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Close Brothers

PROFILE

Close Brothers Group plc is an independent merchant banking group listed on the London
Stock Exchange. Founded in the City of London over 120 years ago, Close Brothers is now

amongst the 200 largest companies by market capitalisation listed on the London Stock
Exchange and empioys over 1,400 people.

The group's major shareholders are large financial investors including investment groups,
nominee companies and pension funds. The group’s management and staff also have
significant holdings directly, through share ownership schemes and through option
schemes. Some management also have minority interests in certain subsidiaries. In
addition, over 2,000 private individuals held shares in the group.

Close Brothers' strategy is to provide a diverse range of specialist services where we
believe we can offer added value o our clients as a result of our particular expertise. Close
Brothers is dedicated tc developing continuity in its relationships with clients through
excellent service, objective advice and uncompromising professionalismm.

We have concentrated on building up a balanced mix of activities in the financial sector and
our aim is to deliver to our shareholders a consistent and, over time, increasing stream of

profits and dividends. Close Brothers’ profits have shown unbroken growth over each of
the last 25 years.

Close Brothers' activities comprise:
City Merchant Banking
Corporate Finance
Banking
Asset Management
Asset Finance
Market-Making

HIGHLIGHTS
2000 1968

Profit before taxation, exceptional

costs and goodwill amortisation up 103% to  £155.1m £76.3m
Eamings per share before exceptional

costs and goodwill amortisation up 85% to 77.8p 42.1p
Profit before taxation up90% to  £144.8m £76.3m
Earnings per share up71% to 71.9p 42.1p
Dividends per share up 56% fo 25.0p 18.0p

Total assets up 85% 1 £2.6bn £1.7bn
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DIRECTCRS AND ADVISERS

Directors of Close Brothers Group pic

Executive Directors

R.D. Kent, M.B.A., Managing Director, agad
53, joined Close Brothers in 1974 having
started his City career with Schroders. He
was a pariner in the management buy-out of
Close Brothers in 1879. He is also
non-executive chairman of Grogvenor Limited.

P.L. Winkworth, FEC.A., ATILL, aged 52, was
employed by KPMG and then in the
corporate finance department of Barings,
before joining Close Brothers in 1977, He was
a partner in the management buy-out of
Close Brothers in 1979.

D.G. Hardisty, aged 57, joined Close Brothers
in 1887 having previously been employed by
British Credit Trust and North West Securities.

3.R. Hodges, Barrister, aged 46, joined Close
Brothers in 1885 having previously been
employed as a banker by Hambros,

C.D. Keogh, M.B.A,, Barrister, A.T.Ll., aged
47, joined Close Brothers in 1985 having
previousty been employed by Saudi
International Bank and, before that, Arthur
Andersen.

B.M. Winterflood, M.5.1.Dip., aged 63,
worked for many years for Bisgood Bishop
and was joint managing director when it was
acquired by County NatWest Securities in
19886. In 1888 he founded Winterflood
Securities, which was acquired by Close
Brothers in 1993.

E.J. Llewellyn-Lioyd, Barrister, aged 41,
joined Close Brothers in 1996 as chief
executive of corporate finance, on the
acquisition of Hill Samuel's corporate
finance business.

Secretary
R.D. Sellers, A.C.A,

Auditors

Deloitte & Touche (Holding Company).
Ernst & Young (Authorised Institution).
Solicitors

Freshfields Bruckhaus Deringer.
Stockbrokers

UBS Warburg.

Non-Executive Directors

Sir David Scholey, C.B.E., Chairman, aged
65, was previously the chairman of the

SG Warburg Group. His current directorships
include Anglo American ple, Vodafone Group
plc and The Chubb Corporation.

P.N. Buckley, C.A., aged 58, is the chairman
and chief executive of Caledonia Investments
ple, which has a 19% sharehelding in the
group. He is also chairman of English &
Scottish investors p.l.c. His other
directorships include Cffshore Logistics, Inc.,
Sun International Motels Limited and The
Telegraph Group Limited.

ford Cobbold, D.L., FC.T., aged 63, has
specialised in treasury operations and money
management, working successively for 3i, BP
and TSB/Hilt Samuel. He manages the family
business at Knebworth House.

A.H. Farley, Solicitar, aged 54, is cne of the
founding partners of City solicitors, Watson,
Farley and Williams. He is also a
non-executive director of Stirling Shipping
Company Limited.

P.S. Wilmot-Sitwell, aged 85, became the
senior partnar of Rowe and Pitrnan in 1982.
Following the merger with SG Warburg, he
became chairman of 8G Warburg Securities
and vice chairman of the 8G Warburg Group
until his retirement in 1994. He is chairman of
Mercury Worid Mining Trust plc and a director
of Angle American plc.

Agviser to the Board

Lord Denman, C.B.E., M.C., aged 84, was
previously a direcior of Consolidated Gold
Fields, The British Bank of the Middle East,
The Saudi British Bank (Rivadh), Marine &
General Mutual Life and Fletcher Challenge of
New Zealand. He was appointed a
non-executive director of Close Brothers
Limited in 1977 and retired from the board

in 1993.




HISTORICAL TRENDS
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Group profit before tax

The profit figures are stated as required by Financial Reporting Standard No. 3 and have been taken
from the audited finarcial statements and, prior to 1884, those of Safeguard and Close Brothers have
been adjusted to be coterminous.
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HISTORICAL TRENDS

Five Year Financial Summary
1896 1997 1998 1999 2000

QOperating income £m 102.6 133.7 166.3 185.6 383.1
Profit before taxation, exceptional
costs and goodwill amortisation £m 451 £55.4 £82.6 76.3 155.1

Earnings per share hefore
exceptional costs and goodwill

amortisation p 25.2 30.% 38.2 42 1 77.8
Profit before taxation £m 451 55.4 69.6 76.3 144.8
Profit attributaple 1o shareholders £m 28.7 361 48.2 50.9 252
Earnings per share p 252 30.1 38.2 42 1 719
Dividends per share P 10.0 12.0 14.4 18.0 25.0
Total assets £m 10726 13714 16450 1,701.7 12,6448
Average number of employees 584 685 792 809 1,365
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CHAIRMAN’'S STATEMENT

OVERVIEW

The year ended 31st July, 2000 showed
excellent growth and produced another record
set of results. Our Market-Making division,
Winterflood Securities, performed remarkably,
mainly due to the high level of activity in small
to medium sized UK stocks. This result should
not overshadow the gverall grawth achieved in
the rest of our business where operating
profits grew by cver 31 per cent. with notable
performances frorm our Corporate Finance and
Asset Management activities.

These results reprasent our 25th consecutive
vear of increasing profits which have grown in
excess of 25 per cent. per annum compound
over that period — an cutstanding record.

RESULTS

The operating profit on ordinary activilies
before taxation, exceptional costs and
goodwill amortisation increased from £76.3
million last year to £155.1 million, and
earnings per share, on the same basis,
increased by 85 per cent. from 42.1p to
77.8p.

After deducting a charge for exceptionat costs
of £8.0 million {1999 — £Nil), which relate
mainly 1o the reorganisation of Rea Brothers
Group, and goodwill amortisation of £2.3
million (1999 — £Nil}, the operating profit on
ordinary activities before taxation was £144.8
million {1988 - £76.3 million), and earnings
per share, on the same basis, increased by

71 per cent. from 42.1p to 71.9p.

The board is recommending a final dividend
of 17p per share which, together with the
interim dividend, gives a tota! dividend for the
year of 25p per share (1989 - 18p). This
represents an increase of 56 per cent. over
last year's total dividend per share and is
covered some three times.

TRADING

The year was dominated by the exceptional
increase in the revenues and profits of our
Market-Making division, Winterflood
Securities (“WINS”). This core business is one
of the leading market-makers in smal 1o
medium sized stocks in the UK, ang its profits
are largely influenced by the number of
bargains transacted in this sector of the
market. This year there has been a marked
step-change in such bargain activity, which
has been caused, we believe, by the greater

amount of information available to private
clients and the easier access provided by the
execution-only brokers. Average bargain
levels for WINS over the past vear, other than
the five boom months referred to below, were
some 100 per cent. above the comparable
petiod last year.

On top of this buoyant posiiion, WINS
experienced a quite exceptional increase in
trading activity in its sector of the market
between Navermnber 1999 and March 2000.
Total volurnes of business during this boom
period were some three times the level which
would have been achieved at the average
growth rate of the remainder of the year.

The chart below demonstrates the
exceptionally high levels of bargains during
this five month period. We estimate that this
period gave rise to additional profits in WINS
of approximately £50 milfion.

WINS bargains — Total
¥ 1999/00 boom period

B 1999/0C average level excluding boorn period
Il :998/99

Aug Sop Oct Nov Dec Jan Feb Mar Apr May Jun  Jul

We are now entering another period of
struciural change in the European securities
markets and, whilst the overall direction
towards more international and pan-European
markets seems reasonably clear, the precise
steps for getting to the objective are very
uncertain and we are playing our part in this
debate. Amidst this confusion, WINS is well
placed and has continuing opportunities for
further growth. These are covered in more
detall in the Operational Review.
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CHAIRMAN’'S STATEMENT

Our Corporate Finance activity has built up a
strong position in the UK middle market
continuing 1o focus on technology/
media/telecommunications, business
services, ieisure and manufacturing. We have
broadened the sources of revenue by
expanding our UK debt advisory group and
establishing a private placement capability,

We have also increased the international
scope of cur operations. In Europe, we are
seeking to extend our middle market position
into France and Germany, and have increased
our holding in Déme Close Brothers S.A. to
B0 per cent. Last month we were joined by
an experienced team specialising in the
Middie Eastern region and we have
strengthened our network of associates in
other overseas markets, including a fee-
sharing and staff-exchanging arrangement
with Houlihan Lokey Howard & Zukin in the
United States.

The new year has started with a strong
business pipeline.

Qur Asset Management activity, which is
building up & series of specialised fund
managerment businesses, has now emerged
as an important and rapidly growing profit
centre for the group. With the purchase and
successiul integration of Rea Brothers last
year and the substantial profits growth from
our other investment businesses, this activity
is completely transformed from a year ago.

Our long established businesses In private
equity and tax sheltered products both
achieved 2 good performance, and our
gquant-based team launched the successful
Close FTSE techMARK Fund last autumn and
has further new products in the pipeline. We
are now managing some top performing
Investment Trusts, particularly technology
based trusts under the Close Finsbury name
and the Close Beacon fund which invests in
AlM-listed companies.

Our offshore private client operations, based
in Guernsey, Isle of Man and Geneva, alse
made strong progress and our onshore
weaglth management service is progressing
well through its start-up phase.

Cur Banking activity had a good year. On our
Treasury side the level of deposiis almost
doubled as a result of our acquisition of Rea
Brothers and continued organic growth. Our
debt factoring and credit management
operations both increased profits in line with
ambitious plans. PROMPT, cur insurance
premium financing business, also performed
well, as did our property iending operafion,
the latter being bolstered by the acqguisition of
Granville Bank. The outlook for these
businesses is positive.

Our Asset Finance division had mixed
fortunes. The commercial side, which includes
financing for printing equipment, contractor's
plant and commercial vehicles, encountered a
difficult patchy market although growth was
picking up in the last quarter. In our consumer
car finance company, profits fell as a result of
the structural changes in the pricing of new
cars in the UK. There are now signs that the
worst of this situation in the car market may
be past. At Warrior, a specialist provider of
financial services to the Armed Forces which
we purchased last October we are tackling,
as signposted earlier, inherited problems. This
process will continue for the next six months.
The prospects appear distinctly brighter for
the asset finance division next year.

OUTLOOK

Whilst we are proud to celebrate 25 years of
unbroken profit growth at a compound rate of
25 per ¢ent. per annum under the same
leadership, we are not complacent about the
future. Each new ygar presents ifs own
separata challenge. [t is unlikely that the
hectic stock market conditions seen for five
months of our last financial year will recur this
year, but leaving the effect of that on one
side, the new year has started well and we
see continuing organic growth ahead. Close
Brothers has a robust and clear strategy, a
proven and well supported management team
and the motivation to achieve its goals.

RN

Sir David Scholey
Chairman




REVIEW OF ACTIVITIES

FINANCIAL REVIEW

The mix of the group’s operating income has
changed significantly this year compared to the
previous two years. This is as a result of the
sharp increase in the stock market trading
volumes in smaller company and AlM listed
stocks between November and March. As
reflected below, this resulted in net dealing
income growing sharply as a proportion of our
averall net income, masking the excellent growth
in our other income streams:

1998 1998 2000

% % %

Net interest income 34 32 20
Net fee income 31 3 25
Net deaiing income 33 36 53
Qther income 2 1 2

We have continued to keep control of costs, the
largest element of which, for us, is staff costs.
Although administrative expenses increased
slightly as a proportion of operating income, they
still compare favourably with our pesr group. As
the mix of our business changes, with greater
emphasis coming from less capital intensive fee
earning activities, so we would expect the
expense income ratio to rise somewhat. In
addition, this vear’s expense income ratio
reflects the absorption and recrganisation of our
new acquisitions, particularly Rea Brothers and
Warrior.

1998

1998 2000

Administrative expenses
excluding exceptionzl costs  £85.8m £97.7m £209.7m

Administrative expenses
exgluding excentional costs

as % of operating income 51.8% 527% 54.8%
Average number of staff
during the period 792 909 1,365

Pre-tax profit per average
number of staff £88,000 £84,000 £106,000
An important measure of overalt group
performance is the return on capital. This ¢an be
calculated as shown below:

1998 1999 2000
Pre-tax profit/average
sharenolders’ funds 338% 338% 457%
Pre-tax profit/average
shareholders’ funds and
accumulated goodwill 26.0% 251% 36.3%

The group remains well capitalised and soundly
financed. The consolidated Risk Asset Ratio
rermains comfortably high at 23.1 per cent.
{1998 — 27.3 per cent.).

Qur customer deposits almost doubled during
the pericd. This increase was caused partly by
the acquisition of Rea Brothers, but also by the
continuing organic growth of our existing deposit
base and the maintenance of our good credit
rating. As in pravious years our customer loans
and advances remain able to be financed by the
bank’s capital and reserves and term banking
facilities. Terrn facilities amourted to some

£851 million of which only £537 miliion were
drawn at the year end. We continued our long
established policy of broadly matching interest
rate liabilities, whereby we swap variabie rate
financing into fixed rate, particularly in regard to
our asset finance book.

We have minimal currency exposure, since the
vast majority of our activities is transacted in
sterling. Any non-sterling financing is funded by
liabilities in the relevant currency or swapped
into sterliing to hedge currency exposure. Most
of the group’s activities are located in the UK.
Since any currency exposurs resulting from our
investment in overseas subsidiaries is currently
relatively small, the extent to which the group's
consolidated balance sheet is affected by

movements in exchange rates is consequently
srmall.

Cur loan book remains well spread, both by
type of asset over which we take security and
by number of lpans.

Aralysis of Group Loen Portiolic

Ingurance 15%

Debt Factoring 7%
Prirting 23%
Cars 17%

Machine Tools 3%
) Aircraft 3%
Armed Senvices T% e ria) Plant 2%

Vericles 8%

The loan book represents over 131,000
separate advances, only seven of which exceed
£2 million, the largest being £6.5 million.

Each of our operations, most of which are
separate corporate entities, is responsible for its
own liquidity within specified guidelines. Each is
properly capitalised for its own business
{normally comfortably above the regulatory
minimum) and, where necessary, has formal
facilities from the group, the ank or external
lenders. The liquidity of each operation is
reviewed at its monthly local board meeting and
the overall position is reviewed by the group,
assisted by treasury.
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REVIEW OF ACTIVITIES

Risk Management

Credit, market and reputational risks are also
inherent in many of our businesses. Since each
of our main operations is financed and managed
separately and there is fittle or no integration of
systems, management or customers, risk
management is carried out by each local
management, overseen on a regular basis by
senior group management.

Credit risk is controlled by a number of local
credit committees within centrally set limits of
authority. For transactions above such fimits,
there is a group credit committee, In general
terms, the group avoids the risk of multiple
exposure to one counterparty — for example, we
do not normally lend to a corporate finance
advisory client, nor does one lending subsidiary
seek to lend to clients of another lending
subsidiary.

Market risk mainly relates to Winterflood
Securities, our market-making subsidiary. We
maintain real-time controls on the size and risk
profile of the overalt equity book and of individual
books within this, There are also controls
supplemented by cash limits on individual large
and slow moving equities and gilts positicns.
The senior management of WINS is closely
invalved in this risk management pracess, which
is also regularly monitored at group level. The
group’s exposures 1o market price risk resulting
from trading activities of WINS are shown in
note 28 on page 40.

Qur carporate finance activity involves
reputational risk. This is controlled and
monitored by either a new business committee
or a risk committee, in which senior
management of hoth corporate finance and
group participate. Underwriting risk is decided
upon and monitored by a specific committee of
the bank, which includes group directors who
are not directly involved in corporate finance.

Our treasury operations do not actively trade in
money market instruments, since these are
normally bought and held to maturity. Nor do we
trade speculatively in derivatives as a principal.
Counterparties with whom we place deposits
are monitored by the treasury committes, which
establishes specific limits.

As a financial institution, every transaction we
undertake, either on behalf of our customers or
for ourselves, involves financial instruments. \We
have described above our long standing policies
to manage the risks inherent in these
instruments. The group's capital and reserves are
necessarily subject to interast rate fluctuations
and as a matter of policy these are not hedged
as reflected in the interest rate repricing table
shown in note 24 on page 36. We have an
established internal audit and compiiance unit.

QOPERATIONAL REVIEW

Overview

The year ended 31st July, 2000 represented the
25th consecutive year of upward profit
progression for the group. This has been & year
of considerable expansion for the group. For
example, capital emploved, balance sheet
footings, customer deposits, loans to
customers and number of employees, all of
which are key indicators, have grown
substantially. Nevertheless we remain
congervatively financed and we retain a firm
control on costs, a high proportion of which
remain variable.

Average Number of
Employees

The past year has been an outstandingly
successful one for our market-making division,
As a result, its proportion of our group operating
profit before central costs increased from 44 per
cent. to 65 per cent. A substantial contributor to
this division's success was the short term stock
market boom either side of the new year, which
we estimate gave rise to nearly 50 per cent. of
this division’s profits.

With the exception of some parts of our asset
finance business, where market conditions were
difficult, the rest of our business aiso had &
highly successful year. The city merchant
banking division showed profits growth of some
84 per cent. although with the surge in market-
making its overalt proporiion of total operating
profit before central costs fell from 28 per cent.
to 25 per cent. Each part of this division
continued to develop strategically and

bedded down the development initiatives of the
previous year.

Qur asset management activity has come of age
and is now making a significant ¢ontribution,
and corporate finance has increased its
international reach.




REVIEW OF ACTIVITIES

City Merchant Banking

Corporate Finance

Corporate Finance had an excellent yaar with a
particularly strong first half. In the UK we have
consclidated our position as the market leader
to mid-market growth companies. During the
year we acted on over 80 transactions with a
value in excass of £4.4 bilion and in calendar
year 1989 we were involved in a greatér number

of UK public takeovers than any other merchant
bank.

In Continental Europe our development has
increased momenturn and this year over 15 per
cent. of our income came from cur French and
German businesses, a substantial increase over
last vear. Of particular note was our 50 per cent.
investment in DAme Close Brothers, which had
an exceptional year ang which is rapidly
establishing a strong market position in advice
to growth companies in France.

Our Debt Advisory Group had a sparkling year
and has now advised on the raising of over

£2 bilion of debt finance. We have now
established a restructuring team o complement
this group.

More widely in Europe, our Close Associates
network has performed strongly and has been
expanded to include Scandinavia and the Czech
Repubtic. Together with our own businesses in
France and Germany we are now able to offer
clients a unique blend of local expertise and
pan-Eurcpean reach.

The year also saw a major development in the
US with our announcement in February of an
exclusive relationship with Houlinan Lokey
Howard & Zukin (“HLHZ", who have offices
across Narth America and in the Far East. We
now have people seconded full-time to HLHZ in
New York and a reciprocal HLHZ team based in
London, Significant incremental business is
already being developed.

Corporate Finance ~— Office locations

We have also strengthened our emphasis on
companies in the technology/media/
telecommunications, leisure and entertainment,
business services and manufacturing sectors, A
large proportion of our client base is
experiencing significant growth and we are now
able to offer them a full *lifecycle™ service
ranging from early stage capital to mergers and
acquisitions advice.

Since the year end we have taken on a team
specialising in the Middle East region.
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REVIEW OF ACTIVITIES

Asset Management

Our asset management activity, now trading as
Close Investments, had a busy and successful
year. This activity experienced good organic
growth in alf its investment management
businesses, launched several innovative and
specialist investment products and made a
significant contribution to group profits. The
acquisition and integration of Rea Brothers has
been a great success.

Funds under management grew substantially
and, boosted by the Rea Brothers acquisition,

ended the year at £2.6 billion (1999-£0.8 billion).

Funds Under Management

Private Equity

Protected Unit Trusts and
racker Funds 18%

Private
Clignts 28%

Speciatist
Tax Sheltered nvestrhent and
Products 11% Unit Trusts 37%

Close Investrnents now focuses on six main
areas:

» gpecialist investment and unit trusts

+ gpecialist index tracker funds and protected
unit trusts

¢ private equity funds

* specialist tax and property based investment
managerment

* private client portfolio management

+ offshore activities, including assst
management and trust and company
administration.

Qur range of specialist investment trusts
managed by Close Finsbury had an excellent
year with particutarly strong performances from
the Finsbury Technology, Finsbury Worldwide
Pharmaceutical and Finsbury Life Sciences
Investment Trusts, which were the top three
trusts in the one year Micropal performance
ratings for international capital growth. We also
successiully launched the Close Finsbury
EuroTech Trust.

The Close Beacon Investment Fund, which
specialises in AlM investments, continued its
excellent performance and ended the year as
the top performing fund in the smaller company
sector over one, three and five vears.

The highlight for our specialist investment fund
business, Close Fund Management, was the
launch of the Close FTSE techMARK Fund. This
fund was launched in Novernber 1999 fo track
the new FTSE techMARK 100 Index and raised
qver £150 million in the vear. The two new
innovative FTSE Index tracking split funds, the
Close FTSE 100 Trust and the Close FTSE 100
Income and Growth Trust, performed as
expected and our Escalator range of protected
unit trusts had a solid year.

Cur private equity business had a record year
with a number of key realisations (including
Oxford Aviation for £55 million) and some
exciting new investments (incfuding Aurigny, the
Channet islands airiine, and the bulk chemicais
business, United Transport international). We
also raised a new £50 million fund for our
Growth Capital business and we have recently
launched our Millennium Private Equity Fund
which is being well received.

Qur specialist fax and property based
investment management businesses have
performed well. We are the UK’s leading EIS
manager with over £50 million under
management in the specialist areas of pubs, TV
production and, most recently, our technalogy
feeder fund, The First Close Technology Fund.

Following the acquisition of Rea Brothers, our

private client activity now encompasses onshore
and offshore services.

Close Wealth Management, which we launched
last year, continued to progress well through its
start-up phase and had a pleasing inflow of new
funds. We also saw good growth from our more
bespoke sarvice 1o the higher end of the market.

Qur offshore operations based in Guernsey and
the lsle of Man have both continued to flourish.
Cash deposits and equity funds under
management both increased, as did the trust
management and fund administration operations.
Our new Geneva based trust management
company has got off to a fiying start.

Since the year end we have acquired a
controliing sharehotding in Reabourne Limited,
the highly successful specialist technology fund
manager and investrnent adviser.

Qur asset management activity is now emerging
as an important part of our group. We believe
that we can create further significant gowth by
concentrating on specialist areas of fund
management, rather than building a wide range
of generalist products.




REVIEW OF ACTIVITIES

Banking

QOur banking activity comprises treasury,
property lending, insurance premium finance,
debt factoring, credit management and
residential mortgage aranging. Each of these

businesses generated increased profits during
the year.

The highlight of the year for cur property lending
business was the acquisition of Granville Bank
Lirited. This has peen fully integrated with our
City-based businesses and its niche in smaller
property loans complements our existing activity.
The experienced Granville team, who share our
conservative but flexible approach to this
specialist operation, quickly settled in and have
seen a significant increase in business enquiries
since thair move. The combined operation was
lending in excess of £115 million at the year end
secured across a wide range of projects
throughout the UK.

Cur treasury operation had another record year
and our customer deposits aimost doubled over
the year, to over £1 billiors. This includes some
£387 million of deposits frorm our new offshore
private banking subsidiaries in Guernsey and the
Isle of Man, both of which have seen significant
growth since their acquisition.

Growth of Deposits
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During the year we put in piace a number of
new committed facilities, both far the bank and
the group, including a further tranche of
subordinated debt within the bank which
gualifies as regulatory capital and has a
rrinirmurn term of 15 years. Our conservative
approach to both gearing and liquidity has been
maintained.

Our insurance premium financing tusiness,
PROMPT, had an extremely busy year with total
premiums financed increasing by 33 per cent.

This growth arose both from new business won,
which included a number of significant
contracts, and from the increase in the average
commercial premium financed, as insurance
rates started to harden. in addition, we moved
the operation from the City to new offices in
Tolworth; we steadily grew our new personal
lines product; we acquired the business of a
small competitor; and we launched i-PROMPT,
an Internet based service for insurance brokers.
This investrnent in people, premises and
technology should enable PROMPT to grow
strongly and profitably over the next few years.

PROMPT
Year End Loan Book
£m

150

Close invoice Finance, our debt factoring
business, had another year of growth with the
total number of clients increasing by 13 per
cent. to over 550. The business continued to
focus on a well spread portiolio of clients and
receivables, avoiding large singie exposures or
concentrations of rigk, We also improved our
service to clients through the use of technology,
particularly Internet based, and through an
emphagis on customer-focussed operating
procedures.

Close Credit Management, our debt collection
operation, had its best year since our acquisition
of the business in 1982, and entered the new
year with a growing pipeline. A highlight of the
vear was the launch of Close Assistance, which
is a specialist credit management service for the
motor industry.

Mortgage Intelligence had its first full year of
profitable trading. its mortgage broking network
significantly expanded, and the volume of
mortgages arranged grew 10 nearly £500 million
per annum, This makes us one of the largest
mortgage brokers in the UK.
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REVIEW OF ACTIVITIES

Market-Making

Winterflood Securities (“WINS") has had an
outstanding year. Dealing income improved from
£67 million to £204 million and profits from

£36 million to £109 mitlion. Four grincipal factors
caused this growth:

+ the continued broadening of our business

* a step-change in the general activity of retail
irvestors

s the increase in bargains executed
electronically

e the Stock Market boom from November 1999
to March 2000

The broadening of WINS® business continued
apace during the year. Stocks and instruments
traded increased from about 1,6C0 to some
1,800. A key development was the
commencement of trading of European smaller
company and technology stocks in October
1899. This activity quickly expanded to
encompass retail parcels of popuiar major
stocks in France, Germany, Spain and ltaly,
where trades can be executed in a hard
currency of the clients’ choice.

Towards the end of the financial period we
expanded our retall fixed interest dealing to
cover major international gitts, corporate bonds,
preference shares and PIBs, This activily is
building upon our now firmly established retail
trading of UK gits, where we are now the
market leader.

1999 saw a marked, and we believe
sustainable, increase in general aciivity in the
LSE, particularly in smaller companies. Bargain
valume in the LSE market (excluding the FTSE
100 stocks) in the past year has increased by
broadly 45 per cent., ather than the five boom
months referred to below. This step-change
appears 1o have arisen as a result of the eage
for private clients of access 1o both information
and to dealing, the latter springing from the rise
of the execution-only brokers and capabilities of
the Internet.

As a consequence the proportion of bargains
that we booked through automatic execution, as
compared to those booked by telephone,
continued to increase markedly.

The fourth elernent of growth last year resuited
from & particular boom in the Stock Market from
Novermber 1999 to March 2000 inclusive. During
this five month pericd, bargain activity was
running some three times above the otherwise
average level for the remainder of the year. This
resulted from growing retail investor interest in
smaller companies and was fuelied by
spectacuiar activity in technology and internet
stocks. We estimate that this exceptional boom
contributed some £50 million of additional profits
over and above those of cur underlying trading.

Leondon Stock Exchange bargain totals
o excluding FTSE 100 companiss
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Whatever combination of national markets
emearges from the current debate, the alignment
of dealing technology, liquidity, clearance and
settlement will be key to London’s continued
success - in which WINS will assuredly play a
leading role for small and medium sized
companies.

Looking to the current period, our service to
clients will be further expanded when we
commence retail dealing in selected US stocks,
on both the NYSE and NASDAQ exchanges,
before the end of the year,

Asset Finance

Our asset finance division consists of three
operations — commercial asset finance,
consumer finance, and Warricr, our specialist
finance company providing services to the
Armed Forces.
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Our commercial assat finance business had a
year of consolidation. Receivables grew
somewhat although the contribution to profits
declined marginally as investment was made in
new stari-ups, which will enable the business to
grow further in the next few years. The core
activity remnains the finance of Heidelberg printing
machines. In this sector, the first half of the vear
was unexciting, but the second half showed a
progressive improvement in sentiment and
trading. The percentage of non-printing business
continued to grow and now reprasents 64 per
cent. of this business (1999 — 61 per cent)).

We took two important new initiatives during the
year. We established a new team in Ellesmere
Port concentrating on the firance of maching
tools, and by the year end they were generating a
significant arnount of new business. Maore recently
we have also set up a new healthcare division
which wilt be providing fnance 1o dentists,
opticians and veterinary praciices, as well as
looking at the NHS trust market.

Asset Finance
em Recelvables

86 a7 98 99 00

Close Consumer Finance, which concentrates
on the finance of used cars, had a dfficult year
and its pre-tax profits reduced from £4.2 million
to £0.8 million. The uncertainty caused by the
fall in new car prices led to both a decrease of
new business in used cars and a sharp
reduction in the value of used cars. This, in turn,
gave rise to higher bad debts. To counteract this
difficult market we streamlined our branch
network and strengthened our management
team. The worst conditions in the used car
market have passed and we remain confident
that this business will return to a satisfactory
growth pattern, once the structural changes in
the UK market have worked through.

During the year we acquired a majority stake in
Warrior which provides finance to the Armed
Forces. Our 20 per cent. partner in this
company is the NAAFI. We have used the past
year, as plarmed, 1o reorganise the business.
Funding and loan administration, both of which
were outsourced, have been progressively
brought in-hcuse and this will give us the ability
o control and manage the business properly.
We anticipate that the reorganisation will
continue for the remainder of the present
calendar year. Thereafter we will be able to
implement our plans to expand the range of our
services to our customer base and the business
will make a proper contribution to the group.

QUTLOOK

The past twelve months have been challenging
in some parts of our business and outstandingly
successful in others, notably market-making. We
believe we have in ptace the essential building
blocks and management for the continuing
organic growth in the shape and profitability of
our deliberately diverse businesses. We remain
confident for the future.

/

R. D. Kent
Managing Director
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Close Brothers

REPORT OF THE DIRECTORS

The directors present their report and the audited
financial statements for the year ended 31st July,
2000.

Principal Activities

Close Brothers Group plc is the parent company
of a group of companies engaged in merchant
banking operations. The principal subsidiary
companies as at 31st July, 2000 and thair
principal activities are listed in note 29 to these
financial statements. A detaited review of current
and future developments is presented in the
Review of Activities.

Resuits and Dividends

The consolidated results for the year are shown
on page 21. The directors recommend a final
dividend for 2000 of 17.0p (1999 — 10.7p) on
each ordinary share which, together with the
interim dividend of 8.0p {1999 - 5.8p), makes a
total distribution for the year of 25.0p {1999 —
16.0p) per share.

Statement of Responsibilities

Company law requires the directors to prepare

financial statemenits for each financial year which

give a true and fair view of the state of affairs of

the company and of the group as at the end of

the financial year and of the profit or loss of the

group for that period. In preparing those financial

staterments, the directors are required to:

* select suitable accounting policies and then
apply them consistently;

* make judgements and estimates that are
reasonabie and prudent; and

* state whether all applicable accournting
standards have been followed.

The directors are responsible for keeping propar
accounting records which disclose with reasonable
accuracy at any tirne the financial position of the
company and of the group and which enable thern
1o ensure that the financial statements comply with
the Companies Act 1885. They are also
responsible for safeguarding the assets of the
company and of the group and hence for taking
reasonable steps for the prevention and detection
of fraud and other irregularities.

Share Capital
Cetalls of changes in the company's ordinary

share capital during the year are given in note 20
1o these financial statements.

Substantial interests

At 8th September, 2000 the following had notified
the company that they were interested in 3% or
more of the issued share capital of the company:

QOrdinary shares %

25,450,000 18.84
11,568,021 8.59

Caledonia Investments plc
Prudential Corporation ple
Royal & SunAlliance Insurance

Group ple - 5,601,710 415
The Standard Life Assurance
Company 4,922,322 364

Directors and Interests

{a) The present members of the board are set out
on page 2, all of whom served throughout the
year. The late Mr. M.H.F. Morley was a direcior
until 20th October, 1999.

{b} The directors’ interests in the share capital of
The company are shown below:

Ordinary shares

31st July, st August,

2000 1099

PN. Buckley™ — -
Lord Cobbold 4,800 4,800
AH. Farley 9,800 4,800
D.G. Hardisty 9,846 8772
S.R. Hodges 331,479 245,041
R.D.Kent 497,422 571,348
C.D. Keogh 303,274 259,230
E.J. Llewellyn-Lloyd 10,004 4,383
Sir David Scholey 10,000 5,000
P.S. Wilmot-Sitwell 10,000 10,000
P.L. Winkworth 512,061 531,100
B.M. Winterflood 4,772 18,380

*Mr. PN. Buckley is chairman and chief executive of
Caledenia investments ple which has an interest in
25,450,000 ordinary shares of the company at
31st July, 2000 (1st August, 1998 — 25,45C,000).

Mr. B.M. Winterflood is a director and minority
shareholder in Winterflood Securities Limited, At
31st July, 2000 he and his family were beneficially
interested in 28,333 10p ordinary shares of that
cornpany (1st August, 1998 — 25,000). In
addition he holds options over 3,333 10p ordinary
shares in that company at an exercise price of
£51.00 per share (1st August, 1999 — 6,666 at
£51.00 per share).

Detalls of the options to subscribe for shares held
by the directors under the company’s sharesave
and executive share option schemes are given in
note 3 1o these financial statements. The interests
of the directors have remained unchanged since
31st July, 2000.

{¢) In accordance with the provisions of the
Articles of Association, Mr. P.N. Buckley, Mr. D.G.
Hardisty, Mr. C.D. Keogh and Mr, B.M.
Winterflood retire by rotation and, being eligible,
offer themselves for re-election. Mr. D.G. Hardisty,
Mr. C.D. Keogh and Mr. B.M. Winterfiood have
service contracts which can be terminated on not
more than twelve months’ notice. Mr. PN,
Buckley is a non-executive director who does not
have a service contract.

(d) The company has established an employee
benefit trust in which all employees of the group,
including executive directors, are potential
beneficiaries. The trust currently owns 1,530,233
shares in the company, 422,257 of which are
conditionally earmarked for deferred bonuses.
This trust acquired these shares at an average
cost of 384p per share compared 1o a market
value of 1045p per share at 31st July, 2000.
Uividends have been waived on these shares.
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Staff

It is the group's policy to give appropriate
consideration 1o applications for employrment from
disabled persons, having regard to their particular
aptitudes. For the purposes of training, career
developrment and promotion, disabled staff,
including any who become disabled in the course
of their employment, are treated on equal terms
with other employees.

Charitable Gontributions

Contributions made during the year for charitable
purposes amounted to £171,000 (1989 — £30,C00).

Suppliers’ Payments Policy

All banking, market-making and investment
transactions are settled in accordance with
relevant terms and conditions of business. All
other approved expenses are generally paid within
45 days of the invoice date. Average creditor
days are 26 (1999 — 28).

The Environment

Group companies whose operations have the
potential for environmental impact regularly
monitor, mairitain and improve their environmental
performance. These companies seek to ensure
compliance with applicable legislation, optimise
use of energy and raw materials, reduce emissions
or pollutants which could be detrimental 1o the
environment and reduce waste through process
improvemant, reuse and recycling.

Special Business at the Annuat General
Meeting

(a) Authority to Purchase Own Shares

At the last Annual General Meeting the company
was given authority 1o make market purchases of
up to approximately 15% of its issued share
capital. This authority, which will expire at the
congclusion of the Annual General Meeting, has
not been used by the directors.

Nevertheless your board considers it would be
appropriate to renew the authority. Share
purchases would only be made where the
diirectors believed that they were in the best
interests of the company and they would enhance
garnings per share, taking into account other
available investment opportunifies and the overall
financial posttion of the group. Accordingly, a
special resolution will be proposed at the Annual
General Meeting to authorise the company to
purchase not more than 20,255,000 of its 25p
ordinary shares, being approxirnately 15% of the
issued share capital of the company.

The maximum price which may be paid will not
be more than 5% above the average of the
middle market quotations for the crdinary shares
as derived from the London Stock Exchange Daily
Official List for the five business days before the
purchase is made. The minimurm price will be the
par value, The directors would anly begin 1o
purchase shares after considering the criteria
referred to above.

The authority wil expire on whichever date

is the earlier of the date eighteen months from the
date the special resolution is passed and the date
of the 2001 Annual General Meeting. Details of
shares purchased pursuant to the authority will be
netified to the London Stock Exchange and to the
Registrar of Companies and will be disclosed in
the 2001 Annual Report.

{b) Directors’ Authority to Allot Shares

A resolution will be proposed at the Annual
General Meeting to grant the directors autharity to
allot unissued shares of the company up 10 a
nominal amount of £11,253,000. The authority, if
granted, will last for a period of five years from the
date of passing of the resolution.

{c) Waiver of Pre-Emption Rights

It is proposed to renew, until the next Annual
General Meeting, the directors’ flexibility to issue
shares for cash other than strictly pro rata to
existing sharehotders. This authority wili be limited
to a nominal amount of £1,687,000 which
represents approximately 5% of the issued share
capital. The diractors will comply with the
guidelines of the investment committees of the
Association of British Insurers and the Nationai
Association of Pension Funds to the effect that no
more than 7.5% of the issued share capitat
should be allotted for cash on a non pre-emptive
basis in any rolling three year period.

{d) Articles of Agsaciation

It is proposed to adopt new Articles of
Association at the Annual General Meeting. Since
the directors are proposing a large number of
changes 1o the existing Articles, to take account
of a number of developments in law and practice
applicable to companies since the current Articles
were adopted in 1985, it is more appropriate to
adopt new Articles, rather than amend the
existing ones.

A circular to shareholders will be sent with the
Notice of Annual General Meeting containing a
summary of principal changes proposed and the
reasons for these changes.

Auditors

Deloitte & Touche have expressed their
wifingness to continue in office as auditors and a
resolution to re-appoint them will be proposed at
the Annual General Meeting.

AAING

By order of the board
R.D. SELLERS Secretary
28th September, 2000

—a
3]




Close Brothers

CORPORATE GOVERNANCE

The Combined Code was issued by the Committee on Corporate Governance in June, 1998 following which The
Listing Rutes of the Financial Services Authority were revised 1o require fisted companies 1o disciose how they
comply with the Combined Code. Togather with relevant information contained in the Report of the Board on
Directors’ Remuneration on pages 17 to 19 and the Report of the Directors on pages 14 and 15, this statement

explains how Close Brothers Group plc has applied the principles of good governance contained in Section 1 of
the Combined Code for the year ended 31st July, 2000.

Board responsibilities

The board currently comprises seven executive directors and five non-executive directors, four of whom are
considered 1o be independent. The senicr independent directar is Mr, £.S. Wilmot-Sitwell. Mr. PN. Buckley is
consicered by the Combined Code not to be independent in that he represents the interests of Caledania
Investments plc, which has the largest shareholding in the company. The board is supplied in a timely manner with
information in & form and of a quality appropriate to enabie it to discharge its duties and mests regularly throughcout
the year (normally menthly) to deal with important aspects of the group’s affairs, including setting ang monitoring
strategy, reviewing performance, ensuring adequate financial resources and reperting to shareholders, The chairman
13 responsible for the running of the board and the managing director is responsible for the running of the
company’s business which ensures a ¢lear division cof responsibility at the head of the company. All directors have
direct access to the advice and services of the company secretary and cutside professional advisers as necessary.

The board has appointed the following committees with the foliowing memiberships and terms of reference:
Audit Committee (Lord Cobbold (chairman), Mr. PN. Bucklay and Mr. A H. Farley (non-executive directors)).

To review the scope and findings of the company’s internal and external auditors, 1o commissicn any additional
investigation worl, to review the adequacy of controls and procedures throughout the group including reputational,
financial, operational and compliance controls and risk management and to consider the form and content of
published announcernents and statutory accounts.

Remuneration Committee (Sir David Scholey {chairman), Mr. BN. Buckley and Mr. P.S. Wikmot-Sitwell (non-executive
directors)).

Te recommend for determination by the non-executive directors, the remunération of the executive directors and the
senior executives ¢f the group.

Nomination Committee (Sir David Scholey (chairman), Mr. PN. Buckisy and Mr. B8, Wilmot-Sitwell (non- executive
directors) and Mr. R.D. Kent (an executive director)).

To cansider the appaintment or retirernent of directors, to review proposed nominations and make recommendations
thereon 1o the board.

internal Control

The company has complied with provision D.2,1 of the Combined Code and adopted the transitional approach
permitted by The Listing Rules of the Financial Services Authority on internal control by conducting a review of and
reporting on internal financial control up to the date of the approval of these financial staternents. In addition the
group already has in place well established and regularly monitored procedures which will enable the board to

implement, and confirm compliance with, the Turnbull Committee quidance for directors for the year ending
31st July, 2001.

internal Financial Control

The beard has overall responsibifity for the group's system of internal financial cantrol. Such systems provide
reasonable, but not absolute, assurance agalnst material misstatement or loss. The board has reviewed the
effectiveness of the group's system of internal financial control.

Financial reports are presentad to the board monthly, detailing results, variances and trends compared to budiget
and to prior years, Each operating company in the group maintains financial controls and procedures appropriate
to its own business environment. Annually, each company undertakes a review of, and reports to its board on,
these controls and procedures, having due regard 1o its key business and financial risks.

Group control periodically reviews controls and procedures established in each company te manage operaticnal,

financial and compliance risks. The head of group control reports through the audit committee to the board, to
which he has unrestricted access through the chairman.

A well established crganisational structure exists with clearly defined levels of responsibility and delegation of authority
which suppaorts a strong control culture embedded in the day to day managerment of sach operating company.

Going concern basis

The financial statements are prepared on a going concern basis as the directors are satisfied after making

enquiries that, at the time of approving the financial statements, the group has the rescurces to continug in
business for the foresesable future,

Compliance with the Combined Code

Except as detailed below, the company has complied with Section 1 of the Combined Code throughout the
accounting period.

The Rermuneration Committee consists exclusively of non-executive directors. One member, My P.N. Buckley, is

held under the Combined Code not to be independent for the reasons stated above, but the board considers his
memkbership appropriate.
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Constitution of the Remuneration Committee

The Remuneration Committee, which was established by the board in 1993, recommends for
determination by the non-executive directors, the remuneration and other terms and conditions
of employment of the executive directors and the senior executives of the group.

The chairman of the Committee is Sir David Scholey. Other mermbers are Mr. PN, Buckley and

Mr. P.8. Wilmot-Sitwell, both non-executive directors. The group managing director, Mr. R.D.
Kent, attends mestings on invitation.

Policy on senior executive remuneration
General principles

The Committee aims to ensure that the senior executive remuneration arrangerments are fair and

competitive within the financial sector and that they will enable the group 1o retain, motivate and
atiract key personnet.

Advice is taken from external consultants on comparative data and other relevant aspects of
compensation of senior group executives.

Main components
Basic salary

Basic salaries are reviewed annually, having regard to individual responsibilities and performance
and also 1o comparative information.

Annual discretionary bonus

Anrnug bonuses are at the discretion of the Committee. In some instances they are based upon
a bonus pool in an individual operating company but for most executive directors they are
determined in the light of the individual's performance, his contribution to the profitability of the

operating company or function, as appropriate, and of the profitability of the group, both overal
and in relation to its competitors.

Benefits

The group provides senior management with healthcare, prolonged disability and life assurance
cover, It alse provides a company car of payment in lieu.

Long-term incentives

The group has for a number of years operated a number of long-term incentive arrangements.
These include the 1995 Executive Share Option Scheme, which replaced the 1985 Executive
Share Option Scheme, under which grants of performance-related options are made over a

number of years; Inland Revenue approved Savings Related Share Option and Profit Sharing
Schemes; and local minority interests in operating subsidiaries.

Details of directors’ share options are shown in note 3 on page 26.
Pensions

Massrs, R.D. Kert and P.L. Winkworth participaie in a defined contribution scheme, Messrs.
D.G. Hardisty, 8.R. Hodges and C.D. Keogh participate in a defined benefits scheme, under
which the normal pensionable age is 65, the pension at normal pensionabie age is two-thirds of
final pensionable salary subject to completion of 30 years’ service and there is a widow’s pension
on death. The table on page 19 summarises accrued benefits for directors who participated in
the defined benefits scheme. Mr. E£.J. Llewellyn-Lloyd participates in a defined contribution
scheme. Mr. B.M. Winterflood participated in a defined benefits scheme but is no longer a
participant having reached the scheme’s pensionable age; he now participates in a defined

contribution schems.
Directors’ service contracts

Directors’ service contracts are terminable on no more than twelve months’ notice. Non-

executive directors do not have service contracts but are engaged under a letter of appointment
for terms not exceeding three years.

Non-executive directors

Fees of all non-executive directors are set by the board in accordance with the Articles of
Association (without the participation of the non-executive directors themseives).

—
-..,J
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REFORT OF THE BOARD ON DIRECTORS' REMUNERATION

External appointments

All fees earned by executive directors in respect of non-executive directorships are taken into
account in determining thelr remuneration.

Directors’ remuneration

The following table shows a breakdown of the remuneration of individual directors for the year
ended 31st July, 2000:

Performance Performance

related related
Salaries paymants payments Company
and in respect of in respect of pansion
fees  Benefits current year earlier years Total  contriputions
£:000 £'000 £'000 £'000 £'000 £'000
Executive;

D.G. Hardisty 2560 14 250 — 514 36
S.R. Hodges 260 12 375 — 637 36
R.D. Kent 350 9 525 —_ 884 82
C.D. Keogh 250 11 375 - 636 36
E.J. Lieweliyn-Lioyd 210 9 315 — 534 21
P.L. Winkworth 315 14 472 157 958 74
B.M. Winterflood 265 20 3,185 — 3,450 72

Non-executive;
P.N. Buckley 27 — — — 27 —
Lord Cobbold 27 - —_— — 27 —
AH, Farley 27 — — — 27 —_
M.H.F. Morley 19 —_ — — 19 —_
Sir David Schioley 102 — — — 102 —
P.S. Wiimot-Sitwell 27 —_ —_ —_ 27 —
2,119 89 5477 157 7.842 357

The following table shows a breakdown of the remuneration of individual directors for the vear
ended 31st July, 1989:

Performance Performance

refated related
Salaries payments payments Company
and in respect of in respect of pension
fees  Benefits current year earlier years Total contributions
£'000 £'000 £:000 £'000 £'000 £'000
Executive:

D.G. Hardisty 235 23 200 —_ 458 34
S.R. Hodges 235 8 235 — 478 34
R.D. Kert 330 8 330 — 668 77
C.D. Keogh 235 9 235 - 479 34
E.J. Llewelyn-Lloyd 185 20 185 — 390 18
J.G.T, Thomton 8 - — — 8 2
BL. Winkworth 300 13 300 — 613 70
8.M. Winterflood 250 20 986 — 1,266 61

Naon-executive:
PN. Buckley 27 —_— —_ —_ 27 —
Lord Cobbold 27 — — —_ 27 —
AH. Farley 27 — — — 27 —
M.H.F. Morley 75 — — — 75 —
Sir Bavid Scholay 11 — — — 11 —
P.3. Witmot-Sitwel 27 — — — 27 —
1,972 101 2,481 —_ 4,554 331
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in respect of the year ended 31st July, 2000:

Performance related payments in respect of the current year include allocations under Inland
Revenue approved profit rejated pay and profit sharing schemes and also include amounts
awarded by the Remuneration Committee on a discretionary basis.

Petformance related payments in respect of earlier years relate to deferred bonuses which have
previously been disclosed and for which provisions have been made.

Messrs. R.D. Kent, and P.L. Winkworth were awarded a deferred bonus of respectively
£800,000 and £238,800 in cash due in September, 2002. In addition Messrs. 8.R. Hodges,
C.D. Keogh, E.J. Leweliyn-Lloyd and P.L. Winkworth were awarded a deferred bonus of the
right 1o call for respectively 21,887, 21,887, 27,724, and 40,000 shares in the company from
the employee benefit trust, at nil cost, at any time, at their option, between 1st August, 2002
and 1st August, 2007. These entitlerments will lapse if they leave employment in certain
circumstances prior 1o 31st July, 2002,

A provision of £2,472,000 (1992 — £1,165,000) has been magde for these deferred bonus
entitlements. All deferred bonuses will be included in the directers’ disclosed remuneration when
paid and will not then resull In & material charge 1o the profit and loss account,

Deferred bonuses awarded in respect of prior years were disclosed in the accounts of those
years, in respect of which, Messrs. D.G. Hardisty, 3.R. Modges, R.D. Kent, C.D. Keogh, E.J.
Llewellyn-Lloyd and P.L. Winkwaorth have the right to call for respectively 21,459, 32,188, 21,499,
21,459, 41,962 and 64,377 shares in the company from the employee benefit trust, at nil cost, at
any time, at their option, between varying dates from 1st August, 2000 to 1st August, 2005.

Directors’ pension entitlements

The foliowing table summarises pension benefits for all directors wha participate in a defined
benefit scheme. The accrued pension is that which would be paid annually on retirement based
on service 1o the end of the year. The increase in accrued pension during the year excludes any
increase for inflation. The transfer value has bheen calculated on the basis of actuarial advice in
accordance with Actuarial Guidance Note GNIl less directors’ contributions. Participants of the
defined benefit scheme have the option of paying Additional Voluntary Contributions; neither the
contributions ner the resulting benefits are included in the table below:

Transfer

Increase in value of

Accrued accrued increase

annual annual  in accrued

pengion at  pension in annual

Iist July, 2000 the year pension

£°000 £°000 £'000

D.G. Hardisty 62 8 80
8.R. Hodges 68 11 a3
C.D. Keogh 65 13 82
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REPORT OF THE AUDITQRS

Auditors’ Report to the Members of Close Brothers Group plc

We have audited the financial statements on pages 21 10 45, which have been prepared under
the accounting policies set out on page 25.

Respective responsibilities of directors and auditors

The directors are responsible for preparing the Annual Report, including as described on page 14,
preparation of the financial staterments which are required to be prepared in accordance with
applicable United Kingdom law and accounting standards. Our responsibilities, as independent

auditors, are established by statute, the Auditing Practices Board, the UK Listing Authority and
our profession’s ethical guidance.

We report 10 you our opinion as 1o whether the financial statements give a true and fair view and
are properly prepared in accordance with the Companies Act 1985. We algo report to you if, in
our opinion, the directors’ report is not consistent with the financial statements, if the company
has not kept proper accounting records, if we have not received all the information and
explanations we require for our audit, or if information specified by law or the Listing Rules

regarding directors’ remuneration and transactions with the company and other members of the
group is not disclosed.

We review whether the corporate governance statement on page 16 reflects the company’s
compliance with the seven provisions of the Combined Code specified for our review by the UK
Listing Authority, and we report if it does not. We are not required to consider whether the
board’s statements on internal control cover all risks and ¢controls, or form an opinion on the
effectiveness of the group’s corporate governance procedures Or its risk and control procedures.
We read the cther information contained in the Annual Report, including the corporate
governance statement, and consider whether it is consistent with the audited financial
staterments. We consider the impiications for our report if we become aware of any apparent
misstatements or material inconsistencies with the financiat statements.

Basis of audit opinion

We conducted our audit in accordance with United Kingdom auditing standards issued by the
Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to
the amounts and disclosures in the financiali statements. It also includes an assessment of the
significant estimates and judgements made by the directors in the preparation of the financial
statements, and of whether the accounting policies are appropriate to the circumstances of the
company and the group, consistently applied and adequately disclosed.

We planned and performed our audit s¢ as to obtain all the information and explanations which
we considered necessary in order 1o provide us with sufficient evidence to give reasonable
assurance that the financial statements are free from material misstatement, whether caused by
fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy
of the presentation of information in the financial statements.

Opinion

In our opinion the financial statements give a true and fair view of the state of affairs of the
company and the group as at 31st July, 2000 and of the profit of the group for the year then

ended and have been properly preépared in accordance with the Companies Act 1985.
N 'd

a = e { l:/J: ’
Aol i "l epie—
Deloitte & Touche

Chartered Accountants
and Registered Auditors

Hill House, 1 Little New Street, London EC4A 3TR
28th September, 2000




CONSOQOL!DATED PROFIT AND LOSS ACCOQUNT

For the year ended 31st July, 2000  Year ended

Ordinary  Exceptional Total 31t July,
activities before costs and ordinary 1999
exceptional goodwill activities
costs and  amortisation
goodwill
amortisation
Note £°000 £'000 £'000 £'000
Interest receivable 166,123 — 166,123 121,277
Interest payable {90,809) - {90,600 (61,422
Net interest income 75,514 - 75,514 59,855
Dividend inrcome 479 — 479 398
Fees and commissions recaivable 122,048 — 122,048 66,162
Fees and commissions payable (25,708) _ (25,708) (9,367)
Net dealing income — market-making 203,854 203,854 67,162
Other operating income 6,764 — 6,764 1.341
Other income 307,537 — 307,537 125,696
Operating income 383,051 — 383,051 185,551
Administrative expenses 2 209,724 8,040 217,764 97,708
Depreciation 12 5,688 — 5,688 3472
Provisions for bad and doubiful debts 9 12,533 —_ 12,533 8,028
Amortisation of goodwill 29 — 2,305 2,305 24
Total operating expenses 227,945 10,345 238,290 109,233
Operating profit on ordinary activities before
taxation 4 155,106 (10,345} 144,761 76,318
Taxation on profit on ordinary activities 5 49,239 (2,382} 46,857 24,473
Profit on ordinary activities after taxation 105,867 (7,963) 97,904 51,845
Minority interests — equity 2,789 (121) 2,668 982
Profit atiributable to shareholders 103,078 (7,842) 95,236 50,863
Cividends:
Interim dividend 8.0p per share (1999 — 5.3p) 10,659 L 6,410 l
Proposed final dividend 17.0p per share -
{1982 —10.7p) 22,697 \ 14,365 x
Total dividends 25.0p per share
(1989 — 16.0p) 33,356 20,775
Retained profit for the year 21 61,880 30,088
Earnings per share before exceptional
costs and amortisation of goodwill 77.79p 42.10p
Earnings per share on profit attributable
to shareholders 35 71.88p 42.08p
Diluted earnings per share 71.28p 41.88p

All income and profits are in respect of continuing operations.
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CONSOLIDATED BALANCE SHEET

At 31st July, 2000

Note

2000 1999
£'000 €000
Assets
Cash and balances at central banks 235 64
Loans and advances to banks 7 631,824 385,512
Loans and advances to customers 8 895,334 701,233
Debt securities — giits long positions 10 23,521 18,473
Debt securities — other 10 486,488 208,860
Settlement accounts 301,340 215,628
Equity shares — long positions 11 52,917 36,549
Equity shares — investments 11 21,100 19,345
Intangible fixed assets — goodwill 29 50,264 1,083
Tangible fixed assets 12 20,817 12,560
Other assets 17 136,529 81,797
Deferred taxation 18 6,949 1,610
Prepayments and accrued income 17,508 9,004
Total assets 2,644,826 1,701,718
Liabilities
Deposits by banks 13 687,382 239,189
Customer accounts 14 1,066,388 535,715
Bank loans and overdrafts 15 453,685 330,043
Debt securities in issue — Ioan notes 18 36,281 54,422
Debt securities in issue — gilts short positions 25,891 20,297
Settlement accounts 249,741 177,119
Equity shares — short positions 10,657 10,822
Other liabilities 17 243,745 150,386
Accruals and deferred income 63,302 43,518
Subordinated lecan capital 19 51,937 21,937
Minority interests — equity 7,975 2,111
2,276,984 1,435,559
Shareholders’ funds
Called up share capital 20 33,760 32,142
Share premium account 21 185,243 138,879
Profit and loss account 21 148,839 95,138
Total equity shareholders’ funds 367,842 266,159
Total liabilities and shareholders’ funds 2,644,826 1,701,718
Memorandum items
Contingent liabilities — guarantees 22 3,717 387
Commitments — other 23 121,228 110,737

Approved by the Board of Dirgciors on 28th September, 2000

Sir David Scholey
R. D. Kent

P. L. Winkworth




COMPANY BALANCE SHEET

At 31st July, 2000

Note

2000 1992
£°000 £'0C0
Fixed assels
Investments in subsidiaries 29 263,281 136,104
Tangible fixed asseis 12 5,630 1,133
Equity shares 11 5,880 5957
274,691 143,194
Current assets
Debtors 30 81,214 130,941
Cther assets 10,871 11,772
92,085 142,713
Creditors: Amounts falling due within ane year 3t 71,824 45,582
Net current assets 20,561 Q7,131
Total assets less current liabilities 295,252 240,325
Creditors: Amounts falling due after more than
one year 32 29,572 18,873
265,680 221,452
Capital and reserves
Share capital 20 33,760 32,142
Share premium account 21 185,243 138,879
Profit and loss account 21 46,677 50,431
Total equity shareholders’ funds 265,680 221,452

Approved Dy the Board of Directors on 28th September, 2000

Sir David Scholey

R. D. Kent Directors

P. L. Winkworth




Close Brothers

CONSOLIDATED STATEMENT OF TOTAL RECOGNISED GAINS AND LQSSES

For the year ended 31st July, 2000

2000 1999
. £:°000 £'000
Profit attriputabbie to sharehciders 95,236 50,863
Net investment loss for the year after taxation —_— 212
Exchange adjustment 8% (78)
Total recognised gains and losses 95,158 50,573
CONSCOLIDATED CASH FLOW STATEMENT
For the year ended 31st July, 2000
Note 2000 1999
£'000 £°000
Net cash inflow from operating activities 33(3) 117,306 67,201
Returns on investments and servicing of finance:
Dividends paid to minorities 719 {650)
Taxation:
UK corporation taxation paid (36,983) {32,513
Capital expenditure and financial investment:
Purchase of tangible fixed assets (13,033} (6,654)
Sale of tangible fixed assets . 1,014 735
Purchase of equity shares held for investment (6,279) (6,4086)
Sale of equity shares held for investment 7,505 1,983
(10,793) (10,342}
Acquisitions and disposals:
Minority interests sold/{acquired) for cash 2,443 (11,015)
Purchase and sale of subsidiaries 33 {15,103) 132
(12,680) (10,883)
Equity dividends paid (25,024) {18,136)
Net cash inflow/(outflow) before financing 31,127 5,323
Financing:
lssue of ordinary share capital including premium 33 2,908 45,849
Issue of subordinated loan capital 33(c} 30,000 —-—
Increase in cash 33 64,033 40,528

In the directors’ view, cash is an integral part of the operating activities of the group, since itis a
bank’s stock in trade. Nevertheless, as required by Financial Reporting Standard No. 1 (Revised),
cash is not treated as cash flow from operating activities but is required 1o be shown separately in

accordance with the format above.




THE NOTES TO THE FINANCIAL STATEMENTS

1. Accounting policies
(& Format of financial statements

The group financial statements are prepared in accordance with the special provisions of Part VI
of the Companies Act 1985 relating to banking groups and those of the company in accordance
with section 226 of, and Schedule 4 to, the Companies Act 1985, The financial statements are
prepared in accordance with applicable accounting standards.

(b} Accounting convention
The financial statements have been prepared under the historical cost convention, modified by
the revaluation of equity shares and gilts.

(¢} Fees and commissions receivable

Fee and commission income is taken 1o the profit and loss account when invoiced except for

fees from certain monitoring and administration services which accrue on a day 1o day basis and
are invoiced in arrears.

(d) Net dealing income
Net dealing income includes the net profit arising from both buying and sslling securities and from
positions held in securities.

(e) Loans and advances
Loans and advances are stated net of provigions against doubtful debts which are made on the
basis of regular review by management.

{f) Finance leases, operating leases and instalment finance
Fi}?ance leases are recognised as foans at the minimum lease payments receivable less finance
charges.
Finance charges on bath hire purchase obhligations and leases are taken to income in proportion
to the net funds invested after deducting, where applicable, a fixed percentage in respect of
set-up costs.
Rental costs under operating leases are charged to the profit and loss account in equat annual
amounts over the period of the leases.

(g) Equity shares and gilts

The long and short positions in equity shares and gilts represent the aggregate of trading
positions in individual securities arising respectively from a net bought and net sold positicn and
are valued at the dealers’ bid and offer prices respectively at the close of business on the balance
sheet date.

Equity shares held for investment purposeas are included in the balance sheet at middle market
values if listed and at directors’ valuation if unlisted.
Equity shares held by the employee benefit trust are shown at cost and realised surpluses and
losses are taken to the profit and loss account.

{h) Investments in subsidiaries
Investrments in subsidiaries are stated at cost less provision for impairment in value.

(Y Depreciation
The provision for depreciation on premises and equipment is calculated to write off the cost of
fixed assets over their estimated useful lives by equal annual instalments as follows:
Freehold and long leasehold property

2.5%
Cffice machinery and furniture 10%—33%
Motor vehicles 25%

Short leasehold property over the length of the lease
No depreciation is provided in respect of freehotd land, which is stated at cost.

() Foreign currencies
Foreign currency deposits and advances are translated into sterling at the rates of exchange
ruting at the balance sheet date. Translation differences are taken 1o the profit and loss account.

(k) Deferred taxation
Deferred taxation is provided in full at the anticipated rates of taxation on material timing
differences arising from the inclusion of items of income and expenditure in taxation computations
covering periods different from those for which they are included in the financial statements, to
the extent that it is probable that a fiahility or asset wil crystaltise in the future.

1}  Goodwil
Before 1st August, 1998, goodwill arising on the acquisition of business assets, representing the
excess of the purchase congideration over the fair value ascribed to the net tangible assets, was
written off to reserves in the year of acquisition. From 1st August, 1998, as required by Financial
Reporting Standard No. 10, such goodwill arising subsequently has been capitalised in intangible

assets and is amortised in egual annual instalments over its estimated useful life of up to 20
years.

(m) Pensions
The cost of providing pensions is charged o the profit and loss account so &s to spread the cost
for those employees in defined benefit schemes over the anticipated service lives of those
employees. Gontributions within defined contribution schemes are charged to the profit and loss
account as they become payable, in accordance with the rules of the scheme.
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THE NOTES
2. Administrative expenses 2000 1989
£000 Q00
Staff costs:
Wages and salaries 134,783 60,078
Social security costs 17,021 6,545
Other pension costs 5,606 3,038
157,410 69,659
Other administrative expenses {including £8,040,000 (1999 — £Nil)
of exceptional reorganisation costs {relating mainly to
Rea Brothers Group ple)) 60,354 28,080
217,764 97,709

The average number of persons employed by the group during the year was 1,365 (1999 — 909).

3. Information regarding directors 2000 1999
‘ £'000 £7000

Directors’ emoluments:
Fees 81 92
Salaries 2,038 1,880
Cther benefits 89 101
Performance related payments in respect of the current year 5,477 2,481
Performance related payments in respect of earlier years 157 -
. ‘ 7.842 4,554
Gains upon exercise of aptions 2,955 68
Company pension contributions 357 33
11,154 4,953

The remuneration of individual directors is shown on page 18.
Directors' share options:

Unexercised options over ordinary shares held by directors under the company’s sharesave and
executive share option schemes wers as follows:

Granted Exercised  Options in issue DOptions in issue Options exercised

1st August, duringthe during the 31st July, Exercise Exercise dates Exercise  Market

1808 year year 2000 price” Earliest Latest price price

D.G. Hardisty 197,562 35000 (30.455) 202,107 475.43p 6th Nov, 99 2nd Nov, 09 330.00p 1057.50p
50,000 330.00p|[1105.000

(3.869) 252,00p ||1065.00p

(81,495} 219.80p 1077.50p
S.R. Hodges 315,364 76,641 (135,364) 256,641 518.74p 30th Qct, 00 2nd Nov, 09 261.48p 1087.30p7
R.D. Kent 262,562 100,000 — 362,562 543.96p 30th Oct, 00 2nd Nov, 09 -— -
C.D. Keogh 274174 76,144 (81,485) 268,823 504.57p 6th Nov, 99 2nd Nov, 08 219.9Cp 1252.50p
42.2595) 330.00p111308.00p

{4,545) 330.00p|| 822.500

E.J. Uewelyn-Lloyd 206,845 85000 (47.500) 224,345 510.40p 30th Oct, 00 2nd Nov, 09 330.00p* 1262.45p"
P.L. Winkwarth 260040 91841 (10,040} 331,641 544.03p 30th Oct, G0 2nd Nov, 08 17180p 942.50p

B.M. Winterflood 195,000 2,860 {35000} 162,860 417.69p 30th Oct, 00 6th Oct, 08 330.00p 1055.00p
“Weighted average.

Executive directors hold aptions under the 1995 Executive Share Option Scheme (1985 Scheme™, appraved by shareholders in
November 1995, and an Inland Reverue approved Savings Related Share Cption Scheme (“SAYE Scheme”).

Under the terms of the 1885 Scheme, aptions may be exercised between three and ten years after the date of grant, only if
performance targets are met. In relation to half these options granted, the target requires that the growth in eamings per share
over any three year period is at least RPI plus 4 per cent. per annum. In relation to the remainder of these opticns granted, the

target requires that the growth in earnings per share over any five year period is such as to place the company in the top guartite
of FT-SE 10C companies.

Under the terms of the SAYE Schemne, options are granted for a fixed contract period of three or five years,

Non-executive directors do not hold options over ordinary shares of the company. The interests
of directors in gptions have remained unchanged since 31st July, 2000,

The mid-market price of the company’s shares on 31st July, 2000 was 1045p and the range
during the year was 707.5p to 1309p.




THE NOTES

4. Profit on ordinary activities before taxation 2000 1999
£'000 £’000
The profit on ordinary activities before taxation is stated after charging:
Auditors’ remuneration:
Audit fees 745 376
Other fees 511 304
Operating lease rentals payable 3,723 1,534

Aggregate rentals received in respect of finance leases and hire purchase contracts amounted te
£269,249,000 (1999 — £223,195,000).

Substantially all of the group’s activities are located in the UK. The directors are of the opinion
that merchant banking activities account for over 0% of the group profits and net assets.
Accordingly segmental reporting does not appiy. Details of the split of operating profits by main
business sectors and other information on substantial business areas are given both in the
Chairman’s Statement and other management reviews on pages 5 to 13.

5. Taxation on profit on ordinary activities 2000 1999
£°000 £'000

Caorpaoration taxation at 30% (1999 — 30.7%) 51,586 25,735
Overseas taxation 1.571 —
Deferred taxation (note 18) {5,350) {1,800)
Prior year adjusiment {950) 538
46,857 24,473

©. Profit of parent company
As permitted by Section 230 of the Companies Act 1985, the profit and loss account of the
parent company is not presented as part of these financial statements. The parent company’s

profit for the financial year, before dividends payable, amounted to £29,602,000 (1999 —
£38,895,000).

7. Loans and advances to banks 2000 1999
£°000 £'000

Repayable:
On demand 123,065 59,203
Withiry three months 471,136 298,309
Between three months and one vear 37,623 38,000

631,824 395,512
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8. Loans and advances to customers 2000 1999
£'000 £000

Loans and advances (net of provisions) comprise:
Loans and advances to custormers 389,914 241,009
Hire purchase agreement receivables 365,619 339,618
Finance lease receivables 139,801 120,606
805,334 701,233

The aggregate cost of assets acquired for the purpose of letiing under finance leases and hire
purchase agreements was £836,779,000 (1299 — £817,845,000).

2000 1939
£000 £'000
Loans and advances are repayable:
On demand or at short notice 55,083 92,905
Within three months 208,563 114,951
Between three months and one year 255,823 183,277
Between one and two years 245,809 137,560
Between two and five years 150,618 182,088
After more than five years 3,460 9,648
Provisions (23,992) (19,196)
895,334 701,233
9. Provisions for bad and doubtful debts 2000 1999
£000 £'000
At 1st August, 1998 19,196 17,141
Acquisition of subsidiaries 22,424 —
Charge for the year 12,533 8,028
Amounts written off (30,161) {5,973)
At 31st July, 2000 23,992 19,186
10. Debt securities 2000 1999
£000 £'000
Certificates of deposit (held for liquidity purposes at cost) 476,508 208,860
Floating rate notes (held for investment purposes at cost) 9,980 —
486,488 208,860
Held for trading purposes:
Gilts long positions 23,521 18,473

Al both 3tst July, 2000 and 1999 the certificates of deposit were issued by banks and building
societies, were due to mature within one year and were unlisted. The floating rate notes, ail of

which mature in more than oné year, were issued by UK banks and building societies and are
held untit maturity. '

Giits long positions are accounted for on the basis outined in note t{g} and comprise UK giit
edged securities held by Winterflood Gilts Limited. £770,000 (1999 — £1,123,000) were due to
mature within one year and £22,751,000 (1999 — £17,350,000) were due to mature in one year
and over. That company’s gilts short positions, which are shown in the consolidated balance
sheet, were £25,891,000 (1999 — £20,287,000).




THE NOTES

11. Equity shares

Trading Investment Total
2000 1992 2000 1999 2000 1999
£2'000 £'000 £°000 £°000 £000 £:000
Group
Listed on London
Stock Exchange 52,917 36,549 10,123 8,809 63,040 45,358
Unlisted —_ — 10,977 10,536 10,977 10,536
52,917 36,549 21,100 19,345 74,017 55,894
Company
Listed on London
Stock Exchange —_ — 5,880 5,957 5,880 5,957

Equity shares are accounted for on the basis cutlined in note 1{(g).

All trading shares are held by Winterflood Securities Limited and form that company’s long
positions. Its short positions, which are shown in the consclidated balance sheet, weare

£10,657,000 (1999 — £10,822,000).

The listed equity shares held by the company relate to the company’s ordinary shares held by the

employee share benefit trust.

The historical cost of equity shares held for investment purposes is as follows:

Listed on Londen Stock Exchange
Unlisted

The movement an equity shares held for investment purposes is as follows:

At 1st August, 1999

Additions

Acquisition of subsidiary
Disposals

Unreslised profit on revaluation

At 31st July, 2000

Group Company

2000 1999 2000 1999
£'000 £'000 £°000 £'000
10,123 8,828 5,880 5,957
9,653 7,958 _ —_
19,776 16,586 5,880 5,957
Group  Company

2000 2000

£'000 £'000

19,345 5,957

6,279 —

1,225 —
(7,073) (77)

1,324 —

21,100 5,880
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12. Tangible fixed assets

Land Ofiice
and machinery Moter
buildings and furniture vehicles Total
Group £'000 £'000 2000 £°000
Cost or valuation
At 1st August, 1999 3,452 16,199 5,098 24,749
Additions 3,779 8,851 2,403 13,033
Acquisition of subsidiaries 1,127 4,237 a2 5,426
Disposals (748) (1,860) (1,738) {4,346)
At 31st July, 2000 7,610 25,427 5,825 38,862
Depreciation
At 1st August, 1999 415 10,023 1,751 12,189
Charge for the year 287 4,077 1,324 5,688
Acquisition of subsidiaries 467 2,743 30 3,240
Disposals (B70 i1,525) ©Q77) (3,072)
At 31st July, 2000 599 15,318 2,128 18,045
Net book value at 31st July, 2000 7,011 10,109 3,697 20,817
Net book value at 31st July, 1999 3,037 6,176 3,347 12,560
Company
Cost or valuation
At 1st August, 1999 280 1,302 233 1,815
Additions 3,670 1,180 28 4,878
Disposals — (35) (52) 87
At 31st July, 2000 3,950 2,447 208 6,606
Cepreciation
At 1st August, 18698 19 546 117 682
Charge for the year 133 281 40 454
Disposals — (25) (35) (B0}
At 31st July, 2000 152 802 122 1,076
Net book value at 31st July, 2000 3,798 1,645 87 5,530
Net bock value at 31st July, 1699 261 756 116 1,133
The net book value of land and buildings comprises:
Group Company

2000 1998 2000 1899

£'000 £'000 £000 £:000
Freehold 2,719 2,237 — —
Long leasehold 255 261 — —
Short leasehold 4,037 539 3,798 261

7,011 3,037 3,798 281




THE NOTES

13. Deposits by banks 2000 1969
£°000 £°000

Repayable:
On dermand or at short notice 13,553 1,632
Within three months 53,329 82,057
Between three months and one year 500 5,500
67,382 89,189
14. Customer accounts 2000 1999
£'000 £000

Repayable:
On demand or at short notice 300,885 104,835
Within three months 689,803 389,212
Between three months and one year 68,010 41,668
Between ong and two years 3 —
Between two and five years 7,559 —
1,066,388 535,715
15. Bank loans and overdrafts 2000 1999
£'000 £'000

Repayable:
On demand or at short notice 4,281 1,802
Within three months 15,000 —
Between three meonths and one year 57,404 37,757
Between one and two years 39,500 103,984
Between two and five years 327,500 186,500
Over five years 10,000 —
453,685 330,043
16. Debt securities in issue — loan notes 2000 1999
£'000 £'000

Repayable:
Between three months and one year 18,141 18,141
Between one and two years 18,140 18,141
Between two and five years —_ 18,140
36,281 54,422

The notes, which are U.S. dollar denominated, arose from a private placement with a group of
U.S. insurance companies. They have been hedged under an exchange rate and interest rate

contract and are repavable in two instaiments on 11th June, 2001 and 10th June, 2002,




o

Close Brothers

THE NOTES
17. Cther assets and liabilities 2000 1999
£'000 £'000
Other assets
Loans to money brokers against stock advanced 85,491 55,5623
Other assets 51,038 26,274
138,528 81,797
Other liabilities
Leans from money brokers against stock advanced 39,127 47,525
Current corporation taxation 32,174 14,897
Proposed dividend 22,697 14,365
Other liabilities 148,747 73,499
243,745 150,386
18. Deferred taxation 2000 1999
£'000 £'000
Group
Capital allowances (444) (553)
Short term and other timing differences 7,393 2,163
Deferred taxation asset 6,949 1,610
The company's deferred taxation asset in both years arises from short term and other timing
differences.
Movement in the vear: Group Cornpany
2000 2000
£'000 £°000
Asset at 1st August, 1999 1,610 447
Credit for the year 5,350 240
Acquisition of subsidiaries an -
Asset at 31st July, 2000 6,949 687

Full provision has been made for deferred taxation since the timing differences are expected o
crystallise.

19.

(@

®

Subordinated loan capital
Prepayment
Final date at Notes 2000 19089
maturity issuer’s Initial
date opticn rate (%) £'000 £:000
2010 2005 10.07 (@ 21,937 21,937
2020 2015 7.39 ) 30,000 —

51,037 21,937

The 2010 subordinated loan capital is initially denominated in sterding and converts to U.S. dollars

in 2005. If Close Brothers Limited opt not to prepay in 2005, the interest rate is reset to a margin
over the 5 year U.3. Treasury rate, payable in U.S. dollars.

The 2020 subordinated loan capital is denominated in sterling. If Close Brothers Limited opt not to
prepay in 2015, the interest rate is reset to a margin over the yield on 5 year U.K. Treasury securities.

There are no circumstances in which early repayment can be demanded of either issue other
than upon the passing of a winding-up order in respect of the issuer, Close Brothers Limited, in
which case the foan capital is subordinated to the claims of ail unsubordinated creditors,
including depositors. The subordinated loan capital is guaranteed by the company.
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20. Share capital

2000 1999

No.’000 2000 No.’000 £°000

Authorised

Ordinary shares of 25p each 200,000 50,000 200,000 50,000

Allotted, issued and fully paid

At 1st August, 1999 128,567 32,142 122,151 30,538

Issued during the year 5,303 1,326 6,014 1,504

Exercise of options 1,169 292 402 100

At 31st July, 2000 135,039 33,760 128,567 32,142

The following options to subscribe for ordinary shares have been granted under the sharesave
and executive share aption schemes to 475 employees:

Year
of
grant

1989
1990
1993
1993
1994
1994
1994
1985
1885
1995
1996
19986
1996
1996
1997
1997
1997
1997
1998
1998
1998
1998
1998
1008
1999
1999
1999
1999

Exercise periad

20th QOctober, 1994 to 18th October, 1900
16th October, 1995 to 15th October, 2000
2ath October, 1996 to 28th October, 2003
29th Cctober, 1988 to 28th October, 2003
4th November, 1997 to 3rd November, 2004
4th November, 1992 10 3rd November, 2004
1st December, 1999 to 31st May, 2000

3rd Novernber, 1998 to 2nd November, 2005
3rd Novemnber, 2000 to 2nd November, 2005
1st December, 2000 {0 31st May, 2001

6th Novermnber, 1998 t¢ 5th November, 2006
Bth Navember, 2001 to 5th November, 2006
1st December, 1999 to 31st May, 2000

1st Decernper, 2001 10 315t May, 2002

30th October, 2000 1o 29th Octaber, 2007
3Cth October, 2002 to 29th October, 2007
1st December, 2000 1o 31st May, 2001

1st December, 2002 to 31st May, 2003

Tth Octeber, 2001 1o 6th October, 2008

7th QOctober, 2003 to 6th Cctober, 2008

9th November, 2001 to 8th November, 2008
gth November, 2003 1o 8th November, 2008
1st December, 2001 o 31st May, 2002

1st December, 2003 to 31st May, 2004

3rd November, 2002 to 2nc November, 2009
3rd Nevember, 2004 to 2nd November, 2002
1st December, 2002 to 31st May, 2003

1st Decermnber, 2004 1o 31st May, 2005

Exercisa
price per
share

121.58p
112.84p
218.90p
219.20p
231.68p
231.868p
171.80p
316.00p
316.00p
251.00p
330.00p
330.00p
252.00p
252.00p
482.50p
482.50p
388.00p
386.00p
417 .50p
417.50p
552.50p
552.50p
378.00p
378.00p
779.50p
779.50p
590.00p
530.00p

2000 19939
Number Number
— 51,408

— 17,857

- 61,121
64,262 431,928
— 9,345
112,056 224,114
— 100,788
15,000 28,000
166,800 214,800
126,426 137,692
228,385 578,750
541,250 578,750
— 83,004
121,778 121,778
627,750 638,750
614,750 638,750
48,779 54,333
77,370 80,050
794,125 824,125
782,875 824,125
6,000 6,000
6,000 6,000
65,669 75,968
96,555 97,090
796,250 —
796,250 —
137,444 —
158,342 —
6,384,116 5,884,536
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21. Reserves
Share Profit
premium and loss
account account Total
Group £'000 £'000 £'000
At 1st August, 1993 136,879 95,138 234,017
Retained profit for the year — 61,880 61,880
Exchange adiustment — (80} 80
Shares issued net of expenses 46,364 — 46,364
Goodwill arising in respect of deferred
consideration — {8,095) (8,099)
At 31st July, 2000 185,243 148,839 334,082

The cumulative goodwill written off against reserves since the formation of the group is
286,104,000 {1999 — £78,005,000). This goodwill has been efiminated as a mafter of

accounting policy and would be charged or credited to the profit and loss account should the
businesses to which the goodwill relates be sold.

Share Profit

premium and loss
account account Total
Company £'000 £°000 £'0G0
At 1st August, 1999 138,879 50,431 189,310
Retained loss for the year — (3,754) (3.754)
Shares issued net of expenses 46,364 — 46,364
At 31st July, 2000 185,243 48,677 231,820
Reconciliation of movements in shareholders’ funds 2000 1999
Group £'000 £'000
Profit for the year 95,236 50,863
Dividends - (33,356) (20,775)
Retained profit for the year 61,880 30,083
Net investment loss for the year after taxation — (212)
Exchange adjustment t:00]] {78
Shares issued net of expenses — capital 1,618 1,804
— premiurn 46,364 44,245
Goodwill (8,099) (15,841)
Net addition 1o shareholders’ funds 101,683 59,806
Opening shareholders’ funds 266,159 206,353

Closing shareholders’ funds 367,842

266,159




THE NOTES

22.

Contingent liabilities
Memorandum items:

There are group contingent liabilities in respect of guarantees arising in the normal course of
business amounting to £3,717,000 (1929 — £387,000).

Other contingent liabilities:

The company has given guarantees in respect of amounts drawn under subsidiaries’ bank
facilities amounting to £453,673,000 (1999 — £330,029,000). In addition, the company has

given guarantees in respect of iong term loans issued by subsidiaries amounting to £95,718,000
(1999 - £76,359,000).

The group is committed 1o purchase minority interests in certain subsidiaries at an agreed fair

valuation at varying dates in the period to 31st July, 2010 and has made a capital provision of
£23,315,000 (1999 — £14,311,000).

23.

Commitments 2000 1999
2000 £'000
Memorandum items: .
Undrawn facilities, credit ines and other commitments to lend
— Within one year 118,859 108,380
— After more than one year 2,369 2,357
121,228 110,737

Other commitments:

Subsidiaries had contracted capital commitments relating to capital expenditure of £69,000 (1999
— £4.,436,000Q).

Annual commitments under non-cancellable operating leases at 31st July, 2000 were as follows:

Premises Other
£°000 £:000

Expiring:
Within cne year 97 155
Within two to five years 455 203
After more than five years 3,991 —
4,543 358
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24, Interest rate exposure

The group’s interest rate exposure is surmmarised below in the form of an interest rate repricing
table. The table reflects the repricing profile of the group’s non trading assets, liabilities and net
interest rate swap contracts as at the year end. The trading activities of Winterflood Securities
Lirnited, Wirterficod Gilts Limited and Close Brothers Equity Markets S.A. are different in nature
and so are the only net assets excluded here and instead analysed in note 28. The table shows
the sensitivity of the group’s earnings to interest rate movements. The cumulative gap of interest
bearing net assets of £381,491,000 (1992 — £265,368,000) broadly equates fo the group’s
capital and reserves, which ag a matter of policy are not hedged. The table therefore
demanstrates the group’s policy of broadly matching all interest rate liabilities,

At 31st July, 2000

Befween Between Between  After more MNon-
Within -~ three and  six months one and than five interest
three months  six months and one year five years years bearing Total
Non trading assets £'000 2000 £'000 £'000 £°000 £'000 2000
Cash and balances
at central banks —_ — — — — 235 235
Loans and advances
1o harks 524 201 18,740 18,883 — — -— 831,824
Loans and advances
1o customers 327.407 81,924 129,071 354,161 2,771 — 895,334
Debt securities
and equity shares 486,488 20,000 — 21,100 507,588
Settlement accounts ~ — —_ - — 301,340 301,340
Other non trading assets 93,498 — 138,571 232,067
1,481,582 120,684 147,854 354,161 2,771 461,246 2,568,388
Non trading liabilities
Deposits by banks 66.882 500 - — — 57,382
Customer accounts 890,788 37,586 30,424 7,690 —_ - 1,066,368
Bank loans and overdrafts 364,952 87,399 1,334 —_ — 453,685
Debt securities in issue —
loan notes -_— — 18,141 18,140 —_— — 36,281
Settlement accounts —_ —_— - — —_ 249,741 249,741
Other non trading liabilities 49,035 510 433 — _ 257,069 307,047
Subordinated loan
capital — — —

— 51,837 — 51,937
Minority interests and
shareholders’ funds — — —_ — — 375,817 375,817

1,471,657 125,985 50,332 25,730 51,937 882,627 2,608,278

Nen trading net

assets/igbilities) 9,935 5.331) 97,622 328,431 (4g,168)  (421,381) (39,880)
Net interest rate swaps
Floating rate 218,893 43,718 — — — 263,611
Fixed rate {73,638} (44.377) (24,400) (120,996) - {263,611}
146,065 (659) (24,4000  (120,896) - —
Interest rate sensitivity gap 155,890 (5,990) 73,222 207,435 (48,166)
Cumulative gap 155,990 150,000 223,222 430,657 381,491
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24, Interest rate exposure continued

At 31st July, 1999

Betwaen Between Between  After more Non-
Within threeand  six months one and than five interest
three months  six months and one year five years vears bearing Total
Non trading assets £'000 £'000 2'000 £°000 £°000 £'000 £'000
Cash and balances
at central banks — — — —_ — B4 54
Loans and advances
10 barks 357,512 17,500 20,500 — —_ —_ 395,512
Loans and advances
to customers 233,370 71814 91,831 295,715 8,459 44 701,233
Debt securities
and equity shares 204,860 — 4,000 — — 19,345 228,205
Settiement accounts — — — ~ — 215,628 215,828
Cther non trading assets 55,523 — — 18 — 50,513 106,054
851.265 52,314 116,331 295,733 84538 285584 1,845,696
Non trading liabilities
Deposits by banks 83,689 5,500 — —_ -— —_ 89,189
Customer accounts 494,004 18,172 23,496 — — 43 535,715
Bani loans and overdrafts 233,184 96,859 —_ — —_ — 330,043
Debt securities in issue —
loan notes -—_ — 18,141 36,281 -— — 54,422
Settlement accounts — — — _ — 177,118 177,119
Other non trading liakilities 63,961 510 — - _—_ 128,433 163,904
Subordinated loan
capital — -_— — —_ 21,937 — 21,937
Minority interests and
sharehclders™ funds — — — — — 268,270 268,270
874,838 121.041 41,837 36,281 21,937 574,865 1,870,588
Non trading net
{labilties)/assets {23,573) (81,727} 74.684 250,452 (13.478) (289,271} (23.903)
Net interest rate swaps
Floating rate 137,000 101,028 — - - 238,028
Fixed rate (35,0000  (15.000) {30,859)  (157.189) - {238,028)
102,000 86,028 {30,859) (157,169 — —
Interest rate sensitivity gap 78427 54,301 43,835 102,283 (13,478)
Cumulative gap 78,427 132,728 176,563 278,846 265,368

These tables do not reflect the benefit of interest rate caps taken out by the group to protect
against the risk of a rise in interest rates. At 31st July, 2000 the group had two interest rate caps
with a contract amount of £21,735,000 (1899 — one of £1,000,000}.
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25. Int 1 rat d t
nterest rate and exchange rate contracts 2000 1999

£°000 £'000

Interest rate contracts:
Contract amount 331,628 293,450
Credit risk weighted amount 369 407
Exchange rate contracts:
Contract amount 39,758 57,338
Credit risk weighted amount 398 574

Interest rate and exchange rate contracts are entered into only for hedging purposes. The credit
risk weighted amounts have been prepared in accordance with guidelines laid down by the
Financial Services Authority and are intended to give an indication of credit risk.

26.

Assets and liabilities in foreign currencies

The aggregate amounts of assets and liabilities denominated in foreign currencies, mainly U.S.
dollars, were as follows:

2000 1999

£'000 £'000

Assets _28_8,£ w
Liabilities 288,639 122,612

The above does not represent the group’s exposure to foreign exchange rate movements as
certain foreign currency liabilities have been hedged under exchange rate contracts. The group’s
exposure to foreign exchange risk is considered by the directors to be minimal.
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27. Fair values of financial instruments and unrecognised gains and losses on hedges
The fair vaiues of the group’s trading financial assets and liabilities are dealt with in note 28, The
tables below highlight the year end unrecognised gains and losses, attributable to the group’s
derivative financial instrurments and non trading financial assets and liabilities, for which liquid and
active markets exist. Certificates of deposit and derivative financial ingtruments are normally held
to maturity and are purchased for liquidity and hedging purposes respectively. The fair values of
the financial instruments have been obtained from independent, open market sources or using
discounted cash flow techniques based on prevailing markst rates.

2000 1999

Book value Fair value Book valug  Fair value
£'000 £'000 £'000 £'000

Primary financial instruments held

t¢ finance the group’s operations:

Debt securities 486,488 486,499 208,860 208,838
Listed investments - equity shares 10,123 20,234 8,809 15,990
Other assets - listed investments 10,329 11,792 10,329 11,495

506,240 518,525 227,998 236,323

Iy order to minimise the impact of interest rate and currency rate changes to the group’s financial
assets and liabilities, derivative financial instruments are purchased 1o hedge exposures. The tables
below summarise the unrecognised gains and losses on these derivative financial instruments:

2000 1999
Book value Fair value Book value  Fair value
2000 2000 £'Q00 £'000
Derivative financial instruments held to manage
the interest rate and currency exposure:
Interast rate swaps — 487 — {(1,054)
interest rate caps —_ —_ — —_
Currency $waps — (710) — {5,023)
—_ (223) — (6,077
Total net
{losses)/
Gains Losses gains
£:000 £°000 £'000
Unrecognised gains and losses on hedges:
At 1st August, 1999 1,985 8,062 8,077
Gains and losses on hedges arising in previous years that
were recagnised in the current year 913 7,045 (6,132)
Gains and losses on hedges arising in previous years that
were not recognised in the current year 1,072 1,017 55
Gains and losses on hedges arising in the current year
that have not yet been recognised 204 482 (278)
At 31st July, 2000 1,276 1,499 (223)
Of which:
Gains and losses on hedges expected to be recognised
next year 867 1,026 (159)
Gains and losses on hedges expected to be recognised
later than next year 409 473 {B4)
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28. Trading book exposure

The group's trading activities relate to Winterfiood Securities Limited and its subsidiary,

Winterflood Gilts Uimited, and 1o Close Brothers Equity Markets S.A.

The following table shows the group’s trading bock exposure to market price risk for the year
ended 31st July, 2000:

Highest Lowest Average  Exposure

exposure  exposure exposure at 31st July

£'000 £'000 £'000 2000

Equites — Long 87,488 26,841 48,376 52,917
~— Short 30,121 7,629 16,218 10,657

32,158 42,260

Gilts — Long 44,833 13,580 20,999 23,521
— Short 52,445 15,214 23,833 25,891
(2,934) (2,370}

The following table shows the group’s trading book exposure to market price risk for the year
ended 31st July, 1999

Highest Lowest Average  Exposure

exposure  exXposure  exposure at 31st July

£'000 £'000 £'000 £'000

Equites — Long 37,708 18,684 26,426 38,549
— Short 19,141 5,308 14,203 10,822

12,223 25,727

Gilts — Long 129,943 15,823 21,720 18,473
— Short 132,401 18,124 95,803 20,297

(4,083) {1,824

The average exposure has been calculated on a daily basis. The highest and lowest exposures
oceurred on different dates and therefore a net position of these exposures does not reflect a

spread of the trading book. The basis on which the trading book is vaiued each day is given in
the accounting palicies in nate 1(g).

Based upon the trading book exposure at 31st July, 2000 given above, a 10% hypothetical fall in
market prices would result in a £4,226,000 (1999 — £2,573,000) decrease in the group’s income
and net assets on the equity trading book and a £237,000 {1999 — £182,000) increase on the

gilts trading book. However, the group’s trading activity is a jobbing business where posifions are

managed throughout the day on a continuous basis. Accordingly the result shown above is
purely hypothetical,

Summarised below are the gains for the year on financial assets and liabilities held for trading:

2000 1998

2000 £'000

Net dealing income — equities 196,540 60,404
— gilts 7.414 6,758

203,954 67,182
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29. Investments in subsidiaries
The group’s principal subsidiaries at 31st July, 2000 were:

Name of compary Principal activity Percentage of  Country of
equity held  registration
by group and
operation
Alr and General Finarnce Limited Alrcraft financing 100 England
Close Asset Finance Umited Commercial asset financing 100 England
Close Asset Management Holdings Lirmited Asset management holding company 100 England
Close Asget Management Guernsey Limited QOffshore investment management 100 Guernsey
Clese Bank Guernsey Limited Oftshore banking 100 Guernsey
Clese Bank {Isle of Man) Limited Offshore banking 100 lsle of Man
Ciose Brothers Corporate Finance Limited Corporate finance 100 England
Close Brothers Equity Markets S.A. Technology investment banking 100 France
Close Brothers investment Limited Personal investment product management o8 England
Close Brothers Uimited Commercial lending and treagury 100 England
Close Brothers Private Equity Limited Private equity venture capital fund management 99 England
Close Consumer Finance Limited Car financing 100 England
Cicse Credit Management {Holdings) Limited Credit management and debt collection oee England
Close Finsbury Asset Managernent Limited Investrnent trust management 100 England
Close Fund Management Limited Speciat investrment and unit trust management 80 England
Close Fund Services Limited Offshore fund administration 100 Guernsey
Close Investment Management (Isle of Man)
Limited Offshere investment management 100 Isle of Man
Close Investment Lirmited AIM fund management 92 England
Close invoice Finance Limited Debt factoring and invoice discounting 95 England
Close Portfolio Management Lirmited irvestrnent company 100 England
Close Private Asset Management Limited Private client fund management 100 England
Ciose Trustees Guernsey Limited Trust and company administration 100 Guernsey
Close Trustees {lsle of Man) Limited Trust and company administration 100 Isle of Man
Close Trustees {Switzerland) S.A, Trust and company administration 70 Switzerland
Close Wealth Management Limited Private client discretionary fund management 88 England
Ddrme Close Brothers S.A. Corporate finance 50 France
Freyberg Close Brothers GmbH Corporate finance 60 Germany
Mortgage Intelligence Limited Mortgage broker network 553 England
Surrey Asset Finance Limited Commercial asset financing 83 England
Warricr Group Limited Financial services for the Armeg Forces 80 England
Winterflood Securities Limited Equities market-making a5 England
Winterflood Gilts Limited Gitts market-making a5* Engiand

1 The group holds 7% &nd has a 99% holding in Close Brothers Private Equity Limited which hotds the remaining 91%.

2 Unexercised share oplions are outstanding which if exercised would result in the percentage of equity held by the group reducing to 82%.
3 The group holds 40% and has an 80% holding in Wealth Management Limited which hoks the remaining 60%.

4 Unexercised shere options are outstanding which if exerciset would result in the percentage of equity Neid by the group reducing 10 $2%.
5 The group has 2 85% holding in Winterfiood Securities Limited which itself holds 100% of Winterficod Gilts Lirnited. Consequently if &l of

the unexercised options in Winterlood Securites Limited are exercised as described in note 4 above the group weould also hold 92% of
Winterflood Gilts Limited as a result.

The movement in the company’s investments in subsidiaries was as follows:

£'000
At 1st August, 1999 136,104
Net investments in subsidiaries during the year 127,177
At 31st July, 2000

263,281

In addition, subsidiaries of the company acquired further shares in the following subsidiaries during

the year:
Consideration
£'000
Ciose Consumer Finance Limited B35
Freyberg Close Brothers GmbH 16
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29. Investmenis in subsidiaries continued
The group purchased 100%, 80% and 100% of the capital of Rea Brothers Group pic (on
17th August, 1999), Warrior Group Limited {on 17th September, 1999) and Granvile Bank
Limited (on 1st November, 1999) respectively. it also bought 50% of Dome Close Brothers S.A. in
two tranches on 31st October, 1999 and 17th April, 2000, Each acquisition has been

consolidated using acquisition accounting. The book value of, and the fair value adjustments to,
the net assets purchased are shown below:

Rea Warrior Granville Déme Total
£'000 2000 £'000 £'000 000
Loans and advances to banks 248,925 1,950 20,353 2,023
Loans and advances to customers 23,701 55,3868 35,857 —
Fair valug adjustment to above item — {9,438) — —
Debit securities 100,640 — —_ -
Intangible fixed assets — —_ — 1,164
Other assets 12,458 3,910 437 742
385,724 51,808 56,647 3,929
Customer accounts 348,056 — 40,792 —
Bank loans and overdrafts 1,320 42,176 2,817 —
Other liabilities 3,481 5,816 5,622 1,416
Fair value adjustments to above item 3,303 408 — —
Minority interests — 686 — 1,383
358,180 49,086 49,231 2,799
Net assets of subsidiaries acquired 28,564 2,722 7,418 1,130
Consideration for purchase of shares
from sharshalders:
Cash 11,775 20,688 9,157 2,493
Issue of shares 45,076 - — —
Loan stock issued as deferred
consideration — -— 1,500 —
Goodwilt arising 27,287 17,966 3,241 1,363 49,857
Purchased goodwill 1,164
Goodwill arising from acquisition of other subsidiaries and minority interests 465
Goodwill capitalised in intangible assets 51,486
Unamgrtised goodwill at 1st August, 1999 1,083
Less:— amortisation during the year {2,305
Goodwill capitalised as at 31st July, 2000 50,264

The deferred consideration relating to Granville, shown above, is payable on 1st November, 2000.

This liabiiity may be reduced in accordance with the provisions of the purchase agreement of
Granville.

Profit/loss) after taxation and minority interests (before fair value adjiustments):

Rea Warrior Granville Déme

£'00C £°000 £'000 £'000

For the year ended 31st December, ~ 1st May, 3ist March, 31st December,
1998 1999 1999 1999

2,628 (1,928) 1,231 849

For the pericd from 1st January, 2nd May, 1st April, 1st January,
1999 1999 1999 2000

to respective acquisition date B55 (803) 550 31
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30. Debtors 2000 1999
£°000 £'000

Company

Amounts falling due within one year:

Amounts owed by subsidiaries 78,288 128,677
Prepayments and accrued income 62 223
Advance corporation taxation recoverable — 1,844
Corporation taxation recoverable 2177 1,750
Deferred taxation asset (note 18) 687 447
81,214 130,941
31. Creditors: Amounts falling due within cne year 2000 1999
£'000 £'000

Company
Armounts owed to subsidiaries 10,757 5,871
Accruals and deferred income 38,070 25,346
Proposed dividend 22,697 14,365
71,524 45,582
32. Creditors: Amounts falling due after more than one year 2000 1999
£'000 £'000

Company
Loan from subsidiary 28,572 18,873

The loan is interest free and carries no fixed repayment date.
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33. Consolidated cash flow statement

@

(d)

Reconciliation of profit on ordinary activities before taxation
to net cash inflow from operating activities
Profit on ordinary activities before taxation
Decrease/{increase) in interest receivable and prepaid expenses
Increase in interest payable and accrued expenses
Net (increase)/decreass in settlement accounts
Net increase in equity shares held for trading purposes
Net decrease in gilts held for trading purposes
Deprecigtion and amortisation

Net cash inflow from trading activities

Net (increase)/decrease in certificates of deposit held for liquidity

Net increase in loans and acdvances o customers

Net decrease/(increase) in loans and advances to banks
not repayable on demand

Net decrease in deposits by banks

Net increase in custorner accounts

Net increase in bank loans and overdrafts

Net decrease in 10an notes

Net increase in other assets and liabilities

Exchange adjustment

Net cash inflow from operating activities

Analysis of net (cutflow)/inflow of cash in respect of purchase
and sale of subsidiaries

Cash consideration of purchase

Net movement in cash balances

Analysis of changes in financing '
Share capital (ncluding premium) and subordinated loan capitat:
Al 1st August, 1989

Shares issued for cash

Shares issued other than for ¢ash

Subordinated loan capital issued

At 31st July, 2000

Analysis of cash balances Movement

in the year

000

Cash and balances at ¢eniral banks 171
Loans and advances to banks repayable

on demand 63,862

64,033

2000
£'000

144,761
609
17,367
{13,080)
(18,533)
546
7,883

141,853
(176,988)
{88,585)

104,100
(23,177)
109,922
78,649
(18,141
(10,197}
80

117,306

(46,924)
31,821

(15,103)

192,958
2,906
45,076
30,000

270,940

2000

£'000
235

123,085
123,300

1299

£'000

76,318
(847)
7,550
23,447
{10,257}
1,165
3,496

100,872
97.077
(47,763)
(126,821)
(19,340}

39,482
45,456

{21,840)
78

67,201

{351)
483

132

147,108
45,849

192,958

1999

£000
64

59,203
59,267
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34,

Pensions

The group operates defined contribution pension schemes and two defined benefits pension
schemes for eligible employeas.

Contributions to Close Brothers Limited (1979) Pension Plan, which is a defined benefits scheme,
are determined by an independent qualified actuary based on triennial valuations using the
aggregate cost method. The most recent actuarial valuation was at 31st July, 1997, when the
market value of the assets of this scheme was £7,781,000 representing 92% of the benefits
accrued to 127 members, allowing for future earnings increases. The company has paid special
contributions of some £930,000 which will more than eliminate the deficit disclosed in this
valuation. Future contributions 1o be made by the company under actuarial advice will then mest
all pension obligations. A 1% per annum differential bebtween investment returns and salary

increases and a 5% per anhum increase in pensions in payment are assumed. A further actuarial
valuation as at 31st July, 2000 is being prepared.

Contributions to the defined benefits pension scheme of a subsidiary are assessed in accordance
with the advice of an independent qualified actuary using the projected unit method. The most
recent actuarial valuation was at 31st July, 1998, when the market value of the assets of this
scheme was £6,076,000 representing 101% of the benefits accrued to 57 members, allowing for
future earnings increases. Future contributions to be made by the subsidiary under actuarial
advice will meet all pensicn obligations. A 2% per annum differential between investment returns
and salary increases and & 5% per annum increase in pensions in payment are assurmed.

Assets of all schemes are held separately from those of the group.

The group pension charge for both defined contribution schemes and defined benefits pension
schemes for the period was £5,556,000 (1999 — £3,036,000).

35.

Earnings per share

The calculation of earnings per share on profit attributable to shareholders is based on profit after
taxation and minority interests of £95,236,000 (1898 — £50,863,000) and on 132,501,000
(1998 — 120,859,000) ordinary shares, being the weighted average number of shares in issue
during the year, excluding those held by the employee benefit trust.

36.

Related party transactions
Transactions with directors

Certain directors of the company maintained deposit accounts with Close Brothers Limited, an

authorised institution under the Banking Act 1987, during the course of the year on normal
commercial terms.

Sir David Scholey is & senior adviser 1o UBE Warburg, which is an adviser to the company.

At 31st July, 2000 Mr. D.G. Hardisty held £3,500,000 unsecured loan stock issued by Close
Brothers Limited on normal commercial terms.

On 27th June, 2000 Mr. B.M. Winterflood, a director and minority shareholder in Winterflood
Securities Limited, exercised options over 3,333 10p ordinary shares in that company, The
exercise price was £51.00 per share which represents their market value when the options were
issued. Mr. Winterflood retained all 3,333 10p ordinary shares resulting from the axercise.

At 31st July, 2000 Mr. P.L. Winkwarth held 200,000 options originally granted to him on 18th
May, 1980 by Caledonia Investments plc over shares it holds in the company at a price of 153.4p
per share.

Transactions with substantial shareholders

During the year the company and some of its subsidiaries undertook commercial, arm’s length
transactions with Caledonia Investments ple, a 19% shareholder in the comparny.
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Shareholder Analysis

Nurmnber of shares held

Up to 500

501 — 1,000
1,001 — 2,000
2,001 — 5,000
5,001 — 10,000
10,001 — 50,000
Quer 50,000

Total

Category of shareholders
Investment groups
Insurance companies
Private shareholders
Pensicn funds

Others

Total

Calendar

Annual General Meeting
Payment of final dividend

Announcement of interim results

Payment of interim dividend

Announcarnent of final resulis

Capital Gains Tax

Number of sharehoiders
2000 1999
1,476 846
1,105 836
738 682
582 513
242 225
328 284
192 157
4,663 3,543
214 145
41 35
2,245 1,799
9 10
2,154 1,554
4,663 3,543

Total shares held

2000 199¢
413,494 246,049
889,853 683,128

1,097,662 1,031,436
1,947,830 1,692,332
1,828,165 1,886,767
7,701,284 6,533,294
121,159,507 116,624,469
135,038,795 128,667,475
56,620,262 53,591,497
38,384,259 44,490,369
22,011,624 16,512,853
7,779,918 7,665,491
10,242,731 6,307,265
135,038,795 128,567,475

31st October, 2000
7th November, 2000

Early March, 2001

Mid Aprtil, 2001
Late Septernber, 2001

For the purposes of Capital Gains Tax the market value of the company’s shares at 31st March,
1982, adjusted to take account of subsequent share issues up 1o 31st July, 2000, was 24.56p.

Registrars

Capita IRG Plc

Balfour House

390/398 High Road

fiford

Essex IG1 1NG:
Telephone: 020 8639 2000
Fax: 020 8473 7717

Registered Office

10 Crown Place

London EC2A 4FT
Telephone: 020 7426 4000
Fax: 020 7426 4044
Company No. 520241
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Website: www.cbef.com

Executive Directors:

E.J. Llewellyn-Lioyd — Chief Executive
Sir Mark Wrightson, Bt. — Chairman
BF Alcaraz — Managing

S.W. Aulsebrook — Managing
B.P. Condon — Managing
D.M.N. Confino — Managing
R.S. Grainger — Managing
M. Napier — Managing
R.W.N. Perrin — Managing
T.K. Quigley — Managing
D.A. Arch

Mrs. A, Bali

D. Bezem

F. Burgin

A. Cunningham

P, Dukes

J.M. Edwards

G.M.R. Graham

M. Gudgeon

D. Havelock

J.A, Oliver

R.W. Satow

J. Spencer

R. Trevilion

J.C.G. Trower

R.J. Wickerson

S.A. Willis

Close Brothers Equity Markets S.A.
Technology Investment Banking

42 rue Washington

Immeuble Friedland

75408 Paris Cedex 08

France

Telephone: 00 33 1 58 58 82 00
Fax: 00 331 56 598219
E-mail: cheg@chbeg.com
Website: www.cbeg.com

Executive Directors:
J. Ballinger

® Cramer

N. Macpherson

Close Brothers International
Project Advisary

10 Crown Place

London EC2A 4FT
Telephone: 020 7855 3100
Fax: 020 7655 8201

E-rmail: enquiries@cbcf.com
Website: www.cbhcf.com

Executive Directors:

GC.J. Craig — Chairman

H. Lack — Managing

M. Lawson-Statham — Managing
R.H.F. Evans

Ms. P.T. Fabre

T.C. Holder

A. Naini

|.R. Thomas

Déme Close Brothers S.A.
Corporate Finance Advice

83 boulevard Haussmann
75008 Paris

France

Telephore: 00 33 1 53 30 02 03
Fax: 0033153300210
E-rnail; dome@dome-cb.com
Website: www.dome-cb.com

Executive Directors:

Q. Dousset — Managing
L. Carnilli

@G. Blliston




Close Brothers

PRINCIPAL OPERATING COMPANIES

Freyberg Close Brothers GmbH
Corporate Finance Advice

Ulmenstrafie 37

D-60325 Frankfurt am Main

Germany

Telephone: 00 48 69 972004 ¢

Fax: 00 49 69 972004 15

E-mail: info@freybergclosebrothers.com
Website: www.freybergclosebrothers.com

Executive Directors:

E. von Freyberg — Managing
Mile. S. Rebut

R.E. Weidinger

Banking

Close Brothers Limited

Commercial Lending and Treasury

10 Crown Place

London EC2A 4FT

Telephone: 020 7655 3100

Fax: 020 7655 8967

E-mail: enquiries@closebrothers.co.uk

Executive Directors:

S.R. Hodges — Managing
M.I. Dack

R.H. Norman

M.H. Orkin — Treasurer
R.D. Seliers

Senior Management:
R.P. Berrett

Miss L. Denzey
C.D.F. Mills

R.J. Crr

FD. Pennal

C. Siver

R.L. Thomas

S.D. Watson

Close Credit Management (Holdings)
Limited :
Credit Managernent and Debt Collection
Longley Hall, Longley Lane

Sheffield 85 7FB

Telephone: 0114 242 6628

Fax: 0114 243 6808

E-mail: ccmexec@aol.com

Executive Directors:

R. Mountain — Managing
P.L. Butt

N.J. Shepherd

M.R. Smith

Close Invoice Finance Limited
Debt Factoring and Invoice Discounting

Southbrook House, 25 Barthoiomew Street
Newbury RG14 5LL

Telephone: 01635 31517

Fax: 01635 521180

E-malil: sales@closeinvoice.co.uk

Website: www.closeinvoice.co.uk

Executive Directors:
L.M. Bland — Managing
J.P. Harper

Ms. J.8. Seymour

Senior Management:
R.J. Bladon

F. Nornoo

Ms. M. Webster

Mortgage Intelligence Limited
Mortgage Broker Network

Roddis House

12 Old Christchurch Road

Bournemouth BH1 1LG

Telephone: 01202 310002

Fax: 01202 314104

E-mail: sally@mortgage-intelligence.co.uk
Website: www.mortgage-intelligence.co.uk

Executive Directors:

S.J. Royal — Chief Executive
Mrs. 8.A. Laker — Managing

PROMPT
Insurance Premium Financing

21st Floor, Tolworth Tower

Ewell Road

Tolworth, Surbiton

Surrey KT6 7EL

Telephone: 020 8786 2400

Fax: 0870 243 0029

E-mail: marketing@prompt.co.uk
Website: www.prompt.co.uk

Executive Directors:
R.C.Golden — Managing
R.M. Brown

R.M. Darling

G. Little

A, Mills

J. Taylor




PRINCIPAL OPERATING CCMPANIES

Asset Management

Close Asset Management Holdings
Lirnited

Asset Management Hoiding Company
12 Appold Street

London EC2A 2AW

Telephone: 020 7426 4000

Fex: 020 7426 4044

Executive Director:

C.D. Keogh — Managing
Senior Management:

J.F. Daly

W.J. Jenkins

Close Brothers Growth Capital Limited
Integrated Debt and Equity Investment
12 Appold Street

London EC2A 2AW

Telephone: 020 7426 4000

Fax: 020 7426 4084

Executive Director:
W.M. Crossan

Senior Management:
A. Pepper

Close Brothers investment Limited
Personal Investment Products

12 Appold Strest

London EC2A 2AW

Telephone: 020 7426 4000

Fax: 020 7426 4040

E-mail: chif@chil.com

Website: www.chil.com

Executive Directors:

C.V. Reader — Managing
R.H. Bruce

J.M. Gain

Senior Maragernent:
L. King
D.E. Sherman

Close Brothers Private Equity Limited
Private Equity Fund Management

12 Appold Street

London EC2A 2AW
Telephone: 020 7426 4000
Fax: 020 7426 4004

E-mail: enquiries@cbpel.com
Website: www.chpel.com

Executive Directors:

J.T. Snook — Managing
N. MacNay

N.J. Murphy

Senior Management:
3. Dinnen

Mrs. S.F. Hale
J.AB. Kelly

R. Lowt

F. Santinon

L.R. Slater

S.R. Wildig

Close EIS Management

Enterprise Investrment Scheme Managerment
12 Appoid Street

London EC2A 2AW

Telephone: 020 7426 4000

Fax: 020 7426 6274

E-mail: eis@chil.com

Executive Director:

P.C.P. S8exton

Senior Management:
PA. Clarke

D.C. Cunnington
S.A. Mitchelt

Close Finsbury Asset Management
Limited

Investment Trust and Funds Management
12 Appoid Street

London EC2A 2AW

Telephone: 020 7426 4000

Fax: 020 7247 4722

Executive Directors:
A.J. Smith — Managing
C. Edge

Senior Management:
F. Pengelly




Close Brothers

PRINCIPAL QPERATING COMPANIES

Close Fund Management Limited
Specialist investment and Unit Trust
Management

12 Appold Street

tondon ECZ2A 2AW
Telephong: 020 7426 4000
Fax: 020 7426 4024

E-mail: escalator@closefm.com
Website: www.closefm.com

Executive Directors:
M. Gordon — Managing

R.L.. Bolchover — Deputy Managing
R.AJ. Kitson

Senior Management:
N.R. Barratt
M.E. Chadney

Close Fund Services Limited
Offshore Fund Administration

PO Box 105, Sydney Vane House
Rue du Commerce

St. Peter Port, Guernsey

Channe! |stands GY1 3EP
Tetephone: 01481 710607

Fax: 01481 710004

E-mail: enquiry@closefund.co.gg
Website: www.closefund.co.gg

Executive Directors:
K.M. Pratt — Managing
M.N. de Haaff

C.C. Gambrell

M.G. Paul

Close Internationat Private Banking
Offshore Banking, Investment Management
and Trust and Company Management

PO Box 116, Sydney Vane House
Rue du Cornmerce

St. Peter Port, Guernsey

Channe! lslands QY1 3EZ
Telephone: 01481 726014

Fax: 01481 727645

E-mail: enquiries@ciloseipb.com
Website: www.closeipb.com

Executive Directors:
C.N. Fish — Managing
A.E. Flambard

L. Jones

K.R. Le Page

J.F. McKellar

W, Scott

R. Westen

Close Group Isle of Man

Offshore Banking, Investment Managemaent
and Trust and Company Administration

PC Box 203, 29 Athol Street
Douglas

Isle of Man IMS2 1RB
Telephone: 01824 643200
Fax: 01624 622039

Executive Directors:

D.J. McCauley — Chairman
LM.E. Bancroft — Managing
D.J. Jude

G.A. Dudgeon

M.J. Lewin

Ms. M.E Molloy-Kelly

Close Investment Limited
AIM Fund Management

12 Appold Street

London EC2A 2AW
Telephone: 020 7426 4000
Fax: 020 7426 4004

Executive Directors:
8.J. Hazell-Smith — Managing
A.J.S. Buchanan

Close Private Asset Management Limited
Private Client Fund Management

12 Appold Street

London EC2A 2AW
Telephone: 020 7426 4000
Fax: 020 7247 5898

Executive Directors:
C. Boon

N.C.J. Button

PD. Clements
R.M. Keeier

H.H. Sabri

Close Property Investment
Property Investment Services

12 Appold Street

London EC2A 2AW
Telephone: Q20 7426 4087
Fax: 020 7426 4040
E-mail: cpi@chil.com

Executive Director:
ARMW. Wyld




PRINCIPAL CPERATING COMPANIES

Close Property Management
Property Management Services
12 Appold Street

London EC2A 2AW

Telephone; 020 7426 4000
Fax: 020 7426 4763

E-mail: property@chil.com
Executive Directors:

P.D. Roscrow — Managing
S.R.C. Taylor

Senjor Management:
S.M. McKesver

Close Trustees (Switzerland) S.A.
Trust and Company Administration

6 Place des Eaux-Vives

CH-1207 Geneva

Switzerland

Telephone: 00 41 22 707 8399

Fax: 00 41 22 707 8395

E-mail: info@closetrusteesgeneva.com

Executive Directors:

D.S. Martineau — Managing
Mrs. 8. Mitchell-Voisin

R.M. Smith

A.J. Weight

Close VCT Management
Venture Capital Trust Management

12 Appoid Street

London EC2A 2AW
Telephcne: 020 7426 4000
Fax: 020 7426 4314
E-mail: vet@chil.com

Executive Directors:

PH. Reeve — Managing
Q. Bettumn

D.A. Maclennan

H.J.A. Stanford

Senjor Mangement:
£. Gigov

Close Wealth Management Limited
Private Client Discretionary Marnagement
10 Crown Place

London EC2A 4FT

Telephone: 020 7655 3900

Fax: 020 7655 3920

Website: www.closewealth.co.uk

Executive Directors:

M. Smith — Joint Managing
M. Hunt — Joint Managing
J. Aliilson

B. Carter

J. Chotley

Senior Management:
K. Lewis

M.S.E. Malcolm

T. Meadows

G. Moule

Reabourne Limited

Technology and Biotechnology Fund
Managerment

12 Appold Street

London EC2A 2AW
Telephone: (20 7426 4000
Fax: 020 7377 8458

Executive Directors:
M. Bourne — Managing
A. Clark

Senior Management:
P.A. Boutin
J. Gleeson
G. Morton

Market-Making

Winterflood Securities Limited
Winterflood Gilts Limited
Market-Making

Walbrook House, 23-28 Walbrook
London EC4N 8LA

Telephone: 020 7621 0004

Fax: 020 7623 9482

E-rnall: enquires@wins.co.uk
Website: www.wins.co.uk

Executive Directors:

B.M. Winterflood — Chief Executive
M.A. Hines — Joirt Managing

D.J. Macnamara — Joint Managing
8.0. Grooks

A. di Lorenzo

T.F. Marchant

R.J. Meaney

S.A. Myers

J.5. Palfreyman

C.A. Potts

G.P. Russell

I.A. Throssell




Close Brothers

PRINCIPAL OFPERATING COMPANIES

Asset Finance

Air and General Finance Limited
Alrcraft Financing

Tolworth Tower

Ewell Road

Tolworth, Surbiton

Surrey KT6 7EL

Telephone: 020 8320 9444
Fax: 020 8380 8211

E-mail; office@airandgeneral.com
Website: airandgeneral.com
Executive Directors:

R.P. Kearsey

A.F. Smith

Close Asset Finance Limited
Commercial Asset Financing

Tolworth Tower

Ewell Road

Tolworth, Surbiton

Surrey KT8 7EL

Telephone: 020 8390 8201
Fax; 020 8330 6168

E-mail: closeassetiinance.co.uk

Executive Directors:

D.G. Hardisty — Managing

R.H. Stone — Assistant Managing
M. Booker — Assistant Managing
P.E. Curtis

N.T.H. Hamiiton

S.M. Murray

L. Porter

N.G. Poxon

Senior Management:
A. Davies

Glose Consumer Finance Limited
Car Financing

Roman House

Roman Road

Doncaster

South Yorkshire DN4 562
Telephone: 01302 646464
Fax: 01302 76039¢

E-mail: sales@close-ccf.co.uk

Exscutive Directors:

M.J. Barley — Managing
S.R. Mee

Senior Managerment:
J. Broadhead

J. Hadeion

G. Herbert

J.P. Murphy

B. Potter

Surrey Asset Finance Limited
Commercial Asset Financing

Sidcup House

12-18 Station Road
Sidcup

Kent DA15 7EX
Telephone: 020 8300 9411
Fax: 020 8309 1341
E-mail: safitd@msn.com

Exscutive Directors:

B. Bannayi — Managing
R.A. Aust

D.J. Dine

J. Mort

Warrior Group Limited

Financial Services for the Armed Forces
Weald House

88 Main Road, Sundridge

Sevenocaks

Kent TN14 6ER

Tet: 01959 568800

Fax: 01959 568811

E-malil: info@warrior.co.uk

Website: www.warrior.co.uk

Executive Directors:
A. Voice — Managing
D. Scott-Rees

Senior Management:
J. Bornner

J. Hanif

I. Mclennan

J. Toff

J. Waddilove

Burrups Ltd, St lves plc B601161




