by RCM Under the contract, RCM provides the Company with investment

management, accounting, secretartal and administration services

Due to the European Court of Justice ruling in the VAT case brought by JP Morgan Fieming Claverhouse Trust plc in conjunction with the AIC on

28 June 2007, VAT has not been charged on management fees since 1 May 2007

Following the ruling of the Eurgpean Court of Justice, settlement has been reached with RCM 1n respect of the recovery of overpaid VAT in past
years During the previous finanoial year a refund of £1,188,800 was paid to the Company in relation to VAT paid previously, together with interest
of £59,879 from HM Revenue and Customs The VAT refund has been applied to revenue and capital in accordance with how the fees to which «

relates were charged In the relevant peniod These amounts are included in the Company's Income Statement
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Notes to the Financial Statements for the year ended 31 January 2011
3. Administration Expenses

0 2010
£ £
Audttors’ remuneration
for audit serwices 23,949 21,464
for accounting advice - 6,000
for certification of borrewing covenants 3,020 3,000
for legal advice on recovery of VAT - 35,870
VAT on auditors’ remuneration 5,294 10,486
32,263 76,820
Directors’ fees 94,829 116,858
Marketing costs 234,45) 119,928
Other adminstration expenses 353,232 345,574
4,775 659,180
(»  The above expenses include value added tax where apphicable
()  Durectors’ fees are set out In the Directors’ Remuneration Report on page 28
(m} Inaddition to the above, custodian handling charges of £3,442 were charged to capital (2010 - £3,915)
4, Finance Costs: Interest Payable and Similar Charges
20n 200 2011 2080 2010 2010
Revenue Captal Total Revenue Capital Total
£ £ £ 3 £ £
On Stepped Rate Interest Loan repayable
after more than five years 1,361,040 2,527,647 1,588,687 1,396,733 2,593,933 3,990,666
Release of provisicn (see below}) (862,086} (1,331,625) (2,193,711) - - -
498,954 1,196,022 1,694,976 1,396,733 2,593,933 3,990,666
On Fixed Rate Interest Loan repayable
after more than five years 1,304,676 2,422,970 3,727,646 1,301,156 2,416,434 3,717,590
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 625,265 1,161,207 1,786,472 624,780 1,160,305 1,785,085
On 3 65% Cumulative Preference Stock
repayable after more than five years 42,997 - 47,997 42,997 - 42,997
On Sterling overdraft - - - 19 - 19

2,491,142 4,815,949 1,307,09 3,384,935 6,206,422 9,591,357

A provision n respect of a deferred tax hability accruing to First Debenture Finance ('FDF') as a resutt of the redemption or earher transfer of the
Stepped Rate Loan Notes and Bonds held by FDF has been released by the Company The release of this provision is a result of the election by
the Drectors of FDF to be taxed under the Secunitisation Companies Regulations 2006 for the accounting period commencing 1 October 2007
and all subsequent accounting periods Cumulative amounts charged in current and prior penods of £862,086 and £1,331,625 have been wntten
back to revenue and capital respectively
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Notes to the Financial Statements for the year ended 31 January 201

5. Taxation

2011 201 20m 2010 2010 2010
Revenue Capital Total Revenue Capital Total
£ £ £ £ £ £

Qverseas taxation - - - - - -
Current tax charge - - - - - -
Reconcihaton of tax charge

Return on ordinary activities before taxation 21,900,146 57,628,110 79,528,256 19,498,068 72,938,046 92,436,114
Tax on return on ordinary activities at 28%

(2010 - 28%) 65,132,041 16,135,871 22,267 912 5,459,459 20,422,653 25,882,112
Reconciling factors
Non taxable income (6,526,888) - (6,526,888) (6,397,114) - (6,397,114)
Non taxable capital gans - (17,815395)  {17.815,395) - (22.236,673) (22.236,673)
Disallowable expenses (220,590} (357,433) (578,023) 30,371 25,586 55,957
Excess of allowable expenses over

taxable income 615,437 2,036,957 2,652,394 907,284 1,788,434 2,695,718

Current tax charge - - - - - -

The Company's taxable income 15 exceeded by its tax allowable expenses, which include bath the revenue and capial elements of the
management fee and finance costs As at 31 January 2011, the Company had accumulated surplus expenses of £142 8 million
{2010 - £133 3 millwon}

At 31 January 2011, the Company has not recognised a deferred tax asset of £38 5 mullion (2010 - £373 million) m respect of the accumulated
expenses Prowided the Company continues to mantain its current investment profile, it1s unlikely that these expenses will be utilised and that the
Company will obtain any benefit from this asset

The Company will continue to seek approval under Section 1158 of the Corporation Taxes Act 2010 for the current year and the foreseeable
future The Company has not therefore prowided deferred tax on any capital gains and losses arising on the disposal of nvestments

6. Dividends on Ordinary Shares

20m 2010
£ £

Daidends on Ordinary Shares of 25p
Third intenm didend 5 6p paid 19 February 2010 (2009 - 56p) 5,779,954 5,757,554
Final dvidend 5 7p paid 14 May 2010 (2009 - 5 6p) 5,883,166 5,757,554
Special dvidend il (2009 - 0 5p) - 514,068
First intenm dvidend 5 7p paid 20 August 2010 (2009 - 5 6p) 5,883,167 5,779,954
Second intenm dividend 5 7p paid 11 November 2010 (2009 - 5 6p) 5883,167 5,779,954
23,429,454 23,589,084

Dmidends payable at the year end are not recogrused as a liabilty under FRS 21 ‘Events After Balance Sheet Date’ (see page 36 - Statement of
Accounting Pohicies) Details of these dwdends are set out below

20m 2010

£ £

Third intenm dividend 5 7p paid 18 February 2011 (2010 - 56p) 5,883,167 5,779,954
Final proposed dwidend 5 7p payable 13 May 2011 (2010 - 57p) 5,883,167 5,883,167
11,766,334 11,663,121

The proposed final dwidend 1s based on the number of shares i issue at the year end However, the dividend payable will be based on the
numbers of shares in issue on the record date and will reflect any purchases and cancellations of shares by the Company settled subsequent to
the year end
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7. Retum per Ordinary Share

2011 2011 0m 2010 2010
Revenue Capital Total Retum Revenue Capital
£ £ £ £ £

Return after taxation atinbutable to
Ordinary Shareholders 21,900,146 57,628,110 79,528,256 19,498,068 72,938,046
Return per Ordinary Share 2122p 55 83%p 7705p 1891p 7073p

The weighted average number of shares In 1ssue during the year was 103,213,464 (2010 - 103,117,026)

8. Investments
201
£
Listed on the London Stock Exchange at market valuation 543,212,051
Unlisted at far value 27,425
Fixed asset investments 543,239,476
Denvative financial instruments — purchased put options -
Dervative financial instruments - waitten call options (307,947
Total investments 542,931,529
Market value of investments brought forward 488,295,791
Investment holding losses brought forward 476,634
Denwatwe holding losses brought forward 216,723
Cost of investments held brought forward 458,989,148
Additions at cost 130,908,403
Disposals at cost (115,070,087)
Cost of investments held at 31 January 504,827,464
Investment helding gains (losses) at 31 January 38,259,082
Derwvative holding losses at 31 January (155,017)
Market value of investments held at 31 January 542,931,529
Net gains on investments
Net gains (losses) on sales of investments based on histoncal costs 25,156,875
Adjustment for net iInvestment holding {gains) losses recognised In previous years {2.000,815)
Net gains on sales of fixed asset investments based on carrying value at
previous balance sheet date 23,155,060
Net (losses) gans on derivative financial instrumens (327.887)
Net gains on sales of mvestments based on carrying value at previous balance sheet date 22,827,173
Net mnvestment holding gains ansing in the year 40,737,531
Net denvative holding gains {losses) arising n the year 61,706
Net gains oa investments 63,626,410

2010
Total Retumn
£

92,436,114
89 64p

2010

£
488,287,091
27,425
488,314,516
83,125

(101,850)
488,295,791

411,795,591
134,498,602
546,294,193
112,749,452

(170,054,497)
488,989,148

(476,634)
(216,723)
488,295,791

(54,672,814}
77,965,659

23,292,845
284,257
23,577,102
56,056,309
(216,723)
79,416,688

Transaction costs and stamp duty on purchases amounted to £773,955 (2010 - £647,513) and transaction costs on sales amounted to £154,872

(2010 - £144,771)
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9. Investments in Other Companies

The Company held more than 3% of the share capital of the following companies, both of which are incorporated n Great Britain and registered

i England and Wales

Total

Net Assets* Class of % of

Company £ Shares held Class held
Fiest Debenture Finance PLC ('FDFY) (353,41) ‘A Shares 92
‘B’ Shares 592

'C’ Shares 456

‘D’ Shares 333

Fintrust Debenture PLC (‘Fintrust’) 19,480 Ordinary 500

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

% Equsy

492

500

In the opimon of the Directors, the Company ts not in a position to exert significant influence over the financial operating pohcies of FDF ar
Fintrust, either through voting rights or through agreement wath those companies” other shareholders, due to provisions i FDF and Fintrust's
Artictes of Association and in certain contracts between the Company and each of FDF and Fintrust Accordingly, FDF and Fintrust are not
considered to be associate undertakings as per FRS9 and are therefore included in the balance at the Director's valuation FOF and Fintrust are
the lenders of the Company’s Stepped Rate Interest Loan and Fixed Rate Interest Loan, as detailed in Notes 10(1) and 10(1), respectively Apart

from the finance costs, there were no other transactions between FDF, Fintrust and the Company duning the year

10. Current Assets and Creditors

2011
€
Debtors
Sales for future settlement -
Acarued income 1,995,817
Other debtors 38,513
2,034,330
Credtors Amounts falling due within one year
Purchases for future settlement -
Other creditors 850,846
Interest on borrowangs (see below) 1,340,764
2,191,610
Interest on outstanding borrowings consists of
Stepped Rate Interest Loan 313,728
Fixed Rate Interest Loan 783,545
5 875% Secured Bonds 2029 208,243
404 Perpetual Debenture Stock 13,750
365% Cumulative Preference Stock 21,498
1,340,764
Creditors Amounts falling due after more than one year
Stepped Rate Interest Loan [0} 34,034,112
Fixed Rate Interest Loan 10(u) 45,457,833
5 87596 Secured Bonds 2029 10(um) 29,140,329
4% Perpetual Debenture Stock 10(v) 1,375,000
3 65% Cumulative Preference Stock 10(v) 1,178,000
111,185,274

2010
3

2,281,965
1,560,380

38,977
3,681,322

633955
729,587
1,319,267
2,682,809

313,728
783,546
208,243

13,750

1,319,267

36,152,901
45,635,714
29,116,657
1,375,000
1,178,000
113,458,272
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0

(W)

{m)

w)

v)

42

The Stepped Rate Interest Loan of £34,034,112 (2010 - £36,152,901} comprises adjustable Stepped Rate Interest Loan Notes of £5,133,520,
Stepped Rate Interest Bonds of £20,534,079 and a prowision in respect of a deferred tax hability accruing to First Debenture Finance PLC
('FDF of Enil (2010 - £2,118,789) issued in 1987 at 974% The Loan Notes and Bonds were issued in 1987 at 574% and are repayable on
2 January 2018, together with a premium of £8,366,513

The initial interest rate on the Loan Notes and Bonds was 716% per annum This increased annually by 75% compound until January 1998
when 1t reached its current rate of 14 75% This stepped interest rate, when combined with the accrual of the premium, results in an
effective interest rate of 1128% per annum

interest on the Loan Notes and Bonds 15 payabte in January and July each year Interest on the Loan Notes 15 vanable in accordance with
the terms of the agreerent with the lender, FDF

FDF has a liabihty to repay principal and interest on its £52 2 million of 111250 Severally Guaranteed Debenture Stock 2018 The Company
has guaranteed the repayment of pnncipal and interest an £34 0 million to the Debenture Stockholders, in proportion to the relative
principal amounts raised in respect of the Loan Notes and Bonds There Is a floating charge on all the Company's present and future assets
to secure this obhgation The Company has also agreed te meet its proportionate share of any expenses incurred by FDF, including any tax
hiability

The Fixed Rate nterest Loan of £42,000,000 1s due to Fintrust Debenture PLC (‘Fintrust’) It compnses a pnncipal amount of £30,000,000
taken out in 1993, and a further amount of £12,000,000 assumed 1n 1398 from another of Fintrust's borrowers The loan 15 repayable on
20 May 2023 and carnes interest at 9 25125% per annum on the principal amount Interest 15 payable in May and November each year

As secunty for the loan, the Company has granted a floating charge over its assets in favour of the lender This charge ranks par passu with
the floating charge noted in 10()) above

The principal of £30,000,000 taken cut in 1993 is stated at £25,896,568 (2010 - £29,892,483), being the net proceeds of £29,858,947 plus
accrued finance costs of £37,621 (2010 - £33,536) The effective interest rate of this portion of the loan 1s 9 51%

In addition to assuming the additional borrowing of £12,000,000 1n 1998, at the same time the Company also recewved a premium of
£5,286,564 in order that the finance costs on this new borrowing was comparable to existing market interest rates This premium 15 being
amortised over the remaiming life of the loan At 31 January 2011, the loan s stated at £15,561,265 (2010 - £15,743,231), being the principal
amount of £12,000,000 plus the unamortised premium of £3,561,265 (2010 - £3,743,231) The effectve interest rate of this portion of the
loan 15 6 00%

The £30,000,000 of 5 875% Secured Bonds 1s stated at £29,140,329 (2010 - £29,116,657), being the net proceeds of £28,942,800 plus
accrued finance costs of £197,529 (2010 - £173,857) The Bonds are repayable on 20 December 2029, and carry interest at 5 875% per
annum on the prncipal amount Interest is pavable in June and December each year The effective interest rate of this loan 15 6 238 per
annum

As security for this loan, the Company has granted a floating charge over its assets ranking part passu with the floating charges referred to
1n Note 1001) and 10} above

The 4% Perpetual Debenture Stock of £1,375,000 Is secured by a floating charge on the assets of the Company, which ranks prior to any
other floating charge Interest is payable in May and November

The 3 65% Cumulative Preference Stock is recognised as a creditor due afier more than one year under the prowisions of FRS25 ‘Financial
Instruments Disclosure and Presentation’ The nght of the Preference Stock to receve payments is not calculated by reference to the
Company's profits and, in the event of a return of capital is limited to a specific amount, being £1,178,000 Dividends on the Preference
Stock are payable on 1 August and 1 February each year
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11. Called up Share Capital

m 2010
£ £

Allotted and fully paid
103,213,464 Ordinary Shares of 25p (2010 - 103,213 464) 25,803,366 25,803,366

The Directors are authorised by an ordinary resolution passed on 11 May 2010 to allot relevant securties, up to a maximum of 34,401,047
Ordinary Shares of 25p each This authonity expires on 10 May 2011 and accordingly a renewed authority will be sought at the Annuat General
Meeting on 10 May 2011

Duning the year the Company did not repurchase any Ordinary Shares for cancellation or holding in treasury, nor have any Ordinary Shares bee
repurchased since the year end

12. Reserves
& Capital Reserve =>
Capital Gainson  Investment
Share Redemption sales of holding - Revenue
Premwm Reserve Investments gams (losses) Reserve
£ £ £ £ £
Balance at 1 February 2010 8,523,195 292,853 324,749,943 (693,357) 26,071,214
Net gans on sales of fixed asset investments - - 23,155,060 - -
Net lasses on dervative financial instruments - - (327,887) - -
Net movement in fixed asset investment holding gains - - - 40,737,531 -
Net movement in derwative holding gains - - - 61,706 -
Transfer on sale of investments - - 2,001,815 (2,00,815) -
Investment management fee - - (1,178,909} - -
Finance costs of borrowings - - (4,815,949) - -
Other capital expenses - - (3,442) - -
Dividends paid on Ordinary Shares - - - - (23,429,454}
Revenue return for the year ' - - - - 21,900,146
Bafance at 31 January 2011 8,523,195 292,853 343,580,631 38,104,065 24,541,906
13. Net Asset Value per Share
The net asset value per share was as follows
Net Asset Value per
Share attributable
2011 010
Ordinary Shares of 25p 4271p 37238p
Net Asset Value attnibutable
2011 2010
Ordinary Shares of 25p £440,846,016 £384,747,214

The net asset value per ordinary share 15 based on 103,213,464 ordinary shares in 1ssue at the year end (2010 - 103,213,464)

14. Contingent Liabilities and Commitments
At 3) January 2011 there were no outstanding contingent hiabilities or capital commitments (2010 - ml)

Details of the guarantee provided by the Company as part of the terms of the Stepped Rate Interest Loan are provided 1n Note 10(1) 'Current
Assets and Creditors’ on page 42

n

43




The Merchants Trust PLC

Notes to the Financial Statements for the year ended 31 January 2011

15. Reconciliation of Return on Ordinary Activities before Finance Costs and Taxation to Net Cash Flow from
Operating Activities

201 2010
f £
Net return before finance costs and taxation 86,835,347 102,027 47
Less MNet gains on investments at fair value (63,626,410) (79,416,688)
23,208,937 22,610,783
(Increase) decrease in debtors (634,973) 2,477,859
Increase n Creditors 121,259 142,153
Net cash inflow from operating activities 22,695,223 25,230,795
16. Reconciliation of Net Cash Flow to Movement in Net Debt
() Analysis of net debt
Stepped 5.875% L1
and Fixed Secured Perpetual 3.65%
Rate Bonds Debenture  Preference Net
Cash Loans 2029 Stock Stock Debt
£ £ f f £ £
At 1 February 2010 8511182  (81788615) (29,116,657  (1,375000)  (1,178,000) (104,547,090)
Mavement in year 345,859 2,296,670 (23,672) - - 2,618,857
At 31 Januvary 2011 9,257,041 (79,491,945) (29,140,329} (1,375,000} (1,178,000) (101,928,233)
(i) Reconciliation of net cash flow to movement tn net debt
20mn 2010
£ £
Net cash inflow (outflow) 345,859 (5,599,838}
Decrease in long term loans 2,272,998 14,818
Movement In net funds 2,618,857 (5,585,020)
Net debt brought forward {104,547,090) (98,962,070)
Net debt carmed forward {101,928,233) (104,547,090)

17. Financial Risk Management policies and procedures

The Company invests In equities and other investments in accardance with its investment objective as stated on page 2 In pursuing its
investment objective, the Company 1s exposed to centain inherent nsks that could result in either a reduction in the Company's net assets or a
reduction in the profits available for distnbution by way of dwidends

The main nisks ansing from the Company's financial instruments are market nsk (price and yield), iquidity nisk and credit nsk The Directors
determine the objectives and agree policies for managing each of these nisks, as set out below The Investment Manager, in close co-operation
with the Directors, implement the Company’s nsk management policies The Company’s policy allows the use of derwvative financial instruments
to moderate risk exposure and to generate addiional revenue These polices have remained unchanged duning the current and preceding
penod

Market Rsk
The Investment Manager assesses the exposure to market risk when making each nvestment decision, and monitors the nsk on the invesiment
portiolto on an ongoing basis Market nsk comprises market pnce nsk (price and yield), foreign currency nisk and interest rate nisk

{1) Market Price Risk
Market price nsk anses mainly from the uncertainty about future pnces of financal instruments held It represents the potential loss the Company
might suffer through holding market posiions i the face of price movements

Where call options are sold (written), in all cases a sufficient position 1s maintained in the undertying equity to cover any potential option exercise
Whlst the option value can be volatile, price movements should to some extent be offset by opposing mevements in the value of the underlying
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equity If options are retained until expiry they will either expire worthless or be exeraised The effect of any option exercise 1s to sell the
underlying shares at the strike price of the option A schedule of the Company's listed holdings i1s shown cn pages 13 and 14

Where put options are purchased, the market value of such options can be volaule but the maximum realised loss on any contract is imited to
the onginal investment cost

Further explanation of this denvative strategy is included in the Investment Manager's Review on pages 10 and 11

Falls in stock market valuations lead to changes in geaning ratios The Board's procedure for monitoring the geanng of the Company 1s set out in
Note 18 on page 49 This takes into account the Investment Manager's view on the market, covenant requirements and the future prospects of
the Company's performance

Market price nsk sensitivity
The value of the Company’s listed investments (1 e fixed asset investments, excluding unlisted equities) which were exposed to market price nsk
as at 31 January 2011 was as follows

01 2010

£ £

Listed mnvestments hetd at fair value through profit or loss 543,212,051 488,287,091
Dernwvative financial instruments - purchased put options - 83,125
Derwative financial instruments - writen call options (307,947) (101,850)
Total histed investments 542,904,104 488,268,366

The following dlustrates the sensitivity of the return and the net assets to an increase or decrease of 200 (2010 - 20%) n the fair values of the
Company's listed investments This level of change i1s considered to be reasonably possible based on observation of market conditions in the year

The sensiivity analysis 15 based on the impact of a change to the value of the Company's listed equity investments at each balance sheet date and

the consequent Impact on the investment management fees for the year, with all other vanables held constant

2011 201 2010 2010
20% Increase 20% Decrease 20% Increase 20% Decrease
in fair value m farr value in far value in farr value
£ £ £ £
Revenue return
Investment management fees (133,087) 133,087 (119,626} 119,626
Capital return
Net gains (losses) on investments at fair value 108,580,821 {108,580,821) 97,653,673 (97,653,673)
Investment management fees (247,161) 247,61 (222,62) 222,162
Change in net return and net assets 108,200,573 {108,200,573) 97,311,885 (97,311,885)

Management of market price nisk

The Directors meet regularly to consider the asset allocation of the portfolio 1n order to minimise the nisk assogsated with particular industry
sectors A dedicated investment manager has the responsibility for monitoning the existing portfolio selection in accordance with the Company’s
Investment objectives and to ensure that indvidual stocks meet an acceptable nsk reward profile Calt options are only written on stock owned
within the portfolio with a maximum exposure of 20% of gross assets at the time of writing

(1) Market Yield Risk
Market yield risk anses from the uncertainty about the Company’s ability to mantain its income objectives due to systematc decline in corporate
dividend levels

Management of market yield risk
The Directors regularly review the current and projected yield of the investment portfolio, and discuss with the investment Manager the extent to
which 1t will enable the Company to meet its investment income cbjective

(m) Foreign Currency Risk
Foreign currency nsk s the nsk of the movement in the values of overseas finangial nstruments as a result of fluctuations in exchange rates
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Management of foreign currency nsk

The Company invests predominantly in UK listed equities and has no significant exposure to currencies other than sterling {201 - no significant
exposure)

Any mcome denominated in foreign currency 15 converted into sterling on receipt The Company does not use financial instruments to mitigate
the currency exposure in the period between the time that income 1s included in the finanaal statements and its receipt

() Interest Rate Risk
Interest rate risk 1s the risk of movements in the value of financial Instruments as a result of fluduations 1 interest rates

Interest Rate Exposure

The table below summarises in sterling terms the hinancial assets and financial liabilities whose values are directly affected by changes i interest
rates

2011 m 0n 01 2010 2010 2010 2010
Fixed Floating Foced Floating
rate rate Nil rate rate Nil
interest interest interest Total interest interest Interest Total
£ £ £ £ £ £ £ £
Financial Assets - §,257,041 543,239,476 552,496,517 - 8911182 488,397,641 497,308,823
Financial Liabilities {111,185,274} - (307,947) (111,493,221) (113,458,272) - (101,850) (113,560,122}

Net Financial

(Liabilities) Assets (111,185,274) 9,257,041 542,931,529 441,003,296 {(113,458,272) 8,911,182 488,295,791 383,748,701
Short term debtors

and creditors - - - (157,280) - - - 898,513
Net (Liabihities) Assets

per Balance Sheet (111,185,274) 9,257,041 542,931,529 440,846,016 (113,458272) 8,911,182 488,295,791 384747214

As at 31 January 2011, the nterest rates received on cash balances or paid on bank overdrafts, was nil and i 35% per annum respectivety (2010
nil and 1 35% per annum)

The fixed rate interest bearmg hiabilties bear the followang coupon and effective rates as at 31 January 2011 and 31 January 2010

Amount Effective
Maturity borrowed Coupon rate since
date £ Rate incepton*

First Debenture Finance PLC ('FDF') - Loan Notes
and Bonds 02/01/2018 25,667,599 14 75% 11 28%
Fintrust Debenture PLC {‘Fintrust’} - Orniginal Loan 20/11/2023 30,000,000 9 25125% 951%
Fintrust Debenture PLC (‘Fintrust) - New Loan 2012023 12,000,000 9 25125% 6 00%
5 875% Secured Bonds 2029 20012/2029 30,000,000 58750 623%
4% Perpetual Debenture Stock n/a 1,375,000 4 00% 4 00%
3 659% Cumulative Preference Stock nfa 1,178,000 3 6500 3650

100,220,599

* The effective rates are calculated in accordance with FRS 26 "Rinancial Instruments Recognition and Measurement’ as detailed in the Statement
of Accounting Polices

The detarls in respect of the above loans have remained unchanged since the previcus accounting period

The weighted average effective rate of the Company’s fixed interest bearing habiliies (excluding the 3 65% Cumulative Preference Stock and the

4% Perpetual Debenture Stock) 15 8 54% (2010 - 8 540} and the weighted average period to matunty of these habilibes 15 13 2 years (2010 -
14 2 years)
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The above year end amounts are reasonably representative of the exposure to interest rates duning the year, as the level of exposure does not
change matenally The Company's net return and net assets are not significantly affected by changes in interest rates

Management of mterest rate nsk

The Company nvests predominantly in equities, the values of wiuch are not directly affecied by changes in prevailing market interest rates In the
year to 31 January 2011, the Company held no fixed interest securties The Company's policy 15 to remarn substantially fully invested and does
not expect to hold significant cash balances The financial assets therefore have minimal exposure to interest rate nsk

The Company finances its operations through a mixture of share capital, retained revenue return and long term borrowings Movement in interest
rates will not have a matenal effect on the finance costs and financial habilities of the Company as all the borsowings of the Company are subject

to fixed rates of interest

Liquidity risk

Liquidhty nsk relates to the capacty to meet habilites as they fall due and 1s dependent on the hiquidity of the underlying assets

Maturty of financial liabilties

The table below presents the future cash flows payable by the Company in respect of its financial liabilities

Cash flows in respect of the pnnaipal and interest on the Stepped Rate interest Loan, Fixed Rate Interest Loan and 5 875% Secured Bonds 2029
reflect the maturity dates as set out In Note 10 on page 42 Cash flows in respect of the 4% Perpetual Debenture Stock and 3 650% Cumulative
Preference Stock, which have no fixed repayment date, assume matunity of 20 vears from the balance sheet date Cash flows have not been

discounted

20m

Creditors — Amounts falling due within one year

Finance costs of borrowings

Other creditors

Dervative financial nstruments

Creditors - Amounts falling due after more than one year
Amounts payable on maturity of borrowings

Finance costs of borrowings

2010

Creditors - Amounts falling due within one year

Finance costs of borrowings

Qther creditors

Denvative financial instruments

Creditors ~ Amounts falling due after more than one year
Amounts payable on matunty of borrowings

Finance costs of borrowings

months
or less

850,846
307,947

1,158,793

Three
months
or less

1,363,542
101,850

1,465,392

Not

more than
one year
£

9,531,970

9,531,970

Not

more than
one year
£

9,560,090

9,560,090

Between

one year
and five

years

38,170,877
38,170,877

Between

one year
and five
years

38,170,877
38,170,877

More than
five years

108,587,112
64,796,902
173,384,014

108,587,112
74,230,875
182,817,987

Total

9,531,970
850,846
307,947

108,587,112
102,967,779
222,245,654

Total
£

9,560,090
1,363,542
101,850

108,587,112
112,401,752
232,014,346
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Management of liquidity risk

Liguidity risk 1s not considered to be significant as the Company’s assets mainly comprise realisable secunties, which can be sold to meet funding
requirements if necessary and significantly exceed liabiliies Short term flexibility can be achieved through the use of overdraft faclibes, where
necessary As at the 31 January 2011, the Company had an undrawn committed borrowang faciity of £10 million (2010 - £10 milhon)

Credit Risk
Credit nisk s the nisk of default by a counterparty to discharge its obligations under transactions that could result in the Company sufienng a loss

Management of credit nsk
Qutstanding settlements are subject to credit nsk Credit nsk 1s mitigated by the Company through its decision to transact with counterparties of

high credit quality The Company only buys and sells investments through brokers which are considered to be approved counterparties, thus
minimising the nsk of default duning settlement

The Company is also exposed to credit nsk through the use of banks for its cash posiion Bankruptcy or insolvency of banks may cause the
Company's nghts with respect to cash held by banks to be delayed or limited The Company's cash balances are held by HSBC Bank PLC, rated
Aa2 by Moody's rating agency The Directors beheve the counterparties the Company has chosen to transact with are of high credit quality,
therefore the Company has minimal exposure to credit nsk

The table below summarnises the credit risk exposure of the Company as at 3% January

201 2010
£ £

Debtors
Outstanding settlements - 2,281,965
Accrued income 1,995,817 1,360,380
Cther debtors 38,513 38,977
Cash at bank 9,257,041 891,182
11,291,371 12,592,504

Fair Values of Financial Assets and Financial Liabilties

With the exception of those financial iabthities measured at amortised cost, the financial assets and financial liabilities are either carned at their faw
value, or the balance sheet amount 15 considered to be a reasonable approximation of therr fair value The financial habilities, including accrued
interest, measured at amortised cost have the following fair values*

20M1 20m 2010 2010

Book value Fair value Book value Fair value

£ £ £ £

Stepped Rate Interest Loan 34,347 840 46,039,027 36,466,629 45,523,101
Fixed Rate Interest Loan -~ 46,241,378 56,017,459 46,419,260 55,584,569
5 875% Secured Bonds 2029 29,348,572 298,323,808 29,324,500 28,601,651
40 Perpetual Debenture Stock 1,388,750 908,553 1,388,750 895,510
3 65% Cumulative Preference Stock 1,178,000 705,326 1,178,000 695,130
112,504,540 132,994,173 114,777,539 131,699,961

The net asset value per Ordinary Share, with the FDF and Fintrust loans at fair value 15 4073p (2010 - 356 4p)
* The fair value has been derved from the closing market value of the debt and accrued interest as at 31 January 2011 and 31 January 2010

FRS 29 'Financial Instruments Disclosures’ has been expanded to include a fair value hierarchy for the disclosure of fair value measurement of
financial instruments
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As at 31 January 2011, the financial assets at fair value through profit and loss of £542,931,529 (2010 - £488,295,791) are categonsed as follows

20m 2010

£ £

Level 1 542,904,104 488,268,366
Level 2 - -
Level 3 27,425 27,425
542,931,529 488,295,791

Categonsation wathin the hierarchy has been determined on the basis of the lowest level mput that is significant to the fair value measurement of

the relevant assets as follows
Level 1 - valued using quoted prices in active markets
Level 2 ~ valued by reference to valuation techmgques using observable inputs other than quoted prices included in level 1

Level 3 - valued by reference to valuation techniques using inputs that are not based on observable market data

Hedging Instruments

At the year end, the Company had no hedging arrangements in place (2010 - nily The Company does not enter into speculative interest
contracts

18. Capital Management Policies and Procedures
The Company's objective 15 to provide an above average level of income and income growth together wath long term capital growth

The Company's capital at 31 lanuary 2011 comprises

201 2010
£ £
Debt

Creditors Amounts falling due after mare than one year 111,185,274 113,458,272
111,185,274 113,458,272

Equity
Called up Share Capital 25,803,366 25,803,366
Share Prermium Account and Other Reserves 415,042,650 358,943,848
440,846,016 384,747,214
Total Capital 552,031,290 498,205,486
Debt as a percentage of total capital 201% 22 8%

The Board, with the assistance of the Investment Manager, monitors and reviews the broad structure of the Company’s capital on an ongoing
basis The level of geanng 1s monitored, taking into account the Investment Manager's view on the market and the future prospedts of the
Company’s performance Capital management also nvolves rewewing the difference between the net asset value per share and the share price
{1e the level of share price discount or premium} to assess the need to repurchase shares for cancellation

The Company 1s subject to externally smposed capital requirements the bank borrowangs under the overdraft facility are not to exceed £10m, and
as a public company the minimum share capital is £50,000 The Company's objective, policies and processes for managing capital are unchanged

from the preceding accounting penod, and the Company has complted wath them The terms of the debenture trust deeds have vanous

covenants which prescribe that moneys borrowed should not exceed the adjusted total of capital and reserves These are measured in accordance

with the policies used in the annual financial statements
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The Manager

RCM (UK) Limited, which 1s authonsed and regulated by the Financial Services Authonty, 1s part of Allianz Global Investors, one of the largest
fund managers n the world As at 31 December 2010, Allianz Global Investors had combined assets under management of €1,499 bilion RCM
(UK), through us predecessers, has a hentage of investment trust management expertise in the UK stretching back to the nineteenth century and
at 31 March 2011 1t had £107 bilon assets under management 1n a range of investment trusts

Website www rcm co uk
Registered Number 28276

Results

Hatf-year Report posted to shareholders in September
Annual Financial Report posted to shareholders m April
Annual General Meeting held in May

Ordinary Dividends

First quarterly paid 1n August
Second quarterly paid in Novernber
Third quarterly patd in February
Final usually paid in May

Ordinary dividends paid by the Company carry a tax credit at a rate of 10% The credit discharges the tax hability of shareholders subject to
income tax at less than the higher rate Shareholders liable to pay tax at the higher rate will have further tax 1o pay

Preference Dividends
Payable half-yearly on 1 August and 1 February

Market 2nd 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 0 The Financial Times and The Daily Telegraph The net asset value of the Ordinary Shares 1s calculated daily and published through
the London Steck Exchange Regulatory News Service The geographtcal spread of investments and ten largest holdings are also published
monthly by the London Stock Exchange Regulatory News Service They are also available from the Investment Manager's Investors Helpline on
0800 389 4696 or via the Manager's website www rcm com/investmenttrusts

Share Price
The share price for 31 January 2011 was 406 9p

Website
Further information about the The Merchanis Trust PLC, including monthly fact sheets, darly share prices and performance, 1s available on the
Manager's website www rem com, which can also be reached wia www merchantstrust co uk

Association of Investment Companies (AIC)

The Company s a member of the AIC, the trade body of the investment trust industry, which provides a range of Iterature including fact sheets
and @ monthly statistical sernice Copres of these publications can be obtained from the AIC, 9th Floor, 24 Chiswell Street, London ECTY 4YY, or at
www theaic co uk

AIC Category UK Growth and Income
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How to invest

Allance Trust Savings Limited ("ATS") 1s one of a number of prowiders offenng a range of products and services, including Share Plans, 15As and
pension products ATS also maintains services including online and telephone-based dealing faciliies and onhine valuations More information 1s
available from Allianz Global Investors either via Investor Services on 0800 389 4696 or on the Managers’ website www rcm comyinvestmenttrusts,
or from Alhance Trust Savings Customer Services Department on 01382 573737 or by e-maill contact@alliancetrust co uk

A st of other prowiders can be found on the RCM Investment Trusts website www rcm comyinvestmenttrusts

Registrars

The Company's Registrars, Capita Registrars, can be contacted at The Registry, 34 Beckenham Road, Beckenham, Kent BR3 4TU

Payment of Dividends Direct to Bank Accounts

Cash dividends will be sent by cheque to first-named shareholders at thew registered address together with a tax voucher Dividends may be paid
directly into shareholders’ bank accounts Details of how this may be arranged can be obtained from the Regstrars, Capita Registrars Omidends
mandated in this way are paid via BACS (Bankers” Automated Clearing Service) Tax vauchers will then be sent directly to shareholders at ther
registered address unless other instructions have been given

Dividend Reinvestment Plan for Ordinary Shareholders

A Dwidend Reinvestment Plan 1s operated by the Company’s Registrars, Capita Registrars The Plan offers Ordinary Shareholders the opportunity
to use thetr cash dividend to buy further shares in the Company under a low-cost dealing arrangement Capita enclose a copy of the Terms and
Condtions and a personalised appfication form with each dwidend payment

Share Dealing Services and Share Portal

Capita Registrars, the Company’s Registrars, operate an on-line and telephone dealing facility for UK resident sharehotders with share certificates
Stamp duty may also be payable on purchases

For further information on these services please contact www capitadeal com for on-line dealing or 0871 664 0454 for telephone dealing Lines
are open 800 am to 430 pm Monday to Friday Calls to the 0871 664 0454 number are charged at 10 pence per minute plus any of your
service providers’ network extras Different charges may apply to calls made from mobile telephones and calls may be recorded and monitored
randomly for secunty and traming purposes

Capita Regstrars offer shareholders a free onrline service called The Share Portal, enabling shareholders to access a comprehensive range of
shareholder related information Through The Share Portal, shareholders can wview their current and historical shareholding detalls, obtam an
indicative share pnce and valuation, register for e-comms, amend address details, wew details of ddend payments, and apply for dividends to
be paid directly to a bank or to change existing bank details

Shareholders can access these services at www capitashareportal com and selecting Share Portal (Shareholders) from the drop down menu, or
alternatively via the Portals Quick Links, and selecting Share Portal Shareholders will need to register for a Share Portal Account by completing an
on-screen registration form An email address is required

Shareholders’ Enquiries

Capita Registrars are the Company's registrars and maintain the share register In the event of queries regarding thetr holdings of shares, lost
certificates, dwmdend cheques, registered details, etc, shareholders should contact the registrars on 0871 664 0300 or +44 20 8639 3399 if calling
from overseas Lines are open 830 am to 530 pm (London time) Monday to Freday Calls to the 0871 664 0300 number are charged at

10 pence per minute plus any of your service providers’ network extras Calls to the helpline number from outside the UK are charged at
applicable internaticnal rates Different charges may apply to calls made from mabile telephones and calls may be recorded and monitored
randomly for secunty and trarning purposes Capita Registrars can also be contacted at ssd capitaregistrars com

Changes of name and address must be notified to the registrars in writing

Any general enguines about the Company should be directed to the Company Secretary, The Merchants Trust PLC, 155 Bishopsgate, London
EC2M 3AD
Telephone 020 7065 1513 Email kirsten salt@uk rem com
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Analysis of Share Register
Shareholder Accounts Ordinary Shares held
Number % 000’s %

201t 2010 201 2010 2011 2010 201t 2010

Private holders 6,970 7326 673 679 18,904 19,755 183 191
Nominees 3147 3,213 304 298 78,787 78,053 763 756
Limited Companies 132 138 13 13 2,758 2,768 27 27
Investment Trusts and Funds 28 37 03 03 445 490 04 05
Bank and Bank Nominees 10 1 42 ] 01 1,651 1871 16 18
Insurance Companies 8 8 01 01 48 49 01 01
Pension Funds 3 4 00 00 13 20 ] 00
Other holders 53 57 05 05 607 207 06 02
10,351 10,794 1000 1000 103,213 103,213 1000 1000

Based on an analysis of the Ordinary Share register at 31 March 2011 (2010 - 31 March)

CREST Proxy Voting
Shares held in uncertificated form (1 e, in CREST) may be voted through the CREST Proxy Voting Service in accordance with the procedures set
out in the CREST manual

Warming to Shareholders

We are aware that some shareholders may have received unsolicted telephane calls or correspondence concerning investment matters These are
typically from overseas based orgamisations who target UK shareholders offerng to sell them what often turn out to be worthless or high risk
shares in US or UK investments They can be extremely persistent and extremely persuasive Shareholders are therefore advised to be very wary
of any unsolicited advice or offers to buy shares at a discount

Please note that 1t 1s most unlikely that erther the Company or the Company’s Registrar, Capita Regstrars, would make unsolicted telephone calls
to shareholders Any such calls would only ever relate to official documentation already circulated to shareholders and never in respect of
investment ‘advice’

If you are 1n any doubt about the veracity of an unsolicited telephone call, please call either the Company Secretary or the Registrar at the
numbers provided on pages 16 and 51 of this Report
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Notice of Meeting

Netice 1s hereby given that the Annual General Meeting of The Merchants Trust PLC will be held at 20 Moorgate, London EC2R 6DA, on Tuesday
10 May 2011 at 12 noon to transact the following business

Routine Business

1

To receve and adopt the Report of the Directors and the Financial Statements for the year ended 31 January 2011 together wath the
Auditors’ Report thereon

2 To declare a final dwidend of 5 7p per Ordmary Share

3 Tore-elect Mr Mike McKeon as a Director

4 Toe re-glect Mr Henry Staunton as a Director

5  To elect Mr Paul Yates as a Director

6 To apprave the Directors’ Remuneration Report

7 To re-appoint PricewaterhouseCoopers LLP as Auditors of the Company, to hold office until the conclusion of the next general meeting at
which financial statements are laid before the Company

8 To authorise the Directors to determine the remuneration of the Auditors

Special Business

To consider and if thought it to pass the following resolutions Resolution 9 will be proposed as an Ordinary Resolubon and Resolutions 10, 11
and 12 as Special Resolutions

9

That for the purposes of Section 551 of the Compamies Act 2006 the Directors be generally and uncondtionally authorised to exercise all
the powers of the Company to allot relevant securities (within the meaning of the said Section) up to @ maximum number of 34,401,047
Ordinary Shares provided that

()  the authonity granted shall expire five years from the date upon which thus Resolution is passed but may be revoked or vaned by the
Company in general meeting and may be renewed by the Company in general meeting for a further penod not exceeding five years,
and

(1) the authonty shall allow and enable the Directors to make an offer or agreement before the expiry of that authonty which would or
might require relevant secunities to be allotted after such expiry and the Directors may allot relevant securities in pursuance of any
such offer or agreement as if that authonity had not expired

That the Drectors be empowered in accordance with Section 570 of the Companiies Act 2006 to allot equity securities (within the meaning
of Section 560 of the Act) for cash pursuant to the authonty conferred by Resolution 10 as if sub-section (1} of Section 561 of the Act dd
not apply to any such allotment provided that

() the power granted shafl be imited to the altotment of equity secunities wholly for cash up to a maximum number of 10,321,346
Ordinary Shares,

(i)  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

(n) the said power shall allow and enable the Directors to make an offer or agreement before the expiry of that power which would or
mught require equity securities to be allotted after such expiry and the Directors may aflot equity securimes in pursuance of such offer
or agreement as if that power had not expired

That the Company be and 1s hereby generally and uncondittonally authorised in accordance wath Seciion 701 of the Companies Act 2006
{the ‘Act’) to make market purchases (within the meaning of Section 693{4) of the At} of Ordinary Shares of 25p each in the capital of the
Company (‘Crdinary Shares’), previded that

() the maximum number of Ordinary Shares hereby authonised to be purchased shall be 15,471,698,

33




The Merchants Trust PLC

Notice of Meeting

{0)  the minimum pnice which may be paid for an Ordtnary Share 15 25p,

(i) the maxmum price which may be paid for an Ordinary Share 1s an amount equal to 105% of the average of the middle-market
quotations for an Ordinary Share taken from the London Stock Exchange Official List for the five business days immediately
preceding the day on which the Ordinary Share is purchased or such other amount as may be speafied by the London Stock
Exchange from time to time,

(w) the authonty hereby conferred shall expire at the conclusion of the Annual General Meeting of the Company Iin 2012 or, (f earlier, on
the expiry of 18 months from the passing of this resolution, unless such authonty 15 renewed prior to such time, and

{v) the Company may make a contract to purchase Ordinary Shares under the authenity hereby conferred pmar to the expiry of such
authority which will or may be executed wholly or partly after the expiration of such authonty and may make a purchase of Ordinary
Shares pursuant to any such contract

12 That a general meeting, other than an annual general meeting, may be called on less than 14 days’ dear notice

155 Bishopsgate By Order of the Board
London EC2M 3AD K J Salt
4 April 2011 Secretary

Annual Genera! Meeting Venue
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Notes

1 Members entitled to attend and vote at this Meeting may appaint one or more praxies to attend, speak and vote in therr stead by completion of a
personabsed form of proxy Full detalls on how to complete the form of proxy are set out on the form of proxy The proxy need not be a Member of the
Company

2 A proxy must vote in accordance with any instructions given by the member by whom the proxy 1s appointed A proxy has one vote on a show of hands in
all cases (including where one member has appomnted multiple proxies), except where he s apponted by multiple members who instruct ham to vote In
different ways, in which case he only has one vote for and one vote aganst the resolution

A personalised form of proxy s provided wath the Annual Financiat Report Any replacement ferms must be requested direct from the Registrar
Completion of the form of proxy does not exclude a Member from atiending the Meeting and voting in person
Duly completed forms of proxy must reach the office of the Registrars at least 48 (excluding non-business days) hours before the Meeting

Shares held in uncertificated form (1e 1n CREST) may be voted through the CREST Proxy Voting Service in accordance with the procedures set out in the
CREST manual on the Euroclear website (www euroclear com/CREST)

7 To be entitied to attend and vote at the Meeting (and for the purpose of determination by the Company of the number of votes they may cast), Members
must be entered on the Company's Register of Members by close of business on Friday 6 May 201! (“the record date”)

8 If the Meeting 15 adjourned 10 a time not more than 48 hours after the record date appheable to the original Meeting, that time will also apply for the
purpose of determining the enutlerent of Members to attend and vote (and for the purpose of determining the number of votes they may cast} at the
adjourned Meeting If, hawever, the Meeung 1s adjourned for a longer peried then, to be so enttled, Members must be entered on the Company's
Register of Members at the ime which 1s 48 hours before the time fixed for the adjourned Meeting or, f the Company gives new notice of the adjourned
Meeting, at the record date specified in that notice

g The nght to appoint a proxy does not apply to persons whose shares are held on their behalf by another person and who have been nominated to recewe
communications from the Company in accordance with Section 146 of the Companies Act 2006 (“nominated persons™) Nominated persons may have a
nght under an agreement with the registered shareholder who halids the shares on their behalf to be appointed (or to have someane else appointed) as a
proxy Alternatively, If nominated persons do not have such a nght, or do not wish to exercise it, they may have a nght under such an agreement to gve
instructions to the person helding the shares as to the exercse of voting nghts Nominated persons should contact the registered member by whom they
were nominated in resped of these arrangements

10 Corporate representatives are entitied 1o attend and vote on behalf of the corporate member in accordance with Section 323 of the Companies Act 2006
Pursuant to the Companies (Shareholders’ Rights) Regulations 2009 (Si 2009/1632), muftiple corporaie representatives appointed by the same corporate
member can vote in different ways provided they are voting in respect of different shares

n Members have a nght under Section 319A of the Companies Act 2006 to require the Company to answer any question raised by a member at the AGM,
which relates to the business beng dealt with at the meeting, although no answer need be gven (a) if to do so weuld witerfere unduly with the
preparation of the meeting or ivolve disclosure of confidential information, (b if the answer has already been given on the Company's website, or (c) &
is undesirable in the best interests of the Company or the good order of the meeting

12 Members satisfying the thresholds in Section 527 of the Companes Act 2006 can require the Company, at its expense, {o publish a statement on the
Company website setting out any matter which relates to the audit of the Company's accounts that are 10 be laid before the meeting Any such statement
must also be sent to the Company's auditors no later than the ime 1t 1s made avarlable on the website and must be ncluded in the business of the
meeting

13 Asat4 Apnl 2011, the latest practicable date before this Notice 15 given, the total number of shares in the Company in respect of which members are
entitled to exercise voting nghts was 103,213,464 Ordinary Shares of 25p each and each Ordinary Share caines the right to one vote There are also

1,178,000 3 65% Cumulative Preference Shares and each Preference Shate cames the night to one vote in certain cizcumstances Therefore the total
number of shares having voting nghts in the Cempany 15 104,391,464

14 Further mformaton regarding the meeting which the Company 15 required by Section 3t1A of the Companies Act 2006 to publish on a website 1n advance
of the meeting (including this Notice), can be accessed al www rcm com/mvesimenttrusts

15 Contracts of service are not entered into with the Directors, who hold office in accordance with the Articles of Assocation
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