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Shires Income plc
About Your Trust

Trust Objective
The Company aims to provide shareholders with a high level of income, together with growth of both income and capital
from a portfolio substantially invested in UK equities

Assets

Portfolio Assets

Shires Income had total tnvestments of £138 6 mitlion as at 31 March 2007 These investments were invested by the
Managers, Glasgow Investment Managers Limuted {(“Glasgow”), in what they believe 15 the appropriate way of achieving
the Company's objectives Of the total investments, £106 2 million was invested 1n ordinary shares, £1 7 milhon in
convertible securities and £30 7 million in preference shares The Company's investments will therefore tend to perform
well when ordinary shares rise, particularly when higher yielding ordinary shares do better than lower or nil paying
ordinary shares, and vice versa Convertibles will tend to nise ar fall with equities but to a lesser degree Preference shares
will tend to be more sensitive to Interest rate movements, rising in value as rates fall or falling in value as rates nise

Shires Smaller Companies pl¢

Rather than the Company holding a number of smatler compamies shares, Shires Income invests indirectly in this part of
the equity market through one holding in Shires Smaller Companies which 15 also managed by Glasgow It has an
attractive diwvidend yield

Glasgow Investment Managers Limited

Shires Income owns 49 9% of 1ts Managers, Glasgow This i1s included 1n the portfolio as an unquoted equity The orniginal
investment was made in 1990 The other 50 1% 1s owned by Sutherland Holdings, a company prinaipally owned by the
retired founder of Glasgow and current and former staff

Earnings and Dividends

The Company aims to provide a high level of income Based on the proposed fina! dividend, the Company will have paid
out for the March 2007 financial year dividends totalling 19 25p Using the share price at the end of the year of 310 75p
this gives a yield of 6 2% Given that the UK equity market currently yields around 2 8%, the assets of Shires Income have
to yield a great deal more for the dividend to be paid from the surplus of income over expenses There 1s, therefore, a
bias 1in the portfolio to high yelding ordinary shares One of the reasans 23 4% of total investments are invested in
convertible secunities and preference shares s that they typically provide more sncome than ordinary shares

Dividends from ordinary shares, convertibles and preference shares are not the only way that the Company generates
income It 15 also achieved by writing put and call options on shares owned, or shares the Managers would like to own
By doing so, the Company generates premium (ncome

income can also be denved from owning apprecating shares in the dealing subsidiary, Wiston Investment Company
Limited On an occastonal basis, the Managers identify stocks that may rise in the short term This activity 15 deemed to
be trading and gains are treated as income rather than capital In the past, the Company’s investment in Glasgow has
also produced healthy dividends It 1s hoped that this will be a source of iIncome agan in the future

The Directors and Managers put a great deal of emphasis on being able at least to maintain the current level of dividend
This would, however, be put at nisk if the dividends patd by UK companies in general declined, or the Managers were not
able to take advantage of option writing opportunities, or trading profits were not generated in Wiston There 1s 2
sizeable revenue reserve, equivalent to 15 4 p per share {excluding IFRS dividend adjustment), which could be drawn on
if required

Geanng

In the long term, to help income generation and capital growth, the Company has borrowed to invest in the assets
described above This 1s undertaken in the belef that equities will produce a greater total return than the cost of the
borrowing over time Shires Income utilises two methods of borrowing The first 15 a debenture, which has its interest
cost and capital repayment linked to inflation (RPI) This debenture will be redeemed between 2008 and 2010 The other
15 by bank loans and overdrafts At 31 March 2007 the total gearing was 38 8% with equity gearing 8 0% Therefore the
Company will be more sensitive to equity market nses and falls than if 1t were not equity geared
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Company Profile

Objective
To provide fon shareholders a hugh level of income wogether with mowth of both mcome and capital
from a portfoho substantially 1nvested m UK equunies

Investment policy

The Company mvests princapally 1 UK quoted companies and converubles with above average yields
Stocks are selected according to therr valuation compared to the FTSE All-Share [ndex and the relevant
industnial sector

Germny 18 used warh the mitention ot enhancing long-term retarns

Benchmark
FTSE All-Share [ndex (Total Rennn)

Capital structure and voting nghts

Number of ordinary shares of 50p each 1 1ssue 29,697,580
3 5% cumulaave preference shares of L1 cach 50,000
3% Index-Linked Debenture 2008/2010 £27,459,000

Each of the ordinary shares and the cumulattve preference shares has equal voung rights

Dividends
Dividends on the ordinaey shares are payable quarterly ar the end ot Januarv April, July and October

Continuation Vote
The Companys articles of assotianon do not require shareholders to vote pertodically on whether or not
to carry on as an nwvestnene trust Consequently, the Company has no terminanon date

Management Company and Fee

Glasgow Investinent Managers Limted (* Clasgor™) acts as Managers and Secrctarnies to the Company
under 2 mangement contract which is sernunable by one vear’s notce on cither ade The fee 15 0 45%
for funds up 10 L1100 nulhen and 0 40% for funds over £100 tudlion fee nete 3 10 the finanaal stutements
on page 36)

Clasgow 1s princpally owned by s renred founder and current and former staff, with Shares Income ple
currently holding the 1emanmg 49 9% meerest

SiPPs, ISAs and PEPs
The Company’s ordinary shares are avalable for invesument i SIPPs, 1SAs and PEPs

AIC

The Company v a memnber of the Assocnuon of Investinent Companies (AIC)

SHIRES INCOME PLC
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Financial Information

Highhights
As at As at %
3% March 207 31 March 2006 change
Total Investmenc £138 6m L1 T 32
Ordmary sharcholders funds £ 99 8m £97 5m 23
Marhet caprtalisanon £92 3m £93 0m {G8)
Net asset value (NAV) per ordinary share Boup 284 23
Ordinary share price 3 75p Misp 09
{Duscount} (ordinany share poice to adjusted NAV)* (+ 3%) (1 4%) -
Revenue retuen per ordinary share 20 Lop 193510p 33
Devidends per ordinary share 1% 25p 19 23p -
Total expense rano 0 93% 1 06% -
Gearing 38 8% B 1% -
Year to Year to
31 Murch 2007 31 March 2006
Year's lughs and tows
High Low Hugh Tow
NAV per ordinary share'® 323 3p 292 4p 317 9p 250 1p
Oudinary share price’ 323 0p 21 3p 324 H0 3p
Prermum/ (Discount) * 6% (4 5%) 4 9% {2 54)
Performance - Total Return
I year 3 yean 3 years
% % Y
Shires Income plc
= Nex asset value* 39 By 291
- Share prue 35 72¢ m2
FTSE All-Share Index (Benchnurk) 1 o4 4 st
Discrete Annual Performance
Year to 31 March 3t March 31 March 31 Manch 31 March
2807 2006 2005 2004 2003
Shures Income plo 59% 3TN 29 8% 74 4% (3 9%
Bid to brd clostg share price, net meome re-investud
Past performance should not be seun a5 an mdicanon of future perfermance
Asa A at
3§ March 31 March
2007 2006
Net dmdend yield
Shires Income ple’ h 2% 6 1%
FISE All-Share Index (Benchnurk) 2 8% 29%

*Based on 11 RS NAVY cxcdindig dandend adjustment of 10 43p.

" Based an nontli-end wilues fmeasred ot vied pruce)

Source Glasgow Investment Managers Lamsted — Based on fully diluted net asset aleses
" Sonree Fundamental Data for the Assonanon of Investrient C ompantes

* Saurce Reuters

Based on year end share price and total dindend for the year ended 31 March 2007

SHIRES INCOME PLE
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Absolute Performance
Figures are toral retenn and have been sebased to 100 at 31 March 2002
Benchmark FTSE Al-Share Iidea (Total Return)

Relative Performance

Premium/(Discount)

Net Dividend Yield

SHIRES INCOME PLC
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Chairman’s Statement

Highhghts

Followmg three years of double fgure returns [ am pleased to report that
vour Company conanuved o grow 1n the vear to 31 March 2007 alberr at a
stower rate than i the previous years The total return on nee assets over the
year was 8 9%, as expluned below, this compares 1o a total return of 11 1%
for the FTSE All-Sharc Index, the Companv’s benchmark

The Company contiues to produce a relaovely high dividend vicld
Subject o shareholder approval, total dividends wall be mantamed at

14 25p producing a dividend yield of 6 2% based on the share price at

31 March 2007 Thus yield 15 agnificandy higher than both the Company’
benchmark, which yielded only 2 8% at 31 March 2007, wnd the FTSE
High Yidd Index which yielded 3 8% at the same date If approved, the
final dividend of 6 05p wall be pad on 31 July 2007 w sharcholders on the
regisier at close of business on 6 July 2007

F Marun Flldane Chasninan

Investment Returns

The Company’s total return on net assets was 8 9% The equity secuon of the portfoho outpraformed the
benchmark over the course of the year due to good stock selection and being geared m a vsng marker
The totl return of the Company 1s less than the FTSE All-Share mdex due to two factors, first the rvng
cost of the Index-Linked Debenture Stock as inflanon picked up during the year, and secondly the poor
performance of the fined mterest market due to the recent rises in interest rages as the Bank of England
atempted to keep nflacon under control

Over the vear, there was a drop n the raung of the Company s shares 1 the stockinarket The discount
of the share price to the net asset vialue mncreased from | 4% to 4 5% at 31 March 2007 As a resulr, the
share price total retarn at 5 3% was lower dhan the total return on net assets

Earnings and Dividends

The revenue return per share was 20 16p for the year to 31 March 2007, 3 3% hsher than the previous
year Divaidends paid 1 the financial year amounted wo 19 23p Thus comprises the third inweriny dividend
and final diadend of the 2005/06 financial vear totalling 10 45p wnd the first and second internn
dividends of the 2006/07 financial year toaling 8 80p The third intenim dividend for 2006/07 pad on
30 Aprd 2007 and the proposed final dividend for the 2006/07 financial year pavable on 3¢ July 2007
will be included 10 the inanaal statements for (he year ended 31 March 2008

Portfolio Profile

Total gearing mcreased from 35 1% to 38 8% durmyg the year with equuty gearing nsmyg trom 3 9% o

8 0% of net assets, due principally to 1 pet investment of L4 6 nullion e equiies and the strong
performance of equities compared to fixed mterest secunines dunng the vear The relanve
underperfornance of the fined micrest market 1s highlighted by the fact that gearing n preference shares
dropped 1 the vear fiom 31 2% of net assets 1o 30 8% at 31 March 2007 despite there being a net
wvesunent mto preference shares of £2 6 mmllion The mvesunent 1n preference shares, however
conunues to generate a high vield for the Company and makes a major contribuuon to the high level of
wcome distributed to shareholders

Outlock

Global ccononuc prospects are somewhat polarised thus year, with upgrades for China, Europe and many
emerging economues but slowing acuvity i the USA and Japan The UK economy 1s foreaast to grow at
between 2 3% and 3 (% due 1o song busmess and public spending The econonuc background, apart
trom the US dollar 1s reasonably supporave to UK compames and both corporate profits and dividends
are expected to grow n the year ahead, albeir at modest levcls

For mestors, the key ccononuce news m 2007 s likely to be changes n wnflation and miterest rates The
recent UK mflavon rate of 3 1%, measured under the Consumer Prices Index, exceeded the
Government’s 2% target, and for the first ume m ten vears torced the Bank of England to send a tetter of
eaplananion to the Chancellor Prices rose across a broad range of goods and services, and witerest rates are

SHIRES |NCOME PLC
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expected to increase to at least 3 75% mn response The uncertunty created may cawse periods of stock
market volatility, perhaps not surprising after four years of solid appreciation While investors wan for the
current peak in the mierest mate cycle there are sill underalued meome and growth oppormmnes m
equines

On Compuany speafic matters the forthconung year sees the obhganon arnse to make the first repayntent
of the 5% [ndcx-Linked Debenture Stock in March 2008 The cost of refinancing this debenture 1s hkely
to be somewhat less than 1o present cost which should lead 1w swings being nude by the Compuny 1
the future

In relanen to the dividend, the Board will keep this under review for the vear 1o 31 March 2008 and
while not a forecast of earnungs and subject to any unforcseen aircumstancs, apects the dividend to be
at least mamuained m the forthconung year

Board

The Nonunations Committee met several mines throughout the year and, with the help of an
ndependent recruitment company, recommended Mr Anthony B Davidson’s appointinent to the Board
to which he was appointed on 21 February 2007 Mr Davidson has conuderable expenence i che
mvestment industry and brings skills complenientary 1o those already available The Board decided that
Mr Dawvidson, as a Chartered Accountant and having previously chaired a number of other audu
tomnuttees should be appointed Charman of the Audit Comuruttee with munediace effect The Board
recomnmends the decuon of Mre Davidson at the forthcommg Annual General Meeting

As described 1 the Darectors” Report on page 18 the Board has undurtaken a formal review of its own
performance and that of indivadual Directors 12 the vear to 31 March 2007 The Board recommends to
sharcholders the re-elcction of all the other Directors at the forthconung Annual Gencral Mecung

J Marun Huddwne, Charman

SHIRES INCAME PLC
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Board Review

Directors

1. Martin Haldane C A {Chairman)

Age 65 Jomed the Board it 1996 and Charman since 1 January 2003
Currently Charman of Investors Caputal Trust PLC and a director of other
comparnes which are unlsted He was formerly Semor Partner in Chiene &
Tait Chartered Accountanes and Deputy Chawrman of The Scotush Life
Assuwrance ( ompany

Mervyn D Couve

Age 59 Jomned the Board in 2003 Currently 1« Consultant with Speechly
Bircham Solicitors where he was previously Managing Partner and Sauor
Parmer He 1y a non-execunve diector of Ecclesiastical Lnsurance
Company ple and abso Trustee of Englsh Nauonal Qpera Trust He was a
former member of the € BI Smaller Firins Couneil and the CBI Company
Law Panel

Anthony B Davidson C A

Age 39 Jowned the Board m February 2007 Curnently a non-exceuuve
Durector of JPMorgan Europein Fledgeling [nvesement Trust ple, Sun Life
Assurance ( ompany of Canadn (UK) Lunited and a number of hfe
companes witlun Reesoluton ple He was previowsly Chief Executive of
Provincial Insurance ple and 1 Scmor Exceuuve Dhrector of TS

Scedand plc

The Hon. Mrs Joanna R Davidson

Age 49 Jomed the Board in 2000 Currently Head of Corporate
Responsibility for The RBS Group, she 1 also a director of GIM Holdmgs
Lumted Previously Marketing Director of the Clitty Food Group ple and

Dawhins International Lumited She was also 1 non-executive director of
The UA Group plc

David P Kidd

Age 47 Jound the Board 1n 2004 He has over twengy years experience i
invesanent management of which three quarters has been 1n the role of
Chief Investment Officer Currently Chief Investment Officer of the private
banh, Arbuthnot Latham & Co Lunited He 15 o non-executive director of
Marnn C urrie Portfoho [nvestmene Trust ple and of The Salvation Army
{nternanonal Trustee Company Previouslv Chief Investmene Officer with
Chiswell Associates Lunuted and with The Royal Bank of Scotand s

IV eSHNENt Managelnent arm

SHIRES INCOME PLC
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How the Board Operates

Composition

The Board currently consists of five non-eaecutive Directors The table below sets out the number of
Directors’ meenngs (induding Conmnuttee meetmes) held durmg the financial year ind the number of
meetings attended by each Director (whilst a Director or C omumittee member) There were seven Board
Meenngs durmng the financial vear The Board has appointed Glasgow Investment Managers Lumted
(“Glasgore”), in which the Company has a substantid nunornty intercst, to manage the Companys
mvestinent portfolio wihin the gndelines set by the Board and to provide 1t with accounting and
secretanial services Glasgow 15 not represented on the Board, but hey Glasgow investment and secrutanial
staff attend all Boud Meetings to report relevant matters to the Board and to be v ulable to answer any
queries from Board menibers

Reporting

Glasgow provides the Board wath mmonthly reports on the Company s activines These indude stansnes
analysing the Companv’s performance rdative to various stockmarket sndicators, decails of mvesunonts
purchased and sold results innouncements of investee companies, projections of future income from
inestments and cash management detals An important part of the mducuon process for new irectors 15
gutd mice on understanding and apprusng such data

Deaision Making Process

The Board has a formal schedube of marters specifically reserved o 1t for decision These are discussed at
regudar intervals (and at least once a year) and comprise corporate matters, the Companys objective,
benchmark ivestment guidelines, advisars Managers (including the mvestnent in CGlasgow) and
management agreement [he Directors meet without the Managers present for part of every Bowrd
nceuny

Audit Committee

All Directons with the excepuon of ] R Davidson who ats 1n attendance at the meetng are members
of the Audit Comrmuetee which s currently chared by A B 13awidson This commueted it twice during
the year The external auditors attended one of these meetngs part of which was conducted without the
Managers being present

Management Engagement Committee

All Dircctors with the excepuon of ] R Davidson, who sits i attendance at the mecungs, are members
of the Managunene Engagement Commuttee which s chaired by | M Haldane This commntte met
once durmyg the year

Nominations Committee

All Dnrectors with the «xcepuon of | R Davidson who sity 1 attendance ar the meetings are members
of the Nominauons Comnuttee which 1s chaired by | M Haldane Thy commitutee met four umes
during the year

Management
Board of Audit Engagement Nonunations
Diarectors Commitiee Commuttee Comumuttee
Held Attended Held  Attended Held Attended Held Acended
Drrector
J M Haldane' Chainan 7 7 2 2 1 1 4 4
H N Buchan® 2 1 1 | - - - -
M 1D Couvc 7 7 2 2 1 ! 4 4
A B Dandson? 1 1 - - 1 1 - -
J R Davidson 7 6 2 2 1 - 4 3
D P Kidd 7 6 2 1 1 1 4 3

" Chatrman of Management Engagentent Commttee and Nominanons Commutiee
? Resigned 7 July 2006
" Appornted 21 February 2007 and Charnan of the didu Committe

SHIRES INCOME PLC
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Investment Managers’ Review

Background

The twelve months to 31 March 2007 represented another satisfactory vear for UK equity investors Owver
the period the wowl return on the FTSE All Share mdex was 11 1%, un outcome which was well ahead
of fixed wnterest at 0 6% and cash 4 5 0% [n a repeat of last year’s trend smaller and medium sized
companies outperformed the FTSE 100 stucks The FTSE 100 underperformed the All-Share Index wath
a total 1eturn of 9 3% as the weahnessin the dollar affected larger companies

The vear was chamcternsed by strong global econonnc growth but growing concerns about the upward

direction of mflation and interest mtes When the stock market suffered a short term setback in the

second quarter of 2006, it was prinapally caused by concerns of economic overheaung As the year

progressed, signs emerged of 1 slowdown 1n the US and Japanese economes while Europe, China and |

many emergy econamies contuued to be upgraded by econonuses :
I

At the corporate level, UK results were generally encouraging with inereased dividend paymens co
sharcholders The strong mcrger and acquisinon trend carricd through from 2006 into 2007 and further
suppotted share prices The aze of the deals mcieased, and the bid targets include d well known UK
comparues such as Alliance Boots and Gallaher Fixed interest investnients suffercd m comparison
equuties as they were adversely ffected by increasing interest rates

Portfolio Strategy

Dunng the year exposure to hsted cquities was uereased trom 92 8% to 101 8% of net assuts by not
additional mvesunent of /4 6m The aease i equuty wnvesiments was pardy funded from the sale of
converubles and from an increase 1 the overall geanng uring the year the gearing increased from
33 1% to 38 8% of net assets

Revenue Account
The tible below sets out the mun sources of the Companv’s mcome for the last five years

Financial Year End 2007 2006 2005 2004 20003
% Y % % Y%

Ordinary Dnadonds 50 6% 443 455 315 36 6
Preference Divndends 286 356 269 16 4 13 4
Shires Smaller Compames plc 72 112 114 117 115
Fiaed Inzerest and Bank Interest 16 19 13 27 50
Gilasgow Dhvidends and Interest o 0o 00 03 08
Prefaence Share Switching thi) a0 65 68 92
Dealing Subsidiary 31 22 {15 71 02
Traded Opaon Premaums 89 1438 97 35 33
100 0 100 G OO0 1000 1000

Touwl Income (L000s) 8062 7,741 7611 7,392 7,542

* incdudes speanl dvdends 2007 = 3 5% ot el meome

The Revenue Account [able wdentifies the <omnces of the portfolio’ income and the proporuon generated
from cach area In 2007, the largest source of mncome was dividends from ordinary shares including Shires
“wnaller C ompanies, as mvestee companies increased ther diidends This was followed by dividends from
preference shares Together these mvestinents generated 86 4% of totl mcome

The balance of the mcome, at 13 6% came from debt securities bank 1nterest, traded opuon wniang and
from Wiston Investment Company Lunited, our dealing subsidiary In the forthcorming financial year 1t 1s
expected that income from traded options, market conditions allowing, will incre 1se

The total income generated by the portfolio creased from £7 7-4m to £8 O6m durmg the year

Equities |
Over the year to 31 March 2007 the histed cquity porttolio increased in value from £90) 5m to £101 ém
and outperformed 1ts benchmark, the FTSE All-Share index The portfolio benefited from 1t overweight
postton in mednnm and smaller sized companies and from betng underwerght i FTSE 100 stocks A a
sector level, the portfoho mamtained very low exposures to Oid & Gas and Pharmaceuticals which was
postine for performance as both sectors were weak 1n the period Finally, two of the holdings were the
subject of bids Gallaher Group was bid for by Japan Tobacco and AWG the water uality, was acquired by
private equity

SHIRES INCOME PLC

10

AwnuaL Rerory 2007




By secror, Fianaals connnued to account for the largest part of the equity portfolio standing at 43% by
the vear end Duning the year the holding in Allance & Leicester was sold after a period of takcover
speculinion had driven the shares to an overvalued level A new holding was established m The Rayal
Bank of Scotdand Group where dividend and earmings growth exceeded both the market and 1t peers
The hite assurance sector also provided some attracuve investment opportunities The holding in Chosnam
was mcreased and the holdmyg e Friends Provident way swatched mto Prudenna

There was a marked change to Consumer Senaces exposure which over the
year dechind from 16 6% to 10 3% of the equity portiolio Price compuution
in general 1etarl was relendess and, along with 1ncreasing sales on che internet
had a negauve effect on many retailers Although both Woolworths and DSG
International are well managed compames, they operate 1 inereasingly ditficult
mathets Woolworths was sold due to the lughly seasonal nature of then sales
and compctition from retailers such as Tesco and Argos The holding in DSG
was sold due to price deflanon and concern about the mmpact of internet
retathing on thar UK margins By 31 March 2007, the portfolio held only onc
retail stock, [opps Tiles for s cash generagon and yield The lrgest nvesunent

m Consumner Services was the transport company, Arriva Az 5 a lending aperator of passenger
trarsport i Catope
Uuhties made a positive contribution to performance over the period, belped

by the £2 2bn private equity bid for AW G During the year mvestments in utilities increased from 6 8%
to 8 4% of the portfoho with a new holding added 1n Pennon The news flow on Severn Trent was
positve with the demerger of ss waste management company Bufa, well reccrved by the stock marker
The holding 1n Baffa was sold in Decernber 2006, about two months after the denierger and for « much

higher shave price

The strong global econoiny created good trading conditions for Industial
sectors such as engmeering, and durning the year mvestinents m this area
mcreased from 14 5% to 15 3% of total histed equities New holdings included
the (ngincors Tuan Europe and Wn Group A small holding was also
established 1n Tanfield, a manutacturer of zero emmussion vehicles BBA followed
the end of businesses refocusing by demerging its opertions into two
compames, Piberweb and BBA Aviation The holding in Fiberweb was sold
shortly atter the demerger while BBA Aviauon was retained because 1t offers

!
betrer BI© vih prospects Werr Croup — Anembly of a IT7PV

Once agun thss year, the Company™s investment 1n Slures Smaller Comparmes 29 pump for o pipeline i tirazal
ple was helpful Share price total return over the year was 17 094, ahead of the Smaller Compames Index
total return of 15 1%, and 5 9 percentage pomts ahead of the total return from the FTSE All-Share Index
At the vear end, the shares vielded 4 9%

Mackintosh High Income OEIC

In March 2006, Glasgore launched an QEIC (open ended 1nvestment company} called Mackintosh High
Incame Fund with a targer yield of 3 3% Shires Income mvested a total of £5 mullion 1 the now fund
n March and Apri] 2006 and n the year to 31 March 2007 the holding outperformed 1ts benchmark
and paid the rarget yield A vear on from the launch, the Mackmtosh High Income Fund 15 established
and growing, and Shires Income has reduced s holding by £0 8mwo £4 6m

Convertibles

In the period under review there were two transactions i the converuble portfoho In April 2006, the
Slough Estates 8 25% cumulative convernble 1ssue was subject to final conversion into Slough Estates
ordimary shares The ordmary shares were sold later tn the year The holding in SMG 6 5% converuble
loan stock was sold due to the rish that the company maght breach 1 banbang covenants, after a sharp fall
i profity

SHIRES INCOME PLC
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Investment Managers’ Review (conunued)

Preference Shares

The preference share portfolio 1 1 important source of income for the Company and as at 31 March
2007 accounted for 30 7m out of £138 6m of gross assets Durmyg the vear, a number of changes were
made to the portfolio to enhance mcome generation, mcluding the disposal of Bellway 9 5% and re-
ivesonent tn Standard Chartered 8 23% preference shares and the sale of Ecclesustical 8§ 625% wath the
procecds mvested into General Accident 7 875%

Investment Performance Analysis

2007

Contribution

%

FTSE All-Share Index total return 111
Equiaes (inc Shaes Snualler Compames) relauve to benchmark 26
Eguuy Gearnng 01
Fixed lncome portfolio, total return -11
Unlisted Investrnents, including Glasgour 10
Opuon writing -2
Hedging acavity -03
Index-Limked [Debenture Stock 26
Other Nnanang Costs and Expenses -17
Total Return on Net Assets 8Y

The totat return of the Company during the year was at 8 9% below that of the FTSE All-Share Index
which returned 11 1% Stock selection was good, the equity portfolio outperfornung the benchmark by
2 6%, but the fixed mrerest portfolio was disappomnung contribuung -1 1% The other major drag on
performance was the aising cost of the Index Linked Debenture Stoch Unlisted [nvesunents, including
the ompany’s investtent m Glasgow, were a positive, contributing 1 0%

Praspects

The UK econorny continues to perform more strongly than forecast, caustng problems with mflation
which walt probably require higher interese rates to contam it The uncortainty regarding suterest rates has
already caused two temporary stock nwrket setbacks and may contmue to atfect wvestor confidence m
the vear ahead Aside from the macrocconoimic risks, the stock market should continue to benefit from
merger and acquisitton acuvity while UK companies are sull reporting satsfactory eannngs wd dividend
growih After four vears of strong total returns from equnes investors should be prepared for mmore
modest share price appreciation and higher volaaliry
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Distribution of Assets and Liabilities
Valuanon at

Movement dunng the vear

Valuaaon at

31 March Appretianon/ 31 March
2006 Purchases Sales  Deprecanen) 2007
£000 % L0 L000 L0600 £000 %

Liste d Investimints
QOrdinary Shares %) 493 928 40,240 {35,663) t 381 §01 631 1018
Convertibles 6,955 7l - (3,899 {133 1731 17
Preference Shares 30406 312 15,234 {12,393 {2320) 30727 Jug
Porfoie Hedge Instruments R 4 - 83) 279 - -

123,216 1313 55,474 {52,224 2648 134 109 1343
Unlisted Dnvestments 3498 16 - - 963 4467 13

131,714 1351 3474 (52.22%) J6l3 i38 572 1388
Currnt assets 3157 id4 4019 40
Current habihines (11,048} {113 (24 463) (M5)
Non curnag labibines {26,499 (27 2 {18,306} (183)
NET ASSETS 97,524 100 ¢ 99 820 1000
NET ASSETVALUE
PER ORDINARY SHARE 328 4p 3 p

Sector Analysis of Listed Equity Portfolio (based on value of Ordinary Shares above)*

Sector Analysis of Listed Equity Portfolio relative to the FTSE Ali-Share Index*

* Both graphs above reflect the sector composition of Shures Smaller Comnparnes’ listed equaty porifolto
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Portfolio of Investments

as at 31 March 2007

Markec value

% of Total

L Investiments
QRDINARY SHARES
Shires Smialler Companies 11,780 {10,640 83 (81
Vodatone 5,723 - 41 -
Legal & General 5562 (4 961) 40 (38)
Llovds TSB Group 3,173 (5 038) 37 69
Pearon Group 4906 - 33 -
Prudenzal 470 - 34 -
Machiniosh High Income OFIC 457 (1,187) 33 9%
Bradford & Bingley 1540 {4,990) 33 (38
Brash Amencan Tobacco 3970 (2925) 29 Q2?2
Arri ans (3.075) 27 1))
Top Ten Tavestments {2006 Comparatives
shown 1n Brackets) 34651 (32,360) 394 (250)
Severn Trent 3,601 27
o Tinte ihl6 26
Scottsh & Newcastle 3,306 24
Rennkol [mual 335 23
Roval Bark of Scotland Group 2975 21
BBA Aviaton 2865 21
Provident Fiuncal 2812 20
Dawnay Dy Carpathnan 1633 19
ALH Resources 2,434 15
EMI Group 191 16
Jardine Llovd Thompsen 2199 16
Truan Europe 1 808 13
Chenara 1,790 13
Hol:daybreah 1,758 13
Highway [nsurance Holdimgs 1,6 12
Tate & Lyle 1,609 12
Topps Tiles 1,564 {2
Wer Group 1,392 10
Tenficld Group 1,354 1)
Qchers {6) 1,958 14
191,651 734
CONVERTIBLES
BAL Systems 7 75% 418 06
Balfour Beaary 10 75p 803 g
113 12
PREFERENCE SHARES
General Acadent 7 B73% 6641 4k
Rovat & SunAllance 7 375% 5788 42
Avva 8 78% 4,30 13
Staudard Chartered 8 25% 4.8 3l
Abbey Natonal 10 375% 4112 3u
Navonal Wesonmster %% 1,743 13
General Accident 8 875% 1307 n
Premer Farnell 89 2% 733 03
HBOS 6 473% 741 05
HBOS 9 23% 726 03
0,727 222
TOTAL LISTED PORTFOLIO 134 100 96 B
Glasgow [imesament Managers Linuted 3,239 23
Other Unlssted (3) 1,224 9
4,463 32
TOTAL INVESTMENTS 13§ 572 1000

All inveanends se buted on the Londen Stock Exchange apart fom Glasgw and these inarked 2 unsted The Macknatosh High Income OEIC 1 put hsted

on the London Stock Exchange but the price ot umis 1 quoted on 4 basus in the Fimancal Fimes,
Tachuded i “Orhens” under Orchnary Shares are mvestments owfhng (781 000 which are lsted 1n the USA
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Historical Record

Capital History'
Toral Net asset value Prenuum/
assen Oruiuny per Ordinary Share {Dn ount)
less currene Sharcholdery Fully Share {basedt on Actual
As at liabiliues tunds Unduuted diluted price  adjusted NAV) Geanng
3 March fm im p P p % %
1997 1148 907 3230 3176 2935 {76 9y
1998 1586 1343 4757 4625 4243 82 i3
1999 1042 1390 1907 717 6.0 {66) 71
3000 172 4 1343 4524 328 3990 (119 e
2001 164 6 1260 4251 4251 4120 (28) LA
2002 1481 1989 Jo6 % 366 9 3325 4 17
003 734 312 1727 1727 1413 (18 1) 303
2004 930 681 2295 2293 240 (19 434
005 1037 811 272y 2119 266 13 425
2006 1209 975 3284 3284 3133 04 31
2007 181 % 8 3360 60 M075 (3% b8
Cumulative Performance™
45 at NAV NAV Share price Benchmark
31 March {fully diluted) wtal return’ Share price total return’ Benchmark totl return’
1997 06 1000 oo 1000 1009 {000
1998 1456 1522 1446 1519 1323 1%3
1999 1504 1636 1320 166 1 1379 1457
200U 1424 1599 1350 1335 14481 1601
041 133§ 1564 1407 1663 1391 1429
202 1135 1418 1133 1403 1218 1384
2003 344 720 482 649 827 971
2004 23 fud 4 763 1134 1040 1272
005 §27 1205 06 146 1171 1170
2006 1001 1672 106 8 185 4 1452 1882
2007 25 1813 1059 1956 1529 2024
Revenue History'
Fully
diluted Dundends
reve nue per Rl Toul
earmags pur ordinary price expese
Year ended ordinany share Rebased' share Rebased’ mdey’ ol
3 March p P P %
1997 1570 e 1680 1000 (1N 079
1598 19 64 1251 1750 1042 106 1 078
1599 1757 119 180(F 1071 108 3 074
oun 1956 1246 15 65 1110 12 069
3l 1927 1227 1900 1131 1137 076
2002 1% 3% 1232 1925 1146 1132 084
2003 1972 1256 1925 1146 187 111
2004 1945 1239 1925 1144 1218 122
203 1958 1247 1925 1146 1237 1H
006 1951 1243 1925 1146 1287 106
24307 16 128 4 1925 1146 1113 093

* Based on IFRS NAV reduced by the dwndend adyrstment

" Data supphed by Glasgow Tnvestauent Managers Limted
Data cupphed by Fundmnental Data for the Assonatin of Investment Corpantes
Rebased 1o 100 at 31 March 1997

* Totul return figires are based on rentvestment of net income

> Addmonally, a speac] dindend of O 63p per hare wns pad
Arual operaing costs, excheding enrerect, dunded by average shareholders’ finds.
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Analysis of Shareholders

as at 31 March 2007

Number of Shareholders (4,347) Number of Shares Held (29,697,580)

Useful Inf on for Shareholdersi

Annual General Meeting
This year’s Annual Generad Meetng widl be held at ity House, Tower Hill, London EC3N 4DH on
6 July 2007 &t 12 noon

Financaal Calendar for 2007

6 July Annual General Meeang

31 July Qrdinary Shares final dividend 20606/2007 payablc

28 September 3 5% Preference Shares half-year dividend payable

31 October Ordinary Shares first taterim dividend 2007/2008 payable

Qctober/November Interum results announced
October/November  nterim Repert published

Price and Net Asset Value information

The price of the ordmary shates 15 quoted m the Fanaal Tunes, The Daly Tekgrapl The Herald and The
Tines The Company'’s Net Asset Value 1s caleulated weekly and announced to the Loandon Stodk
Exchange

The Glasgow Investment Collection
The Glasgow Investment Collection was launched 1n January 2004 1t brings rogether four cost effective
savimgs products i ¢ single brochure These products allow you to mvest i the stocknuarket, to save for
your tuture or to make Lump Sum Inveserments The four products are
« The Glasgow ISA a tax efficient plan
* The Glasgow TrustPlan a low cost regular savings plan
* The Glasgow Children’s Plan a1 «avings plan which allows you to mvest in the stochmarket for
vour ¢hildren grandchuldren o1 other child
* The Glasgow PEP a tax effiient savings plan wiuch allows you to namsfer any
exnung PEP mvestinents vou may hold
All fow products which make up The Glasgow Investment Collecnon mvest m a selecnon of the
ivestment trusts Glasgow Income Trust pie Shires [ncome ple and Shires Sinaller Companics ple, the
imnvestinent wuses managed by Glasgow
The Glasgow Invessment Collection offers
» Regular monthly savings, from as Iittle as £20 pet month,
+ Lump sum mvesunent feom 200,
+ PEP or ISA transters,
* A share exchange scheme,
+ Divdend rinvesanent
Further mformation nay be obtamned from Glasgour on FREEFONE 0800 4335 797 or
www glasgowsnvestimentmanagers ¢o uk
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Share Register enquiries

The Company’s Regisuars, Lloyds TSB Regsrars Scotland mantain the share register In the event of
quenies regarding your shares please contacr the Registrars on 0870 601 3366 Changes of name or address
must be noufied i writmy o Lloyds TSB Remstrars The Causeway, Worthuing West Sussex BIN99 6DA

Shareview website

The Regustrars provide an on-line service that enmibles sharcholders to access details of their
shareholdings A shareholder wishung to view that information, together with additional information such
as indicanve share prices and detatls of recent dividends, should visit wwsw shareview co uk

Shares held in nominee names

Whre notification has been recerved in advance, the Company will provide nomimee compames with
copies of shareholder commumeations for dntribution to their customers Shareholders whaose shares are
held i nonunee namws may af appomted as a proxy by the nonnnee companv attend generat meeungs
ind speak when invited by the Chairman
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Directors’ Report

Status of the Company

[he Company, which was incorporated i 1929, has received approval as an mvesunent rust by the
Infand Revenue for all accountng peniods up to and including 31 March 2006 and has sice conducted
1ts affairs so as to enable 1t to retamn such approved status It 1s a member of the Associanon of [nvesunent
Companies The Company 15 an investment company within the meaning of Secuon 266 of the
Companics Act 1983 So far as the Dircctors are aware the close company provisions ot the Income and
Corporaton Taxes Act 1988 do not apply to the Company

Business Review

Activities

The Company 15 an investment trust s subsidiary undertaking Wiston Invesenont Company Linnted
operates as an mvestntent deshing company The objective of the Company 1s set out on page 3 of the
report

The Company has a 49 9% nterest 1n 1ts managers and secretartes Glagow an unbisted companv and a

18 1% mterest m Shires Simaller Compames ple, a bsted investunent trust managed by Glasgon It also has a
holding m the Mackintosh High Income QEIC which 1 also nnnaged by Glasgow Further detab on
this mvestment ¢ be found i note 11 to the financial statemerts on page 40

Resufts and Dividends
The financral statermnents for the year ended 31 March 2007 appear on pages 29 to 45 Dividends paird
the year amounted to 19 25p

A thurd interim dividend of 4 4p was dedared on 3 March 2007 pavable on 30 April 2007 A final
dividend of 6 05p per ordinary share 15 proposcd Under Internauonal Finanaal Reporung Standards
(IFRS) both these dividends will be accounted for 1 the financial year ended 31 March 2008

Current and Future Development

A review of the busmess 15 given m the Chairman’s Statement and the Investmem Managers” Review Key
performance mdicators (‘KPIs } are shown i the Financial informauon on page 4 with lustorical
performance being shown on page 15 These KPls melude net asser value ol return, share price rotal
return and the premmum/discount e which the shares trade The Board also considers the markenng and
promouon of the Company including effective commumications with shareholders, which 15 explaned 1o
morc detml in the Relations with Sharcholders section on page 21 The Board considers the fucure
direction of the Company at an annual stiategy meetig where 2 wide diseussion takes place on
development and strategic dirccnion The Campany’s brokers, JP Morgan Cazenove, present to the Board
Juring the counse of the vear and cover the topics of secror development peicepaon ot the Company
and relevant strategte 1s5ues

Prinaipal Risks

The principal risks facing the Company relate to the Company’s mvestment acovines and mchude market
risk ingerest rate risk. credut risk and hquidity nisk An explavagon of these risks md how they are
nunaged are contamed 10 note 19 1o the accounts on page 44

Directors

The Directors are shown on page 8 All held office throughout the year with the excepuon ot A B
Davidson ] M Haldane having served as a Director since 1996 reures, and being chgible offers huniself
for re-election | R Davideon, bemg deeined as connected with the Company’s Managers s expluned
on page 19 retires, and bewng ehgible, offers herself for re-clecnon M D Couve and D P Kidd retre
from office by rotation and, beng eligible, offer themselves for re-clection A B [Davidson having been
appointed since the Jast Annual General Meeting reaires from office and offers hinwelf for election

The Board has teviewed 115 collecuve performance and that of each individual member and believes it

continues to operate 1 an efficient and cffective manner Given this, the Board recommends 1o
shareholders the re-election of all Board members
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Directors’ interests in Shares
T'he mtuesis of the Directors in office at 31 March 2007 1in the ordiniry shares of 30p e1ch in the
Company were a5 follows

Beneficial Interest Non-beneficial interest

31 March 31 March 3] March 31 March

2007 2006 2007 2006

M D Couve 2000 2,000 - -
A B Davidson 5 000 - - -
J R Davidson 4,000 4+ O - -
] M Haldune 11,800 11 8010) 720 720
P Kidd 1,000 1,000 - -

No Director had an interest m the 3 3% cumulatve prefercnce share capital av any tmine during the year
There have been no changes 1 the Directors mterests between 1 Apral 2007 aud 18 May 2007

Corporate Governance

The Board has in place Corporate Governance areangements wluch i believes are appropriate for an
vestment trust company and enable the Company to comply wath the relevant principles set out i the
AIC Code of Corponate Governane (the “AIC Code™ which was isued 1 February 2006 and has
been endorsed by the Financial Reportong Council

The Board

The Board curtently consists of five non-execunive Duectors There 15 no Chief Executive posinon within
the Company as day to day management of the Comnpanv’ affairs has been delegated to the Managers,
Glasgow Invesunent Managers Linnted ( Glasgon™) Sumilarly, the Board does not beliove that thae wa
need for a Semor Independent Duector m addition to the separate roles of Charman and Chairman of
the Audic Comunittee Brographies of the I hrectors appear on page 8 which demonstrate the wade ange
of shills and experience eich bring to the Board Each Director has sygmed a letter of appointmeng to
formahse m wriung the tims of his/her engagement as a non-exceuuve Dircctor Copies of these letters
wre avalable for mspection at the registered office of the Company and at the offices of Glasgonr during
normal business hours and wall also be available for fifteen mumutes prior to the Annual General Meeting
on 6 July 2007

Each of the Dircetors 1s entided to be indemmified by the Company aganst all costs, charges, losses
datrages and expenses meuried or anising out of any contract, act deed, matter or thing which s made
done entercd mto or exceuted by the Dircetors respectindly on the Company’s behalf The Directors shall
be reximbunsed by the Company for all reasonable expenses mncurred by themn m relation to legal
proceedmgs or arbitration on account of the Company or m the carrying out of thair respective offices
However this indemmty does not extend to costs, losses and expense occurring as a result of the
Ihrectors’ respecuve neghgence default, breach of dutv or breach of trust Each Director 1s chargeable
onlv for the amount of money he actually 1ccerves A Director shall be hable for lus own acts, receipts,
neglects or defwlts, but not those of hes fellow Directors The Directors are not respectively answerable
for (1) anv banker, broker, collector or other person with whom or into whose hands any of the
Company'’s property or meneys may be deposited or come (2} the insufficient ntle to any secunty or
tivesununt wcquired from aime 1o tune by or on behalf of the Company, (3) the insuffictency of any
mvestient or security mn which any of the Company s moneys are placed by order of or under the
Dhrectors” authority, or (4) any loss or damage which occurs in the execution of their respecuve offices,
unless through their own respectve neghgence default or breach of duty or trust The foregoing righes
are included i the Arucles of Asociation of the Company a Lopy of which s available for inspecuon ac
the same tunes and n the same manuer as the Directers’ letiers of appomunent

The Board regularly reviews the independence of 1ts members and having due regard to the dcfimnons
and current AIC gindebnes on independence, considers all Directors to be independent of the Companys
Managers ] R Davidson s deemed by the AIC Code to be connected with the Company’s Managers,
Clasgew 1in whuch the Company has a 49 9% mumoriry mterest, as she 15 a non-execuave Director of GIM
Holdings Linuted the immediate parent company of Glasgow The Charman | M Haldane, has sat on
the Board for eleven vears The Board has considered the independence of these two Directors with
partcular care In relanon to Mr Haldane, the AIC Code mndicates that long serving Directors are able to
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Directors’ Report (continued)

be deemed s independent irrespecuve of length of service [ he Board feels Mr Haldane duplays all che
charactersstics of mdependence and can be relied upon so to act at all nmes Mrs Davidson 15 pruma facic
not considered independent under the AIC Code due 1o her Directorship of GIM Holdings Limuted, the
wunechate parent company of the Managers However 1t should be noted that Mrs D wadson sis on the
Board of tns companv as the nepresentative of Shires income ple and 1s there to put forward the views of
Shires Income plc as opposed to bemng 4 representative of the Managers on the Board of Shires Income
ple Gaven this and the fact that the Board beheves Mrs Davidson displays all the characteristics of
udependence when deabng wath the Managers the Board believes Mrs Davidson to be independent {n
order to comply with the AIC Code Mr Haldane and Mrs Davidson vl be subject 1o re-elecuon this
veu and on an annual basis thereafter

The AIC Code provides that the Board should undertake a formal and ngorous anmual evaluation of 1ts
own performance and that of 1ts commuttees and mdividual Directors [n order to review s effecnveness,
the BBoard carnics out a process of formal self apprasal The Directors consider how the Board functions
as a whole and also review the indinidual performance of 1ts members This process 15 led by the
Chatrman and encompasses quantative and qualicative measures of performance unploimented by way of
an evaluagion survey questonnane and Board discusion The apprasal of the Chairman i carnied out via
the remamnder of the Board who collectively review the performance of the Chairman Thi process has
been carrred out mn respect of the year under review and will be conducted on an annual baws The
review concluded that the Board 15 funcuening well and there are no wssues of concern

The Board has appointed Glaggow to manage the Company’s mvestment portfolio within gurdelines set
by the Board and to provide 1t with accounung and sccretanal services Glasgowr provides the Board wath
monthly reports on the Company’ acuvities The Board has a formal schedule of mueers specificallv
rescrved 1o 1t for deaision meluding an annual review of the Managers and the management agrecment
There 15 an agreed procedure for Directors to ke mdependent professional advice if necessarv and At the
Company’ eapense This 1s 1n addicon to the access which every Director has to the advice of Clasgow as
secretaries of the Company

The Board has appomted three commuttees to cover speaific operations as st out on the following pages
Copies of the ternis of reterence of each cominitter are avadable on request from Glasgew and wall also
be available at the Annuad Gencral Meeting

Audit Committee

T'he Audit C omnuttee comprises all of the Directors of the Company, wich the exception of | R
Dawidson Mrs Davidson does not sit on the Audit Commuttee due to her connecnon with Glasgow The
Audit Comimuttee meets at least twice per vear 10 comede with the annual and interun repornng and
audit cycle The Chairman s A B Davidson The prinapal role of the Audit Committee 15 to review the
annual and mtersm Anancial statements and the accounung policics apphed therein and ensure
compliance with financial and regulatory reportung requirements The external auditors, KPMG Audut
Plg, whaose conunued appointment 15 also reviewed and ranfied by the Audu Commutee attend at least
one meetmg of the Aucht Conuuttee per year In additton the Anduit Conumittee reviews the
independence of the external auditors i refanon to the audit of the anuual financial statements In
compleung this review the Audic Conunattee hay taken mto account the standing, espertence and tenuie
of the audit Director, the nature and level of service provided and confirmanon that they have complied
with relevant UK independence gwdelines The Audit Commttee considers KPMG Audut Ple to be
independent buth of the Company and the Managers i all respects

The Audit Comnauttee has also reviewed the provision of non-audit services by the anditors whuch were
provided 1n relanon to taxation services The fees for non-audit services amounted to £9 000 for the
financaal vear and the Audit Commuttee considers these to be cost effective ind m no way an impedunent
1o the mdependence of the auditors

The Audi Comnuttee’ responsibihuies also include reviewing the arrangements 1o place within Glusgorw
whereby thewr staff mav 1 confidence, raise concerns about possible impropricties w1 matters of financal
reportmg or other matters msofar as thev may affect the Company

Management Engagement Committee

The Management Engagement Commttee comprises all Directors of the Company with the exceprion
of ] R. Davidson, duc to her connection with Glasgoww The Management Engagement Commuttee met
once 1n the past year The purpose of the Comnuttee 13 to review the terms of the agieements with the
Managtrs including, but not lmited to, the management fee and also o review the performance of the
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Managers m relaton to the rchievement of the Company™ objectives These reviews have been
conducted durmg the vear and the outcomes are noted below

Investment Management Agreement

The key terms of the Invesunene Management Agreement and specificallv the fee charged by Glasgow
and how 1t 1 cdeulated are set out in note 3 to the fnanaal statements The Bowd beheves the fee
charged by Glasgot 1s competinve with reference to other mvestment trusts with a sinular mvestanent
mandate and 15 priced appropriately given the level of service provided by Glusgowr

Performance
The objecuve of the Company 1 to provide for shareholders a high level of income together with
growth of both icome and capital The benchmark 15 the FTSE All-Share Index (Total Return)

The combinauon of providing a high level of income together with capatal growth while matching the
benchmark represents a demandig mandate Perforimance statistics are shown on page 4 and page 15
contans detais of the ten year lustorical record The outperformance and underperformnce have 1n
certan vears been considerable The underperformance in the year ended 31 March 2003 has been a
pmtcular drag on the longer term stanstics However, while recogmung the underperforinance m the
cunecnt year which has been discussed wath the Managers the Board 1s encouraged by the
ourperformance of both the net asset value and share price total return over the Last three years Thas has
been achieved while mamtaming a yield on the asscts wlich s sigmficantdy above the yield on the
Compam s benchmark

Summary
Taking the sbove factors mro account, 1t ts the opnuon of the Board that the contumung appomnoment of
Clasgow on the terms agreed, 15 1 the imterest of the sharcholders as a whole

Nominations Comrmittee

The Nommauons Comnuttee comprises all Ditectors of the Company with the excepuon of | R
Davidson, due ro her comnection with Glasgow The Nomnauons Comunuttee considers appomtments of
new Directors undertaking a thorough and open process involving, whcre appropriate, profissional
recruitment consultants and comnutiee merviews with candidates identified with the mtention thar the
comnposition of the Board reflects a breadth of conmmercal, professional and industnial cxperience The
Nowmunaoons Comnuttee met four tumes during the year resulang i the appomment of Mr Davidson
on 21 February 2007

Board Composition
Under the Arocles of Association

(1) mew Darcctors are subject to election at the first Annual General Meeting after thar appomnunent {it)
dl Directors reure in rotauon with the <election cnteria set out n the Arucles and (1) a Director who
has reached the age of seventy must reare at the end of the nest Annuat Genernl Meeung following
his/her sevenneth birthday Directots do not have service contmacts or fixed terms in office, but 1n
accordance with the AIC Code they are requured to subnut themselves for re-election every three years
and 1nnually after mune years As the composinnn ot the Board 15 expected to reflect a breadth of
conunercial professional and industrid experience new Directors are provided wath sufficient guidance
and wstructuon to enable them to understand the cconomic civironment m which investmont trusts
operue and carry out an effectve and objective evaluation of the Comnpany’s performance theremn

Relations with Shareholders

The Board 1egulatly momtors the shareholder profile of the Company and the Company repors formally
to sharcholders twace a year by way of the Annual and Interim reports Al sharcholders have the
opportuuty to attend and vote at Annual General Meeunygs at which Directors and Managers are
available to discuss key 1ssues affecting the Company The Managers have also conducted a senes of
meetings with shareholders throughout the year to discuss 1ssues relaung to the Company and also to give
them the opportumty to meet the Board, if requested

As recommended by the AIC Code, the Company makes avalable the proxy votes cast av general
meetings In addinon at feast twenty worhing days” notice 15 grven 1o shareholders of the Annual General
Meeung
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Directors’ Report (continued)

Internal Control

The Board 15 ultimately responsible for the Company’s system of mternal control and for reviewing its
cffectiveness However such 1 system 1s designed to manage rather than chmmnate the risk of fatlure o
achieve business abjectives and can provide only reasonable and not absolute assurance agamst materidl
nusstatcment or Joss

Under the AIC Code, 1t 15 a requiretnent that the Board reviews the effecuveness of the Company’
systern of 1nternal controls at least annuall, comprising all controb including financial, operanonal
compluance and risk management To achneve this the Board has m place regular review procedures for
the 1dentificavon evaluation wnd management of sigmticant rishs to the Company, to enable full
comphiance with guidance wsued i September 1999 by the Turnbull Committee This process has been
1 place throughout the vear under review and up to the date of approval of the Annual Report

The Board has delegared certan funcrions The mam service providers are Glasgotw, the Managers and
Secretarzes, HSBC Bank ple the Custodian, and Lloyds TSB Regsirars Scotland the Registrars Glasgon
provides the Board with monthly reports, which cover mvestment wtiviues and financial matters, and
with pettodic reports on 1ts contro] procedures and 5ts system of mternd finanaal conttol An
wrdependent custodian HSBC Bank ple, 15 appoeinted to safeguard the Company s mvesanents, which are
registered m the name of the custodian’s nomunee company [n view of the contols that are m place, the
Directors do not consder that there 15 any need for an mteinal audis function

Gotng Concern

The Board considers that the Group has adequate financial resources o conunue m operatonal ¢xistence
for the foreseeable future For this reason 1t conumues to applv the going concern bavs m preparing the
financial scatements

Responsibilities as an Institutional Shareholder

In October 2002, The Insututonal Shareholders’ Commuttee, of which the AIC 15 a miember, published a

Statement of Principles setting out best pracuce guidelines deagned to enable insutunonal shareholders to
derwve the best possible value out of the companies 1 which they invest The following General Poliv s

a statement of the procedures and pohaes followed by the Board in discharging 1ts 1esponsibiines over all
nvestee comparnies

General Palicy

The Board delegates to the Managers responstbibity for selecting the portfolio of investments, within
imvestment guidelines esiablhished by the Boad after discussion with Glasgor, and for monttoring the
performance and activiues of investee compames Glasgow carnes out detaled research of mnvestee
compames and possble future mvestee companes by 1 combmaton of broker nd mteznally generaced
research, asssted by mdependent research consultant The research on a company comprises an evaluanon
of fundamcntal detarls such as financial strength quahty of management, market posinon and product
differentiation plus an appratsal of ssues relevant to 1t, mcdudmg policies relating to soually responsible
nvesunent

The Company s voting nghts i respect of investce compantes are delegated ro the Managers who vote
at ali general meetngs of UK compames The Managers consder each case on ity individual merits wach
the primary aim of the wse of voung rights being to ensure a satisfactory return from mvestments

Social, Ethical and Environmental Policy

The Directors recogmse that their first duty 15 to act in the best financial werests of the Company’s
shareholders and to achieve good financial returns against acceprable levels of risk, m accordance with che
objectives of the Company

In asking the Company’s Managers 1o deliver agamst these objectives, they have also requested tha they
the into account the broader social ethical and environmental 1ssues of companies within the

Company s portfolio, acknowledging that compames faling to manage these 1ssues adequately run a long
werm risk to the sustunability of thewr businesses

More specifically thev expect compames to demonsitate ethical conduct effective management of their

staheholder relationships, responsible management and mioganon of soctal and emronmental impacts, as
well as due regard for wider societal 1ssues
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Glasgow Investment Managers Limited (“Glasgow”)

Shires Income has a 49 9% stake m GIM Holdings Luruted the immedsate parent company of Glasgow
Thas smivesunent 15 wholly managed by the Directors of Shires Income ple with Cdasgow having no
control over the manigenrent of this mterese In order to reflect the views of Shires Incone ple, Mrs | R
Dawidson suts on the Board of GIM Holdings Lumited No managemcnt tee is charged in respect of the
anount of Shures Incomne ple s net assets attributable to this holding

Shires Smailer Compames plc

The Company has a 18 1% mterest i che share capiral of dhus Listed invesmient wuse which s also
managed by Clasgow in che same manner as stated 1n the above General Pohey All of the 1rectors of
Shires Smaller Companzes ple are independent of Shires Income pk Glasgow has no control over the
management of the sntercst i Shures Smialler € ompanies ple and does not charge any management fee in
1espect of the amount of Shires Incomne plos net assets atuributable to this holdmg

Mackintosh High Income OEIC

The Company has a 49 5% mterest mn the Machintosh High Income QEIC which 15 ibe managed by
Cdasgow 1 the samc manner s stated 1 the General Pohev Clasgow docs not charge any management fee
1 respect of the amount of Shures Income ple's net assets attrsbutable to this holding

Payment Policy
The Compamy s policy, m rddation to all of 1ts suppliers, 15 to settle the erms of payment when agreeing
the terms of the transacuon and to abide by those teruxn The Company does not have trade creditors

Substantial Interests
As ar 18 May 2007 the Company had recerved nonficanon of the following interests 1n 1s ordmary shares

Number Y% of
of Shares total
Sun Life and Provinaal Heldings ple, a subsidiary of AXA S A 2,975,960 100
Barclays Plc 1,628,410 55
Legal & General Group Plc 1,104,580 37
o addition, the Compamy 15 aware of the tollowing substantal
mterests n s ordmary shates as it 18 May 2007
Glasgow Investment Managers Limited as Plan Manager of
The Glasgow Investment Collection 2,423,655 82

Directors’ Remuneration Report

Under the Directors Renumeration Report Regulations 2002 the report which appears on pages 25
and 26 must be approved by the Directors and laid before the Members of the Companv at the same
ume as the audied financial statements and be the subject of a separate resolunon s part of the Ordinawry
Business at the Annual General Mecting Accordingly, Resolunion 2 will be proposed as an ordinary
resolution to enable Members either to show that they approve of the contents of the Dhrectors
Remuncration Report by voting “For * the resolution, or to show their disapproval by voting * Against’
the resolunon

Authonty to Allot Shares

At the Annual General Meeung in 2006 shareholders gave Directors the authority under Scetion 80 of
the Comparues Act 1983 to allot shares 1 the Company Although that authornity does not expire untl
2011 1t 15 conmidered that it would be appropriate to renew 1t at the forthcommg Annual General
Meeunng for a further five year period as pernutted by the Compazes Act 1985 Accordingly Resolution
10 wiil be proposed as an ordinary resolunon giving the 1irectors general authority to allot shares 1n the
Company up o 2 maximuin notmnal amount of £4 949,590, bemg approxmumitely one-third of the
Company’s present issued ordinary share capital As at 18 May 2007, none of the Company’ ssued shares
are held as treasury shares Furthermore there 15 no current mgennon to uulise the secuon 84 wthoricy
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Directors’ Report (Continued)

Authority to Disapply Statutory Pre-emption Rights

The power given to Directors at the List Annual General Meetng to allot shares for cish otherwise ¢than
m accordance with statutory pre-emption 1ghts expires on the date of the forthcommg Annual General
Mectung Smce m certain arcuimstances it may be i the best interests of die Company to 1ssuc shares for
cash otherwise than pro mta w evsang shareholders the Directon consider that 1t 1s appropriate for thas
power to be rencwed at the forthcoming Annual General Mecting Accordingly Resolutnion 11 will be
proposed as a special resolunon giving the Directors power to atlot tor cash as if secuon 89(1) of the
Companies Act 1985 did not apply equuty secuniues m connection with a rights ssue, open offer etc and,
provided the shares aie 1ssued at a puice not less than their underdying fully diluted net asset vazlue 1n
other cases up to an aggregate nonunal amount of £742,439 which 15 equivalent to appronimately 3% of
the present ordinary share ¢l of che Company This power will require to be renewed at the Annual
General Meeting 1 2008

Thus disapphicatton of pre-emption nights also applies m respect of treasury shares which the Company
may sell

Authornity to buy back shares

The resoluuon passed at the last Annual General Meeung to authornse the Company to make market
purchases of up to 14 99% of 1s own ordinary shares expires on the date of the forthcomng Annual
General Meeting Accordmgly, Resolunon 12 will be proposed as a special resolution o renew ths
authority for a turther yuar The Directors may cancel these shares or hold them in treasury There 15 no
current Intenuon to buy back any of the Companys 1ssued shares

Auditors

Each member of the Board who held office at the date of approval of this Directors report confinm that
so far as he/she are awdre thae 15 no relevant audit mformation of which the Company’s audutors are
unaware, and the members of the Board have taken all the steps that they ought to bave taken as a Board
to make thenwelves aware of any relevant audit informanon and to establish that the Company’s auditors
are aware of that nformauon

A resolution re-appomnung KPMG Audit Ple as auditors and authorising the 1rectors to determine ther
remuncration will be proposed it the Annual General Meeung

The Directors tecommend that shareholders vote i favour of all the proposed resoluuons which they
believe o be in the best interests of sharcholders as 2 whole

By Order of the Board

W Investment Managers Lini

Secretaries N

24 Moy 2007
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Directors’ Remuneration Report

Policy

The Board av 1 whole sets the rates of remuneranon pavable to each Dircctor following an annual review
The Board 15 aware that remmuneraaon should be comparable to market rates in order to attract and retan
[irectors of the appropriate calibre and reflect the time spent and responsibiliies borne by Dircetors n
exerciing the stewardshup required of this Company In seting these rates the Board wes intorimanon
gathered bv the Managers Glasgow, who monitor rates of Phirectors romuncration i companies of
comparable size and actvities and carry out any other relevant research requested by the Board No
separate remunerauon committee has been consntured 1n view of the level of work delegated to Glasgow
Further detals of the services provided by Glasgow are contuned m note 3 to the financal statements

The Board comiders that the present policy to remunerate Directons exclusively by fised fees m cash s
appropriate and adequate for the Company 1n its present and foreseeable carcuimstances and there are no
plans to mntroduce additonal or alternauve remuncranon schomes

No Director has a service contract with the Company or s subsidiary undertakings although cach hasa
letter of appomunent from the Company confirmung their appointment and setung out their
remuneration as at the date of the letter These letters contun no provisions regarding nouce pened nor
do they make provision for compensanon payable upon early ternunanon of the Directors appomtment
J M Haldane and | R Davidson have appomunent letters dated 26 March 2007 Mr Haldane and Mrs
Dawvidson are appointed unnl the earher of the AGM 1 2007 or the dite on which they ae requied to
retire by rotanon under the Arucles of Assoctanon Mr Couve and Mr Kidd both have appomntment
lerters dated 2 August 2004 The date to which M 1) Couve and 17 P Kidd arc appomnted 15 the earhier of
the AGM m 2007 or the date on which they are requared to retire by 10tanion under the Artickes of
Assoctation Mr Davidson has an appomtment letter daced 27 February 20007 and 15 appointed unul the
AGM m 2007

Directors’ Remuneration Rates

The annual rates of remuneration wich effect from 1 Apnl 2006 wore £19,500 for the Charrman and
£,13 000 for each other Director The rates tor the forthcormung year cominenang 1 Apral 2007 are
£.20.250 for the Charman and £13,500 for each other Dircctor

The Articles ot Assoctation of the C ampany sct a maxmuin aggregate e wathin a finaccal vear for
non-execunve Directors” remunerason This lunie, which was last adjusted by special resolution at the
Armnal General Meeting of the Company held on 30 June 2000, 15 £70,000 per annum subject to
mnul upward adjustment on | Aprd each year in line with the change in the Retal Price Indes from
March 2000 The lumit for the vear ended 31 March 2007 was thercfore £81 057

The total fee payable to each Dhrector who served durmg the present and previous financial years of
the Company 15 shown 1n the following wable (audited)
Group and Company

2007 2006

£ 4L

] M Haldanc 19,500 18,000
H N Buchan (resigned 7 July 2006} 3,500 12,000
M D Couve 13,000 12 000
A B Davidson (appownted 21 Februarv 2007) 1 400 -
J R Davidson 13,000 12,000
12 1P Kidd 13,000 12,000

A£63,400 L66 000

The tees payable to M D Couve are paid to a third partv There 15 no performance related
remnuneration scheme such as an annual bonus, or a long-term incenuve scheme such as the granting
of share opuons The Company does not operatc a pension scheme for the Drrectors and no Director
recerved any form of remuneranon during the present or preceding finanaial years other than the fees
shown above
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Directors’ Remuneration Report (continued)

Performance

The Absolute Performance graph on page 5 of tus Annual Report shows the total return to an mvestor
m the Companv as measured both on 4 share prrce and net asser value bass both with devadends
reinvested during the five vears ended 31 March 2007, togcther wath the performance over the samc
period of the FTSE All-Shure Index (Total Reeturn) the benchnuark indes apphicable 1o this Company

Approved by the Board of Directors on 24 May 2007 and signed on 1t behalf

5"1 . lw_‘

J Marun Haldane, C hairinan

Directors’ Responsibilities in relation to the preparation of
e Fi ] C

The Directors are responsible for preparmg the Report & Accounts and the group and parent company
financid statements 1 accordance with appheable law and regulanons

€ ompany law requures the diectors to prepare group and parent company financial stitements for each
financial year Under the law they are required to prepare the group financal statements mr accordance
with [FRSs as adopted by the EU and have elected to prepare the parent company financial statements
on the same basis

The group and parent company financial statements are required by law and [FRSs s adopted by the
EU, 10 represent farrly the financial posimon of the group and the parent company and performance of
the group, the Compaimes Acr 1985 provides in relation to such financial statements that references n the
relevant part of that Act to finuncial statements giving a nue and fair view are 1eferences o thewr
achieving a fair presentation

In preparing each of the group and parent company financial smtesncnts the directors are requared to
e sclect suitable accounung pohicies and then apply them consistently,

® ke judgements and esumates that are reasonable and prudent,

® smte whether they have been prepared 1n accordance wath [FRSs as adopted by the EU subject to any
matenial departures disclosed and explaned 1 the notes to the financial statements, and

e prepare the financial staternents on the gomng conceen basis unless 1t 15 inappropriate to presine that
the group and parent company wili connnue m busmess

The Directors confirin that the finanaal statements comply wath these requurements

The Duectors are responsible foi keeping proper accounting records that disclose with reasonable

accuracy at any ume the finanaal postnon of the parent company and enable them to ensure that i

financal statements comply with the Companes Act 1985 They have gencral responsibilicy for tiking

such steps as are reasonably open to them to safeguard the assens of the group and 1o prevem and detect

fraud and other irregulanues

Under appheable law and regulavons, the Directors are also responsible for preparing a Directors” Report,

Drrectors Remuneranon Report and Corporate Governance Statement that comply with that law and

those regulanons

The Directors are respunsible for the mamntenance and integrity of the corporate and financal

mformauon mcluded on the ¢ ompany’s webute Legislauon in the UK govermmg the preparanion and

dissemmanon of financial statements nuy differ from legnlanon 1o other jursdictions
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Independent Auditors’ Report
to the Members of Shires Income plc

We have audited the group and parent company finanaal statements (the ‘financal watements”) of Shares
Income ple (the ‘Company ) for the vear ended 31 March 2007 which compnse the Consohdated
Income Statement, the Consolidated and Parent Company Balance Sheets, the Consolidated and Parent
Companv Cash INow Statemnent, the Consohdated and Parent Cornpany Statement of Change in
Sharcholders’ Equuty and the related notes These financial statements have been prepared under che
accounnng policies set out therein We have also audited the mformanoen m the Directors’ Remunerazon
Reeport that 1 deseribed as having been audited

Thus report 15 made solely to the Company s members as a body, in accordance with section 235 of the
Companies Act 1985 QOur audit work has been undertaken so that we nught state to the Company’s
members those matters we are required to state to then w an auditor’s report and for no other purpose
To the fullest extent permitted by law we do not accept or assume responsibility to anyone other than
the Company and the Conipany’s members as a body tor our audit work, for this repert, or for the
opinions we have formed

Respective responsibilities of directors and auditors

The Directors’ responsibilities for preparmg the Annual Report, the Directors’ Remunerauon Report and
the financial statements m accordinee with applicable UK law and Internanonal Financal Reporung
Standards (IFRSs) as adopted by the EU are set out in the Statement of Direc tors’ Responsibihties on
page 26

Our responsibibity 18 to audic the financial statements and the pare of the Directors’ Remuneration
Report to be audited m accordance with relevant legal and regulatory requureinents and Internaoonal
Standards on Audiung (UK and treland)

WL report to you our opmion as to whether the financal staterments ge a true and far view nd
whether the financial statements and the part of the Directors Rermunerztion Report to be audited have
been properly prepated i accordance with the Compames Act 1985 and whether, m addiwon the group
financial statements have been properly prepared 1n accordance with Arucle 4 of the 1AS Regulatons We
also report to you if 1n our opimon, the mformanon given in the Directons’ Report 15 consistent wath the
financial statements 1f the Company has not kept proper accounting records o we have not received all
the information and explanations we requure for our audic, or 1f mformaton speafied by law regarding
directors’ remuneration and other transactions 15 not disclosed

W review whether the Corporate Governance Statement reflects the Company s comphiance with the
mne provisions of the 2003 FRC Combined Code weafied for our review by the Listing Rules of the
Financaal Services Auchority and we report if 1t does not We are not required to consider whether the
Board’s statcments on mnternal control cover all risks and controls, or form an opinton on the effectivencss
of the group’s corporate governance procedures o1 1ty nsk and contiol procedures

We read the other informanon contained 1n the Annual Report and comader whether 1t 15 consistent
with the audited financial statements We consider the impheations for our report 1f we become aware of
any appalent nusstatements or material inconsistencies with the financial statementss Qur responsibilities
do not extend to any other mfornanon

Basis of audit opinion

We conducted our audit m accordance with Internatnonal Standards on Audiang (UK and Ireland) ssued
by the Auditing Practices Board An audit includes examinanion on a test basis of evidence rilevant to
the armounts and disclosures 10 the financial statements and the part of the Directors’ Remuneration
IReport to be audited 1t also mcludes an assessment of the sigmficant estumates and judgrments made by
the directors m the preparation of the financial smatements and of whether the accounting policics are
appropriate (o the group’s and company’s circumstances consistently apphed and adequately disclosed

We planned and performed our audit 5o as to obtain all the information and esplanations which we
consdered necessary 1n order to provide us with sufficient evidence to give reasonable assurance that the
financial statements and the part of the Directors’ Remunerauon Report to be audited are free from
material musstatement, whether caused by fraud or other irregulanty or error In formmg our opimon we
o evaluated the overall adequacy of the presentaton of information 1n the financial statements and the
part of the Dircctors” Remuneration Report to be audited
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Independent Auditors’ Report
: E  Shires | ci

Opinon
In our opamon

@ the group financial statements give a true and far view, m wcordance with [FIRds 1 adopted by the
EU ot the state of the group’s affairs 15 at 31 March 2007 and of 1ts profit for the year then ended,

@ the parent company finanaal statements give a true and fair view 1 accordance with ITRSs as
adopred by the EU as apphed 1 accordance with the provision of the Companies Act 1985 of the
state of the parent company’ affairs as at 31 March 2007,

® the finanaal statements and the part of the Directors” Remmuneranon Reporr to be audired have been
propetly prepaied mn accordance with the Compames Ace 1985 and, as regards the group financiat
statements, Article 4 of the TAS Regulavion, and

® the nformation given n the 1irectors’ Report 15 consistent wath the financial statemnents -

KIME Ak fLc

KPMG Audit Plc
Chartcred Accountants
Registered Auditor

Clasgow
24 My 2007

SHIRES INCOME PLC

28

Annuar Rerort 2007




Consolidated Income Statement

for the vear cnded 31 March 2007

2007 2006
Revenue  Caputal Total  Revenue  Capital Total
MNotes L0 Luin £000 £000 L000 L£000
GAINS AND LOSSES ON INVESTMENTS
Gams on invesaments at far valug 11 - 3843 3,843 - 18,088 18,088
INVESTMENT INCOME
Dividend 1ncome 6962 - 6,962 6,282 - 6,282
[nterest income 115 (96) 19 123 (102) 21
Traded opnon premiums 715 - 713 1,138 - 1138
Depostt merest 1o - 16 {5 - 13
Osher revenue of Financial Assets held for rading 4 - 4 i0 - 10
Net gam of dualing swbsidiary 250 - 250 173 - 173
2 8062 347 115w 7,141 17986 13,727

EXPENSES
Investment management fee } (268) (268} (536) (246) (246) {492
Other admmstranve expenses 4 (340 - (340 (409 - {09
Fimance costs of borrowings 6 (467 (1518)  (2,983) (1294 (1M (2609

(2073)  (1,786)  (3.801) (1,949 (1,391)  {(3.340)
PROFIT BEFORETAX 3,987 1,961 7,948 5792 16395 22187
Tax expense 7 - - - - - -
PROMT ATTRIBUTABLETO EQUITY
HOLDERS OF THE COMPANY 5987 1,961 7,943 5,7 16,395 22187
Earrungs per onbinary share (peace) 20 16p 66ip 2677 193lp 3 2p T

The totl column of this statement represents the Group’s [ncome statement prepared in accordance with
IFRS The supplemuntary revenue return and capital columns are both prepared as explamned 1 the
accountng policies on page 33 All iteins in the above statement dernve front contmuing operanons

Al mcome 1< attributable to the equty holders of the parent company There are no minoritv mterests

The following table shows the revenue for each vear under IFIRS less the dividends declared m respect
of the financial year to which they relate Thus rable 1s not part of the Consohdated Income Statement
and 15 unaudited

Year to Year to

31 March 2007 31 March 2006

L000 £000

Revenue for the yuar 5987 3,792
Davidends for the year {3,715) (5.715)

272 77

' Relates o first three mienme dvndends (eah 4 4p) and the finaf dundend (6 03p) proposed we sespert of the finsnol year 2006/07
? Relares 1o first three smierm duadends feach 4 4p) and the final dindend (6 05p) declared 1n respect of the financaal year 2005/06
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Balance Sheets
As at 31 March 2007

Group Company
A7 2006 2007 2006
Notes L0 £000 £00 £,000
NON CURRENT ASSLTS
Ordinary shares 101 631 90 453 191,051 90,4493
Convertibles 1731 6,935 1731 933
Orther fixed mnterest 30757 30,406 0727 30406
Hudge Insruments - 362 - 362
Unhsed Tovestments 4,467 3 498 4463 3,498
1) 138,372 131,744 138572 133,714
CURRENT ASSETS
Trade and other recewvables 904 Kl 1235 5
Accrued meome and prepayments 2038 1614 20% Lold
Finanaaal assess of dealing subsidiary 1047 501 - -
Cash and cash equivalents 30 1,212 30 1212
13 4019 3337 1323 2918
CURRENT LIABILITIFS
Trade and other pavables {436) (733) £460) {743
Shorr-term borrowings {14 836) (16 313) {14 836) (10315
[ndex-Liched Debenture Stock {9,153 - {915y -
14 {24 465} (11 048 24475 (11 03b;
NON CURRENT LIABILITIES
Index-Linked Pkbenture Stock 15 {18,306) {26 49% {18,306) (20 499
INELDAYSETS 94 821) 97524 99,114 97,073
Lssued captal and reserves attributable
to equity holders of the parent
Called up share captal 16 14899 14,888 14,899 14 888
Shate prenum accout 17 15937 189% {8937 18936
Reeatised apntal reserve 18 B4 32667 3333 32518
Unnahsed capital reserve 18 22543 23615 22942 213,73
Revenue reserve 18 7690 7418 6993 6,978
SHAREHOLDERS FUNDS 49,820 97324 99 114 97,073
NET ASSETVALUE PER ORDINARY SHARE (PENCE) 336 Op 328 4p

Approved by the Board of Direcsors on 24 May 2007 and «gned on us behalt

4 Sz Mo

J Marun Haldane Charman

The accompanymg notes are an integral part of these balance sheets
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Consolidated & Company Cash Flow Statement
For the year ended 31 March 2007

Year to Year to
31 March 31 March
7 2006
£000 L0
C ASH FLOWS FROM OPERATING AC TIVITIES
[nvestimens nceme recened 6639 6,250
Depesit interest recerved e 12
[nvestment manaement tee pad (3%) (5un)
Sales less purchases of current financial (296} 667
assets held for mading
Other cash receipn B84 LI99
Qther cash expenses (392) {37
CASH GENERATED FROM OPERATIONS 6 170 7,45
interest pad {2,015) {1834
Taxawon - -
NET ¢ ASH INFLOWS FROM QPERATING AC TIVITIES 4,333 5636
CASH FLOWS FROM INVFSTING ACTIVITIES
Purchases ot investments (35,781) (53 329)
Sales of imestmens 51,272 al 125
Purchases of hedge nstruments - (2,723
Sale of hedye wsmaments LE! -
NET CASH (OUTFLOW)/ INFLOW FROM INVESTING ACTIVITIES (4,426) 2074
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from share 1ssues 03 -
Divsdends paid {5,713 (5,715)
NET CASH (OUTFLOW} FROM FINANCING ACTIVITIES (5,632) (3,13
NET (DECREASE)/INCREASE [N CASH AND
( ASH EQUIVALENTS (5,72% 19499
CASH AND CASH EQUIVALENTS AT START OF PERICD {9,103) {11 117
C.ASH AND CASH EQUIVALENTS AT END OF PERIOD {14 829) {9,103)
CASH AND CASH EQUIVALENTS COMPRISE
Cxsh and cash cquivalents 30 1,02
Short-term borrowngs (14 §36) {lu 313)
(14 826) (& 103)
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Consolidated Statement of Changes in Equity

For the vear ended 31 March 2007

Reabsed  Unrealsed  Retamed
Share Share Capaal Capi Revenue
Cipal  Premuum Reverve Reserve Resenne Total
Notes L5000 4000 £000 L0050 4000 A0
AS AT 31 MARCH 206 14,838 18,936 32667 23613 748 97,524
Wevenue prohis for the year - - - - 5987 5987
Capueal profir for the year - 51 2784 772 - 1961
Equiey dvidends 9 - - - - (373 (6,715}
Share Lssues 16 & 17 11 52 - - - 63
AS AT 31 MARCH 2007 14 899 18,937 35,451 22843 7650 9,820
Company Statement of Changes in Equity
For the vear ended 31 March 2007
Realsed  Unrealised  Retuned
Share Shart Capieal Cipal  Rewenue
Capial  Prenuum Reserve Reserve Reserve Toul
Naoies £000 L000 £000 £000 Lu60 £000
AS AT 31 MARCH 2006 14 888 13936 32539 0734 6978 9777
Revenue profis for the year - - - - 3730 3,730
Caputal prohie for the year - 31 2,784 {172) - 1,961
bqury dvidends 9 - - - - {5,713) (3,713)
Share [ssues 168 17 11 32 - - - 63
ANAT 31 MARCH 2007 1489 18,937 35323 22462 6,993 Y5114
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Notes to the Financial Statements

1 ACCOUNTING POLICIES

{a) Basis of Accounting

The financiat statements of the Group and Cowpany have been prepared m accordance with Internanonal Frnanual Reporang Standards
{[FRSs) which contprise standands and interpreeations approved by the Internanonal Accounnng Standards Board (*1ASB ), and
futernanonal Accounting Sundards and Standing Eatrpretattons Commutiet 1nterpr tanuns approved by the Internanional Accounung
Standards Comnutzee (“JASC™) that reman in effece and to the extent that they have been adopted by the European Umon

The financial satements have been prepared under the fustoneal cost canvennon as modsfied to include the revaluanion of fired aset
investments and on the asumption that approval as an mvestment st will contiue 1o be granted Fhe principal accountng policies
adopted are set out below These polictes have been apphed conustently throughout the year Whery presentaonal guidance set out i the
Staternent of Recommended Pracnce [ *SORP’} for invesmment trusis ssued by the Associanon of Imestment Companies m Decentber
2MH13 1 consistent with the requirements of IFRS, the Directors have sought to prepare the financial stacements on 2 basis comphans with the
reconunendanons of the SORP except as reterred 1o m paragraph (d) below

In order better o reflect the actvines of an mvesgment wust company and  accordance vath gwdance ssued by the AIC supplementans
mfornuanen which analvses the imcome stacement between ttems of 2 revenue and capral mature has been presented alongside the ncome
statement In accordance with the C ompany s status as a UK investment company under seenion 266 of the { ampanies Act 1983, ner capital
returns mas ot be diseribuced by way of diadend Addiuonally, the net revenue of the Company 1 the meawre the Directon beheve
appropraic  asessng the Groups complince with coram requirements ser out u section 842 of the Income and Corporation Taves Act
1988

{b) Consolidation

The consobidared finanaal satemenes meorporate the hnancial statements of the Company and entacs contrelled by the Corpany {its
subsichartes) made up co 31 March each vear Control 1s achieved where the Company has the power to govern the financral and operanng
pottutes of an nmesiee ennny 5o 25 10 obtan benefits fron s acnvines All intra-group transactions, balanees, incame and expenses are
thmumted on consobdason The Company has wwaled wselt of the relief trom showing a revenue accoun for the parent company granted
under Secnon 230 of the Compames Act 1985

{c) Investments - Securrties held at Fair Value
Tnvestments are recognused or deruogmised on the rade date where a purchase or sale 1s under contract whost terins require delivers wathin
the wmeframe established by the market concerned, and are wunally mneasured at fan value

The Group's mvestinents are designated s far value through profit of foss All investments are designated vpos mial recogmoon at faue
value and are measned 2 subvequent reportng dates at therr fan value, which for quoted wnestments 1 the bid price as ac dose ot busnes
ou the balance sheet date

Gams and losses arsing from the changes m far value are incloded 10 the net profit or loss for the penod 25 a capital wem. Transaction costs
are treated x 1 capital cost

Fair value for unquoted imvestments 15 escablished usang appropriate valuation techniques For the Companys mturest in Glaspow Investment
Mawgers (* Glasgew”) the Directors 1n mzhang the valuauon conuder amongst other factors, fands under management earmngs and
dridend wields [nvestments held by mvesament dealing subsidiaries are shown as current assets at Lar valee Realsed and unreabsed gatns and
losses arsing on these ivestments are dealt wath 1n the revenue column of the Consolidared Income Statement
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Notes to the Financial Statements

{contnued)

1 ACCOUNTING POLICIES (continued)

{d} Income
Drvidend Income from equiy mvestiments which includes alf ordinary shares and also preference shares clasafied as equiry instrumenss 15
accounted for when the sharcholders’ nights o tecene payment has been established normally the ex-dividend dare

Interest from debt securines which include preferetice shares clasafied a5 debt msmumente 1s accounted for on an etfecove mterest rate basis
Any wnite-off of the premunn or discount on auquisinon as 3 result of using thas basts 15 allocated aganst wnreabised capual reserve The
SORP recommends that such a write-off should be alfocared agamst revene The Dnrectors behese chus rreanment 1 not sppropraate for 2
lugth vielding imvestment st which frequenty buys and sells debt secuninies and believe any premunn or discount pad for such an
wvLstment 15 § capical wem

Tradud option contracts are rstricted to writng out-ofthe-money options with a view to generzung meome Premmns recerved on iraded
opnion contracts are recognised 2y mncome evenly over the penod from the date they are written to the date when they expire or are
cxurened or awgmed Gains and losses on the undetlying shares acquired or disposed of as 2 result of options exercsed an mcluded i the
capital account Unexpired traded opuon conteacts at the vear end are aceounted for at their far vaiue

Interest trom deposits s dealt with on an effective nterest basis

Underwmnng conumssion 1s recogmsed when the underwriting services are provided and s tahen 1o revenue wnless any shares underwritren
are required to be caken up, i which case the proporonace conurussion recerved 1y deducted from the cost ot the uwestment

(e) Expenses

All expenses are accountd for on averuals bass Tn respect of the analysis berwten revenue and capieal nems prosented wathin the mcome
statement, all expenses have been presented 15 revenue tems except those where 2 conneetion with the manitenance or enhancement of the
Imvesanenss held can be demonstrated Accordingly the investment mumagement fee and finance costs of botrowngs are churged 50% to
capual and SG% to revenue, n order to reflect the Directory expeeted long-term vicw of the nature of the wvestment rerurns of the
Compam

() Short-Term Borrowings

Short-term borrowings which compnise interest bearing bank loans and overdnafts are imtnally recogmsed at cost bung the fair value of the
consideranion recened. net of any 1sue expenses The finance cose, beny the dfference berween the net proceeds of borrowmgs and the
total amount of payments that reqiure to be made m respect of those borrowings averue evenly over the like of the borrowings and are
dllocated berween capual and revenue

(9) Index-Linked Debenture Stocks

The Indev-Linked adjustanents to the redemption value of the Inden-Linked Debenture stouks and the mterest payable on the |Jebentures
are aggregated The cotal s then charged 50% to capial and 50% to revenue The amertisanon of discounts and cvpenses of issue are charged
wholly to share premum

This allocation between vapital and revenue reflects the expected long-ternt sphit of renurns 15 mennoned n note (2)

(h) Taxation

The tax pavable 15 based on the tavable profit for the vear Tiable profit ditfers trom niet profit & reported 1 the Consohdated Income
Statement because 1 evcludes 1tems of income or expendiore dhat are taxable or deductible m other yeans and 1t further excludes stems that
are never taxable or deducnble The Group has no liabiliny for cuzrent rx

Deterred ta 18 provaded m full on nming difercacss which resale m an obliganon ar the balance shees date 1 pay more ux oranght to
pav less tax, at a fuzure date at rates expeuted to apply when chey urysuliise based on current wx rates and faw Lmung differences anise from
the mcuston of ems of meome and cependiun. w taxation computaions u penods differvnt from thuse 1 which they are weleded m
financial stacements Deferred tax assets are recogmsed to the eatent that 1t 8 regarded as mote Libely than not that they will be recovered
Duferred tax asets and habihoes are not discounted

(1) Foreign currency

Transactions twolving foreign currencies are comverted at the tate rubing at the aime ot the mansacnon Assess and habahues in foreign
currenctes are transhated at the cloung rates of exchange at the balance sheet date Foreign enchange gams or losses on invesnnents are
recoyused 1 capical through fair value movensentt Amv other gun or loss snung from a change 1 exchange rate subsequenc to the date of
the transacizon 15 mcluded 1s an exchange gain or toss m capital reserve or the revenue account 15 appropriate
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Notes to the Financial Statements

{continued)

2 INCOME
2007
L0
Income fromn Listed investments
Drvidend income 6,962
interest tncome from mvestments 115
1077
QOthker unlbisied dssidend income -
7077
Other income from mvestment actnvity
Diposit interest 16
Traded opreon premims 715
Salus of nvestments i dealing subsidary 151
Cost of sales n dealing subsidhary {116)
Increase/ {Pecreast) m far value of mvestments 213
250
Other Income 4
983
802
Total income comprises
Drvidends and mterast from mveshuents 7077
Deposte uerest th
Osher income from investinent acuvv 969
TOTAL INCOME 8,062

1,188
974
)

2006
L0800

6,260
123

6,383

2

6,403

15
1,138

6403

15
1,321

7741

UK dirdend income includes speoal drndends totalling of £285 000 (2006 — £77 000) Al dvadend income was recerved from UK
companies [he amount of £94 600 (2006 £102,000) included in the capical column of [nvestment ncome represents the write off of the

pronmim ot discount o acqustion of debt sccuntes referred e m note 1d)

Tncluded m Diadend meom 1s distrbutions recemid from the Mackmitosh High Income OEIC {the “OEIC ") Shires Tncome ple held ower
5 of the onis 1w wsue of the OEIC from 4 Apnil 2006 10 28 March 2607 and during this period became entitled to £267,0800 of mcome

from the QEIC
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Notes to the Financial Statements

{contnued)

3 MANAGEMENT AND SECRETARIAL FEE

Glaspow acts as investmunt managers and secrecarnies w the Company under a contract ermunable by one years nouce on either side The fue
pavable 1 based on sharcholders’ funds plus long—term mdebtedness The anmuat fee rate since 1 April 1993 has been fined at 0 45% for funds
up to £,100 nulizon and 0 40% for funds over £100 mllion The fee 15 subject to proporuonate reducnons to refiect the Companys
uwvestments in Glasgow Shires Smaller Companies plu and the Mackintosh High Income OEIC which are managed by Glaggone

The Comparry hzs a substantal minorty meerest w1 GIM Holdings Loonted, Glasgons holdintg compaty (see note 11)

The ke for the vear ended 31 March 2007 was £336,000 (2006 — £4492,000) melusive of VAT The fec 1 m ruspect of mvestment
mamgement and 15 allocated 3% to capital and 5% 1o revenue The { ompany also pavs an anawal markeang and secretnial fee of £47 (00
{including VAT) This tee 15 wholly allocated 1o revenue

4 MANAGEMENT AND ADMINISTRATIVE EXPENSES

2007 2006

Revenue ( apmal Total Revenue Capital Towal

L0 Loon Long £0060 £000 £000

Ihrectors’ remuneration — fees as direceors 64 - 04 fit - G

Inveseme ne manage:ment fee 268 268 336 246 26 192

Markening & Secretarial fee 47 - 47 47 - 47
Fees pavable 1o auditors and associates

- For the audit of C ompany’s annual accounts 14 - 18 19 - Yy

— Qthr surviees pursuant te lezslanon - - - 8 - 8

- Tax senvices 9 - 9 h - 6

Other management expenses 02 - 202 263 - 203

08 8 L1 633 286 91

5 DIRECTORS' REMUNERATION

The Company had no employees during the vear (2006 = Nil) No penston ceneribunons weee pad for Directors {2006 = £Nt)

Dutads of Directors’ remunczanion are shown on page 23

6 FINANCE COSTS QF BORROWINGS

2007 2006

Revenue Captal Total Reverue Capuial Toul
L0000 £000 Lo L0 Lo 000

Bank loans and overdrafs
repayable wathin fise vears 332 332 664 268 268 336
3% Index-Linked Drebenture Stock 2008/2010 1135 1,135 2,270 1026 1,026 2,032
Amorusanon of 1ssue expenses on Debenture Stock - 51 51 - 3l 31
1,467 151§ 2985 1,294 1,345 2639

7 TAXATION

At 31 March 2007 the Company had surplus management cpenses and loan relatonship debits wath a tax value of 6,391 (00 (2006 ~
£3311 000)) 10 respect of which a deferred tax asser has not been recogused This 15 because the ( oanpamy 15 not expected to generate
tinable mxome i 2 fawre period 1 excess of the deducuble experses of that future penod and, accondinghy 115 unbikely that the Company
will be able t reduce furure cax habilines through the use of enssung surplus expenses

The followng table 1 2 recongiliation of current txation to the charges/credits which would artse 1f all ardinary acuvines were aved at the
standard UK corporation tax rate of 3tFa (2006 - 30%}
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Notes to the Financial Statements

(conunued)

7 TAXATION {continued)

2007 2006
Resenue Capia Toul Revenne Capuat Toul
£,000 Lot LU0y L0600 £000 £009
Profic before Tax 5,987 1961 7.948 3792 16,446 214
Taxanon of Return on Ordinary Activines
at the standard rate of corporanon 1,746 388 2,384 1737 4,934 6,671
Effects of
Non-tarable dvidend meome {2,087) - {2 087) {1,905} - {1.905)
Non-tarable write off of debt securiny
prenuain/dncount - 2 29 - 3n 30
Current year losses nor nolised 29 334 825 168 462 630
Non-tarable realsaton (gams) - {1151 (1.151) - (5 426) (5.426)

Totl tav for the yeat - - - - - -

8 REVENUE AFTER TAXATION FOR THE FINANCIAL YEAR
The profit atnbucable to equigy halders of die Company for the fnawizt voar mcludes £7,692 000 (2066 — £22 013 060} which has been
dealt with m the { ompany s financia statements

S DIVIDENDS

2007 2006
Loy Loeo
Amounts recognised a5 distnbuttons to equiy holders m the period
Third interim dwidend for the year ended 31 March 2006 1,306 1,306
of 4 4p {2005 4 4p) per share
Finai dirtdend for the vear ended 31 March 2006 of 1,793 1,75
603p (2003 6 03p) per share
Furst two 1aterim dinde nds for the year ended 31 March 2007 2612 2,612
toratling 8 8p (2006 8 8p) per share
573 5,713
33 % Conulatve preference shares 2 2

L'he third anrerim dividend of 4 4p tor the year to 31 March 2007 pad on 30 Aprd 2007 and the proposed final dividend for the yoar to
31 March 2007 pavable on 31 July 2007 kave tot been included as lubbioes m these fnancal staremens

W also set out below the totl ordinarv dmndend payable 1 respect of the financal year, which s the basis on which the requirements of
Secnon §42 [ncome and C orporation Taves Act 1488 are conndered

007 2006
L000 £000
Three interim dividends for the vear ended 31 March 2007
toulling 13 2p {2006 13 2p) per share 3918 3918
Froal proposed dridend for the vear ended 31 March 2007
of 6 03p (2006 6 03p) per share 1795 1,793
33 3,715
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Notes to the Financial Statements

{conunued)

10 RETURN AND NET ASSET VALUE PER ORDINARY SHARE

Revenue return
Caputal rerurn
Weighted average number of ordinary shares

2007

£3,987,000
L1961 000
9,689 122

2006

£3,792000
£16,395,000
29 676 982

Net awer value per ordman share 15 based on tet aets aumbutable to ordmar shareholders of £99 770,000 (2006 — £97,474 6 and on
29 697 580 {2006 ~ 29,676 983) ordinary shares in tssuc ar 31 March 2007

11, NON CURRENT ASSETS - Securities at far value

[wted on ecogmsed stouk exchanges
In the Unired Kingdom

Ororseas

Hedye mstrunient

Unlssted

Cost at 31 March 2006
Unrealued appreciation at 31 March 2006

Valuanion at 31 March 2006
Purchases
“ales — proveeds
- et gams on sles
Amortned cost adjustnent to debt securiues
- Charged to capital

Moevement i far value
Valuanon ar 31 March 2007

Cost at 31 March 2007
Unrualsed apprecianon ac 31 March 2007

Valvation at 31 March 2607

Group and Company

007 2606
Loud L4600
133,528 127 642
28! 212
- 362
134,109 128 214
4,463 3448
118,572 13 714
Croup
207 2006

Listed Unlisted Listed Unlisted

1est- nvest- 1o ¢st- mvest-
merts nent Total ments ments Taral
L000 £000 £000 £n00 L0 £000
106,07) 15t 107 586 101,449 1316 102 465
22146 1,982 24128 10823 [ 657 12320
128 216 3,498 131,744 11221 3,213 113,443
a5 474 - 335,474 58355 - 38,3%
{32,229 - (32,229) (60 125) - (60 123)
3,061 - 5061 4,493 - 6493
{96) - {96} (102) - (103)
2317 %3 {1332 11,321 285 608
134,109 4163 138,573 128,216 3,298 131 714
114,280 1,514 113796 104 170 1710 107 386
19829 2947 0776 22 146 1982 M1
134 109 4,463 138,572 128 216 3498 131,714
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Notes to the Financial Statements

{contmued)

11 NON CURRENT ASSETS - Secunties at fair value (continued)

Cost at 31 March 2006
Unrealtsed apprectation ar 31 March 2006

Valuaoon at 31 March 2006
Purchases
Sales - procecds
= net gans on sales
Amottised cost adjustment to debt securtics
— Charged 10 capital

Movement m far valae
Vaduauon at 31 March 2007

Costat 31 Manch 2007
Unreabised appreciation ¢t 33 March 2007

Valwanon ar 31 Maich 2007

Net realised gains an sales of mvestnzents
Movement i fair value of mvestnents
Calt opuons exercised

PPuc options asigned

Movement 1n unreabsed deprecianion of maded opnions

Company
M7 2006

Listed Unhsted Listed Unlisted

mvest- nvest- irvest- myest-
ments ments Toul ments ments Total
Lo0o £000 £000 £000 L000 L0o0
106,335 1,131 107,466 10t 714 1,131 102,843
2184 2367 24,248 11,359 2082 12,641
128 26 3498 13714 112,273 im 113,486
35,474 - 37474 38,335 - 58,353
(32,229) - {32229 (60 £25) - (60,125)
3,061 - 5,061 6493 - 6,393
(96) - {96) {102) - {102
U7 965 {1,330 11322 283 11,607
134 109 4,463 138,372 125 216 3,494 131,714
11454 () 115,676 106,335 111 107,466
19,364 333 22 8% 21,881 2,367 24248
134,10 4463 138,572 128,216 3,498 131714

Croup and Compam

007 20046
! £000
3736 7,884
(1133 11,686
(673) {1391)
(2200 74
134 (12)
1843 18,084

The Lost of the exercising of call options and the assigming of pur opaons is the difference between the marhet price of the undetlymg shares
and the strike price of the opoons [he prmiums earned on opuens expired, exercised on assymed of £715,000 (2006 — £ 1,138 (0] hase

been dealt with m the revenue sccount

The moverment 1 the provigon for maded oprens has been caleulated 10 accordance wath the zccounany, policy stated 1n nete 1(¢) and has

been charged to the unrealised capital reserse

The wtal transaction costs on the purchases and sales of uvestoments i the vear was £324 000 (2000 — £,322,000
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Notes to the Financial Statements

{conninued)

11 NON CURRENT ASSETS - Securities at fair value (continued)

At 31 March 2007 the Company held the following mvesemenss comprismg more than 3% of the class of share capital held

Country of
( ompam INCOTPOEINON
ATR Resources ple England
GIM Heldings Linuted Scodand
Stures Srmalter Compames ple Scotland
Sserra Momtor Corperation LSA
Submersible lelevision Survevs Limuted Seotdand

MacKantosh High Income ORI

Glaggow e Company> Managers and Secruanies, whuse busimess 1 the management of mvestments, 15 a wholly owned subsidiary

Number and class
of shares held

1 230,000 ardinary
42,336 A ordinzry
4000 (K0 ordary
1 549,134 shares of
romimon stock
146,450 8%

cun 1d pret

4,249 3111 unt

Percentage of

ddass held
31%
9%
18 1%
14 0%
4i 8%

49 3%

undertaking of GIM Holdings Lumuted {"Glasgow Group”) This unhsted equity msesmmen, which cost £304,000, was valued at 31 March
2007 a¢ £,3 239,000 (2006 — £,2 596 B00) m accordance with accounning poliey note 1(¢) The Consohdared pre-tax loss ot GIM Holdings
Limuted was £,332,000 for the vear to 31 March 2006 {2005 - Protit £184,000) on a turnover of £2,207,000 {2605 - £2,542,000} Ner
antts of the Glusgow Geoup at that date were £,1,532 600 (2005 - £,2,258 000) The carmngs pur share of Glasgow Group for the vear to

31 March 2006 were £¢391) 2005~ £1 80)

At 31 March 2007 Shares Income ple held 4,249 031 umts of the Mackintosh High Income ORIC reprosennng 4% 3% of the units m issue

The totat capital guns on the Mackintosh Huch Income OEIC during the year were £372,000

12, SUBSIDIARY UNDERTAKINGS

Ay at 31 March 2007 the Company owsied the whole of the nsued ordinany share captal of 1 two subsidury underakings, Topshire
Lirited and Wiston Im estment Company Lintted both of which are mvestment dealing cosnpanies regsstered in kagland Topshire Lumied

has been dormunt sunce 1989

In the opunon of che Directors, the values of its uvestments w these subsidiary undertabings are not less than coat

13 CURRENT ASSETS

Group

07 2006

£000 £000
Invesement sabes 874 -
Acerued income 8 prepaynients 2038 1614
Due from subsadzar, undersakings - =
Invesoments of dealing subssduary tu47 301
a tar value
Other debtors 30 30
Cash at bank 30 1212

4,019 3357
Included above are the following amounts owed by
GEIM Holdings
Other debtors 30 Rl
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Lo

874
2038
351

30
X

3,323

30

Company

2006
£004

1,614
62

30
1212

291

30




Notes to the Financial Statements

{contimed)

14 CURRENT LIABILITIES

Group

X007 2006

£000 L1000
Bank loans and overdratis 14 H36 10,3135
Tnvestment purchases - w7
Due to subsidiary undertakimgs - -
Traded opuons at far value 0 -
Ocher creduors 386 126
5% Index-Linked Debencure Steck 200872010
= Due m less than one year G153 -

24,465 11,48

Ineluded above are the following amounts owed
to Glngars, the Managers and Secreanes
Other creditors 15 148

2007
L5000

14 856

70
186

9,133

24475

131

Interest on shori-term bank loans and overdeafts 15 ar floatng rates related o LIBOR and UK base rates respecnvely

15. NON CURRENT LIABILITIES

3% Index-Linked Debenture Stodk 200872010
- Due in -2 vears
- Dut 10 2-3 veans

5% Index-Linked Debenture Stock 2008/2010

Compam

01,058

148

Group and Compary

2007
£000

9133
9,133

18,306

2006
£000

8,813
17 656

26,499

Thas Stock 5 unhsted and 1s secured by a floanng charge over the whale of the asscts of the Company and it dealing ubshary
underiahings The total Labihry of the [ndex Linked Debenture Stock 15 £27 439 000 represenced by £9,133 000 due in one year winch s

neluded 10 Currene [ ubihues and 418,300 000 meluded m Non Current 1 abilities

The Ihreciors” opmion of the total farr value of this Stock at 31 March 2007, dutermined wath referunce to the curnat mterest prole of
smutfar mstrurments, was /.28 907,000 (2006 - £29,883 (00) This value 1 gven for disclosure purposes only

luter st on the 3% Stock 15 pard o 6 March and 6 Seprember each year ac an annual rate of 3% a< adjusced by the movement m the UK
General Index of Retai Prices {(RP[) over the penod from Juh 1989 to the month exght months prior t the month n which nteres: s

pad

The caprtal amount 1o be repad on the 3% Stock on 6 March m cach of the years 2008 to 2010 will be one third of the nommal amounc 2
adjusted by the movement w the RPI over the perod from fulv 1989 o the month exght months prier to the month in which repayment

made

The discount on 1ssue 15 amortised annually to the share premunt accowns over the Lfe of the Stock
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(contnued)

15 NON CURRENT LIABILITIES {continued)

The amouns custanding at 31 March 2007 comprise

Nominal amounts
Discounts on 1ssue
Amortsation of discounts

Index~ltnked adjustments

The movements during the year were 25 follows
Amounts outstanding at 31 March 206
Amorasation of discounts (note 17)
Index-hnked adjustments

Amounts ousstnchng ac 31 March 2007

16 CALLED UP SHARE CAPITAL

Ordinary shares of 30p cach
3 5% cunulaave preference shares of £1 eath

Ac 1 Apri] 2006
[ssued of new ordmary 30p shares

3 3% cunmilanve preference shares of {1 each

17. SHARE PREMIUM ACCOUNT

At 31 March 2006
Issue of new ordinary shares

Group and Company

Amorusanen of expenses and discounss on ssue of Debenture Stocks (note 13)

At 31 March 2007

207 2006
L0009 L0060
16000 16,000
979) 579)
881 830
15,992 15851
11,557 10,648
27 459 26,49
26 499 23,716
3 51
)9 732
27 459 26,499
Authonised
2007 2006
Number L0000 Number L0500
30 800,000 19,000 39,300,000 19,900
100,000 100G 100 000 100
20000 20,00
Allotted called up
and fully pud
2007 2006
Number L0000 Number L1000
26,676,982 14838 20676982 14,838
20,598 1 - -
20 697,580 14,849 29,674,982 14 838
50 041 30 50000 )
14,899 14,888
2007 2006
£000 L000
18,936 15937
32 -
(1) (1}
18 937 18,936
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{continued)

18 RETAINED EARNINGS

Reahised capital reserve 2007
Group
L000
At 31 March 2000 2667
Nut gams on sales of nuesiments during year 7,033
Net (losses) on hedge posinons closed i year (1972)
Managenient fee {268)
Bank loans and overdrafts repayable wathin five years (332)
Index-Tmhed Debenture costs (1,133)
[ransfer of loss from unrealised capital reserve
on disposal of amorused cost asset {342)
At 31 March 2007 B,431
Unreahised capttal reserve
2007
Group
L0
At 31 March 2006 23615
Movements durmg the vear
Fixed asset 1nvestments (3 046)
1ledge mstrume nis 1,694
Traded options 134
Amorused cost adjusarent charged 1o capual (96)
Transfer of loss on disposal of amornsed
cost asset o reahsed capual reserve 342
At 31 Mach 2067 23843

The capital veserves are not distributable

Revenue reserve

Ac 31 March 2066
Reveruse
Dradends pad

Ac 31 March 2007

Ac 31 March 2005
Revenue

Dividends pasd

At 31 March 2006
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Company
£000

32,539
7093
(1,972)
(268)
(33
(1,133)

(542)

35,323

Compant
L0

23734
(3,046)
1694

i34
{%6)

542

22,963

Group
Reahsed
L000

7142
5,987
(5715)

T4

Group
Realised
FALL

7,063
3792
5715)

7142

Group
£000

7714
9 286
(2793)
(246)
(26%)
(1026)

32,667

Group
4000

12,122

11,264
7E
{12)

(102)

23615

27
Group
Unrealised
L000

276

276

W06
Group
Unreabsed

L1000

276

276

2006
Company
£000

27 546
9286
(2.793)
(246)
(268)
(1,026)

32,539

2006
Compam

£000

12,41

11 264
343
(12)

(102)

Compuny
Realsed
L000

6978
5,730
(5,715)

6,993

Campany
Reahsed
L000

7075
5618
5,713)

6,978




Notes to the Financial Statements

{conunued)

19 RISK MANAGEMENT, FINANCIAL ASSETS AND LIABILITIES

Risk Management

The Company’s objecuve 15 addressed by mvesing m UK cquinies to provide growth in capital ard mcome, and 10 fixed ncome sueurites to
provide a high level of mcome Additional income 15 generated from prenyums earned by wnbng covered out-ct-the-money traded options
agamst assets hudd n the pertfoho

Lung and short-tertn borrowings are employed to augment the portfolio of mvestments so that greater rewarns to sharcholders may be
generated from the capital stock thus enlarged 1he Company has i wsue an [ndex-Linked 1ebenture on which the mtesest payable and the
captal sums to be repaid on maturiry are linked o the Retatt Prices Index The Group’s short-term borrowings and cash sesources carry
terest zt floating rates The witerest rate profile 15 managed a5 part of the overall investment strategy of the Group The esumaced for value
of the Group s debt s given 1 note 15 to the financal statemetis

I value of the pordoln 1 exposed g0 the bk of volaghey i the prices of 1s constituent investments and the sk cha 2 capral profic may
be foregone 11 4 rraded opion posinon moves* mto the money” (1¢ 1 share price rises above the smihe price of a call option or falls below
that of a put opuan) A measure of the caprral protyr faregone i respect of craded opnons exetessed m the course of the year 15 included in
note 11 10 the financial satements

The smpact of securty price volatdity 1s reduced by dnemificanon and by writing covered maded oprions Diversificanon s by type of
security ordinary shares, preference shares and convernbles, corporate fixed interest and git-edged secanities, and by mvestment m the stocks
and shares of compames 1n 2 range of industal, commercial and financial sectors

"The management of the poitfolin 1 conducted zccording to wnestment guidehnes, established by the Board ateer discussion with the
Managers, which spectfy the b withan whneh che Managees are authonsed 0 ace

Finangial Assets and Liabilities
The Group financal assets 1nclude mvestments cash at baok and short—term debtors Finaneaal habalines conast of bank loans and overdrafs
index-hinked debenture stock preference shares and other short-ternt creditors

I'he book value of cash at bank and bank oans and overdrafts included i these finanual statenments approamate to fair valug because of
thewr short-tenm materity fvestnents beld as dealing imestaments are valued at the lower o cost and market value The carrving values of
fined anet imvesunents are stated at their tar values which have been deternuned in accordance wath accounting policy note 1{e) The
wumared total far value of the Indes-Linked Debenture Stock has beun derermined with reference to the current interest profile of smmlar
indtrameng [see note §3) For all other short-term debtors and ereditors dhetr book values approxumate to fn value hecawe of thar short-
term maturity

Gearing

The Group's gearmg comprises both long and short-term borrowings It has in issue an Indee-Linked Debunture oo which che st
prwable and the captaal suns to be repaid on maturity are hinked to the Retal Prices Index Shore-term borrownng fiom banking institutions
1 also wsed and bears wewrest ¢ floaang races The profile of hnancuug coss 18 mandred 2 part of overall v sanent sweacery The
umplayment of gearng magnifies the 1mpace on nec assets of both posiove and neganve changes in the value of the Group’s porifohio of
LIVESITE It

Geanng 15 however, restricted by the vanous covenants apphable to different borrowings The Indea-Linked Debenture Stock contams a
dause which suptlaces dhat borrowings mt not exceed sharehiolders’ funds As ar 31 March 2007 total borrowings comprising the lndex-
Linked Debenture Stock atsd bark loans and overdrafts, amounted o £42 3 wullion, sagmficantly below shareholders’ funds of £99 8 million
A second elause sapulates that the market value of ol assets must be at least three tnes greater than Group stcured indebtedness The onlv
secured debs within the Group 15 the Index-Linked Debenzure Stock and therefore three Gmes the value of this stock 15 £82 4 nullion,
symtficandy below the ntarket value of total assets of £142 6 milhon

Borrowings are augmented by short term bank faclizes, provided by two major banks In respect of one lender, the Compams net assec
value must not fall bulow £30 million As 2t 31 March 2007, the net assec value stood at £99 8 million, considerably 1n ¢xcess of dus
coverant § he other short term fachiy provides for quarterdy eoverant reporung hased wpon gros borrowings s a propormon of adjested
gross asses This r2tio should nat exceed 30% As at 31 March 2007, the reported rno was 31%
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Notes to the Financial Statements

{contuinued)

19 RISK MANAGEMENT, FINANCIAL ASSETS AND LIABILITIES {continued)

Portfolio Hedging Instruments

During the year, the Company mamtuned parnat hedging of the ordinary share portfolie to limit any possible major erosion of asset value
and attendant rse m gearing whack vould result from ugnificant weakness of ordinary share prices on the UK stocknurket Given the
continued strength of the equinv market and the proxinuty of the hedge powaon to 15 mawnty date the postion was closed out on 28
March 2007

20 COMMITMENTS AND CONTINGENCIES
At 31 March 2007 there were no contingent abibzes 1n respect of outstanding underwnung commiuments or uncalied capital
(2006 - £Nil)
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Glasgow Investment Managers Limited
{Authonsed and reguiated by the Financial Services Authority)

Glasow, the company wheeh manages Shires Income ple, 1 prinapally owned by s reured founder
and current and former staff wath Shures Income ple holding the remaimng interest

Glasgorr abo manages two other mvesunent trust conpanmes
+ Shires Smaller Companies plc
* Glasgow Income Trust ple

Shares 1 Shares Income ple Shures Stnaller Companues ple and Glasgow Income Trust ple are abso
available within the Glasgow Investment Collection as detailled on page 16

This page and page 16 arc 1ssued and pproved by Glasgow auchornsed and regulaced by the Financial
Services Authority Past performance 1s not mndicative of future performance The price of shares ind the
ncome from them may go down as well as up and 1t 15 posaible that mvestors may not get back the full
amount nvested on disposal of the shares Changes m the rates of exchange may cause the value of
overseas mvestments Lo go down or up High meome imvesmients m order to meet their incoine
objectives muy charge expemes to captal which 1 tum may erode the capial value of the ivestment to
tess than the amount invested Funds thar tnvest 10 the secaries of smaller companics are Iihelv 1o carry a
higher degree of risk than niost funds [n certam arcumnstances, the Managers may enter mto derivatives
trusactions 11 order to manage sk 10 the portfolio and generate income The market 1n these
mstruments can be lnghly volanle and there 1s 4 high risk of loss Dertvauves mav only be used subject to
the restnictions set out for the Company

Shures Incomne ple mvests a sigmhbicant proportion of 1t porifolio i another highly geated Investinent
Trust Shires Snnller Companzes ple Iue to the lovdd of this halding, changes 1 the value of this
mvestine g mav give 115¢ to sigmfic e Juctuitions in the vabue of Shires Income ple

Gearing

Livestment Trusts have the facihty to borrow, which 1s known as “gearing ™ Shires Income ple uses
gearnmg Normally gearing 1s medasured as 2 percentage A gearmg percentage of 10% means that an
Investment Trust with net assets of £100 nulhon, has £10 million of borrowing(s) The levdd of geanng
can change quite symificantdy depending on fluctuacions 1n market levels When there 1 a change m value
of the Investment Trust’s undetlying pardolio the use of gearing may result m exaggerated movements in
the Tiust’s net asset value Gearing nuy abo result 1 Investment Trust price movements beng more,
vohle than the price movements wr the Trusts underlving mvesunent portfolie

The favourable tax weaunent of PEPs and ISAs 1 subject to government legislavon and, as such may be
changed The value of wx relief will depend vpon your individual cireunstances
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Glossary of Technical Termsi

Benchmark

A murket index which averages the performance of the share prices of companies 1n any given sector
thus providing an indicanon of movements i the stockinarket The benchmark used i this Annual
Report 1s the FTSE All-Share Index, a recogrsed and respected index, which measures the performance
of the largest 750 quoted UK compames

Convertibles
Fixed interest securines, which can be converted into equity shares at a future date

Discount

The amount by which the market price per ordinary share of an investment trust 1s lower than the ner
asset value per ordimary share The discount s normally expressed as a percentage of the net asset value
per ordinary share

Gearing

Total gearuyg 15 the proporuon of the Group's net assets financed by borrowings [t 1s used to increase
exposure to securities, with the um of magrufying the impact on ner assets of rises 1in the vabue of the
portfolio, and o augment the tmvestment base from which mecome s recerved The employment of
gearmng magnifies the tmpact on net assets of both posiuve and neganve changes in the value of the
portfolio of mvesuments A level expressed cither as 100 or 0% indicates there 15 no gearing

Equity gearing 15 the suin of the mvestments n ordinary shares both Lsted and unlisted, convertbles and
hedge instrumems expressed as a proportion of the Group’s net assets

Net Asset Value

Abo described as ordinary shareholders’ funds, Net Asset Value per ordinary share 1s the value of tot
assets less habilioes Liabihities for tus purpose include botrowings and preference share capital as well ay
current habihiies The Net Asset Value per ordnary share 1s calculated by dividing this amount by the
nunber of ordinary shares 1n 1ssue

Preference Shares
These enntle the holder to a fixed rate of dividend out of the profits of the Company, to be pudan
priority to other casses ot shareholder

Premium

The amount by which the market price per ordinary share of an mwvestment trust 16 hugher than the net
asset value per ordmary share The premium 15 normally expressed as a percentage of the nut asset value
per ordinary <hare

Total Assets
Total assets less current liabihoes

Total Expense Ratio
Total annual operating costs excluding interest costs, divided by average shareholders’ funds (caleulawd
according to AIC gudelimes)
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Notice of Annual General Meeting

NOTICE 1S HEREBY GIVEN that the seventy-minth Annual General Meeting of the Members of the
Company will be held at Trinity House Tower Hill London EC3N 41DH on 6 July 2007 at 12 noon to
transact the following business

Ordinary Business

1.

+

M

L =R - B - Y N

To reeenve and adopt the Duectors’ Report and audited financial statements for the year ended
31 March 2007

To recerve and adopt the Dircctors Remuneranon Report for the year ended 31 March 2007
To declare a final dividend

To re-clect | M Haldane 1s a 1rector

Te

o)

re-clect | R Davidson as a [irector
To re-elect M 1D Couve as a Director
To re-clect D P Kidd as a Direcior

To elect A B Davidson as a Director

To re-1ppomt KPMG Audit Ple as widitors of the Company and to authornise the Directors to
deterimime thar remuneranon

Special Business
To consider and, if thought fit pass the following resolunon which will be proposed s an ordmary

resolution

10 That with effect fromn the tine of the passaing of this resolution the Directers be and are hereby

generally and uncondimonally authorsed, pursuant to secton 80 of the Compantes Act 1985 as
amended (“the Act™), to exercise all the powers of the Company to allot relevant secunuies (as defined
i said secuon 80 of the Act) up to 4 mavmum nonunat amount of £4,946 596 bung equal to
approstmatcly one third of the ordinary shares m ssie to such persons and at such tines and on such
ternyw as they think proper during the period of five years from the date of the passing of ths
resolutton and at any ume thereafter pursuant to anv offer or agreement made by the Company
before the cxpiry of this authority <o that all previous authorues of the Directors pursuanc to the sad
section 80 be and they are hereby revoked

To consider and, :f thoughe fit pass the tollowing resolutions each of which will be proposed as special

resolutions

11, That the [ircctors be and are hereby empowered pursuant to Section 95 of the Companics Act 19383

as amended (“the Act”™) to exercise all powers of the Company  to allot equity securities tor cash,
pursuant to the authority conferred by Resolunon 10 considered at this Mecung and/or i respect of
an allotment of equity secunties by virtue of Section 94(34) of the Act as 1f Subsection 89(1) of the
Act did not apply to any such aloiment provided that this power shall be lmuted 1o

(:) the allounent of eyuity securinies 1 connection with a rights ssue or open ofter or otherwse
where such securities have been offered to the holders of the ordinary shares of 50p each in the
capital of the Company 1n proporuon (s nearly as mav be) to their respective holdmngs of
ordinary shares on a record datw fixed by the 1rectors where 1t 15, 1n the opimon of the Directors
necessaty or expedient to deal wath problents under the laws of any overseas territory or the
requirements of any regulatory body or any Stock Exchange m anv oversess termitory or
connecton with fracnonal enntle ments, and

(n} to the "Hotment (atherwase than pursuane to (1) abowd) of ordinary shares up to an aggregate
nomunl amount of £742,439 bemy equal to approxunately 5% of the ordinary shares 1n 1ssue, at
a price per share not less than the fully diluted net asset vatuc of an ordinary share 1o the
Company caleulated as at the close of business on the mmumnediately preceding business Jday

and shall expire at the conclusion of the Annual General Meetmg of the Company m 2008 but so
that ths power shall enable the Company to make offers or agreemenis before the capiry of this
power which would or nught require equity securities to be allotted after the expiry and the
Directors may allot equity securines in pursuance of such offers or agreements as if the power
conferred hereby had not expired and for this purpose words and expressions defined 1n or for the
purpose of Part IV of the Act shall bear the same meanngs 1 thas resolunon
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12 That the Compun be and 1t 15 hereby genenlly and unconditonally authorsed to make market
purchasts of anv of 1ts own ordinary shares m such manner and upon such terms as the Directors of
the Company may from nume to tune determnme, provided that

(1) the maximum aggregate nomunal value of the ordinary shares hereby authornised to be 1cquired
shall be luruted o £2,225,833

(u) the maxmmum price which may be pard for any ordinary shares shall not exceed an amount equal
to 105% of the average of the market values of such ordinary shares for the five business days
before the purchasw s muade and the mummum price shall be 303 per ordinary shares {1 each cne
exclusive of expenses) and

(un)the authority hereby conferred shall expire (unless previously revoked or renewed} ar the close of
busmess on 6 Julv 2008 or at the conclusion of the next Annual General Mecung of the
Company held after passing of this resolunon, whichever 1s the later, provided that the Company
mav before such expiry make anv contract of purchase for ordinary shares which would or might
be executed wholly after the expiry of such aurhority and the C ompany may make such 1
purchase m pursnance of such contract as if the authority hereby conferred had not eapired

By Order of the Board

Glasgow Investanent Managers Limited
Secretaries

24 May 2007

Notes:

I A member of the Company entided to attend and vote at the Mecting mav appoint 1 proxy to attend
and on a poll vote m place of um A proxy need not be 2 member of the Company

2 A torm of proxy 15 enclosed which of requured, should be completed mn accordance wath the

strucuons thercon Completion and return of the proxy will not preclude a member trom attendmg
wid votmg 1n person

3 T'he Company, pursuant to regulation 41 of the Uncertificated Sccurnines Regultions 2001, specifies
that only those members of the Company entered on the register of members of the Company as at
12 noon on 4 July 2007 shall be cntided to actend or vore at the meeting n respect of the number of
shares registered i their name at that date  Changes to entries m the register of members after that
mne will be disregarded 1n determuning the rights of any person to attend or vore at the Mecting
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INVESTMENT MANAGERS

Glasgow Investment Managers Limited, Sutherland House, 149 St Vincent Street, Glasgow G2 5DR
Tel 0141572 2700 Fax 0141 572 2777 Email information@gimitd co uk

Website www glasgowinvestmentmanagers co uk

Authonised and regulated by the Financial Services Authority




