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Group Results

for the year ended 31 July 2010

Financial Highlights
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£121.3m

(2009:; £113.7m)
Adjusted' operating
profit from continuing
operations

61.3p

(200C; 60.5p)
Adjusted! eamings per
share from continuing
operations

39.0p

(2009: 39.0p)
Ordinary dividend
per share

£99.3m

(2009: £88.3m)

Operatlng profit before
tax from continuing
operations

46.0p

(2009: 43.6p)

BaS|c eamings per
share from continuing
operations

£754.4m

(2002: £697.7/m)
Total equity

'Stated before exceptional tems, goodwill impaiment and amortisation of intangible assets on acquisiion
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Chairman’s and Chief Executive’s Statement

Strone Macpherson Chairman

Close Brothers Group has achieved a good overall

performance for the year.

The Banking division delivered a very strong result as
it strengthened s leading position in its specialised
lending businesses to deliver a record closing loan
book and the division’s highest profit contribution to
date. There was a continued good contribution by
Securities drven by the good performance from
Winterflood which is a leader in UK market-making.
Asset Management is undergoing a transformation
and 1s positioning tself to become a leading provider
of UK wealth and asset management services.

The group remains strongly capitalised and is
well posttioned to take advantage of future

growth opportunities.

Results and Dividend

Adusted operating profit from continuing
operations was £121 3 million (2009
£113 7 milkon), & 7% Increase year on
yaar Adjusted earmnings per share from
continuing operations increased
marginally to 61 3p (2009 60 5p) and
basic earnings per share from continuing
operations increased 6% to 46 Op

(2009 43 6p)

Operating profit before tax from
continuing cperations of £99 3 million
(20092 £88 3 millen) ncludes the mpact
of exceptional items of £15 0 million
(2009 £6 0 milion) retating to the
impairment of two group investments,
which were impacted by the challenging
economic environment  Additonally,

as a result of the continuation of difficult
market conditions, a goodwill Imparment
of £6 & milion 2009 £190 millon) was
taken in Asset Management

The group retained a strong capital base
with a core tier 1 capital ratio of 13 9% at
31 July 2010 (31 July 2002 14 8%) and
a total capital ratio of 15 8% (31 July
2009 16 6%), despite 23% lcan book
growth during the peniod The strength
of the group’s capital position ensured
adequate flexibility to support the
group’s existing businesses and,
combined with efficient capital allocation
across the divisions, allowed the purstit
of growth opportunites

The board I1s recommending a mantaned
final dvidend of 25 5p (2009 25 5p) per
share In cash, resufting n a total dvidend
for the year of 39 Op (2009 390p)

Dwisional Performance

The Banking division delivered a very
strong performance and returned its
highest ever adjusted operating profit of
£79 5 millon (2009 £54 0 milion) The
loan book increased 23% to a record
£2 g bilhion (2009 £2 4 bilion) The
division benefited from the strength

of sts market position across its niche
businesses and its solid and diverse
funding model This has been achieved
whilst retaining s disciplined approach
to lending As a result the net interest
margin increased to 8 7% (2009 9 4%)
and aqjusted operating income
increased 15% to £272 0 million (2009
£235 5 milion) A modest improvement
In economic conditions saw a reducton
In iImpairment losses on loans and
advances as a percentage of the average
loan book to 2 4% (2009 2 6%;), driven
by the Retal businesses




Preben Prebensen Chief Executive

The Securities dvision delivered another
good performancs with adjusted
operating profit of £59 3 milion (2009
£64 @ milion) This reflected an mproved
performance in Winterflood and Close
Brothers Seydler Bank ("Seydler”) The
9% reduction in the year was a result of
alower contribution from the group's
associate Mako which had an
exceptional pnor year performance

Winterflood retaned its position as the
leading markat-maker to the UK retall
stockbroking industry, trading record
volumes, with over 46,000 (2009
42,000) bargains per trading day
However, there was a reduction in
income per bargan to £11 18 (2009

£11 98) over the penod Winterflood
increased 1ts profitability and recorded
only four 2009 seven) loss days out of a
total of 252 (2009 253) trading days
Overall, adjusted operating profit was up
3% to £48 7 millon (2009 £47 3 million),
a ten year high for the business

Seydler had an mproved performance
with adjusted operating profit growth to
£4 9 milhon (2009 £1 5 milhion) offset by
more challenging market conditions for
Mako Reduced volumes, particularty
In the later stages of the year, ledto a
reduction in Mako's contnbution to €57
milion (2009 £16 1 milion) relative to the
exceptional prior penod performance
which benefited from high volumes and
volatility iimmediately following the
collapse of Lehman Brothers

Close Brothers Group plc
Annual Report 2010

“The group is wel
posiioned to take
advantage of
future growth
opportunities.”

The Asset Management dvision had a
subdued performance for the year and
reported adjusted operating profit of £3 3
milion (2009 £12 O milkon) as the dvision
commenced a penod of transformation
and investment for future growth While
overall cperating income was marginally
higher at £87 0 miflon {2009 £950
million this was predominately due to
one-off nvestment gains of £6 millon on
the dvision’s residual iInterest in a private
equity business

Closing Funds under Management
("FuM") increased 9% to £7 4 bilion

(31 July 2009 £6 8 bilhon) reflecting
positve market movements as equity
markets recovered The Private Chents
husiness achieved a net new funds flow
of £221 1 milion 31 July 2009 £1612
rillion) during the year and 16% (31 July
2008 1%) growth n funds overall
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Chairman’s and Chief Executive’s statement

continued

Strategy
The group 1s focused on developing its
three key business areas

+ The Banking dwvision 1s a leader in
specraiised finance N the UK,

* Secuntes, largely through
Winterflood, 1s a leader n UK
market-making, and

* Asset Management 1s investing to
become a leader in UK wealth and
asset management

We have a clear strategy for each of
these businesses

Going forward, the Banking division will
retain its specialsed and disciplined
approach to lending and seek to grow
market share without compromising
levels of profitability and margins To
support this growth, the division
streamiined its structure, strengthened
Its management team, developed new
and existing product ines, added front
line loan ongination capacity and
extended its branch network in the UK

Retall, compnsing motor and nsurance
premium financing, 1s seeking ways to
grow its existing offering and develop
new products It has expanded into new
geographies with the addition of a
branch in the South West of England
and services into Northem Ireland It 1s
also adding to front line staff including
the establishment of a team focused on
new car and franchise dealers Overall,
this resulted In an increase N market
share within the Independent used car
market from 5% to 9% over the past
twelve months Personal ines continue
to drive the nsurance premium business,
which now has close to 5% share of the
overall market and a substantal share of
the ndependent market

Commercial 1s successfully expanding
its asset and invoice financing
businesses through a combination of
acquisition and organic growth nitiatives
and by investing in sales personnel

It 1s also actively growing the middle
ticket leasing business and dunng the
year, also expanded its operations into
Northemn freland

“The group is focused on developing
IS three key business areas.”

As aresult, market share In asset
financing has nsen from 4% to 6%
Invoice financing 1s focused on
developing its sales team to target larger
deals and, dunng the 2010 financial year,
acquired a £93 8 millien loan book which
1s now fully Integrated As aresult, this
business now has around 13% of the
independent market, up from 8% twelve
months ago

Property will continue to actively
maintain its leading market posiion n
residential development lending by
prudently lending to clients who are
attracted by rts local knowledge and
development expertise Dunng the year
it also expanded its business by opening
an office n Scotland

In Securthies, Winterflood will seek to
maintain its leading posiion in the UK
retal market place It will support and
grow Its existing core business, as a
London Stock Exchange registered
market-maker in over 3,300 UK
secunties, by leveraging its trading
expertise and propnetary technology
platform

Winterflood will alsc explore
opportunities to expand its business
incrernentally In other markets [t will
seek to capturs US and European order
flow by selectively expanding its
capabilities and resources into those
markets It will also promote its expertise
to asset managers who wigh to
outsource dealing and execution
services to a specialist provider

In the smaller Secunties businesses,
Seydler 1s well positioned for the
development of the Frankfurt floor based
trading platform and a recovery in equity
and debt capital markets activity Mako
continues to have a strong position In its
core dervatives market-making business
and sees growth opportunities In its
Investment management actmvity,
predominantly through Pelagus Capital,
its fixed Income relative-value fund

Asset Management has camed out
focused research and evaluated its core
strengths, capabilities and opportunities
In the external environment and now has
a clear strategy to create a high growth,
wealth and asset management business
In the UK

The focus of this business will be afftuent
and high net worth investors 1n Private
Clents, as well as smaller nstitutions,
such as famitly offices and chantable
endowments, through the dvision's
institutional offenng  Offshore Banking
and Admirvstration wall contnue to be
focused on trust and administration for
offshore clients

The strategy will build on the division's
investment track record, around

£7 bilhon of FuM, 22,000 existing clents
and the Close Brothers brand The
Private Clients offenng will provide
advice seeking clients with high qualty,
holistic advice, financial planning and
discretionary services It will also provide
self-directed clients with a range of web
and telephone-based servicas to enable
them to manage therr own wealth This
combination of services will position the
business to become a leader In wealth
management in the UK




The Institutional strategy 1s at an earlier
stage The business has already
consolidated its investment
management processes ncluding the
integration of hedge fund mult-manager,
Fortune h has alsc developed common
multi-asset, muit-manager nvestment
propositions to service both private and
nstitutional clients, and will Invest across
long-only and hedge funds, structured
products as well as equites ang bonds

The division sees a significant
opportunity to service and acquire
clients from independent financial
advisors (“IFAs") who are exiting the
market as a result of regulatory change
Dunng the year the dwision entered into
its first agreement with an IFA to acquire
clent assets of up to £50 milion In the
period since 31 July 2010 the division
also acquired Chartwell Group Lmited,
an IFA buginess based in Brstol with
over £650 million of client assets and
good Iinks into the South West of
England

It 15 anbcipated that the total
non-recumng mvestment spend of the
Private Client proposstion and platform
development, will be in the range of

£18 to £20 milion, of which £6 million
has been incurred dunng the 2010
financial year and a further £10 millon
will be iInvested in the 2011 financial year

These inatives will take tme until therr
potential is fully realised The investmernt
will be modest in the context of the
overall group and 18 expected to result in
a significant contribution by the division
to the group In the medium term

Outlook
The group has made a sound start to
the 2011 financial year

In the Banking division, we see
continued good loan book growth

The Secunties dvision has made a more
modest start to the year reflecting current
market conditions

The Asset Management division 1s
hkety to deliver a small loss for the year
as the investment in the strategy
continues, particularly in the Prvate
Clients business

Overall, we expect the group to deliver a
sausfactory performance for the year

Close Brothers Group plc
Annual Report 2010
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Corporate Overview

Our Business

Close Brothers has three operating divisions;
Banking, Secunties and Asset Management.
We derive our revenue from a mix of fees,

dealing profits and interest margin. We employ

over 2,600 people, principally across the UK
and Channel Islands and also in Continental
Europe, Cayman Islands and South Africa.

Close Brothers Group plc
Annual Report 2010

Banking

Adjusted operating profit
was £79.5 milion The loan
book increased 23% to
£2.9 bilion. The division
employs over 1,470 people.

The Banking dmision comprises
four business unts Retall,
Commercial, Property and
Treasury focused on secured
lending across a wide range of
asset classes, manly in the UK




Securities

Adjusted operating profit
for the division was £59.3
million. The dviston employs
over 260 people.

The Secunties dvision has two
pnncipal trading companies,
Winterflood and Close Brothers
Seydler Bank (“Seydler”) and a
strategic investment in Mako
Winterflood 1s a leading market-
maker n UK equies Seydler is a
Frankfurt based broker dealer
and order book specialist

Mako is a leading market-maker
In exchange traded denvatives

Asset Management

Adjusted operating profit was
£3 3 miflion. Closing Funds
under Management were
£7.4 bilhon. The division
employs over 820 people.

The Asset Management
dwision focuses on managing,
protecting and enhancing

the wealth of private and
corporate clents through a
broad range of capabilites

In Investrment and wealth
management, trust and fund
administration and banking

Close Brothers Group plc
Annual Report 2010

£531.7m

Adjusted operating
income from continuing
operations

£121.3m

Adjusted operating
profit from continuing
operations

£754.4m

Total equity

£6.3bn

Total assets

£2.9bn

Loan book

£74bn

Funds under
Management

07




08

Comporate Overview

Board of Directors
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1. Strone Macpherson

Chairman

Apponted a director n March 2003,
senior ndependent director in
September 2004, deputy chairman i
Novermnber 2006 and chaman in

June 2008 He is charman of the
Nomination and Governance
Committee He I1s chairman of British
Empire Secunties and General Trust plc
and JP Morgan Smaller Companies
Investment Trust plc Formerly a director
of Flermings, charrman of Thbal Group
plc, executive deputy charman of Misys
pic and non-executive director of AXA
UK plc and Kleinwort Benson Private
Bank Limited

2 Preben Prebensen

Chief Executive

Joined Close Brothers as chief executive
In Apni 2009 having spent his career

in a number of senior positions at

JP Morgan over 23 years, as well as
being chief executive of Wellington
Underwnting plc between 2004 to 2006,
and then chief nvestment officer and a
member of the group executive
committee at Catlin Group Limited

3. Jonathan Howell

Finance Director

Joined Close Brothers as finance
drrector in February 2008 having
previousty held the same role at the
London Stock Exchange Group ple
since 1999 Pror to that he was at
Price Waterhouse

4. Stephen Hodges

Managing Director and

Banking Chief Executive

Joined the Banking dvision of Close
Brothers in 1885, following eight years at
Hambros He was appomnted a director
In August 1995 with responsibility for the
Banking dwision He was appointed
managing director in November 2002

Close Brothers Group plc
Annual Report 2010

5. Bruce Carnegie-Brown
Senior independent Director
Appointed a director n June 2006 and
senior independent director In June
2008 He s charrman of the
Remuneration Committee

He i1s charman of Conduit Capital
Markets Limited, senior independent
drrector of Catlin Group Limited and
a non-executive director of
Moneysupemarket com Group PLC
Formerty with 31 Group, Marsh &
McLennan and JP Morgan

6 Ray Greenshields

Non-executive Director

Appointed a director in November 2008
He 1s senior advisor to Standard Life
Group PLC Prewviously he was charman
of Bestinvest Group, director of Standard
Life Assurance Limited, managing
drector of Barclays Wealth Management,
CEO of Zunich Financial Services UK
and Interational Life, and managing
director of AMP Financial Services

7 Douglas Paterson

Non-executive Director

Appointed a director in July 2004 and

1 chairman of the Audit Committee
Within the Goldman Sachs Group he

is a director of Goldman Sachs
International Bank, Montague Place
Custody Services and of Rothesay Life
Limited and 1s a non-executive officer of
Generation Investment Management
LLP Formerly he was a senior partner in
the banking and capital markets dmision
of PncewaterhouseCoopers

8. Jamie Cayzer-Colvin
Non-executive Director
Appointed a director in January 2008
He I1s a director of Caledonia
Investments plc and a non-executive
director of Polar Capital Holdings ple
and India Capital Growth Fund
Previousty with Whitbread and GEC
and a former director of Rathbone
Brothers plc
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Executive Committee

The Executive Commuittee has been established by the chief
executve The Committee meets regulary throughout the year to
develop strategy and set business objectives and 1o assist the
chief executive with the management of the group

Close Brothers Group plc
Annual Report 2010

1. Preben Prebensen
Chief Executive

2 Jonathan Howell
Finance Director

3 Stephen Hodges
Managing Director and
Banking Chuef Executive

4 Ehzabeth Lee
General Counsel and
Company Secretary

5 Tazim Essani
Group Head of
Corporate Development

6 Juhan Palfreyman
Winterflood
Chief Executive

7 Martin Andrew
Asset Management
Chief Executive

8 Rebekah Etherington
Group Head of
Human Resources




Business Review

Overview

Summary Income Statement

2010 2009 Change
£ milllon £ milion %
Continuing operations’
Adjusted operating Income 5317 502 1 6
Adjusted operating expenses (347.0) (3285) 6
Imparment losses on loans and advances (63.4) (59 9) 6
Adjusted operating profit 1213 1137 7
Exceptonal tems {15.0) B0
Imparment losses on goodwaill (6.5) (190)
Amortisation of intangible assets on
acquisiion {0.5) 4
Operating profit before tax 99.3 883 12
Tax (32.8) (26 1) 26
Minonty interests (0 6) 03 100
Profit attnbutable to shareholders
continuing operations 65.9 619 6
Profit from discontinued operations - 104
Minonty interests discontinued operations - 0 6)
Profit attributable to shareholders
continuing and discontinued operations 65.9 717 (8)
Adjusted eamings per share continuing operations? 61.3p 60 5p 1
Basic earnings per share continuing operations 46.0p 43 6p
Basic earnings per share continuing and
discontinued operations 46.0p 5056p 9
Ordinary dvidend per share 390p 35 0p -

'Rasults from continuing operations for 2009 exclude bath the trading rasult and gan on disposal refated io the Corporate

Finance dmsion, the sale of which was completed on 1 July 2009
2adusted eamings per share conbinuing operations excludes discontinuad operatons exceptional tems imparment
losses on goodwill and amortisalion of ntangible assets on acquisition

Close Brothers has achieved a good overall resullt for
the 2010 financial year with adjusted operating profit
from continuing operations of £121.3 milion (2009:
£113.7 milion), up 7%. The Banking division delivered
a very strong performance with its highest profit
contribution to date. The Securities division's
performance was good overall, notably Winterflood
which benefited from strong volumes. However, this
was partially offset by a lower contribution from Asset
Management as it invests for future growth.

“The group achieved a good overall
resutt for the 2010 financial year”

Close Brothers Group plc
Annual Report 2010

Adjusted operatng income from
continuing operations increased 6% to
£531 7 milion (2009 £502 1 milion),
principally reflecting a strong net interest
margn and a closng koan book in the
Banking dvsion at a record high

Adjusted operating expenses from
continuing operations increased 6%

to £3470 miflion (2008 £328 S milion)
due to increased staff costs in the
Banking division to facilitate loan book
growth, and investment in key nitkatives,
notably in Asset Management's Private
Clent business

Imparrment losses on loans and
advances ("bad debts"} as a percentage
of the average loan book (*bad debt
ratio”) reduced to 2 4% (2009 2 6%) as
the group benefited from a modest
improvement in economic conditions,
particularly in Retal The absolute bad
debt charge increased 6% to £63 4
million (2008 £59 8 million) reflecting the
significant growth in the loan book

11
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Business Review

Overview continued

The group reports adjusted operating
profit after exceptional items and other
adustments As part of the annual
impairment review, combined
imparments of £15 0 million were made
on two Investments a long held equity
stake in Plus Markets Group and a
seed mnvestment in a European
investment fund Impairments were
taken to write down these investments
to their market values at 31 July 2010,
which have been impacted by the
challenging economic environment
The reduction in farr value of these
Investments has previously been
marked to market through equity

In addition, as a result of the
contnuation of difficult market
conditions, a goodwill Impairment of
£6 5 millon {2009 £19 0 milion) was
taken in Asset Management in the year
An amortisation charge of £0 5 milion
(2009 £04 milion} on Intangible assets
on acquisition was incurred in the year

After these tems, operating profit before
tax from continuing operations was

£99 3 millon (2009 £88 3 millon),

up 12%

The tax charge on continuing operations
was £32 8 millon (2009 £26 1 milion},
comresponding to an effective tax rate of
33% (2009 30%) The tax rate was
impacted by the non tax deductble
mpairrment on investment assets and
goodwill, which ncreased the effective
tax rate by 6% and the post tax
assoclate income from Mako which
reduced the effective tax rate by 2%
Excluding these effects, the underying
effective tax rate was unchanged at
29% (2009 29%)

Adusted earmings per share from
continuing operations iIncreased 1% to
61 3p (2008 60 5p) and basic earmings
per share from continuing operations
increased 6% to 46 Op (2009 43 6p)

Close Brothers Group plc
Annual Report 2010

There were no discontinued operations
durng the penod However in the 2009
financial year the Corporate Finance
dmision was sold to Dawa Securities
SMBC Europe and was treated as a
discontinued operation

The board 1s recommending a

mamntaned final dvidend of 25 5p (2009 !
25 5p), resuiting In a total dividand for

the year of 33 0p (2008 38 0p) The final

dividend will be pad on 19 November

2010 to shareholders cn the register at

8 Cctober 2010

Dmsional Performance

The Banking division had a very strong
performance, with profitabiity and the
loan book at record highs due to the
strength of Its market position across its
niche businesses and its solid and
drerse funding mode! This has been
achieved whiist retaining its disciplined
approach to lending As a result, it
ncreased its contnbution 1o 56% (2008
41%) of group adjusted operating profit
before group net expenses

The Securties division contributed 42%
(2009 50%) to overall group adjusted
operating profit before group net
expenses with a good performance
from Winterflood and an improved
performance from Seydler offset by a
lower contribution from Mako

Asset Management had a subdued
performance In the year and its
contribution reduced to 2% (2009 9%)
of group adjusted operating profit before
group net expenses This division Is
undergoing a period of transformation,
with investment focused on the Private
Clients business

Group net expenses were £20 8 million
{2009 £17 2 millor) Adjusted operating
expenses were broadly flat at

£21 3 millon (2009 £21 0 million)
despite the new senior resources and
functionalty that were committed to the
centre to assist the existing operatons
and growth of the divisions However,
adjusted operating income reduced by
£3 3 millon to £0 5 million (2009

£3 8 milion) In the absence of a foreign
exchange gan realised in the prior
financial year




Divisional Adjusted Operating Profit (Continuing Operations)

2010 2009 Change
£ million % £ milicn % %
Bankng 795 56 540 41 a7
Securities 593 42 649 50 (@
Asset Management 33 2 120 9 (73)
Total divisions 1421 100 1309 100 g
Group (20 8} (17 2) 21
Adjusted operating profit 1213 1137 7
Summary Balance Sheet
31 July 31 July
2010 2009
£ million £ milion
Assets
Cash and loans and advances to banks' 611.2 1982
Settlement balances, iong trading positions and loans to
money brokers? 7133 7289
Loans and advances to customers 29126 23649
Non trading debt secunties 1,582.1 22613
Intangible assets 1075 107 6
Other assets 3329 358 4
Total assets 6,259.6 60193
Liabitities
Settlement balances, short trading positions and
loans from money brokers 697.8 5807
Deposits by banks 481 480
Deposits by customers 3,1155 23196
Bommowings 14720 1,4369
Other liabilities 27118 3264
Total iabiities 5505.2 53216
Equity 7044 697 7
Total habilities and equity 6,269.6 60183

"includes £452 7 milhon (31 July 2009 €17 mition) cash at central banks
Ancludes £54 1 mulon (31 July 2008 £37 9 milkon) long trading postions in debt sacunties

Close Brothers Group plc
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in accordance with the new IFRS 8
disclosure on “Operating segrients”, a
breakdown of net interest and fees by
each of the three lending business units In
the Banking division is now provided The
segmental breakdown for the Secunties
and Asset Management divisions are
unchanged from previous vears

Balance Sheet

Mantaining a strong balance sheet has
been critical to Close Brothers' success
during the difficult market and economic
environment of the credit cnsis Total
assets increased 4% to £6,259 6 miflion
at 31 July 2010 (31 July 2009 £6,019 3
milion) reflecting significant growth in
loans and advances to customers {“the
loan book”) This growth was achieved
with a carresponding Increase in
llabiities of 3% to £5,505 2 milion

(31 July 2009 £5,321 6 million)

The loan book increased by £5477
million, or 23%, to £2,912 6 milion at

31 July 2010 (31 July 2009 £2,3649
rmillior) Organic growth of 19% was
dniven by good qualty new lending
across Retal, Commercial and Froperty
The loan book includes predominantly
secured loans on conservative loan to
value ratios with an average koan book
maturity of twelve months (31 July 2009
twelve months) In January 2010, the
group acquired a £93 8 million invoice
financing loan book which contnbuted
an additonal 4% growth

13
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Business Review

Overview continued

Cash and loans and advances to banks
increased £413 0 millon to £611 2 million
at 31 July 2010 (31 July 2009 £198 2
mifion) Previcusly, short-term deposits
were invested in certdicates of deposit
(“CDs"), however as these matured or
were scld, cash was placed on deposit
with the Bank of England As a result,
cash and balances at central banks
increased to €452 7 milion at 31 July
2010 (31 Juty 2009 £1 7 mulion)

Non trading debt secunities, which
includes the group’s COs, gits and
government guaranteed debt and
floating rate notes (“FRNs"), reduced by
£679 2 million to £1,5821 millon (31 July
2009 £2,261 3 milion) as CDs and
FRNs matured or were sold At 31 July
2010, the group had £615 4 milion

(31 July 2009 €754 7 millon) of FRNs
classified as available for sale and the
aggregate negative mark to market
adjustment on FRNs was £12 7 million,
net of tax (2009 £31 6 million)

Settlement balances, long trading
positions and loans to money brokers
are assets that relate to the group's
market-making activities and principally
reflect short-term funcing of trading
positions at Winterflood These
decreased £15 8 million to £713 3 million
at 31 July 2010 (31 July 2009 £728 9
million) and were partly offset by iiabilities
relating to settlement balances, short
trading positions and loans from money
brokers of £597 8 millon at 31 July 2010
(31 July 2009 £5907 mulron)

Intangible assets were broadly flat at
£107 5 millon at 31 July 2010 (31 July
2009 £107 6 milion) as the goodwill and
intangibles from the Invoice financing
loan book acquisition (N Bankng was
offset by an mparment in Asset
Management in light of difficult

market conditions

Customer deposits Increased £1959
million to £3,115 5 milion at 31 July 2010
(31 Juty 2009 €2,919 6 mitlon) and
include long and short-term deposits
from corporate and retal customers
Deposits by banks were flat at £481
million at 31 Juty 2010 (31 July 2009
£48 0 million)

Total borrowings, which include loans
and overdrafts from banks, debt
securities in 1ssue and subordinated
loan capital, were broadly stable at
£1,472 O rmilion (31 July 2009 £1,436 &
million}, including a £260 mullion group
bond 1ssued durning the year

Total equity at 31 July 2010 has
increased 8%, or £56 7 milien, to

£754 4 million (31 July 2009 £6977
rilion} and principally reflects profi
attrbutable to shareholders for the year
of £65 9 miion (2009 £71 7 million) less
€55 5 million (2008 £55 2 million)
dividend payments and an increase of
£31 0 mitlon (2009 (€23 4) milhon) as a
result of the positive mark to market
adustments on the available for sale
FRNs ang the impact of the transfer of
the impairment on investment assets to
the Income Statement

Funding and Liquidsty

The group has a prudent funding and
hquidity pasition and total avalable
funding for the group ncreased to £5 6
bilion at 31 July 2010 {31 July 2009

£5 4 billion) which 1s significantly above
the loan book of £2 9 billon at 31 July
2010 (31 July 2008 £2 4 billion)

The group has a dersiiied range of
fundng sources with a mix of bilateral
and syndicated faciities, repurchase
agreements, a group bond and long
and short-term custormer deposits

This enables the group to meet existing
funding requirements and be well
positioned for growth whilst considenng
cost effictency and the avalability

of funding

Funding Overview

Close Brothars Group plc
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Total wholesale facilities, ncluding the
group bond, have decreased by

£01 billon o £17 billion (31 July 2009
£21 8 billion) as some facilities reached
maturity and were not replaced before
the year end During the year the group
1Issued a £200 million bond maturng in
2017 and as a result the average
matunity of existing facilities and the
bond was 22 menths (31 July 2009

24 months} The average matunty of
wholesale funding at 31 July 2010,
excluding the group bond, reduced to
15 months (31 July 2009 24 months),
still comifortably above the twelve month
(2009 twelve months) maturity of the
loan book

The group 15 supported by a stable and
resihent customer depostt base which
increased to £3 1 bilion at 31 July 2010
(31 July 2008 £2 9 billcry Given the
avallability of alternative sources of
funding, the group chose not to raise
significant additional long-term retail
deposits and accordingly, customer
deposits with a matunty of more than
twelve months reduced to £0 2 billion
(31 Juty 2009 £0 9 blfion)

Since the financial year end, the group
has added a vanety of new faciites
totaling £910 million, with an average
maturity of 19 months

31 July 31 July

2010 2009 Change

€ milllon £ milhon € milhon

Drawn facilities and group bond' 14583 14097 486
Undrawn facilites 2270 3926 (165 B)
Deposits by customers > twelve months 2446 8888 (644 2)
Deposits by customers < twelve months? 2,869.7 202097 8400
Equity 754.4 697 7 567
Total available funding 56540 54185 1355

Drawn faciimes exclude £213 7 milhen (31 July 2009 £27 2 milion) of non-faciity overdrafts included in borrowings
2Deposits by customers < twelve months excluda £1 2 miflon (31 July 2009 £1 1 millien) of depesits held within the

Secunties division

Maturity Profile of Facilities and Deposits

Lass than Oneto Greater than

one year two years two years Totat

€ rmulfion £ mihon £ milion £ milion

Drawn facilities and group bond' 1,0147 150 0 2936 1,4583

Undrawn faciities 1120 950 200 2270

Deposits by customers? 2,869 7 186 4 582 31143
Total available funding at

31 July 2010 3,996.4 431.4 371.8 4,799.6

Total avallable funding at 31 July 2009 24070 18185 4853 4,7208

‘Drawn {acihties exclude £13 7 milion (31 July 2009 £27 2 mdion} of non facility overdrafts included i bormowangs
2Deposits by customers < twelve months exclude £1 2 midion (31 July 2008 £1 1 million) of depasits held within the

Securbes dmsion




During the year, Fitch Ratngs and
Moody’s [nvestors Services issued
Close Brothers Group plc inaugural
ratings of A/F1 and A3/P2 respectively,
both with a negative outiook Close
Brothers Limited (“*CBL"), the group's
reguiated banking subsidiary has credit
ratings of A/F1 by Fitch and A2/P1 by
Moody's, both with a negative outlook,
unchanged from the prior year

Capital

The group has mantained a strong
capital position with a core tier 1 capital
raho of 13 9% at 31 July 2010 (31 July
2009 14 8%, and a tctal capital ratio of
15 8% (31 July 2009 16 6%), despite
23% loan book growth dunng the
penod The strength of the group's
capital position ensures adeguate
flexipiity to support the group’s existing
businesses, and combined with efficient
capital allocation across the dvisions,
allows the group to pursue its strategic
objectives and future growth
opportunities

The group has consistently mantained
a conservative capital position and
prudently manages its capital to ensure
it 1s comfortably above the minimum
requirements for the group and all
regulated subsidiares

Proposed changes to the regulatory
capital regime are constantly monitored
by the group The majonty of the
signfficant changes have been clearly
highlighted by the regulatory and
legislative bodies The group believes
that it will not be matenally impacted by
proposed changes, based on current
analysis of the proposals, although
further developments will be assessed
as they anse

Total requlatory capital increased £32 2
mithon dunng the year to £683 8 millon
(31 July 2009 £651 6 milion)

Nctional nsk weighted assets increased
10%, or £401 9 million, to £4,338 7
milkon (31 July 2008 £3,936 8 million)
reflecting an increase n credit and
counterparty risk predominantly driven
by the 23% loan book growth

CBL, the group’s regulated banking
subsidiary, had a core tier 1 capital ratio
of 10 8% at 31 July 2010 (31 July 2009
11 0%) and accounted for 81% of the
group's nsk weighted assets (31 July
2009 78%)

Close Brothers Group plc
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Capital Position
31 July 3t Juty
2010 2009
£ mulion £ mullion
Core tier 1 capital 6033 5819
Total regulatory capital 6838 651 6
Risk weighted assets (notional)! 43387 3,9368
Core tier 1 capital rato 13 9% 14 8%
Total capital ratio 15.8% 16 6%

Notonal nsk weaighted assets calculated under Basel Il include a notional adiustrment for Pillar 1 operational and markst

nsk requirements

Group Key Financial Ratios

2010 2009
Operating margin! 22% 20%
Expense/income ratio? 66% 68%
Compensation ratio? MN% 42%
Returm on opening equity? 12% 10%

Adusted aperating profit on adjusted operating ncome

2Adusted operating expenses an adjusted operatng income

Total staff costs excluding exceptional tems an adustad operating incorme
‘Adjusted operating prohit after tax and minenty interasts on opening tetal equity

Note All KFRs exclude associate ncome exceptional items imparment fosses on goodwill and amortisabon of ntangible

assets on acquisiion and are in respect of continuing cperations

The strength of the group’s capital
position and its approach 1o capital
allocation will allow 1ts businesses to
grow In the short, medium and long-
term The group expects that over the
coming penods, its capital ratios may
moderate somewhat as It captures
opportunities for growth, particularly in
the loan book, although this is not
expected to matenally impact the overall
strength of the group's capital position

Key Financial Ratios

All of the group’s key financial ratios
(“KFRs") mproved as a result of a good
overall performance The group’s
operating margin improved to 22%
(2009 20%) due to a record contribution
from Banking and the expense/income
ratio improved to 66% (2009 68%)
Returm on opering equity improved to
12% (2009 10%)

15




16

Business Review

Banking

e 23% growth in
loans and
advances to
customers to a
record high of
£2.9 billion

¢ 47% increase in
adjusted operating
profit to £79.5
million, its highest
to date

e Bad debt ratio
decreased to 2.4%

“The Banking
division has
delvered a
very strong
performance.”

Key Divisional Metrics

Close Brothers Group plc
Annual Report 2010

2010 2009 Changs
£ million £ millon %
Adusted operating ncoms 2720 2355 15
Net interest and fees on loan book [ 2556 2162 18 |
Retail 1049 859 22
Commercial 1142 8995 15
Property 36.5 308 19
Treasury and other non-lending ncome [ 164 183 (15} ]
Adjusted operating expenses (129.1) (121 6) 6
Imparrment losses on loans and advances (63.4) (53 9) 6
Adjusted operating profit 795 540 47
Net interest margin 9.7% 9 4%
Bad debt rabic® 2.4% 2 6%
Closing loan book 29126 23649 23

Netinterest and fees on average net loans and advances 10 customers
Amparmant losses on average net loans and advances 10 customers

The Banking division has delivered a
very strong performance, benefiting
from the strength of its market position
across Its niche businesses and its solid
and diverse funding maodel It has
achieved this whilst retaining its
discplined approach to lending The
division has actively taken advantage of
the mare favourable operating
environment to extend its leadership
position, growing the loan book to a
record high of £2 9 billion {31 July 2009
£2 4 bilhion) with adjusted operating

profit ncreasing 47% to £79 5 millon
(2009 £54 0 milion)

Adjusted operating iIncome increased
15% 10 £272 0 millon (2009 £235 5
miticn) driven by an 18% increase In net
interest and fees on loan book to £255 6
milion (2009 £216 2 mithon) This
reflected an increase in the average

loan book of 15% and an increase In the
net interest margin to 9 7% (2009 9 4%)
as the businesses captured demand for
niche lending services




Adjusted operating expenses increased
6% to £1291 milkon (2009 £1216
millor) largely due to sigrificant loan
book growth and associated investment
in front line resources and Infrastructure
However, the expense/income ratio
reduced to 47% (2009 52%}) and the
compensation ratio reduced to 26%
{2009 28%j) as a result of strong
income growth and overall effective
cost management

The bad debt ratio reduced to 2 4%
(2009 2 6%) as the group benefited
from a modest improvemeant in
economic conditions, particularty driven
by Retall The longer term Commercial
businesses did not see a matenal
improvement, while Property appears to
have stablised The absolute bad debt
charge increased 6% to £63 4 millon
(2009 £59 9 milion) reflecting the
significant growth in the loan book

The loan book increased 23%, or £5477
milhon, to £2,912 6 million at 31 July
2010 (31 July 2009 £2,364 9 millon) to
a record level including significant
organic loan book growth of 19%, and
4% growth from the acquisition of a

£93 8 millron invoice financing loan book
in January 2010

Loan Book Analysis

Close Brothers Group plc
Annuzl Report 2010

31 July 31 July
2010 2009 Change
£ million £ meGon %
Retail 1,201 9 0954 21
Premium finance 5536 4555 22
Motor finance' 648 3 53990 20
Commercial 1,162 9 8823 32
Invoice finance 2621 1703 54
Asset finance 900.8 7120 27
Property 547.8 487 2 12
Closing loan book 29126 23648 23

'Includes £82 8 million (31 July 2009 £66 4 mifion) Ciose Finance Channel Islands loan book previously shown separataly

Banking Key Financial Ratios

2010 2009
Operating margin 29% 23%
Expense/income rat 47% 52%
Compensation rato 26% 28%
Retum on opening equity 20% 12%
Return on net loan book! 3.0% 23%

'‘Banking dmsion adusted operating profit befora tax on average net leans and advances to customers
Note Al KFRs exclude associate incoms exceptional items wimpawrnent kosses on goodwill and amortisation of intangibla

assets On 2CQUISIION

The Retall loan book grew 21% to

£1,201 9 rmillon (31 July 2009 £895 4
millon} with improved margins reflecting
good demand Motor finance increased
its market share to 9% (2009 5%) of the
iIndependent used car market and
increased the number of car dealers it
has relationships with to 5,800 {2009
5,000) over the last twelve months
Premwm finance benefited from
Increased volumes, particularly In
personal msurance inas, with a total of
15 milion 2008 1 2 mikon) new loans in
the year As a result, the average loan
book iIncreased 14% and Retall ncreased
its net interest and fee Income by 22% to
£104 9 millon {2009 £85 9 million)

The Commercial loan book has
Increased 32% to £1,162 9 million

(31 July 2009 £882 3 millon) driven by
very good new business levels in the
asset financing business as it Invested
in sales capabilities and nfrastructure,
and an acquistion in Invoice finance
Excluding the acquisition, the
Commercial book increased 21%
although the invoice finance loan book
remained flat due to the ongoing impact
of the economic envircnment on its
small and medium enterprise customers
and an active competitive ervironment

Given the 18% increase in the average
loan book, net interest and fee income
increased 15% in the year to £114 2
milion (2009 £99 5 milion)

The Property business increased its loan
book by 12% to £547 8 milion {31 July
2009 £487 2 million) as it continues to
lend at good margins with the same
prudent cntena to higher quality
residential property developers
Accordingly, net interest and fee

income increased to £36 5 million (2008
£30 8 milion)

Treasury and other non-lending income
declned 15% to £16 4 million {2002
£19 3 millon) as a result of lower retums
on cash and money market assets

The operating margin improved to 28%
(2009 23%) due to the strong Income
growth and effective cost management
As a result of the significant loan book
growth and a strong net interest margin,
the return on opening equity iIncreased
10 20% (2009 129%;) and the returm on
net loan book Increased to 3 0%

(2009 2 3%)

17
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Business Review

Securities

e Adjusted operating
profit declined to
£59.3 million

o Qverall Winterflood

volumes increased
10%

e Seydler delivered
an improved
performance

e Mako had a lower
contribution of
5.7 million

‘A good
performance in
Winterflood and
an improved
performance from
Seyder”

Key Divistonal Metrics

Close Brothers Group plc
Annual Report 2010

2010 2009 Change

€ milllon £ milhon %

Adjusted cperating income 162.2 167 8 (3)
Adusted operating expenses (102.9) (1029 -
Adjusted operating profit 59.3 64 9 (9)

The Securities division has delivered
another good resuit over the last twelve
months Overall, adjusted operating
profit declined 9% to £59 3 miflion
(2009 £64 9 million) reflecting a good
performance in Winterflood and an
mproved performance from Close
Brothers Seydier Bank (“Seydler”) offset
by a matenal fall In associate income
from Mako, relative to an exceptional
prior year performance

Adjusted operating income declined 3%
to £162 2 million (2009 £167 8 milion)
and adjusted operating expenses
remained flat at £102 9 millton (2009
£102 9 millon)

As aresult of the higher profit
centrbution from Winterflood and
Seydler, the operating margin improved
to 34% (2009 32%) and the retum on
opening equity increased to 39% (2009
35%) The expense/income ratio
improved to 66% (2009 68%) as higher
volume related costs in Winterflood were
offset by lower costs in Seydler and
income growth, excluding Mako The
compensation ratio was broadly stable
at 45% (2009 46%)

Secunties Key Financial Rahos

Winterflood adjusted operating Income
Increased 2% to £131 6 milion (2009
£128 4 millron} particularly benefiing
from the recovery n equity markets at
the start of the year The total number of
bargans traded in the year increased
10% to 11 8 milien (2008 107 millon),
which corresponds to average bargans
per trading day up 10% to 46,730

(2009 42,364}

This was a good performance given an
overall reduction in market volumes,
which resulted in lower spreads,
particularty in the second half, and a 7%
decline In Income per bargan to £1118
(2009 £1198) Trading performance has
remained consistent with four (2009
seven) loss days out of a total of 252
(2009 253} trading days, demonstrating
the resilience of Winterflood

Adjusted operating expenses increased
by only 2%, In line with ncome growth,
to £82 9 million (2009 £811 milion) and
as a result agusted operating profit
increased 3% to £48 7 million (2009
£47 3 milion)

2010 2000
Operating margin 34% 32%
Expense/income ratio 66% 68%
Compensation ratio 45% 46%
Return on opening equity 39% 35%

Note All KFRs exclude associate income exceptional items imparment 1osses on goodwill and amorusation of intangible

assets on acquisiion




Seydler had an mproved performance
with adjusted operating profit growth to
£4 9 miion (2009 £15 millon) Adjusted
operating ncome Increased 7% to

£24 9 milion (2009 £23 3 milion)
reflecting an improvernent In its equity
sales and capital markets actvity Ona
constant currency basis, adusted
operaing income also increased 7%
Adusted operating expenses were

£20 0 milion (2009 £21 8 million), a
reduction of 8%

Seydler has grown its market position
with 2,381 (2009 2,158} specialist floor
mandates and 184 2009 164}
designated sponsonng mandates

The 49 9% investment in Mako
contnbuted £5 7 millon {2009 £161
milion) of after-tax associate Income for
the year Despite higher levels of volatlity
in the later stages of the year, Mako saw
lower activity as a resutt of reduced
market volumes and challenging trading
conditions, particularly in fixed Income
The prior year's performance,
particularly in the first half, benefited
from excephional trading conditions
which led to both high volumes and
volatility immediately following the
collapse of Lehman Brothers

Mako's investment management
business has performed very well in the
year and Funds under Management
("FuM") of Pelagus Capstal, its fixed
Income relatve-value fund increased
$508 millon, or 187%, to $766 milion
(31 July 2009 $258 mulion), delivenng
good returms

Close Brothers Group plc
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Key Winterfiood Metrics
2010 2009 Change
£ million € milion %
Adjusted operating Incomes 131.6 1284 2
Adjusted operating expenses (82.9) B1 1) 2
Adjusted operating profit 48.7 47 3 3
Number of bargans (mlion} 118 107 10
Average bargains per trading day 46,730 42364 10
Income per bargain £1118 £1108 (7)
Key Close Brothers Seydler Bank Metrics
2010 2009 Change
£ million £ méfon %
Adjusted operating income 249 233 7
Adjusted operating expenses (20.0) (218 (8)
Adjusted operating profit 4.9 15 227
Key Mako Metncs
2010 2008 Change
£ miltton T mifion %
Adjusted operating profit’ 8.2 223 (63)
Tax on adjusted operating profit’ (2.5) 62) {60)
Profit after tax' 5.7 161 (65)

'Ciose Brothers share of result




Business Review

Asset Management

20

e Funds under
Management
increased 1o
£7.4 billion

¢ Adjusted
operating profit
decreased to
3.3 million

¢ Management
fees/average FUM
broadly stable at
73 bps

Key Divisional Metrics

Close Brothers Group plc
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2010 20089 Change

£ million £ mihon o

Adusted operating income 97 0 950 2

Management fees on FuM 52.2 543 (4)

Income on Assets under Administration

and deposits 327 376 (13
Other Income! 12.1 31 290
Adjusted operating expenses 937) {83 0) 13

Adjusted operating profit 33 120 (73)
Management fees/average FuM (bps) 73 72 1
CIosng FuM 7,428 6,839 9

'Includas performance fees mcome art invastmant assets and other incame

Asset Managerment had a subdued
performance for the year with adjusted
operating profit of £3 3 millon (2009
£12 0 milicn) The division 1s in a period
of transformation as it implements its
wealth and asset management strategy
amed at affluent and high net worth
retall nvestors in Private Clients, and
farmnily offices, charties and foundations
in Institutional This INitiative involves
investment that negatively impacted the
division's profit performance, particularly
in the second half of the year

Adusted operating income increased
2% 10 £97 0 mifion (2009 £95 O rmithon)
The most significant component of
Income, management fees on FuM,
declned by 4% to £52 2 million (2009
£54 3 milion) reflecting the first full year
excluding FUM from the private equity
busnesses which were deconsolidated
in the 2009 financial year Management
fees/average FUM remained broadly
stable at 73 basis ponts ("bps”) (2009
72 tps)

Income on Assets under Administration
and deposits declined by 13% to £327
milion {2009 £37 6 million) principally
reflecting the continuing negative impact
on margins in a fower interest rate
environment and a modest decline in
deposits

Funds under Management

Other income increased to £12 1 million
{2009 £31 milien) of which £6 milion
reflects one-off investment gains on the
division’s residual interest in the former
Close Brothers Private Equity business

Adjusted operating expenses increased
to £93 7 million (2009 £83 0 million)
reflecting investment to strengthen and
reposition the dwision durng its
transformation, including hirng key
resources In particular, durnng the year,
there was non-recurring investment
spend relating to Private Clent ntiatives
of £6 milon Thus investment includes
extensive research and marketing,
proposition, system and platform
development, and bulding the
capabilites to offer a comprehensive
wealth management service As a result,
the expense/income ratio increased to
97% (2009 87%)

The operating margin decreased to 3%
{2009 13%) and the return on opening
equity reduced to 2% {2009 6%)

Prvate
Clents  Insttutional’ Total
£ millon £ mithon £ mdlion
As at 1 August 2009 3,349 3,490 6,839
New funds raised 583 507 1,080
Redemptions, realisations and withdrawals (362) (739  (1,101)
Net new funds 221 (232) (11)
Market movement 301 299 600
As at 31 July 2010 3,871 3,057 7.428
Change 16% 2% 9%

Tries Dusiness area was previously Teferred 1o as Funds”
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Asset Management Key Financial Ratios

Operating margin

Expense/income ratio

Compensation ratio

Return on opening equity

Net new funds/opening FuM

21
2010 2009
3% 13%
97% 87%
57% 57%
2% 6%
0% 0%

Note All KFRs exclude associate income exceptienal items imparment losses on goodwill and amortisaton of ntangibie

assels on acquisiion

At 31 July 2010, closing FuM increased
9% to £7 4 billon (31 July 2009 £6 8
billon) reflecting positive market
mavemnents, particularly at the start of
the year as equity markets recovered
Private Clients FuM were up 16% to

€3 9 billton (31 July 2009 £8 3 billion}
due to market movements which
increased FuM by £0 3 billon and net
new funds of £0 2 bilkon (7% of opening
FuM) In the Institutional business, FuM
increased to £3 6 billon (31 July 2009
£3 5 bilhon} benefiting from positve
market movements of £0 3 billion,
partially offset by net cutflows of

£0 2 billion (7% of opening FulM)

During the year the division entered into
an agreement to acquire client assets of
up to £50 million from an IFA However,
the assets from this acquisstion will

take at least twelve to 18 months to
transition as indvidual investors choose
to become chents of the division

Since the year end, the division has
acquired Chartwell Group Limited, an
IFA with over £650 million of client
assets, and an established adwisory and
executon only infrastructure, for a
congideration of approximately £17
milicn This business 1s based in Bristol
and will pronide Asset Management with
a regional office in the South West of
England, and over 80 additional staff
that will provide extra capability to
accelerate Private Clients growth

“The division is In a period of

The am of the dvision’s investment
management process 1S 1o deliver
consistent long-term growth and nsk
adjusted returns, while managing
downside volatiity Over the last twelve
moriths, the division’s portfolios
underperformed a 100% equity
mandate, given its multi-asset class
approach and conservative stock and
asset class posttioning following the
significant rebound in markets from the
low in March 2009 As a result, market
moverments increased FuM in Private
Clients by 9%, which compares to an
increase of 12% in the APCIMS
Balanced Portfolio Market performance
was positve In Institutional as well, also
nsing 9%, following good performance
from the UK equity multi-manager
business

transtormation as it implements its
wealin and asset management strategy:”
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Principal Risks and Uncertainties

Financial nsk management 1s fundamental to the group’s
activities The group actively takes on nsk in order to generate
returns for its sharehaolders The assessment of the group’s
appetite for and management of those risks are therefore key
components of the group’s strategy and day-to-day activities
The group's approach to risk management 1s outined n detal
in the Governance section on pages 33 to 34 Note 33 on
pages 91 to 89 provides further information and qualtative
disclosures on the nisks ansing from the group’s use of financial
nstruments

Risk Appetite and Reputation

The group has historically operated a conservative business
mode! as demonstrated by its resilient performance during
recent economic conditions The rasiience of the group’s
modal doss not dminish the level of importance attached and
attention given to nsk management The group's nsk appetite
continues to have at its core a cautious approach, In particular
ensunng that the group 1s well capitalised, soundly funded and

The group considers the maintenance of its reputation
paramount and fundamental to s future success The group's
risk appetite and nsk management framework are designed to
protect that reputation This 1s underpinned by a commitrnent
to demonstrate the highest level of integnity in all the group's
actmvities and to freat customers and business counterparties
in a farr and open manner Employees are required to
establish, and are measured and rewarded aganst, individual
performance objectives which include this commitment

The principal nsks and uncertainties facing the group at

31 July 2010 are listed below together with a description

of the nsk, how it mpacts or could mpact the group's
businesses and the measures taken to mitigate or manage the
particular risk or uncertainty The fist below should not be
regarded as a comprehensive list of the nsks and uncertainties
faced by the group but rather a summary of those nsks which
the group currently faces and believes have the potential to
have a significant impact on its financial performance and

has adequate access to liguidity

Kay nsk and uncertainty

future prospects

Description of nisk

Rigk mitigatron and managsment

Economy and

competitive environment
Demand for the group's products
and services are sensitive to globai

economic conditions and those within

the UK in particular Underlying
economic conditions also iImpact
the levels of competition the group's
businesses face and therr ability to
trade profitably

Due to the dwversified nature of the
group’s activities, vanable and/or
volatile economic conditions could
impact the group in a number of
different ways Specific examples of
how this could iImpact on performance
include but are not Imited to

s | ower demand for the group’s
products and services In the
Banking and Asset Management
dwisions

* Reduced retaill and/or institutional
secunties trading activity leading to
lower trading volumes In the
Secunties division

+ Falure of a material iInstitution where
group or client funds are deposited
and/or invested

* High bad debt charges within the
Banking division due to customers
nability to repay loans and
reductions in asset values hald as
security for those loans

* Goodwil or other agset write downs
as a result of lower present values of
future cash flows due to reduced
€CoNomIC actvity

The group's businesses typically trade i
niche areas where they have developed
significant market knowledge and
expertise Across the divisions, the
group ams to be “there when it matters”
and to build long-term relationships with
its customers adding resilience to
trading performance in difficult
economic conditions

The Banking business model 1s based
on conservative loan to value ratios,
relatrvely short-term loan duration and 1s
predominantly secured on accessible
and dentfiable assets The Secunties
division’s primary activity sto be a
market-maker n short-dated exchange
traded products, thereby providing
hguidity to the markets within
conservative trading lmits, rather than
proprietary trading The Asset
Management model focuses on
managing, protecting and enhancing the
wealth of private and corporate clents

Historically the group’s congervative
model has enabled it to trade profitably
through economic downturns




Kay nsk and uncertanty

Descnplion of nsk.
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Risk mibgation and management

Funding

The group reguires access to funding In
order to support its client lending n
particular within the Banking division but
also trading and growth initiatives within
the Secunties and Asset Management
divisions

The vast majority of the funding
requirement for the group refates 1o the
Banking dviston Followng the credit
cnsis of 2008, access to credit markets
has become more uncertain Inability to
source sufficient funding could
constrain growth and in extrerne
crrcumstances require the Banking
division to reduce lending levels

The group remains soundly funded

with access to total funding of £5 6
billon at 31 July 2010 and funding a foan
book of £2 9 billon Since the banking
crisis, the group has diversified 1ts
sources of funding and currently utiises
the following

* Shareholder funds,
* Public bond markets,
Wholesale facilities,

Term retaut deposits, and

Short dated customer deposits

Although the cost and avalability of
these sources continues to be volatile,
the group is confident it will be able to
access sufficient funding to support its
operations

Liquidity

The group requires sufficient iquid
resources to ensure it 15 able to meet
llabiities as they fall due

The group’s ability to pursue its
strategic objectives Is constrained
in the event of a lack of avalable
ligud resources

The group’s policy continues to be to
manage its iguidity to ensure labilibes are
met as they fall due The Banking dvision
has histoncally mantaned longer matunty
funding, aming to “borrow long and lend
short” While this posttive duration
mismatch has narrowed in the current
year, it remans a signficant strength of
the Banlking model when compared to
peers in the Industry The group’s total
funding at 31 July 2010 15 significantly

In excess of its customer loans and
advances The excess Is invested In
assets such as FRNs, short-term CDs
and gits, or placed on deposit at the
Bank of England The group Is currently
assessing the new requrements of s
principal regulator under the Intemal
Liguichty Assessment regme, which it
does not expect to matenally impact the
group's eamings

Counterparty nsk

The falure or default of one or more
financial institutions could materialty
impact the financial position of the

group

The group places matenal amounts of
its customer deposits and client monies
and assets with other financial
Institutions erther by purchasing CDs
and FRNs or by placing funds on
deposit The group also enters into
denvative contracts in order to hedge
nterest rate and foreign exchange
exposures with counterparties creating
an exposure throughout the Iife of those
contracts In addiion the secunties
businesses trade secunties and rely on
counterparties As such, the group s at
nsk of financial loss f one of its
counterparties defaults or fals

The Risk and Compliance Committee
within the Banking dmvision monitors the
credit quality of the counterparties with
whom the group places deposits or
whose debt secunties are held, within
approved imits The Secunties dvision
exposure is imited as the businesses
trade in the cash markets with regutated
counterparties on a delivery versus
payment basis such that any credit
exposure 18 imited to pnce movements in
the underlyng secunties Counterparty
exposure and settlement fallure
rmonitonng controls are in place The
Asset Managerment Risk and
Compliance Committee mantans an
approved list of banks and custodians for
clent money and assets which 1t controls
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Principal Risks and Uncertainties continued

Kay nsk and uncertainty

Dascnpticn of nsk

Risk miigation and management

Credit nsk

The nsk of default or untimely payment
of amounts due by customers leading to
the write Off or write down of assets

The group's Banking division advances
loans to a range of corporates, SMEs or
individuals Failure to recover the
amounts lent or the interest and fess
associated with that foan could result in
a significant bad debt charge

The group’s lending businesses have a
dual approach to mitgate credt nsk

s Aming to lend to customers with the
lowest ikelihood of defaulting by
gving due consideration of the credit
qualty and covenant of the
underlying borrower, and

s Lending on a secured basis with
significant emphasis on the quality of
the underlying secunty to minimise
any loss should the customer not be
able to repay

These are supplemented by timely and
ngorous collections and arrears
management processes In addition
much of the Banking division’s lending 15
short-term and average loan size 1s
small with the result that few ndividual
loans have the capacity to matenally
impact the group's earnings

Regulation, tax and legislation

The group operates in a highly regulated
environment Changes in regulation or
the basis of taxation, particularty In the
UK, could matenally impact the group's
performance

The impact on the group's businesses
caused by changes in regulation or the
tax system I1s potentially matenal
particularly in the aftermath of the credit
crisis

Significant changes to the regulatory
and legislative environment are currently
being introduced and more are
expected These include

« Changes to the types and levels of
liquidity banks are required to hold,

+ Amendments to the regulatory
capital regime including changes to
the level and type of capital required
(“Basel lII"),

* Required enhancement to nsk
management and govermance
processes, and

¢ Rewvisions to the Financial Services
Authority (“FSA”) remuneration code

Although many of the proposed
changes are amed primarnly at larger
instiutions, the iImpact on the group's
business model and earnings I1s
potentially significant

The more ntensive approach to
supervision adopted by the FSA
following the credt cnsis, and an
increased focus on certain Issues in the
secunties market, could lead to a greater
degree of reguilatory intervention in
financial services businesses generally
The recently announced changes n UK
regulatory structure may result n a penod
of Increased uncertainty, with the
potential for disruption of established
regulatory relationships

The group monitors regulatory
developments and engages in dialogue
with regulatory authortties on a regular
basis and continues to mamtan a
conservative model with a strong, well
captalsed balance sheet and believes it
1s well placed to react to regulatory change

The group has a central tax function
which llaises regularly with the tax
authorities and has developed a group
tax policy to ensure a congistent
approach 1s taken to tax Issues across
the group
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Risk mibgation and management

Operational nsk

Operational nsk 1s the nsk of loss or
other matenal adverse impact resulting
from faled internal processes, people or
systems, or from extemal events

I common with any financial services
group, operational nsk 1s inherent to the
group The group considers the key
nsks relate to employees and
information technology

The group's success Is closely aligned
to the abilities and expenence of its
employees The ability of the group to
attract and retain key personnelis
cntical to the group's prospects in the
mediurm and long-term

The group's actmities are highly rehant
on ther IT infrastructure in ther daity
operations Failure to respond to new
technology, develop existing systems
and ensure a robust infrastructure
could have a materal efiect ether
competitively or operationally on the
group's earnings and reputation

The group has implemented an
operational nsk management framework
designed to ensure that operatonal
nsks are assessed, miigated and
reported in a consistent manner across
the group The group 1S also exposed to
fraud nsk both internal and external and
has continued to review and enhance its
fraud prevention controls

The group has implemented a
performance management framework
and reviews the reward and incentive
schemes regularly to ensure the group
15 successful i attracting and retaning
the calibre of employees necessary to
meet its objectives, while aligning such
schemes with nsk, compliance and
treating customers farly objectives
The group has succession plans for
key employees

Each of the businesses continually
invest in its [T platforms to ensure they
are up-to-date and fit for purposs for the
markets they operate n Additionally,
business continuity plans are in place
with alternative business locations
mantained to enable the businesses to
respond In a timely manner to a disaster
event The group's overall exposure 1s
further mitigated by ndmdual businesses
mantaning discrete IT systems rather
than group wide IT platforms
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Kay nsk and uncertainty

Descnption of nsk

Risk rmitgation and managerment

Market nsk

The group’s activiies are exposed to
losses arising from equity or fixed
Income pnce movements and changes
to foreign exchange and nterest rates

The group's secunties businesses

are exposed to market movements
derving from trading in equity and fixed
Income secunties

Interest incorne 15 a substantial
proportion of the group's revenues
Movements in interest rates have
the potential to materally affect the
group's earnings

The majonty of the group’s activities are
located in the Brbsh Isles and are
transacted in sterfing The group does
however have matenal currency assets
and labilites prmarily due to a range of
currency services offered by the
Banking dvision These currency
assets and liabilities are principally CDs,
FRNs and lending as well as
borrowings and customer deposits

The group a'so has a number of
overseas subsidianes, a US dollar
investment N its associate Mako and
two seed capial nvestments within
currency denominated funds

Sentor management within the
Securities businesses are closely
involved In nsk management processes
which are also monitored at group level
There are controls, supplemented by
cash Imits, on indwidual large or slow
rnoving equity or fixed income positions
Real time controls on the size and nsk
profile of trading books and of individual
books within these are maintained

Treasury operations do not trade actively
In money market Instruments although
they are held for lquidity purposes

The group's policy Is to match fixed and
vanable interest rate labimes and assets
utiising interest rate swaps where
necessary Interest rate mismatch
policies are astablished by the Banking
divisicn's Risk and Compliance
Committee with compliance monitored
dally Retumns from the group's capital
and reserves are necessarily subject to
Interest rate fluctuations and as a matter
of policy are not hedged

The foreign exchange exposures ansing
from the Banking division’s assets and
liabilties are managed by matching
assets and habilities by currency and the
Imited use of foreign currency swaps
Exposures are monitored dally against
centrally authonsed imits The group
does not take speculative proprigtary
positions in foreign currency

The group does not hedge #ts currency
exposure to its overseas subsidianes
and currency investments since it 1s
relatively modest A sensitivity analysis
on foreign currency exposures s shown
on page 97




Govemance

Report of the Directors

The directors present theyr report and the audited financial
statements for the year ended 31 July 2010

Business Review and Principal Activities

Close Brothers Group plc (“the Company"} 1s the parent
company of a group of spectalist banking, securities and asset
management companies

The principal subsidiary undertakings as at 31 July 2010 and
their pnncipal activities are listed in note 26 on page 84 of the
Financial Statements

The information that fulfils the requirements of the Business
Rewview can be found in the following sections of the Annual
Report, each of which are incorporated by reference into, and
form part of, this Report of the Directors

Pages
Charrman's and Chief Executive's Statement 2105
Board of Directors 8109
Business Review 11to 21
Principal Risks and Uncertanties 2210 26
Corporate Governance 281035
Corporate Responsibility 36 to 37
Report of the Board on Directors’ Remuneration 3810 48
Financial Statements 49 10 99

Results and Dividends

The consoldated results for the year are shown on page 50
The directors recommend a final dwvidend for the 2010 financial
year of 25 5p (2009 25 5p) on each ordinary share which,
togsther with the intenm dividend of 13 5p (2008 13 &p),
makes an ordinary distribution for the year of 39 Op (2009

39 0p) per share The final dwidend, if approved by
shareholders at the 2010 Annual General Meeting ("AGM"), will
be paid on 19 November 2010 to shareholders on the register
as at 8 October 2010

Drrectors

The current directors of the Company at the date of this report
appear on pages 8 and 9 All the directors held office
throughout the year ended 31 July 2010

Directors’ interests
The directors’ interests in the share capital of the Company as
at 31 July 2010 are set out on page 44

Appointment of directors and powers of directors
Details on the appointment of directors and the powers of
directors are set out on page 30

Directors’ indemnity

The Company has granted indemnities to all of its directors on
terms consistent with the applicable statutory provisions
Qualifying third party indemnity provisions for the purposes of
section 234 of the Companies Act 2006 were accordingly in
force dunng the course of the financial year ended 31 July
2010, and remain in force at the date of this report

Share Capital
As at 31 July 2010 the Company had 1497 millon ordinary
shares In 1ssue with a nominal value of 25 Op each Details of
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changes in the Company’s ordinary share capital dunng the
year are given in note 23 on page 82 of the Financral
Statements On a show of hands, each member has the nght
to one vote at general meetings of the Company On a poll,
each member 15 entitled to one vote for every share held The
shares carry no rnghts to fixed income No person has any
spacial nghts of control over the Company’s share capital and
all shares are fulty pad

Dunng the year the Company 1ssued 194,157 ordinary shares
of 25 Op each In satisfaction of option exercises Full details of
the options exercised, the weighted average option exercise
price and the weaighted average market pnce at the date of
exercise can be found in note 31 on pages 88 and 89 of the
Financial Statements

Restrictions on the transfer of shares

There are no specific restrictions on the transfer of the
Company's shares which are governed by the general
provisions of the articles of association and prevalling
legislation

The Company Is unaware of any arangements between its
shareholders that may result in restrictions on the transfer of
shares and/or voting nghts

New i1ssues of share capital

Under the Companies Acts, the directors of a company are,
within certam exceptions, unable to allot any equity secunties
without express authorisation, which may be contaned in a
company’s articles of association or given by its shareholders
N general meeting, but which in either event cannot last more
than five years Under the Companies Acts, the board may
also not allot shares for cash (otherwise than pursuant to an
employee share scheme) without first making an offer to
existing shareholders to allot such shares to thern on the same
or more favourable terms in proportion to ther respective
shareholdings, unless this requirement 1s waived by a special
resolution of the shareholders

Purchase of Own Shares

The existing authonity given to the Company at the last AGM to
make market purchases of up to 10% of its 1issued share
capital will expire at the conclusion of the next AGM

The board considers it would be approprate to renew this
authonty and intends to seek shareholder approval to make
market purchases of up to 10% of its 1ssued share capital at
the forthcoming AGM in ine with current investor sentiment
Detalls of the resolution renewing the authonty are included in
the Notice of AGM

Dunng the year ended 31 July 2010, the Company made no
market purchases of its own shares (“Treasury Shares”)

The Company holds Treasury Shares for the purpose of
satisfying option grants and share awards under the
Company's employee share plans Dunng the year ended

31 July 2010, 705,411 Treasury Shares were transferred out to
satisfy share ophion awards, for a total consideration of

£4 0 milion The maximum number of Treasury Shares held at
any tme durnng the year was 5 5 million with a nominal value of
£14 milion
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Employee Share Trust

Bedell Trustees Limited 1s the trustee of the Close Brothers
Group Employee Share Trust, an independent trust, which
holds shares for the benefit of employees and former
employees of the group The trustee has agreed to satisfy a
number of awards under the employee share plans As part of
these arrangements the Company funds the trust, from time to
time, to enable the trustee to acquire shares to satisfy these
awards, detalls of which are set out in note 31 on pages 88
and 89

Substantiat Shareholdings
Details on substantial shareholdings in the Company are set
out on page 34

Significant Contracts

A change of control of the Company following a takeover bid
may cause a number of agreements to which the Company is
party to take effect, alter or terminate These include the
Company bonds due 2017, certain insurance policies, bank
facility agreements and employee share plans

The group had commmitted faciities totalling £1 5 bilhon as at
31 July 2010 which contain ¢lauses which require lender
consent for any change of control Should consent not be
given, a change of control would tngger mandatory
prepayment of the faciities

All of the Company's employee share plans contain provisions
relating to a change of contro! Outstanding awards and
ophtons may vest and become exercisable on a change of
control, subject where appropnate to the satisfaction of any
performance conditions at that tme and pro-rating of awards
In the context of the Company as a whole, these agreemernts
are not considered to be significant

Risk Management

The group has procedures in place to identify, monitor and
evaluate the significant nsks 1t faces The group's risk
management objectives and policies are set out on pages 33
and 34 and in note 33 on pages 91 to 99 to the Financial
Staternents

Supplier Payment Policy

All banking, secunties and investment transactions are settled
in accordance with applicable terms and conditions of
business agreed with the counterparty Average creditor Gays
for all cther approved expenses was 22 (2009 21)

Charitable and Pohhcal Donations

The group made chantable donations i the year amounting to
£2281,000 (2009 £154,000) Further details are set out in the
Corporate Responsibility section on pages 36 and 37 No
polittcal donations were made during the year (2008 £mil)

Resolutions at the Annual General Meeting

The Company’s AGM will be held on 18 November 2010
Resolutions to be proposed at the AGM include the renewal of
the directors’ authonty to allot shares, the disapplication of
pre-ermpton nghts, authority for the Company to purchase its
own shares and the re-election of all the directors

The full text of the resolutions is set out In the Notice of AGM
sent to the Company's shareholders A letter from the
chairman which explains the purpose of the resolutions will
accompany the Notice of AGM

Auditors

Resolutions to reappoint Delotte LLP as the Company's
auditor and to give the directors the authonity to determine the
auditors’ remuneration will be proposed at the forthcoming AGM

Disclosure of Information to Auditors
Each of the persons who are directors at the date of approval
of this Annual Report confirms that

* So far as the director 1s aware, there 1s no relevant audrt
information of which the Company's audrtor s unaware, and

* He has taken all the steps that he ought to have taken as a
director in order to make himself aware of any relevant audit
nformation and to establish that the Company's auditor 1s
aware of that information

This confirmation s given and should be nterpreted in accordance
with the provisions of section 418 of the Companies Act 2006

By order of the board

Ehzabeth Lee
Company Secretary

28 September 2010




Governance

Corporate Governance

The board recognises and understands the prvotal role

of good governance not only at board level but throughout
the organisation It has been closely mortonng the
governance debates following the credit crnisis and the
economic dewntum

The board believes that effective management and monitering
of nsk goes to the core strategic objectives of the group A
significant proportion of board tme in the last financial year
was focused entirely on nsk, including discussions of group
nisk appetite, the appropriate framework for control of nsk and
the identification and impact of key nsks facing the group,
whether external macro econormic and political factors or key
business nsks Recognising the importance of allocating
sufiicient time for the aversight of nsk, it 1s anticipated that a
board nsk committee will take responsibility for this key area in
the next financial year providing oversight and advice o the
board regarding group nsk appetite, group nsk profile and
alignment to nsk appetite, the nsk management framework
and culture and algnment of reward structures to nsk appetrte

Compliance
The directors are responsible for ensuring the highest
standards of corporate govemance within the group

The Combined Code on Corporate Governance 1ssued by the
Financial Reporting Council in June 2008 (the “Combined
Code”) sets out guidance on best practice in the form of
principles and provisions on how companies should be
directed and controlled to follow good governance practice
The Financial Services Authonty (“FSA”) requires companies
Iisted In the UK to disclose, n relaticn to Section 1 of the
Combined Code, how they have applied its pnnciples and
whether they have complied with its provisions throughout the
accounting year Where the provisions have not been complied
with companies must provide an explanation for this

It 1s the board’s wiew that the Company’s governance regime
has been fully compliant for the year end 31 July 2010 with the
Code of Best Practice set out n Sechion 1 of the Combined
Code, except that at least half the board of directors, excluding
the chairman, were not independent The board intends to
appont a further ndependent non-executive director to
address this

A copy of the Combined Code can be found on the Financial
Reporting Council's website, www frc org uk

The Board

Role and responsibilities

The board 1s collectively responsible for ensunng the success
of the Company [t sets the group's strategic objectives and
provides leadership for the group as a whole The board is the
pnmary decision making body for all matters considered
significant to the group as a whole A formal schedule of
matters 1s submitted to the board for its decision, which
enables the board and executive management to operate
within a clear govermance framework The schedule of matters
requirng board approval currently includes

¢ Setting and monitonng strategy,
* Risk management,
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¢ Hegulatory compliance and internal control,

* Ensurnng adequate financial resources,

¢ Acquisitions and disposals over certan thresholds,
+ Board appontments and removals, and

» Commurication with shareholders

Matters which are outside the scope of the schedule
of matters reserved to the board are decided by
executive management

The board also adopts an annual schedule of roling agenda
itemns to ensure that all matters are given due consideration
and reviewed at the approprtate pomt in the financial and
regulatory cycle Agenda items include consideration of the
annual budget and its approval, review of the Intemal Capital
Adequacy Assessment Process and regular updates from the
chief executive and finance directar on the performance and
results of the group and the individual operating businesses In
addition, senior executives will update the board on specific
matters, including legal, compliance, nsk and intemal audit
Dunng the year, the board has, in particular, focused on

* The budget for the 20172011 financia year,

* Funding and lqudity, in particular the FSA new Lqusdity
regme,

+ Capital management,
¢ Close Brothers Group plc’s bond I1ssue,
+ The mplications of the Tumer and Walker Reviews,

+ The 2010 update on the board evaluation process camed
out in 2008, and

+ Govemnance and nsk management

In additon, the divissonat heads of the Banking, Asset
Management and Secunties dvisions updated the board on
performance and strategic developments and initiatives in therr
respective areas

Composition, balance and independence

Al the date of this report, the board compnses eight members
the chatiman, three executive directors and four non-executive
directors

The directors contribute a range of complementary skills,
knowledge and expenence Detalls of the ndwvidual directors
and their biographies are set out on pages 8 and 9

The board 1s of the opmnion that each non-executve director
acts in an independent and objective manner and therefore,
under the Combined Code, is regarded as independent, with
the exception of Jamie Cayzer-Colvin who I1s a director of a
substantial shareholder The beard's opinton was determined
by considerning for each non-executive director whether he 1s
independent In character and judgement, how he conducts
himself in board meetings and board committee meetings,
whether he has any interests which may give nse to an actual
or percenved conflict of interest and whether he acts in the best
interests of the Company and all its shareholders at all imes
Each non-executive director 1s required to confirm at least
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annually, whether any circumstances exist which could impair
his Independenca

The structurs of the board ensures that no indmdual or group
of ndividuals 1s able to dominate the decision-making process

Chairman and chief executive

The roles of the charman and chief executive are separate and
there 1 a clear division of responsibilities between the two
roles In accordance with the Combined Code, there s a
written statement of the division of responsibilities which has
been reviewed and approved by the board The charmarn 1s
Strone Macpherson His other significant commitments are set
out in his biography on page 9 The board 1s satisfied that his
significant commitments do not restnict him from camying out
his duties effectively

As charrman, Strone Macpherson 1s primarly responsible for
lsading the board and ensuring the effective engagement and
contribution of all the directors His other responsibilities
include setting the agenda for board mestings, providing the
drectors with information In an accurate, clear and timely
manner and the promotion of effective decision making The
chairman 1s also charged with ensunng that the directors
continually update therr skilis and knowledge and that the
performance of the board, its committees and the indmdual
directors are evaluated on an annual basis

The group chief executive 1s Preben Prebensen who s
pnmarily responsible for the day-to-day management of the
group’s business His other responsibilities include proposing
and developing strategic objectives for the group, managing
the group's nsk exposures in Iine with board policies,
implementing the decisions of the board and facilitating
approprate and effective communication with shareholders
and regulatory bodies

Senior iIndependent director

The senior ndependent director 1s Bruce Camegie-Brown

In addition to the existing channels for shareholder
communications, shareholders may discuss any 1ssues or
concerns they may have with the senior independent direcior

Appomtment of directors

The appontment of directors 1s governed by the Company's
articles of association, the Companies Act 2006 and other
applicable regulations and policies Directors may be elected
by shareholders in general meeting or appointed by the board
of directors In accordance with the provisions of the articles of
association The articles of association may be amended by
special resolution of the shareholders

In accordance with the new UK Corpoerate Governance Cade
all directars will be subject to re-election at the AGM The
board will only recommend to shareholders that executive and
non-executive directors be proposed for re-election at an AGM
after evaluating the performance of the individual directors
Following the performance evaluations, the board will be
recommending that all directors be re-elected by shareholders
and confirms that each director continues to be effective and
demonstrates commitment to therr role

Letters of appointment are avallable for Inspection by
shareholders at sach AGM and durnng normal business hours
at the Company’s registered office

Biographies for all the directors are set out on page 8

Powers of directors

The directors are responsible for the rmanagement of the
Company They may exercise all powers of the Company,
subject to any directions grven by special resolution and the
articles of association The directors have been authonsed to
allot and 1ssue ordinary shares and to make market purchases
of the Company’s ordinary shares by virtue of resolutions
passed at the Company’s 2009 AGM

Meetings and attendance

The board has regular scheduled meetings Dunng the year
ended 31 July 2010 there were ten scheduled board meetings
and two ad hoc board meetings called to deal with specific
time critical business matters There were also additional
board meetings convened to deal with operational issues

The directors receve detalled and comprehensive papers in
advance of each board meeting The agenda Is set by the
chairman in consultation with the chief exacutive, the finance
director and the company secretary In addition, each director
15 given the opportunity to review the agenda and propose
iterns for discussion with the chairman’s agreement

The annual schedule of board meetings 1s decided a
substantial tme in advance in crder to ensure the avalabiity of
each of the directars In the event that directors are unable to
attend meetings due to conflicts in therr schedule, they receive
papers in the nomMal manner and have the opportunity to relay
their comments In advance of the meeting, as well as follow up
with the charrman If necessary The same process applies In
respect of the varous board committees

The number of board meetings held dunng the year and the
attendance by the directors I1s set cut In the table below

Number of board meetings 2009/2010

Schedulsd Ad hoc
10 2

Executive director.
Stephen Hodges 10 2
Jonathan Howell 10 2
Preben Prebensen 10 2
Non-executive director:
Bruce Camegie-Brown 8 2
Jamie Cayzer-Colvin 10 2
Ray Greenshields 9 2
Strone Macpherson 10 2
Mlas Paterson 10 2
Board evaluation

The board conducts a formal and ngorous performance
evaluation each year to assess its own performance and that
of its cormmmittees and indmdual directors The process 1s led
by the charman, who 1s supported by the company secretary




In 2009 Boardroom Review camed out an iIndependent
evaluation of the effectiveness of the board and in 2010 was
reapponted t¢ consider the board's progress following the
2009 evaluaton Boardroom Revew provides no other
services 1o the board and/or the group

The comprehensive nature of the 2010 review fulfiled both the
Combined Code and new UK Corporate Govemance Code’s
requrement for the evaluation of the board, its committees and
the individual directors and took the form of confidenttal
Interviews between the external assessor and each director
plus a review of relevant papers Results from the evaluation
were collated by the assessor and considered by the chamman
and chief executve Feedback was subsequently presented to
and discussed by the board in July 2010

The 2010 update review highlighted achievements on the
development of the board's strategic processes and the
strengthening of the governance structure The report noted
the introduction of strateqic away days, increased informal
board tirme and site visits to the board calendar [t
recommended the introduction of a ceniral training
programme to cocrdinate director training

In addition to the independent board evaluation process, the
senior Independent director led a separate performance review
in respect of the chairman which involved a review with the
non-executive directors (excluding the charrman} and separate
consultation with the chief executive The senior iIndependent
director subsequently provided feedback to the chairman on
his appraisal

Induction, information and ongoing development

On appointment to the board, each director recewves a
comprehensive nduction talored to the expenence and needs
of the Individual Meetings are arranged with other dwectors,
key senior personnel and external advisers New drrectors are
also availlable o meet mayor shareholders on request

The directors are kept informed of relevant regulatory and
corporate governance developments as they anse by senior
managers or through the Company’s external advisers During
the year ended 31 July 2010, the directors receved brefings
an the Walker Review and the Financial and Reporting Councill
Review of the Combined Code

In addiron, all directors have direct access to the services and
adwvice of the company secretary who 1s responsible for
ensuring that the board procedures and applicable rules and
regulations are observed Directors are able to take
independent outside professional adwvice to assist with the
performance of ther duties at the Company's expense

Board Committees

The board has established an Audit Committes, a
Remuneration Committee and a Nominaton and Governance
Committee Each committee 1s responsible for the review and
oversight of actvites within its defined terms of reference and
coptes of each committee’s tarms of reference are available on
the Company's website
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Membership of the committees 1s made up of independent
non-executive directors only

At the scheduled board meetings, the chaimman of each
committee provides the board with a summary of key 1ssues
considered at the committee meetings

Board governance structure

The Board

Audit Remuneration Ngggztr'l‘;: ca:d
Committee Committee Commitiee
Audit Committee

The membership of the Audit Committee durng the year
ended 31 July 2010, together with a record of attendance at
meetings which members were eligible to attend, 15 set out
below

Number of meetings scheduled during year-5

Mamber Attendance
Douglas Paterson (chairman) 5
Bruce Camegie-Brown 5
Ray Greenshields 5

The committee meetings were scheduled to coincide with the
financial reporting and audit cycles of the group The
commities has throughout the year monitored the integnty of
the financial statements through a review of the Intenm and
Annual Reports

The committee Is chaired by Douglas Paterson who as a
senior partner in the banking and capital markets division of
PncewaterhouseCoopers until 2001 and as a non-executive
director of Goldman Sachs Intemational Bank has, in the view
of the board, the appropnate level of recent and relevant
financial experience as required by the Combined Code

The company secretary, or her nominee, acts as secretary to
the committee The executive directors and heads of group
finance, nsk and compliance attend by invitation The chaiman
of the board and Jame Cayzer-Colvin also atiend committee
meehngs regularly by invitation The external auditors and the
head of internal audit attend all mestings and the committee
meets prvately with them at each meeting
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The role of the committee includes

* Monitoring the integnty of the financial statements of the
Company and the form and content of published
announcements,

* Reviewing accounting policies, accounting treatments,
Judgements and disclosures n financial reports,

* Reviewing the adequacy of the group’s system of nsk
management, regulatory compliance and internal control,

» Reviewing the group’s whistleblowing procedures,

= Monitoring and reviewing the effectiveness of the group
internal audit function,

* Making recommendations to the board as to the
appoirtment or reappointment and remuneration of the
extermal auditors, iIncluding assessing mdependence and
objectmty, approving ther terms of engagement and
reviewing therr findings and performance and overseeing
the relationship with them, and

s Developing and implementing policy on the engagement of
the external auditor to supply non-audit services, taking into
account relevant ethical guidance regarding the provision of
non-audit services by the external audit firm

The committee reports to the board on all these issues,
identifying any matters in respect of which it considers that
action or improvement 1s needed, and makes
recommendations as to the steps to be taken

During the year, the committee particularly focused on the
following areas

* The group’s annual and half year reporting mcluding
significant reporting Judgements made by managerment,

* Review of the group's tax policy,

* Consideration of the hedge accounting implications of the
maore diversified funding mix N the Banking division
following the credit crisis,

¢ Review of the group’s foreign exchange policy, and

+ Review of the group's hedgng policy for employee share
plans

As In previous years, the committee conducted a review of the
service provided by the group's external audiors The results
of this review were shared with the external auditors to provide
a basis for Its recommendation as to ther reappointrnent

Non-audit services policy and auditors' independence
The group's auditors are Delfoitte LLP The committee
assesses annually the independence of the auditors as well as
ther qualfications, expertise and resources and the
effectiveness of the audit process In assessing ther
independence, the committee considers the level of non-audit
work camed out by the auditors and has agreed a clear policy
on the engagement of the external auditors for non-audit
services to ensure any such engagement does not imparr ther
objectivity and independence The committee must pre
approve any work awarded over £100,000 The policy reflects
the committee’s view that there are benefits to the auditors
carrying out non-audit work where it 1s closely related to the
audit and/or where a detaled understanding of the group 1s

requred The committee balances these benefits with the
potential Impact on auditor independence and believes that
the agreed policy provides a more relevant measure of auditor
independence than menetary ratios or guidelines followed by
some Investors Examiples of non-audit services awarded to
the external auditors in the year to 31 July 2010 include
taxation fees and a review of hedge accounting models and
documentation within the Banking division A breakdown of
the fees paid to the external auditors in respect of audit and
non-audit work 1s included in note 6 on page 67

Having given consideration to the extra work undertaken by
the auditors, and after review with the audit partner and the
executive directors, the committee 1s satisfied as to the
independence of the external auditors

External auditor audit, tax and other non-audit fees

Remuneration Committee

The membership of the Remuneraticn Committee during the
year ended 31 July 2010, together with a record of attendance
at meetings which members were eligible to attend, 1s set out
below

Number of meetings scheduled during the year-7

Member Altendance
Bruce Camegie-Brown (chairman) 7
Ray Greenshields 6
Douglas Paterson 7

The chairman of the board, chief executive officer, group head
of human resources and Jamie Cayzer-Colvin attend the
mestings by iInvitation Further details of the role and work ot
the commuttee are set out In the Report of the Board on
Directors” Remuneration on pages 38 to 48




Nomination and Governance Committee

The membership of the Nomination and Governance
Committee dunng the year ended 31 July 2010, together with
arecord of attendance at meetings which members were
eligible to atiend, I1s set out below

Number of meetings scheduled during year - 4
Member Attendance

Strone Macpherson (chaiman)

Bruce Camegie-Brown

Ray Greenshields

FORE-S A RN

Douglas Paterson

The chief executive and Jamie Cayzer-Colvin attend by
nvitation

The role of the committee includes

¢ Considering the appointment or retirement of directors,

* Reviewing proposed nominations and governance
procedures and to make recommendations thereon to the
board Before an appointment 1s made, the skills,
know'edge and expenence required for a particular
appointment are evaluated and external advisers may be
used to facilitate the search for sutable candidates,

s Regular reviews of the structure, sze and composiion of
the board,

« Considenng the leadership needs of the group and
succession planning, and

+ Aggessing the contnbution of non-executive directors

During the year the committee met fo consider the recrutment
and appointment of a new non-executive director, the
reappontments of existing non-executive directors and the
impact of the Watker Review on board structure and the
annual reappointment of directors

Conflicts of Interest

The shareholders approved new articles of association at the
AGM held on 18 November 2009, which imclude provisions
gving the directors authonty to approve conflicts of interest
and potential conflicts of Interest as permitted under the
Companies Act 2006

A procedure has been established whereby actual and
potential conflicts of nterest are regularly reviewed, and
appropnate authonsation sought, pnor to the appointment of
any new director or if a new conflct anses The deciston to
authonise a conflict of interest can onty be made by non-
conflicted directors and in making such a decision the
directors must act in a way they consider, in good farth, will be
most bkely to promote the success of the Company The
board believes this procedure operated effectively throughout
the year

Internal Gontrol and Risk Management

The board has overall responsibility for the group’s systems of
nsk management, regulatory compliance and intemal control
and for reviewing ther effectiveness The systemns are
designed to ensure that the key nsks, both internal and
external faced by the Company and its subsidianes in the
conduct of their business are identified and evaluated so that
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appropnale contrals are put in place to manage those nsks
Such systems are designed to manage rather than eiminate
the nsk of falure to achieve business objectives and can only
provide reasonable, but not absolute, assurance aganst
material misstatement or loss

Risk management 1s the process of identifying the principal
business nsks to the group achieving its strategic objectives,
establishing appropnate controls to manage those nsks and
checking that appropnate monitoring and reporting systems
are In place The group's nsk management process balances
cost against nsk within the constraints of the group's nsk
appetts and is consistent with the prudent management
required ¢f a large financial organisation

The nsk management framewaork 1s based on the concept of
“three ings of defence”

* Risk management Primary responsibility for strategy,
performance and nsk management hes with the board, the
chief executive and the heads of each dwvision and
operating busingss,

* Risk oversight Risk management oversight s provided by
the group nsk and compliance committee (*GRCC™) and
the head of group nsk working with counterparts in the
divisions and operating busnesses and with group
compliance, and

+ Independent assurance Independent assurance on the
effectiveness of the nsk management systems is provided
by group intermal audit reporting to the Audit Committee

There are clear reporting ines and defined areas of
responsibility at board, divisional and business level This
structure 1s designed to check, amongst other thuings, that key
issues and developments are escalated on a tmely basis The
group's nsk management framework requires that all of the
group's dvisions and operating businesses establish a
process for identfying, evaluatng and managng the key risks
that they face

The composition and duties of the Audit Commuttee are
described on pages 31 and 32 The GRCC 1s a committes
established by the chief executive to assist him in the group
wide management of nsk Its membership 1s made up of the
group’s executive committee members and the heads of
group nsk, compliance and intemal audit It meets monthly
and I1s responsible for

* The group’s rsk managerment strategy, approach and
policy,

* Recommending for board approval the group’s nsk
appelie,

* The approval of group wide policies in respect of nsk
management and regulatory compliance including mits of
authonty, and

* Rewviewing regular reports on significant nsk management,
regulatory compliance and intemal controf issues and for
monitoring therr analysis and resolution
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The system of intemal control is supported by a well
established organisational structure within the group, with clear
levels of responsibility and delegation of authonty and a strong
contral culture embedded in the management of each
operating company Each operating company in the group
regularly undertakes a review of, and reports 1o its board on,
these controls and procedures, having due regard to its key
risks Where necessary, steps are taken to improve internal
control and rsk management further, following these reviews
The principai nsks and uncertanties shown on pages 22 to 26
of the Business Review describe these key nsks and explains
how they are controlled

Group internal audit regularty reviews the effectiveness of
controls and procedures established by the Company and its
operating businesses to manage key nsks The head of group
Internal audit reports functionally to the Audit Committee
through the chairman of that committee and to the finance
director who provides support and guidance to the function
including the professional development of the head of group
internal audit The head of group Ntemat audit has unfettered
access to the board

An annual plan 1s presented to the Audt Commuittee each year,
which focuses in partcular on higher risk areas of the group's
business The committee regularly reviews the scope and
results of intemnal audit work across the group and the
implementation of recormmendations It also assesses the
scope of the work to cover all key activities of the group and
concentrates on higher sk areas

The Company has complied with the Tumbull Committee’s
guidance for directors Identifying, evaluating and managing
the group's significant nsks 1s an ongoing process which 1s
regularly reviewed by the board, and which has been in place
for the year ended 31 July 2010 and up to the date of the
approval of these financial statements

Investor Relations

The group has an extensive investor relations (“IR") programme
which ams to keep shareholders and financial analysts
informed about the group's performance throughout the year
and to ensure they have appropriate access to the group's
management The IR team also regularly provides the board
with feedback from investor meetings, relevant analyst
research and updates on share prnce performance

In additicn to annocuncements and reporting around the
financial calendar, the IR programme includes meetings,
telephone discussions and nvestor presentations ~ notabty
this year a briefing by the management team of the Securties
division - designed to provide sharsholders with greater detal
on the businesses within the group The chref executive and
finance drector mest with current and prospecive
shareholders on a regular basis in the UK, continental Europe
and the US This year over 75 meetings were held

The chairman and the senior ndependent director are
avalable to meet with major shareholders from tme to time,
particularly in relation to corporate governance and
remuneration Shareholders also have the opportunity to ask
questions to the board at the AGM, erther in person or by
submitting written questions In advance The charmen of each

of the board committees atiend the AGM, and all other
directors are expected to attend the meeting

Dunng the year the group demonstrated its commitment to
electronic forms of communication by upgrading its corporate
website The latest financial reports, news releases,
presentation matenals and web casts of financial presentations
are avallable on the IR section of the Close Brothers Group
website www closebrothers co uk

Substantial Shareholdings

The Company has been notified as at 15 September 2010
under the provisions of the Disclosure and Transparency Rules
of the following significant iInterests in the voting nghts of the
Company

Ordinary Voting
shares nghts
milkons %

Caledonia Investments 196 13 56
Prudental 116 803
Aberdeen Asset Management 107 7 40
Artemis Investment Management 93 6 42
Lloyds Banking Group 78 540
Schroders 71 490
Aviva 62 427
Legal & General 57 395

Substantial shareholders do nct have different voting nights
from those of other shareholders

Going Concern

The group's business actwities, together with the factors likely
to affect its future development and performance and its
summarnsed financial position are set ot in the Chaimnan's
and Chief Executve’s Statement and Business Review on
pages 2 to 5 and 11 to 21 respectively The principal nsks and
uncertanties the group currently faces are described on
pages 22 to 26 of the Business Review along with the ways
the group seeks to manage those nsks

The group has a strong, proven and conservative business
model and a range of diversified financial services businesses
It has traded profitably through the recent credit cnsis as well
as in previous economic downtumns

After making enquines, the directors have a reasonable
expectation that the Company and the group have adequate
resources to continue In operational existence for the
foreseeable future Accordingly, they continue to adopt the
going concem basts in prepanng the Annual Repaort

Statement of Directors’ Responsibilities

The directors are responsible for preparing the Annual Report
and the financiat statements The directors are required to
prepare accounts for the group in accordance with
International Financial Reporting Standards (“IFRS™ as
adopted by the European Union and Article 4 of the
International Accounting Standards (“IAS™) Regulation, and
have chosen to prepare company financial statements In
accordance with United Kingdom Generally Accepted
Accounting Practice ("UK GAAP")




In the case of IFRS accounts, IAS 1 requires that financial
statements present fairly for each financial year the group's
financial position, financial performance and cash flows This
requires the faithful representation of the effects of
transactions, other events and conditions in accordance with
the defintions and recognition criteria for assets, habilities,
income and expenses set out i the International Accounting
Standards Board's “Framework for the Preparation and
Presentation of Financial Statements” In virtually all
circumstances, a far presentation will be achieved by
compliance with all applicable IFRS Directors are also
required to

* Properly select and apply accounting policies,

* Present mformation, including accounting policies, in a
manner that provides relevant, reliable, comparable and
understandable information,

* Provide additonal disclosures when compliance with the
specific requirements in IFRS 1s insufficient to enable users
to understand the impact of particular transactions, other
events and conditons on the group's financial position and
financial performance, and

* Prepare the accounts on a going concem hasis unless,
having assessed the ability of the group to continue as a
going concem, management either ntends to kquidate the
group or to cease trading, or have no realistic alternative but
to do so

In the case of UK GAAP accounts, the directors are required
to prepare financial statements for each financial year which
give a frue and farr view of the state of affars of the Company
and of the profit or loss of the Company for that peniod In
prepanng these financial statements, the directors are required
to select suitable accounting policies and then apply them
consistently, make judgements and estimates that are
reasonable and prudent, state whether ail applicable
accounting standards have been followed, subject to any
matenal departures disclosed and explaned n the financial
statements, and prepare the financial statements on the going
concern basis unless it 1s Inappropnate to presume that the
Company will continue in business

The directors are responsible for kesping adequate accounting
records that disclose with reasonable accuracy at any time the
financial position of the group and the Company and to enable
them to ensure that the group financiat statements comply
with the Companies Act 2006 and Article 4 of the IAS
Regulation and that the Company fnancial statements and the
Report of the Board on Directors’ Remuneration comply with
the Companies Act 2006 They are alsc responsible for
safeguarding the assets of the Compary and the group and
hence for taking reasonable steps for the prevention and
detection of fraud and other imegularites

Close Brothers Group plc
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The drrectors confirm that to the best of therr knowledge

* The financial statements, prepared in accordance with IFRS
and UK GAAP, give a true and farr view of the assets,
llabilties, financial positon and profit of the consolidated
group undertakings as well as the Company, and

* The management reports, which are incorporated by
reference into the Report of the Directors, include a farr
review of the development and performance of the
business and the pasition of the consolidated group
undertakings as well as the Company, together with a
description of the principal nsks and uncertainties they face

By order of the board

Ehzabeth Lee
Company Secretary

28 Septermber 2010

35




36

Govemance

Corporate Responsibility

Introduction
Close Brothers ams to integrate Corporate Responsibility
(“CR") across the group's businesses

The board continues to focus on

s Ensunng recognition of CR initatives throughout the group,
* The group's employess,

* Acting responsibly to its custormers,

* The ervironmental impact of its activities generally, and

* The group's contnbution to local communities

The board encourages the adoption of key CR principles
across all group companies Given the diversified naturs of the
group, it I1s the responsibility of each of the businesses to
implement the group’s CR principles

Dunng the year, a CR committee was established and ts
chared by a member of the Executive Committee to promote
recognition of CR within the group The committee has
representatives from across the group and provides a forum
for shanng 1deas and to raise the profile and importance of CR
efforts and cbjectves within the group The committes has
decided initially to focus on employes engagement and
contribution to the community Initatives In support of these
objectives are already under way and will continue over the
coming year

Employees

The group is committed to recruiting, training, developing and
retaining igh calibre people in order to maximise their
potential and derve business benefits

The group values diversity in sts employees and is committed
to providing equality of opportunity regardless of race, gender,
age, disability, sexual onentation or relkgion This applies both
to recruitrment and the promotion and development of people
who are already employed In the event of employees
becoming disabled, every effort 1s made to ensure ther
employment with the group continues and specialised training
15 provided where appropnate

The group's businesses are responsible for mplementing ther
own health and safety policy to establsh procedures
appropnate to therr particular actvities All businesses have a
health and safety policy which 1s commuricated to employees
as part of a joning induction pack, staff handbook or via the
intranet In additton, each business has a health and safety
representative accountabls for reviewing the policy and
ensunng that stress or injury at the workplace 15 minimised

Dunng the year, the group introduced an Employee Assistance
Programme (“EAP") called UNUM LifeWorks which 1s availlable
to all UK based permanent and fixed term employees Itisa
free, confidential service that gives access to employees and
their mmediate famity to discuss work, health or family matters
24 hours a day, 365 days a year As well as providing

a support and counseling service, it also provides free

advice and practical help on a vanety of matters, for example
finding childcare, seling a house or finding local tradesmen

At the year end, over 80% of staff were covered by an EAP

or similar programme
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The group supports flexible working practices and this year,

the group has promoted childcare vouchers and highlighted
the benefits of these to staff Employee benefits for staff vary
across the group, however all divisions offer pension and life
assurance to UK based staff

The group 1 committed to training and development of its staff
including traning for further qualifications All of the group’s
businesses have a performance management process to
assist in identifying training needs of staff and these needs are
included inlocal traning plans

The total investment in staff framing increased year-on-year
with over two thirds of employees attending internal or extemnal
training courses during the year

The group offers a Save As You Eam Sharesave scheme to

all eligible UK based employees allowing them to participate
drectly in the success of the group In the 2009 financial year,
the board reduced the eligibility cntena for employees from two
years service to six months in order to encourage increased
participation In the scheme As a result, in the 2010 financial
year, approximately one third of all staff across the group
participated in the scheme, up from one quarter of all staff

last year

As part of the focus on employse engagement the group has
locked at ways of improving communication A group wide
intranet, with an employee directory, has been developed to
support the shanng of information and networking Leadership
bnefings and "townhall meetings” have been introduced and
used as a forum to share understanding of group and
dvisional strategy Plans are under way for an employee
opnion survey to be carmed out in the 2011 financial year This
will give all staff the opportunity to provide feedback on an
anonymous basis enhancing communication between
employees and the leadership team and enabling the group to
identify opportunities to increase employee engagement

Responsible Finance

The group's success and strong reputation depends on
ensuring that all customers are treated farly The group has a
successful frack record of bullding long-term refationships with
ts customers

Treating Customers Farrly (“TCF") has been embedded across
all group companies, both enshore and offshore, and is central
to the group’s business ethos Group control functions
continue to be responsible for the monitonng of the application
of TCF across the businesses, and ensunng all staff are briefed
on TCF polcies and initiatives TCF remains an ongoing
process and the group will continually look to develop its
policies and procedures taking Into account current regulatory
views and industry best practice

The group recognises its responsibllity to minimise the
opportunity for fraud across its businesses All group
companies have ant-money laundering, whistle blowing and,
where appropnate, fraud prevention policies

Each of our regulated businesses has a dedicated anti-money
laundenng and compliance officer who reports to the head of
group compliance Regular traming s given 1o all staff to
ensure contnuing awareness of anfi-money laundenng and




fraud prevention issues In addition, there are whistle blowing
arrangements to enable staff to report incidents confidentially
The group 1s also well positioned to ensure that it complies
with the mplementation of the Bribery Act in Apnl 2011

Environment
The group recognises the importance of managing and
minimising the environmental impact of its actmties

The group 1s complying with the requirements of the new
Carbon Reduction Committee Energy Efficiency Scheme
which 15 the UK's mandatory climate change and energy
saving scheme

The group's head office, 10 Crown Place, was refurbished in
the year with consideration given to energy saving measures,
better waste management and recycling facilities and a range
of carbon reduction measures for lghting such as a Passive
Infra Red system

The group has recently carmed out an energy audit at its head
office and one of its cther London based offices and continues
to engage closely with an energy consultancy firrm in
developing its energy and envircnmental policy

The group continues its commitment to imit greenhouse gas
ermissions and water usage and 1o recycle waste materials at
its head office This includes the use of green tanff energy and
a recycling programme for toners, paper and general waste

Community

The group continues to encourage employee participation n
local community projects In an effort to enhance its work with
the community this year, the group launched a work
expenence programme offering young students aged 17 to 19
years, one week’s work expenence in different departments
within the group These candidates were offered placements
across the group and benefited from exposure to a work
ervironment and a breadih of activities The group 1s also
planning ancther one week work expenence programime In
November 2010, partnernng with a Tower Hamlets school close
to the group's London head office in order to give children
aged 14 to 15 years the chance o expenence life within a City
financial services organisation

The group also encourages chartable donations by offenng a
Gwve As You Eam (*GAYE"} scheme to onshore staff Dunng
the year, & promotion programme was faunched to encourage
participation in this scheme, with organised site visits to all
locations and a donation by the group to a chanty of the
employees choice for all employees signing up to the scheme
over the summer In addition, information has been made
avaifable on the group intranet and local intranet sites within
the businesses and has been given to new starters as part of
induction packs As a result, particpaton in the scheme has
grown to over 10% of the UK based employses, nearty double
that in the 2009 financial year, making the group eligible for a
gold quality mark in March 2011

As aresult of the increase In the participation in the GAYE
scheme, and an increase in awareness of chantable gving
more broadly, during the year the group increased the amount
donated to £281,000 {2009 £154,000) Of this, over 20% was
raised through a matched funding scheme for employees
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participating in fundraising actmties, an increase from last year,
with the remainder from direct group donations All of the
businesses made donations to local, national and glabal
chanties The group's largest contributions were to the Prince’s
Trust and NSPCC In addition, the businesses held vanous
events to support the fundraising for Haitl, as well as making
direct contnbutions to the Bntish Red Cross and Disasters
Emergency Committee related appeals

In addition to the local chanties that are supported, the group
plans to work in partnership with a norminated chanty for
fundraising and support over the next twetve months The
charity will be chosen by a staff vote orgaruised by the CR
commitiee
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Report of the Board on Directors’ Remuneration

This report has been prepared in accordance with the relevant
provisions of Schedule 8 to the Accounting Regulations under
the Companies Act 2006 and has been approved by the
board The report also meets the relevant requirements of the
Listing Rules of the FSA and descrbes how the board has
applied the principles relating to directors’ remuneration in the
Combined Code It will be presented to shareholders for
approval at the AGM on 18 November 2010

Certain parts of this report are audited by the company's
auditors Deloitte LLP and are marked as “audited” for clarity

Introduction

The Remuneration Committee (“the Committee”) has had a full
agenda over the past year as the continuing changes in the
competitive and regulatory landscape have presented a
number of challenges Within this erwironment the Committee
has attempted to balance the needs of all key stakeholders

As set out In the 2009 Annual Report, the Committees had
proposed to implement a number of changes to the
remuneraton policy and incentive structure for senior
executives The pnmary reasons for this were

+ To mprove alignment of the remuneration policy with the
strategic prionties of the group,

* To create a more explicit ink between the group’s
management of nsk and its remuneration policies, and

+ To change the components of compensation {o increase
both the levels of deferral and the amount of equity as a
proportion of total compensation

New remuneration policies and approaches that have been
reviewed and implemented by the Committee over the year
are outlined in the *Committee activities dunng the year"
section The Committee feels that by implementing these
changes, the group has adopted those codes of practice and
corporate governance guidance (as proposed by organisations
including the FSA, the Financial Stability Board of the G20 and
the European Parlament) which are appropriate to 1ts business
mode! and crganisational structure However, with the release
of the proposed revisions to the FSA's Remuneration Code in
late July 2010, the Committee recogruses that further changes
{0 the remuneration policy may be necessary over the next
year Ensurmg compliance with the Remuneration Code
(where appropriate and subject to the proportionality
provisions contained therein) will be a primary objective of the
Committee over the next year

The Commyttee charman will be avallable to answer questions
at the forthcoming AGM on 18 November 2010

The Remuneration Committee

The Committee’s objectives

The Committee’s terms of reference comply with the
Combined Code and are avallable from the company
secretary and can be found on the Company's website www
closebrothers co uk/boardcommittees aspx The Committee’s
key objectives are to

¢ Determine the over-arching principles and parameters of
remuneration policy on a group wide basis,

¢ Establish and mantan a competitive remuneration package
to attract, motvate and retain high calibre executive
drectors and senior management across the group,

* Promote the achievement of both the group’s annual plans
and s strategic chjectives by prowiding a remuneration
package that contains appropnately motivating targets that
are consistent with the group's risk appetite (see page 22
“Risk Appetite and Reputation™, and

+ Align senior executives’ remuneration with the interests
of shareholders

The Committee’s man responsibilites are to

* Review and determine the total remuneraton packages of
executive directors and other senior executives in
consultation with the chairman and chief executive and
within the terms of the agreed policy This includes
bonuses, incentve payments, share options, share awards
and bengfits,

» Approve the design and targets of any performance related
pay schemes operated by the group,

* Rewview the design of all employee share incentive plans,
including the granting of awards, the setting and testing of
performance conditions and the exercise of any discretion
on the granting of goed leaver status or regarding matenal
amendments to the plan nules not reauinng the approval
of shareholders,

* Ensure that contractual terms on termination and any
paymenis made are far to the individual and the group,
that falure 1s not rewarded and that a duty to mitigate loss
s fully recognised,

* Review any major changes in employae benefits structures
throughout the group,

¢ Select, appont and determine terms of reference for
independent remuneration consultants to advise the
Committee on remuneration policy and levels of remuneration,

* Ensure that provisions regarding disclosure of remuneration
are fulfilled, and

* Seek advice from group nisk 1o ensure remuneration
structures and annual bonuses are appropriately aligned to
the group’s nsk appetite




Commitiee membership

The Committee consists of three Independent non-executive
directors, namely Bruce Carmegie-Brown (chatrman), Ray
Greenshields and Douglas Paterson All served throughout the
year The charman of the board, chief executive, group head
of human resources and Jamie Cayzer-Colvin attend meetings
by nwitation The company secretary or her nominee acts as
secretary to the Committee Each member’s attendance 1s set
out in the table on page 32

In ine with the Combined Code reguirements, the board
undertook a review of the effectveness of the Committee
during the year and, as a result, has refined the scope and
focus of its work In a number of areas, Including an evaluation
of the performance ratings assigned to employees across the
group, expanding the number of senior indmiduals within the
group whose performance 1s reviewed in detail by the
Committee and increasing the attention to nsk management in
its review of compensation decisions

Commuttee activities during the year

The Committee 1s required by its terms of reference to meet at
least twice a year and has a standing calendar of items within
its remit In addition to these standing tems, the Commities
discusses matters relating to the operation of the remuneration
policy and emerging regulatory and market practices The
Committee met on seven occasions dunng the year and
discussed, amongst others, the 1ssues set out as follows

Meeting
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Agenda rtem

September 2009

Approval of the 2008/2009
remuneration report,

Sharehclder feedback on proposed
changes to the remuneration package
for executive directors including the new
Leng Term Incentive Plan {the “2009
LTIP") and Share Match Plan (the “SMP"},

Review of the Inland Revenue approved
Savings Related Share Qption Scheme
(the “SAYE Scheme”) rules {o ensure
centinued comphance with current
legislation and market practice, and

The measurement of performance
condihions and deterrmination of vesting
levels of the 2006 awards made under
the 2004 Long Term Incentive Plan {the
“2004 LTIP")

November 2009

Review and approval of 2009 LTIP
awards, and

Review of bonus deferral for key sentor
staff within the Secunties division

February 2010

Review of the measures by which the
performance of strategic goals within the
2009 LTIP will be assessed

March 2010

Review of the recommendations
regarding remuneration from the FSA
Code of Practice, Walker Review and
Financial Reporting Council Review of
the Combined Code and discussion of
therr potential application and impact on
the group,

Review of the proposed approach to
congicieration and determination of
2009/2010 bonuses, and

Approval of remuneration packages for
the appointments to head of
Commercial, Banking and head of
Treasury, Banking

Apnl 2010

Approval of govermance structure
for remuneration and termination
packages, and

Review of anticipated bonus po! spend
for 2008/2010

June 2010

Review of nthat proposals for the
2009/2010 compensation review

July 2010

Review and approval of 2008 LTIP
awards for 2010,

Review and approval of final bonus pools,

Review and approval of specific
recommendations for salary and bonus
awards to the executive directors and
key senior management within the
group, and

Rewview of future long-term dvisionat
Incentive compensation plan
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Advice

During the year under review and up to the date of this report,
the Committee consuited and took advice from the following
advisors and executives In respect of the matters set out below

Hewitt New Bridge Street

* Penod:c monitonng of the 2004 LTIP total shareholder
retumn (“TSR”) targets

PricewaterhouseCoopers (“PwG"}

* New executive remuneration pelicy and long-term incentive
plan structure

Staughter and May
¢ Operation of the group's share plans

Chief executive

* 20089/2010 compensation recommendations for executive
directors and other senior executives, and

* Recommendations regarding divisional incentive structures

Finance director

* Funding and hedging approach m relation to the equity
based elements of the Omnibus Share Incentive Plan and
existing plans

Group head of human resources

* Approach to assess performance aganst the strategic
goals in the 2009 LTIP,

* Governance on approval for reward and termination
packages,

¢ Approach to employee performance ratings and the
compensation review process across the group, and

* Approach to divisional Incentive structures

Where appropriate the Committee recenes input and
information from the chaimman of the board, chief executive,
finance director, group head of human resources and

the company secretary although this never relates to ther
own remuneration

PwC provide advice to management on relevant remuneration
matters PwC also provided consultancy services to the group
during the financial year Slaughter and May provided other
legal services to the group durnng the financial year

Remuneration Policy

The Committee remains focused on ensunng that
remuneration policy and incentive structures enable the group
to recruit the people it needs and to retain and motvate
existing staff It belleves reward should be aligned with
performance and that good nsk management forms an
ntegral part of remuneration policy

Al the executive level, the Committee works to ensure the
executive remuneration policy creates alignment between
management and shareholders’ interests, while being mindful
of the interests of other key stakeholders, including regulators
The new incentve structure for executive directors, agreed
with sharehciders in 2009, has been implemented this year
The Committee believes this has achieved a good balance
between elements iinked to short-term financial performance
and those linked to longer-term shareholder value creation

Retention and motivation of key senior executives has been
further enhanced through targeted use of the new LTIP and
increased levels of deferral As In previous years the
Committees reviewed individual justifications for the bonus
awards to key executives within the group

The Committee has also reviewed the remuneration approach
across the group As a result the remuneration governance,
performance management and compensation review
processes across the group have been enhanced this year to
Increase focus on the Importance of good nisk management
and alignment of pay with both financial and non financial
perfarmance measures for all staff

The majonty of employees in the group have the potential to
receive a performance related element of pay as part of ther
overall compensation package This element 1s based on a
combination of the overall performance of the business and
individual performance Employees have individual objectives
against which therr personal performance 1s rated These
objectives cover both financial and non financial measures,
including risk management objectives appropnate to therr role
In addition to the assessment of performance against these
objechves {conducted by an Individual's line manager as part
of their overall performance review) the group head of nsk
reports independently to the Committee on behalf of group
risk, compliance and audt to ensure that any concerns
highiighted by the control functions dunng the vear are
appropnately addressed in individual remuneration proposals

Final determination of performance related pay for staff in the
group risk, compliance and audit funchions 1s determined by
the group heads of those functions and I1s based on therr
performance against nsk, compliance and audit objectives

The Committes has reviewed its role In ine with changes in
best practices dunng the year As a result new governance has
been introduced across the group to ensure that the
Committee has oversight of indvidual remuneration and
termination packages for key employees and those with
significant compensation packages The governance also
covers changes to compensation structures for groups of
incividuals and mandates the involvernant of group risk in
determining new structures to ensure that they are
approprately aligned to the nsk profile of the business in
which they operate
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Remuneration Policy in Practice for Executive Directors

Element Policy Elermant Policy

Base salary The Commuttee deterrmines the level of Long Term The 2009 LTIP i1s intended to motivate
base salary for each executve director Incentive Plan executives to achieve the group's
annually taking nto account salaries in longer-term strategic objectives, to aid
relevant comparator companies and the attraction and retention of key staff
specific factors relating to indnadual and to align executive iInterests with
performance Pay for the broader those of shareholders Executive
employee population I also taken into directors are ehgble to receve an annual
account when setting base salaries award of shares with a face value of up

to 200% of base salary Awards vest

Annual borus Executive directors and other senior after three years subject to achieving
executives are eligible to receive annual absolute TSR growth, adjusted Earnings
bonus awards under which discretionary Per Share (‘EPS") growth and strategic
payments may be made based on the performance targets
achievermnent of pre-determined
objectives The new amangements "
agreed with shareholders in 2009 are In Shareholding guideline
operation for the first time in the 2010 Executive directors are required to buld and mantain a
financial year Under these, the annual shareholding of two tmes base salary over a reasonable
bonus for 2010 for executve directors |5~ UMe frame
ggﬁﬁg%:}dsgg ?g %gf,}f%fglgg Qa?gw s Overview of Directors’ remuneration in 2009/2010
paid In cash Any bonus earned over The key elements of the remuneration structure for the year
100% of base salary will be deferred Into ended 31 July 2010 are set out In this section In addition, it

sets out what and how directors were paid dunng the year and

group shares for & penod of two years the rationale for those payments

Deferrecg AnnILIJaI The DAB and SMP receved shareholder | ink between reward and performance

Bonus (*DAB")and  approval at the AGM in November 2009 The group achieved a good overall performance for the year

Share Matching and will operate for the first time in with very strong performance in the Banking diviston and

Plan {("SMP7) respect of annual bonuses awarded for

the 2010 financial year In addition to any
bonus over 100% being deferred into
shares ("Deferred Shares”), executives
can choose to invest up to 100% of base
salary from ther total annual bonus nto
Close Brothars Group plc shares
(“Invested Shares”) for three years or
convert ther Deferred Shares Into
Invested Shares thus extending the
deferral penod from two to three years
Performance conditions will not apply to
the Deferred Shares or Invested Shares
which will be released in full at the end of
therr respective halding pertods

Invested Shares will be matched with
free Matching Shares for every Invested
Share subject to performance conditions
over the three year deferral penod The
Committee has determined the matching
ratio for the 2010 award for executive
drectors to be two Matching Shares for
each Invested Share The performance
conditions for the 2010 Matching

Share awards will be the same as the
performance conditons in respect of this
year's awards under the 2009 LTIP The
Committee considers the three year
deferral period under the SMP to be
appropnately motivational for participants
and long enough 1o deal wiih nsk
adjusted performance of the group

continued good performance in Secunties, particulary
from Winterflood

The Banking division has actively taken advantage of
favourable business conditons and delivered a strong
performance Winterflood has continued to benefit from its
leading market position resulting in continued strong
performance Asset Management 1s an area of significant
investment for the group and the group recognises the need
to Invest to attract, retain and motivate key individuals durning
thus penod of significant change

These factors were taken into consideration in determining
bonus payments for directors for the financial year
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Base salary and benefits

In detenmining base pay for the 2011 financial year, the
Committee has been mindful of the current nflationary
environment and the fact that base pay for executive directors
has not been increased in the previous three years As a result,
base salanes for the 2011 financial year for Stephen Hodges
and Jonathan Howell will be Increased In the case of Preben
Prebensen, who joined the group on 1 Aprl 2008, his first
base salary review wilt be 1 August 2011 Detalls of base
salares paid to the executive directors dunng the year and the
new base salanes for Stephen Hodges and Jonathan Howell
are set out below In addition, the group also provided bensfits
which consisted of healthcare cover, prolonged disability and
Ife assurance cover, a company car or payment of an
alliowance in lieu thereot and a pension contrbution or
payment of an allowance In fieu thereof

Annual base salary

1 August 2009 to From Increasa
Executve diractor 31 July 2010 1 August 2010 %
Preben Prebensen' £475,000 £475,000 -
Stephen Hodges £367,500 £386,000 5
Jonathan Howell £360,000 £370,000 3

'Prsben Prebensen s first base salary review will be 1 August 2011

Annual bonus

The annual bonus policy which was applied during the year 1s
described on page 41 Bonus payments made in respect of
the 2010 financial year were determined by equal reference to
adusted profit before tax performance and indmdual
performance 50% of Preben Prebensen and of Jonathan
Howell's 2010 bonuses were calculated by reference to group
adjusted profit before tax 50% of Stephen Hodges' bonus
was determined by a mix of group and Banking division
performance The remaning 50% for all three was determined
by reference to performance against :indvidual objectives

Adjusted operating profit before tax for 2009/2010 was £1213
million, a 7% ncrease on the prior year Adjusted operating
profit before tax for the Banking division for 2009/2010 was
£79 5 milion, a 47% ncrease on the prior year Bonus
payments for the executive directors have comrespondingly
been increased to reflect the performance of the group, the
Banking division and the indmiduals thernselves There has
also been a significant increase In the proportion of the annual
bonus to be tme deferred and paid in shares Over 60% of the
2010 total bonus entilernent 0 respect of the executive
directors will be deferred as compared to 40% deferred in the
prior year

Bonus payments are not pensionable

Deferred Awards

Awards made to executive directors during the year were In
Iine with the Committee’'s general principles that bonus awards
up to 100% of base salary will be paid In cash without deferral
and bonus In excess of 100% of base salary will be deferred n
shares which vest after two years (“the Deferred Awards™ The
Deferred Awards will be forfeited If the executive director leaves
employment in certan circumstances or s dismissed for
cause before the relevant vesting date The number of shares
compnsed in the Deferred Awards was determined by
reference to the market value of Close Brothers Group plc
shares shortly following the announcement of the Company's
results for the relevant financial year Following vesting, these
shares may be called for at any tme up to the seventh
annversary of grant When tha shares are called for, the
executive drrector 15 entitled to the gross value of dividends in
respect of the shares under the Deferred Awards accumulated
over the period of deferral

During the year under review, Deferred Awards were made 1o
the executive directors and other members of the senior
management team These awards were satisfied using market
purchased shares held in an employee benefit trust and the
number of shares awarded to the executive was determined
by reference to the closing mid-market share pnce of the
company’s shares on 29 September 2008 which was 793p
per share

Lohg Term Incentives
The group has for many years operated a number of long-term
performance related incentive arrangements These include

The 2009 LTIP,
The 2004 LTIP,

The 1995 Executive Share Option Scheme (the “1995
Scheme”, and

The SAYE Scheme

-

2009 LTIP

The 2009 LTIP 15 delivered through an annual award of
candiional shares (or nil cost options of restricted shares) with
aface value of up 10 200% of base salary The Committee
decides annually the actual size of indvidual awards

The shares vest after three years subject to the following
performance targets

* 33 3% of the award will be subject 1o absolute TSR growth,

» 33 3% of the award will be subject to adjusted EPS growth,
and

¢ 33 3% of the award will be subject to a balanced scorecard

of strategic goals

Annual bonus and deferral
Increase/
decreass n
2008/2010 bonus 2008/2009 benus bc:)nl'lIJOSl f;gl;:
Exacutva director Total bonus Cash Deferred Total bonus Cash Deferred %
Preben Prebensen’ £1,285,000 £475,000 £810,000 - - - -
Stephen Hodges £1,000,000 £367,500 £632,500 £020,000  £552,000 £368,000 g
Jonathan Howell £950,000 £360,000 £590,000 £000,000  £540,000 £360,000 G

'Preben Prebensen joined the group on 1 Apnl 2009 and so did not receve a bonus n 200&



Targets for the 2009 LTIP award are

Absolute TSR

Absolute TSR growth Vasting % of Vested award for executve

over threa years TSA element diractors (% salary)

20% pa orgreater 100% 66 67%
(200% award x 100%

vesting x /3 waighting)
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The performance conditions under the 2004 LTiP are a range
of EPS growth targets for two thirds of an award and relative
TSR targets for the remaining one third Performance cntena
will be calcutated by the Committee and independently venfied
by external advisers

2004 LTIP EPS Element Vesting Critena

Eamings per share

Praportion al maximum
growth per annum

Between 20% p a Straght-ine between Straight-lne between award released
and 10% pa these points theseponts  RPl + 10% or more 100%
10% pa 25% 1667%  Between RPl + 10% Straight ine scale between
Vegm% f/wafd Xrﬁf‘%; and RP! + 5% 100% and 25%
ng x 1/3 weighting
RPl + 5% 25%
Less than 10% pa 0% 0%
= = = Less than RPI + 5% 0%
EPS
Adusted EPS grawth Vasting % of vestad award for executvs 2004 LTIP TSR Element Vesting Critena
over threa years EPS gloment arsctors (K salan) - For the TSR element, performance 1s measured agamnst a
RPI + 10% pa or greater 100% 6667%  group of companies drawn from the FTSE 350 General
(200% award x 100%  Financial Index and the FTSE 350 Banks Index For the LTIP

vesting x 1/3 weighting)
Straight-line between

Between RPl + 10%  Strarght-iine between

pa and AP + 3% these points these ponts
RPl+3% pa 25% 1667%
(200% award x 25%

vasting x /3 weighting)

Lessthan RPl + 3% pa 0% 0%

Strategic geals
The board has agreed a number of long-term business
mprovement goals focusing on

¢ Strategic pnonties,

* People,

* Capital and balance sheet management,
* Risk, compliance and controls, and

* Fmnancial key performance indicators

The Committee believes that dunng the year under review
management made progress in each of the five areas
identified above However, further matenal progress would
need to be made in each of the five areas over the next two
years for this part of the award to vest in full

The Committee will assess managerment's progress towards
achiewing these goals against agreed milestones and
performance cntena over the performance penod The

goals concentrate management's efforts on integrating the
operations of the group, improving efficiencies and processes,
and mproving the scalability of the group

Detalls of awards made during the year to the executive
directors are set out In the table on page 46

2004 LTIP

The 2004 LTIP was based on a conditional award of free
shares the vesting of which is subject to demanding
performance conditions Grants were restricted to a maximum
of twice an indwvidual’s base salary In any cne year
Performance conditions for each award were determined by
the Committee at the time of each grant Performance I1s
measured over a single penod of three years with no re-testing
The last awards made under this plan were in October 2008

grants in 2006 and 2007, the comparator group consisted of
the following companies

* Aberdeen Asset Management « Invesco

* Allance & Leicester * |Investec

» Barclays * |loyds Banking Group

» Bradford & Bingley * | ondon Stock Exchange

» Cattles * Man Group

¢ Colins Stewart! ¢ Northem Rock

¢ F3C Asset Management » Paragon Group of Companes

* Hargreaves Lansdown? * Provident Financial

* HBOS * Rathbone Brothers
+ Henderson Group * Royal Bank of Scotland
* |CAP * Schroders

+ Intermediate Capital Group » Tullett Prebon

'Colins Stewart and Tullett Prabon thaving demargad from Cofiins Stewart Tullett) wers
added 1o the 2007 comparator group in place of the pre demenged entity which was
inchuded in the 2006 comparator group

Hargreaves Lansdown was added o the 2007 comparator group

For the 2004 LTIP grant 1n 2008, the Committes included all
companies in the FTSE 350 General Financial Index and the
FTSE 350 Banks Index in the comparator group at the date of

grant which was 7 October 2008
TSR performance withan Proportion of maximum
comparator group award released
Top 20% and above 100%
Between top 20% and medan Straight Ine scale between
100% and 25%
Median 25%
Below median 0%
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1995 Scheme

Under the 1995 Scheme 50% of each grant of options has
been subject to a performance condition requinng average
EPS growth of RPI +4% per annum over any three year penod
durnng the ten year life of the option The remairing 50% has
been subject to the achieverment of a performance condition
requinng the company's EPS growth over any five year period
during the Ife of the option to be In the top 25% of FTSE 100
companies No awards have been granted under this scheme
since 2004

SAYE Scheme

Executive directors are eligible to participate in the SAYE
Scheme on the same terms as other employees under which
options are granted for a fixed contract penod of three or

five years, usually at a discount of 20% to the mid-market
price The group intends to operate this plan dunng the 2011
financial yegar

Pensions

Preben Prebensen and Jonathan Howell participated n
defined contnbution pension schemes or receved an
allowance equivalent to the company’s pension contnbution
rate in leu thereof

Stephen Hodges participates in the group's defined benefits
pension scheme which provides that the normal penstonable
age 1s 65, the pension at normal pensionable age 1s two thirds
of final pensionable salary subject to completion of 30 years'
service and there 1s a 50% widow's pension on death
Pensionable salary for executive directors who participated in
the group's defined benefits pension scheme was set at ther
salary at 1 August 2001 plus increases to reflect RPl to a
maximum of 2% per annum from 1 August 2002 The scheme
was closed to new entrants In August 1996

The company contnbution rate for the group’s defined benefits
pension scheme was determined by the scheme actuary and
was 31 5% per annum of pensionable salary, effective from
Aprl 2010

The table on page 46 summanses pension benefits from the
group's defined benefits pension scheme for the executive
director who participated in the scheme The accrued pension
18 that which would be paid annually on retirement based on
service to the end of the year The transfer value has been
calculated on the basis of actuanal advice in accordance with
Actuariat Gudance Note GN11 and represents potential
labilities of the group's defined benefits pension scheme In
respect of the relevant executive director and does not
necessarly represent a sum paid or payable to the executive
director

External Appointments

Any external appointments require board approval Any fees
from such appointments will be taken into account when
determining the remuneration of an executive director None of
the executive directars held any external directorships dunng

the year

Executive Directors’ Service Contracts

In the event of termination of a contract it s current policy to
seek appropnate mitigation of loss by the director concerned
and to ensure that any payment made is commensurate with
the company's legal obligatons Contracts do not contain
Iiquidated damages clauses on termination The notice perniod
stated in the service contract of each cunent executive
drector, and the date that contract was entered into, are

as follows

Date of agreement

Nouce panod

Preben Prebensen 9 February 2009 12 months notice from the company
12 months notice from director
Stephen Hodgss 22 January 2001 12 months notice from the comparty
12 months notice frorn dirsctor
Jonathan Howell B October 2007 12 rmonths nobee from the comparny
12 months notice from director

All of the current executive directors are entitled to 100% of
annual salary and the value of other benefits as compensation
on termination by the company without notice or cause

Directors’ Interests

The interests of the directors In the ordinary shares of the

company are set out below

Crdinary shares

31 July 1 August
Shares 2010 2009
Bruce Camegie-Brown 10,000 10,000
Jamie Cayzer-Colvin - -
Ray Greenshields 3,000 -
Stephen Hodges 593,673 693,469
Jonathan Howell 39,967 15,664
Strone Macpherson - —
Douglas Paterson 12,000 12,000
Preben Prebensen 116,721 75,135

Stephen Hodges holds shareholdings in excess of twice hig
base salary Preben Prebensen and Jonathan Howell have
made significant investments during 2010 towards reaching

this threshold



Colin Keogh

As highlighted in the 2009 Annual Report, former chief
executive Cohn Keogh stepped down as a director on 1 Apni
2009 The Committee mplemented a tarlored incentive
arrangement to facilitate his retention and incentivisation untl a
successor was found ("Special Incentive”) The Special
Incentive was a conditional cash award of up to £750,000, the
vesting of which was subject to the satisfaction of certain
performance targets As outlined in the 2009 Annual Report
the Committes concluded the performance targets were met

Close Brothers Group plc
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The chairman and non-executive directors are not eligible to
participate in the share option schemes and ther service 1s
not pensionable

The following table shows non-executive fees for the year to
31 Jduly 2010 These are reviewed annually and have not
Increased since August 2007

Non-expcutive lees

in full, and as a resul, the final £375,000 of the Special Sﬁ‘f;zzmwe drector £;:gg'(5)oog
Incentive was paid on 1 Apnl 2010 L
Supplements
Chairman and Non-executive Directors Senior ndependent director £10,000
The chairman and the non-executive directors are engaged Chairman of Audt Committee £15,000
under a letter of appomtment for terms not exceeding three Charman of Remuneration Commitiee £10,000
years, which are renewable by mutual agreement and Chairman of Nomination
terminable without notice In respect of the services of Jamie and Governance Committee -
Cayzer-Colvin as non-executive drrector for the year ended
31 July 2010, Caledonia Investments plc was paid £47,500, as
disclosed in the remuneration table below
The letters of appantment of the chairman and non-executive
directors are avallable for ngpection
Directors’ Remuneration - Audited
The following table shows the remuneration of each director for the year to 31 July 2010
Comparny pension
Salanes Other Annual bonus Total contributons
andfees  Allowances’ banefits? Cash Defarred 2010 2000 2010 2009
€000 £'000 £'000 £'000 000 £'000 £'000 £000 £'000
Executive director
Stephen Hodges 368 27 4 368 633 1,400 1,322 95 92
Jonathan HowelP 360 16 360 590 1,326 1,280 81 81
Preben Prebenser* 475 125 3 475 810 1,888 198
Non-executive director
Bruce Camege-Brown 68 68 68
Jamie Cayzer-Colvin 48 48 48
Ray Greenshields 48 438 34
Strone Macpherson 180 180 180
Douglas Paterson 63 63 63
1,610 152 23 1,203 2,033 5,021 3,193 176 173

Allowances recenvid by the directors include an allowance in kau of a company car Stephen Hodges racawe-samshaﬂmnance due to capped employer pension contabutions

Preben Prebensen recenss an
0Other benefits nclude haalthcam cover a company car and fual.

n place of the company's pension contribubion rate in Beu of pension

Payment equivalant 1o the company s pansion cantnbution rats 18 mads into Jonathan Howell s defined contribution pension plan

{Praben Prebensen was appantad a director on + Apnl 2009
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Defined Pension Benefits - Audited
The following table shows the defined pension benefits of Stephen Hodges

Transfer valus of accrued pension Accrued pension
Actual increase lncrease
At Diractor s excluding drector s At durng At
31 Juty 2009 contnbutions contnbution a1 July 2010 the year 31 July 2010
£ 000 £ 00! £ 000 £'000 £ 000 £'000
Stephen Hodges 2,173 17 539 2,729 9 159

Note The accrued pension at 31 July 2010 represents the daferred pension to which the direcior would have been entitlad had ha left the group on 31 July 2010
The real Increase of the accrued pension transfer value excluding director's contribution was £435,000

Directors’ Deferred Share Awards and LTIP Awards

The deferred share award forms part of the annual performance related award and consists of the nght for an executive to call for
shares in the company from the employee benefit trust, at nil cost, together with a cash amount representing accrued notional
dividends thereon If the executive leaves employment in certain circumstances pnor to 1 August immediately preceding the
vesting date those entitlements will lapse Following vesting, these shares may be called for at any time up to the seventh
anniversary of grant The value of the awards i1s charged to the group’s Income statement in the year to which the award relates
for deferred share awards, and spread over the vesting penod for LTIP awards

The deferred share awards held by each director at 31 July 2010 and the LTIP awards which are held by directors under the 2009
LTIP and 2004 LTIP and are subject to the performance cnteria described in this report under “2009 LTIP” and “2004 LTIP” on
pages 42 and 43, were

Directors’ Deferred Share Awards (“DSA”) and Long Term Incentive Plan Awards (“LTIP”) - Audited’

Dmdends
Value at Markst Market paid on
Held at Held at 31 July pnceon  pnce on vested
1 August 3 Juty 2010 award caling shares Earbest
2009 Awarded Caled Lapsad 2010 L p P £ vasting dats
Stephen Hodges
2007 DSA, 43,691 43,591 - - 8075 7910 49,650 1 September 2009
2008 DSA 51,214 51,214 344,758 5350 1 September 2010
2009 DSA 46 406 46 406 311,848 7930 1 Septermber 2011
94,805 46,406 43,591 - 97,620 656,006 49,650
2004 LTIP-2006 Award’ 52,673 15,841 36 832 - - 1008 5 7910 24014 2 QOctober 2009
2004 LTIP-2007 Award 86,069 86,069 578,384 8230 2 Qctober 2010
2004 LTIP-2008 Award 131,414 131,414 883,102 5593 7 October 2011
2009 LTIP-2009 Award 105,339 105,339 707,878 6390 18 Novermber 2012
270,156 105,339 15,841 36,832 322,822 2,169,364 24,014
Jonathan Howell
2008 DSA 19 626 18,626 131,887 5350 1 Saeptember 2010
2009 DSA 45,397 45,397 305,068 7930 1 Septernber 2011
19,626 45,397 - - 65,023 436,955
2004 LTIP-2007 Award 113 207 113,207 760,751 6120 4 March 2011
2004 LTIP-2008 Award 128,732 128,732 855,079 5593 7 October 2011
2009 LTIP-2009 Award 103,049 103,049 692 489 6990 18 November 2012
241,939 103,049 - - 344,088 2318,319
Preben Prebensen
2008 LTIP-2009 Award 135,967 135,967 913 698 8890 18 Novermnber 2012
- 135,967 - - 135,967 913,698

"The 2006 LTIP award was tested n October 2009 agans! the performance condiions set by the Committae at the uma the award was made AS a rasutl of this performance testng the
rwumum 5% real EPS growth target {covenng two thirds of the award) was not met whilst the TSR performance was betwesn the mexiian and top 20% of the comparator group
warraning the vesting of 90 22% of the shares subject to this part of the award Accordingly soma 70% of the ongnal 2006 award sharss lapsed dunng the year

Note The market price on award and at vesting Is required to be disclosed by Regulation 11 and Schedula 8 of tha Large and Madium-Sized Companies and Groups (Accounts and
Reports) Regulations 2008
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Share option entitliements, other than SAYE options, are subject to the performance critena described in this report under the
“1995 Scheme” section on page 44 Unexercised oplions over ordinary shares held by directors under the 1995 Scheme and

SAYE Scheme were
Markst
Heid at Held at Exercise pnceon
1 August 31 July price exarcise
2009 Exercised Lapsed 2010 [*] R From To
Stephen Hodges
1999 38,676 38,676 - 755 8 7910 3 November 2002 2 Novermber 2009
1999 38,676 38,676 - 755 8 7910 3 November 2004 2 November 2009
2000 1,333 1,333 11250 23 October 2003 22 October 2010
2000 26,126 26426 10908 23 October 2003 22 October 2010
2000 1,333 1,333 11250 23 October 2005 22 Octaober 2010
2000 26,126 26,126 1080 8 23 October 2005 22 October 2010
2001 36,097 36,097 5429 26 September 2004 25 Septemnber 2011
2001 36,097 36,097 542 9 26 September 2006 25 September 2011
2002 46,411 46,411 4363 8 October 2005 7 October 2012
2002 46,411 46,411 436 3 8 October 2007 7 October 2012
2003 56,724 56,724 7102 7 October 2006 6 Cctober 2013
2003 56,724 56,724 7102 7 October 2008 6 October 2013
2008 SAYE 2,242 2242 428 Q 1 December 2011 31 May 2012
412,976 77,352 - 335,624

Note The figuras shown reflect the adjustment to share option entitiements ansing from the special dvidend payment mada on 6 November 2007

Directors' Matching Share Awards (‘MSA”) and Restricted Share Awards (“RSA") — Audited

The MSA was granted to Preben Prebensen shortly after joining the group in 2009 The vesting of this award 1s subject to a
personal Investment in shares of £500,000, satistaction of the same performance conditions as the 2009 LTIP and continued
employment until the vesting date

The RSA was granted to Preben Prebensen in May 2009 1n compensation for share awards which were forfeited on leaving his
previcus employer The three tranches vest following announcement of the Company's interm results for the financial years 2010
(259), 2011 (50%) and 2012 (25%) subject to continued employment until the vesting date

Value at
Held at Hald at 31 July Earliast
1 August 31 July 2010 vasting
2009 Awarded Called 2010 £ date
Preben Prebensen
2009 MSA 65,902 65,902 442,861 September 2011
2009 MSA 65,802 65,902 442,861 September 2012
2009 MSA 65,902 65,902 442,861 September 2013
2009 MSA 65,902 65,902 442,861 September 2014
263,608 - - 263,608 1,771,444
2009 RSA 27,924 27,924 - - 1 March 2010
2009 RSA 55,5848 55,848 375,299 1 March 2011
2009 RSA 27,924 27,924 187,649 1 March 2012
111,696 - 27924 83,772 562,948
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Report of the Board on Directors’ Remuneration
continued

Total Shareholder Return

The graph below shows a comparison of TSR for the Company’s shares for the five years ended 31 July 2010 agamst the TSR for
the comparues comprising the FTSE 250 Index TSR has been calculated assuming that all dvidends are reinvested on therr
ex-dividend date The Index has been selected because the Company has been a constituent of the index throughout the perod

The closing mid-market price of the Company's shares on 31 July 2010 was 672p and the range during the year was 666p
to 796 5p

Approval
This report was approved by the board of directors on 28 September 2010 and signed on its behalf by

B. N. Carnegie-Brown
Chairman of the Remuneration Committee




Financial Statements

Report of the Auditors

Independent Auditors’ Report to the Mermbers of
Close Brothers Group plc

We have audited the financial statements of Close Brothers
Group plc for the year ended 31 July 2010 which comprise the
group [ncome Statement, the group and parent company
Balance Sheets, the group Cash Flow Statement, the group
Staternent of Recognised Income and Expense, the group
Statement of Changes in Equity and the related notes 1 to 34
The financial reporting framework that has been applied in the
preparation of the group financial statements 1s applicable law
and International Financial Reporting Standards (“IFRSs”) as
adopted by the European Union The financial reporting
framework that has been applied in the preparation of the
parent company financial statements 1s applicable law and
United Kingdom Accounting Standards (United Kingdom
Generally Accepted Accounting Practice)

This report 1s made solely to the company's members, as a
body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so
that we might state to the company's members those matters
we are required to state to them in an auditors’ report and for
no other purpose To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone other than the
comparny and the company’s members as a body, for our
audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully In the Directors’ Responsibiities
Statement, the directors are responsible for the preparation of
the financiat statements and for being satisfied that they gve a
true and far view Our responsibility 1s to audit the fimancial
statements in accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards
require us to comply with the Auditing Practices Board’s
Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit nvolves oblaning evidence about the amounts and
disclosures in the financial statements sufficient to gve
reasonable assurance that the financial statements are free
from matenal misstatement, whether caused by fraud or error
This Includes an assessment of whether the accounting
policies are appropnate to the group’s and the parent
company’s crcumstances and have been consistently applied
and adequately disclosed, the reasonableness of significant
accounting estimates made by the directors, and the overall
presentation of the financial statements

Opinion on financial statements
In our opinion

* The financial statements give a true and far view of the state
of the group’s and of the parent company’s affarrs as at 31
July 2010 and of the group's profit for the year then ended,

* The group financial staternents have been properly
prepared In accordance with IFRSs as adopted by the
European Union,

¢ The parent company financial statements have been
properly prepared in accordance with United Kingdom
Generally Accepted Accounting Practice, and

Close Brothers Group plc
Annual Report 2010

+ The financial statements have been prepared in accordance
with the requirements of the Companies Act 20086, and, as
regards the group financial statements, Article 4 of the IAS
Regulation

Opinion on other matters prescribed by the Companies
Act 2006
In our opinion

» The part of the Report of the Board on Directors’
Remuneration to be audited has been properly prepared in
accordance with the Companes Act 2006, and

* The information given in the Report of the Directors for the
financial year for which the financial statements are
prepared s consistent with the financial statements

Matters on which we are required to report by
exception
We have nothing to report in respect of the following

Under the Companies Act 2006 we are required o report to
you tf, In our epinon

¢ Adequate accounting records have not been kept by the
parent company, or retums adequate for cur audit have not
been receved from branches not visited by us, or

* The parent company financial statements and the part of
the Report of the Board on Directors’ Remuneration to be
audited are not in agreement with the accounting records
and returns, or

s Certan disclosures of directors’ remuneration specified by
law are not made, or

¢ We have not recenved all the information and explanations
we require for our audit

Under the Listing Rules we are required to review

* Thedrrectors' statement contained within Corporate
Governance 1n relation to going concemn, and

* The part of Corporate Governance relating to the
company's complance with the nine provisions of the June
2008 Combined Code specified for our review

(ol

Kan Hale {Senior Statutory Audrtor)

for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditors
London, United Kingdom

28 September 2010
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Consolidated Income Statement
for the year ended 31 July 2010

2010 2008
Note € million £ milion

Continuing operations_ o . L s
Interest Income 4 3098 3528
Interest expense (114.3) (171 0)
Net interest income 195.5 1818
Fee and commission income 183.1 1714
Fee and commission expense (19.7) (197
Gans less losses ansng from dealing In securties 141.9 1402
Share of profit of associates 5.7 16 1
Other income 252 123
Non-interest ncome 336.2 3203
Operating Income 8317 502 1
Admnistrative expenses 4 347.0 3345
Imparment losses on loans and advances 12 63 4 599
Imparrment losses on goodwill 16 6.5 180
Imparrment on investment assets 5 15.0 -
Amortisation of ntangible assets on acquisition 0.5 04
Total operating expenses before exceptional items, goodwill impairment

and amortisation of intangible assets on acquisition 4104 3884
Exceptional items 5 15.0 60
Imparment losses on goodwill 16 6.5 190
Amaortisation of mtangible assets on acquisition 0.5 04
Total operating expenses 432.4 4138
Operating profit before exceptional items, goodwill impairment and

amortisation of intangible assets on acquisition and tax 1213 1137
Exceptional tems 5 (150) 60)
Imparrment losses on goodwil 16 {6.5) {190
Amortisation of ntangible assets on acquisition (0.5) 04)
Operating profit before tax 99.3 883
Tax 7 328 261
Profit after tax from continuing operations 66.5 62 2
Praofit for the pencd from discontinued operations 8 - 104
Profit attnbutable to minonty Interests from continuing operations 0.6 03
Profit attnbutable to minonty Interests from discontinued operations - 06
Profit attnbutable to the shareholders of the company 659 717
From continuing cperations
Basic earnings per share 2] 46.0p 43 6p
Diluted earnings per share 2] 45.2p 43 2p
From continuing and discontinued operations
Basic earnings per share 9 46.0p  505p
Diluted earnings per share g 45.2p 500p
Ordinary dividend per share 10 39.0p 39 0p




Close Brothers Group plc
Annual Report 2010

Consolidated Statement of Recognised

Income and Expense
for the year ended 31 July 2010

2010 2009
£ milien © milkon

Profit after tax_ . o _ 66.5 726
Currency translation gans 51 188
GainsAlosses) on cash flow hedging . 61 a1t
Other losses (4.4) 28)
Gans/{losses) on financial nstruments classified as avarlable for sale
Gilts and government guaranteed debt . o 02 06
Floating rate notes 19.0 {152
Equity shares 28 __ (88
Transfer to income staternent on impairment of avallable ifor sale equity shares 15.0 -

37.8 {18 5)
Total recognlsed income and expense 104.3 54 1
Attnbutable to
Minonty interests 06 09
Shareholders 103.7 532
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2010 2009
Nota £ million £ mikon

Assets _ L e el
Cash and balances at central banks 452.7 17
Settlernent balances o 541.7 5087
Loans and advances to banks . 1 158.5 196 5
Loans and advances to customers 12 29126 23649
Debt securities . 13 16362 22882
Equity shares 14 59.9 620
Loans to money brokers against stock advanced 86.0 158 3
Dernvative financial nstrumerts 15 23.0 325
Interests in associates 27 737 719
Intangible assets 16 107.5 107 6
Property, plant and eguipment 17 46.2 416
Deferred tax assets 18 32.8 326
Prepayments, accrued ncome and other assets 19 1288 i418
Total assets 6,2596 06,0183
Liabiities
Settlement balances and short positions 20 565 1 5907
Deposits by banks 21 481 480
Deposits by customers 21 31155 29196
{.cans and overdrafts from banks 21 1,784 13405
Debt securrties in Issue 21 218.6 214
Loans from money brokers aganst stock advanced 327 -
Denvative financial nstruments 15 205 219
Accruals, deferred Income and other liabilities 19 2513 304 5
Subordinated loan capital 22 750 750
Total habilties 55062 53216
Equity
Called up share capital 23 374 374
Share premium account 275.9 2745
Profit and loss account 467.3 4457
Other reserves (18 7) 64 2)
Total shareholders’ equity 751.9 693 4
Minority interests in equity 25 43
Total equity 754 4 6977
Total iabilities and equity §,2596 16,0183

Approved and authonsed for issue by the Board of Directors on 28 September 2010 and signed on its behalf by

P S.S. Macpherson P. Prebensen

Charrman Chief Exec%tw;\f
/

Registered Number 520241
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Consolidated Statement of Changes in Equity
for the year ended 31 July 2010

Cther reserves

Availlable Tetal

Called up Share Profit for sale Share- Exchange Cashflow attnbutable
sharg pramium andloss  movements bassed movements hedging {0 equity Mincnty Total
capial account account r85erva reserves reserve FESErve holders nterests equily
£ milhon £ milon £ milhon € milhon £ rmallion £ rlhion £ milon £ miihion £ mulion £ milhon
At 1 August 2008 373 2741 432 0 (123 (19 4) 23 14 7154 50 7204
Profit for the perod - - 717 - - - - 717 09 726

Other recognised income/

[expense} forthe penod = - - 28 (23 4 - 188 {11 1) {18 5) - (18 9)
Total recognised income/

__lexpensegifortheperod - - 68 8 (23 4) - 188 (111) 532 09 54 1

Exercise of options 01 04 - = - - - 05 - 05
Dwidends paid - - 552 - - - - (55 2) - (55 2)
Shares purchased — - - — (221} — - (22 1) — {22 1)
Shares released — — - — 43 — — 43 - 43
Other movements - — - - {02) (2 5) - 27 {16) 4 3)
At 31 July 2009 374 2745 4457 357} (37 4) 186 @7y 6834 43 697 7
Profit for the period - - 659 - - - — 659 06 66 5
Other recogrnised income/

{expense) for the penod - — (44 310 - 51 61 378 - 378
Total recognised income/

{expense) forthe period - - 615 310 - 51 61 i037 06 104 3
Exercise of options - 14 — - — -~ — 14 - 14
Dividends pad - - (55 5} - - - - {55 5) - {55 5)
Shares purchased - - - - 23 - - 23 - 23
Shares released - — - - 95 - - 95 — a5
Other movements - - 56 - B39 — - 17 24 07N
At 31 July 2010 374 2759 457.3 4.7) (34.1) 23.7 (36} 7519 25 754 4
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Consolidated Cash Flow Statement
for the year ended 31 July 2010

2010 2009
Note € milllon £ milkon
Net cash outflow from operating actwvities 32(a) (135.1) (1688)
Net cash outflow from investing activities
Dividends received from associates 8.2 196
Purchase of = -
Assets let under operating leases (126)_ (124)
Property, plant and equipment 85) {88)
Intangible assets {4.7) {18)_
__Equity shares held for investment 0.2) 34)
Own shares for employee share award schemes 23) (221)
Minority nterests 40 06)_
Loan book 26 97 8) @1}
Subsidiares and associates 32(b) {04 (197)
Sale of
Property, plant and egquipment 22 19
__Equity shares held for investment 33 10
Subsidiares 32{c) - 511
{116 8) {4 3)
Net cash outflow before financing (261.9) (1731}
Einancing actvities
Issue of ordinary share capital, net of transaction costs 32(d) 14 05
Equity dividends paid (55.5) (55 2)
Dividends paid to minonty interests {0.7) (16)
Interest paid on subordinated loan capital {5.6) 56)
Reclassification of floating rate notes classified as avalabls for sale - (751 3)_
Debt securities 1ssued 197.2 -
Net decrease in cash (115.1) (8863
Cash and cash equivalents at beginning of year 1,3983 23846

Cash and cash equivalents at end of year 32) 1,283.2 130983
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Company Balance Sheet
at 31 July 2010

2010 2009
Note £ million £ milkon
Fixed assets
Infangible assets 16 02 -
Property, plant and equipment o 17 32 22
Investments In subsidianes 26 2870 287 0
Interest free loan to subsidiary 377.3 3920
667.7 6812
Current assets
Cash at bank 0.5 07
Amounts owed by subsidianes 4129 1337
Other imvestments 11.2 16 6
Corporation tax recevable 71 06
Deferred tax asset 18 3.3 48
Other debtors 1.9 08
4369 157 2
Creditors Amounts faling due within one year
Amounts owed to subsicianes 6.2 71
Accruals and deferred Income 5.9 59
Provisions 19 7.4 87
Bank loans and overdrafts 100.0 —
Other creditors 8.3 64
1278 281
Net current assets 309.1 129 1
Total assets less current liabilties 9768 8103
Creditors Amounits falling due after more than one year
Debt secunties in 1ssue 197.8 -
interest free loan from subsidiary with no fixed repayment date 17.9 179
Net assets 761.1 792 4
Capital and reserves
Share capital 23 374 374
Share premium account 275.9 2745
Profit and loss account 24 477.2 5179
Other reserves 24 (29.4) {37 4)
Total equity shareholders’ funds 7611 792 4

Approved and authonsed for 1ssue by the Board of Directors an 28 September 2010 and signed on its behalf by

P.S S. Macpherson P Prebensen
Charman Chief Executive

Registered Number 520241
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The Notes

1 Accounting pohcies

Close Brothers Group plc {the “Company”} a public imited company incorporated and dormictled in the United Kingdom (UK,
together with its subsidiaries (collectively, the “group”} operates through three dvisions Banking, Securities and Asset
Management and 1s primanly located within the British Isles

{a} Compliance with financial reporting standards

The consolidated financial statements (“the consolidated accounts”) have been prepared and approved by the directors in
accordance with all relevant International Financial Reporting Standards (*IFRS") as 1ssued by the International Accounting
Standards Board (IASB") and adopted by the European Union

At the balance sheet date the group had adopted all standards and interpratations which had become effective dunng the year
Other than the Standards described below, there was no matenal mpact on the financial statements of the group from adoption
of effectve standards and interpretations

» IFRS 8 "Operating segments” has been adopted This standard replaces IAS 14 “Segment reporting” and requires segmental
information reported to be based on that which the group’s Executive Committee, which 1s considered the group's chisf
operating decision maker, uses ntemnally for the purposes of evaluating the performance of the group'’s operating segments
Note 3 of these financial statements sets out the group's reportable segments and reconciiations between these and the
results reported In the consolidated ncome statement and consolidated balance sheet There has been no changs to the
segments reported, though there have been some additional segmental disclosures presented

+ Amendments to IFRS 3 "Business combinations” and IAS 27 "Consolidated and separate financial statements” have been
adopted The man changes to existing practice affect acquisitions achieved in stages and those where less than 100% of
equity 18 acquired In addition, acquisition related costs must be accounted for as expenses unless directly connected with the

1ssue of debt or equity secuniies The revised IFRS 3 applies prospectively to business combinations undertaken by the group
on or after 1 August 2009

» Amendment to IAS 1 “Presentation of financial staterments” has been adopted The revised standard prohibits the presentation
of items of Income and expense n the statement of changes In eguity, requinng non-shareholder changes in equity to be
presented separately from shareholder changes in equity All non-shareholder changes in equity are required to be presented
in a performance statement IAS 1 (Revised) permits a choice between presenting a single performance statement (being a
Statement of Comprehensive Income) or two statements {(being an Income Statement and a Statement of Recognised Income
and Expense} The group has elected to present two statements in addition, to comply with the revised standard, the group
now presents a Consolidated Statement of Changes in Equity as a primary staterment

* Amendment to IFRS 7 “Financial Instruments disclosures” which requires enhanced disclosures of far value and iiquidity nsk
has been adopted This has resulted in additional disclosures in this Annual Report The group has elected not to provide
comparative information for these expanded disclosures in the current year In accordance with the transitional reliefs offered in
the amendment

* |AS 23 "Borrowing Costs (Revised)” has been revised to require capitalisation of borrowing costs on qualifying assets In
accordance with the transitional requirements of the standard, the capitalisation of bormrowing costs has been adopted as a
prospective change from the commencement date of 1 August 2009 No change has been made for borrowing costs mcurred
pnor to this date that have been expensed Since adoption, the group has ncurred no borrowing costs on qualifying assets
whech are required to be capitalised

The following standards, amendments and interpretations have been issued by the International Accounting Standards Board
{“ASB") and IFRS Interpretations Commuttee (“IFRIC") with an effective date, subject to EU endorsement in some cases, that do
not impact on these financial statements

* The IASB issued an amendment, “Group Cash-settled Share-based Payment Transactions®, to IFRS 2 “Share-based Payment”
In June 2008 clanfying how an individual subsidiary In a group should account for share-based payment arangements in its
own financial statements where the subsidiary receves goods or services from employees or suppliers but its parent or
another entity In the group must pay those suppliers The amendment 1s effective for annual penods beginning on or after
1 January 2010 The effect to the group 1s under review although no matenal impact 1s expected

« The IASB published an amendment “Classification of Rights Issues” to IAS 32 “Financial Instruments Presentation” and
conseqguential revisions to other standards in Octaber 2009 to mprove the accounting for 1Issues of equity for consideration
fixed other than in the reporting entity's functional currency The amendment 1s effective for annual periods begnning on or
after 1 February 2010 It 1s not expected to have a material impact on the group

* The IASB reissued IAS 24, "Related Party Disclosures”, in November 2009 to clanfy the existing standard and provide certain
exemptions for entities under government control The revised standard is effectwve for annual penods beginning on or after 1
January 2011 and 18 not expected to have a matenal impact on the group




Close Brothers Group ple
Annual Report 2010

57

* The IASB 1ssued IFRS 8 “Financial Instruments” in Novernber 2009 simplifying the classification and measurement
requirements N 1AS 39 “Financial Instruments Recognition and Measurement” in respect of financial assets The standard
reduces the measurement categones for financial assets to two far value and amortised cost A financial asset is classried on
the basis of the entity’s business model for managing the financial asset and the contractual cash flow charactenstics of the
financial asset Only assets with contractual terms that give nse to cash flows on specified dates that are solely payments of
prncipal and interest on the principal amount outstanding and which are held within a business mode! whose objective 1s to
haold assets in order to collect contractual cash flows are classified as amortised cost All other financial assets are measured
at far value Changes in the value of financial assets measured at far value are generally taken to profit or loss although there 1s
an exception where an equity mvestment 1s not held for trading and an irevocable election 1s made at intial recognition to
measure it at far value through equity with only dividend income recognised in profit or loss The standard 1s effective for
annual penods beginning on or after 1 January 2013, early application 1s permitted This standard makes major changes to the
framework for the classification and measurement of financiatl assets and will have a significant effect on the group's financial
statements The group 1s assessing thus impact which 1s likely to depend on the outcome: of the other phases of the IASB's IAS
39 replacement project

* The IASB tssued an amendment to IFRIC 14 “Prepayments of a Minimum Funding Requirement” In November 2008 The
amendment applies In the imited crcumstances when an entity 1$ subject to minmum funding requirements and makes an
early payment of contnbutions to cover those requirements it permits such an entity to treat the benefit of such an early
payment as an asset The amendment i1s effective for annual pencds beginning on or after 1 January 2011 and 1s not expected
to have a matenal impact on the group

* The IFRIC issued interpretation IFRIC 19 “Extinguishing Financial Liabilities with Equity Instruments” in December 2009 The
interpretation clartfies that the profit or loss on extinguishing tiabilities by 1ssung equity instrurments should be measured by
reference to far value, preferably of the equity Instruments The interpretation, effective for the group for annual penods
beginning on or after 1 January 2011, 18 not expected to have a matenal effect on the group

* “Improvements to IFRSs" Issued in May 2010 contain amendments to a number of IFRSs The effect to the group s under
review although no matenal impact 1s expected

The company financial statements (*the company accounts”) have been prepared and approved by the directors in accordance
with Section 395 of the Companies Act 2006, the Large and Medium sized Companies and Groups (Accounts and Reports)
Regulattons 2008 and with all relevant UK accounting standards The company has taken advantage of the exemption in s408 of
the Companies Act 2006 not to present its company Income statement and related notes

{b) Accounting convention
The consalidated and company accounts have been prepared under the histonical cost convention, except for the revaluaton of

financial assets and liabilities held at fair value through profit or loss, avalable for sale financial assets and all dervative financial
mstruments (“denvatives")

The financial statements have been prepared on a going concern basis as disclosed in the Report of the Directors

(c) Basis of consolidation

Subsidiaries

The consolidated accounts incorporate the financial statements of the company and the entities it controls (“subsidianes” using
the acauisition method of accounting Control exists where the company has the power to govern an entity’s financial and
operating polictes The results of subsidianes are iInciuded in the consalidated income statement from the date control transfers to
the company to the date control transfers frorm the company

Under the acquisition method of accounting, with some imited exceptions, the assets, llabilities and contingent labilites of a
subsidiary are measured at their far values at the date of acquisiion The interest of minonty shareholders 1s measured etther at
far value or at the minonity's proportion of the net assets acquired Acquisition related costs are accounted for as expenses when
incurred, unless directly refated to the 1ssue of debt or equity secunties Any excess of the cost of acquistion over net assets Is
capitalised as goodwill All intra-group balances, transactions, iIncome and expenses are eliminated As allowed by IFRS 1
*First-Time Adoption of Intemational Financial Reporting Standards”), the company has not restaied to IFRS far values those
acquisihons that took place before 1 August 2004

Associates

The consolidated accounts also incorporate the financial statements of entities that are neither subsidianes nor joint ventures but
over which the company has significant influence {“associates"), using the equity method of accounting This applies where the
company and its subsidianes {“the group") hold 20% or more of an entity's voting power, unless it can be clearly demonstrated
that no significant influence exists The group’s share of an associate’s results 1s included in the consolidated income statement
from the date it becomes an associate to the date 1t stops being so
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The Notes

1. Accounting pohicies continued

Under the equity method of accounting, the Investment in an associate Is inmally recognised at cost This carmying amount
subsequently decreases for the group’s share of any losses or distributions received and increases for the group’s share of any
profit The carrying amount 15 also reviewed annually for impairment

{d) Net interest income
Interest on loans and advances made by the group, and fee Income and expense and cther direct costs relating to loan
ongination, restructuring or commitments are recognised in the Income statement using the effective Interest rate (“FIR") method

The EIR mesthod applies a rate that discounts estmated future cash payments or receipts relating to a financial Instrument to its
net carrying amount The cash flows take into account all contractual terms of the financial instrument including transaction costs
and all other premiums or discounts but not future credit losses

(e) Net fee and commission iIncome

Where fess that have not been ncluded within the EIR method are eamed on the execution of a significant act, such as fees
ansing from negotiating or arranging a transaction for a third party, they are recognised as revenue when that act has been
completed Fees and comesponding expenses in respect of other services are recognised in the income statement as the nght to
consideration or payment accrues through performance of services In particular, upfront commissions paid in respect of
managing, as opposed to onginating, fund products are inimally included within “accruals and deferred iIncome” and then
recognised as revenue as the services are provided To the extent that fees and commissions are recognised N advanca of billing
they are Included as accrued income or expense

{f) Gains less losses arising from dealing in securities
This includes the net gains ansing from both buying and selling secunties and from positions held in securities, INcluding related
nterest income and dividends

{g) Share-based awards

The group operates four share-based award schemes, an annual discretionary performance arrangement and three long-term
equity based incentive schemes (“Incentive Schemes"), the 2009 Long Term Incentive Plan (“LTIP"} which replaced the 2004
Long Term Incentive Plan (“LTIP”), the 1995 Executive Share Option Scheme and the Inland Revenue approved Savings Related
Share Option Scheme In addition to these schemes a new Share Matching Plan will operate for the first time in the 2011 financial
year In respect of annual bonuses awarded for the 2010 financial year As allowed by IFRS 1, the company has not applied IFRS 2
“Share-based Payment” to grants under these Incentive Schemes before 8 November 2002

The costs of the annual discretionary performance related awards are based on the salary of the ndividual at the time the award
Is made The value of the share award at the grant date 15 charged to the group's income statement in the year to which the
award relates

The cost of the Incentive Schemes s based on the far value of awards on the date of grant Farr values for market based
performance conditions are determined using a stochastic (Monte Carlo simulation) pricing model for the LTIP and the Black-
Scholes pricing model for the others Both mode's take into account the exercise price of the option, the current share price, the
risk free interest rate, the expected volatiity of the company’s share price over the Ife of the option award and other relevant
factors For non market based performance condittons, vesting conditions are not taken into account when measunng far value,
but are reflected by adjusting the number of shares in each award such that the amourt recognised reflects the number that are
expected to, and then actually do, vest The farr value 1s expensed In the iIncome staterment on a straight line basis over the
vesting pencd, with a corresponding credit to the share-based awards reserve At the end of the vesting period, or upon exercise,
lapse or forfeit if earlier, this credit Is transferred to retained reserves Further information on the group's schemes are provided in
note 31, and in the Report of the Board on Directors’ Remuneration

(h} Depreciation and amortisation

Property, plant and equipment, computer software and iIntangible assets on acquisition {latter two classified as “intangible
assets"), are stated at cost less accumulated depreciation or amortisation, less provisions for any mpairment The prowvision for
depreciation or amortisation on these assets Is calculated to write off ther cost on a straight-line basis over their estimated usefut
Ives as follows

Fixtures, fittings and equipment 10% to 33%
Motor vehicles 25%
Freshold and long leasehold property 25%
Short leasehold property over the length of the lease
Computer software 20% 10 33%
Intangible assets on acquisition 7% to 20%

No depreciation 1s provided in respect of freehold land, which 1s stated at cost
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(1) Impairment losses on goodwill

Goodwill ansing on the acquisiton of business assets before 1 August 1998 has been wntten off to reserves From that date such
goodwill ansing was capitalsed as an intangible asset and amortised, in equal annual instalments, unless there has been
impairment, over its estimated useful life of up to 20 years From 1 August 2004, amortsation of goodwill has ceased, negatve
goodwill 1s credited to the income statement and the net book value of goodwill 1s subject to imparment review at least annually

()} Exceptional tems
ftems of ncome and expense that are matenal by size and/or nature and are non-recuming are classfied as exceptional iters on

the face of the income statement The separate reporting of these items helps give an indication of the group's undertying
performance

(k} Current tax

Current tax 1s the expected tax payable on the taxable profit for the year Taxable profit differs from net proft as reported in the
Income statement because it excludes iterns of Income and expense that are taxable or deductible in other years and items that
are never taxable or deductible The group’s liabifity for current tax 1s calculated using tax rates that have been enacted or
substantvely enacted by the balance shest date

(I} Deferred tax

To enable the tax charge to be based on the profit for the year, deferred tax 1s provided in full on temporary tming differences, at
the rates of tax expected to apply when these differences crystalise Deferred tax assets are recognised only to the extent that it
is probable that sufficient taxable profits will be avallable against which temporary differences can be set All deferred tax habilities
are offset against deferred tax assets In accordance with the provisions of IAS 12 “Income taxes”

(m) Settlement accounts

Settlerment balance debtors and creditors are the amounts due to and from counterparties in respect of the group's market-
making actvites The balances are short-term in nature, do not eam interest and are recorded at the amount receivable or
payable

(n) Loans and advances to customers

Loans and advances are recognised when cash 1$ advanced to borrowers at cost including any transaction costs and are
classified as loans and recavables under IAS 39 “Financial instruments  recognition and measurement” They are then amortised
using the EIR method and recorded net of provistons for imparment losses The carrying value of loans and advances
approximates to theyr fair value

Imparrment provisions are made If there Is obyjective evidence of impairment as a result of one or more subseguent events
regarding a sigruficant loan or a portfolio of loans (“a loan™) and its impact can be rehably estimated

The amount of the loss 1s measured as the difference between the loan’s carrying amount and the present value of estimated
future cash flows, excluding future credit losses that have not been incurred, discounted at the onginal EIR As the loan amortises
over (s ife, the mparment loss may amortise All impairment losses are reviewed at least at each reporting date If subsequently
the amount of the loss decreases as a result of a new event, the relevant element of the outstanding impairment loss Is reversed
Interest on impaired financial assets 1s recognised at the ongnal EIR applied to the carrying amount as reduced by an allowance
for impairment

For loans that are not considered indvidually significant, the group adopts a formulaic approach which allocates a loss rate
dependent on the overdue penod Loss rates are based on the discounted expected future cash flows and are regularly
benchmarked against actual cutcomes to ensure they remain appropnate

(o) Finance leases, operating leases and hire purchase contracts

A finance lease 1s a lease or hire purchase contract that transfers substantially all the nsks and rewards incidental to ownership of
an asset to the lessee Finance leases are recognised as loans at an amount equal to the gross investment in the lease
d|scourtljted at its implicit interest rate Finance charges on finance leases are taken to income in proportion to the net funds
nveste

Rental costs under operating leases and hire purchase contracts are charged to the iIncome statement in equal annual amounts
over the penod of the leases

(p) Debt secunties and equity shares
Fair values of all financial instruments are obtained from independent open market sources, Independent professional valuers,
discounted cash flow modeils based on prevaling market rates or option pricing models

+ Financial nstruments held for trading
The long and short positions respectively represent the aggregate net bought and net sold posttions, held by Winterflood and
Close Brothers Seydler Bank {(“Seydler”) They are valued at the dealers’ bid and offer pnces respectively and are the only
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1. Accounting policies contnued
financial nstruments held for trading As such they are fair valued through profit or (oss and the net gans arising are the only
itemns shown within “gains less losses ansing from dealing n secunties” i the Ncome staternent

* Other nvestments designated at inception under the fair value option
Listed nvestments are valued at bid price Unlisted investments compnse those made in various private equity imited habiity
partnerships These partnerships themseltves typically invest in unquoted companies via equity and loans and value each
Investrment semi-annually in compliance with Intemational Private Equity and Venture Capital Valuation Guidelines endorsed by
the Bntish Private Equity and Venture Capital Association, such valuations being extemally audited annually Further detalls on
the valuation methodologres for unlisted Investments are Included in Note 33 Financial Risk Management on pages 91 to 99

¢ Floating rate notes held to maturity
These are investments with fixed or determinable payments that are held with the intention and ability to hold to matunty They
are Initially recognised at fair value Including direct and incremental transaction costs and subsequently valued at amortised
cost Amortised cost 1s the initial amount adjusted for subsequent payments, less cumulative amortisation calculated using the
EIR method The resulting balance 1s reduced for amounts which are considered to be impaired or uncollectible

* Financial nstruments classified as avalable for sale
These are recognised at far value plus any drectly attributable purchase costs, with changes being accounted for through
equity If such an asset 13 sold or there 1s objective evidence that it s impaired, the cumulative gains and losses recognised In
equity are recycled to the incorne statement In subsequent penods If the farr value of an available for sale debt secunty
Increases due to an event which occurred after the mpainment loss was recognised, the Imparment loss 1s reversed through
the ncome statement Imparrment losses on available for sale squity nstruments are not reversed through the Income
statement but are recognised directly In equity

* Certificates of deposit classified as loans and recevables under IAS 39

These are purchased for lquidity purposes and normally held to matunty They are uniisted and due to mature within one year
and are valued at amortised cost

* Equity shares held by the employee benefit trust

These are held at cost and shown within equity as part of “Share-based reserves” Realised surpluses and deficits are not
taken to the income statement

{q) Loans to and from money brokers against stock advanced

Loans to maoney brokers aganst stock advanced are the cash collateral provided to these institutions for stock borrowing by the
group's market-making actvities interest 1s paid on the stock borrowed and eamed on the cash deposits held The stock
borrowing to which the cash deposits relate 1s short-term in nature and 1s recorded at the amount recevable Loans from money
brokers against stock collateral provided are recorded at the amount payable Interest is paid on the loans payable

{r) Denvatives and hedge accounting

In general, denvatives are used to minimise the impact of Interest and currency rate changes to the group's financial Instruments
and meet the IAS 38 criteria for hedge accounting They are carned on the balance sheet at far value which 1s obtained from
quoted market prces in active markets, including recent market transactions, and discounted cash flow models

Cn acquisition, a dervative 1S designated as a hadge and the group formally documents the relationship between the denvative
and the hedged tem The group also documents its assessment, both at hedge inception and on an ongoing basis, of whether
the dervative 1s highly effective In offsetting changes in farr values or cash fiows of hedged items If a hedge was deemed partially
ineffective but continues o gualfy for hedge accounting, the amount of the Ineffectiveness, taking into account the timing of the
expected cash flows where relevant, would be recorded n the Income statement If the hedge Is not, or has ceased to be, highty
effective the group discontinues hedge accounting

For far value hedges, changes in the farr value are recognised in the income statement, together wath changes in the fair value of
the hedged item

For cash flow hedges, the farr value gain or loss associated with the effective proportion of the cash flow hedge 1s recognised
inbially directly in equity and recycled to the income statement in the pernod when the hedged item affects income

(s} Other financial habiities

Financial habilies, other than dervative financial instruments and those held for trading, are recognised initially at far value plus
transaction costs directly atinbutable to the acquisition or issue of those financial labilities After intial recognition they are
measured at amortised cost using the EIR method
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{t) Foreign currencies
For the company and those subsidiaries whose balance shests are denomnated in sterling which 1s the company's functional
and presentation curency, monetary assets and liabiiies denominated in foreign currencies are translated into sterling at the
cloging rates of exchange at the balance sheet date Foreign currency transactions are translated into sterling at the average rates
of exchange over the year and exchange differences ansing are taken to the ncome staterment

The balance sheets of subsidiaries denorminated in foreign curencies are translated nto sterling at the closing rates The ncome
statements for these subsidianes are translated at the average rates and exchange differences arising are taken to the exchange
movements reserve Such exchange differences are recognised as Income or as expenses In the period in which the subsidiary
18 disposed of

As allowed by IFRS 1, cumulative forergn exchange differences up to 31 July 2004 have not been recognised in the exchange
movements reserve

{u) Dvidends

Dwidends payable are recognised in retained earnings once they are appropriately authonsed and no longer at the discretion of
the company Dwvdends recenvable are recognised once the nght to receive payment is established

(v) Pensions
The group operates defined contribution pension schemes and a defined benefits pension scheme for eligible employees

A defined contribution scheme 1s a pension arrangement where the group pays fixed contributions into a fund separate from the
group's assets Contributions are charged in the income statement when they become payable

A defined benefit scheme Is an arrangement where an employee’s retirement receipts are defined by factors such as salary,
length of service and age The liabiities of the group’s cne defined benefit scheme, which was closed to new entrants in 1996,
are measured using the projected unit creait method and discounted at a rate that reflects the current rate of retum on high
qualty corporate bonds with a term that matches that of the labilites Actuanal gans and losses arnsing from experience
adjustments and changes in actuanal assumptions are charged or credited to the ncorme statement over the members’ expected
average remaining working lives The net deficit or surplus on the plan, compnsing the present value of the defined benefit
obhgation less the far value of plan assets and any unrecognised actuanal gains and losses, I1s carmed on the balance sheet

(w) Investments in subsidiaries
Investments in subsidianes are stated at cost less provision for impairment in value

2, Cntical accounting estimates and judgements

The preparation of financial staternents under IFRS requires the use of certan crtical accounting estimates and the exercise of
Judgement i the process of applying the group's accounting policies Estimates and judgements are kept under continuous
evaluation and are based mainly on histoncal experience and expectations of future events but incorporate other factors The

cntical estimates and judgements made in the preparation of the financial statements are set out below The actual outcome may
be matenally different from that anticipated

Impairment of loans and advances

Allowances for loan imparment represent managerent’s estimate of the losses incurred In the loan portfolios as at the balance
sheet date Changes to the allowances for loan mpaiment are reported in the consolidated income statement as imparment
losses on loans and advances Imparment provisions are made if there Is objective evidence of iImpairment as a result of one or
more subseguent events regarding a significant loan or a portfolio of loans (“a loan") and its iImpact can be reliably estimated

The amount of the loss 1s measured as the difference between the loan's camying amount and the present value of estimated
future cash flows, excluding future credit losses that have not been incurred, discounted at the onginal effective interest rate Al
Imparment losses are reviewed at least at each reporting date If subsequently the amount of the loss decreases as a result of a
new event, the relevant element of the outstanding impairment loss Is reversed Interest on impaired financial assets 1s recogrused
at the onginal effective interest rate applied to the carrying amount as reduced by an allowance for mpairment For loans that are
not considered ndvidually significant, the group adopts a formulaic approach which allocates a loss rate dependent on the
overdue penod Loss rates are based on the discounted expected future cash flows and are regularly benchmarked aganst
actual outcomes to ensure they remamn appropriate

Fair value of financial iInstruments

Some of the group’s financial mstruments are carried at fair value through profit or loss such as those held for trading, designated
by management under the fair value option and non-cash flow hedging denvatives Other non-dervative financial assets may be
designated as avalable for sale Avalable for sale financial assets are carried at farr value with gains and losses ansing from
changes in farr value included as a separate companent of equity In addition, the group has cash flow hedging denvatives which

are camed at far value The fair value gain or loss associated with the effective proportion of the cash flow hedge s recognised
inibally directly in equity
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2 Cntical accounting estimates and judgements continued

The fair value of a financial Instrument 18 the amount at which the iNstrument could be exchanged in a current transaction
between wiling parties, other than in a forced or liquidahon sate Far values of all financial nstruments are obtained from
independent open market sources, independent professional valuers, discounted cash flow models based on prevailing market
rates or option prcing models Where a valuation mode! 1s used to determine fair value, it makes maximum use of market Inputs

Effective interest rate

The EIR method applies a rate that discounts estmated future cash payments or recepts relating to a financial nstrument to its
net carrying amount The estmated future cash flows take into account all contractua! terms of the financial instrument INcluding
transaction costs and all other premiums or discounts but not future credit losses At least annually, models are reviewed to
assess expected lives of groups of assets based upon actual repayment profiles

Goodwill impairment
The directors review goodwill for impairment at least annually or when events or changes in economic circumstances indicate
that impairment may have taken place The recoverable amounts of relevant cash generating units (*CGUs”) are based on valus in

use calculations using management’s best estimats of future cash flows and performance, discounted at an appropnate rate
which the directors estimate to be the retum approprate to the business

Hedge accounting

In designating a financial instrument as part of a qualifying hedge relatonship, the directors have determined that the hedge I1s
expected to be highly effective over the ife of the hedging instrument In accounting for a denvative as a cash flow hedge, the
directors have determined that the future cash flows of the hedged exposure are highly probable The group 1s required to assess
on an ongoing basis whether the denvative 1s highly effective in offsetting changes in fair values or cash fiows of hedged tems fa
hedge was deemed partially ineffective but continues to qualify for hedge accounting, the amount of the ineffectiveness, taking
into account the tming of the expected cash flows where relevant, would be recorded in the mcome statement If the hedge 15
not, or has ceased to be, highly effective the group discontinues hedge accounting

Share-based awards

The cost of the group's long-term equity based incentive schemes are determined using commonly accepted valuation
techniques Far values for market-based periormance conditions use models which take into account the exercise price of the
opton, the current share price, the nsk free nterest rate, the expected volatility of the company’s share price over the Ife of the
option/award and other relevant factors For non market-based performance conditions, vesting conditions are not taken into
account when measuring fair value, but are reflected by adjusting the number of shares in each award such that the amount

recognised reflects the number that are expacted o, and then actually do, vest Details of the above vanables can be found in
note 31

3. Segmental analysis

During the year, as disclosed in note 1{a), the group has adopted IFRS 8 which replaced IAS 14 Segment reporting The Executive
Committes, which 1s cansidered the group's chief operating decision maker, manage the group by class of business as
determined by the products and services offered and present the segmental analysis on that basis The group's activities are
organised in three primary operating divisions namely Banking, Securities and Asset Managerment A description of the activites,
Including products and services offered by these dwvisions 1s given in the Business Review The group previousty had another
pnmary operating division, Corporate Finance This dmsion was disposed of in July 2009 and has been classied as a
discontinued operation in these financial statements The group also has central functions which comprise Group Executive,
Finance, Investor Relations, Legal, Human Resources, Audt, Compliance, Corporate Development, Information Techniology,
Company Secretarat and Risk Group administrative expenses includs staff costs, fegal and professional fees and property costs
attributable to the central functions which support and assist the growth of the divisions Income within group s typically immatenal
and will iInclude interest on cash balances at group In the segmental reporting information which follows, group consists of the
central functions described above as well as vanous non-trading head office companies and consolidation adjustments, in order
that the information presented reconciles to the overall group consolidated income staterment and balance sheet

Divisions charge market prices for services rendered to other parts of the group Funding charges between segments are
determined by the Banking division's Treasury operation having regard to commercial demands The majority, being more than
90%, of all of the group’s activities, revenue and assets are located within the British lsles
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Asset Contruing  Disconunued

Bantang Secunties  Management Group operanons operabons Total

£ mi%on £ rodiion £ mifion £ miBon £ mion € mikon £ miltion
Summary Income Statement for the year

ended 31 July 2010

Net interest Incomefiexpense) 188.5 (0.4) 7.1 0.3 1955 - 195.5
Other income 83.56 162.6 89.9 0.2 336 2 - 336.2
Operating ncome before exceptional items 2720 162.2 97.0 05 5317 - 531.7
Admmnistrative expenses (118.3) _ (100.9) (91.9) (20.8)  (331.7) - {3317
Depreciation and amortisation (108) (2.0) (1.8) 07 {(15.3) - (153
Impairment losses on Ioans and advances (63 4) - - - {63.4) - (63.4)
Total operating expenses before exceptionals (192.5) (102.9) (93.7) (21.3) {410.4) -  (410.4)
Adjusted operating profit/(loss})’ 79.5 59.3 3.3 (208y 1213 - 121.3
Exceptional items Imparment on investment assets - - - (15.0) (15.0) - (15.0}
Impawrment losses on goodwill - - (6.5) - (6.5) - (6.5)
Amortisation of intangible assets on acquisition (0.5) - - - (0.5) - {05)
Gain on disposal of discontinued operations - - - - - - -
Operating profit/(loss) before tax 79.0 59.3 (3.2) (35.9) 99.3 - 993
Tax (2.5 (16.0) (0.5 62 (328 - (328
Minonty interests (0.3) - (0.3} - (0.6) - {0.6}
Profit/{loss) after tax and minonty interests 56 2 433 {4.0) {29 6) 65.9 - 65.9
External operating income/{expense) 284.5 162.2 80.8 (58)  531.7 - 531.7
Inter segment operating Income/expense) (12.5) - 6.2 6.3 - - -
Segment operating ncome 2720 162.2 97.0 0.5 531.7 - 5317

‘Adusted oparating profit/loss) is stated bafore exceptional tems goodwill impairment, amortisation of intangile assats on acquisiion, gan on disposal of discontinued operations

and tax

For the year ended 31 July 2010, the operating ncome before exceptional items and the operating profit before tax of the

Securities dvision included £5 7 milion (2009 £16 1 milhon) relatng to its share of profit of associates

The following table provides further detall on group wide operating Income

2010 2009

£ million £ milton
Banking
Net interest and fees on loan book
Retail 104.9 859
Commercial 114.2 995
Property 36.5 308
Treasury and other non-lending income 164 193
Securities
Market-making and related activities 162.2 167 8
Asset Management
Management fees on FuM 52.2 543
Income on Assets under Administration and deposits 32.7 376
Other income’ 121 31
Group 0.5 38
Discontinued operations - 363
Operating income before exceptional tems 531.7 538 4

'Includes performance fees INCOME on INvestment assets and other INncome

63




64

Financial Statements

Close Brothers Group plc
Annual Report 2010

The Notes

3. Segmental analysis continued

Asset

Banking Secuntss  Management Group Total
£ milion £ milson £ mihon £ milbion £ mullion
Summary Balance Sheet at 31 July 2010
Assets ) L o o e
Cash and loans and advances to banks 493.5 26.8 90.4 0.5 611.2
Settlement balances, long trading positions and loans to
money brokers’ — 7133 - - 7133
L.oans and agdvances o customers 2,898 0 - 14.6 - 29126
Non trading debt securnties 1,448 1 2.0 132.0 - 1,582.1
Interests in associates - 73.4 0.3 - 73.7
Intangible assets 235 287 49.0 0.2 1075
Cther assets 168.3 15.5 529 22.5 2592
Intercompany balances 475.7) (27.5) 5159 {(12.7) -
Total assets 4,561.8 832.2 855.1 105 6,259.6
Liabilities
Settlernent balances, short trading positions and lpans from
money brokers - 5978 - - 597.8
Deposits by banks 37.8 - 10.3 - 48.1
Deposits by customers 2,469.1 12 6452 - 31155
Bormowings 1,167 8 4.9 15 207.8 14720
Other labiliies 1485 50.9 47.7 15.7 271.8
Intercompany balances 3777 73.6 17.5  (468.8) -
Total habilihies 4,200 9 7374 7222 (155.3) 5,6052
Equity 360.9 94.8 1329 165.8 754 4
Total habilities and equities 4,561.8 B32.2 855.1 105 6,2596
Other segmental information for the year ended 31 July 2010
Property, plant, eguipment and intangible asset expenditure 19.9 1.6 1.9 2.4 25.8
Employees {average number} 1,403 260 810 72 2,545

'£54 1 milkon of jong trading posibons In debt secuntes have been included with ather trading batances s "Settlement balances long trading positions and loans to money brokers” for

the purpose of this summary

balanca shest Thass balances are ncluded within  Debt secunties” In tha consolidated batance sheet
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Assat Continuing  Disconunued

Banking Secuntes Managamant Group  operahons operations Total

€ million £ milkon £ milion £ mikon £ milhion © milion € mifion
Summary Income Staterment for the year

ended 31 July 2009

Net interest ncome/{expense) 1669 03 140 12 1818 (16) 1802
Other iIncome 686 1681 810 26 3203 379 3582
Operating Income before exceptional items 2355 167 8 950 38 5021 363 538 4
Admirustratve expenses (1123} (100 5) (80 8) (202} (3138 (377) (3515
Depreciation and amortisation 93 24 22) {0 8) (147 (10 (157
imparment losses on loans and advances 59 9) - - - (59 9} - (59 9)
Total operatng expenses before exceptionals (1815 (1029 {83 0} (210) (3884) (387) {427 1)
Adjusted operating profit/{loss)’ 540 649 120 (172) 1137 24y 1113
Exceptional tems_Restructunng costs - (09) 44 07) 60 — 60
Impairmenit losses on goodwill - - (190 - (190} - (18 0)_
Amortisation of ntangible assets on acguisiiron (0 4) - - — {04) — 04
Gain on disposal of discontinued operations - - - - - 124 124
Operating profit/(loss) before tax 536 640 (114 (179 883 100 983
Tax (163 (138 (1 4) 54 (26 1) 04 257)
Minority interests {02} - 01) - 03 (0 6) (09
Profit/loss) after tax and minonty interests 371 502 (12 9) (12 5) 619 98 717
External operating ncome/(expense) 2483 168 0 852 (12) 5003 381 538 4
Inter segment operating incomefexpense) (12 8) {02) 98 50 18 {18 —
Segment operating mcome 2355 167 8 950 38 502 1 363 538 4

'Adusted operating profitfloss) is statad befora exceptional tems goodwill mpairment emorbsation of intangible assets on acquisiton gain on disposal of discontinued operations

and tax

For the year ended 31 July 2008, the operating income before exceptional tems and the operating profit before tax of the

Securities division included £16 1 mulllon relating to s share of profit of associates
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Banking Secuntias Managa‘:ns:g: Group Total
£ milon £ milipn £ rulbon £ miion £ milbon

Summary Balance Sheet at 31 July 2009
Assets . . o o o
Cash and loans and advances to banks 279 243 1453 07 1982
Settlernent balances, long trading positions and loans to

meney brokers! - 7289 - - 7289
Loans and advances to customers _ L 235286 - 123 - 23649
Non trading debt secunties 19995 44 2674 - 22613
Interests in associates? - 716 03 - 719
Intangible assets 244 293 539 - 1076
Other assets 189 1 172 56 2 240 2865
Intercompany balances 332 6) (276) 3797 (19 5) -
Total assets 42609 8481 9051 52 60193
Liabilities
Settlernent balances, short trading positions and ioans from

money brokers = 5807 - - 5907
Deposits by banks 330 - 150 - 480
Deposits by customers 22419 11 6576 6 - 29198
Borrowings 1417 6 18 2 11 - 1,4369
Other labilties 186 1 697 500 206 3264
Intercampany balances 816 719 215 (185 Q) -
Total liabilities 39702 7516 7642 (164 4) 53216
Equity 2907 96 5 1409 1696 697 7
Total iabihties and equity 42609 8481 9051 52 60193
Other segmental information for the year ended 31 July 2009
Property, plant, equipment and intangible asset expenditure 17.2 22 18 11 223
Employees (average number) 1,316 259 805 68 2,448

037 8 millon of long trading postions iy debt securiies have bean included with othér rading balances in “Settlement balances long trading positions and loans to manay brokers” for
the purpose of this summary balance shest These bafances are included within *Debt securties™ n the consolidated balance sheat

*Pravipusly the interest in tha group associate Meko had baen presented in “Group” for the purposes of the sagmantal balanca sheet This has besen reclasgied o Secunties” n ing with

changes in internal management reperting
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4 Operating profit before tax

2010 2008
€ million . million

Interest income

Interest and similar Income arising from debt and cther fixed income secunties 30.0 801

Cther 2798 2727
309 8 352 8

Fee income and expense (other than amounts calculated using the EIR method) on financial nstruments that are not at far
value through profit or loss were £72 8 milhon (2009 £52 5 millon) and £5 8 million 2009 £4 0 millon) Fee income and
expense ansing from trust and other fiduciary actvities amounted to £88 4 million (2008 £907 millon) and £12 8 million
(2009 £13 5 mllion)

2010 2009
€ millon £ millzon
Admmistrative expenses
Staff costs
Wages and salares 183.2 1782
Social secunty costs 20.3 212
Share-based awards 34 04
Pension costs 6.7 89
2136 207 9
Depreciation and amortisation 15.3 147
Other administrative expenses 118.4 1119
347.0 3345

Operating lease rentals payable, of which £0 @ milhon {2009 £1 8 midkon) relate to plant and machinery, amounted to £7 8 millon
(2009 £91 milion)

5. Exceptional items

2010 2009

£ million £ mition

Imparrment on rvestment assats (15.0) -
Restructunng costs - 60
{(15.0) 60

The exceptional item above relates to imparment of avalable for sale equity shares and 1s separately disclosed on the face of the
Consoldated Income Statement (2009 included within administrative expenses)

6 Information regarding the auditors

2010 2008
£ million £ mélion

Fees payable
Audit of the company's annual accounts 01 01
Audtt of the company’s subsidianes pursuant to legislation 1.1 13
Other services pursuant to legislation - 01
Tax services 0.3 04
Other services 0.3 01
1.8 20

The auditors of the group are Deloitte LLP
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2010 2009
£ millton € milhon
Tax recogmsed in the income statement
Current tax
UK corporation tax 299 262
Foreign tax . . 1.8 08
Adjustments In respect of previous years 34 {01}
351 269
Deferred tax
Deferred tax expense/(credit) for the current year 0.8 08)
Adiustments in respect of previous years {3.1) -
Tax charge 32.8 261
Tax recognised in equity
Current tax relating to
Financial Instruments classified as avallable for sale 7.4 (51)
Share-based transactons 05)
Deferred tax relatng to
Cash flow hedging 23 44
Financial instruments classified as avalable for sale - 06
Share-based transactions {0.2) 05
9.0 B84
Reconciliation to tax expense
UK corporation tax for the year at 28% (2009 28%) on operating profit 27.8 247
Goodwill impaiment losses disallowed 1.9 53
Imparment on investment assets disallowed 4.2 -
Effect of different tax rates in other junsdictions (1.0) {16}
Share of associates consolidated at profit after tax (1.6) {45)
Utihsation of losses not previously recognised 0g) {04)
Disallowable items and other penmanent differences 10 27
Detferred tax impact of reduced UK corporation tax rate 1.0 -
Prior year tax provision 0.3 ©1n
32.8 26 1

The effective tax rate for the year s 33 0% (2009 296%) The effective tax rate for the period 1s above the UK corperation tax rate
of 28% due to non tax deductible mparment on investment assets and goodwill, other disallowable expenditure, and a reduction
In the deferred tax asset due to a reduction in the UK corporation tax rate These effects are offset by the incfusion of the share of
profit of associates in the Consolidated Income Statement on an after tax basis in accordance with IAS 1 and by the net lower tax

rates apphed to profit ansing outside the UK
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8 Discontinued operations

In the prior year the sale of the Comporate Finance dwision for total net cash consideration of £67 milion including the settiement
of an intra-group loan) was completed Gross consideration was £75 million after contnbution of £8 milion of working capital to
the division prior to completion The transaction was completed on 1 July 2009 on which date contro! passed to the acquirer The
gain on disposal was calculated based on the cash consideration received after settliement of an intra-group loan, less the
group’s share of net assets of the Comporate Finance dvision at date of disposal and directly attributable costs of sale In addition,
In accordance with IFRS 5, the cumulative exchange differences related to the division were recycled to the ncome statement as
part of the gain on disposal

The results of the discontinued operations which have been included in the Consolidated Income Statement in the year to 31 July
2008 were as follows

£ mihon
Operating income 363
Operating expenses (387)
Operating loss before tax 24
Tax 04
Loss after tax 20)
Gain on disposal of discontinued operations 12 4
Tax -
Gain after tax on disposal of discontinued operations 124
Profit for the penod from discontinued operations 104
The net assets of the Corporate Finance dvision at the date of disposal were as follows
£ milion
Property, plant and equipment 29
Loans and advances to banks 242
Other receivables 97
Other assets 48
Intra-group loan {42 5)
Other labilities (134)
Attnbutable goodwill 336
193

In the year to 31 July 2009 the Corporate Finance dwision contnbuted £9 2 milion to the group’s net operating cash flows and
paid £18 1 milion in respect of nvesting actvties
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9, Earnings per share

Earmings per share 1s presented on six bases On a continuing operations basis the following are presented basic, diluted,
adjusted basic, and adjusted diluted These measures exclude the effect of the Corporate Finance dvision which was disposed
of in July 2008 and has been classified as a discontinued operation On a continuing and discontinued operations basis the
following are presented basic and diluted

Basic earnings per share 1s in respect of all actvities and diluted earmings per share takes into account the dilution effects which
would anse on the conversion or vesting of share options and share awards In 1ssue during the period

On a continuing operations basis, adjusted basic eamings per share excludes discontinued activities, exceptional items,
imparment losses on goodwill, amortisation of intangible assets on acquisition and therr tax effects to enable companson of the
underlying eamings of the business with prior pencds and adjusted diluted eamings per share takes INto account the same
dilution effects as for diluted earnings per share described above

2010 2009
Earnings per share
Continuing operations
Basic 46.0p 436p
Diluted 45.2p 432p
Adjusted basic 61.3p 60 5p
Adjusted diluted 60 3p 58 9p
Continuing and discontinued operations
Basic 46.0p 50 5p
Diluted 45 2p 50 0p
£ millon £ mihon
Profit attributable to sharehoclders 659 17
Gan for the perod from discontinued operations - (104)
Element attrbutable to minonty interests - 06
Profit attributable to shareholders on contnuing operations 65.9 618
Adustments
Exceptional tems 15.0 60
Tax effect of exceptional tems — (15)
Imparment losses on goodwill 6.5 190
Amortisation of Intangible assets on acquisition 0.5 04
Adjusted profit attributable to shareholders on continuing operations 87.9 858
million million
Average number of shares
Basic weighted 1434 1419
Effect of diutive share options and awards 2.4 14
Diluted weighted 1458 1433

The gain for the year from discontinued cperations, net of any minonty interest effect, 1s £nil (2009 £9 8 miion} The basic
eamings per share from discontinued operations is nil 2009 6 9p) and the diluted eamings per share from discontinued
operations 1s nil {2009 6 8p)

Adjusted basic eamings per share on a continuing and discontinued basis was 61 3p (2009 67 4p), based on adjusted profit
attnbutable to shareholders on continuing and discontnued operations of £87 9 millon 2008 £85 7 mulkon)
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10 Dwvidends
2010 2009
£ million £ million
For each ordinary share
Final dvidend for previous financial year paid in November 2009 25 5p (2008 25 5p) 363 36 2
Intenm dividend for current financiat year pad in Aprl 2010 13 5p (2009 13 5p) 19,2 190
55.5 552
A final dwvidend relating to the year ended 31 July 2010 of 25 5p, amounting to an estimated £36 4 milion, 1s proposed This final
dividend, which 1s due to be paid on 19 November 2010, 1s not reflected in these financial statements
11. Loans and advances to banks
2010 2008
£ million £ milkon
Repayable
Cn demand 1362 183 2
Within three months 199 112
Between three months and one year 2.4 21
158.5 196 5
12. Loans and advances to customers
2010 2009
£ mullion € milhion
Repayable
On demand 496 379
Within three months 1,069 3 707 7
Between three months and one vear 822.9 8276
Between one and two years 490.6 425 1
Between two and five years 554.5 4263
After more than five years 12.8 115
Imparrment provisions (87.1) (71 2)
29126 23649
Impairment provisions on loans and advances
ALY August 71.2 503
Charge for the year 63.4 5939
Amounts written off net of recovenes {47.5) (39 G
Impairment provisions at 31 July 87.1 712
Loans and advances comprise
Hwe purchase agreement recewvables 1,033.5 834 1
Finance lease recevables 232.9 242 9
Other loans and advances 1,646.2 1,287 9
29126 23649
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12 Loans and advances to customers coninued
Reconcihiation between gross investment in finance lease and hire purchase agreement receivables to present
value of mimimum lease and hire purchase payments

2010 2009
£ million £ milion
Gross investment In finance leases and hire purchase agreement recenvables due e I
Within one year 671.7 5171
Between one and five years 9434 7657
Alfter more than five years 3.8 123
1,5189 1,2851
Uneamed finance iIncome (2340) (197 0)
Present value of minimum lease and hire purchase agreement payments 1,284.9 1,098 1
Of which due
Within one year 466.9 4307
Between one and five years 814.5 658 9
After more than five years 35 85

The aggregate cost of assets acquired for the purpose of tletting under finance leases and hire purchase agresments was
£2,1691 millon (2009 £1,698 4 milion) The average effective interest rate on finance leases approximates to 11 7% (2009 11 7%}
The tar value of finance lease recevables and hire purchase agreements equates to the net book value The present value of
minmum lease and hire purchase agresment payments reflects the fair value of finance lease and hire purchase agreement
recewvables before deduction of impairment provisions

13. Debt securities

Held

Hald malun113 Available for Loans and
for trading assels  salpassels  recewables Total
2010 £ milkon 5 rmulson £ midhon € million £ million
Long trading posttions n debt secunties 54.1 - - - 54.1
Certificates of depostt - - - 672.1 672.1
Floating rate notes - 9.0 615.4 - 624.4
Gilts and government guaranteed debt - - 2856 - 285.6
54.1 9.0 801.0 6721 1,636.2

Held to

Held matunty  Avarlable for Loans and
for trading ass0ls  soleassels  racewablas Total
2009 £ milion £ milion £ milton £ milion £ milion
Long trading positions in debt securities 379 - - - 379
Certificates of deposit - - - 12022 12022
Floating rate notes - 194 7547 - 7741
Gilts and government guaranteed debt - - 2850 - 2850

379 194 10307 12022 22082

The far value of tems camed at amortised cost together with therr book value 1s as follows

2010 2009
Book value Falrvalue  Bookvaue Farr valup
Emlilllon £ mililion E million £ milion
Certificates of deposit classtfied as loans and recevables 672.1 6724 11,2022 1,2079
Floating rate notes held to maturity 9.0 8.8 194 188

6811 6812 12216 12267
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Movements on the book value of giits and govemment guaranteed debt and floating rate notes held dunng the year comprise

Gits anct
governmant
guaranteed
debt Floating rate notes
Available Avarable Held to
lor sale for sale matunty Total
£ million £ milign £ milhon £ milhon
Al 1 August 2008 o - 7513 234 7747
Additions 2860 - - 2860
Disposals - (20 0) - (200Q)
Redemptions at matunty - = 20 (20
Currency translation differences - 44 4 08 452
Impairment - - 28 (28)
Decrease in carmrying value of financial nstruments classified as avalable for sale (10 (210 - (22 0)
AL 31 July 2009 2850 7547 194 1,0591
Disposals - (32 5) - {32 5)
Redemptions at matunty - (137 1) (103) (147 4
Currency translation differences - 41 0 1) 40
Increase in carrying value of financial iInstruments classified as available for sale 06 262 - 268
At 31 July 2010 285.6 615.4 9.0 910.0

In respect of floating rate notes, both classified as avallable for sale and held to matunty, £132 4 millon (2009 £141 5 milkon) were
due to mature within one year and £25 0 milllon (2009 £25 9 million) have been 1ssued by corporates with the remainder 1ssued
by banks and building societies
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14. Equity shares
2010 2008
£ million £ milhion
Equity shares classified as held for trading 31,5 240
Other equity shares 28.4 380
59.9 620
Movements on the book value of other equity shares held during the year comprise
Farr value
Available through
for sale  profit or loss Towl
£ milion £ milion £ milbon
At 1 August 2008 _ 330 162 492
Additions 01 33 34
Disposals - 19 {(10)_
Currency translation differences Q7) - Q7).
Disposals of subsidiary undertakings {0 6) 04) 09
Increase/{decrease) In carrying value of
Equity shares classified as avalable for sale 64 - 84
Unlisted equity shares held at far value - 55 (55)
At 31 July 2009 254 126 380
Additions - 02 02
Disposals - (109) (109)
Currency translation differences 03 - 03)_
Increase/{decrease) In carrying value of
Equity shares classified as available for sale (24 - (24)
Unlisted equity shares held at far value - 38 38
At 31 July 2010 27 57 284
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156. Derivative financial instruments

2010 2009
Notional Nouonal
value Assets  Liabilitles valua Assats Liabdites
£ million £ mitlion £ million £ miffion £ mdion £ mihon
Exchange rate contracts 4236 14.5 88 7077 215 80
Interest rate contracts 2,282.0 8.5 1.7 20287 110 139

2,705.6 230 205 27374 325 219

Notional amounts of interest rate contracts totalling £1,000 8 milion {2009 £1,312 0 milion) and exchange rate contracts totaling
£20 8 millon {2009 £372 3 millon) have a residual matunty of more than one year The group enters into denvatve contracts with
a number of financial Institutions as a pnncipal only to miniMise the IMpact of nterest and currency rate changes to its financial
Instruments Notional value of exchange rate contracts has decreased £284 1 milion due 1o a reduction in the requirement to
hedge euro and US dollar denominated funding in the year Included in the derivatves above are the following IAS 39 cash flow
hedges and IAS 39 farr value hedges

2010 2009
National Nobonal
value Assets Liabilitlas value Assats Liabiiies
Cash flow hedgas £ million € million £ million £ mikon £ million £ mison
Exchange rate contracts 124.8 4.6 3.2 1283 66 21
Interest rate contracts 8744 0.3 57 10277 21 139
999 2 4.9 B9 1,1560 87 160
2010 2009
Noticnal Notonal
valuo Assets Liabilitles value Assets Liabilites
Far valie hedges € millkon £ million £ million £ milion £ mikion £ milon
Exchange raie contracts 242.1 8.9 4.3 464 1 116 27
Interest rate coniracts 9181 7.3 56 1,0020 89 -
1,160.2 16.2 99 1,4661 205 27

The cash flow hedges relate to exposure to future interest payments or receipts on recognised financial instruments and on
forecast transactions for penods of up to seven (2009 five) years, there was immatenal ineffectiveness The cash flow hedge
amounts that were removed from equity and included in the consolidated income statement for the years ended 31 July 2010
and 2009 were immatanal The amount recognised in equity for cash flow hedges was a credit of £61 mullion (2008 £111 milion
debit)

The group's farr value hedges hedge the interest rate and foreign exchange nisks in recognised financial instrumenits, the net gan
on the hedged items was £11 5 millon {2009 gan of £17 8 millon) which was offset by the hedging instrument
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16 Intangible assets

Intangible
assets on Group Company
Goodwilt Software  acquisition Total Softwara
£l £ mulion £ mulkon £ rullon . miion
Cost
AtlAugust2008 . __ . 1768 211 32 _ _2012 = -
Additions - 18 - 18 -
Acquisition of subsidiary 241 - 17 258 -
Foreign exchange __ 30 - - 30 -
Disposals 349 11 - (36 0 -
At 31 July 2009 169 1 218 49 1958 -
Additions 14 47 21 82 02
Foreign exchange 07 - - 07 -
At 31 July 2010 1712 26.5 7.0 2047 02
Amortisation and impairment
At 1 August 2008 501 167 - 66 8 -
Amortisation charge for the year - 27 04 31 -
Impairment charge 180 - - 180 -
Disposals - 07 - {07) -
At 31 July 2009 691 187 04 882 -
Amortisation charge for the year - 20 05 25 -
Impairment charge 65 - - 65 -
At 31 July 2010 75.6 207 0.9 97 2 ~
Net book value at 31 July 2010 95.6 5.8 6.1 1075 0.2
Net book value at 31 July 2009 1000 31 45 1076 ~-
Net book value at 1 August 2008 1268 44 32 134 4 -

Impairment tests for goodwill
Goodwil has been allocated to 14 indivicual CGUs, which are all at a lower level than the three operating dmisions Eight of these
CGUs are within the Banking dmsion, two are within the Secunties division and the remaining four are wittin the Asset Management

dmsion Detalls of the CGUSs in which the goodwill cammying amount 1s significant in companson with total goodwill are disclosed
separately in the table below where applicable

Nat book valus of goodwill

31 July Forergn 31 July
2009 Addibions axchange  Imparment 2010

£ mdhon € mihon £ milhon 2 milhon £ mililon

Winterflood Securities 233 - - - 23.3
Ciose Private Bank 174 - - (62) 11.2
Close Brothers Cayman i59 - 09 (03 16.5
Close Asset Management 72 - - - 7.2
Close Asset Finance 74 - - - 7.4
Other 288 14 02 - 30.0

1000 14 07 (65) 95.6
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Goodwill mpairment reviews are camed out at least annually using value in use calculations  This calculation typically uses
discounted cash flow projections based on the most recent budgets and three year plans to determine the recoverable amount
of each CGU For cash flows beyond the group's three year planning horizon, a terminal value was calculated using an annual
growth rate of 3% for each CGU, except where circumstances warrant a different rate The resutting cash flows were then
discounted using a rate of 12 2%, which represents the group’s estimated weighted average cost of capital of 9%, grossed up by
the group effective tax rate, which management feels 1s appropriate due to the use of pre-tax operating cash flows in the model
As a result of our value In use calculations an impairment charge of £6 5 milion has been recognised in Asset Management in
response to continuing difficult trading conditions

The cash flows used in these value In use calculations are sensitive 1o the iIMpact of changes in the assumptions for profit before
tax, discount rates, and long-term growth rates Management believes that any reasonably possible change in the key assumptions
which have been used would not lead the carrying value of any CGU to exceed its recoverable amount

17. Property, plant and equipment

As5815
Fixtures held under
Landand  fitings and operating Moter
buridings equipmant |leases vehicles Total
€ rmilion £ milion £ milhon £ mulhon £ milion
Group
Cost
At 1 August 2008 10 3 525 229 25 882
Additions 12 73 124 03 212
Acquistiion of subsidiary - 04 64 01 69
Disposal of subsidiary (17) (60) = 02) {7.9)
Other disposals - 36) (43 {08) 87
AL 31 July 2000 98 506 37 4 19 97
Additions 16 66 126 03 211
Other disposals (37 {44 64 ©4 (49
At 31 July 2010 77 52.8 43.6 1.8 1059
Depreciation
At 1 August 2008 53 394 98 11 55 6
Charge for the year 12 54 59 05 130
Disposal of subsidiary 03) 43) - 01 {47
Disposals - (2 6) 27 ©5) (58
At 31 July 2009 62 379 130 10 58 1
Charge for the year 07 60 62 D4 133
Disposals B33 {43) 38 03 1179
At 31 July 2010 3.6 396 154 1.1 597
Net book value at 31 July 2010 4.1 13.2 28.2 07 46 2
Net book value at 31 July 2009 36 127 24 4 09 416
Net book value at 1 August 2008 50 131 131 14 326
2010 2009
€ mithion £ milhon
Future minimum lease payments under non-cancellable operating leases due
Within one year 83 85
Between one and five years 9.1 118
After more than five years 18 Q5

192 208
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Fixtures
Land and  fitungs and
buikdings equipment

Total

property

Motor plant and
vehicles squipment

£ milkon £ mikon £ mikon £ méhon
Company
Cost
At 1 August 2008 42 23 02 67
Additions 05 06 - 11
Disposals - 02 {0 1) 03
At 31 July 2009 47 27 c1 75
Additons i5 06 - 21
Disposals 37) (13} - (50)
At 31 July 2010 2.5 20 01 46
Depreciation
At 1 August 2008 30 17 01 48
Charge for the year 05 03 — 08
Disposals - 02 R 03
At 31 July 2009 35 18 - 53
Charge for the year 03 04 - 07
Disposals (33 {13 - {46
At 31 July 2010 0.5 0.9 - 14
Net book value at 31 July 2010 2.0 1.1 0.1 3.2
Net book value at 31 July 2009 12 09 01 22
Net book value at 1 August 2008 12 06 01 19
The net book value of land and buldings comprises
Group Comparty
2010 2009 2010 2008
£ million 1 miflion £ million £ milhen
Long leasehold 1.5 15 - -
Short leasehold 2.6 21 2.0 12
41 36 2.0 12
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Group Company

2010 2009 2010 2009

£ mitlion £ mihon £million £ mition

Caprtal allowances 220 1486 0.3 02

Employee benefits 9.0 61 3.0 24

Unrealised capital gains (1.0) - - -

Other 28 19 - 22

328 326 3.3 48

Movement In the year

Group Company

£ milion £ million

At 1 August 2008 290 54

Credit/{expense) to the ncome statement 08 08

Equity movements 33 -

Other 05 ~

At 31 July 2008 326 48
Creditfexpense) to the income statement 23 20

Equity maovements 1) 05

At 31 July 2010 328 3.3

As the group has been, and is expected to continue to be, consistently proftable it 1s appropriate to recognise the full deferred tax

asset
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2010 2009
£ mitlion £ million
Prepayments, accrued income and other assets
Prepayments and accrued income 836 1101
Trade debtors 17 7 142
Other 22.5 175
128.8 1418
Accruals, deferred ncome and other liabilities
Accruals and deferred income 1220 1413
Creditors 81.9 818
Provisions 14.0 261
Other 3.4 552
2513 3045
Provisions movement In the year
Claims Property Other Total
£ milhon € milicn £ milion £ milion
Group
At 1 August 2008 101 38 107 246
Utiisation 01) ©2) 27 80
Charge/{release) {(18) 33 30 45
At 31 July 2009 82 69 110 261
Utilisation (46) - (53 99
Charge/frelease) 08§ {03 (11 22
At 31 July 2010 2.8 6.6 4.6 14,0
Property Other Total
£millon £ mifion £ million
Company
At 1 August 2008 07 59 66
Utilisation 02 04 06)
Charge/(release) 32 05) 27
At 31 July 2009 37 50 87
Utilisation - (10 (10
Charge/{release) - 03 03
At 31 July 2010 3.7 37 74

Property provisions are in respect of l[easeholds where rents payable exceed the value to Close Brothers Group plc or in respect
of potential dilapidaticns Claims and other tems for which prowvisions are made anse in the narmal course of business The timing

and outcome of these clamg and other tems are uncertan

In April 2010 Winterflood paid a financtal penalty imposed by the Financial Services Authority (*FSA") The penalty of £4 0 million

was fully provided for in previous years
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20. Settlement balances and short positions

2010 2009
£ milllon £ million
Settlement balances 498 1 5052
Short positions held for trading
Debt secunties 486 714
Equity shares 184 141
565 1 5907
21. Financial kabilthes
Betwean Betwean Between After
Within thres  three menths one and two and mora than
On demand months  and one year two years five yaars five yoars Total
£ milon € million € milion £ mithon £ milion £ mulion € million
At 31 July 2010
Deposits by banks 230 25.1 - - - - 481
Deposits by customers 782.0 7876 1,301.3 186.4 56.0 22 31155
Loans and overdrafts from banks 13.7 437.6 617.2 500 600 - 1,1784
Debt secunties in 1ssue - - - - 208 197.8 218.6

818.7 1,250.2 1,9185 236 4 136 8 200.0 4,560.6

Included in loans and overdraits frorm banks 1s £402 2 million of committed sale and repurchase faciities with a residual maturity
of between three months and one year (2009 £4051 mullon with a residual matunity of between one and two years) The group
1ssued £200 million of 6 5% sentor unsecured fixed rate notes in February 2010 due to mature on 10 February 2017 which have
been classified as debt secunties In 1ssue Of the debt secunties N 1ssue, £20 8 millon mature on 20 April 2015 and £197 8 milkon
on 10 February 2017

Between Batween Between Aftar

Withun three  three months. one ang two and more than
On demand months  and one year two years five yaars fiva years Total
€ mihion £ milhon £ million £ milkon £ milhon £ milkon £ milion

At 31 July 2009

Deposits by banks 172 196 106 06 - - 480
Deposits by customers 7687 9166 3455 814 9 739 - 29196
Loans and overdrafts from banks 266 06 1997 1,0036 1100 - 1,3405
Debt secunities in 1ssue - - - - - 214 214

8125 936 8 5568 11,8191 1839 214 43295

22. Subordinated loan capital
lribial

Firal maturrty Prepaymeant nterest 2010 2009
date date rate £ million £ milon
2020 2015 739% 300 300
2026 2021 7 42% 150 150
2026 2021 7 62% 30.0 300

75.0 750

All the subordinated loan capital has been 1ssued by Close Brothers Limited (“CBL") and 15 denominated in sterling f CBL opts
not to prepay at the prepayment date, the interest rate I1s reset to a margin over the yield on five year UK Treasury secunties
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2010 2009
Group and company million £ million millon £ milken
Authonsed
Ordinary shares of 25p each 200.0 50.0 2000 500
Allotted, 1ssued and fully paid
At 1 August 2009 1495 374 149 4 373
Exercise of options 02 - 01 01
At 31 July 149.7 374 149 5 374
24 Company reserves
Profit and Other
loss account reserves
£ mithon £ milion
At 1 August 2008 5265 (194)
Profit atinbutable to shareholders 499 -
Dmdends pad (55 2) -
Shares purchased - (221)
Shares released — 43
Other movements 23 {02}
At 31 July 2009 5179 37 4)
Profit attnbutable to shareholders 94 -
Dwidends paid (55 5) -
Shares purchased - (23)
Shares released - 95
Other movements 54 08
At 31 July 2010 477.2 {29 4)

Movements In the group reserves are now presented in the consoclidated statement of changes in equity on page 53

25, Capital management

The FSA supervises the group on a consolidated basis and receives information on the capital adequacy of, and sets capital
requirements for, the group as a whole Ih addition a number of subsidianes are directly regulated by the FSA The aim of the
capital adeguacy regime 18 to promote safety and soundness in the financial system It 1s structured around three “pillars” Pillar 1
on minimum capital requirements, Pillar 2 on the supervisory review process, and Pllar 3 on market discipline The group's Pillar 1
information 1s presented in the table on the next page Under Pillar 2, the group has completed a self assassment of nisks in a
process known as the “Internal Capital Adequacy Assessment Process” This has been reviewed by the FSA and the process
culminated in the FSA providing “Indvidual Capital Guidance” on the level of capital the group and s regulated subsidianes are
required to hold Pilar 3 afms to encourage market discipline by developing a set of disclosure requirements which will allow
market participants to assess key pieces of information on a firm's capital, nsk exposures and risk assessment process Pillar 3
disclosures can be found on the group’s website www closebrothers co uk/pillar3disclosures aspx

The group’s policy has always been to be well capitalsed and soundly funded The group’s approach o capital management I1s
dnven by strategic and organisational requirements, while also taking into account the regulatory and commercial environments in
which it operates In addition to mantaimng a strong caprtal base to support the development of the business it s also important
to ensure the group meets regulatory capital requirements at all imes, and therefore maintains capital adeguacy ratios
comfortably above minimum regulatory requirements

The group's iIndividual regulated entities and the group as a whole complied with all of the externally imposed capital requirements
to which they are subject for the years ended 31 July 2010 and 2009 A full analysis of the composihon of regulatory caprtal and

Pillar 1 nsk weighted assets Is shown in the following table, including a reconciliation between equity and core tier 1 capital after
deductions

The group caprtal ratios remained strong with core tier 1 ratio of 13 9% (2009 14 8%} and total caprtal ratio of 15 8% (2009 16 6%}
The fall In the capital ratios was principally due 1o a sgnificant increase in risk weighted assets as a result of growth in the loan
book, including the acquisition of GMAC Commercial Finance Limited (UK) nvoice financing loan book
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Regulatory capital {core tier 1 and total) increased dunng the year due tc an increase in retained eamings and other reserves, and
the recognition of unrealised gains on avallable for sale equity shares in total capital (2009 deduction of unrealised losses on
available for sale equity shares from tter 1 capital} The composition of capital remained consistent with 88 2% (2009 89 3%) of

the total capital consisting of core tier 1 capital

2010 2009
£miltion £ milhon
Core tier 1 capital
Called up share capital o 374 374
Share premium account 2759 2745
Retained eamings and other reserves 490.6 477 8
Mincnty nterests 25 43
Deductions from core tier 1 capitat
Intangible assets (107.5) (107 6}
Goodwill n associates {51.9) 480
Investment in own shares 437) {50 9)
Unrealised losses on available for sale equity shares - (4 B)
Core tier 1 capitat after deductions 603.3 5819
Tier 2 capital
Subordinated debt 75.0 750
Unrealised gans on avalable for sale equity shares 7.6 -
Tier 2 capital 82.6 750
Deductions from total of tier 1 and tier 2 capital
Participation in a non-financial undertaking (1.8) 48
Other regulatory adjustments (0.3} (@ 5)
Total regulatory capital 683.8 6516
Risk welghted assets (notional) )
Credt and counterparty nsk 3,2308 28402
Operational nsk’ 9719 983 8
Market nsk’ 136.0 102 8
43387 393568
Yo %
Core tier 1 capital ratio 13.9 14 8
Total capital ratio 158 166
'Operational and markel nsk Include a noticnal adjustment at 8% in order to determing notional nsk weighted assets
Reconciliation between equity and core tier 1 capital after deductions
2010 2009
£ million £ miion
Equity 7544 6977
Regulatory deductions from equity
Intangible asseis (107.5) {107 §)
Goodwill In associates (51.9) 490
Other reserves not recognised for core tier 1 capital
Cash flow hedging reserve 3.6 97
Avallable for sale movements reserve' 4.7 311
Core tier 1 captal after deductions 603 3 5819

Motal avaitable for sale movements resarve less unrealised lossas on avallable for sale equity shares
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26. Investments 1n subsidianes
The group’s pnncipal subsidianes as permitted by Section 410(2) of the Companies Act 2006, at 31 July 2010 were

Equity held Country of

by group registration

tNama af subsudary Principal activty % and operalon

Close Asset Finance Lmited _ Commercialassetfinancoing_ 100 _England
Close Asset Management Holdings Limited Asset management holding company 100 England _

Close Brothers Holdings Limited! Group holding company 100 England

Close Brothers Limited Treasury, property and insurance
premium financing, and bank holding company 100 England
Winterflood Secunties Limited Market-making 100 England

'Direct subsidiary of the compary

Full nformation on alf refated undertakings will be included in the Companies House Annual Return

On 4 January 2010 the group acquired the invoice financing loan book of GMAC Commercial Finance Limited {UK) for a premwm
to net book value of up to £4 0 millkon in cash The loan book acquired of £83 8 million s not regarded as material in the context
of the group’s financial statements and therefore the nformation that would be required for matenal acquisitions by IFRS 3 has not
been disclosed

There was no movement in the company’s Investments in subsidianes dunng the year

27. Investments 1n associates

Associales

2010 2009
Share of net assats/liabilties) £ million £ milion
Share of profit before tax 8.2 228
Share of tax {2.5) 62
Share of profit after tax’ 57 166
Dividends paid 82 {19 1)
Foreign exchange revaluation 4.3 122
Classification to subsidiary on increase In stake - {11 0)

18 (13
Carrying amount at 1 August 719 732
Carryiﬂg_; amount at 31 July 737 719

'Share of profit after tax n 2009 inctudes £0 § million relating to discontinued operatons

The group has eight (2009 eight) associates The associates owe £nil (2009 £nil) to the group The group’s share of the
aggregated ravenue of Its associates In the year to 31 July 2010 amounted to £27 3 milion {2009 £73 6 milion) The group’s share
of the aggregated assets and llabilities of its associates at 31 July 2010 amounted to £43 7 mullion (2009 £44 1 millor) and

£21 0 milhion (2009 £19 4 million) respectively
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28 Contingent habilites and commitments
Contingent habilities
Financial Services Compensation Scheme
A princtpal subsidiary of the group, CBL, by virtue of being a FSA regulated deposit taker, contributes to the Financial Services
Compensation Scheme ("FSCS”) which provides compensation to custormers of financial nstitutions In the event that an
institubion 1s unable, or Is Ikely to be unable, to pay clams aganst it In order to meet its obligations to the depositors of a number
of falled nstitutions the FSCS has borrowed amounts from HM Treasury on an interest only basis It is anticipated that these
borrowings will be repaid wholly or substantially from the realisation of the assets of the faled nstitutons However, if the assets of
these institutions are insufficient, the FSCS will recoup any shortfalls in the form of additional levies based on the level of market
participation of ndividual Insttutions At the date of this Annual Report 1t 1s not possible to estimate with any certainty the amount
or timing of any such additonal levies

The FSCS raises annual levies from the banking industry to meets its management expenses and compensation costs and
individual institutions make payments based on ther level of market participation The group has accrued £1 3 milion (2009

£1 3 million) for its share of levies that will be raised by the FSCS, including the interest on the loan from HM Treasury, in respect of
the levy years to 31 March 2011

Other

The group has contingent labilites in respect of guarantees ansing N the normal course of business amounting to £1 4 mitlon
2009 £10 ¢ milion)

The company has given guarantees in respect of subsidianes’ bank facilites of £186 6 milion (2009 £204 7 milion) and
subsidiaries’ property leases of £91 million (2009 £9 8 millon) In addition, the company has given guarantees in respect of the
subordinated loan capital set out In note 22 on page 81

2010 2009
£ mithan £ miilion
Commitments
Memorandum items
Undrawn facilities, credit ines and other commitments to lend
Within one year 5398 3283
Alfter more than one year 0.1 10
539.9 3203

Other commitments

The group 1s committed to purchase minority interests In certain subsiciaries at agreed far valuations While not matenal, these
minonty iNnterests were recognised, where appropriate, in the far values attnbuted to the acquisition of the subsidiares

Subsidianes had contracted capital commitments relating to capital expenditure of £0 9 million (2009 £2 5 million) and contracted
commitments to mvest in private equity funds of £3 2 million 2009 £4 3 mition)

Future minimum lease payments under non-cancellable operating leases due

2010 2009
Premises Other Premises Other
£ million £ million £ rmilion £ milson
Within one year 11.3 1.1 109 08
Between one and five years 376 12 366 13
After more than five years 166 0.1 237 01

65.4 2.4 712 22
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29, Related party transactions

Transactions with key management

For the purposes of Related Party Disclosures (|AS 24) key management comprise the executive directors The directors believe
that they exclusively comprise the key management personnel of the company, with the authonty and responsibility for planning,
drrecting and controling, directly or ndirectly, ts activities

The remuneration of ndividual directors s shown in the Report of the Board on Directors’ Remuneration on pages 38 {o 48

2010 2009
£ million Cmillon
Directors’ emoluments
Salares and fees 1.6 16
Benefits and allowances 0.2 02
Performance related awards in respect of the curent year
Cash 1.2 17
Deferred 2.0 07
50 42
Severance payments - 08
Share-based awards 1.5 (02
Company pension contributions 0.2 02
67 50

Dunng the year directors’ gains upon exercise of options, expensed to the Income Statement In previous years, totalled £0 7 millkon
(2009 £21 milion)

Key management have banking relationships with group entities which are entered intc In the normal course of business
Amounts Included in deposits by custormers at 31 July 2010 attributable, in aggregate, to key management were £10 millon
(2002 £0 4 milion)

Transactions with former director
In March 2010, the group purchased 1,250 ordinary shares of Winterflood from Mr M A Hines, a former director of Close
Brothers Group plc and Winterflood The price paid represented fair value

Transactions with associates
One of our assoctates has a banking relationship with a group entity which has been entered into in the normal course of business
Amounts included in deposits by customers relating to this relationship at 31 July 2010 were £11 7 million (2008 £3 0 million)

30 Pensions

The group operates defined contrbution pension schemes and a defined benefits pension scheme for eligible employees Assets
of all schemes are held separately from those of the group The charge to the income statement for the group pension schemes
was £6 7 millon (2009 £8 9 milion) and I1s included within administrative expenses

Defined benefits pension scheme

The group’s only defined bensfits pension scheme (“the scheme”) was closed to new entrants in August 1996 At 31 July 2010
this scheme had 15 (2008 16) actwe members, 69 (2009 76) deferred members and 21 (2009 14) pensioners The remander of
this note relates exclusively to the scheme

Contributions to the scheme have been determined by an independent gualified actuary based on tnennial valuatons using the
attaned age method The most recent such valuation was at 31 July 2008, when the agreed company contribution rate was
ncreased from 29 5% to 31 5% of pensionable salanes per annum with effect from 1 Apnl 2010 In addition, the group agreed to
contribute an addiional £8 4 mullion towards the current funding deficit, with £2 8 millon paid in the current financial year and two
further payments of £2 8 rmillon to be paid on or before 1 August 2011 and 1 July 2012 The group estimates a contribution of
£3 2 millon to the scheme during the year to 31 July 2011
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2010 20092
Inflation rate 33 36
Rate of ncrease in salaries 20 20
Rate of Increase in pensions in payment 33 36
Discount rate for scheme hlabipies . 54 60
Expected return on the scheme’s assels
Equities 7.6 86
Bonds 41 48
Cash 39 44
Mortality assumptions'
Existing pensioners from age 65, Iife expectancy (years)
Men 23.4 232
Wornen 24.9 248
Non-retired members currently aged 50, ife expectancy from age 65 (years)
Men 254 252
Women 270 269

'Based on standard tablas SAPS $1 Light procduced by the CMI Bureau of the Institute and Faculty of Actuanes together with prejected future mpravements in Ine with the Medium

Cohort subject to a 1 5% per annum underpin

Expected return on equibes are determined by reference to Towers Watson's Global Investment Committee’s ten year outlook as
at 30 June 2010 as adjusted for the inflation assumption disclosed above Expected retum on govemnment bonds of 3 8% are
based on the 20 year FTSE fixed nterest gilts yield as at 31 July 2010 The expected return on corporate bonds of 4 9% 1s based
on the IBoxx over 15 year AA corporate bond yield of 5 4% reduced by 0 5% for default nisk Expected retum on cash s
determined by reference to Towers Watson's Global Investment Committee’s ten year outlook as at 30 June 2010 as adjusted for

the inflation assumption disclosed above

The surplus/Adeficit) of the scheme disclosed below has been accounted for as an asset/lability) of the group

2010 2009 2008 2007 2006
€ mullicn £ milhon £ mifion £ milhon £ mition
Fair value of scheme assets
Equities 19.7 159 152 193 168
Bonds 61 50 44 35 34
Cash 35 27 33 11 13
Total fair value of scheme assets 20.3 236 229 239 216
Present value of scheme liabiltties {30.9) (26 8} (24 4 (233 (21 4)
Unrecognised actuanal loss 3.2 16 - - -
Surplus/deficit) 1.6 (16) (15) 06 02
Actuanial losses In the year not recognised by the group amount to £16 milicn (2009 loss of €1 8 millon)
Movement in the present value of scheme habilities dunng the year
2010 2009
£ milion £ mihon
Carrying.amount at 1 August (26.8) (24 4)
Current service cost (0.3) {03}
Interest expense (16} (15
Contrbutions by members (0.1) 01
Benefits paid 10 13
Actuarial loss (3.1) 18
Carrying amount at 31 July (30 9) (26 8)
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30. Pensiens continued
Movement in the farr value of scherne assets during the year

2010 2009
£ mithon £ milion
Carrying amount at 1 August 23.6 229
Expected retum on scheme assets 1.8 17
Contributions by members 0.1 01
Contributions by employer 33 27
Benefits paid (1.0) (13
Actuanal gan/loss) 1.5 (2 5)
Carrying amount at 31 July 283 236
The actual return on scheme assets was an increase of £3 3 millon (2009 decrease of £0 8 milion)
History experence of actuanal gans and losses
2010 2009 2008 2007 2006
£ miltion £ milhon £ milhon £ rmillion £ milhon
Expenence gans/{losses) on scheme assets 1.5 25 (3 6) 05 05
Expenence gans/iosses) on scheme liabilities - 15 (0 6) {15) 02
Impact of changes in assumptions on scheme liabilites {3.1) 33 16 08 {03)
Total actuanal gainsAlossas) on scheme liabilities {3.1) (18 10 ©7) ©oN

31. Share-based awards

The following share-based awards have been granted under the 1995 Executive Share Option Scheme, Save As You Earn
(“SAYE") Scheme, 2004 Long Term Incentive Plan (“LTIP"), 2009 Long Term Incentive Plan (*LTIP") and the discretionary annual
performance arrangement satisfied by deferred shares The general terms and conditions for these share-based awards are

descnbed on pages 43 and 44

Movements in the number of share-based awards outstanding and their weighted average share prices are as foflows

Exacutive share options SAYE 2004/2009 LTIP Deferrad share awards'

Waighted Weghted Weighted Weighted

average average average avarage

axarciss exercisa BXBITIS8 BXeroIse

Number pnce Number pnce Number pnce Number price

At 1 August 2008 4575022 6990p 859,578  6387p 1,952,504 - 1,411,418 -

Granted - - 1143352 4280p 1,089,083 - 637333 -

Exercised 464,915 45550 (14,021) 5784p  (34.574) — (259,854) —

Forfeited (222,027)  9177p  (704,428) 6242p - - - —

t.apsed (774,732) 793 5p (11,451) 4540p (716,632 - (82,877) -

At 31 July 2009 3113348 6963p 1,273,030 4598p 2,290471 - 1,706,020 -

Granted - - 279516 6160p 1,080,410 - 167,586 -

Exercised 816,090) 56690p  (83478) 5233p  (95118) — (661491 -

Forfeited — - (A,791)  4806p - — — —

Lapsed (785811) 8250p (70,317) 5755p (461,760) - (11,314 -

At 31 July 2010 1,511,447 699 2p 1,306,960 48038p 2,814,003 - 1,200,801 -
Exercisable at

31 July 2010 1,511,447 699 2p - - 34,128 - 853,421 -

31 July 2009 2795375 7007p - - 7.824 - 429,048 -

'Deferred Share Awards also include Maiching and Restricted awards granted 10 new employess on commencement of employment with the Group During 2009 375 304 such awards

were made *Granted” awards in 2009 has been adjusted to reflect this




Close Brothers Group plc
Annual Report 2010

The table below shows the weighted average market pnce at the date of exercise

2010 2009
Executive Share Options 7656.9p 609 9p
SAYE 7064p  6524p
2004 LTIP 748.5p 557 8p
Deferred Share Awards 762.6p 6599p

The range of exercise pnces and weighted average remaning contractual life of awards and options outstanding are as follows

Options outstanding Opbons outstanding
2010 2009
Welghted Waighted
avarage average
remaining remamning
contractual contraciugl
Numbar life Nurnber Ife
Exercise price range outstanding Years outstanding Years
Executive share options
Between £4 and £5 185,637 2.2 485,538 32
Between £5 and £6 151,901 1.2 365,020 22
Between £6 and €7 438,276 4.2 604,786 52
Between £7 and £8 522,519 3.2 1,240,490 27
Above £10 213,114 g2 417,514 12
SAYE
Between £4 and £5 961,279 2.7 1,070,939 37
Between £5 and £6 - - 65,075 08
Between £6 and £7 349,725 3.0 103,498 23
Between £8 and £9 5,956 18 33,518 14
LTIP
NIl 2,814,003 2.3 2,290,471 25
Deferred Share Awards’
Nil 1,200,801 4.0 1,706,020 45
Total 6,833,211 2.8 8,382,869 32

'‘Deferred Share Awards also mclude Matchung and Restncted awards granted to new employees on commancement of empioyment with the Group During 2009 375 304 such awards

were mada

In order to satisty a number of the above awards the company has purchased Treasury and ESOT shares 4 8 million (2009

5 5 milion) and 2 3 millon {2009 2 7 million} of these shares wers held respectively, at the year end

For the share-based awards granted dunng the year, the weighted average farr value of those options at 31 July 2010 was 565p
{2009 289p) The main assumptions for the valuation of these share-based awards compnsed

Shara pnce Exaroise Expeciad E;ggﬁtl?fg Dwadend Fusk free
Exercise penod atissus price volatility In yBars yeid interestrate
SAYE
1 December 2012 to 31 May 2013 7700p  6160p  460% 3 5 3% 2 4%
1 December 2014 {0 31 May 2015 7700p 61600 390% 5 53% 27%
LnP
8 November 2012 to 17 November 2013 7300p - 440% 3 53% 1 9%
Deferred Share Awards
1 September 2011 to 30 Septermber 2016 793 0p - - - - ~

Expected volatlity was determined mainly by reviewing share pnce volatility for the expected life of each option up to the date

of grant
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32 Consolidated cash flow statement reconciliation

2010 2009
£ million £ milion
(a) Reconciliation of operating profit before tax to net cash inflow from operating activities
Operating profit on ordinary activities before tax 923 983
Tax paid (297 (210
{Increase)/decrease in
Interest receivable and prepaid expenses 215 208
Net settlement balances and trading positions (82.3) 802
Net money broker loans against stock advanced 105.0 (1185
increase/{decrease) In
Interest payable and accrued expenses {19.3) 83
BDepreciation, amortisation and impairment losses on goodwill 223 351
Net cash mflow from trading activities 116.8 616
{Increase)/decrease in
Loans and advances to banks not repayable on demand 2.0 (19
Loans and advances to customers (453.9) (389)
Floating rate notes held to maturity 10 4 40
Floating rate notes classified as availlable for sale 139.3 B4
Debt securies held for iquidity (08) (2850
Other assets less other llabilbes 17.0 50
Increase/{decrease} In
Deposits by banks 0.1 (250 2)
Deposits by customers 195,9 2779
Loans and overdrafts from banks (1621) 2271
Non-recourse borrowings - (165 Q)
Net cash outflow from operating activities (135.1) (1688}
(b} Analysis of net cash outflow in respect of the purchase of subsidianes and associates
Cash consideration In respect of current year purchases - (179
Loan stock redemptions and deferred consideration paid in respect of prior year purchases (0.4} Z1
Net movement in cash balances - 03
{0.4) (197)
(c) Analysis of net cash inflow in respect of the sale of subsidiaries
Cash consideration receved - 753
Cash and cash eguivalents disposed of - (24 2)
- 511
{d) Analysis of changes In financing
Share capital (including premium) and subordnated loan capital
Opening balance 386.9 386 4
Shares 1ssued for cash, net of transacton costs 14 05
Closing balance 388.3 3869
(e) Analysis of cash and cash equivalents
Cash and balances at ¢entral banks 452.7 17
Loans and advances to banks repayable on demand 1584 194 4
Certificates of deposit 6721 1,2022
1,283.2 1,3983
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Cash and cash eguvalents compnse balances which have an oniginal matunty of three months or less, together with tughly haquid
Investments The portfolio of floating rate notes classified as available for sale were reclassified duning the prior penod for cash
flow presentation purposes since the majonty of the portfolio had been hedged as collateral for sale and repurchase agreements
and the market for those instruments was no longer regarded as highly iquid due to the prevailing economic environment

33 Financial nsk management
As a diversrfied group of financial services businesses, financial Instruments are central to the group’s activites The risks

associated with financial nstruments represent a significant component of the risks faced by the group and are analysed in more
detall below

The group's financial nsk management objectives are summansed within “Intemal control and nsk management” in the Corporate
Governance section on pages 33 and 34 Details of the significant accounting policies and methods adopted, including the
cntena for recognition, the basis of measurement and the basis on which Income and expenses are recognised, in respect of
each class of financial asset, financial lability and equity instrument are disclosed in note 1 to the financial statements

(a) Classification

The tables below analyse the group’s financial assets and financial liabiliies 1N accordance with the categones of financial
instruments in 1AS 39

Farr value Heald to Cther financial
Hald through matunty  Available for Loans and assets/
for trading  profit or ioss assels saleassets  recewvables liabilites Total
£ milion £ mion £ mibon £ milhon £ rmilhon £ milion £ midlion
At 31 July 2010
Assets
Cash and balances at central banks - - = - 4527 - 452.7
Settienent balances - - - - 5417 - 541.7
Loans and advances to banks — - - - 1585 - 158.5
Loans and advances to customers - — — - 29126 - 29126
Debt secunires 541 — 90 9010 672 1 - 1,636.2
Equity shares 315 57 - 27 - - 59.9
Loans to money brokers aganst stock advanced - - - - 860 - 86.0
Denvative financial Instruments 19 - - - - 211 23.0
875 57 90 9237 48236 211 5,870.6
Liabilities
Settlement balances and short posiions 67 0 - — - - 4881 565.1
Deposits by banks - - — - — 48 1 48.1
Deposits by customers - - - — - 31155 3,115.5
Loans and overdrafts from banks — - - — - 1,1784 1,178.4
Debt secunties In 1ssue - - - - — 2186 218.6
Loans from money brokers aganst stock advanced - - - - - 327 32.7
Subordinated loan capital — - — — - 750 75.0
Dervative financial Instruments 17 - - - — 188 20.5

687 - - - - 51852 5,253.9
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Far valua Held o Othar financiat
Held through matunty  Avalable for Leans and assets/
fortrading  profit or loss assots  salsassels  recewables liabilites Tatal
£ mion £ milion £ milion £ milion £ milkon £ mihon £ milhon
At 31 July 2009
Assets i e
Cash and balances at central banks - ~ - - 17 — 17
Settlement balances - - — - 5087 — 5087
Loans and advances to banks - - — ~ 1965 — 1965
Loans and advances to customers - —~ - - 23649 - 23649
Debt securities 379 - 194 10387 1,2022 - 22992
Equity shares 240 126 ~ 254 - - 620
Loans to money brokers against stock advanced - — - — 1583 - 1583
Denvative financial Instruments - - - - - 325 325
619 126 194 108561 44323 325 56238
Liabilities
Settlerment balances and short positions 855 - - - - 505 2 5007
Deposits by banks - — - - - 480 480
Deposits by customers - - - - - 29196 29196
Loans and overdrafts from banks - - — — - 13405 1,3405
Debt secuntes In 1Issug — - - — — 214 214
Subordinated loan capital - - - - — 750 750
Dervative financial instruments - - - - - 219 219
855 - - - - 48316 50171

{b) Valuation hierarchy

The group holds financial instruments that are measured at farr value subseqguent to inihial recognition Each instrument has been
categonsed within one of three levels using a farr value hierarchy that reflects the significance of the inputs used in making the
measuremnents These levels are based on the degree to which the far value 1s cbservable and are defined as follows

¢ Level 1 far value measurements are those derved from guoted prices (unadjusted) In active markets for identical assets or
liabilities where prices are readily avallable and represent actual and regularly occurnng market transactions on an arms length
basis An active market 1s one In which transactions occur with sufficient frequency to provide ongoing pricing information

* | eve! 2 far value measurements are those derved from inputs other than quoted pnces included within Level 1 that are
observable for the asset or lability, either directly, as prices, or Indirectly, derved from prices,

+ Level 3 far value measurements are those derved from valuation technigues that iInclude nputs for the asset or liability that are

not based on observable market data (“unobservable inputs”)
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The group’s financtal nstruments which are held at far value are analysed in the following table at the balance sheet date

Total Level ¥ Lavel 2 Level 3
£ millbon £ millon £ million £ milken
At 31 July 2010
Assets _
Debt securities
Long trading posttions In debt secunties 541 44 4 97 -
Floating rate notes classified as avalable for sale 6154 - 6154 -
Gilts and gavernment guaranteed debt classified as avaitable for sale 2856 2856 - -
Eguity shares
Classified as held for trading 315 315 — _
Avallable for sale 27 37 78 112
Valued at far value through profit or loss 57 - - 57
Denvative financial nstruments 230 - 230 -
10380  365.2 655.9 16.9
Liabilibes
Shaort positions
In debt securthes 486 434 52 -
In equity shares 184 184 - -
Dervative financial mstruments 205 - 205 -

87.5 61.8 25.7 -

Instruments classified as Level 1 predominantly comprise G10 government secunties and listed equity shares

Investments classified as Level 2 predommnantly comprise investrment grade corporate bonds, less lquid listed equites and over
the counter denvatives

Investments classified as Level 3 predominantly comprise investments in private eguity funds and unlisted equity shares Level 3
equity shares represent investments made 1n unlisted fixed iIncome and property funds and private equity imited partnership
interests For fund investments, the most recent net asset value as calculated and reported by the fund manager 1s the basis of
the valuations Private equity partnership interests ars valued using semi-annual valuations of the individual portfolic holdngs held
by each partnership, In accordance with the Intemational Prvate Equity and Venture Capital Guidelines Under these guidelines,
new investments are generally valued at cost {or the first year Thereafter valuations are typically based on a multiple of the
sustainable earmings before interest and tax (*EBIT") of each holding, such multiple denved by reference to a comparable quoted
company, sector, or recent transaction, and discounted to account for differences in size, product mix, growth prospects, level of
geanng, and marketability In additon, management applies a discount to these valuations to reflect the relative infrequency of the
private equity valuabions, and the fiquid nature of the portfolio The discount is based on an average of the discounts to net asset
value observed in a population of comparable quoted private equity funds

Managemenit believes that there 1s no reasonably possible change to the inputs used in the valuation of these positions which
would have a matenal effect on the group’s ncome statement

There were no significant transfers between Level 1 and 2 in the penod

Movements in financial assets categonsed as Level 3 dunng the year were

Total

£ mikon
At 1 August 2008 236
TJotal gans or losses recogmsed in the consolidated income statement! 38
Total gains or losses recognised in the consolidated statement of recognised income and expense 02
Purchases and 1ssues 02
Sales and settements (109)
At 31 July 2010 169

Transfers from tha consoldated statement of recognised income and expense (o the iIncome statement on mparment of avalable for sale level 3 equity shares ara not incuded in the
above table Dunng the year an £8 § miion transfer was made
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33 Financial sk management continued

The gains or losses recogrised In the consolidated iIncome statement relating to nstruments held at the year end amounted
to £0 6 millon

(c) Credit nsk

Credit nsk s the nisk of loss If another party fails to perform its cbligations or fals to perform them in a timely fashion and arises
mainty from the lending and treasury activities of the Banking division

The group's lending activities are generally short-term in nature with low average loan size In addition the group applies
consistent and prudent lending cntena mitigating credit nsk The credit quality of counterparties with whom the group deposits or
whose debt secunties are held 15 monitored within approved Imits

Credit nsk in the Secunties division 15 imited as the businesses in that division trade in the cash markets with regulated
counterparties on a delivery versus payment basis such that any credit exposure 1s imited to price movernents i the underlying
securties Counterparty exposure and settiement falure monitoring controls are in place

Maximum exposure to credit nsk
The maximum exposure to credit nsk at 31 July 2010, before taking account of any collateral and credit nsk mitigation, was

2010 2000

£ million £ milkon

Cash and balances at central banks 4527 17
Settlement balances 541.7 508 7
Loans and advances to banks 158.5 196 5
Loans and advances to customers 29126 23649
Debt securties 1,636.2 22902
Equity shares 59.9 620
Loans to money brokers against stock advanced 860 1583
Dervative financial instruments 230 325
Undrawn commitments 5399 3293
Guarantees 14 1009
Total maximum exposure to credit nsk 6,4119 59840

Assets pledged and received as collateral

The group pledges assets pnmanty for repurchase agreements and secunties borrowing agreements which are generally conducted
under terms that are usual and customary to standard secuntised borrowing contracts

The group has entered into a repurchase agreement whereby floating rate notes to the value of £5653 6 millon (2009 £5516
millon) have been tent In exchange for cash of £401 4 millon (2008 £397 7 mifion} which has been included within loans and
overdrafts from banks The agreement matures in Novermber 2010 and the group has agreed to enter into a similar transaction
with a maturity of November 2011 These floating rate notes remain on the group’s balance sheet and the group retains the nsk
and rewards of ownership

Loans to money brokers against stock advanced are the cash collateral provided to these institutions for stock borrowing by the
group's market-makmg actvites The stock borrowing 1o which the cash deposits refate 1s short-term in nature and 1s recorded at
the amount payable

The vast majonty of loans and advances to customers are secured aganst specific assets The security will comrespond to the
type of lending as detailed in the segmental loan book analysis on page 17 of the Business Review Consistert and prudent
lending critena are applied across the whole loan book with emphasis on the guality of the secunty provided
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95
Financial assets
Loans and advances to customers
Credit nsk management and monitoring
Within the Banking division the overall credit nsk appetite and policy 1s set by the Risk and Compliance Committee  Retal,
Commercial and Froperty each use credit underwnting and moritoring measures appropnate to the diverse and specialised
nature of ther lending

Retall 1s typicalty high volurme lending with a small average loan size Credit issues are identifled early via predommnantly
automated tracking processes Remedial actions are mplemented promptly to restore customers to a performing status or
recovery methods are applied to minmise any potenbal loss

Commercial Is a combination of several niche lending businesses with a diverse mix of loans in terms of assets financed, average
loan size and loan to valuation percentage Credit quality 1S assessed either on an indmdual loan by loan basis or a collective
portfolio basis This approach allows remedial actions to be mplemenied at the appropnate time to minimise potential losses

Property 1s a portfolio of higher value, low volume lending which enables credit monitonng on a lcan by loan basis Loans are
continually monitored to determine whether they are performing satisfactonly Performing loans with elevated levels of credit nsk
are placed on graded watch |sts dependmg on the perceived seventy of the cradit nsk

Credit nsk classification
Lcans and advances to customers within the Banking dwision, as disclosed in note 12 on pages 71 and 72, are segmented
between the following categones for credit sk reporting netther past due nor iImpaired, past due but not iImpaired, impared

Neither past due nor imparired

The following table shows the ageing of loans and advances to customers split by credit assessment method which are neither
past due nor impared This demonstrates the short-term nature of the lending, with £1 6 billkon having a contractual maturity of
less than twelve months These loans and advances reflect the applicaton of congistent and conservative lending cntena on
mception and the quality and level of secunty held The contractual repayments are monitored to ensure that classiication as
neither past due nor impared remains appropriate

2010 2009
Loans and advances to customers Loans and advances to customers
Individually Collactively indwidualty  Collectvely

assaessed assessed Total assessad assessad Total
£ million £ milion £ million £ millon £ mihon £ milon
Within cne month 287.4 1734 470.8 1848 1263 3111
Between one and three months 157.1 252.8 409.9 1458 2408 3866
Between three months and one year 155.6 558.8 714.4 1003 4846 5849
Qver one year 208.5 7744 982.9 1119 6388 7507
8186 1,7594 2578.0 5428 1,4905 20333

Past due but not impaired

Loans and advances to customers are classed as past due but not mpared when the customer has faled to make a payment
when contractually due but there 1s no evidence of mparment This includes loans which are Indmidually assessed for impairment
but where the value of secunty or collateral 1s sufficient to meet the required repayments This also inchudes loans to customers
which are past due for technical reasons such as delays in payment processing or rescheduling of payment terms

The following table shows the ageing of loans and advances to customers spiit by credit assessment method which are past due
but for which no impairment provision has been raised

2010 2000
Loans and advances to customers Loans and advances to customers
Individually Collectively Indwidually  Collectvely

assassed assessod Total assessed assessad Total
£ milllon £ million € milllon £ millon £ midlion £ milion
Within one month 48.1 113 594 659 110 769
Between one and three months 275 07 28.2 236 02 238
Between three months and one year 26.6 13 21.9 240 - 240
Over ong year 50 18 68 12 - 12

107.2 15.1 122.3 1147 112 1259
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33. Financial nsk management continued
Impaired
The factors considered in determining whether assets are mpaired are outined In the accounting policies in note 1{n) on page 59

Imparred loans and advances to customers are analysed according to whether the impairment provisions are individually or
collectively assessed

Individually assessed provisions are determined on a case by case basis, taking into account the financial condition of the
customer and an estimate of any potential recovenes and realisation of secunty or collateral This methodelogy 1s applied by the
Property lending businesses and by the invoice finance business within Commercial

Collectively assessed provisions are considered on a portfolio basis, to reflect the homogeneous nature of the assets A
percentage of the portiolio 1s imparred by evaluatng the ageing of missed payments combined with the historical recovery rates

for that particular portfolo This methodology i1s applied by the Retall lending businesses and the asset finance business within
Commercial

The gross impared loans are quoted without taking account of any collateral or secunty held, which could reduce the potential
loss The applcation of conservative loan 1o value ratios on nception and the emphasis on the quality of the secunty provided, 1s
reflected in the low provision to gross impaired balance ratio (*coverage ratio”) of 29% (2009 26%)

The following table shows gross imparred loans and advances to customers and the provision thereon split by assessmert
method

2010 2009

Loans and advances to customers \.oans and advances to cusipmers
Individually Collectively Indnnctually  Collectvety
assessed assessed Total assessed assassed Total
Emlllion £ milllon £ mullion £ mthion £ mullan £ rmdlign
Gross imparred loan 192.1 107.3 2094 1448 1321 2769
Provisions (58.1) {29.0) {87.1) (39 3} 319 (71 2)
Net imparred loans 134.0 78.3 2123 1055 1002 2057

The amount of Interest Income accrued on impaired loans and advances was £20 2 milon (2008 £13 9 milion}

Whilst collateral 1s reviewed on a regular basis in accordance with credit policy, this vanes according to the type of lending,
collateral invalved and the status of the loan It is therefore impracticable to estimate and aggregate current far values for collateral

Settlement balances

Credit nsk management and monitoring

The credit nsk presented by settlement balances in the Secunties division 1s imited as such batances represent delivery versus
payment ransactions where delivery of securies occurs smultaneousty with payment The credit nsk s therefore Iimited to the
change in market price of a securty between trade date and setflement date and not the absolute value of the trade The
Securities businesses are market-makers and trade with the intention of matching demand and supply for any given securty
They trade on a principal only basis The Secunties businesses trade only with regulated counterparties including stockbrokers,
wealth managers, institutions and hedge funds who are either approved by the FSA or equivalent (n the EU or US

Credrtt nsk classification

Settlement balances are classed as neither past due nor impaired when the respective trades have not yet reached ther
settlement date Settlement balances are classed as past due but not impaired when trades fall to be settied on therr contractual
settlement date The credit nsk presented by settlement balances which are past due 1s mitigated by the delivery versus payment
mechanism, which requires counterparties to settle the open trade when market conditions allow, as well as by the Secunties
businesses trading only with regulated counterparties Counterparty exposure and settlement fallure monitoring controls are in
place as part of an overall nsk management framework and settlement balances past due are actively managed

2010 2009

Neither past Past due Naither past Past dug

due nor but not dua nor but not
impaired impaired Totat wnpaired mpaved Total
Within one month 486.0 478 533.5 4580 417 499 7
Between one and three months - 4.4 44 - 45 45
Between three months and one year - 16 16 - 35 35
Over one year - 2,2 2.2 - 10 10

486.0 557 5417 4580 507 5087
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Concentration nsk and quality of financial assets
Loans and advances are spread across asset classes, short-term, secured and with a low average loan size in order to avoid
concentration nsk 1n the loan bock and associated collateral

The credit qualty of the counterpartes with whom the group places deposits or whose debt secunties the group holds 1s
monitored by the Risk and Compliance Committee within the Banking division which establishes specific imits Whilst these
amounts may be material, the counterparties are all regulated institutions with high credit ratings assigned by international
credit rating agencies, and fall within the large exposure limits set by the regulatory requirements

Cradit and counterparty nsk, and the measures taken to miigate or manage these rnsks, are considered further within the
Pnncipal Risks and Uncertainties section of the Business Review on pages 22 to 26

(d) Market nsk
Market nsk is the nsk that anses from adverse movements in equity, bond, interest rate, foreign exchange or other traded markets
and anses pnmanly In the Secunties dimsion

Interest rate nsk

The group’s exposure to interest rate fluctuations relates prmarily to the retums from its capital and reserves which, as a matter of
policy, are not hedged The group’s policy Is to match fixed and varable interest rate habiibes and assets utlising interest rate
swaps where necessary to secure the margin on its loans and advances to customers These mniterest rate swaps are disclosed in
note 15 on page 75

The sensitivities below are based upon reasonably possible changes In Interest rate scenanos, including parallel shifts in the yield
curve At 31 July 2010 a 1 0% mncrease or a 0 5% decrease (2009 a 2 0% increase or a 0 5% decrease) in interest rates
compared to actual rates would increase/{decrease) the group’s annual net interest Income by the followang amounts, pror to
miigation

2010
£ million £ milion

1 0% increase (2009 2 0% increase) 3.1 51

0 5% decrease (2009 0 5% decreass) (16) {13)

At 31 July 2010 a 1 0% increase or a 0 5% decrease (2009 a 2 0% increase or a 0 5% decrease) in interest rates compared to
actual rates would increase/{decrease) the group’s equity by the following amounts, prior to rmitigation

2010 2009

€ miflion £ milion

10% increase (2009 2 0% increase) 56 36
0 5% decrease (2009 0 5% decrease) (2.9) (09)

Foreign currency nsk

The group has a number of currency Investments in subsidianes and associates and has chosen not to hedge those exposures
These nvestments are predomnantly in US dollars and euros Foreign exchange differences which anse from the translation of
these operations are recogrused directly In equity

At 31 July 2010 changes in exchange rates would increase/{decrease) the group's equity by the following amounts

2010 2009

£ million £ mihon

209% strengthening of stering aganst the US dollar (2009 20% strengthering) {19.4) (18 0}
20% strengthening of stering against the euro (2009 20% strengthening) 8.7) 80)

The group would expenence an equal and oppostte Increase in equity should stering weaken aganst these currencies by the
same percentage

The group has additional matenal currency assets and habilities pnmanty as a result of activities in the Banking diviston These
assets and labiities are matched by cumency, using exchange rate denvative contracts where necessary Detalls of these
contracts are disclosed in note 15 on page 75 Other potential group exposures anse from share trading settled in foreign
currency In the Securiies division, and small foreign currency equity mvestments The group has policies and processes In place

to manage foreign currency nsk, and as such the impact of any reasonably expected exchange rate fluctuations would not be
matenal
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33. Financial risk management continued
Market price rnisk
Trading financial instruments Debt secunties and equity shares

The group’s trading activities relate to Winterflood and Seydler The following table shows the group's trading book exposure to
market pnce nsk

Highaest Lowast Average Exposure
8Xposure exposure exposure  at 31 July
For the yoar ended 21 July 2010 £ milion £ mithon £ milhen £ million
Egquities
Long 46 9 246 351 31.5
Short 243 90 159 184
192 13.1
Debt secunties
Long 870 312 553 54.1
Short 940 298 608 486
(5 5) 5.5
Highest Lowast Average Exposure
axposura exposure exposura at 31 July
For the year endad 31 July 2009 £ milion € milon £ milion £ mihon
Equities
Long 512 212 340 240
Short 299 68 130 141
210 99
Debt secunties
Long 1240 166 435 379
Short 1187 145 440 714
05 (335

With respect to the long and short positions on debt secunities respectively, £20 7 mulllon and £181 million {2009 £11 9 million
and £11 0 mifion) were due to mature within one year

The average exposure has been calculated on a dally basis The tighest and lowest exposures occurred 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
valued each day Is given in the accounting policies in note 1(p) on pages 59 and 60

Based upon the trading book exposure given above, a hypothetical fall of 10% in market pnces would result n a £1 3 million
(2009 £10 millon) decrease In the group’s Income and net assets on the equity trading book and a £0 6 millon decrease (2009
£3 4 millon increase) on the debt secunties trading book However, the group’s trading activity 1s mainly a stock jobbing business
where positions are managed throughout the day on a continuous basis Accordingly the senstmty referred to above Is purely
hypothetical

Non trading financial instruments
Net gains and losses on non trading financal instruments are disclosed in note 13 on pages 72 and 73
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Liguidity nisk 1s the nsk of not being able to meet llabilities as they fall due and anses manly in the Banking division

The group has a prudent lquidity posstion with total avallable funding at 31 July 2010 of £5 6 billon (2009 £5 4 billion) This
funding is significantly N excess of its loans and advances to customers at 31 July 2010 of £2 9 biflon (2009 £2 4 bilion) The
group has a large portfolio of high quality iquid assets including cash placed on deposit with the Bank of England, short dated
certificates of deposit and gilts The group measures iquidity nsk with a vanety of measures including regular stress testing and
regular cash flow monitoring, and reporting to both the group and divisional boards

The following table detals the contractual matunties of the group's financial labities on an undiscounted cash flow bass

Inmora

In more

In morg

than thres than six than ona
Inless  months but  months but  year but not Inmers
On thanthree not more than not mora than more than than five
demand months six months one ysar frve years years Total
£ milign € million £ milion £ milion £ millkon £ rmillion £ milhon
At 31 July 2010
Settlernent balances - 498 1 - - - - 498.1
Deposits by banks 230 251 - - - - 48.1
Deposits by customers 782 4 7893 6610 6823 2567 30 3174.7
Loans and overdrafts from banks 139 498 7 827 3 02 501 - 1,190.2
Debt securities in 1ssue — 65 — 65 793 2195 3118
Loans from money brokers aganst stock advanced 327 - - - — - 32.7
Subordinated loan capiial 23 06 - 28 638 B4 0 123.5
Dervative financial instruments - 1696 2376 74 280 02 442.8
Off balance sheet commitments 279 01 - - — - 28.0
Total 8822 19880 15259 693 2 467 9 2867 5,849.9
In more In more In more
than three than six than one
Intess  monthsbut  monthsbut  year but not Inmara
On than three not more than not mare than more than than frve
demand months  sixmonths onge yaar five years years Total
£ million £ milion £ milkon £ million £ milhon £ mithon £ mihon
At 31 July 2009
Settlement balances - 5062 — - - — 505 2
Deposits by banks 172 196 25 83 06 - 482
Deposits by customers 7691 9248 3101 535 9355 - 298930
Loans and overdrafts from banks 267 36 24 1 2044 11,1182 - 13770
Debt secunties in 1ssue — — 01 03 08 217 229
Subordinated loan capital 23 06 - 28 225 129 1 1573
Derwative financial instruments - 1060 60 89 60 - 1269
Off balance sheet commitments - 09 06 20 92 23 150
Total 8153 1,6607 3434 2802 20928 1531 52455

34. Post balance sheet event

Since the year end the group has acquired 100% of Chartwell Group Lirnited, an IFA with over £650 million of chent assets, for

consideration of approximately £17 mullion




Financial Statements

Investor Relations

Close Brothers Group pic
Annual Report 2010

100

Financial calendar {provisional)

Annual General Meeting 18 November 2010
First guarter Intenrn Managernent Statement 18 Novermnber 2010
Final dwvidend payment 19 November 2010
Half year end 31 January 2011
Interim Results L - o _ ___  March2011
Intenm dividend payment April 2011
Third guarter Interim Management Statement May 2011
Pre close trading staterment July 2011
Financial year end 31 July 2011
Prelminary Results September 2011

The financial calendar 1s updated on a regular basis throughout the year Please refer to our website www closebrothers co uk for
up to date detaills

Shareholder analysis
The number of shareholders analysed by the quantity of shares they held at 31 July 2010 was

Cautionary Statement

Certain statements included or incorporated by reference within this report may constitute “forward-looking statements™ in
respect of the group's operations, performance, prospects and/or financial conditon By therr nature, forward looking statements
involve a number of nsks, uncertainties and assumptions and actual results or events may differ matenally from those expressed
or mpled by those statements Accordingly, no assurance can be gven that any particular expectation will be met and reliance
should not be placed on any forward-locking statement Additicnally, forward-looking statements regarding past trends or
activiies should not be taken as a representation that such trends or activities will continue in the future No responsibility or
obhigation s accepted to update or rewise any forward-looking statement resuliing from new nformation, future events or
otherwise Nothing in this report should be construed as a profit forecast This report does not constitute or form part of any offer
or nvitation to sell, or any solicitation of any offer to purchase any shares or other secunties in the company, nor shall it or any part
of it or the fact of its distnbution form the basis of, or be relied on in connection wath, any contract or commitment or investment
decisions relating thersto, nor does it constitute a recommendation regarding the shares and other secunties of the company
Past performance cannot be relied upon as a guide to future performance and persons needing advice should consult an
independent financial adviser Staternents in this report reflect the knowledge and information avalable at the time of its
preparation Liability ansing from anything in this report shall be governed by English Law Nothing in this report shall exclude any
labiity under applicable laws that cannot be excluded in accordance with such laws
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