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Close Brothers is a specidlist financial
services group which makes loans,
trades securities and provides advice
and investment management solutions
to a wide range of clients.
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Corporate Overview
Financial Highlights

for the year ended 31 July 2011

131.2m

(2010: £116.5m)

Ad}usted‘ operating profrt from
continuing operations

£78.0m

(2010: £101.0m)

Operatlng profit before tax from
continuing operations

~14.0m

(2010: £65.9m)

Profit atinbutable to shareholders
from continuing and discontinued
operations

40,00

{2010: 39.0p)
Ordinary dwvidend per share?

'Stated before exceptonal tems, goodwill mpairrment and amortisation of Intangible assets on acquisiion

2Stated before exceptional tems, goodwill impainment and amortisation of ntangible assets on acquisiion and the tax effect of such

adustrments

04.80

(2010: 58.2p)

Adjusted2 earmings per share from
continuing operations

29.0p

0010 474p)

Basic eamings per share from
continuing cperations

101p

(2010: 46.0p)

Basic eamings per share from
continung and discontinued
operatons

131%

(2010: 13.9%)

Core tier 1 capital ratio

Adjusted operating profit from
contnuing operations
£ milhon

20011728
150 1275
100
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Adusted basic earnings per
share from continuing
operations

pence

100

80328
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"2007 2008 2009 2010 2011

o

Ordinary dvdend per share
pence

40 4 370 290 390 390 400

1

2007 2008 200¢ 2010 2011

o

SRepresents the final dvdend proposed for the respeciive years together with the intenm dividend declared and pad n those years
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Chairman’s and Chief Executive’s Statement

Close Brothers has performed well in the
2011 financial year and our businesses
remain well posittoned We have seen
significant growth in the Banking division
as we continue to benefit from our strong
financial position to take advantage of
opportunities presented by the current
market environment; Securities has had a
solid performance notwithstanding recent
challenging market condrtions, and the
Asset Management division has made
significant progress on its strategic
refocusing and the building out of its
Private Clients business including several
acquisitions. We continue to have the
financial strength and capital resources to
support our businesses and execute our
strategic plans, focused on growing and
developing our core businesses

We have made significant progress 1n repositioning the
group to focus on those busingsses where we see the
highest long-term potential and during the year, we have
completed several disposals which have streamiined and
simplfied the group In the Asset Management division, this
ncludes the disposals of our businesses in the UK offshore
and Cayman lslands as well as the property funds business,
announced earlier this year Inline with this strategy we

also recently announced an agreement to sefl our 49 9%
Investment 1n Mako to the management team Exiting these
non-care actvities does not affect the group’s capital
positon and allows us to reallocate cash and resources 10
those businesses which we beheve have the best potential to
deliver sustainable and growng profits in the future

Fmmancial Performance

The underlying performance of our busingsses has been
good overall, and adjusted operating profit from continuing
operations increased 13% to £131 2 millron (2010 £11865
milhor) This was principally diven by the strong performance
of the Banking division, where adjusted operating profit
increased 34% as a resutt of 18% loan book growth and a
reduction n the bad debt ratio Securties had a sohd
performance although adjusted operating profit reduced
89% relative to a strong prior year The Asset Management
division continues to restructure and invest in is
transformation and as a resutt delivered an adjusted
operating loss of £8 6 milion (2010 loss of £1 5 milhon}

Overall, adjusted earmings per share frorm continuing
operations increased 11% to 64 8p (2010 58 2p)

As part of the group’s overall restructuring and ext from
non-core activites, we have recorded exceptional charges
of £46 9 milkon (2010 £150million) and a loss from
discontinued operations of £28 1 mulkon (2010 loss of

£2 0 millon) Exceptional charges include a £36 0 million
imparment of the value of our investment in Mako, reflecting
the expected present value of our recent sale agreement,
and a further £15 4 million of exceptional charges refated to
the restructunng of the Asset Management division The loss
from discontinued operations Includes the operating result




Strone Macpherson, Chairman (left) and
Praban Prebensen, Chief Executive

and loss on disposal of the group's UK offshore and Cayman
Islands operations, which were sold dunng the perod

Profit before tax from continung operations, after exceptional
tems, was £78 5 milion (2010 £101 0 milion) which translates
Into basic eamings per share from cantinuing cperations of
20 6p (2010 474p) After exceptional ters and including

the loss from discontinued operations, profit atinbutable to
shareholders was £14 6 mion (2010 £65 9 milion} and basic
earmnings per share was 101p (2010 460p)

During the year we have continued to increase the efficiency
of our balance sheet whilst strengthening the diversity and
matunity of our funding This includes raising over £1 bihion of
new wholesale funding, as well as ncreasing the amount
and rmatunty of our retail and corporate deposits

The group's core tier 1 capital ratio remains strong at 131%
(2010 13 9%) with a total capital ratio of 14 9% (2010 15 8%)
These capital ratios remain comfortably ahead of minimum
regulatory requirements and give us sufficient flexibility to
execute our cdrrent plans

The board 1s recommending an increase of 10p in the final
dividend per share 10 26 5p (2010 25 5p), resulting n a 3%
increase In the total dvidend per share for the year to 40 Op
{2010 39 0p) This reflects the group's confidence In the
performance and prospects of its core businesses

Strategy

The group remans focused on executing the strategy set out
at the full year results n 2010 This involves developing our
three core business areas the Banking dwision, whichis a
leader n specialised finance in the UK, Securities, whichis a
teader in UK market-making via Winterflood, and Asset
Management, which is investing to become a leader in UK
wealth and asset management

in the Banking division, our focus 1s on driving sustamable
growth whilst mantaining a predominantly secured, hugh
margin, specialist lendmng modet

During the period, we achieved organic loan book growth
of 18% to £3 4 billon (31 July 2010 £2 9 billion), whilst
maintaining strong margins This growth was driven by good
levels of new business across our lending businesses,
supported by ongaing high levels of repeat business

The operating environrment for the division remains favourable
and we continue 1o see opportunities to INcrease lending 1o
both individual and SME borrowers We continue to benefit
frorn our enhanced sales capacity, with an over 20% increase
in front Ine sales staff in the last two years, as well as broader
distribution This iIncludes addiional dealer relabonships in
motor finance, the addition of new branches in motor and
property finance and tncreased laverage of the broker network
i asset finance We continue to see good opportuniies for
growth in our core markets and Qur prionty remans to
contnue to grow In these areas

At the same time we are selectively explonng opportunities
for growth n adjacent product areas that are consistent with
our existing lending model and conservative nsk appetite In
Commercial, we have coninued to builld our presence n
larger ticket invoice finance following our acquistion of a loan
book last year We are also expanding our asset finance
business nto complementary asset classes In Retail, the
motor finance business continues to see significant growth
through the Key Accounts team, which deals directly with
larger dealerships and franchises

We continue to nvest in the infrastructure of the division to
support current and future growth through enhancing the
strength of its central functions, ncluding the ntegration of IT,
human resources and procurement functions At the same
tme we are streamlining our processes to mprove the
efficiency of our pperations and increase the operating
leverage of the business over time

As we continue to grow our business we remain acutely
focused on mamntaming a prudent nsk profile, and we
continue to apply strict cnteria to lending decisions  During
the year we commenced the development of a new credit
sk management information systerm which will further
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Chairman’s and Chief Executive’s Statement continued

“We have a strong financial position,
continue to see good prospects for
our businesses and are well placed to
continue delivering solid results.”

enhance our ability to monitor and analyse credit nsk across
our lending businesses In addition to the underwnting
expertise and expenence of our people, this new system will
help us monitor the credit metnics that underpin our lending
decisions throughout the economic cycle

In the Securities division, our focus is on mantaning and
building on our leading market positions, whilst continuing to
explorg opportunities for growth

Winterflood has mamntained its position as a leading market-
maker to the UK retail broker community, making markets
in over 3,000 UK equities and providing dealing services in
over 10,000 secunties

winterflood has demonstrated the resilience of its business
mode! and ability to manage a wide range of trading
conditions i1 a volatile peniod for the financial markets The
business had a particularty strong performance in the second
and third quarters, which wera charactensed by fugh levels
of AIM trading, however retail trading actwity slowed
considerably towards the end of the financial year Overall,
average bargains per day mncreased 2% to a new high of
48,000, whilst Income per bargain reduced 7% reflecting the
more challenging trading conditions towards the end of the
year Adjusted operating profit reduced 11% to £43 2 mithort
(2010 £487 milion) compared {0 a strong prior year

Although market actmty slowed in the fourth quarter, the
business has continued to generate consistent profitability
recording only one (2010 four) loss day for the year

winterflood continues to pursue selected opportunities to
leverage s existing business medel outside its care markets
Duning the year, Winterflood has established a new company
which has applied for broker dealer status in the US, which
will allow it to access order flow mn UK and European shares
directly from US mnstitutions and broker dealers It has also
expanded its service offering in the UK to include outsourced
execution and custody services through a new business uni,
Winterflood Business Services

Seydler remains well positioned in the German market and
increased profits in the year 1o £9 0 milion (2010 £4 9 milion),
benefiting from a particularly good performance from its
equity and debt capital markets businesses

On 16 September 2011 we announced the phased sale of
our 48 9% investment in Mako to the management team for
a total consideration of US$40 million, with a potential further
US$7 5 milhon deferred contingent consideration The sale of
the first tranche 1s expected to complete In the next few
months The sale reflects our focus on developing our core
businesses where we have il cantrol Given the nature of its
pusiness, Mako has a more volatile earnings profile and
contributed £2 6 millon (2010 £5 7 million) of associate
mncome in our 2011 financial year

In the Asset Management dvision, we are building a leading
wealth and asset management business in the UK, focused
on affluent and high net worth ndividuals as well as smaller
mstitutions We will provide an integrated range of advisory,
execution only and investment management services

The division Is undergoing a significant transformation and
during the year we disposed of a number of non-core
businesses ncluding the property funds business and the
fund administration, trust, banking and asset management
businesses N the UK offshore and Cayman Islands These
disposals reahsed around £45 millon of proceeds which are
being reinvested in the division and allow us to focus existing
resolrces on our core businesses

At the same time, we have seen significant opportunity to
make focused acquisitions in order to build scale in chents
and assets, extend our existing distnbution capacity and
provide additional expertise

Dunng the year we acquired £2 6 bilion of Assets under

Management ("AuM”) via three acquisitions

« Chartwell, an IFA based in Bnstol wath £705 mifion of
adwvised and execubion only chent assets,

» Allenbridge, an execution only business with £440 milion
of client assets, and

¢ Cavanagh, an IFA with £15 billion of client assets




These acquisitions have increased our Prvate Clients AuM to
£6 5 bilion at 31 July 2011 (31 July 2010 £3 3 bilion), which
represents 68% (31 July 2010 48%) of total AuM They also
pravided us with additonal distnbution capacity through
increasing our adwiser force from 50 to over 120 and adding
a number of new regional offices Including n Scotland and N
the South East and South West of England We continue to
selectively review additonal acquisition opportunities and in
total, we plan to acquire a further £1 to 2 billion of client
assets dunng the course of the 2012 financial year

During the year we have made significant progress in
defining our chent propositions for advisory, execution only
and nvestment management services, and we are well
advanced in developing a client portal and technology
platform to meet the needs of both execution only and
advised chents The execution only application 1s currently
undergong live user testing and we expect to commence
the commercial rollout of both the execuion only and advice
applications towards the end of the calendar year Overall,
we continue to expect to invest a total of £18 to 20 mikon in
the development of the client propositions and technology
platform in the three financial years to July 2012, of which
£15 million has been incurred to date

We are leveraging our existing investment managsment
capability to offer a set of consistent mvastment propositians
for a wide range of client types and sizes Dunng the penod
we launched a range of in-house managed nisk-graded
funds, which now account for around £1 bifion of our Private
Client AuM These will be supplemented by a range of
multi-manager and passive investment funds due to be
launched in October this year

We are now entenng the final stage of the division’s
transformation This will Include the substantial completion of
our acquisition programme, Integration of acquisiions
already made, concluding the development of and rolling out
our execution only and advisory technology platform and

appiications, the introduction of a common advice
proposttion for new chents, and the migration of relevant
existing clients into the new propositions These are the
building blocks for a high growth, profitable business in the
long term

Board Changes

Geoffrey Howe was apponted as an independent non-
execulive director of Close Brothers Group plc with effect
from 4 January 2011 He s currently chairman of Nationwide
Building Society and Jardine Lioyd Thompson Group pic

Qutlook
The group remains focused on developing and growing its core
businesses n Banking, Secunties and Asset Managemant

The Banking division continues 1o see good opportunities
for growth across its businesses

The Securnities division s currently experiencing difficult
market conditions but remains well posttioned

The Asset Management division Is now entenng the final
stage of its transformation with the aim of becoming a leading
UK wealth and asset manager and expects to deliver a small
loss for the 2012 financial year

Economic and market conditions are uncertan, but we have
a strong financial posttion, continue to see good prospects
for our businesses and are well placed to continue delivermg
solid results
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Our Business

Close Brothers Is a specialist financial services group
which makes loans, frades securities and provides
advice and investment management solutions to a wide
range of clients Close Brothers was established in
1878 and today employs over 2,500 people, principally
in the UK 1t 1s listed on the London Stock Exchange
and 1s a member of the FTSE 250.

°H485m 61N

(2010: £495.3m) (2010: £6.3bn)

Adjusted1 operating iIncome from Total assets

continuing operations

P131.2m  £3.40n
(2010; £116.5m) (2010: £2.90bn)

Adjusted‘ operating proft from Loan book

continuing operations

£7283m £9.00N
(2010: £754.4m) (2010: £6.9bn)

Total equrty Assets under Management

1Stated before exceptional tems, goodwil imparment and amortsaton of ntangible assets on acqustion

Close Brothers Group pic
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Banking

Adjusted operating profit was £106.3 milion.

The loan book increased 18% to £3 4 billon
The division employs over 1,600 people

The Banking division provides specialist lending to
small and medium-sized businesses and ndividuals
across a diverse range of asset classes, and also
offers depostt taking services

Banking adjusted operating
profit
£ miion

120
100
80717 745 795

2l

2007 2008 2009 2010 2011

1062

Securities

Adjusted' operating profit for the division
was £54.8 millon The division employs
over 280 people

In the Securtties division, Winterflood is a leading
market-maker in the UK providing trading services
to retal brokers and institutions and Seydier is a
Frankfurt based broker dealer and order book
specialist

Secunities adjusted operating
profit
£ million

70
60

849
50 = e
a0 81
30
20
0

"2007 2008 2008 2010 2011

Asset Management

Adjusted! operating loss was £8 6 million,
Closing Assets under Management were
£9.6 billon The division employs over
580 people

The Asset Management division provides a full range
of advice, Investment management and self directed
services to prvate, mstitutional and corporate clients

and professional advisers

Asset Management adjusted
operating profit
€ milhon

70

60 | 566
.
2 328
’fg 120
a1 [ 165 B8
10 ) [
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1. Strone Macpherson

Chairman

Apponted a director in March 2003, senior mdependent
director n September 2004, deputy chairman in November
2006 and charman in June 2008 He 1s charman of the
Normination and Governance Committee He is chairman
of British Empire Secunties and General Trust plc and

JP Morgan Smaller Companies Investment Trust plc
Formerly he was a director of Flernings, charrman of Tribal
Group ple, executive deputy charman of Misys plc and
non-executive director of AXA UK ple and Kleinwort Benson
Private Bank Limited

2 Preben Prebensen

Chief Executive

Joined Close Brothers as chief executive 1n April 2009
having spent his career in a number of senior posikons at
JP Morgan over 23 years, as well as being chief executive
of Welington Underwriting plc from 2004 to 20086, and then
chief investment officer and a member of the group
executive committee at Catin Greup Limited

3. Jonathan Howell

Finance Director

Joined Close Brothers as finance director in February 2008
having previously held the same role at the London Stock
Exchange Group plc since 1999 Prior to that he was at
Price Waterhouse

4. Stephen Hodges

Managing Director and Banking Chief Executive

Joined the Banking diviston of Close Brothers in 1985,
following eight years at Hambros He was apponted a
director in August 1995 with responstbility for the Banking
division He was appointed managing director in November
2002

5, Bruce Carnegie-Brown

Senior Independent Director

Appointed a director in June 2006 and semor independent
director In June 2008 He 1s charman of the Remuneration
Committee He 1s senior independent director of Gatlin
Group Limited and a non-executive director of
Moneysupermarket com Group PLC Formerly he was with
31 Group, Marsh & McLennan and JP Morgan

6. Ray Greenshields

Nan-executive Director

Appointed a director in Novernber 2008 and charman of the
group’s Risk Committee In December 2010 He I1s sentor
adviser to Standard Life Assurance, a member of Standard
Life Assurance With Profits Committee and charman of
Octopus VCT 3 plc Previously he was charman of
Bestinvest Group, director of Standard Lfe Assurance
Limited, managing director of Barclays Wealth Management,
CEO of Zunch Financial Services UK and International Life,
and managing director of AMP Financial Services

7. Douglas Paterson

Non-executive Director

Appointed a director in July 2004 and 1s charman of the
Audit Committee Within the Goldman Sachs Group he
15 a director of Goldman Sachs international Bank,
Montague Place Custody Services and of Rothesay Life
Limited and 18 a non-executive officer of Generation
Investment Management LLP Formerly he was a senior
partner n the banking and capital markets dnasion of
PricewaterhouseCoopers

8 Jamie Cayzer-Colvin

Non-executive Director

Appointed a director in January 2008 He 1s a director of
Caledoma Investments pic and a non-executive director of
Polar Capital Holdings pic and India Capital Growth Fund
Previousty he was with Whitbread and GEC and a former
director of Rathbone Brothers Plc

9. Geoffrey Howe

Non-executive Director

Appointed a director in January 2011 He is chairrman of
Nationwide Bulding Society and of Jardine Lloyd Thompson
Group plc Formerly he was chairman of Railtrack plc, a
non-exacutive director of Investec plc and JP Morgan
Overseas Investment Trust plc, a director of Robert Fleming
Holdings Limited and managing partner of Clifford Chance
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1. Preben Prebensen
Chief Executive

2. Jonathan Howell
Finance Director

3. Stephen Hodges
Managing Drrector and Banking Chief
Executive

4, Ehzabeth Lee
General Counsel and Company Secretary

5, Tazim Essan
Group Head of Corporate Development

6 Julian Palfreyman
Winterflood Chief Executive

7 Martin Andrew
Asset Management Chief Executive

8 Rebekah Etherington
Group Head of Human Resources
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Business Review
Overview
Close Brothers Group plc (“Close Brothers”)
has performed well overall for the 2011
financial year with adjusted operating profit
increasing 13% to £131 2 milion (2010
£116.5 millon) The Banking division in
particular had a strong result with a 34%
increase in adjusted operating profit to
£106 3 milkon (2010: £79 5 million). The
Secunties dwision delivered a solid
performance overall although adjusted
operating profit declined 8% to £54.8 million
(2010. £59 3 million) compared to a strong
prior year The Asset Management division
remains in a penod of restructurng and
Investment and as a resuft delivered an
adjusted operating loss as expected of
£8.6 milhon (2010 loss of £1 5 million)
Group Income Statement
201 2010 Change

£ milhon £ milion %
Continuing operations’
Adjusted operating income 5485 4953 11
Adjusted operating expenses {352.1) (3154) 12
imparrment losses on loans and advances (65.2) 63 4) 3
Adjusted operating profit 131.2 116 5 13
Exceptional items {46 9) (150)
Goodwill imparment {37} -
Amortisation of ntangible assets on acquisition (2.1) (0 5)
Operating profit before tax 785 1010 (22)
Tax (351) (328 7
Non-controling interests 07) {0 3)
Profit attributable to shareholders: continuing operations 42.7 67 9 37
Loss from discontinued operations {27.6] 17
Non-controling interests discontinued operations {0.5) {3
Profit attributabie to shareholders: continuing and discontinued operations 14.6 659 78)
Adjusted earnings per share continuing operations 64 8p 58 2p 11
Basic earnings per share_continuing operations 296p 47 4p (38)
Basic earnings per share_continuing and discontinued operations 101p 460p {78)
Ordinary dividend per share? 400p 390p 3

‘Resuits from continuing operations for 2011 and 2010 exclude the UK offshore and Cayman Islands businesees the salas of which complsted during the panod and which have been

classified as distontnued operabons under IFRS 5

*Represents tha final dvdend proposed for the respective years together with tha interm diwvidend declared and p

Note Adjusted opereling INCOme expenses operatng profit and adjsted earnings per share exclude exceptional tems, gooawillimparment and amartsation of intangble assets on

ecquisiion
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Business Review
Overview continued

Operational Performance from Continuing Operations
Qverall, adjusted operating income increased 1%, or £53 2
million, to £548 5 milhon (2010 £495 3 million) due to strong
income growth In the Banking dvision Whilst ncome also
increased in the Asset Management dvision, this was offset
by lower income In Securities

Adjusted operating expenses ncreased 12% to £352 1 million
{2010 £315 4 milion) predorminantly reflecting investrnent in
sales and operattons as well as higher vanable costs in the
Banking dvision Expenses In the Asset Management dvision
ncreased as a result of acquisitions and investment related to
its strategic refocusing, whilst n the Securities dwvision they
remained broadly stable Group expenses from central
functions were stable at £21 3 milion (2010 £21 3 million)

The bad debt ratio reduced to 21% (2010 2 4%), dnven by
Commmercial as it benefited from an improvement in the
credit quality of its lending overall As a result, imparrment
losses on loans and advances were only shightly hugher at
£65 2 millon (2010 £63 4 million} despite very strong growth
in the loan book

Exceptional ltems and Discontinued Operations
During the year the group has made significant progress

on its strategic refocusing, in particular in the Asset
Management division As part of this, the group has made
several disposals of non-core businesses including the sale
of its UK offshore and Cayman fslands operations, completed
a number of acquisitions i the Asset Management division
and, after the year end, agreed the sale of ts mvestment

in Mako

As a result of these actions, the group recorded a net
exceptional charge of £46 9 milion {2010 £150 rmillion) in the
year This included a £36 O milion impairment of the group’s
hvestment in Mako following the recently announced sale
agreement and £15 4 million related to the restructuring and
repositioning of the Asset Management dmston including
costs related to acquisitions and disposals, severance
payments and other restructuring costs This was partly
offset by a £4 5 milion gain from the sale of the group’s
mvestment in Pelagus, Mako's fixed ncome fund The prior
year penod included an exceptional charge of £15 0 mithon
related to an imparment on nvestment assets

The group also ncurred a goodwill mpairment charge of
£3 7 milion (2010 £nil) in the Insbtutional business In Asset
Management and a charge for amortisation of intangible
assets on acquisiion of £2 1 milion (2010 £05 million)

Operating profit before tax on continuing operations, which
s reported after exceptional items, goodwill impairment and
amortisation of ntangible assets on acquistiion, was £78 5
milhon (2010 £101 0 million)

The tax charge on operating profit before tax was £351
milion 2010 £32 8 million) which corresponds to an effective
tax rate of 45% (2010 32%) This Includes a 17% impact of

Close Brothers Group plic
Annual Report 2011

£46 4 milton of non tax-deductible exceptional items and
goodwill mparment Excluding these, the underlying tax rate
was 28% (2010 28%) This 1s skightly higher than the average
UK corperation tax rate for the year of 27 3% (2010 28 0%)

Basic earnings per share from continuing operations, after
exceptional terns, was 29 6p {2010 47 4p)

Discontinued operatons include the group’s businesses

in the UK offshore and Cayman Islands, which were sold
during the year The overall loss from discontinued
operations after tax and non-controlling mterests was

£281 milion (2010 toss of £20milion), including £2 O million
adjusted operating profit from the businesses

Profit attributable to shareholders from continuing and
discontinued operations decined to £14 6 milion (2010 £659
milon) and basic earnings per share fram continuing and
discontinued operations reduced to 101p (2010 46 Op)

Diwvidend

The board is recommending an increase of 10p in the final
dwvidend to 26 Sp (2010 25 5p), resulting in a 3% increase in
the total dividend for the year to 40 Op (2010 39 0p} The final
dividend will be paid on 22 November 2011 to shareholders
on the register at 14 October 2011

Balance Sheet

The group's balance sheet has remained strong in the year
and total assets at 31 July 2011 were £6,108 6 million (31 July
2010 £6,259 6 millon) The group has continued to focus on
improving balance sheet efficiency and as a result total
assets and habilities reduced slightly This reflects the group’s
continued efforts to manage down its lower yielding portfolio
of debt secunties, whilst delivering strong loan book growth
in the penod

Cash and loans and advances to banks increased £98 1
million to £709 3 million (31 July 2010 £611 2 million} This
reflects an ncreased holding of higher qualty iquid assets in
the form of cash on deposit at the Bank of England which
increased to €594 4 nitkon (31 July 2010 £452 6 mullion)

Settlement balances, long and short trading posiions and
loans to and from money brokers relate to the group's
market-making activities in the Securities division The net
position was broadly stable at £121 5 milion (31 July 2010
£115 5 milion) On the asset side of the balance sheet, these
were £706 9@ million {31 July 2010 £713 3 mithon) and on the
lability side, they were £585 4 million (31 July 2010 £5978
milio), both broadly in ine with the pricr year

Loans and advances to customiers increased 18% to
£3,435 3 milion (31 July 2010 £2,812 6 milhon) reflecting
strong growth across both Retal and Commercial within the
Banking division The group’s loan assets are predominantly
secured on high qualty collateral and short-term, with an
average maturity of 13 months (31 July 2010 12 months) at
the balance sheet date
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Divisional Adjusted Operating Profit (Continuing Operations)
201 2010 Jehange
£ million % £ miflion % %
Banking 106 3 70 795 58 34
Secunties 548 36 583 43 @8}
Asset Management {8 6) (6) (15) {1}
Total dvisions 152.5 100 137 3 100 11
Group {21 3} (20 8} 2
Adjusted operating profit 1312 116 5 13
Group Balance Sheet
31 July 31 July
2011 2010
£ million £ mithon
Assets
Cash and loans and advances to banks 7093 6112
Settiement balances, long trading posttions and [oans to maoney brokers’ 706.9 7133
Loans and advances to customers 34353 29126
Non-trading debt secunties 810.2 1,5821
Intangible assets 13341 107 5
Other assets 313.8 3329
Total assets 6,108.6 62596
Liabilities
Setflernent balances, short trading postions and loans from money brokers 5854 597 8
Deposits by banks 192.8 48 1
Deposits by customers 3,705 3,1155
Borrowings 1,125.7 14720
Other habiities 305.9 2718
Total habilities 5,380.3 5,5052
Equity 728.3 754 4
Total habihties and equity 6,108.6 6,2596

‘ngctudes £42 8 milion (31 July 2010 £54 1 million} long trading pesitions in debt socwrities
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Business Review
Overview continued

Non-trading debt securities relate to the group's holding of
treasury assets and comprise floating rate notes (‘FRNs"),
certificates of deposits {(“CDs") and gits and government
guaranteed debt ("GGDs") These reduced significantly over
the year to £810 2 million {31 July 2010 £1,5821 mullon) as
the group continues to actively manage down its holding of
lower yielding assets

Within debt secunties, FRNs reduced to £296 9 mullion

(31 July 2010 £624 4 mihon) principally reflecting £274 0
million of sales and £55 0 million of maturties in the year
The remaining portfolio at 31 July 2011 consisted of UK and
international bank FRNs with an average residual matunty of
15 months and are recorded on the balance sheet net of an
aggregate negative mark to market adjustment against
squity of £11 8 mikon (31 July 2010 £176 mihon) CDs
declined to £284 5 milion (31 July 2010 £6721 mullion) as
those that matured were renvested I the loan book whilst
GGDs declined to £228 8 million (31 July 2010 £2856
milior) reflecting maturities in the year

The group does not hold sovereign debt issued by Greece,
Ireland, ltaly, Portugal, or Spain and its exposure to financial
institutions N these countries s imited to FRNS with a face
value of £94 6 million 1ssued by Allied Insh Bank and Bank of
Ireland with an average matunty of eight manths

Intangible assets at 31 July 2011 were £1331 million {31 July
2010 £107 5 million), an increase of £25 6 milhon This
principally reflects the addition of £568 2 million goodwill and
intangible assets associated wath the acquisitions of Chartwel,
Allenbndge and Cavanagh In the Asset Management
diviston, partly offset by a reduction n goodwill of £277
milhen related to the sales of the UK offshore and Cayman
Islands businesses

Deposits by customers increased marginally to £3,1705
million (31 Juty 2010 £3,115 5 millon) due to £3297 millon of
organic growth 1n both retall and corporate deposits and the
acquisttion of a £300 5 milion retail structured deposit book
from Dunbar Bank This was largely offset by a reduction of
£645 2 nmllion customer deposits from the sale of the UK
offshore and Cayman Islands businesses Of these, £1310
million remaned on deposit with Close Brothers at the
balance sheet date and were included in deposits by banks,
which accordingly increased to £192 8 mulion (31 July 2010
£481 million)

Total borrowngs were £1,125 7 milion (31 July 2010 £1,4720
mullion) and include loans and overdrafts from banks, a group
bond, a securitisation on the premium finance loan book,
and subordinated loan capital The reduction in the year
reflects the increased efficiency of the group's managernent
of its balance sheet and lower draw down on avallable
funding

Total equity at 31 July 2011 was £728 3 millon (31 July 2010
£754 4 milion} This was a decrease on the prior year as
dividend payments of £55 7 milion more than offset the

Close Brothers Group plc
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profit attnbutable to sharehclders of £14 6 mifion, a £6 4
millon increase attrbutable to shares released from the
Employee Share Ownership Trust (*ESOT”) and treasury, and
£71 milhon related to shares 1ssued as a resuli of the
Cavanagh acquisition

Shares held in treasury deciined to 4 5 million (31 July 2010
4 8 mullion) at 31 July 2011 as a result of the exercise of options
and share awards i the year Shares held in the ESOT at

31 July 2011 reduced to 17 milion (31 July 2010 2 3 milion)

Funding and Liquidity

The focus of the group’s Treasury function is on efficient
funching of the loan book whilsi mantaining an appropriate
level of lguidity During the year, the group has maintained a
strong funding position whilst Increasing the diversity of its
funding sources and strengthening its matunty profile The
group 1s confident that its current funding position and
access o a diverse range of funding socurces provide the
flexibiity necessary to meet current cash flow requirements
and pursue longer-term growth opportunities

At 31 July 2011, the group had total available funding of
£5,402 0 million (31 July 2010 £5,555 2 mulion) mcluding
drawn and undrawn faciliies, a group bond, customer
deposits, and equity The overall level of funding significantly
exceeded loans, corresponding to 1 6 times (31 July 2010
19 times) the 1oan book of £3,435 3 rmillion (31 July 2010
£2,912 6 million)

During the year the group has further diversified its wholesale
funding sources, raising £1 0 billion through a securitisation
on the premium finance loan book, a two and a half year
term syndicated faciity and a repurchase agreement
secured on the FRN portfolio, all of which replaced funding
that matured in the first hall of the year After the balance
sheet date, the group has agreed £250 million of wholesale
funding through a two year committed securitisation of ks
motor finance loan book

The group’s total customer deposits increased shghtly overall
to £3,170 5 mition at 31 July 2011 (31 July 2010 £31155
myllion), notwithstanding a reduction of £645 2 milhion related
to the sale of the group’s UK offshore and Cayman Islands
businesses The group has raised a net £399 7 million of
new deposits dunng the year, ncluding both additional term
retail deposits and longer malunty corporate deposits In
July the group also completed the acquisition ofa£30035
millon book of longer-term retail structured deposits, further
diversifying its retall deposit base

The group 1s committed to mantaining a prudent maturity
profile, and overall has increased its term funding during the
year At 31 July 2011 term funding with a residual matunty
over one year had increased to £2,460 6 million (31 July
2010 £1,557 6 milion) and covered 72% (31 July 2010 33%)
of the loan book This included a substantial Increase n term
deposits to £1,016 9 million (31 July 2010 £2446 milhon)
The group’'s term funding had a weighted average matunty,
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excluding equity, of 36 months (31 July 2010 48 months)
which signficantly exceeds the average matunty of the loan
book of 13 months (31 July 210 12 months)

The group has a robus! iquidity framework with policies in
place to ensure  meets short and long-term cash flow
needs as well as satisfying any external regulatory
requirements Whilst mcreasing its balance sheet efficiency
dunng the year, the group has mamntaned a sound level of
liquidity which 1s appropriate in relation to the group’s cash
flow needs and the current market environment

At 31 July 2011, the group had £1,404 6 milion (31 July 2010

£2,034 7 million} of treasury assets, of which 21,1077 milion
(31 July 2010 £1,410 3 milllon) wers classthed as hquid

Group Funding Overview
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assets The group's short-term iguichty needs are prnncipally
met through deposits with the Bank of England, which at

31 July 2011 amounted to £594 4 muliion (31 July 2010

£452 6 million} The group alse held £228 8 milkon (31 July
2010 £285 6 millon) of GGDs and £284 5 milhon (31 July
2010 £6721 million) of CDs The reduction in COs during the
year reflects the redeployment of funds from maturing CDs
into the mgher yielding loan book

The group’s treasury assets also include its portfoho of
FRNs, which is actively being managed down i favour of
higher yielding loan bock assets, and accordingly reduced
£327 5 million to £296 9 milion (31 July 2010 £624 4 million)

3 July 31 July

2011 2010 Change
£ million £ mifion £ mallion
Drawn and undrawn faciliies' 1,305.1 14875 (1824)
Group bond 198 1 197 8 03
Deposits by customers 3,170.5 3,11556 550
Equity 728.3 754 4 26 1)
Total available funding 54020 55552 (15632
Inciudes £410 2 milion (31 Jufy 2010 £227 0 mufion] of undrawn faciites and exchudes £32 7 mulion (31 July 2010 £13 7 milkon) of non facihity overdrafis ncludad in borrowings
Group Funding Matunty Profile
Lass than Oneto Grealer than
008 year two yaars two years Total
£ milhon € milhian t milion £ mifkon
Drawn and undrawn facilitigs’ 787 8 4241 932 13051
Group bond - - 1981 198 1
Deposits by customers 21636 5587 4582 3,1705
Equity - - 7283 7283
Total available funding at 31 July 2011 29414 9828 14778 54020
Total avatable funding at 31 July 2010 3,997 6 4314 11262 55552

Includes £410 2 millon {31 Juty 2010 £227 0 malhon) of undrawn faclities and excludas £32 7 milion (31 July 2010 £13 7 million) of non-faciity overdrafts inciuged i borrowings
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Overview continued

The credit ratings for Close Brothers Group plc, issued by
Fitch Ratings (“*Fitch”) and Moody's Investors Services
{*Moody's") have been reaffirmed at A/F1 and A3/P2
respectively In the year Close Brothers Limited ("CBL’), the
group’s regulated banking subsidiary, has credit ratings of
A/F1 by Fitch and A2/P1 by Moody’s In the year, the
outlooks for both Close Brothers Group plc and CBL were
upgraded to stable by Fitch whilst Moody's remained
unchanged with negative outlooks

Capital

The group has maintained a strong capital position, with a
core tier 1 capital rabo at 31 Juty 2011 of 131% (31 July 2010
139%) and a fotal capital ratio of 14 9% (31 July 201G 15 8%j
During the year the group has continued as planned to
employ capital into loan book growth and acquisitions in the
Asset Management division

Core tier 1 caprtal slightly decreased in the year to £588 5
milion {31 July 2010 £603 3 milion} This reflects a reduction
n retaned earnings, which was partiy offset by an overall
reduction in deductions for ntangible assets and goodwill in
associates

The group's nsk weighted assets Increased £154 3 milion, or
4%, to £4,493 0 milien (31 July 2010 £4,338 7 milion) This
reflects strong growth in the loan book, which was partly
offset by lower holdings of debt securities and a lower
assessment of the group’s operational nsk

Close Brothers Group ple
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CBL increased its core tier 1 capital ratic 1o 11 4% at 31 July
2011 (31 July 2010 10 8%) which gives it the flexibility to
support future growth

The group does not currently expect to be matenally
impacted by the proposed changes under the Basel I}
regime, given that its capital rahos are already comfortably
above the proposed new regulatory minmum and it does
not have complex trading book exposures The group
continues to monitor any changes to capital requirements by
UK and International regulators

The group's policy Is to mantan a strong capital ratio to
support the development of ils businesses and ensure )i
meets regulatory requirements at all tmes  As the group
continues selectively to pursue growth in the Banking
divisian and completes 1ts acquisition programme n the
Asset Management division, the capital ratio may continue to
moderate The group will contnue to manage Its capital
posttion prudently to ensure i mantains a sound capital
posttron and retains the flexibiity to execute current growth
plans and pursue any future growth opportunities

Key Financial Ratios (“KFRs")

The group’s retum on opening equity improved to 13%
(2010 12%) reflecting hugher profitability in the Banking
division The expense/income ratic was unchanged at 64%
(2010 64%j although the operating margn increased shghtly
benefiting from lower bad debts in the Banking division The
compensation ratio was stable at 40% (2010 40%)
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Treasury Assets
31 July 31 July
2011 2010 Change
£ million € milion £ milion
Gilts and government guaranieed debt' 2288 2856  (568)
Bank of England deposits 594.4 452 6 141 8
Certificates of deposit 2845 6721 (3876
Liquid assets 1,107.7 14103 {3026)
Floating rate notes 2069 6244 (3275
Treasury assels 14046 20347 (6301)
Includes £228 & milion (31 July 2010 £260 4 mition) gilts and el (31 July 2010 £25 2 million} govarnment guaranieed debt
Group Capital Position
M July 3 Juty
201 2010
£ million £ mulkon
Core tier 1 capital 5885 6033
Total regulatory capital 6691 6838
Risk weighted assets 4,493.0 43387
Core tier 1 capital ratio 13.1% 139%
Total capital ratio 14.9% 158%
Group Key Financial Ratios
2011 2000
Operating margin' 24%, 23%
Expense/income ratio? 64% 64%
Compensation ratio’ 40% 40%
13% 12%

Return on opening equity’

1Aduusted operaung profi on agdjusted operatng ncome

2adjusted operaling expenses on adjustad operating Incorma

Motal staff costs excluding exteptional items on adjusted operating Income
“Adustad operating profit after tax and nan-controlling Nterests on cpening equity

Nots All KFRs exclude associate INCOMe, exceptional items goodwill mpairment and amorusation of Miangitie assets on acquision, and are in réspect of continuINg operations
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Business Review
Banking

34% increase In adjusted operating profit
to £106.3 million

18% loan book growth to £3.4 billion
Bad debt ratio improved to 2.1%
Return on opening equity increased to 21%

The Banking dmsion defivered a strong performance during
the year with good growth across 1ts lending businesses
Adjusted operating profit ncreased 34% 1o £106 3 millon
(2010 £79 5 miflion) reflecting strong foan book growth,
maintaned strong margins and an improved bad debt ratio

Adjusted operating iIncome increased 20% to £326 0 mulon
(2010 £272 0 million) reflecting an increase In net interest
and fees on the loan book of 22% to £312 3 millon (2010
£255 6 millon) This growth was driven by a 20% increase In
the average loan book over the year to £3,174 0 million (2010
£2,638 8 million) with a maintaned strong net nterest margin
of G 8% (2010 97%) Treasury and other non-lending iIncome
declined to £13 7 milion (2010 £16 4 milion) as a result of
the managed reduction in the group’s treasury assel portfolio

Total operating expenses increased £25 4 mullion, or 20%,

to £154 5 milion (2010 £1281 million} Over half of this
increase related to nvestment in front-line sales capacity and
strengthening of central funchons to sustain and support the
growth of its business This included new sales heads,
particularly in asset finance and motor finance, and an
ncrease In resources n finance, IT, credit, legal and
compliance The remaining cost increase was driven by
higher variable costs, such as compensation, reflecting
strong business performance In the year

The bad debt ratio reduced to 2 1% (2010 2 4%), drven by
Commercial as it benefited from an improved qualty of its
loan book overall, whilst Retal remamned at low levels and
Property was impacted by animparment on a legacy foan In
the first quarter As a result, the charge for impairment losses
on loans and advances was only shightly higher at £65 2
million (2010 £63 4 millon) despite strong loan book growth

As a result of the lower bad debt ratio, the operating margin
ncreased to 33% (2010 299%) and the return on opening
equity improved to 21% (2010 20%)

Close Brothers Group plc
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In the year to 31 July 2011, the loan book increased 18%, or
£522 7 million, to £3,435 3 million (31 July 2010 £2,9126
million) reflecting continued strong demand across all lending
businesses

The Retail loan book increased 23% to £1,481 5 milion

{31 July 2010 £1,201 9 million} corresponding to a 22%
increase In the average loan book This was achieved whlst
mantaining strong margins, restlting in @ 23% increase in
income to £128 8 milion (2010 £104 9 milion) Loan book
growth in premium finance was largely through increased
new business volumes from exsting brokers in personal
nsurance Motor finance has extended its branch and dealer
network, and achieved high new business volumes In both
its core used car financing and its recently established Key
Accounts business, which deals directly with farger
dealerships and franchises

The Commercial loan book increased 20% to £1,3907
millon (31 July 2010 £1,162 9 milion) with strong growth in
both invoice finance and asset finance The average loan
book increased 25% leading to an increase In INcome of
239% to £140 6 million (2010 £114 2 milion) Asset finance
has seen strong demand across both existing and new asset
classes Invoice finance loan book growth was driven by
increased lending to both exsting clients and new customers

The Property loan book increased 3% n the year to £563 1
million (31 July 2010 £547 8 million) principally reflecting
strong growth in short-term lending The core, residential
development financing business continues to focus on
improving the quality of the loan book by selectively lending
to high quahty customers, whist managing down its older
ongnated loans The average loan book increased 7% and
iIncome mcreased 18% to £429 milion (2010 £36 5 millon)
largely reflecting higher fees generated from repayments and
new commiited loans




Close Brothers Group plc

Annual Report 2011 19
Key Figures
2011 2010 Change
£ million £ milien %
Adjusted operating ncome 3260 2720 20
Net interest and fees on loan book [ 3123 25586 22 |
Retal 128.8 104 9 23
Commercial 140.6 114 2 23
Property 42.9 365 18
Treasury and other non-lending mcome [ 137 164 (16)]
Adusted operating expenses _ [154.8) (129 1) 20
Impairment losses on loans and advances (65.2) (63 4) 3
Adjusted operating profit 106 3 795 34
Net interest margun' 9.8% 97%
Bad debt ratio? 21% 2 4%
Closing loan book 3,4353 29126 18
‘Nat interast and fees on average net joans and advancas 1o customers
Hmpairment losses o averaga net loans and advances 10 customers
Loan Book Analysis
31 July 31 July
201 2010 Change
£ million € millon %
Retail - 1,481.5 1,201 9 23
Premwm finance 6107 55386 10
Motor finance 870.8 6483 34
Commercial 1,390.7 1,1629 20
Invoice finance 3115 2621 19
Agset finance 11,0792 9008 20
Property 563.1 547 8 3
Closing loan book 3,435.3 29126 18
Banking Key Financial Ratios
2014 2010
QOperating margmn 33% 28%
Expense/iIncome ratic A7% A7T%
Compensalion ralio 27% 26%
Return on opening equity 21% 20%
Return on net loan book! 3.3% 30%

‘Banking division adjusted operating profit before tax on average net loans and advances to customers
]

Note All KFRs exclude associate ncome exceptional tems goodwill impairment and amortisation of mtangible assets N acquesibon
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Business Review
Securities

Adjusted operating profit down 8% to
£54.8 milkkon

Winterflood average bargans per trading
day up 2% to 48,000

Seydler adjusted operating profit increased
to £9 0 million

Associate income from Mako reduced
to £2 6 million

The Secunties division has benefited from strong markets

for much of the year and although condrtions slowed
significantly in the fourth quarter, the dision delivered a solid
performance Overall, adjusted operating profit was £34 8
milhon (2010 £59 3 milhion), down 8% relative to a strong
prior year Whilst Winterflood delivered a resilient
performance, Seydler had a strong resutt, particularly
benefiting from Increased capital markets activity, although
Mako's contribution was significantly below the prior year

Adjusted operating income dechned 2% to £158 7 rmilion
(2010 £162 2 million) principally reflecting lower income from
Winterflood, and as a result the expense/income ratio
increased shghtly to 67% {2010 66%) and the operating
margin reduced to 33% (2010 34%)

After the year end the group has agreed the sale of its 49 9%
nvestment In Mako via a series of purchases over several
years The first of these 1s expected to compilete in the next
fow months and will reduce the group's investment to 33 3%

Winterflood’s performance benefiied from strong retail nvestor
demand, particutarly n the second and third quarters of the
year which were charactensed by high levels of retail trading
on AIM However conditions weakened at the end of the
financial year as volatile markets reduced risk appetites
amongst retall nvestors Overall, Winterflood delivered
adjusted operating ncome of £124 5 million (2010 £131 5]
milhon), a 5% deciine The total number of bargans traded in
the year ncreased 2% to 12 0 milion (2010 118 millior),
comesponding to a 2% Increase In average bargains per

Secunties Key Financial Ratios
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trading day to 47,742 (2010 46,730}, whilst ncome per bargan
reduced 7% to £1039 {2010 £1118), reflecting the more
challenging trading conditions towards the end of the year

Adjusted operating expenses declined 2% to £81 3 milhon
{2010 £82 8 milion) as vanable costs reduced Overall,
adjusted operating profit decreased 11% to £43 2 million
{2010 £487 millicn)

Despite vanable market conditions in the year, Winterflood
demonstrated its resiience with only one loss day (2010 four
loss days) out of a total 251 {2010 252) trading days

Seydler delivered a strong result for the year as it benefited
from increased capital markets activity in Germany Adjusted
operating income ncreased 27% to £31 6 millon (2010 £249
million), with particularty good growth in equity and debt
capital markets and institutional equity sales The performance
in its designated sponsonng and speciabst floor equities
businesses remaned resihent Adjusted operating expenses
mncreased 13% to £22 6 million (2010 £20 O mullion) reflecting
higher activity levels and as a result adjusted operating profit
increased 84% to £9 0 rullion (2010 £4 9 millon) There was
no material foreign exchange Impact given a relatively stable
euro exchange rate

The group recorded £2 6 million 2010 £57 milion} of after
lax associate income from its 49 9% nvestment in Mako, a
549 decline on the prior year reflecting quiet markets with
low volumes and low volatiity for most of the year

20 2010
Qperating margin 33% 34%
Expensefincome ralio 67% 66%
Compensation ratio 45% 45%
Retum on opening equity 39% 39%

Note All KFRs exclude associate incoma exceptional tems geodwill impairmant and armortisation of intangble assets an acguistion
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Key Figures
2011 2010 Change
£ milllon € milion %
Adjusted operating income: 158.7 162 2 (2)
Adjusted operating expenses {103.9) (1029 1
Adiusted operating profit 54.8 59 3 &)
Winterflood 432 487 (1
Seydler 9.0 49 84
Mako (assocate income after tax) 2.6 57 {54}
Key Winterflood Figures
2011 2010 Change
£ mllllan £ miliion %
Adusted operating income 1245 1316 (B
Adjusted operating expenses 813 (829 2)
Adjusted operating profit 43.2 487 a1
Number of bargains (million) 120 118 2
Average bargains per trading day 47,742 46,730 2
Income per bargain £10.39 £11 18 {7}
Key Seydier Figures
2011 2010 Changa
£ million £ miflion, %
Adusted operating income 316 249 27
Adjusted operating expenses 22.6) {200) 13
Adjusted operating profit 9.0 49 84
Key Mako Figures
2011 2010 Change
£ million € miblon %
Adjusted operating profit! 3.8 82 {54)
Tax on adjusted operating profit! {12) (2 5) (52)
Profit after tax® 26 57 (54}

'Close Brothers share of result
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Business Review
Asset Management

AuM up 39% to £9.6 billion and Private
Clients AuM up 96% to £6 5 billion

Private Clients net new funds 8% of
opening AuM

19% Increase N management fees on AuM

Non-recurring investment drives full year
loss of £8 & milion

The Asset Management dvision has made significant progress
on its restructunng and refocusing during the year In June
2011, 1t completed the sale of its non-core UK offshore and
Cayman Islands businesses, which have been classified as
discontnued operations under IFRS 5 and are excluded from
the Income Statement and Assets under Management
{“AuM™) in this Business Review section for 2011 and 2010 It
has also completed several acquistions which contributed to
an increase In Private Clhents AuM 1o £6 5 bilion (31 July 2010
£33 bifion) As expected, the division delivered a loss of £8 6
million {2010 foss of £15 milkon} for the year reflecting its
mvestment in developing its new client propositions and
technology platform

Adusted operating income increased 5% overall to £638
million (2010 £60 6 million), as higher management fees on
AuM were partly offset by lower other income

Management fees on AuM increased 19% to £57 3 million
(2010 £481 millon}, reflecting a 24% increase In average AuM
1o £8 2 bilion (2010 £6 6 bilion) drven largely by acquisitions
The division's overall management fees/average AuM (“the
revenue margin”) reduced slightly to 70 bps (2010 73 bps),
reflecting the limited revenue contribution from acquisitions
made late in the perod The group estimates that the undertying
revenue margin on its Private Clients assets, nciuding
businesses acquired during the year, was around 93 bps

The diision recorded other income of £6 5 mulion (2010

£12 5 millon) As in the prior year, this pnncipally mcludes
ncome from the group's residual Interest in its former prvate
equity operations

Adjusted operating expenses increased 17% to £72 4 milion
(2010 £62 1 miliion) This ncludes £6 9 million n respect

of the partial year cost base of businesses acquired during
the penod Adjusted operating expenses also included £8
million (2010 £6 milion) of costs in respect of non-recurring
nvestment 1n the development of the dvision's client
propositions and technology platform The division continues
to expect the total non-recurring mvestment in this inivative
to amount to £18 to 20 million, of which £15 mullion has been
incurred o date
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AuM increased 39%, or £2 7 bilion, to £8 6 bilion (31 Jduly
2010 £6 9 bilhon), principally reflecting acquisiions of £2 6
bilion In Private Clents, partly offset by the sale of the
property funds business in Institutiona! The group also
benefited from positve market movements of £0 5 billon
whilst net new funds were modastly positve overall

The division’s focus 1s on its Private Clents business, where
AuM increased 96% to £6 5 bilion (31 July 2010 £3 3 billion)
and accounted for 68% (2010 48%) of total AuM at the year
end This ncludes £2 8 biliion of acquisitons made during
the year Chartwell, with £705 millon of advised and
execution only assets, Allenbndge, with £440 million of
execution only assets, and Cavanagh, with £1 5 bilion of
advised client assets Private Clients also achieved net new
funds of £249 milion, or 8% of opening AuM, through strong
new business volumes predominantly from high net worth
chents Positive market movements accounted for a further
£291 million increase

Institutional AuM reduced 14% to £3 O bilion (31 July 2010
£3 6 billion), reflecting the sale of the group’s property funds
business, with £554 mithion of AuM  Positive market movernents
of £249 milion were largely offset by net outflows of £203
million As part of the refocusing of the dwvision, in July 2011
the group agreed the sale of the property investment
management business of OLIM, with £383 mitlion of AuM at
31 July 2011, to the management team for a consideration of
£3 millon The sale 1s expected to complete by the end of
the calendar year and 1s not expected to have a matenal
effect on the group’s financial statements in addition, the
dwiston expects around £1 billon of AuM currently managed
on behalf of a third party institution to be redeemed during
the first half of the 2012 financial year

The amm of the diviston’s Investment management process 1S
to deliver consistent fong-term growth and nsk adjusted
returns, whilst managing downside volatiity In the last

12 months market movements increased Private Clents
AUM by 9%, In ine with the ncrease of 9% in the APCIMS
Balanced Portfolio Index
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Key Figures (Continuing Operations)'
2011 2010 Change
£ million £ mllion %
Adusted operating incomea 63.8 60 6 5
Management fees on AuM 57.3 481 19
Other income? B.5 125 (48)
Adjusted operating expenses (72.4) 62 1) 17
Adjusted operating loss (8.6) (15)
Management fees/average AuM (bps) 70 73
Ciosing AuM 9,558 6,881 239
‘Excludes the AuM and opsrating result for the UK offshare and Cayman Islands businesses the sales of which complsted dunng the financial year and which are elassified as
discontinuad operations under IFRS &
nciudes Meome on investment assets performance faes and other iIncamg
Assets under Management
Private
Chants  Instituhonal Tota)
€ miflion £ mulltony € millicn
Al 1 August 2010 3,324 3,557 6,881
New funds raised 526 498 1,022
Redemptions, realisations and withdrawals (277) (699) (976
Net new funds 248 {203) 46
Acguisions 2,645 ~ 2645
Disposals - (654) _ (554}
Market mavement 201 249 540
At 31 July 2011 6,509 3,049 9,558
Change 96% (14)% 39%

Asset Management Key Financial Ratios

2011 2010

Operating margin

(13)% (2)%

Expense/income ralio

113% 102%

Compensation ratio 65% 59%
Return on opening equity (9)% (2)%
Private Chents net new funds/opermng AuM 8% 9%

Note All KFRs exclude associate income exceptional tems. goodwill impairment and amortisation of intangible assets on acquisiton and arg i respact of ContnuIng operations
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Principal Risks and Uncertainties

The group seeks o actieve an appropriate balance between
taking nsk and generating sustanable returns for 1ts
shareholders The assessment of the group's appette for
and management of those risks are therefore key
components of the group's strategy and day-to-day
actmities The group's approach o nsk management IS
outlined n detall in the Governance section on pages 35 to 37
Note 34 on pages 102 to 111 provides further information,
including qualitative and gquantitative disclosures on the risks
ansing from the group’s use of financial nstruments

Risk Appetite and Reputation

The group operates a conservative business mode! as
demonstrated by its continued resilent performance The

key attnibutes of this model, common across the group’s
busnesses, are simplicty, prudence, diversification, short tail
nsks and knowledgeable and expenenced employees The
group has a proven record of generating strong profits and
maintaining a stable balance sheet Including dunng penods of
stress This does not, however, dmirish the importance
attached and attention given to nsk management The group’s
risk appetite continues to have at its core a cautious approach,
in particular ensuring that the group 15 well capitalised, soundly
funded and has adequate access to liquichty

Key nsk and unceriainly Group exposure

The group considers the maintenance of its reputation
paramount and fundamental to its ongoing success The
group's risk appetite and nsk management framework are
designad to protect that reputation This 1s underpinned by a
commitment to demonstrate a kigh level of integnty in the
group's actvities and to treat customers and business
counterparties in a far and open manner Employees are
requrred 1o establish, and are measured and rewarded
against, ndividual performance objectives which nclude

this commitment

The prnincipal nsks and uncertanties facing the group at

31 July 2011 are hsted below together with a description of
the risk, how It Impacts or could wmpact the group’s
businesses and the measures taken to mitigate and manage
the particular nsk or uncertanty The list below should not
be regarded as a comprehenswe list of the nsks and
uncertanties faced by the group but rather a summary of
those which the group currently faces and believes have the
potential to have a significant impact on ts financtat
performance and future prospects

Risk rmitigation and management

Economic environment

Demand for the group’s products and
services are sensitive to global
econoric condiions particularty

those within the UK are not Imited to

Underlying economic conditions
could impact the group in a number
of different ways Specific examples
of mpact an performance include but

The group’s businesses typically trade
in specialst areas where they have
developed signiicant market knowledge
and expertise Across the dwvisions, the
group ams to be “there when it matters”

Undertying economic conditions
influence the levels of competition the
group’s businesses face and ther
ability to trade profitably

» Lowaer demand for the group's

products and services iri the
Banking and Asset Management
divisions,

Reduced retaill and/or nstitutional
secunties trading actvity leading to
lower trading volumes tn the
Securities division,

Failure of a matenal institution
where group or client funds are
deposited and/or invested,

High bad debt charges within the
Banking division due to customers
inability to repay loans and
reductions in asset values held as
security for those loans, and

Asset wnte downs as a result of
lower present values of future cash
flows due to reduced economic
actmity

and to buld long-term relationships with
its customers adding resilence to trading
performance n difficult economic
conditions

The group's activities are diversified both
across s dvisions and within the
divisions themselvas with the result that
adverse condrtions for one area of the
business should not necessarly impact
the whole group

The Banking business model is based on
conservatve loan to value ratios, relatvely
short-termioan duration and 1s predominantly
secured on accessible and identifiable
assets The Secunties davsion's pnmary
actvity 1s o be a market-maker in short-
dated exchange traded products, thereby
providing hquidity to the markets within
conservatve trading limits, rather than
propretary trading The Asset Management
rmodel focuses on managing, protecting
and enhancing the wealth of private and
corporate clents
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Risk mutigaton and managemant

Credit nsk

The nisk of a reduchon in earnings
and/or value, as a result of the falure
of a counterparty or associated party
with whom the group has contracted
o meet its obligations in a imely
manner

The group's Banking division
advances loans to a range of
corporates, SMEs and mdividuals
Fatture to recover the amounts lent or
the interest and fees associated with
those loans could result in a
sigmficant bad debt charge

The group places surplus funding
with other financial institutions At 31
July 2011 the group placed deposits
at, and held CDs and FRNs issued by,
financial nstitutions The group also
enters into denvative contracts In
order to hedge interest rate and
foreign currency exposures with
counterparties creating an exposure
throughout the Iife of those contracts
As part of the acguisition of the
structured deposit book from Dunbar
Bank plc, taken on as part of the
group's strategy of diversifying its
funding sources, the group acquired
equity denvatives with counterparties
that hedge the embedded dernvatives
n the structured deposits As such,
the group 1s at nsk of financial loss If
one of its financial counterparties
defaults or faills

The group's lending businesses have a

dual approach to mitigate credit nsk

» Robust processes that facilitate the
assessment of the credit qualty and
covenant of the underlying borrower,
and

» | ending on a predominantly secured
basis with significant emphasis on the
qualty of the underlying security 16
minmise any loss should the customer
not be able to repay

These are supplemented by timely and
ngorous collections and arrears
management processes Much of the
Banking division’s lending 1s short term
and average loan size 1s small with the
result that few indmidual loans have the
capacity to materially impact the group’s
earnings The Banking dwvision has
enhanced its management of credit by
creating a central team to oversee the
management of nsk at both the transaction
and portfole level

The Banking division monitors the credit
quality of the counterparties with whom
the group places deposits, enters Into
dervative contracts or whose debt
securiies are held, within approved Imits
Interest rate and foreign currency
dervatives are solely held to hedge the
interest rate and foreign currency
exposures Similarly, the equity
denvatives are only held to hedge the
embedded dervatives in the structured
deposits The Secunties division
exposure 1s imited as the businesses
trade in the cash markets with regulated
counterparties on a delivery versus
payment basis such that any credit
exposure I1s limited to price moverments in
the underiying securties Counterparty
exposure and settlement fallure
monitonng controls are in place The
Asset Management division mantains
and monitors an approved bst of banks
and custodians for chient money and
assets which it controls
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Principal Risks and Uncertainties continued

Key nsk and uncertainty

Group exposure

fusk metigation and managerment

Funding and hquichty nsks
Funding The nsk of loss caused by
the inability to raise funds at an
acceptable price or to access
markets in a timely manner

Liquidity The nsk that labilities cannot
be met when they fall due or can only
be met at an uneconomic price

The group requires access to funding
in order to support its client lending In
particular within the Banking division
but also trading and growth inihatves
within the Secunties and Asset
Management dvistons

The vast majonity of the funding
requirements for the group relate to
the Banking division Following the
credit cnisis of 2008, access to credit
markets has become more uncertam
Inability to source sufficient funding
could constrain growth and In
extrems circumstances require the
Banking division to reduce lending
levels

The group also requires hquidity to
ensure that it 1s able to meet its
obligations as they become due in all
crcumstances

The group’s total funding at 31 July 2011
remained significantly In excess of its
customer loans and advances The
excess 1s nvested In assets such as
FRNs, short-lerm CDs and gilts or
placed on deposit at the Bank of
England In addition the group has
diversified sources of funding and 1s
confident that it will be able to access
sufficient funding to support its cperations

The group manages #s liquidity to ensure
habilities are met as they fall due The
Banking diwsicn has histoncally
mantained longer matunty funding,
aiming to *borrow long and lend short”

Regulation, legislation and tax

The group operates In a highly regulated
environment Changes in regulation and
legislation or the basis of tax, particularly
n the UK, could materially impact the
group's performance

The mpact on the group’s businesses
caused by changes in regulation,
legrisiation or the tax system is
potentially material

Significant changes to the regulatory
and legislative ermironment are currently
being introduced These include
« Changes to the types and levels of
hquidity banks are required to hold,
Amendments to the regulatory capital
regime ncluding changes to the fevel
and type of capital required ("Basel
ny,
Required enhancement to nsk
management and governance
processes, and
¢ Revisions to the Financial Services
Authonty remuneration code

Although many of the proposed changes

are aimed primanly at larger insttutions,
the impact on the group’s business
model and earnings 1s potentially
significant

The group monitors regulatory and legal
developments and engages in dialogue
with regulatory authonties on a regular
basis and continues to maintain a
conservatve model with a strong, well
capitalsed and funded balance sheet
and believes 1t 18 well placed to react to
regulatory change

The group has a central tax function
which liases regularly with the tax
authonties and has developed a group
tax policy to ensure a consistent
approach 1s taken 1o tax 1Ssues across
the group
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Rugk mitgauon and management

Operational nsk

The risk of loss or other material
adverse impact resulting from
nadequate or faled nternal
processes, people and systems or
from external events

In common with any financial services
group, operational nsk 1s inherent to
the group

The group's success Is ciosely
aligned to the abilives and experence
of ts employees The ability of the
group to attract and retain key
personnel s cntical to the group’s
prospects i the medium and
long-term

The group's activites are highly rehant
on ther IT nfrastructure n their daily
operations Failure to respond to new
technology, develop existing systems
and ensure a robust infrastructure
could have a matenal effect either
competitvely or operationally on the
group's earmings and reputation

The group is also exposed to process
and control fallures that could give
nse to losses, ncluding those from
internal or external fraud

The group has continued to IMprove its
operational sk management frarmework
to ensure that operational nsks are
assessed, mitigated and reported in a
consistent and timely manner across the
aroup

A new central hurman resources
department leads enhancements to the
performance management framework
and reviews the reward and incentive
schemes regularly to ensure that the
group 1s successful in attracting and
retaming the calbre of employees
necessary to maet its objectives

Each of the businesses contnually
invests inits T platforms to ensure they
reman up-to-date and fit for purpose for
the markets i which they operate
Additionally, business continuity plans
enable the businesses 1o respond In a
timely manner 1o a disaster event

The group undertakes a regutar review of

its rigk and contro! enviranment which
faciitates an assessment of the ongoing
effectiveness of its processes and
controls, ncluding those related to fraud
prevention

Strategic nsk

The risk of reduction in earmings or
value from the pursuit of a defective or
inappropriate strategy, an mnability 10
successfully implement a determined
strategy, or that changes to the
operating environment occur that
invalidate strategies

The group devotes substantal
management resources to the
development and execution of
strategic plans supported by
substantial expenditure to generate
growth n customer business If these
strategic plans are not defivered as
anticipated, the group’s eamings
could grow mare slowly or decline

The group monitors key performance
and nsk indicators and has varous
policies and prachces to mitigate
stratege nisk, including subscribing to
sound corporate governance praciices,
which require that activiies, processes
and decisions are based on carefully
considered principles

The group regularly reinforces these
poiicies and practices through
transparent communication, accurate
reporting, continuous group culture and
values assessment, regulatory compliance
review, and nsk management practices
This 1s supported by more formal strategy
and budgetary reviews
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Key ngk and uncertainty

Group exposure

Risk mitigation and management

Market nsk

The nsk that a change in the value of
an underlying market varable, such
as interest or forexgn exchange rates,
will give nse to an adverse movement
in the value of the group's assets

The group's securrties businesses are
exposed to market movements
derming from trading in equity and
fixed Income securties

Interest Income 1s a substantal
proportion of the group's revenues
Movements in interest rates have the
potential to affect the group’s
earnings

While the majonty of the group’s
actvities are located in the UK and
transacted in sterling, the group I1s
subject to foreign exchange exposure
The group has currency assets and
labilities, prncipally lending and FRNs
as well as borrowings and customer
deposits, ansing from a range of
currency services offered by the
Banking dwision 1n addition the group
has a small number of overseas
subsidianes and currency
denominated investments

The secunties businesses are market-
makers and as a result typically have
lower market nsk exposure than
businesses which trade speculatively
Position imits are set annually for each
product, sector and iIndividual stock with
real time monitorng and oversight by
semor management

Tha Banking dwistornt does not rade in
money markst instruments although they
are held for lquidity purposes

The group's policy 1s to match fixed and
vanable interest rate labilities and assets
utilising interest rate swaps where
necessary Interest rate mismatch
pohicies are established by the Banking
division‘s nsk and compliance
commuttees with compliance monitored
daly Returns from the group's capital
and reserves are necessarly subject 1o
interest rate fluctuations and as a matter
of policy are not hedged A sensitvity
analysts on interest rate exposures Is
shown onpage 109

The foreign exchange exposures ansing
from the Banking division's assets and
llabiities are managed by matching
assets and habilities by currency and the
Iimited use of foreign currency swaps
Exposures are monitored daly against
centrally authornsed hmits The group
does not take speculatve proprietary
positions in foreign currency

The group does not hedge its currency
exposure 10 Its overseas subsidiares and
currency investments since 1t 1s relatively
modest A sensitvity analysis on foreign
currency exposures 1s shown on page 110
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Governance
Report of the Directors

The directors present their report and the audited financial
staterments for the year ended 31 July 2011

Business Review and Principal Actwities

Close Brothers Group plc (*the Company™) 15 the parent
company of a specialst financial services group which
makes loans, trades securities and prowdes advice and
Investrment management solutions to a wide range of clients

The principal subsichary undertakings at 31 July 2011 and
therr principal actvities are listed in note 27 on page 94 of the
Financial Statements

The information that fulfils the requirements of the Business
Review can be found m 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 8and9
Business Review 1110 23
Principal Risks and Uncertainties 24 10 28
Corporate Governance 3110 41
Corporate Responsibility 42 and 43
Report of the Board on Directors’ Remuneration 4410 55
Financial Statements 56to 112

Results and Dividends

The consolidated resulis for the year are shown on page 57
The directors recommend a final dvidend for the 2011
financial year of 26 5p (2010 25 5p) on each ordinary share
which, together with the intenm dvidend of 13 5p (2010

13 5p), makes an ordinary distribution for the year of 40 0p
(2010 39 Op} per share The final dvidend, if approved by
shareholders at the 2011 Annual General Meeting (‘AGM”),
will be paid on 22 November 2011 to shareholders on the
register as at 14 Cciober 2011

Directors

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 2011 except Geoffrey
Howe who was appointed on 4 January 2011

Directors’ interests
The directors’ interests in the share capital of the Company
at 31 July 2011 are set out on page 31

Appointment and powers of directors
Detaills on the appointment and powers of directors are set
out on page 34

Directors' indemnity

The Company has granted indemntties to all of its directors
on terms consistent with the applicable statutory provisions
Qualifying third party indemnity provisions for the purposes
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of section 234 of the Companies Act 2006 were accordingly
n force dunng the course of the financial year ended 31 July
2011, and remain In force at the date of this report

Share Capital

At 31 July 2011 the Company had 150 5 milhon ordinary
shares in 1ssue with a nominal value of 25 Op each Details of
changes In the Company's ordinary share capital dunng the
year are given 1n note 24 on page 91 of the Financial
Statements On a show of hands, each member has the
right to one vote at general meetings of the Company Cn a
poll, each member 15 entitied to one vote for every share
held The shares carry no nghts to fixed income No person
has any special nghts of controt over the Company's share
capital and all shares are fully paid

During the year the Company 1ssued 7,050 ordinary shares
of 25 Op each m satisfaction of option exercises and 1ssued
836,898 ordinary shares of 25 Op as part of the consideration
for the acquisition of Cavanagh Group plc Full details of the
ophons exercised, the weighted average option 8xercise
pnce and the weighted average market price at the date of
exercise can be found in note 32 on pages 99 and 100 of the
Financial Statements

Restrictions on the transfer of shares

There are no specific restrctions on the transfer of the
Company’s shares which are governed by the general
provisions of the articles of association and prevaiing
legislation

The Compary Is unaware of any arrangements between its
shareholders that may result n restnctions on the transfer of
shares and/or voting nghts

New issues of share capital

Under the Comparies Acts, the directors of a company are,
with certain exceptions, unable to allot any equity secunities
without express authonsation, which may be contained In a
company’s articles of association or gven by its sharehoiders
In 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 them on the
same or more favourable terms in proportion to ther
respective shareholdings, unless this requrement 1s wawed
by a special resolution of the shareholders

Purchase of Own Shares

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

The board considers it would be appropniate to renew this

authonty and intends to seek shareholder approval to make
market purchases of upto 10% of its 1ssued share capital at
the forthcoming AGM in ine with current investor sentiment
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Details of the resolution renewing the authonty are included
In the Notice of AGM

During the year ended 31 July 2011, 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 2011, 335,899 Treasury Shares were transferred out
to satisfy share option awards, for a total consideration of
£19 millon Tha maximum number of Treasury Shares held
at any time dunng the year was 4 8 million with a nominal
value of £1 2 million

Employee Share Trust

Bedsll 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 satisty a
number of awards under the employee share pfans As part
of these arrangements the Company funds the trust, from
tirme to time, to enable the trustee to acquire shares to satisfy
thase awards, detalls of which are set out In note 32 on
pages 99 and 100 of the Financial Statements

Substantial Shareholdings
Details on substantial shareholdings in the Company are set
out on page 40

Sigmficant Contracts

A change of control of the Company following a takeover bid
may cause a number of agreements to whuch the Company
15 party to take effect, aiter or terminate These include the
Company bonds due 2017, certain insurance policies, bank
facity agreements and employea share plans

The group had commutted faciites totaling £1 3 bilion at
31 July 2011 which contain clauses which require lender
consent for any change of contral Should consent not be
given, a change of control would trigger mandatory
prepayment of the faciilies

All of the Company’s employee share plans contain
provisions relating to a change of control Qutstanding
awards and options may vest and become exercisable on a
change of control, subject where appropnate to the
satisfaction of any performance conditions at that ime and
pro-rating of awards In the context of the Company as a
whole, these agreements are not considered to be
significant

Risk Management

The group has procedures in place to idenify, monitor and
evaluate the significant risks it faces The group’s nsk
management objectives and policies are set out on

pages 35 to 37 and In note 34 on pages 102 to 111 to the
Financial Statements

Suppher Payment Policy

All banking, securnites and investiment transactions are
settled In accordance wath applicable terms and conditions
of business agreed with the counterparty Average credtor
days for all other approved expenses was 18 (2010 22)

Charitable and Political Donations

The group made charitable donations in the year amounting
to £228,500 (2010 £281,000) Further details are set cut In
the Corporate Responsibility report on pages 42 and 43 No
political donations were made dunng the year (2010 £nif)

Resolutions at the AGM

The Company’s AGM will be held on 17 November 2011
Resolutions to be proposed at the AGM include the renewal
of the directors' authority to allot shares, the disapplication of
pre-emption nights, authority for the Company to purchase
its own shares, approval of a new Save As You Earn (*SAYE")
scheme and the re-election of all the dwectors

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

Auditor

Resolutions to re-appoint Deloitte LLP as the Company's
auditor and to gwe the directors the authority to determine
the auditors’ remuneration will be proposed at the
forthcoming AGM

Disclosure of Infermation to Auditor

Each of the persons who are directors at the date of

approval of this Annual Report confirms that

e So far as the director i1s aware, there 1s no refevant audit
information of which the Company's auditor is 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 information and to establish that the Company’s
auditor 15 aware of that information

This confirmation 1s given and should be interpreted in
accordance with the provisions of section 418 of the
Companies Act 2006

By order of the board

Ehzabeth Lee
Company Secretary

27 September 2011
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As chairman of the Close Brothers Group
plc board | am responsible for leading the
board and promoting corporate governance
best practice and the following report will
explain and give you an understanding of
how the group 1s governed This year has
been a period of development for the board.
In line with the recommendations of the
Walker report the board established a
separate Risk Committee n December 2010
charred by Ray Greenshields, who
undertook a detalled and extensive
induction programme in conjunction with his
appointment as chairman of the committee.
The committee has specific responsibility
for providing oversight and advice to the
board on group rsk appetite, risk profile
and alignment to risk appetite, the risk
management framework, the alignment of
reward structures to sk appetite and risk
management culture. Further details on the
work of the committee can be found on
page 37

We welcomed Geoffrey Howe as a new
independent non-executive director and he
brings with him extensive financial and legal
services experience Geoffrey participated
in a comprehensive nduction programme
to familianise himself with the group and we
continued to develop our existing directors
and their knowledge by introducing a
structured trairung programme which
included site wvisits to a number of our
London and regional offices.
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The board continued to monitor and assess
the group's performance, benchmarking it
against the competition and ensuring that
the group has the proper allocation of
resources and appropriate governance
structure for its future expansion There
were a number of additional meetings over
and above the normal scheduled meetings
and the directors continued to make
themselves avallable, often at short notice

This report will demonstrate that Close
Brothers 1s committed to high standards of
corporate governance throughout the group

Strone Macpherson
Charman

27 September 2011
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Corporate Governance continued

Comphance

in May 2010 the new UK Corporate Governance Code (‘the
Code™) was issued by the Financial Reporting Council
replacing the previous Gombined Code on Corporate
Governance for financial years beginning on or after 28 June
2010 The Code has been apphed by the Company since the
start of the current financial year on 1 August 2010

The 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 Finanaial Services Authority {"FSA") requires companies
lsted 1n the UK to discloss, in relation to the Code, how they
have applied its principles and whether they have complied
with its provisicns throughout the financial year Where the
provisions have not been compled with compantes must
provide an explanation for this

Governance Framework
Board governance structure

It 1s the board's view that the Company’s governance regme
has been fully compliant with the best practice set out in the
Code with effect from 4 January 2011, when Geoffrey Howe
was appointed as an additional ndependent non-executive
director Prior to this date less ithan half the board of
directors, excluding the chairman, were independent but the
Company's governance regime was otherwise fully complhant

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

The Board

2

|

ll Il

Audrt Remuneration
Committee Committee

Risk Nomination and
Committee Governance Committee

Executive Committee
Respansible for developing strategy, setting business objectives and assisting the chief executive with management of the group

Board and committee meeting attendance 2010/201

The attendance of directors at board meetings and committee meetings of which they are members is shown In the table

below Some directors aiso attended committee meetngs as |

nvitees dunng the year This is not reflected in the table

Nomingtion and

Audit Governance Ramunaration Risk
Board Commuities Comrnittee Committea Commitiag?

Reg Adhoc Total Reg Adhoc Total Reg Adhoc Total Rag Adhoc Tetal FReg Adhoc Total
Number of meebings during the year 8 2 10 5 - §5 4 - 4 4 2 6 7 - 7
Executive director
Stephen Hodges 8 2 10
Jonathan Howell 8 2 10
Preben Prebensen 8 2 10
Non-executive director
Bruce Carnegie-Brown 8 2 10 5 - 5 4 - 4 4 2 6 7 - 7
Jamie Cayzer-Colvin 8 2 10
Ray Greenshields 8 2 10 5 - 5 4 - 4 4 2 6 7 - 7
Geoffrey Howe' 4 2 6
Strong Macpherson 8 2 10 4 - 4
Douglas Paterson 8 19 b5 - 5 4 - 4 4 1 5 7 - 7

'Geolfrey Howe joined the board on 4 January 2011 In the penod from 4 Janyary 2011 to 31 July 2011 a total of seven board meetings were held

TThe Risk Cammittee was estabished in December 2010
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Leadership of the board

The board's primary role 1s to provide leadership, ensure that
the Comparny 18 appropriately managed and deliver long-
term sharaholder value It sets the group’s strategic objectives
and provides direction for the group as a whole A number

of key decisions are reserved for and may only be decided

by the board, which enables the board and executive
management to operate within a clear governance framework

Below 1s a summary of matters specifically reserved for the
beard

* Setting and monitoring strategy,

Oversight of regulatory complance and internal control,
Ensuring adequate financial resources,

Acquisitions and disposals over certan thresholds,
Board appointments and removals, and
Communication with shareholders

*

The board delegates some matters 1o its commitiees as set
out in each comrmttea's terms of reference which can be
found at www closebrothers co uk/boardcommitiees aspx
The chairman of each committee regularly reports to the
board on matters discussed at committee meetings

At each regular scheduled meeting the board receives
reports from the chief executive and finance director on the
performance and results of the group In addition, the heads
of the Banking, Secunties and Asset Management divisions
update the board on performance, strategic developments
and nitiatives In therr respective areas and the board
receves updates from the group operating functions on
legal, compliance, human resources and corporate
development matters

There 15 an annual schedule of roling agenda items to
ensure that all matters are given due consideration and
reviewed at the appropnate point in the financial and
regulatory cycle

During the year, the board has, in particular, focused on
« Internal Capital Adequacy Assessment Process ("ICAAP”)
and reverse stress testing,

Budget for the 2011/2012 financial year,

Capital management,

Acqusitions and disposals,

Appontment of a new director,

Results of the employee survey,

Dwector traning and development,

Board and commuttee evaluation, and

Imphcations of the Bribery Act and the new regulatory
regme
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Board size, composition and independence

The board currently comprises nine members the charrman,
three executive directors and five non-executive directors
Geoffray Howe was appointed as a non-executive director In
January 2011 We believe that this size of board 1s appropnate
for the Company and provides a broad range of views,
knowledge and experence whist also allowing effective
participation and challenge by afl directors The structure of
the board ensures that no ndvidua) or group of ndividuals is
able to dominate the decision making process The Company
1s committed to ensuring that any vacancies ansing are filled
by the most qualified candidates and recogrises the value of
dwersity n the composition of the board When board posiions
become avalable as a result of retirement or resignation the
Company will be focused on ensuring that a diverse pool of
candidates 1s considered

Detalls of the indwidual drrectors and ther biographies are
set out on pages 8 and 9

The board has assessed the independence of each non-

executive director and 1s of the opirmon that each acts in an

independent and objective manner and therefore, under the

Code, 1s regarded as independent, with the exception of

Jamie Cayzer-Colvin who s a director of a substantial

shareholder The board's opinion was determined by

considenng for each non-executive director

» \Whether they are independent n character and
judgement,

« How they conduct themselves in board and committee
meestings,

s Whether they have any interests which may give nse 1o an
actual or perceived conflict of interest, and

» Whether they act in the best interests of the Company and
all ts shareholders at all umes

Each non-executive director s required to confirm at least
annually, whether any crcumstances exist which could
mmpar their ndependence

Meetings and attendance

The board has regular scheduled meetings During the year
ended 31 July 2011 there were eight scheduled board
meetings and two ad hoc board meetings called to deal with
specific e cntical business matters There were also
additional board meetings convenad to deal with operational
issues Details of attendance at board meetings can be
found on page 32

The directors recewve detatled papers in advance of each
poard meetng The board agenda is carefully structured by
the chairman in consultation with the company secretary and
the chief executive In addition, each director may review the
agenda and propose items for discussion with the charman’s
agreement
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The annual schedule of board meetings 1s decided a
substantial tme in advance in order to ensure the avalability
of each of the directors In the event that directors are unable
to attend meetings due to conficts In therr schedule, they
recewe papers in the normal manner and have the
opportunity to refay therr comments in advance of the
mesting, as well as follow up with the chairman If necessary
The same process applies in respect of the vanous board
committees

Charman and chief executive

The roles of the charman and chief executive are separats
and there 1s a clear division of responsibilities between the
two roles In accordance with the Code, there is a wnitten
statement of the division of respensibilities which has been
reviewed and approved by the board The charman is
Strone Macphersen His other significant commitments are
set out n his biography on page 9 The board 1s satisfied that
his significant commitments do not restrict tim from carrying
out his duties effectively

As chairman, Strone Macpherson 1s prmariy responsible for
leading the board and ensunng the effective engagement
and contribution of all the directors His other responsitilities
inciude setting the agenda for board meetings, providing the
directors with information in an accurate, clear and timely
manner and the promotion of effective decision making The
chairman is also charged with ensuring that the directors
continually update therr skilis and knowledge and that the
performance of the board, its committees and the ndividual
directars 1s evaluated on an annual basis

The group chief executive 1s Preben Prebensen who 1s
prnmarily responsible for the day-to-day management of the
group's business His other responsibilibes include proposing
and developing strategic objectives for the group, managing
the group’s nsk exposures In line with board policies,
implementing the decisions of the board and faciltating
appropriate and effective commumcation with shareholders
and regulatory bodies

Sentor independent director

The senior iIndependent director 1s Bruce Carnegie-Brown

In addition to the existing channels for shareholder
cormmunications, shareholders may discuss any ISsues or
concerns they may have with the senior independent director

Appointment of directors

The appontment of directors s governed by the Company’s
articles of association, the Companies Act 2006 and other
apphcable regulations and policies Directors may be elected
by shareholders in general mesting or appointed by the
voard of directars 1n accordance with the prowisions of the
articles of association The articles of association may be
amended by special resolution of the shareholders

In accordance with the Code all directors will be subject to
re-election at the AGM The board will cnly recommend to
shareholders that executive and non-executive directors be
proposed for re-election at an AGM after evaluating the
performance of the ndwidual directors Following the
performance evaluations, the board will be recommending
that all directors be re-elected by shareholders and confirms
that each director contnues to be effective and demonstrates
commitment to therr role

Letters of appointment are avalable for inspection by
shareholders at each AGM and during normal business
hours at the Company's registered office

New directors are also available to meet major shareholders
on request

Powers of directors

The drectors are responsible for the management of the
Company They may exercise all powers of the Company,
subject 1o any directions given by special resolution and the
articles of association The directors have been authonised
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 2010 AGM

Board evaluation

In 2009 Boardroom Review undertook an extensve
independent external review of the board and its
Committees [n 2010 they were re-apponted to consider the
board's progress, the 2010 evaluation demonstrated
considerable progress in the board's strategic processes
and the overall strengthening of the group’s governance
structure In 2011 the Nomnation and Governance
Committee recommended that the board evaluation should
he undertaken internally The formal and rigorous Internal
evaluation was led by the company secretary and took the
form of confidential questionnaires which assessed the
performance of the board with separate specific evaluations
completed by board committee members for each of the
board committees The board evaluation focused on the
following areas

» Board competencies and experence,

Effectiveness of the board and director commitment,
Succession planning and talent review,

Strategic direction,

Board traimng, and

Use of time at board meetings

The feedback from the evaluations was collated by the
company secretary, reviewed with the chief executive and
charrman and presented fo the board in July

The evaluations confirmed the directors’ opinion that the
board and its commuttees continue ta be highly effective
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Themes ansing which will form the basis of an action plan for

2011/2012 are

+ Continued focus on non-executive director succession
planning,

+ Ensurng there are a wide range of backgrounds and
diversity on the board,

s Focus on execution of strategy, and

e Ensunng clarty on the purpose and focus of the Risk
Committae

In addition to the independeant board evaluation process, the
seror independent director led a separate performance
review n respect of the chairman which involved a review
with the non-executive directors (excluding the charman)
and separate consuttation with the chief executive, The
senior independent director subsequently provided feedback
to the charman on his appraisal

Induction and professional development

On joining the board all directors receive a formal,
personalised induction programme to meet thewr specific
requirements The Company also provides bespoke
inductions far directors when they are appointed as a
commuittea char In January 2011, Geoffrey Howe was
appoinied as a non-executive director and recewed a broad
induction taflored to his expenence and needs which
ncluded site visits, one to one meestings with the executive
directors, the company secretary, senior management for
the business areas and support functions and a confidential
meeting with the external auditor

Ray Greenshields was appointed charman of the newly
created Risk Committee in December 2010 and undertook a
comprehensive mduction for that role which included
meetings with the chief nsk officer, executive directors, senior
management across the business areas, heads of the group
operating functions, site wisits and a tailored training
programme with PricewaterhouseCoopers

Based on feedback from the 2010 board evaluation a central
traning programme was introduced for the directors which
receved posiive feedback in the 2011 board evaluation The
traning took the form of site visits, Including visits 10 the
Banking division's Retail and Commercial businesses at
Tolworth and the Winterflood business, informal meetings
with senicr management, in depth business reviews,
attendance at external seminars and FSA forums and
bnefings from both internal and external advisers covering
topies such as

The Bnbery Act,

The new regulatory regime,

Treating customers fairty,

Corporate governance and internal audit, and

Regulatory sk management

. & & @

Al directors attended two dedicated strategy sessions in
October 2010 and May 2011 Both sessions lasted a day and
half and focused on strategy development and execution
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in addition, the charman discusses and agrees any specific
development requiremenits as part of each non-executive
director’s half year and year end reviews

All directors have direct access to the services and advice of
the company secretary who 1s responsible for ensuring that
the board procedures and applcable rules and regulations
are observed Directors are able to take independent
external professional advice to assist with the performance
of therr duties at the Company's expense

Risk and Control Framework

The board has overall responsibility for the group's risk
management framework, regulatory complance and internal
control and for ensuring that they work effectivety The risk
management framework and associated governance
arrangements are designed o ensure that there Is a Clear
organisational structure with well defined, transparent and
consistent ines of responsbilily and effective processes to
identify, manage, monitor and report the nisks to which the
group s, of might become, exposed

Identification, measurement and management of nsk are
strategic pnonies for the group Over the past 12 months the
group’s rsk management framework has continued to
avolve Governance has been strengthened by the
establishment of the Risk Cormmittee, outhned in detaill on
page 37, to lead the management of nsk across the group
This 1s supported by nsk and comphiance committees In the
dwisions with responsibility for nsk management, internal
control and regulatory compliance

A key prionty of the risk and control framework is to allow
business opportunities to be captured while maintaining an
appropriate balance of nsk and reward The group’'s nsk
management framework is designed to ensure that the rnisks
to which the group 1s or may become exposed are identified
and that those which the group chooses to take are
managed, controlled and, where appropriate, mitigated so
that the group 1s not subject to unexpected loss

The group reviews and revises Its risk appetite as part of the
strategy setting process and dentifies its matenal risks
through this process  This aligns nsk taking with the
achievernent of strategic objectives

The nsk management framework 18 based on the concept of
“three lines of defence” Business management are
responsible for ensuring that ali key nsks have been
identified, assessed and evaluated and that, where
necessary, appropriate centrols have been put in place to
manage them within therr defined nsk appettes Risk
functions provide oversight of this and group internal audit
ensures that the first and second hnes of defence are
working effectively The nsk management framework 1s
fustrated in the following table
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3rd Ine of defence

Group Risk and Comphance
Committee

Reports to the board via the Risk
Committee

Chief executive delegates to dvisional
and operating business heads day-to-
day responsibility for risk management,
regulatory compliance and internal
control i running therr dwisions or
businesses

Business management has day-to-day
ownership, responsibiity and
accountablity for nsks

Identifying and assessing risks,
Managing and controling nisks,
Mitigating nsks, and

Reporting rnsks

Key features

s Promotes a strong nsk culture and
focus on sustanable nsk-adjusted
returns,

« |Implements the nsk framework,

» Promotes a culture of adhering to
hnts and managing nsk exposures,
and

 Ongoing monitoring of positions and
management of nsks

Risk Committee
Reports to the board

Risk Committee delegates to the chief
risk officer day-to-day responsibility for
oversight and chailenge on risk related
ISSUes

Risk functions provids support and
independsnt challenge on

* Risk framework,

Risk assessment,

Risk appette and strategy,
Performance management,

Risk reporting, and

Adeqguacy of miigation plans

Key features

» Qver-arching “nsk oversight unit”
takes an integrated wiew of nsk
(gualitative and quantitative),

e Risk management separate from nsk
control but work together,

» Supports through developing and
adwising on risk strategies, and

« Creates constructive tension through
challenge “cntical friend”

Audit Commitiee
Reports to the hoard

Audit Committee mandates the head of
group internal audit with day-to-day
responsibiity for Independent assurance

Group internal audit provides

independent assurance on

* First and second nes of defence,

« Appropriateness/effectiveness of
nternal controls, and

¢ Effectiveness of policy mplementation

Key features

¢ Draws on in depth knowledge of the
group and its businesses,

» Independent assurance on the
activities of the firm including the risk
management framework, and

» Assesses the appropriateness and
effectiveness of internal controls

The key principles underlyng nisk management in the group

are

¢ Business management own all the risks assumed
throughout the group and are responsible for ensuring
that these are managed on a day-to-day basis to ensure

that nsk and return are balanced,

* The board and business management promote a culture
in which nsks are identified, assessed and reparted in an
open, transparent and objective manner,

¢ The overnding prionity IS to protect the group’s long-term
viabtity and produce sustainable medium 1o long-term
revenue streams, not simply to maximise short-term profits,

« Risk functions are independent of the businesses but
partner closely with and provide support and challenge 1o

the businesses,

» Risk management across the group 1s proportionate o
the scale and complexity of the group’s individual

businesses,

s Risk mitigation and control activities are commensurate

with the degree of nsk, and

Risk management and control supports decision making
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Risk Committee

Membership

The commitiee 1s charred by Ray Greenshields The other
members of the committee are Douglas Paterson and Bruce
Carnegie-Brown who charr the Audit and Remuneration
Committees respectively All members of the committee are
independent non-executive directors A record of attendance
at meetings simnce the committee was established n
December 2010 1s set out on page 32

Responsibilities

The committee's primary responsiblibes are 1o

» Develop, review and recommend nsk appetite in the
context of both the group’s strategy and the econonic,
market and regulatory environment,

« Monttor the nsk profile In relation to current and future
strategy and ensure that it is consistent with the nsk
appetite,

» Consider, evaluate, monitor and challenge the
appropniateness and effectiveness of the nsk
management framework and the oversight arrangements
in relation to the business undertaken and nisk profile,

¢ Review and challenge reports and recommendations
regarding current nsk exposures and overall nisk strategy
and discuss mitigation, providing advice as appropriate,

s Consider and assess the mplications of proposed
regulatory and legal changes that are material to the nsk
profite, nisk appetite and management of nsk,

« Oversee and challenge the design and execution of stress
and scenario testing,

+ Provids the advice, oversight and challenge necessary o
embed and mantan a supportive risk culture, and

* Agree recommended actions, as appropriate, and ensure
that these are owned and followed through to completion

in addition the commuttee

¢ Provides input and advice to the Remuneration
Commtiee on the alignment of reward structures to the
group's nsk appetite, and

» Considers and approves the appointment and dismissal
of the group chief nsk officer

Meetings

Since the commutiee was estabhshed n December 2010, a
total of seven meetings of the committes were held during
the year ended 31 July 2011

The company secretary, or her nominee, acts as secretary to
the committee The group chief nsk officer and the group
head of compliance attend all meetings and all other non-
executive and executive drectors who are not committee
members attend by invitation

Other executives, subject matter experts and external
adwisers are also nvited to attend the committee and, as
required, to present and advise on reporis commissioned by
the commuittee
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Work in 2011

At each commuttes meeting, the group chief risk officer
provides the committee with a presentation on the key nsk
issues faced by the group Anupdate is alse gven on the
key 1ssues discussed at the group’s executive nisk forum the
Group Risk and Comphance Commuttee (*GRCG") and
minutes of the GRCC are included In the committee packs
for review

During 2011, the work of the committee particularly focused

on a number of key areas, including

« Oversight of the review, design and implermentation ofan
enhanced nsk management framework and receved
reqular reports on the enhancement of the group risk
policy framework,

« The group risk appette framework was developed
significantly durng 2011 and continues to be enhanced
Risk appetite was regularly reviewed by the committee,
which makes recommendations to the board on risk
appetite and tolerance as part of this ongoing process,

» Considering the group's rsk profile relative to current
and future group strategy The committee reported to
the board following each mesting on Its consideration
of the nisk profile of the group and any longer-term
macroeconomic or perceved strategic threats to the
group and made recommendations as appropriate,

¢ Providing oversight and challenge for the scenanop-based
operational nsk capital methodology in order 1o assess
the rnsk capital requirements,

« The committee recewed additional in depth business
roviews on risk management in treasury and credrt sk
management These provided a key msight to the risks
and associated drivers and how they are measured,
controlled and rmitigated,

¢ Review of the nsk management operating model, strategy
and policy,

« Oversight of the ICAAP with detalled review and challenge
of the assumptions and conclusions,

o Consideration of the Indmdual Liquichty Adequacy
Assessment {“ILAA"), and

» The output of stress testing and scenario pfanning

The charman of the committee together with the chief risk
officer has a formal programrne of meatings with senior
managernent across the group 1 addition to regular ad hoc
meetngs

The Company has comphed with the Turbufl Committes
guidance for directors ldentifying, evaluating and managing
the group's significant nsks ts an ongoing process which s
regularly reviewed by the board, and which has been in
place for the year ended 31 July 2011 and up to the date of
the approval of these financial statements




38

Governance

Close Brothers Group plc
Annual Report 2011

Corporate Governance continued

Audit Committee

Membership

The committes 1s chaired by Douglas Paterson The other
members of the commitiee are Bruce Carnegie-Brown and
Ray Greenshields who charr the Remuneration and Risk
Committees respectively All members of the commutiee are
independent non-executive directors and served throughout
the year A record of attendance at mestings during the year
ended 31 July 2011 1s set out on page 32

Responsibilities

The committee's primary responsibilities are

» Monrttoring the integrty of the financial statements of the
Company and the form and content of published
announcements,

+ Reviewing the appropriateness of the group's accounting
policies, accounting treatrments, judgements and
disclosures In relation to the financial affars of the group,

» Reviewing the adequacy of the group's system of
regulatory comphiance and internal control,

« Monitoring the group’s processes for internal and external
audit, and

« Monitonng and reviewing the group’s whistieblowing
procedures

The committea reports to the board on all of these 1ssues,
identifying any matters where it considers that action or
improvement 1s needed and makes recommendations as to
the steps to be taken

Audit Committee chairman

Douglas Paterson was a senior partner in the banking and
capital markets dwision of PricewaterhouseCoopers untll
2001, 1s & hon-executive director of Goldman Sachs
International Bank and has, in the view of the board, the
appropriate level of recent and relevant financial expenence
as required by the Code

The committee charman plays a leading role in the setting of
the annual agenda planning for the committee and with the
agenda for each commitiee meeting Prior to every
committee rmeeting, the committee chairman holds a
meeting with the group finance director, the heads of group
internal audit, compliance and risk, company secretanal and
the group financial controller to ensure he IS fully briefed on
all relevant 1ssues and that these are brought to the attention
of the commuittee In addition he has regular contact with the
lead external audit partner throughout the year

Meetings

A total of five meetings of the commitiee were held dunng
the year ended 31 July 2011 The committee meetings were
scheduled to conaide with the financial reporting and audit
cycles of the group The committee has throughout the year
monitored the integnty of the financial statements through a
review of the intenm and annual reports

The company secretary, or her nominee, acts as secretary to
the committee The external auditor and the head of group
internal audit attend all meetings and the committee meets
privately with them at each meeting The charman of the
board, Jamie Cayzer-Cotwin and Geoffrey Howe who are
both non-executive directors, the executive directors, heads
of internal audit, nsk and complance and the group financial
controller attend by invitation

Other executives, subject matter experts and external
advisers are also invited to attend the committee and, as
required, to present and adwise on reports commissioned by
the committee

Work in 2010/2011

During the year, the committee focused on a number of key

areas, Including

e The group's annuat and half year reporting including
significant reporting judgements made by management,

¢ Reviewing the accounting issues and proposed
accounting treatments relating to the business
acquistions and disposals in the Asset Management
dmision,

» Monitoring market developments in disclosures including
reviewing a summary of the recommendations of the
Financial Reporting Council discussion paper on Effective
Company Stewardship,

+ Reviewing the reports of the internal and external auditor,

¢ Reviewing and approving a rewised policy for the approval
of non-audit services for the external auditor and the
co-source internal audit provider,

» Considenng the Impact on the committee of the creation
of the new Risk Commitiee, and

» QOversight of the project to Implement a new general
ledger within the Banking dvision

In its consideration of each of these respective areas, the

ams of the committee have been to

« Understand and challenge the valuaton and other
accounting judgements made by management,

» Satisfy itself that the disclosures in the financial statements
about these estmates and valuations are transparent and
appropriate,

s Review the conclusions of the external auditor and, where
applicable, other experts to understand how they came to
therr conclusions,

« Satisfy itself that the group internal controls and policies
are adequate and appropnate, and

» Ensure controls are in place over the implementation of
relevant major projects

The external auditor presented for approval to the committee
their audit plan, audit fee proposal and engagement letter, as
well as confirmation of ther ndependence. In addiion the
external auditor provided the committee with reports
summarising ther main observations and conclusions ansing
from ther year end audi, half year review and
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recommendations for enhancements to the group’s
reporbng and controls

Group intemal audit

The committee recenves a report from the head of group
internal audit at each meeting The head of group internal
audit has unfettered access to the commuttee and meets
privately with them at each meeting The head of group
nternal audit reports functionally to the committee through
the chairman of the committee and to the finance drrector,
who provides support and gudance to the function including
with regard to the professional development of the head of
group internal audit Group internal audit’s role 1s to assess
continuously how operating nsks are being managed and
controlled throughout the group, to report regularly to the
committee on the results of these assessments and
influence the contimuous development of the risk
management and control process through sharing best
practice An annual internal audit plan 1s presented to the
committee each year which focuses In particutar on higher
nsk areas of the group’s business The commuttee actively
monitors the audit reports and ensures refevant matters
raised are dealt with In a timely and appropriate manner
These reports offer the committee oversight of group nternal
audit’s work and the co-source internal audit provider and
allow the cormmittee to monitor the level of internal control
within the group

External auditor
Deloitte LLP has been the sole auditor of the group since
2008

The committee 1s responsible for making recommendations
1o the board in relation to the appointment, re-appointment
and removal of the external auditor and the board submits
the committes's recommendations to shareholders for therr
approval at the AGM The committee also approves the
terms of engagement of the external auditor and fixes their
remuneration as authonsed by shareholders at the AGM
The board has endorsed the committeg’s recommendation
that shareholders be requested to apprave the re-appointment
of Deloitte LLP as external auditor at the AGM on 17
November 2011

The committee undertakes an annual evaluation to assess
the independence and objectmty of the external auditor
and the effectiveness of the audit process, taking nio
consideration relevant professional and regulatory
requirements The annual evaluation 1s carried out following
completion of the annual report and audit

in assessing the effectiveness of the group's external auditor

the committee has regard {o

» The expenence and expertise of the engagement team,

» The proposed scope of the audit work planned and
executed,

« The qualtty of the dialogue between the external auditor,
the committee and semor management,

39

e The clanty, quality and robustness of written reports
presented to the committee setting out the external
auditor's findings ansmng from the audit,

s The quality of the observations provided to the Company
by the external auditor on the group's systems of nternal
control, and

+ The views of management on the performance of the
external auditor

The outcomes of the evaluation were considered by the
committes and the board

There are no contractual obligations restricting the
Company’s choice of external auditor

Audit and non-audit work

The committee has adopted a policy on the engagement of
the external auditor to supply audit and non-audt work,
which takes nto account relevant regulation regarding the
provision of such services by an external audit firm

The committes approved a revised policy for the award of

non-audit work to the external auditor during the year The

key elements of the policy are

e The external auditor may not be used where the provision
of such services breaches ethical rules or guidelines or
where the commuttee believes there 1s a threat to auditor
independence,

¢ The provision of any non-audit work expected to exceed a
value of £100,000 must be pre-approved by the committee,

s Fees under £100,000 are not considered to be significant
in terms of the overall audit fee and are pre-approved,
subyect to confirmation from the auditor and the
agreernent of the group financial controller, that the scope
netther breaches rules nor impairs ndependence,

e The committee charrman is informed of all assignments
incurnng fees of over £10,000 throughout the year, and

» The committee 1s consulted where cumulative non-audit
fees in any given year may exceed the annual audit fee

The policy reflects the committee’s view that there are
benefils to the auditor carrying out non-audit work where 1t Is
closely related to the audt, where a detaled understanding
of the group s required and/or where they can deliver a
petter value and tugher quality serwice than avalable
elsewhere in the markst The committee balances these
benefits with the potential impact on auditor independence

A breakdown of the fees pad 1o the external auditor 1s

included n note 6 on page 76 of the Financial Statements

Examples of non-audit work awarded to the external audrttor

in the year to 31 July 2011 nclude

» Transaction support on a business disposal,

e Tax comphance services, and

¢ Advice and review of the group’s approach to new
regulatory requirements
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In assessing the independence of the external auditor, the
committee considers the level of non-audit work carned out
Having given consideration to the additional non-audit work
undertaken by the auditor in the year, and after review with
the audit partner and the executive directors, the committee
1s satisfied as to the ndependence of the extemal auditor

Nomination and Governance Committee

The committes 1s chared by Strone Macpherson The other
members of the committeg are Bruce Carnegie-Brown,

Ray Greenstnelds and Douglas Paterson who charr the
Remuneration, Risk and Audit Committees respactively All
the members of the committee are independent non-
executive directors and served throughout the year A record
of attendance at meetings durng the year ended 31 July
2011 1s set out on page 32

Responsibihties

The committee’s primary responsioilites are

« Considernng the appointment or retirement of directors,
before an appointment is mads, the skills, knowledge and
experence required for a particular appontment are
evaluated and external advisers may be used o faciitate
the search for surtable candidates,

» Regular reviews of the structure, size and composition of
the board,

¢ Considering the leadership needs of the group and
considering succession planning for directors and other
senior executives, and

e Assessing the contribution of non-executive directors

Work in 2010/2011

During the year the committee focused on

¢ Reviewing and recommending a new non-executive
director appointment,

Talent management and succession planning,
Board evaluation,

Owersity, and

Time commitment of non-executive directors

Remuneration Committee

Detatls of the role and work of the commuttee are set out in
the Report of the Board of Directors’ Remuneration on
pages 44 0 55

Conflicts of Interest

The artcles of association include prowsions giving the
directors authortty 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
appropriate authonsation sought, prior to the appointment of
any new director or if a new conflict anses The decision 10
authonse a confict of interest can only be made by non-
conflicted directors and in making such a decision the
directors must act in a way they consider, in good faith, will

he most likely to promote the success of the Company The
board beheves this procedure operated effectively
throughout the year

Investor Relations

The group has an extensive investor relations (“IR")
programme to inform shareholders and financial analysts
apbout the group’s performarnce 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 price performance

In addition to formal anncuncements and reporting around
the financial calendar, the IR programme includes meetings,
telephone discussions and investor presentations Durng the
year detalled presentations on the group’s Banking and
Asset Management dwisions were held in order to provide
shareholders with additional detall on the business and
strategy of these divisions

The chief executive and finance director meet with the
group’s major nstitutional shareholders on a regular basts
The chairman and the senior independent director are also
avallable to meet with major shareholders, particularly in
relation to corporate governance and remuneration
Sharsholders also have the opportunity to ask questions to
the board at the AGM, either in person or by subrmitting
written questions in advance The chairmen of each of the
board commuittees attend the AGM and all other directors are
expected to atiend the meeting

The group's 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 closebirothers co uk

Substantial Shareholdings

The Company has been notfied at 16 September 2011
under the provisions of the Disclosure and Transparency
Rules of the following signficant mterests mn the voting rnghts
of the Company

QOrdinary Voting
ghares nghts
millioes %

Caledonia Investments 198 13 45
Lloyds Banking Group 169 11 58
Prudential 118 793
Aberdeen Asset Management 66 452
Arternts Investment Management 60 408
Legal & General 53 362
Schroders 50 339
Aviva 30 202

Substanhal shareholders do not have different voting nghts
from those of other shareholders
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Going Concern

The group's business activities, together with the factors
Ikely to affect its future development and performance and
its summansed financial position are set out in the
Charrman's and Chief Executive’s Statement and Business
Review on pages 2 to 5 and 11 to 23 respectively The
principal nisks and uncertainties the group currently faces are
described on pages 24 0 28 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 and has traded profitably dunng the year Itis
well positioned in each of its core businesses, well
capitalised, soundly funded and has adequate access to
Iquidity

After making enquines, the directors have a reasonable
expectation that the Company and the group have adeguate
resources to continue In operational existence for the
foreseeable future Accordingly, they continue to adopt the
going concern basts in prepanng the annual report

Statement of Directors’ Responsibiliies

The directors are responsible for prepanng the annual report
and the financial statements In accordance with applicable
law and regulations

Company law requires the directors to prepare financial
statements for each financial year Under that law the
directors are required to prepare the group financial
statemnents in accordance with International Financial
Reporting Standards {*IFRSs") as adopted by the European
Union and Article 4 of the International Accounting
Standards Regulation (*IAS”) and have elected to prepare
the parent company financial statements in accordance with
Urned Kingdom Generally Accepted Accounting Practice
{United Kingdom Accounting Standards and applicable law)
Under company law the directors must not approve the
accounts unless they are satisfied that they give a true and
fair view of the state of affarrs of the Company and of the
profit or loss of the Company for that penod

In prepanng the parent company financial statements, the

directors are required to

« Select sutable accounting policies and then apply them
consistently,

¢ Make judgements and accounting estimates that are
reasonable and prudent,

« State whether applicable UK Accounting Standards have
been followed, subject to any maierial departures
disclosed and explained n the financial statements, and

+ Prepare the financial statements on the going concern
basis unless 1t 1s nappropriate to presume that the
Company will continue in business
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In preparing the group financial statements, !AS 1 requires

that directors

= Properly sefect and apply accounting policies,

s Present information, including accounting policies, i a
manner that provides relevant, rehiable, comparable and
understandable information,

¢ Provide addmonal disclosures when comphance with the
specific requirements in IFRSs are insufficient to enable
users to understand the mpact of particular transactions,
other events and condrtions on the entity’s financial
position and financial performance, and

s Make an assessment of the company’s ability to continue
as a gong concern

The drrectors are responsible for keeping adequate
accounting records that are sufficient to show and explain
the Company’s transactions and disclose with reasonable
accuracy at any tme the financial position of the Company
and enable them to ensure that the financial statements
comply with the Comparues Act 2006 They are also
responsible for safeguarding the assets of the Company and
hence for taking reasonable steps for the prevention and
detection of fraud and other Irregulanties

The directors are responsibie for the mantenance and
ntegrity of the corporate and financial information ncluded
on the Company’s webstte Legisiation in the UK governing
the preparation and dissemination of financial staterments
may differ from legisiation in other jurisdictions

Responsibiity statement

We confirm that to the best of our knowledge

+ The financial statements, prepared in accordance with the
relevant financial reporting framework, give a true and fair
view of the assets, liabiies, financial position and profit or
Joss of the Company and the undertakings included i the
consohdation taken as a whole, and

» The management report, which 1s incorporated into the
drectors' report, mcludes a far review of the development
and performance of the business and the position of the
company and the undertakings included m the
consaiidation taken as a whole, together with a
description of the principal nsks and uncertanties that
they face

By order of the board

Elizabeth Lee
Company Secretary

27 September 2011
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Governance
Corporate Responsibility

Introduction

The group's focus on corporate responsibiity (“CR") 15
underpinned by its commitment to conduct its business N a
socially responsible manner This includes recognising the
needs of different stakeholders such as customers,
employees and investors as well as being involved with and
supporting local communities

The group has developed clear business principles and
guidelines to ensure CR objectives are met and ntegrty 1s
mantained throughout all its divisions It 1 the responsibility
of each of the divisions to implement the group's CR
objectives in therr day-to-day activities and ensure they are
widely communicated across the dmisions

A CR committee was established 1n 2010 and is chared by a
member of the executive commitiee The committes
includes representatives from across the divisions and
provides a forum for shanng ideas and raising awareness of
the group’s CR objectives During the year, it continued to
focus on employee engagement and contribution to the
community and has made some significant progress in these
areas, In particular conducting the employee opinion survey
and increasing nvolvement in the Give As You Earn (“GAYE")
scheme

The group also recognises the importance of embedding
broader CR principles into the businesses including acting
responsibly with custorners, as well as monitonng and
minimising its Impact on the environment

Employees

Equal opportunities and diversity

The group remains committed to providing equal
opportunities to 1ts employees and values diversity amongst
its workforce This is with regard to both recruitment of new
talent and to the promotion and development of existing
employees This is supported by the divisional Recruitment
and Equal Opporiunty polhicies which encourage equality of
opportunity regardless of race, gender, age, disabihty, sexual
onentation or religion

Employee apinion survey

The group values communication and feedback with its
employees and as planned conducted a group wide
Employee Opinion Survey n December 2010 This provided
employees with the opporturity to give honest and
confidential feedback on ther views of the group and how it
operates The group made a charntable donation for each
survey completed and achieved a response rate of 80%
Whilst the survey dentified that employee engagement is a
strength, 1t also identified areas for improvement, in particular
with regard to employee communication In response 1o this
feedback, dedicated internal communication teams were
established and action pians agreed to address this which
include using the intranet to communicate more widely,
distributing divisional newsletters, providing regular business
updates and “lunch and learn” sessions to IMprove
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undersianding of the different businesses and operating
functions

Training and development

The group remains committed 1o the trairming and
development of all its employees, recognising the
importance of the workforce to the performance of the
group Employees participated in a formal annual
performance review where performance 1s measured against
agreed objectives The reviews also cover the employee’s
developrment and training reguirements which are discussed
and documented During the year, dwisional training
programmes have been introduced to develop managers
and cover ¢ore management skilis such as commurcation,
recruitment and performance management

Employee benefits

All disions offer pension and life assurance to all UK based
permanent employees and an employee assistance
programme giving employees and thewr immediate familes
the abilty to discuss work, health or family matters
confidentially The group promotes its SAYE scheme to all
elgible UK based employees and approximately one thard of
all staff participate in the scheme

Health and safety

All dvisions have health and safety policies which are
communicated through the health and safety representatives
to staff via induction packs, staff handbooks or the intranet

Responsible Finance

The group recognises its CRin all aspects of its lending to
and dealing with customers lis priorty 1S to agree optimum
lending solutions through working closely with its chents and
maintaining relationshps

Treating customers fairly (“TCF”)

TCF 15 core to the group’s business culture and has been
embedded within the group The group has formal TCF
policies which docurnent the minimum standards that are
required, 10 ensure the TCF concepts work effectively
Divisional boards approve the pohicies for therr relevant
businesses and review TCF heatmaps at board meetings
The scope and content of TCF reporting is subject to review
at least annually and all staff are given TCF traming which is
appropriate for ther role

Complaint handling

Understanding and dealing with complants from customers
15 a prorty for the businesses to ensure customers are fully
satisfied and concerns are approprately addressed
Complaint handling processes are regularly monitored by
complhance teams and mprovements are made where
necessary to ensure reguiatory requirements are followed
where appropnate and good prachice prevails across the
businesses
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Anti-brnbery and corruption

Tha group 18 committed to oparating with the highest
standards of ethical and professional conduct The group’s
ant-bribery and corruption policy apphes to all employees
and 1s regarded as the minimum standard for all businesses
The group adheres to the Bribery Act 2010 and during the
year all employees have been given appropriate traning
Group compliance, group nsk and group internal audit will,
through therr reviews and audits, ensure that anti-bribery
policies and procedures are followed across the group

Anti-money laundering

The group complies with all applicable anti-money
laundenng regulations and appropnate “know your
customer” procedures are carned out for each customer
with or for whom the group conducts business Each of the
groups regulated entities has a dedicated money laundenng
reporting officer and compliance officer and regular training
18 provided to staff to raise awareness

Whistleblowing

The group seeks to achieve the highest possible standards
of openness and accountability This 1s communicated
through a whistleblowing policy which states employee’s
responsibiities on this matter and protects those employees
who expose wrongdoing

Environment

As the group continues to grow, It recognises the increasing
importance of ensunng 1t minimises the impact of its
activities on the environment

Energy consumption and carbon management

The group aims to reduce its energy consumption and
carbon footprint of its etectcity and contribute to the UK
commitment of reducing greenhouse gas emissions

Following an energy audit n September 2008 at the group’s
head office, 10 Crown Place, a further audit took place in
July 2010 which identified potential energy savings which are
now being implemented, including a more formal energy
management process to monitor and mantain efficlencies A
third party energy management comparny has also been
appointed to assist with the provision of energy market
information and support the group’s head office in energy
purchasing and carbon managerment reporting

As part of the group's comphance with the Carbon
Reduction Committee Energy Efficiency Scheme (*CRC"), an
information disclosure has been made on the CRC Registry
The group 15 not required to report any future emissions data
or purchase allowances for the remainder of this phase of
the scheme
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Waste reduction and recycling

In line with the group’s efforts to Improve waste management
and recycling faciittes, it continues to recycle toners, paper
and general waste

Community

The group encourages all staff to participate in the
community and support chartable causes and offers a
number of opportunities for involvement

Chantable donations

During the year, the group has established a charitable
partnership with The Prince’s Trust and for the first ime held
a number of group wide fundraising events

Give As You Earn

The group continues to promote the GAYE scheme
Participation in the scheme has increased to 11% (2010 10%)}
of all group employees, and the group achieved a Payroll
Giving Quahty Mark Gold Award in April 2011 In recognition
of the strong participation rate

VVolunteening

The group encourages employees to volunteer in projects to
help make a difference inlocal communities The group will
shortly be promoting staff participation in a school reading
partnership project which1s a ten week project where staff
volunteer ther time to read with children from a Tower
Hamfets school in London The group intends to continue
promoung further opportuniues for employee volunteering

Matched giving

In order to encourage both ndmidual and team fundraising
offorts, during the year the group has introduced a policy
offerng support for staff mvolved In fundrassing This
matched gving policy offers employees the chance to have
30% of the raised amount, up to a maximum of £250,
matched by the group

As a result of this, and increased involvement In the GAYE
scheme, the group donated £228,500 (2010 £281,000) to
charitable causes Of this, approximately 25% was
contnbuted by matched funding schemes for employees and
the remander through direct group contributions

Work experence

The group continues to offer two work expenence
pregrarnmes throughout the year These provide young
students and school children with the apportunity to work in
various departments within the group, ganng practical
experence of a financial services group
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Report of the Board on Directors’ Remuneration

This report has been prepared 1n 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 describes
how the board has applied the principles relating to directors’
remuneration in the UK Corporate Governance Code It will
be presented to shareholders for approval at the AGM on

17 November 2011

Certan parts of this report are audited by the Company’s
auditor Deloitte LLP and are marked as “audited” for clanty

Introduction

The key 1ssue facing the Remuneration Committee this year
has been the significant regulatory changes governing
remuneration which have been introduced dunng the year
and, n particular, those required by the FSA's Remuneration
Code for financial nstitutions {“Remuneration Code”) As
forecast in the Annual Repert 2010, the group has made a
number of changes and enhancements to its rernuneration
structures and practices to ensure cormpliance with the
Rermuneration Code The regulatory changes have also
driven some significant changes in market practices Within
this environment the committee has attempted to balance
the needs of shareholders, regulators, executives and
employees

The commitiee reviewed the remuneration approach across
the group, particularly with a view to ensuring it 1s aligned with
the Remuneration Code As a result the remuneration
governance, performance management and compensation
review processes across the group have been further
enhanced this year to increase focus on the importance of
good risk management and alignment of pay with both
financial and non-financial performance measures for all staff

Code staff are the group's employees whose professional
activities have a matenal impact on the firm’s nsk profile
{(“Code Staff”) The committee reviewed individual
justifications for the bonus awards to Code Staff within the
group The remuneration of Code Staff is subject 1o specific
requirements within the Remuneration Code

The new remuneration policies and approaches that have
been reviewed and implemented by the commutiee over the
year are outined in the section entitfed “Actmties dunng the
year” By mplementing these changes, the committee
believes that the group has ensured compliance with the
Remuneration Code, has remuneration structures » place
that are approprate to its business model and organisational
structure and are supportive of the group's strategy

The committee chairman will be avalable to answer
questions at the forthcoming AGM on 17 November 2011

The Remuneration Committee

Objectives and responsibilities

The commitiee’s key objectives are 1o

+ 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 callbre
executive directers and senior management across the
group,

+ Promote the achievement of the group’s annual plans and
its strategic objectives by providing a remuneration
package that contains appropriatety motvating targets
that are consistent with the group’s nsk appetite (see
page 24 “Risk Appehte and Reputabion”), and

* Align senior executives’ remuneration with the interests of
shareholders

The committea's main responsbiliies are to

¢ Review and determine the total remuneration packages of
executve directors and other senior exgcutives In
consultation with the charman and chisf exacutive and
within the terms of the agreed policy This includes
bonuses, INncentive payments, share options, share
awards and benefits,

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

¢ Raview the design of al employee share mcentive plans,
including the granting of awards, the setting and testing of
performance conditions and the exercise of any discretion
on the granting of good leaver status or regarding matenal
amsndments to the plan niles not requinng the approval
of shareholders,

« Ensure that contractual terms on termination and any
payments made are far to the individual and the group,
that falure 15 not rewarded and that a duty to rmitigate loss
is fully recogrused,

+ Review any major changes in employee benefits structures
throughout the group,

» Select, appomnt and determine terms of reference for
independent remuneration consuitants to advisa the
committee on remuneration policy and levels of
remuneration,

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

* Seek advice from group risk to ensure remuneration
structures and annual bonuses are appropnately aligned
to the group’s nsk appetite
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Membership

The committee 1s chared by Bruce Carnegie-Brown The
other members of the commitiee are Ray Greenshields and
Douglas Paterson who charr the Risk and Audit Committees
respectively All members of the commuttes are independent
non-executive directors and served throughout the year The
chairman of the board, chief executive, group head of human
resources, group head of reward, Jamie Cayzer-Colvin and
Geoffrey Howe, both non-gxecutive directors, attend
meetings by Invitation The company secretary or her
nominee acts as secretary to the committee A record of
attendancs at meetings during the year ended 31 July 2011
IS set out on page 32

Meastng Agenda ltems
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Activities during the year

The committee 1s required by its terms of reference 1o meet
at least twice a year and has a standing calendar of tems
within its renit in addition to these standing tems, the
committee discusses matters relating to the operation of the
remuneration policy and emerging regulatory and market
practices The committee met on six occasions during the
year and discussed, amongst others, the 1ssues set cut as
follows

24 November 2010
Plan (“2009 LTiP") Awards, and

* Review Of the assessment process for the strategic goals efements of the 2009 Long Term Incentve

*» Review and approval of dvisional reward and deferral schemes

27 January 2011

» Review of the Remuneration Code requirements,

« Review and approval of the group wide reward policy,

* Approval of adjustments to governance documents to incorporate TCF requirements,
» Raview and approval of the annual remuneration review calendar, and

« Review and approval of the revised divisional adwviser incentive scheme

20 Apni 2011
Remuneration Code, and

* Review of the current status and potential changes required to ensure compliance with the

* Review of the anticipated bonus pool spend for 201 0/2011

6 June 2011
guidelines

* Review and approval of increases in fixed remuneration for some Code Staff, in Iine with FSA

29 June 2011

» Review of initial proposals for the 2010/2011 compensation review,

* Review and approval of share plan and deferral changes as a result of adopting the Remuneration

Code, and

» Review of employee performance evaluation process across the group

28 July 2011

» Review and approval of 2009 LTIP awards for 2011,

* Review and approval of final bonus pools,

» Review and approval of specific recommendations for salary and bonus awards to the executive
directors and Code Staff within the group, and

» Review and approval of changes to compensation structures for Code Staff to ensure compliance

with the FSA Remuneration Code
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Report of the Board on Directors’ Remuneration continued

Advice

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

PricewaterhouseCoopers (“PwC")

» Compliance with, and changes required by, the
Remuneration Code,

« Periodic monitoning of the 2004 Long Term incentive Plan
{*2004 LTIP") and 2009 LTIP total shareholder return
("TSR" targets, and

» Advice on the structure of long-term incentive awards

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

Chief executive

s 2010/2011 compensation recommendations for executive
directors and other senior executives, and

» Recommendations regarding divisional incentive
structures

Group head of human resources and group head of reward

« Approach to assessing performance aganst the strategic
goals in the 2009 LTIP,

» Changes to remuneration palicies, structures and
practices reguired by the Remuneration Code,

e Governance on approval for reward and termination
packages,

* Approach to the compensation review process across
the group,

e Approach to performance evaluation of all employees
across the group, and

« Approach to divisional ncentive structures

Where approprate the commuttee receives input and
information from the charman of the board, chief executive,
finance directar, group head of human resources, group
head of reward, group chief risk officer and the company
secretary although this never relates to therr own
remungration

PwC provides advice to management on relevant
remuneration matters PwC also provided consultancy
services and Slaughter and May legal services to the group
duning the financial year

Remuneration Policy

The reward structure ams to

» Attract, motivate and retain high calibre employees across
the group,

s Reward good performances,

s Promote the achievement of the group’s annual plans and
its longer-term strategic objectives,

¢ Align the interests of emplayees with those of all key
stakeholders in particular our shareholders, clients and
regulators, and

= Support good rsk management procedures and a
positive TCF culture

The ultimate responsibility for determining the over-arching
principtes and parameters of the reward policy on a group
wide basis lles with the cormmitiee

Discretion and judgement are applied to ensure that all
relevant factors, including nsk management and market
conditions, are taken nto account

The majonty of employees in the group have the potential to
receive a performance related element of pay as part of their
overall compensation package This element is based on a
combination of the overall assessment of the performance of
the business and the individua Employees have indvidual
objectives against which ther personal performance 1§ rated
These objectives cover both financial and non-financial
measures, including nsk management objectives appropnate
to therr role In addition to the assessment of performance
against these objectives {conducted by an indwidual’s line
manager as part of thewr overall performance review) the
group chref risk officer reports independantly to the
committee on benalf of group nsk, compliance and internal
audit to ensure that any concerns highighted by the control
functions during the year are appropriately addressed in
individual remuneration proposals

Final deterrmination of performance related pay for staff n
the group risk, compltance and nternal audit functions is
determined by the group heads of those functions
independently of the business areas that they control and s
based on their performance against nsk, compliance and
internal audit objectives

The commitiee has oversight of ndmidual remuneration and
termination packages for Code Staff The committee also
approves changes to compensation structures for groups of
mdviduals and mandates the involvement of group risk n
determining new structures to ensure that they are
appropriately aligned to the nsk profile of the business in
which they operate
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Remuneration Pelicy in Practice for Executive Directors

Element

Policy

Base salary

s 1he commitiee determines the level of base salary for each executive director annually taking nto account
salanes in relevant comparator cormpanies and specific factors relating to ndmvdua) performance  Pay for
the broader employee population 18 also taken into account when setting base salanes

Annual bonus

» Executive directors and other senior executives are eligible o receive annual bonus awards under
which discretionary payments may be made based on the achievement of pre-determined objectives
As agreed with shareholders in 2009, the annual bonus for 2011 for executive directors is capped at
300% of base salary

¢ Bonuses for the executive directors are delivered in ine with the requrements of the Remuneration
Gode A minumum of 60% of the variable remuneration 1s deferred for up to three years and at least
half is detvered in the Company's shares Vanable remuneration consists of annual bonus awards and
Long Term Incentive Plan (‘LTIP") awards The LTIP awards are valued at 60% of face value for the
purposes of calculating deferral

» 50% of the bonus that 1s not deferred 1s paid Immedhately n cash The remaining 50% of the non-
deferred element 1s delivered in accordance with the Remuneration Code retention penod
requrements, In the form of Close Brothers Group plc shares that vest mmedhately but are cnly
released after six months (the “Non-deferred Shares")

» As a result, a maximum of 20% of the annual vanable remuneration for executive directors is paid in
cash with no deferral

Deferred Annual
Bonus and
Deferred Cash
Bonus Plan

For execulive directors, the deferred bonus element 1s delivered in a combination of group shares
through the Deferred Annual Bonus ("DAB") and deferred cash through the Deferred Cash

Bonus Plan (*DCBP"), subject to the requirements of the Remuneration Code Both plans vest

in three equal tranches over three years This year the deferral period has been extended

from two to three years On vesting the shares also have an addttional six rmonth holding penod
Both plans are subject to forferture and may be reduced after grant n certain adverse crcumstances
("malus™)

Share Matching
Plan {"SMP”)

* Exaculive directors can choose o invest up to the value of 100% of base salary from ther total
deferred and non-deferred annual bonus into Close Brothers Group plc shares (“Invested Shares™
for three years Performance conditions do not apply to the Invested Shares, which will be released in
full at the end of the three year deferral although the shares are alsc subject to a further six month
retention penod
« Invested Shares will be matched with free matching shares for every Invested Share subject to
performance conditions over the three year deferral period (“Matching Shares”) The Matching Shares
also have an additional six month holding period and are subject to forfeiture and malus provisions
The committee has determined the matching ratio for the 2011 award for executive directors to be two
Matching Shares for each Invested Share The performance conditions for the 2011 Matching Share
awards will be the same as the performance conditions in respect of this year's LTIP awards

Long Term
Incentve Plan

« The 2000 LTIP s Intended to motvate executives to achieve the group's longer-term strategic
obectives, to aid the attraction and retention of key staif and to align executve interests with those of
shareholders Executive drrectors are eligible to receve an annual award of shares with a face value of
up to 200% of base salary

« Awards vest after three years subject to achieving absolute TSR growth, adjusted earnings per share
{“EPS") growth and strategic performance targets

e The LTIP awards are also subject to an additional six month hoiding penod after vesting and are subject
to forfeiture and malus prowvisions

Shareholding » Executive directors are required to buld and maintan a sharehalding of two times base salary over
gudeline a reasonable timeframe

Additional « For executive directars at least 60% of vanable remuneration is deferred for up to three years through
information a combination of the DAB, DCBP, SMP and LTIP

« The structure of these deferrals 1s comphant with the Remuneration Code

Note Ses page 50 for dstails of the pension schemes
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Report of the Board on Directors’ Remuneration continued

Overview of Directors’ Remuneration in 2010/2011
The key elements of the remuneration structure for the year
ended 31 July 2011 are set out In this section in addition, it
sets out what and how directors were paid during the year
and the rationale for those payments

Link between reward and performance
The group performed well overall in the year with continued
strong performance in the Banking division

The Banking dvision has activety taken advantage of
favourable business conditions and delivered a strong
performance In the Securtties dvision, Winterflood has had
a rasilient performance notwithstanding challenging market
conditions in the three months to 31 July 2011, whilst

Close Brothers Seydler continued to benefit from good
capital markets actvity The Asset Management division
continues to invest in tis Private Clients business and
delivered a loss as expected The group recognises the need
to Invest in Asset Management to attract, retan and motvate
key indwiduals during this period of significant change

These factors were taken into consideration in determining
bonus payments for directors for the financial year

Base salary and benefits

In determining base pay for the 2012 financial year, the
committee has been mindful of the current inflationary
snvironment This s the first tme since Preben Prebensen
joined in April 2009 that he has been reviewed for a salary
increase As a result, base salaries for the 2012 financial year
for Preben Prebensen, Stephen Hodges and Jonathan
Howell will be increased In the case of Stephen Hodges
there has been a maore significant adjustment based on the
growth of the Banking division over the last two years
Details of base salanes paid during the year and the new
base salaries for the executive directors are set out below In
addition, the group also provided benefits which consisted of
healthcare cover, prolonged disability and ife assurance
cover, a company car or payment of an allowance in lieu
thereof and a pension contnbution or payment of an
allowance in ey thereof

Annugl base salary

From 1 August 2010 Increase

1 August 2011 to 31 July 201 %

Preben Prebensen £500,000 €£475,000 5
Stephen Hodges £450,000 £386,000 17
Jonathan Howell £380,000 £370,000 3

Annual bonus and deferral

Annual bonus

The annual bonus policy which was applied dunng the year
Is descnbed on page 47 Bonus payments made in respect
of the 2011 financial year were determined by equal
reference to adjusted profit before tax performance and
individual performance 50% of Preben Prebensen's and
Jonathan Howel's 2011 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 dwision performance The remaining 50% for all
three was determined by reference to performance against
indwvidual objectives

Adjusted operating profit before tax for 2010/2011 was
€131 2 million, a 13% increase on the pnor year Adjusted
operating profit before tax for the Banking division for
2010/2011 was £106 3 milion, a 34% increase on the prior
year Bonus payments for the executive directors have
correspondingly been increased to reflect the performance
of the group, the Banking dwision and the individuals
themselves QOver 0% of the 2011 total vanable
remuneration in respect of the executive directors will be
deferred, n Ine with Remuneration Code requirements

Bonus payments are not pensionable

Deferred awards

Awards made to executive drectors dunng the year were
compliant with the deferral levels and structural requirements
of the Remuneration Code The deferred awards will be
forferted Iif the executve director leaves employment in
certain crcumstances or 1s disrmssed for cause before the
relevant vesting date The deferred awards may also be
reduced and/or the deferral penod increased in certain
additional circurnstances, In kng with the malus requirements
of the Remuneration Code The number of shares
compnsed in the deferred awards was determined by
reference to the market value of Close Brothers Group ple
shares shortly following the announcement of the
Company's results for the financial year Following vesting,
these shares may be called for at any time up to 12 months
from the date of vesting When the shares are calted for, the
executve director I1s entitled 1o the gross value of
accurnulated dividends n respect of the shares held under
the deferred awards over the penod of deferral

P Increase/

1020 Becraase in

20RO Dot Shares and 2008/2010 bonus bogu;:g;

Totalborus  Immediate cash delemed’ Total bonus Immedate cash Detarred %

Preben Prebensen £1,350,000 £384,000  £966,000 £1,285000 ¥£475000 £810,000 5
Stephen Hodges £1,158,000  £324,240  £833,760 £1,000,000 £367,500 £632,500 16
Jonathan Howell £1,000,000 ©£288,800 £711,200 £950,000 £360,000  £580,000 5

This includes the Non-¢eferred Sharas Deferred Cash Bonus Plan and Deterred Annua Bonus Plan
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Durng the year under review, defarred awards were made to
the executve 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 average mid-market share
price of the Company's shares for the five business days
following the announcement of the group’s financial results
on 28 September 2010 which was 743 6p per share

Long term incentives

The group has for many years operated a number of long-

term performance related incentive arrangements These

include the

s 2009 LTIP,

s 2004 LTIP,

« 1995 Executive Share Option Scheme {the “1995 Scheme”),
and

s SAYE scheme

2009 LTIP

This 18 delivered through an annual award of nil cost options

{or condlitional shares or restncted shares) with a face value

of up to 200% of base salary The committee decides

annually the actual size of ndividual awards The shares vest

after three years subject to the following performance targets

o 33 23% of the award will be subject to absclute TSR growth,

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

« 3339 of the award will be subject to a balanced
scorecard of strategic goals

Targets for the 2009 LTIP award are

Absolute TSR

Absciute TSR growth over
threeo years

Vesung % of
TSR element

Vested award for executive
directors {% salary}

20% pa or greatar

100%

66 67%
(200% award x 100%
vesting x /3 weighting)

Between 20% p a Straight-line between Straight-ine between
and 0% pa these points thase points
10%pa 25% 16 67%
{200% award x 25%

vesting x /2 wexghting)

Lessthan 10% p a 0% 0%
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EPS

adusted £PS growth over vastng % of Vestod award for executive
three yoars £PS element dwectors (% salary)
RP1+ 10% pa orgreater 100% 66 67%

(200% award x 100%
vesting x 1/3 weighting}

Batween RP1+ 10% pa  Straight-ine batween Straight-ine batween

andRPl+3%pa these points these points
RPi+3%pa 25% 16 67%
(200% award x 25%

vesting x /2 weighting)

Lessthan RFl+ 3% pa 0% 0%

Strategic goals

The board has agreed a number of long-term business
improvement goals focusing on

Strategic priorities,

People,

Capital and balance sheet management,

Risk, compliance and controls, and

Financial key performance mdicators

The goals concentrate management’s efforts on mtegrating
the operations of the group, improving efficiencies and
processes, and improwving the scalability of the group The
commitiee will agsess management’s progress towards
achieving these goals against agreed milestones and
performance critena over the perfonmance penod

Details of awards made dunng the year to the execulive
directors are set out In the table on page 53

2004 LTIP

This was based on a conditonal award of free shares, the
vesting of which is subject to demanding performance
conditions Grants were restncted to a maximum of twice an
ndmdual’s base salary In any one year Performance
conditions for each award were determined by the committee
at the time of each grant Performance 1s measured over a
single penod of three years with no retesting The last awards
made under this plan were in October 2008 and will vest,
subject to performance condiions, n 2011

The performance condions under the 2004 LTIP area
range of EPS growth targets for two thirds of an award and
relative TSR targets for the remaining one third Performance
agamnst the performance critena 1s calculated by the
committee and mdependently venfied by external advisers
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2004 LTIP EPS element vesting criternia

EPS growth Proportion of maximum
per annum award relpased
RPI + 10% or more 100%

Between RPI + 10% Straight line scale between

and RPI + 5% 100% and 25%
RPI + 5% 25%
Less than RP + 5% 0%

2004 LTIP TSR element vesting cntena

in previous years up to and including 2007, for the TSR
glement, performance was measured against a group of
companies drawn from the FTSE 350 General Financial
Index and the FTSE 350 Banks Index For the LTIP grant n
2007 which vested in October 2010, the comparator group
consisted of the following companies

» Aberdeen Asset * Invesco
Management * Investec
* Allance & Leicester’ * Lloyds Banking Group
» Barclays * _ondon Stock Exchange
» Bradfard & Bingley’ * Man Group
» Cattles » Northern Rock!

» Colins Stewart?
» F&C Asset Management
+ Hargreaves Lansdown

* Paragon Group of
Companies
s Provident Financial

« HBOS! * Rathbone Brothers
 Henderson Group * Royal Bank of Scotland
o [CAP s Schroders

« Intermediate Capital Group  * Tullett Prebon?

Delstad These have been wracked torward as the mean of tha remaining companiss from
the day prior 1o tha delising/announcement of any bud (whichever date 13 most applicatte)

2Coling Stewart and Tullett Preben {having demerged from Coltins Stewart Tullett) wera
addad to the 2007 comparator group in place of the pre-demarged enity which was
ncluded in the 2006 comparatar group

For the 2004 LTIP grant in 2008, the committes mncluded all
companies in the FTSE 350 General Fnancial Index and the
FTSE 350 Banks Index m the comparator group at the date
of grant which was 7 October 2008

TSR performanca within Proporiion of maximum

comparator group award release
Top 20% and above 100%
Between top 20% and median  Straight line scale between

100% and 25%
Median 25%
Below median 0%

Close Brothers Group 1995 Executive Share Option
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
period during the ten year life of the option The remaining
50% has been subject to the achievernent of a performance
condition requinng the Company's EPS growth over any five
year period during the life 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 ebgible to participate in the SAYE
scheme on the same terms as other employees under which
options are granted for a fixed contract period of three or five
years, usually at a discount of 20% to the mid-market pnce
at the time of grant The group niends to operate this plan
during the 2012 financial year

Pensions

Preben Prebensen and Jonathan Howell participate In
defined contribution pension schemes or receive an
allowance equivalent to the Company's pension contribution
rate In lisu thereof

Stephen Hodges participates in the group’s defined benefits
pension scheme which provides that the narmal pensicnable
age 's 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
Penstonable salary for executve directors who participated
1n the group’s defined benefits pension scheme was set at
therr salary at 1 August 2001 plus ncreases to reflect RPI to
a maximurn of 2% per annum from 1 August 2002 The
scheme was closed to new entrants in August 1996

The Company contribution rate for the group’s defined
benefits pension scheme was deterrmined by the scheme
actuary and was 31 5% per annum of pensionable salary,
effectve from April 2010

The table on page 52 summarises penston benefits from the
group’s defined benefits pension scheme for the executive
director who partcipated in the scherme The accrued
pension 1s 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 Actuanal Guidance Note GN11 and
represents potential abilities of the group’s defined benefits
pension scheme in respect of the relevant executive director
and does not necessarly rapresent a sum pad or payable to
the executive director
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External Appointments

Any external appointments require board approval Any fees
from such appontments will be taken Into account when
determming the remuneration of an executive director None
of the executive directors held any external directorships
duning the year

Executive Directors’ Service Contracts

in the event of termination of a contract 1t 1S current policy to
seek appropnate mitigation of loss by the director concerned
and to ensure that any payment made 1s commensurate with
the Company's legal oblhigations Contracts do not contamn
hquidated damages clauses on termination The notice
periad stated n the service contract of each current
exacutive director, and the date that contract was entered
into, are as follows

Data of agresment Notice period

Stephen Hodges 22 January 2001 12 moniths notice from the Company

12 months notice from director

Jonathan Howell 8 October 2007 12 months nohice from the Company

12 months notica from director

Preben Prebensen @ February 2004 12 manths notice from the Company
12 months notice from clirector

51

As at 31 July 2011 Preben Prebensen and Stephen Hodges
had shareholdings i excess of twice their base salary, whist
Jonathan Howell's shareholdings were within 1% of twice his
base salary

Chairman and Non-executive Directors

The charman and the non-executive directors are engaged
under letters of appontment for terms not exceeding three
years, which are renewable by mutual agreement and
termmable on one months notice In respect of the services
of Jamie Cayzer-Colvin as non-executive director for the year
ended 31 July 2011, Galedoma Investments plc was pad
£51,280

The letters of appointment of the chawrman and non-
executive directors are avalable for inspection

The charman and non-executive directors are not eligible to
participate in the share option schemes and their service 1S
not pensionabla

The following table shows non-executive fees for the year
to 31 July 2011 These are reviewed annually and were
increased with effect from 1 Decermnber 2010 This was the
first ncrease in the fees since August 2007

All of the current executive directors are entitled to 100% Nan- Non
of annual salary and the value of other benefits as executive  excie
compensation on termination by the Company without 2014 2010
notice or cause Chairman £200,000 £180,000
Non-executive director £55,000 £47,500
Directors’ Interests Supplements
The interests of the directors in the ordinary shares of the Senigr independent director £10,000 £10,000
Company are setf out below Charrman of Audit Comimitteg £20,000 £15,000
Charrman of Remuneration Committee £20,000 £10,000
Ordinary shares Charman of Risk Comimittee’ £20,000 -
Iduly  TAuges  Charman of Nomination and
2014 2040 Governance Committeg - -
Bruce Carnegie-Brown 10,000 10,000  Committes membership £5,000 -
Jamie CBXZBF-CONIH - — The Risk Committee was astablished in December 2010
Ray Greenshields 3,000 3,000
Stephen Hodges 593,573 593,573
Geoffrey Howe 5,000 -
Jonathan Howegll 98,945 30,967
Strone Macpherson 13,300 -
Douglas Paterson 12,000 12,000
Preben Prebensen 153,564 116,721

There have been no changes in notifiable interests between
31 Jduly 2011 and 26 September 201
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Report of the Board on Directors’ Remuneration continued

Directors’ Remuneration - Audited
The following table shows the remuneration of each director for the year to 31 July 2011

Annual bonus

Shares and Company pansion
Salanes Otner deferred Total contrbutians*
andfees  Aftowances' benafits? Cash bonus? 2011 2010 2011 2610
£000 £ 000 £ 000 £ 000 £ 000 £'000 £ 000 £'000 £ 000
Executive director
Stephen Hedges 386 31 2 324 B34 1,577 1,400 102 95
Jonathan Howell 370 59 i5 288 711 1,444 1,326 28 81
Preben Prebensen 475 125 2 384 966 1,952 1,888
Non-executive director
Bruce Carmegie-Brown 86 86 68
Jamie Cayzer-Colvin 51 51 48
Ray Greenshields 72 72 48
Geoffrey Howe® 32 3z -
Strone Macpherson 193 193 180
Douglas Paterson 77 77 63
1,742 215 19 997 2,511 5,484 5,021 130 176

'f) Stephan Hodgas receved an allowance in fieu of a company car and a cash allowance in heu of capped gmployer pension contnbutions (i) Jonathan Howell recaved an allowance in
liew of a company car {three months) and an allowance in ieu of pension contnbutions {eight months] and Gij Preben Prebensen recerved an alowance i heu of @ cornpany car and an

allowance in ligu of pension contnbutions

*Other benefits mchude healthcare cover, and a company car and fuel for part of the year

"Thes nciudes the Non deferred Shares, Deferred Cash Bonus Plan and Deferrad Annual Bonus Plan

*Payment equivalant to the Company s pension contnbuton rate was made into Jonathan Howell s defined contribution pension plan for fow months

sGeotirey Howp was appointed a director on 4 January 2011

Defined Pension Benefits - Audited
The following table shows the pension benefits of the executive director participating in the group’s defined benefits pensions

scheme

Transfer value of accrued pension’ A¢eruad pengion
Actual ncrease Increase
At Director's exchuding director s At during At
31 July 2010 cantnbutions contnbuion 31 July 2011 the year 31 July 2011
€000 £000 £ 000 £'000 £ 000 £000
Stephen Hodges 2,729 17 1,607 4,353 18 175

The acerued pengion at 31 July 2011 represents the deferred pension to whigh the director would have been entitied had he left the groupon 31 July 201%

The real increase of the accrued pension transfer value excluding director's contribution was £1,470,200 During the year
it was identified that the normal retirement age of scheme members of the defined benefiis pension scheme was not
effectively equalised at 65 As a result, the scherme liabilities have been remeasured to a normal retrement age of 60
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Directors’ Deferred Share Awards (“DSAs”) and LTIP called for at any time up to 12 months from the date of vesting

Awards The value of the awards is charged to the group’s Income

The DSA forms part of the annual performance related bonus statement in the year to which the award refates for the DSA,
award The DSA and the LTIP consists of the nght for an and spread over the vesting pernod for LTIP awards

exacuitve to call for shares in the Company from the employese

benefit trust, at il cost, together with a cash amount The DSAs held by each director at 31 July 2011 and the LTIP
representing accrued notional dvidends thereon If the awards which are held by directors under the 2008 LTIP and

executive drector leaves employment in certan crcumstances 2004 LTIP and are subject to the performance criteria
prior to 1 August immedhately preceding the vesting date those  described 11 this report under “2008 LTIP" and “2004 LTIP"
enttlements will lapse Following vesting, these shares may be  on pages 49 and 50, were

Directors' DSAs and LTIP Awards - Audited

Dmdends
Value at Markat Market paid on
Held at Held at 3 July prica an price on vestad
1 August 31 July 2011 award caling shares Earipst
2010 Awarded Called Lapsed 2011 £ P 5] £ vasting date
Stephen Hodges
2008 DSA 51.214 51,214 - - 5350 824 0 58,845 1 September 2010
2009 DSA 46,408 46,406 345,261 7930 1 October 2011
2010 DSA 35,638 35,638 265,147 743 6 7 Qctober 2012
97,620 35,638 51,214 - 82,044 610,408 58,845
2004 LTIP-—-2007 Award' 86,069 28,689 57 380 - - 8230 8240 53,218 2 October 2010
2004 LTIP—2008 Award 131,414 131,414 977,720 559 3 7 October 2011
2009 LTIP—2009 Award 105,339 105,339 783,722 699 0 18 November 2012
2009 LTIP—2010 Award 101,499 101,499 765,153 760 6 19 October 2013
322,822 101,499 28,689 57,380 338,252 2,516,595 53,218
2010 SMP—Invested 49,422 49,422 367,700 7436 7 October 2013
2010 SMP—Matched 08,844 98,844 735,389 7436 7 October 2013
- 148,266 - - 148,266 1,103,099 -
Jonathan Howell
2008 DSA 19.626 19,626 - - 5350 746 5 16,996 1 Septemnber 2010
2009 DSA 45397 45,397 337,754 7830 1 Octeber 2011
2010 DSA 30 931 30,931 230,127 7436 7 October 2012
65,023 30,931 19,626 - 76,328 567,881 16,996
2004 LTIP—2007 Award’ 113207 37,736 75,471 - - 5120 8400 49,018 4 March 2011
2004 LTIP—2008 Award 128,732 128,732 957,766 5503 7 October 2011
20089 LTIP—2008 Award 103,048 103,049 766,685 6990 18 November 2012
2009 LTIP—-2010 Award 97,292 97,292 723,852 7606 19 Qctober 2013
344,988 97,202 37,736 75,471 329,073 2,448,303 49,019
2010 SMP—Invested 48,414 48,414 360,200 7436 7 October 2013
2010 SMP—Matched 06,828 96,828 720,400 7436 7 October 2013
- 145,242 - - 145,242 1,080,600 -
Preben Prebensen
2010 DSA 45,052 45,052 335,187 7436 7 QOctober 2012
- 45,052 - - 45,052 335,187 -
2009 LTIP—2009 Award 135,987 135,967 1,011,594 65980 18 November 2012
2009 LTIP—-2010 Award 124,902 124,902 929,271 7606 19 October 2013
135,867 124,902 - - 280,869 1,940,885 -
2010 SMP—Invested 63.879 63,879 475,260 7436 7 October 2013
2010 SMP—Matched 127,758 127,758 950,520 7436 7 October 2013
- 191,637 - - 191,637 1,425,780 -

"The 2007 LTIP award was tasted in October 2010 aganst the periormance conditions set by the commiites at the tima the award was made As a result of this performance tesang the
minimum 5% real EPS growth target (covenng two thirds of the award) was not mat whilst the TSR perfarmance was i the tap 20% of the comparator group, warranting the vasing of
1009 of the sharas subjact to this part of the award Accordingly some twe thirds of the onginal 2007 LTIP award shares lapsad duing the year

Note The market prica on award and at vasting is requrred to be disclosed by Reguiaton |1 and Schedula 8 of tha Large and Medumn-Sizec Companies and Groups (Accounts and
Reports) Ragutations 2008
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Directors’ Share Option Entitlements - Audited

Held at

Market

Held at Exercise price on

1 August 31 July price exarcise
2010 Exsrcised Lapsed 2011 p p From To

Stephen Hodges

2000 1,333 1,333 - 11250 23 October 2003 22 October 2010
2000 26,126 26,126 - 10908 23 October 2003~ 22 October 2010
2000 1,333 1,333 - 11250 23 Qctober 2005 22 October 2010
2000 26,126 26,126 - 10908 23 October 2005 22 October 2010
2001 36,097 36,097 - 5429 824 0 26 September 2004 25 Septembier 2011
2001 36,097 36,097 - 5429 824 0 26 September 2006 25 September 2011
2002 46,411 46411 4363 8 Qctober 2005 7 Qctober 2012
2002 46,411 46,411 4363 8 October 2007 7 October 2012
2003 56,724 56724 7102 7 October 2006 6 October 2013
20083 56,724 56,724 7102 7 October 2008 6 October 2013
2008 SAYE 2,242 2242 4280 1 Decamber 2011 31 May 2012

335,624 72,194 54,918 208,512

Note The figures shown reflect the adjustment ta share cplion entitlernents ansing from the special dvigend paymernt made on & Novamber 2007

Share option entitterments, other than SAYE options, are
subject to the performance critena described in this report
under the “1995 Scheme” section on page 50 Unexercised
options over ardinary shares held by directors under the
1995 Scheme and SAYE scheme are shown above

Matching Share Awards (“MSA”} and Restricted Share
Awards (“RSA") - Audited

Preben Prebensen joned the group as chief executive on

1 Aprl 2008 His remuneration package as agreed prior to
the commencement of his employment includas an MSA
and a RSA The MSA granted to Preben Prebensen shortly
after joining the group 1s subject to a personal Investment N
shares of £500,000, satisfaction of the same performance
conditions as the 2000 LTIP and continued employment until
the vesting date

The first of four annua! tranches of Preben Prebensen’s MSA
will vest in September 2011, with vesting subject to the 2008
LTIP performance conditions

One third of the award 1s subject to a balanced scorecard of
“Strategic goals” As previously reported, within the strategic
goals there are five categories to be evaluated by the
committee

Strategic priorities,

Peopls,

Capttal and balance sheet management,

Risk, comphance and controls, and

Financial key performance indicators

Strategic prionties

The group’s iInternal and external communication has been
significantly strengthened and a number of non-core
busmnesses have been sold bringing greater strategic clanty
to the group, there has also been significant progress on the
group's goal of bullding the Asset Management division
through a number of iImportant acquisitions

People

A number of important senior management appomtments
have been made in all businesses and in control functions
and a strong human resources function has been
developed, leading to improved consistency of policies
across the group where appropriate, improved employee
evaluation and appraisal, and better succession planning

Capttal and balance sheet management

A detalled capital model has been developed for the group,
detalled liquidity and funding targets have been developed,
funding sources have been dversified, and a robust process
for setting ICAAP and ILAA levels across the group has
been mplemented

Risk, compliance and controls

The governance frarework for control functions has been
significantly upgraded in all divisions There have been
significant improverments in these areas, partcularly i the
quality of external reporting, board papers, business papers
and the cufture of transparency

Financial key performance mdicators

The group has performed well with both adjusted operating
profit and return on opening equity INcreasing in consecutive
years since 2009 10 £1312 mullion and 13% respectively

The Banking division has delivered strong revenue and prafit
growth and Winterflood has produced resilient results over
the perod

The committee feels the areas for further development are

* Integration of the acqusitions in Asset Management and
acceleration of organic growth,

» Further evolution of the credit nsk management process
In the Banking division,

« Ensuring that progress In nsk management disciplines
becomes embedded across the group, and

+ Further improving productivity in the Banking and Asset
Management divisions
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Value at
Held at Held at 31 July Markat pnce Eariiest
1 August a1 July 201 on caling vastng
2010 Awardad Called 2011 £ P date
Preben Prebensen
MSA 65,902 65,902 490,311 September 2011
MSA 65,902 65,902 490,311 September 2012
MSA 65,902 65,902 490,311 September 2013
MSA 65,802 65,902 490,311 September 2014
263,608 - - 263,608 1,961,244
RSA 55,848 55,848 - - 8387 March 2011
RSA 27,924 27,924 207,755 March 2012
83,772 - 55,848 27,924 207,755

The committee has evaluated developments in all five
categonas and determined that the vesting percentage on

these strategic goals should be 76%

The mimimum 3% real EPS per annum compounded growth
target (covenng one third of the award) was not met whilst
the TSR performance was 14 6%, warranting the vesting of
59 3% of the shares subject to this part of the award

Accordingly, the 2009 MSA award will vest at 451% at the

end of September 2011

The RSA was granted to Preben Prebensen in May 2009 in
compensation for share awards which were forferted on
leaving his previous employer 25% and 50% of the award

Source Thomson Reuters Datasream

vested following announcement of the Company’s intenm
results for the financial years 2010 and 2011 respectively
The final 25% vests following announcement of the
Company's nterm results n 2012 subject to continued
employment until the vesting date

Total Shareholder Return

The graph below shows a comparison of TSR for the
Company’s shares for the five years ended 31 July 2011
against the TSR for the companies compnsing the FTSE
250 Index TSR has been calculated assurming that alf
dwidends are reinvested on therr ex-dvidend date The
index has been selected because the Company has been a
constituent of the ndex throughout the perod

Note Thus graph shows the valug by 31 July 2011 of £1001vested in Ciose Brothers Group plc on 31 Juty 2006 compared with tha valua of £100 invested 0 tha FTSE 250 Index
The other paints plotted are the values at nterversng financial year ends

The closing mid-market price of the Company's shares on 31 July 2011 was 744p and the range during the year was

663 75p to 887p

Approval

This report was approved by the board of directors

B.N Carmnegie-Brown
Charman of the Remuneration Committee

on 27 September 2011 and signed on 1ts behalf by
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Financial Statements
Report of the Auditor

Independent Auditor’s Report to the Members of
Close Brothers Group plc

We have audited the financial statements of Close Brothers
Group ple {"the Company”) for the year ended 31 July 2011
which comprise the Consolidated Income Statement, the
Consolidated Statement of Comprehensive Income, the
Consolidated and Company Balance Sheets, the
Consolidated Statement of Changes in Equity, the
Consolidated Cash Flow Staternent and the related notes 1
to 35 The financial reporting framework that has been
applied 1n the preparation of the Group Financial Statements
15 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 is made solely to the Company’s members, as a
body, 1n accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken sO
that wa might state to the Company’s members those matters
we are required 1o state to them in an auditor’s report and for no
other purpose To the fullest extent permitted by law, we do not
accept or assume responsibiity to anyone other than the
Company and the Company’s members as a body, for our
audtt work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Statement of Directors’
Responsibiities, the directors are responsible for the preparation
of the financial statements and for being satisfied that they gve a
trug and far vew Our responsibility 1s to audit and express an
opinion on the financial statements 1N accordance with applicable
law and Interational Standards on Auditing (UK and Ireland)
Those standards require us to comply with the Auditing Practices
Board's Ethweal Standards for Auditors

Scope of the audit of the financial statements

An audit rvohves obtaining evidence about the amounts and
disclosures in the financial statements sufficient to gve
reasonable assurance that the financial statements are free
from material misstatement, whether caused by fraud or error
This includes an assessment of whether the accounting
policies are appropriate to the group’s and the parent
company's circumstances and have been consistently appled
and adequately disclosed, the reasonableness of significant
accounting estimates made by the directors, and the averall
presentation of the financial statements In addition, we read
all the financial and non-financial information i the annual
report to 1dentfy material Inconsistencies with the audited
financial statements If we become aware of any apparent
materal risstatements or inconsistencies we consider the
implications for our report

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 affairs at

Close Brothers Group pic
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31 July 2011 and of the group's profit for the year then
ended,

« the group financial staternents have been property
prepared In accordance with IFASs as adopted by the
European Union,

+ the parent company financial staternents have been
properly prepared in accordance with United Kingdam
Generally Accepted Accounting Practice, and

» the financial statements have been prepared In
accordance with the requirements of the Companies Act
2006 and, as regards the group financial statements,
Article 4 of the 1AS Regulation

Opinicn on other matters prescribed by the Companies

Act 2006

In our opinicn

s the part of the Report of the Board on Directors’
Remuneration to be audited has been propetly prepared
n accordance with the Companies Act 2006, and

+ the informaton given in the Report of the Directors for the
financial year for which the financial statements are
prepared 1s 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 reguired to report to

you if, 1n our opinicn

» adeqguate accounting records have not been kept by the
parent company, or returns adequate for our audit have
not been receved from branches not visited by us, or

e the parent company financial statemerits 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

e certain disclosures of drrectors' remuneration specified by
law are not made, or

* we have not raceived all the information and explanations
we reguire for our audit

Under the Listing Rules we are required 10 review

s the drectors’ statement, contamned within Corporate
Governance, in relation to gong concern,

* the part of Corporate Governance relating to the Company’s
compliance with the nine provisions of the UK Corporate
Govemnance Code specified for our review, and

s certain elements of the Report of the Board on Directors’
Remuneration

Kari Hale {Senior Statutory Auditor)

for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditor
London, United Kingdom

27 September 2011
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2011 2010
Note £ million € rullion
Continuing operations
Interest income A 3605 30790
Interest expenseg 4 (1298) (117 4)
Net interest Income 2309 1905
Fee and commission income 4 175.9 1495
Fee and commission expense 4 (19.2) (17 4)
Gans less losses ansing from dealing in secunties 132.2 1419
Share of profit of associates 28 2.6 57
Othet Income 26.1 251
Non-interest incomse 317.6 304 8
Operating iIncome 5485 4953
Administrative expenses 4  (3852.1) (3154)
Imparment losses on loans and advances 13 (65 2) 63 4)
Total operating expenses before exceptional items, goodwil
mparment and amortisation of intangible assets an acquisiion (417.3) (378 8§)
Operating profit before exceptional items, goodwill impairment
and amortisation of intangible assets on acquisition 131.2 116 5
Exceptional itlems 5 {46.9 N50)
Goodwill imparment 17 (3.7 -
Amortisation of intangtbie assets on acguisition 17 2.1) (05)
Operating profit before tax 785 1010
Tax 7 (35.1) k28
Profit after tax from continuing operations 43.4 68 2
Loss for the period from discontinued opéerations, net of tax 8 (27 6) (17}
Profit for the year 158 66 5
Profit atirbuiable 1o non-controling interests from contimuing operatans 07 03
Brofit attnbutable to non-controling interests from discontinued operations 0.5 03
Profit attnbutable to the shareholders of the company 14.6 65 9
From continuing operations
Basic earnings per share 10 206p 47 4p
Diluted earmngs per share 10 290p A4866p
From continuing and discontinued operations
Basic earnings per share 10 10.1p 460p
Diluted earnings per share 10 99p 452p
Interim dividend per share paid 11 13.5p 13 6p
Final dividend per share 11 265p 255p
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Consolidated Statement of Comprehensive Income
for the year ended 31 July 2011

201 2010
£ million £ ruthon
Profit for the year 15.8 66 5
Other comprehensive income from continuing operations
Currency transiation (losses)/gans _{2.1) 45
Gains on cash flow hedging 0.6 61
Other losses (0.7} 39
Gains/llosses) on financial mstruments classified as available for sale
Gilts and government guaranteed debt - 02
Floating rate notes 28 190
Equity shares {0.2) (28
Transfer to Income statement on Mmpairment of avaiable for sale equrty shares - 150
Other comprehensive income for the year, net of tax, from contihuing operations 04 377
Other comprehensive Incoma for the year, net of tax, from discontinued operations - 01
Total comprehensive income for the year 162 104 3
Attributable to:
Non-controling interests 1.2 [8]3]
150 1037

Shareholders

16.2 104 3
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2011 2010

Note £ milllon £ milhon
Assets
Cash and balances at central banks 5945 452 7
Settlement balances 551.1 5417
Loans and advances to banks 12 114.8 158 5
Loans and advances o customers 13 3,436.3 29126
Debt secunties 14 8528 16362
Equity shares 15 571 599
Loans to money brokers aganst stock advanced 753 860
Dervative financial instruments 16 452 230
Investments In associates 28 334 737
Intangible assets 17 133.1 107 5
Property, plant and equipment 18 622 462
Deferred tax assets 19 267 328
Prepayments, accrued ncome and other assets 20 127.1 128 8
Total assets 68,1086 62596
Liabilities
Setilement balances and short positions 21 521.8 565 1
Deposits by banks 22 1928 48 1
Deposits by customers 22 3,170.5 311586
Loans and overdrafts from banks 22 502.6 1,1784
Debt securties n 1Ssue 22 548 1 2186
Loans from money brokers against stock advanced 63.6 327
Dervative financial instruments 16 45.3 205
Accruals, deferred mcome and other labiities 20 260.6 2513
Subordinated oan caprtal 23 75.0 750
Total habilities 53803 55052
Equity
Called up share capital 24 37.6 37 4
Share premium account 2830 2759
Profit and loss account 4162 457 3
Other reserves {(104) (i87)
Total sharehoiders’ equity 7264 7519
Non-controlling interests in equity 1.9 25
Total equity 7283 7544
Total hahiities and equity 6,108.6 62596

Approved and authorised forissue by the Board of Directors on 27 September 2011 and signed on its behalf by

P.S5.8. Macpherson P Prebensen
Charman Chief Executive

Registered number 520241
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{ther reserves
Avatable Total
Called up Share Profit for sale Share Exchange Cashflow atinbutable Nan-
share premium and loss  movements based moverments heging to equity contraling Total
capital account account resarve resarves raserve raserve holders ntarests aguty
€ milkon ¢ million £ milhon £ milion £ miffion £ rmifiton £ rmution £ mulion £ mudon £ rmihon
At 1 August 2009 374 2745 4457 (35 7) (37 4) 186 87) 6834 43 897 7
Profnt for the year - - 659 - - - - 65 0 06 66 5
Other comprehsnsive
Income - - (4 4) 310 - 51 61 378 - 378
Total comprehensive
incoms for the year - - 615 310 - 51 61 1037 06 104 3
Exercise of options — 14 - — - - - 14 - 14
Dividends paid - - (65 5) - - - - (55 5) - (555
Shares purchased - - - - (23} - - 23 - 23
Shares issued - — — - - - - - - —
Sharas released - - - - 95 - - 85 — 95
Other movements - - 56 - 39) - - 17 (24) 07)
At 31 July 2010 374 2759 4573 47 834 1) 237 3 7519 25 754 4
Profit for the year - - 146 - - - - 14 6 12 158
Other comprehensive
ncome - - (07) 26 - 2 1) 06 04 - 04
Total comprehensive
income for the year ~ - 139 26 - (2 1} 06 150 12 16 2
Exercise of options - 01 - - - - - 01 — 01
Dvidends paid ~ - {557) - - - - B85 7) {04) (561}
Shares purchased - - - - 03 - - 03 - 03
Shares 1ssued 02 70 - - - - ~ 72 - 72
Shares released ~ - - - 64 - - 64 — 64
Other movemeanis - - Q7 {0 4) 50 (3 5) ~ 18 (14) 04

At 31 July 2011 376 283.0 4162 2.5) (230 18.1 (3.0) 7264 19 728.3
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2011 2010
Note £ millien € milion
Net cash inflow/(outflow) from operating activities 33(a) 679 (1351)
Net cash outflow from investing activities
Dwidends received from asscclates 25 82
Purchase of
Assets held under operating leases (26.8) (1286)
Property, plant and eguipment {95 85
Intangible assets 7.2) 47
Equity shares held for iInvestment 05 (02
Own shares for employee share award schemes {0.3) 23
Non-controlling interests - {40
L oan book 9 - (978
Subsidiaries 33k} (39.0) 04
Sale of
Property, plant and equipment 52 22
Equity shares held for investment 20.7 33
Subsidiaries 33(c) (231.0) -
(285.9) (1168)
Net cash outflow before financing {218.0) (2519
Financing activities
Issue of ordinary share capital, net of transaction costs 33(d) 0.2 14

Equity dwdends paid

{85.7) (555

Dwidends paid to non-controlling interests {0.4) 07
Interest paid on subardinated loan capial (5.6 (5 6)
Debt secunties {redeemed)/issued (20.5) 1972
Net decrease in cash {3000) (1151)
Cash and cash equivalents at beginning of year 1,283.2 1,398 3
Cash and cash equivalents at end of year 33(e) 983.2 1,2832
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2011 2010
Note £ milllon £ mihon
Fixed assets R o _ o _ o o ) .
Intangtble assets . o o o o 17 02 02
Property, plant and equipment _ 18 24 32
investments in subsidiaries o ) _ __ 27 2870 2870
interest free loan to subsidiary 3132 3773
6028 6677
Currentassets = } . . o
Cash atbank__ _ .1 05
Amounts owed by subsidiaries } . o . ___ _4459 4129
Other Investments ) L 47 112
Corporatlon tax recewable o _ 47 71
Deferred taxasset . _ e o 1827 33
Other debtors 56 19
4647 4369
Creditors: Amounts falling due within cne year - _ o
Amounts owed to subsidiaries 18 62
Accruals and deferred ncome . o o . & A 59
Provisions 20 67 74
Bank loans and overdrafts o . _ 1350 1000
Other creditors’ 7.0 83
1582 1278
Net current assets 306.5 3091
Total assets less current habiities oo _ 9093 9768
Creditors Amounts falling due after more than one year o o o _ .
Debt secunties in issue _ _ 19814 1978
Interest free loan from subsidiary with no fixed repayment date - 17 9
Net assets 7112 7611
Capital and reserves _ _ ) L i . o L
Share capital e e 24 376 374
Share premium account _ o o . . 2830 2759
Profit and loss account _ _ i _ 25 _ #122 4772
Other reserves 25 (21.8) (294)
Total equity shareholders’ funds 711.2 761 1

Approved and authonsed for 1ssue by the Board of Directors on 27 September 2011 and signed on its behalf by

P S S. Macpherson P. Prebensen
Chairman Chief Executive

fmfio e
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The Notes

1. Significant accounting policies
{a) Reporting entity
Close Brothers Group pic (“the company”}, a public imited company incorporated and domiciled in the UK, together with its

subsidianes {collectively, the “group™), operates through three divisions Banking, Securthes and Asset Management, and 1s
pnmanly located within the UK

The company financal statements (“the company accounts”) have been prepared and approved by the directors in
accordance with Section 395 of the Companies Act 2008, the Large and Medium sized Companies and Groups (Accounts
and Reports) Regulations 2008 and with all relevant UK accounting standards The company has taken advantage of the
exemption in Section 408 of the Companies Act 2006 not to present its company ncome statement and related notes

(b) Compliance with International Financial Reporting Standards

The consolidated financial statements (“the consolidated accounts”} have been prepared and approved by the directors in
accordance with all relevant IFRSs as issued by the international Accounting Standards Board ("|IASB”), and nterpretations
issued by the IFRS Interpretations Committes (IFRIC™, endorsed by the European Union (*EU")

At the balance sheet date the group adopted the following standards, amendments and nterpretations which had become
sffective dunng the year The adoption of these did not have a material Impact on the financial statements of the group

» IFRS 2 “Share-based Payments” — Amendments relating to group cash-settled share-based payment transactions and
vesting conditions,

IAS 32 “Financial Instruments Presentation” - Amendments relating to classification of nghts 1ssues,

IFRIC 19 “Extinguishing Financial Liabiliies with Equity Instruments”, and

IFRS Annual Improvements 2009 — Sets out minor amendments to IFRS standards as part of the annual improvements
process

The following standards, amendments and interpretations have been 1ssued by the IASB and IFRIC with effective dates,
subject to EU endorsement in some cases, which do not impact on these financial statements

1AS 19 “Employee benefits” — Effective for annual periods beginning on or after 1 January 203,

IFRS 13 “Farr value measurement” - Effective for annual penods beginning on or after 1 January 2013,

IFRS 12 “Disclosure of interests In other entities” - Effective for annual periods beginning on or after 1 January 2013,
IFRS 11 “Joint arrangerments” — Effective for annual periods beginning on or after 1 January 2013,

IFRS 10 "Consolidated financial statements” — Effective for annual periods beginning on or after 1 January 2013,

IAS 28 “Investments in associates” - Effective for annual perods beginming on or after 1 January 2013,

IAS 27 “Separate financial statements” - Effective for annual periods beginning on or after 1 January 2013,

IFRS 9 “Financial Instruments” — Effective for annual periods beginning on or after 1 January 2013,

IAS 12 “Income taxes” — Effective for annual penods beginning on or after 1 January 2012,

IFRS 7 “Disclosures — Transfers of Financial Assets” — Effective for annual periods begnning on or after 1 July 2011,
IAS 24 “Related Party Disclosures™ — Effective for annual penods beginning on or after 1 January 2011,

IFRIC 14 “Prepayments of a Minimum Funding Requirement” ~ Effective for annual penods beginning on or after 1 January
2011, and

IFRS Annual Improvements 2010 — Most of the amendments are effective for annual periods beginning on or after

1 January 2011

The impact on the group's financial statements of these future standards, amendments and interpretations 1s still under
review, but the group does not currently expect any of these changes to have a matenal mpact on the resuits or the nat
assets of the group

{c) Basis of preparation

The consolidated and company accounts have been prepared under the historical cost corvention, except for the
revaluation of financial assets and labiitres held at fair value through profit or loss, avaiable for sale financial assets and all
dervative financial Instruments (“denvatives”)

The financial statements have been prepared on a going concern basis as disclosed in the Report of the Directors
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1. Significant accounting policies continued

(d) Consohdation

Subsidiares

Subsidianes are all entiies over which the group has the power to directly or Indirectly govern the financial and operating
policies, generally accompanying a shareholding of more than one half of the voting nights Subsidiaries are fully consolidated
fromn the date on which the group effectively obtans control They are de-consolidated from the date that control ceases
Special purpose entities {“SPEs") are consolidated when the substance of the relationship between the group and its entity
indicates control by the group

The acquisition method of accounting 1s used to account for the acquisition of subsidiares Under the acquistion method of
accounting, with some limited exceptions, the assets, habibes and contingent habilities of a subsidiary are measured at therr
fair values at the date of acquistion The non-controling interest 1s measured erther at fair value or at the non-controlling
Interest's prepertion of the net assets acquired Acquisition related costs are accounted for as expenses when incurred,
unless directly related to the 1ssue of debt or equity secunties Any excess of the cost of acgusihon over net assets 1S
capitased as goodwil All intra group balances, transactions, ncome and expenses are elmnated

Associates

The consolidated accounts also incorporate the financial statements of entities that are nesther subsidianes nor joint ventures
but over which the company has significant nfluence (“associates”), using the equity method of accounting This applies
where the company and the group hold 20% or more of an entity's voting nghts, unless 1t can be clearly demonstrated that
no significant influence exists

The group'’s share of an associate’s results Is included in the consolidated Income statement from the date it becomes an
associate to the date it stops being so Under the equity method of accounting, the investment n an assocate 1s nitially
recogrised at cost This carrying amount subsequently increases for the group’s share of any profit and decreases for the
group’s share of any losses or distributions receved The carrying amount 1s also reviewed annually for imparrment

(e) Assets held for sale and discontinued operations

Assels are classified as held for sale when their carrying amount is o be recovered principally through a sale transaction and
a sale 1s considered highly probable They are stated at the lower of carrying amount and farr value less costs to sell Assets
and liabilites classified as held for sale are shown separately on the tace of the consobdated balance sheet

The results of discontinued operations are shown as a single amount on the face of the consohdated income statement
compnsing the post-tax profit or loss of discontinued operations and the post-tax gain or loss recognised esther on
measurement to farr value less costs to sefl or on the disposal of the discontinued operation A discontinued operation 15 a
cash generating unit (‘CGUs"} or a group of CGUs that either has been disposed of, or 1s classified as held for sale, and
represents a separate major ine of business of geographical area of operations, 15 part of a single coordmated plan to
dispose of a separate major ine of business or geographical area of operations or1s a subsidiary acquired exclusively with a
view to resale

{)) Foreign currency translation

For the cotnpany and those subsidianes whose balance sheets are denorrunated In sterling which is the company’s
functional and presentation currency, monetary assets and labtties denominated in foreign currencies are translated into
sterling at the closing rates of exchange at the balance sheet date Foreign currency transactions are translated nto stering
at the average rates of exchange over the year and exchange differences ansing are taken to the consohdated mcome
statement

The balance sheets of subsidianes and associates denominated in foreign currencies are transtated into sterling at the
closing rates The incorne statemnents for these subsidianies and associates are translated at the average rates and exchange
differences arising are taken to equity Such exchange differences are reclassified to the consohdated income statement n
the period in which the subsidiary or associate 18 disposed of

{g) Revenue recognition

Interest

Interest on loans and advances made by the group, and fee income and expense and other direct costs relating to loan
ongination, restructuring or commitments are recagnsed in the consolidated ncome statement using the effective interest
rate method
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The effective Interest rate method applies a rate that discounts estimated 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
nstrument including transaction costs and all other premiums or discounts but not future credit losses

Fees and commissions

Where fees that have not been included within the effective mterest rate method are earned 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 corresponding expenses in respect of other services are recogrused in the
consohdated 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 intally included
within “accruals and deferred income™ and then recognised as revenue as the services are provided To the extent that fees
and commissions are recogrised in advance of billing they are included as accrued INcome or expense

Dividends
Dvidend iIncome 1s recognised when the nght to receive payment i1$ established

Gains less losses anising from dealing in securnties
This iIncludes the net gans ansing from both buying and seling securties and from positions held in secuntes, iIncluding
related interest ncome and dividends

(n) Exceptional items

ltems of income and expense that are matenal by size and/or nature and are non-recurring are ciassified as exceptional
iterns on the face of the consolidated income statement The separate reporting of these iiems helps give an indication of the
group's underlying performance

() Financial assets and habiites (excluding dervatives)

Classification

The group classties its financial assets nto the following measurement categones ()} financial assets held at far value
through profit or loss, (1) Joans and recenvables, () held to maturity, and (iv) avalabte for sale

Fnancial labilities are classified as erther held at far value through profit or loss, or at amartised cost using the effective
interest method Management determines the classification of its financial assets and habities at inal recognition

Financial assets and habiities held at fair value through profit or loss

This category has two sub-categones financial assets and habilities held for trading, and those designated at far value
through profit or loss at Inception A financial asset or hablity 1s classified as trading 1f acqured principally for the purpase of
selling n the short term, which for the group relates to the securities trading business

Financial assets and abilities may be designated at farr value through profit or loss when

 The designation eliminates or significantly reduces a measurement or recognition Inconsistency that would otherwise arise
from measuring assets or labilibes on a different basis,

« A group of financial assets and/or habililes 1s managed and its performance evaluated on a fair value basis, or

e The assets or labities nclude embedded denvatives and such dervatives are required to be recognised separately

Financial assets and habilities held at farr value through profit or loss are subsequently camed at fair value, with gains and
losses ansing from changes in far value taken directly to the consohdated income statement

Loans and receivables

Loans and recevables are non-dervative financial assets with fixed or determinable payments that are not quoted In an
active market and it 1s expected that substantally afl of the inial investment will be recovered, other than because of credit
deterioration Loans and recevables are subsequently carned at amortised cost using the effectve interest methed and
recorded net of provisions for impairment losses

Held to matunity

Held to maturnity assets are non-dervative financial assets with fixed or determinable payments and fixed maturites that the
group's management has the positive intention and ability to hold to matunty Held to matunty financial assets are
subsequently carned at amortised cost using the effective interest method
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1. Significant accounting policies continued

Available for sale

Avallable for sale assets are those non-derivative financial assets intended to be held for an indefinite penod of time, which
may be sald In response to liquidity requirements or changes ninterest rates, exchange rates or equity pnces Avalable for
sale financial assets are subsequently carned at farr value, with gains and losses ansing from changes in fair value takento a
separate component of equity until the asset 18 sold, or is impaired, when the cumulative gamn or loss 1s transferred to the
consolidated income staterment

The farr values of quoted financial assets or financial habilities in active markets are based on current pnces 1If the market for
a financial asset or financial lability 1s not active, or they relate to unlisted securities, the group establishes fair valug by using
valuation techniques These iInclude the use of recent arm's length transactions, discounted cash flow analysis, option pricing
models and other valuation lechniques commonly used by market participants

Derecognition

Financial assets are derecogrised when the nights to receive cash flows from the financial assets have expired or where the
group has transferred substantially all risks and rewards of ownershup If substantally all the nsks and rewards have been
neither retained nor transferred and the group has retaned control, the assets continue to be recogrused to the extent of the
group’s continuing involvement Financial kabilities are derecognised when they are extinguished

() Impaiment of financial assets

The group assesses at each balance sheet date whether there 1s any objective evidence that a financial asset or group of
financial assets classified as held to matunty, avaliable for sale or loans and receivables 1s impared A financial asset or group
of financial assets is impaired and an imparrment loss incurred if there is objective evidence that an event or events since
inihial recogrution of the asset have adversely affected the amount or timing of future cash flows from the asset

Financial assets at amortised cost

If there 1s objective evidence that an impairment loss on a financial asset or group of financial assets classified as loans and
recenables or as held to matunty iInvestments has been incurred, the group measures the amount of the loss as the
difference between the cartying amount of the asset or group of assets and the present value of estimated future cash flows
from the asset or group of assets discounted at the effectrve interest rate of the instrument at nitial recogrtion

fmparment losses are assessed indvidually for financial assets that are individually significant and indvidually or collectively
for assets that are not Individually sigrificant In making coflective assessment of impawrment, financial assets are grouped
into portfolios on the basis of similar nsk charactenstics

For loans and recewvables, the amount of the loss is 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 effective interest rate As the loan amortises over its hife, the imparment 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
relavant element of the outstanding mpairment loss i1s reversed Interest on impaired financial assets s recognised at the
oniginal effective interest rate applied to the carrying amount as reduced by an allowance for mpairment

For loans that are not considered individually significant, the group adopts a formulaic approach which allocates a loss rate
dependent on the overdue period Loss rates are based on the discounted expected future cash flows and are regularly
benchmarked aganst actual outcomes fo ensureg they remain appropriate

Financial assets carned at fair value

When a decline in the farr value of a financial asset classified as available for sale has been recogrised directly In equity and
there 15 objective evidence that the asset 15 imparred, the cumulative loss 1s removed from equity and recognised in the
consolidated income staterment The loss 1s measured as the difference between the amortised cost of the financial asset
and its current far value Imparment losses on avalable for sale equity nstruments are not reversed through the
consolidated income statement, but those on avarable for sale debt nstruments are reversed, If there 1s an ncrease n far
value that is objectively related to a subseguent event

(k) Settlement accounts

Settlement balance debtors and creditors are the amounts due to and from counterparties In respect of the group's market-
making activities, and are carned at amortised cost The balances are short-term i nature, do not earn Interest and are
recorded at the amount recevable or payable
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() Loans to and from money brokers agamst stock advanced

Loans 1o money brokers against stock advanced are the cash collateral prowvided to these institutions for stock borrowing by
the group’s market-making actmities, and are carried at amortised cost Interest 1s paid on the stock borrowed and eamed
on the cash deposits held The stock borrowing to which the cash deposits relate s short-term in nature and Is recorded at
the amount receivable Loans from money brokers aganst stock collateral provided are recorded at the amaount payable
Interest 1s paid on the loans payable

(m) Finance leases, aperating leases and hire purchase contracts

A finance lease 1s a lease or hire purchase contract that transfers substanbally all the risks 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 discounted at its implicit interest rate Finance charges on finance leases are taken to Income 1N proportion to the
net funds invested

Rental costs under operating leases and hwre purchase contracts are charged to the consolidated income statement n equal
annual armounts over the penod of the leases

(n) Sale and repurchase agreements and other secured lending and borrowings

Secunties may be sold subject 1o a commitment to repurchase them Such securities are retained on the consolidated
balance sheet when substantially all the nsks and rewards of ownership remain with the group The transactons are treated
as collateralised borrowing and the counterparty hiabiity 15 ncluded within loans and overdrafts from banks Similar secured
borrowing transachons including secunties lending transactions and collaterased short-term notes are treated and
presented in the same way These secured financing transactions are inthally recognised at far value, and subsequently
valued at amortised cost, using the effeciive interest method

{0) Secuntisation transactions

Where the group securitises Its own financial assets, this 1s achieved via the sale of these assets to an SPE, which in turn
\ssues securities to Investors Al financial assets continue to be held on the group's consolidated balance sheet, and debt
securities in 1ssue are recogrised for the proceeds of the funding transaction

(p) Offsetting financial instruments

Financial assets and financial labilities are offset and the net amount presented on the consolidated balance sheet If, and
only if, there I1s a legally enforceable nght to set off the recognised amounts and there Is an intention to settle on a net basis,
or 1o reahse an asset and settle the habiiity simultaneoustly

(@) Denvatives and hedge accounting

In general, denvatives are used to minimise the impact of interest, currency rate and equity price changes to the group’s
financial mstruments They are carried on the consolidated balance sheet at far value which is obtamned from quoted market
prices In active markets, Including recent market transactions, and discounted cash flow models

On acquisttion, certan dernvatives are designated as a hedge and the group formally documents the relationship between
these derivatives and the hedged item The group also documents its assessment, both ai hedge inception and cn an
ongoing basss, of whether the dervative 1s highly effective In offsetting changes in fair values or cash flows of hedged tems f
a hedge was deemed partally ineffective but continues to qualify for hedge accounting, the amount of the ineffectveness,
taking into account the tinming of the expected cash flows where relevant, would be recorded in the consolidated income
staternent If the hedge 1s not, or has ceased to be, highly effective the group discontinues hedge accounting

For farr vaiue hedges, changes n the fair vaiue are recognised in the consolidated ncome staterent, logether with changes
in the far value of the hedged item For cash flow hedges, the far value gain or loss associated with the effective proporfion
of the cash flow hedge is recognised initially directly in equity and recycled to the consolidated income statement in the
period when the hedged item affects Incorne

Some contracts {*hybnd contracts”) contan beth a dervative (“embedded denvative™) and a non-derivative {"host contract”)
Where the economic characteristics and nsks of the embedded dervatives are not closely related to those of the host
contract, and the host contract itself 1s not camed at fair value through profit or loss, the embedded dervative 1S bifurcated
and reported at far value and gains and losses are recognised n the consolidated income statement
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1. Significant accounting peolicies continued

i) Intangible assets

Computer software and ntangible assets on acquisition {excluding goodwil) are stated at cost less accumulated
amortisation and provisions for mpairment Amortisation is calculated to write off their cost on a straight-line basis over the
estimated useful Iives as follows

Computer software 20% to 33%
Intangible assets on acquistion 7% to 20%

Goodwill on acquisitions of subsidianies 1s included in intangible assets Goodwill 1s assessed annually for impairment and
carried at cost less any accumulated impasrment

{s) Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and provisions for imparrment Depreciation
s calculated to wite off their cost on a straight-line basis over therr estimated useful lves as follows

Frechold and long leasehold property 25%
Fixtures, fittings and equipment 10% to 33%
Motor vehicles 25%
Short leasehold property Qver the length of the lease

No depreciation s provided n respect of freehold land, which is stated at cost

{t) Share capual

Share 1ssue costs

Incremental costs directly attributable to the 1ssue of new shares or options including those issued on the acquisition of a
business are shown in equity as a deduction, net of tax, from the proceeds

Dwvidends on ordinary shares
Dvidends on ordinary shares are recognised in equity in the period In which they are paid or, f earlier, approved by
shareholders

Treasury shares

Where the company or any member of the group purchases the company’s share capital, the consideration paid I
deducted from shareholders’ equity as treasury shares until they are cancelled Where such shares are subsequently sold or
reissued, any consideration receved 1s inctuded in shareholders' equity

{u) Employee benefits
The group operates defined contnbution pension schemes and a defined benefits pension scheme for eligible employees

Under the defined contribution scheme the group pays fixed contributions into a fund separate from the group’s assets
Contributions are charged in the consolidated income statement when they become payable

Under the defined benefit scheme eligible employees’ retirement receipts are defined by factors such as salary, length of
service and age The liabiliies of the group’s defined benefit scheme, which was closed to new entrants in 1896, are
measured using the projected umit credit method and discounted at a rate that reflects the current rate of return on hugh
quality corporate bonds with a term that matches that of the liabilities Actuanal gans and losses ansing from expenence
adjustments and changes in actuanal assumptions are charged or credited to the consolidated income statement over the
members’ expected average remaining working lives The net deficit or surplus on the plan, comprising the present value of
the defined benefit obligations less the farr value of plan assets and any unrecognised actuanal gans and osses, IS carned
on the consolidated balance sheet

(v) Share-based payments to employees

The group operates five share-based award schemes, an annual discretionary performance arrangement {Deferred Annual
bonus {"DAB™) and four long-term incentive schemes (“Incentive Schemes"), the Share Matching Plan (“SMP"), the 2009
Long Term Incentive Plan which replaced the 2004 Long Term Incentive Plan (“LTIP"), the 1895 Executive Share Option
Scheme (“ESOS") and the Inland Revenue approved Save As You Earn (“SAYE") scheme
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The costs of the DAB are based on the salary of the indmdual at the time the award 1s made The value of the share award at
the grant date 1s charged to the group's consohdated income statement in the year to which the award relates

The cost of the Incentive Schemes 1s based on the far value of awards on the date of grant Far values for market based
performance conditions are determined using a stochastic (Monte Carlo srmulation) pricing model for the SMP and LTIP and
the Black-Scholes pricing mode! for the other schemes Both models 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 pnce over the Iife of the option
award and other relevant factors For non-market based perfarmance conditions, vesting conditions are not taken into
account when measunng fair valua, but are reflected by adjusting the number of shares n each award such that the amount
recognised reflects the number that are expected to, and then actually do, vest Tha fair value 1s expensed in the
consolidated income statement on a straight line basis over the vesting perod, with a corresponding credit to the share-
based awards reserve At the end of the vesting perod, or upon exercise, lapse or forfeit if earlier, this credit 1s transferred 1o
retained reserves Further information on the group's schemes Is provided in note 32, and n the Repoert of the Board on
Directors’ Remuneration

{w) Provisions and contingent iabiities
Provisions are recognised In respect of present oblgations ansing from past events where it 1s probabile that outflows of
resources will be required to settle the obhigations and they can be reliably estimated

Contingent liabiities are possible obligations whose existence depends on the outcome of uncertain future events or thase
present obligations where the outflows of resources are uncertain or cannat be measured rlably Contingent llabihties are
not recognised In the financial statements but are disclosed unless they are remote

(x) Taxes, ncluding deferred taxes

Current tax is the expected tax payable on the taxable profit for the year Taxable profit differs from net profit as reported n
the consolidated iIncome statement because 1t excludes items of Nncome and expense that are taxable or deductible In other
years and items that are never taxable or deductible The group’s liability for current tax is calculated using tax rates that
have been enacted or substantively enacted by the balance sheet date

To enable the tax charge to be based on the profit for the year, deferred tax 18 provided in full on temporary timing
differences, at the rates of tax expected to apply when these differences crystalise Deferred tax assets are recognised only
to the extent that it 1s probable that sufficient taxable profits will be avatlable against which temporary differences can be set
All deferred tax llabmties are offset against deferred tax assets In accordance with the provisions of 1AS 12 “Income taxes”

(y) Cash and cash equivalents
For the purposes of the cash flow statement, cash and cash equivalents comprises cash and demand deposits with banks
together with short-term highly kquid nvestrents that are readily convertible to known amounts of cash

{z) Segment reporting

Operating segments are reported n a manner congistent with the internal reporting provided to the Executive Commuttee
which 1s considered the group’s chief operating decision maker All transactions between business segments are conducted
on an arm's length basis, with Intra-segment revenue and costs being elminated on consolidation Income and expenses
directly associated with each segment are included in determining business segment performance

2. Critical accounting estimates and judgements

The reported results of the group are sensitive o the accounting policies, assumptions and estimates that underlie the
preparation of its financial statements UK company law and IFRS require the directors, in prepanng the group’s financial
statements, to select suitable accounting policies, apply them consistently and make judgements and estimates that are
reasonable and prudent The group’s estimates and assumptions are based on historical experience and expectation of
future events and are reviewed periodically The actual outcome may be materially different from that anticipated The
judgements and assumptions involved in the group's accounting policies that are considered by the board to be the most
tmportant to the portrayal of ts financial condition are as follows
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2. Cnitical accounting estimates and judgements continued

(@) Imparment of loans and advances

Allowances for loan imparrment represent management's estimate of the losses incurred in the loan portfolics as at the
balance sheet date Changes to the allowances for loan imparment are reported in the consolidated income statement as
impairmenit losses on loans and advances Imparrment provisions are made if there 15 objective evidence of mpairment as a
result of one or more subsequent events regarding a significant loan or a portfolio of loans and is Impact can be reliably
estimated

Individual imparment losses are determined as the difference between the carrying value and the present value of estimated
future cash flows, discounted at the loans’ onginal effective interest rate Impairment losses determined on a portfoho basis
are calculated using a formutaic 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 outcomes to ensure they
remain appropriate

Estimating the amount and timing of future recovenes involves significant judgement, and considers the level of arrears as
well as the assessment of matiers such as future economic conditions and the value of collateral Al imparmerit losses are
reviewed at least annually

(b) Fair value of financial instruments
Far value 1s the amount for which an asset could be exchanged, or a liability settied, between knowledgeable, wiling parties
in an arm's length transaction

Some of the group’s financial nstruments are carred at farr value, with changes in farr value etther reported within the
consohdated Income statement or within equity until the instrument is sold or becomes impared An analysis of financial
\nstruments carred at far value by valuation hierarchy and particulars of valuation techniques used 1s Included in note 34 and
the accounting policy set out In note 1()

The far values of quoted financial Instruments m active markets are based on current prices If the market for a financial
instrument, and for unlisted securites, 1s not active, the group establishes far value by using valuahon techniques These
nclude the use of recent arm's length transactions, discounted cash flow analysis, option pncing models and other valuation
technigques commonly used by market participants

(c) Effective interest rate

The effective Interast rate method applies a rate that discounts estimated future cash payments or receipts relating to a
financial nstrument to its nat carryng amount The estmated future cash flows take nto account all contractual terms of the
financial Instrument including transaction costs and all other premiums or discounts but not future credit losses Models are
reviewed at least annually and are reviewed to assess expected Iives of groups of assets based upon actual repayment
profiles

(d) Goodwll impairment

The drrectors review goodwill for impairment at least annually or when events or changes In economic circumstances
indicate that mparrment may have taken place The recoverable amounts of refevant CGUs are based on value N use
calculations using management's best estmate of future cash fiows and performance, discounted at an appropriate rate
which the directors estimate {0 be the return appropriate to the business

{e) Share-based awards

The cost of the group’s long-term equity based incentive schemes are determined using commonly accepted valuation
techniques Farr values for market-based performance conditions use models which take into account the exercise price of i
the option, the current share price, the nsk free Interest rate, the expected volatiity of the company’s share price over the Iife

of the option/award and other relevant factors For non market-based performance conditions, vesting conditions are not

taken mnto account when measuring fair value, but are reflected by adjusting the number of shares 1n each award such that

the amount recognised reflects the number that are expected to, and then actually vest Details of the above vanables can

be found in note 32
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3. Segmental analysis

The Executive Commuttes, which is considered the group's chief operating decision maker, manages 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
activibes are organised in three primary operating divisions Banking, Securities and Asset Management A description of the
activities, including products and senvices offered by these divisions Is given in the Business Review The Group segment
ncludes the group’s central functions which comprise Group Executive, Finance, Investor Relations, Legal, Human
Resources, Audit, Compliance, Corporate Development, Company Secretariat and Risk Group administrative expenses
include staff costs, legal 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 nclude interest on cash balances at
Group In the segmental reporting information which follows, Group consists of the central funchions described above as well
as various non-trading head office companies and consohdation adjustments, In order that the information presented
reconciles to the overall group consolidated income statement and balance sheet

Divisions charge market pnces for services rendered to other parts of the group Funding charges between segments are
determined by the Banking division’s Treasury operation taking into account commercial demands More than 90%, of all of
the group’s activities, revenue and assets are located withun the Brtish Isles

Assat Continuing  Discontnued

Banking Securties  Managemant Group operatons operatons Total

£ midhon £ rmdlon £ milion £ rmion £ million £ milion £ milfion
Summary Income Statement for the year

ended 31 July 2011

Net interest mcome/{expense} 230.2 {0.4) 0.8 03 2309 56 2365
Other ncome/{expense) 95.8 159.1 63.0 (03) 3176 259 3435
Operating income before exceptional iterns 326.0 158.7 63.8 - 548 5 3156 580.0
Adminsstrative expenses {1422) (101 8) (720 {206) (336.6 (28.4) (365.0)
Depreciation and amortisation 12.3 (2.1) (0.4 {07) {15.5 {1.1 (166
Imparrment losses on loans and advances 65.2 - - - (65.2) - {65.2)

Total operating expenses before exceptional items (219.7) (1039) {72.4) 213) (417.3) (29.5) (446.8)

Adjusted operating profit/(loss)' 106.3 548 86) (21.3) 131.2 2.0 1332

Exceptional items - (36.0) (154) 4.5 {46.9) - {46 9

Goodwill imparment - - {3.7) - (3.7 {4.5) {8.2
Amortisation of intangible assels on acguisition {0.6) - {1.5) - (2 1) - (2.1)
Loss on disposal of discontinued operations - - - - - (24.9) (24.9)
Operating profit/(loss) before tax 105.7 188 {29.2) (16.8) 78.5 (27 4 51.1

Tax (28.6) (15.2) 5.2 35 (35 1) {0.2 {35 3)
Non-coniroling mterests {0.7) - - - {0.7) (0.5) {12
Profit/loss) after tax and non-controlling interests 76.4 3.6 {24.0) (13.3) 42.7 {28.1) 14.6
External operating income/[expense) 347.6 158.7 65.0 (153) 556.0 240 5800
Inter segment operating income/(expense) (21.6) - {1.2) 15.3 (7 5) 7.5 -
Segment operating INcome 3260 158.7 63.8 - 548.5 31.5 5800

1Adusted operaung profit/loss) ss stated pelore exceptional items goodwil mparment amaorusanon of ntanglble assets on acgustion (0ss on disposal of discontinued operaions
and tax
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3. Segmental analysis continued
The foliowing table provides further detall on group wide operating income

2011 2010
£ million £ milhon
Banking
Retarl 1288 1049
Commercial 1406 114 2
Property 429 365
Treasury and other non-lending income 137 16 4
Securnties
Market-making and related activities 158 7 162 2
Asset Management
Management fees on AuM 573 481
Other income 65 12 5
Group - Q5
Operating income before exceptional items (continuing operations) 5485 49853
Discontinued operations 315 364
Operating mcome before exceptional tems 58¢ 0 8317
Asset
Banking Sacunties Management Group Total
£ rmillion £ milion £ miion £ million £ mithon
Summary Balance Sheet at 31 July 2011
Assets
ash and loans and advances to banks 668.4 247 15.1 1.1 709.3
Settlement balances, long trading positions and loans to
monay brokers' - 7069 - - 706.9
Loans and advances to customers 3,435.3 - - - 3,4353
Non-trading debt secunties 810.2 - - - 8102
Investments In associates - 334 - - 33.4
Intangible assets 411 263 655 02 13341
Other assets 219.0 204 27.5 135 2804
Intercompany balances 1.3 (23 8) 8.2 14.3 -
Total assets 5,175 3 7879 1163 291 6,108.6
Liabilities
Settlement balances, short trading positions and loans from
moneay brokers - 585 4 - - 585.4
Deposits by banks 192 8 - - = 192.8
Deposits by customers 3,167.4 31 - - 3,1705
Borrowings 7904 05 17 333.1  1,125.7
Other liabiities 171156 66.8 51.3 16 3 305.9
Intercompany balances 405.7 353 252 (466.2) -
Total habilities 4,727 8 691.1 782 (116.8) 5,380.3
Equity 447.5 968 38.1 145.9 728.3
Total habilities and equities 5,175.3 787.9 116.3 291 66,1086
Other segmental information for the year ended 31 July 2011
Property, plant, equipment and intangible asset expenditure 354 31 63.0 0.2 101.7
Employees (average number) 1,563 276 736 72 2,647

'£42 & revflion of long trading positions in debt securties have been included with other trading balances in "Sattlement balances iong adng positons and loans to money brokers” for the
purposa of this summary balance sheet, These balances are included within “Debt secunties” in the Consatdated Balance Shaeet
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Asset Continuing  Discontinued

Banking Secuntes Managemsnt Group  operations cperations Totat

€ rrallion £ rillon £ mulkon £ milton £ milion £ midlion £ miion
Summary Income Statement for the year

ended 31 July 2010

Net interest Income/{expense} 188 5 0.4 21 03 1905 50 1855
Other income 835 162 6 585 02 3048 314 3362
Operating income before exceptional termns 2720 162 2 80 6 05 4853 364 5317
Administrative expenses (1183} (1008} {61 6) {208] (301 4) B03) @31 7N
Depreciation and amortisation {10 8} (20 05 07 (140 (13 (153)
Imparrment losses on loans and advances (B3 4} - - - 63 4) - (63 4)
Total operating expenses before exceptional tems (1925) (1029 62 1) (213 (3788) (318) (4104}
Adjusted operating profit/{lossy’ 795 583 (15 (208 1165 48 1213
Exceptionat items - - - (150) (5% - {150}
Goodwill imparment - - - - - (69 65)
Amortisation of intangible assets on acquisthon {0 5) - - - {0 5) - 05)
Loss on disposat of discontinued operations - - - - - - -
Operating profit/{loss) before tax 790 593 {15) (358 1010 (17) 993
Tax {22 5) (16 0) {05) 62 (32 8) - {328}
Non-controling interests {03 - — - (03) {03) 0 &)
Profit/{loss} after tax and non-controlling interests 562 433 (2 0} (29 6) 67 9 2 0) 65 8
External operating income/{expsanse) 2845 162 2 606 58 5015 302 5317
Inter segment operating incoma/{expense) {12 5) - - 63 62) 62 -
Segment operating INcoms 2720 162 2 606 05 4953 36 4 5317

1Adpsted operating profitdloss) is stated before exceptional tems goodwil mparment amortisation of ntangible assets on acquisition loss on disposal of discontinued operations and
tax
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3. Segmental analysis continued

Asset
Banking Secunties Management Group Total
£ rmulkon £ mullion £ mdion € rmilon £ milhon

Summary Balance Sheet at 31 July 2010
Assets
Cash and loans and advances o banks 493 5 268 904 05 6112
Settlernent batances, long trading positions and loans to

money brokers' - 7133 — - 7133
Loans and advances o customers 28380 - 148 — 29126
Non-trading debt securities 1,448 1 20 1320 - 1,582 1
investments N associates - 734 03 — 737
Intangible assets 378 287 408 02 1075
Other assets 168 3 155 529 225 2592
Intercompany balances {4757) (275 5159 {127) -
Total assets 45700 8322 8469 105 6,25986
Liabilities
Settlement balances, short trading positions and loans from

money brokers - 5978 - - 597 8
Deposits by banks 378 - 103 — 48 1
Deposits by customers 2,469 1 12 6452 - 31155
Borrowings 1,167 8 49 15 2078 14720
QOther labilmes 1485 599 477 157 2718
Intercompany balances 3777 736 175 (468 8) -
Total habilities 42009 7374 7222 (1553} 55052
Equity 3691 948 1247 1658 7544
Total habilties and equities 45700 8322 8469 105 6,25986
Other segmental mformation for the year ended 31 July 2010
Property, plant, equipment and intangible asset expenditure 199 16 19 24 258
Employees (average number) 1,403 260 810 72 2,545

'£54 1 miflion of long trading positions In debt secuntiss have been included with other trading balances in “Sattlement balances long trading posiuons and loans 10 money birokers” for the
purpose of this summary balance sheset These balances are included within "Debl secuntas™ n the Consolidated Batance Shest
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4, Operating profit before tax
2011 2010
£ millkon € mdion
Interest income
Cash and balances with central banks 2.7 086
Loans and advances to banks 0.3 02
Loans and advances to customers 336.1 276 0
Other interest Income 214 311
360.5 307 9
Interest expense
Deposits from banks 8.3 64
Deposits by customers 725 639
Borrowings 42.0 365
Other interest expense 6.8 106
129 6 117 4
Net interest iIncome 230.9 1905
2011 2010
£ mitllon £ mithon
Fee and commission income
Banking 83.5 743
Asset Management 68.8 58 6
Secunties 236 166
1759 1485
Fee and commission expense {19.2) (17 4)
Net fee and commission iIncome 156 7 132 1

Fee incoms and expense (other than amounts catculated using the effective interest rate method) on financial nstruments
that are not at far value through profit or loss were £79 0 milkon (2010 £69 5 million) and £7 5 million {2010 £4 5 milon)

Fee income and expense arising from trust and other fiduciary activities amounted to £672 milon (2010 £58 1 milion) and

£9 6 million {2010 £107 milon)

2011

2010

£ mullion € mithon
Admmistrative expenses
Staff costs
Wages and salanes 1849 165 6
Sociat secunty costs 208 194
Share-based awards 4.5 32
Pension costs 6.6 54
216.8 19386
Depreciation and amorhsation 15.5 140
Other administrative expenses 1198 107 8
352.1 3154

Operating lease rentals payable, of which £1 0 milion (2010 £0 9 million) relate to plant and rmachinery, amounted to

£8 5 milhon (2010 £6 1 mullion)
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5. Exceptional items

2011 2010
£ million £ million
Exceptional income
Investment gains 4.5 —
Exceptional expenses
Impairment on investment in Mako (36.0) —
Restructuring costs (15.4) -
Impairment on investment assets - {150)

{46 9) {150)

Investment gamns relates to the group’s redemption of its Investment in Pelagus Capital Fund Inc

The imparment on investment In Mako reflects the present value of the expected proceeds of the sale agreement and future
dwidends, based on historical levels of profitability, discounted using a discount rate of 15% Further details of the sale
agreement are discussed in note 35

Restructuring costs refate to the transformation of the Asset Management division including acquisition and disposal related
expenses and severance payments

The tax impact of the exceptional tems 1s a credit of £1 2 millon (2010 £nil)

6. Information regarding the auditor

2011 2010
€ milhion € milkon

Fees payable
Audit of the company’s annual accounts 01 01
Audit of the company’s subsidiaries pursuant to legislation 11 11
Other services pursuant to legislation 0.1 -
Tax services 0.3 03
Other services 1.1 03
27 18

The auditor of the group 1s Delaitte LLP
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7. Tax expense
2011 2010
£ million £ milhon
Tax recognised in the Income statement
Current tax
UK corpeoration tax 38.7 299
Foreign tax 3.0 18
Adjustments in respect of previous years {4.7) 34
370 351
Deferred tax
Deferred tax {credit)/expense for the current vear {5.5) 08
Adjustments in respect of previous years 3.6 31)
Tax charge 35.1 328
Tax recognised in equity
Current tax relating to
Financial instruments classified as avalable for sale c4 74
Share-based transactions {0.7) {05)
Deferred tax relating to
Cash flow hedging 0.6 23
Share-based transactions (0 3) 02
- 90
Reconciliation to tax expense
UK corporation tax for the year at 27 3% (2010 28 0%) on operating profit 21.5 283
Goodwill impairment 1.1 -
Impalrment on invesiment assets - 42
Impairment on Investment In_Mako 98 -
Effect of different tax rates on other junsdictions {0 9) 03
Share of associates consolidated at profit after tax 07 (186
Utilisation of losses not previously recognised 05 (0 8)
Disallowable items and other permanent differences 3.2 11
Delferred tax impact of reduced UK corporation tax rate 2.7 10
Prior year tax provision (1.1) 03
35.1 328

The effective tax rate for the year 1s 44 7% (2010 32 5%) The effeclive tax rate for the penod i1s above the UK corporation tax

rate of 27 3% dus to non-tax deductible mparment of associate and goodwil, other disalowable expenditure, and a

reduction in the deferred tax asset due to a reduction in the standard UK corporation tax rate apphying for future periods
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8. Discontinued operations

On 1 June 2011, the group completed the sale of its UK offshore trust, fund administration, asset management and banking
business, which was a part of the Asset Management division, to Kleinwort Benson Channel Islands Holdings Limited for
cash consideration of £26 2 milion The loss on disposal was £25 8 million

On 1 June 2011, the group completed the sale of its Cayman Islands trust, fiduciary services, fund administration and
banking business, which was a part of the Asset Management division, to Intertrust Group Holding SA for cash
consideration of US$30 0 million @approximately £18 3 millon) The profit on disposal was £0 8 milion

The UK offshore business and the Cayman islands business fulfilled the requirements of IFRS 5 to be classified as
“Discontinued operations” In the Consolidated Income Statement, the results of which are set out below

Results of discontinued operations

201 2010

£ million € midhon

Operating iIncome 315 364

Operating expenses (29.5) (31 6)

Goodwill iImparment {4.5) 6 5)

Operating loss before tax 2.5 a7

Tax 0.2 -

Loss after tax {2.7) (17)

Loss on disposal of discontinued operations, net of tax (24.9) —

Loss for the penod from discontinued operations {27.6) {(17)
Cash flow fram discontinued operations

201 2010

£ million € milhon

Net cash flow from operating activities 4.0 (23 0}

Net cash flow from investing actvities (1.9) {18)

Net cash flow from financing actvittes {0 4) 07)
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9. Acquisitions

Since 31 July 2010 the group has made the following acquisitions

79

On 10 September 2010 the group acquired 100% of Chartwell Group Limited, an Independent Financial Adviser {"IFA”) with
£705 millon of client assets, for consideration of £16 @ milion, including £2 3 milion for the settlement of third party debt,

recognising goodwill of £11 7 millon and intangibles of £7 9 milion

On 18 February 2011 the group acquired 100% of Allenbridge Group plc, a London based execution only retall broker with
£440 mitlion of clent assets, for consideration of £5 4 million, including £0 8 millon for the settliement of third party debt,

recognising goodwill of £19 milhon and intangibles of £4 1 mitlion

On 31 May 2011 the group acquired 100% of Cavanagh Group plc, an IFA with £1 5 bilien of chent assets, for consideration
of £271 milhon, including £20 0 millon n cash and £7 1 millon equity, recognising goodwill of £12 4 millon and intangibles of
£20 2 milhon The £71 milllon equity consideration was satisfied by the 1ssue of 836,898 shares determined on the basis of

the closing price of the company shares on 31 March 2011 of 845p per share

Naone of thase acquisiions I1s considered to be individually matenal Details of the net assets acquired are set out In

aggregate below

On Far valua Adjusted
acguisition adustments fayr valua
£ mithon £ mithon £ milion
Assets
Cash and cash equivalents 33 - 33
Intangible assets 138 184 322
Property, plant and equipment 04 — 04
Deferred tax assets 02 — 02
Prepayments and accrued income 04 - 04
Other assets 24 - 24
Total assets 205 184 389
Liabiities
Bank loans and overdrafts (18 - (18
Deferred tax on intangble assets (0 5) {75 80
Current tax labilities {0 1} - 01n
Other labihties (80 {07) 87
Total liabilities (10 4} 8 2) (18 B)
Net assets acquired 101 102 203
Purchase consideration
Cash pad 392
Equity instruments (836,898 ordinary shares) 71
46 3
Fair value of net assets acquired 203
Goodwill ansing on acquisiion 260

Acquisihion related costs of £1 2 mithion are included within exceptional items, see note 5

The principal factors contributing to the recognition of goodwill on these acquisitions are synergies expected to anse from
the integration with the group The pnmary reason for the acquisitions is to acceleraie the group's strategy to create a leading

UK wealth and asset management business
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9. Acquisitions continued

The operating results of these acquisiions have been included from the dates acquired and, since acquisition, have
contributed £7 9 million to operating ncome and £0 8 milkon, including £0 2 million of exceptional expenses, to operating
profit before tax

2010 acquisitions

On 4 January 2010 the group acquired the invoice financing loan book of GMAC Commercial Finance Limited (UK) for a
premium {o net book value of £4 0 millon n cash The loan book acquired of £93 8 millon is not regarded as material In the
context of the group’s financial statements and therefore the information that would be required for material acquisitons by
IFRS 3 “Business Combinations” has not been disclosed

10. Earnings per share

The calculation of basic earnings per share s based on the profit attributable to shareholders and the number of basic
weighted average shares When calculating the diluted earnings per share, the weighted average number of shares in 1ssue
15 adjusted for the effects of all dilutive share options and awards

201 2010
Earmings per share
Continuing operations’
Basic 29.6p 47 4p
Diluted 29 0p 46 Bp
Adjusted basic? 648p 582p
Adjusted diluted? 636p 572p

1Excludes the effact of the UK oifshore and Cayman Islands businesses which were disposed of in June 2011 and have bgen classified as discontinued operations
Exgludes discontinued operations exceptional items goodwillimpairment amortisation of ntangible assets on acquisition and ther tax effects

201 200
Continuing and discontinued operations
Basic 10.1p 450p
Diluted 99p 45 2p
€ million £ mullion
Profit attributable to the shareholders of the company 14.6 6859
Loss for the penod from discontinued operations including non-controlling interests (28.1) 20
Profit attributable to the shareholders on continuing operations 427 67 9
Adjustments
Exceptional items 46.9 150
Goodwill impairment 3.7 -
Anmortisation of intangible assets on acquisitton 2.1 05
Tax effect of adjustments {1.7) -
Adjusted profit attributable to shareholders on continuing cperations 937 834
2011 2010
million muthon
Average number of shares
Basic weighted 1445 1434
Effect of dilutive share options and awards 29 24
Diluted weighted 147.4 145 8

The basic loss per share from discontinued operations 15 19 4p (2010 loss of 14p) and the diluted loss per share from
discontinued operations 1s 19 1p (2010 loss of 14p)

Adwsted basic earmngs per share on a continuing and discontinued operations basis was 65 7p (2010 61 3p), based on
adjusted profit attnbutable to shareholders on continuing and discontinued operations of £95 0 million (2010 £87 8 mifiion)
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11. Dividends
2011 2010
£ million € mithon
For each ordinary share
Final dividend for previous financial year paid in November 2010 25 5p (2009 25 5p) 36.4 363
Interim dndend for current financial year paid in Aprl 2011 13 5p (2010 13 5p) 19.3 192
55.7 555

A final dwidend refating to the year ended 31 July 2011 of 26 5p, amounting o an estimated £38 3 million, 18 proposed This
final dwdend, which 1s due to be paid on 22 November 2011, 1s not reflected in these financial statements

12 Loans and advances to banks

Batwean
Within thrge  thres months
On demand months  and one year Total
£ million £ million £ million £ milion
At 31 July 2011 109.9 3.4 1.5 1148
At 31 July 2010 136 2 199 24 158 &
13. Loans and advances to customers
Betwean Between Between After
Within thwee  thrae months one and two and maorethan  Imparrment
On demand months  and one year two years tva vears fve years PEOVISIONS Total
£ million £ milien £ mihon £ milkon £ million £ milien £ million £ mill:on
At 31 July 2011 32.7 1,060.7 1,143.7 620.8 658.3 12.8 {937) 3,435.3
At 31 July 2010 496 9150 9965 4735 5523 128 (871) 29126
20m 2010
£ mitlion £ mitlion
Impairment provisions on loans and advances to customers
At 1 August 87.1 712
Charge for the year 65.2 63 4
Amounts written off net of recovenes {68.6}) {475}
Impairment provisions at 31 July 93.7 871
Loans and advances to customers comprise
Hire purchase agreement receivables 1,3802 10335
Finance lease recevables 2880 2329
Other loans and advances 1,767.1 16462

3,435.3 29126

At 31 July 2011, gross impaired loans ware £314 1 miflion (31 July 2010 £299 4 milion) and equate to 9% (31 July 2010 10%)
of the gross loan book before mparment prowisions The majority of the group’s lending 1s secured and therefore the gross
impaired loans quoted do not reflect the expected loss
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13. Loans and advances to customers continued

The following table shows a reconcifiation between gross investment In finance lease and hire purchase agreement

recevables to present value of mnimum lease and hire purchase payments

Emillon £ milon
Gross investment in finance leases and hire purchase agreement recevables due
Within one vear 7624 5717
Between one and five years 1,2303 9434
After more than five years 4.2 38
1,996.9 15188
Unearned finance income (305.5) (234 Q)
Present value of minimum lease and hire purchase agreement payments 16914 12849
Of which due
Within one year 626.2 466 9
Between one and five years 1,061.3 814 5
After more than five years 3.9 35
1,691.4 1,284 9

The aggregate cost of assets acquired for the purpose of letting under finance leases and hire purchase agreements was
£2,810 2 midlion (2010 £2,169 1 millon} The average effective interest rate on finance leases approximates to 11 5% (2010
1179%,) The farr value of finance lease recewvables and hire purchase agreements equates to the net book value The present
value of minimum lease and hire purchase agreement payments reflects the far value of finance lease and hire purchase

agreement recevables before deduction of imparment provisions

14. Debt securities

Hald Hgld to Avarable L.oans and

for rading matunty forsale  recewvables Total

€ milion £ milion £ mitkon £ rilhon £ milllon

Long trading positions in debt securibies 426 - - - 42.6

Certificates of deposit - - - 2845 284.5

Floating rate notes - - 2969 - 296.9

Gilts and government guaranteed debt - - 2288 - 2288

At 31 July 2011 42.6 - 525.7 2845 8528

Haeld Held to Avaitable Loans and

for trading matunty for sale  recenables Total

£ muilkon £ million € million £ radion £ mithon

Long trading positions in debt secunties 541 - - - 54 1

Cerntificates of deposit - - -~ B721 6721

Floating rate notes - 90 #6154 - 6244

Gilts and government guaranteed debt - - 2856 - 2856

At 31 July 2010 541 90 9010 6721 16362
The fair value of tems camed at amortised cost together with therr book value 1s as follows

2011 2010

Book value Fairvalue  Book value Fair value

Emlition £ million £ rmilion £ milon

Certificates of deposit classified as loans and receivables 2846 2846 6721 672 4

Floating rate notes held to maturity - - 90 88

284.5 284.6 681 1 681 2
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Movements on the book value of gilts and government guaranteed debt and floating rate notes held dunng the year
comprise
Gits end
government
guarantssd
debt Floating rata notes
Avalable Avalabla Held to
for sale for sale matunty Tota)
£ milion £ milbon £ milion £ rmilion
At 1 August 2009 285 0 7547 194 1,059 1
Disposals N )] — {32 5)
Redemptions at maturity - (371 (103 (147 4)
Currency translation differences - 41 {01) 40
Changes in farr value of financial instruments classtiied as avalable for sale 06 262 - 268
At 31 July 2010 2856 615 4 90 9100
Additions 450 - - 450
Disposals (450) (2740 90 (3280)
Redemptions at maturity (50 2) (55 0) - {105 2)
Currency translation differences - 46 - 46
Changes in farr value of financial instruments classified as avalable for sale (6 6) 59 - {07)
At 31 July 2011 228.8 296 9 - 525.7

In respect of floating rate notes {‘FRNs”), £166 1 millon (2010 £132 4 milior) were due to mature within one year and £20 9
million (2010 £25 0 million) have been 1ssued by corporates with the remainder 1ssued by banks and building societies

15. Equity shares

a2mm 2010
£ million £ mithon
Equity shares classified as held for trading 37.9 315
Other equity shares 192 284
571 589
Movements on the book value of other equity shares held dunng the year comprnise
Faur valua
Avallable through
forsale profit or loss Total
£ milion £ milion £ milion
At 1 August 2009 254 126 380
Additions — 02 02
Disposals - {109) {109
Currency translation differences 03 - {0 3)
Changes i far value of
Equity shares classified as available for sale 24 - 24
Unlisted equity shares held at fair value - 38 38
At 31 July 2010 227 57 284
Additions - 05 05
Disposals (109 45) (154)
Currency translation differences 06 - 06
Changes In far value of
Equity shares classified as avalable for sale 20 - 20
Uniisted equity shares held at far value - 31 31
At 31 July 2011 14.4 4.8 19.2
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16. Derivative financial instruments
The group’s total denvative asset and hability position as reported on the Consolidated Balance Sheet 1s as follows

201 2010

Notlonal Naotional
value Assots Liabilitles value Assetls Lrabdities
£ mlihon £ million £ millliion £ million € milion £ million
Exchange rate contracts 158.2 60 12 4236 145 88
Interest rate contracts 25406 11.0 109 22820 85 117
Embedded denvatives 3005 07 325 - - -
Equity dervatives 296.4 27.5 07 - - -

3,295.7 45.2 453 2,7056 230 205

Embedded and equily derivatives relate to the asset acquisition in July 2011 of the retail structured term deposit book of
Dunbar Bank plc, a member of the Zunch Financial Services Group

Notional amounts of interest rate contracts totaling £1,470 7 mifion (2010 £1,000 8 million), exchange rate contracts totaling
£43 0 milhon (2010 £20 8 million) and embedded and equity derivatives totaling £227 7 millen have a residual maturity of
more than one year The group enters Into denvative contracts with a number of financial Institutions as a principal only fo
minimise the impact of interest and currency rate changes to its financial instruments  Equity dervatives are only held to
hedge the embedded dervatives in the structured deposits The notional value of exchange rate contracts has decreased
£265 4 millon due to a reduction In the requirement to hedge euro and US dollar denominated funding in the year

Included in the dervatives above are the following IAS 39 cash flow hedges and IAS 39 far value hedges

2011 2010
Notional Notional
value Assets Liabilities value Assels Uabiihes
£ milllon £miliilon £ million £ milien £ miflion £ milion
Cash flow hedges
Exchange rate contracts - - - 124 8 46 32
Interest rate contracts 959.0 0.1 42 874 4 03 57
9590 0.1 42 999 2 49 89
2011 2010
Notlonal Ncucnal
value Assots Liabillties value Assets Liabilitias
£ mulllon £ mlliton £ milfion € million £ mlban £ mithen
Fair value hedges
Exchange rate contracts - - - 2421 89 43
Interest rate contracts 1,216.9 10.2 6.2 9181 73 56

1,216.9 102 62 1,1602 i6 2 99

The cash flow hedges relate to exposure to future interest payments or receipts on recegnised financial instruments and on
forecast transactions for penods of up to six (2010 seven) 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
2011 and 2010 were immatenal The amount recognised in equity for cash flow hedges dunng the year was a credit of £0 6
million (2010 £6 1 milion credit)

The group's far value hedges hedge the interest rate and foreign exchange nsks n recognised financial nstruments, the net
loss on the hedged items was £11 million (2010 gan of £11 5 mullion) which was offset by the hedging instrument
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17. Intangible assets
Intangble
assets on Group Ceompany

Goodwilt Softwars  acquisiicn total software

£ milion £miion £ mullkon € mullion £ milhon
Cost
At 1 August 2009 160 1 218 49 1958 —
Additions - 47 — 47 02
Acguisitions 14 - 21 35 -
Disposals - - - - —
Foreign exchange 07 - - 07 —
At 31 July 2010 1712 265 70 204 7 02
Additions — 72 - 72 01
Acguisitions 260 - 322 582 -
Disposals {35 7) {8 4) - {44 1) G 1)
Foreign exchange 03 - - 03 —
At 31 July 2011 161.8 253 39.2 226.3 0.2
Amortisation and impairment
At 1 August 2009 69 1 187 04 882 -
Armortisation charge ior the year — 20 05 25 -
Disposals - - - - -
Impairment charge 85 - - 65 -
At 31 July 2010 756 207 09 g7 2 -
Amortisation charge for the year - 19 21 40 -
Disposals 65 (52 - (117 -
Impairrment charge 37 - - 37 -
At 31 July 2011 72.8 17.4 30 93.2 -
Net book value at 31 July 2011 89.0 7.9 362 133.1 0.2
Net book value at 31 July 2010 956 58 61 107 5 02
Net book value at 1 August 2009 1000 31 45 107 6 —

Intangible assets on acguisition relates to broker and customer relationships

The increase of £32 2 millon relates to the acquisiion of Chartwell Group Limited, Allenbndge Group plc and Cavanagh
Group plc 2010 £21 million relates to the acquisition of GMAC Commercial Finance Limited (UK)

£2 1 million {2010 £0 5 million) of the amortisation charge is Included i amortisation of ntangible assets on acquistion and
£19 miflion {2010 £2 O million) of the amortisation charge 1s ncluded in administrative expenses in the Consolidated Income

Statement
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17. Intangible assets continued

Impairment tests for goodwill

At 31 July 2011 goodwill has been allocated to 12 ndmdual CGUs, which are all at a lower level than the three operating
dvisions Eight of these CGUs are within the Banking division, two are within the Secunties dvision and the remaning two
are within the Asset Management dwvision Detalls of the CGUs in which the goodwill carrying amount 1s significant in
companson with total goodwill are disclosed separately in the table below where applicable

Nat book valua of goodwaill
31 July Foreign 31 Juty

2010  Acqusitions [nsposals Impairment exchange 2011

£ milion £ mithon £ milion € milhon £ milion £ million

Winterflood Securnties 233 - - - — 23.3
Close Private Bank 112 - (112} - — -
Close Brothers Cayman 165 - {16 5) — - -
Close Asset Management 72 260 - {2 0) — 31.2
Close Asset Finance 74 - - - - 7.4
Other 300 - {(15) 17 03 27.1

956 260 (292 37) 03  89.0

Goodwill mpairmeant reviews are carned out at least annually by assessing the net recoverable value of the group's CGUSs,
which 1s the higher of far valus less costs to sell and value in use A value In use 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 planring honzon, a terminal value was calculated using an annual growth rate
of 3%, except where a lower rate I1s considered more appropriate when considering the future prospects and performance of
the indmidua! CGU The resulting cash flows were then discounted using a rate of 12 4%, which represents the group’s
estimated weighted average cost of capital of 9%, grossed up by the applicable local tax rate, which 1s appropriate due to
the use of pre-tax operating cash flows in the model The cash flows used in these value in use calculations are sensitive to
the impact of changes in the assumptions for profit before tax, discount rates, and long-term growth rates Except for those
businesses that have been impaired, 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

As a result of the transformation undertaken within the Asset Management division, an imparrment charge of £3 7 milhon has
been recognised in two of the Asset Management division's CGUs
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18. Property, ptant and equipment
Assets
Fixturas, held undar
Landand  fittings and operating Moter
buldings eguipment leases vehicles Total
£ milign £ mikon £ milbon £ mdion £ million
Group
Cost
At 1 August 2009 98 5086 374 19 997
Additions 16 66 126 03 21 1
Disposals B87) {44 6 4) 04 (149
At 31 July 2010 77 528 436 18 10689
Additions 09 84 26 8 02 363
Disposals 20 (12 8} (10 0) {05 (25 3)
At 31 July 2011 6.6 48.4 604 15 116.9
Depreciation
At 1 August 2009 62 379 130 10 581
Charge for the yvear 07 60 62 04 133
Disposals E3) {4 3) (38 03 {117
At 31 July 2010 38 396 154 11 587
Chargs for the year 04 57 72 03 1386
Disposals (16) (102 (62) {06) (186)
At 31 July 2011 24 351 16.4 0.8 54.7
Net book value at 31 July 2011 4.2 13.3 44.0 0.7 62.2
Net book value at 31 July 2010 41 132 282 07 46 2
Net book value at 1 August 2009 36 127 24 4 09 416
201 2010
£ million £ milkon
Future minimum lease rentals receivable under non-cancellable operating leases
Within one year 8.3 83
Between one and five years 151 91
After more than five years 0.3 18
23.7 192
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18. Property, plant and equipment continued
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Fixturas,
Landand  fittings and
buddings equipment

Motor
vehiclas

Total

£ million £ million £ milion £ milhon
Company
Cost
At 1 August 2009 47 27 01 75
Additions 15 06 - 21
Disposals 87 13 - RV
At 31 July 2010 25 20 01 46
Additions 01 01 - 02
Disposals - (08) - 08)
At 31 July 2011 2.6 1.3 01 40
Depreciation
At 1 August 2009 35 18 = 53
Charge for the year 03 04 ~ 07
Disposals (33 {13 - {4 6)
At 31 July 2010 05 09 - 14
Charge for the year 03 03 01 07
Disposals - {0 5) - {0 5)
At 31 July 2011 0.8 0.7 01 1.6
Net book value at 31 July 2011 18 0.6 — 2.4
Net book value at 31 July 2010 20 11 01 32
Net book value at 1 August 2009 12 09 01 22
The net book value of land and buldings comprises
Group Company
2011 2010 2011 2010
Emillion £ mallion £ million £ milion
tong leasehold 14 15 - -
Short leasehold 28 26 1.8 20
4.2 41 1.8 20
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19. Deferred tax assets
Group Company
201 2010 20N 2010
€ miltion £ muhon £ rmillion £ rrutlron
Capital allowances 253 220 0.3 03
Employee benefits 10.2 90 24 30
Unreahsed capital gans 19) (1.0 - -
Other 5.9) 28 - —
267 328 2.7 33
Movement in the year
Group Company
£ muflion £ millkon
At 1 August 2009 326 48
Credit/lexpense) to the Income statement 23 (20
Equity movements (2 1) 05
At 31 July 2010 328 33
Credit/expense) to the income statement 19 (0 6)
Acquisition of intangible assets {8 0) -
Eguity movements {03} -
Other movements 03 -
At 31 July 2011 26.7 2.7
As the group has been, and is expected to continue to be, consistently profitable, it 1s appropnate to recognise the full
deferred tax asset
20. Other assets and other liabilities
20m 2010
£ million £ milkon
Prepayments, accrued mcome and other assets
Prepayments and accrued income 90.5 886
Trade debtors 136 177
Other 23.0 225
1271 128 8
Accruals, deferred income and other liabilities
Accruals and deferred ncome 119.6 1220
Creditors 90.4 819
Provisions 23.2 140
Cther 27.4 334
2606 2513
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20. Other assets and other liabilities continued
Provisions movement in the year

Clams Property Restructunng

Other

Total

£ mifion € rmilion € miltion £ mifion £ mdion
Group
At 1 August 2008 82 69 - 110 261
Additions 06 04 - 05 15
Utihsed {4 6) - - 53) 99
Released {14 {07) - (186) (37)
At 31 July 2010 28 66 - 416 140
Additions 14 76 46 29 16 5
Utihsed - {05 - {16) 2 1)
Released {25) {19 - {08) 5 2)
At 31 July 2011 1.7 118 4.6 5.1 23.2

Property Qther Total
£ milion £ million £ million

Company
At 1 August 2009 37 50 87
Additions = - =
Utiised - 10 (10
Released - 03 ©3
At 31 July 2010 37 37 74
Additions — 15 15
Utilised - (16) (16)
Released {0 B) - (0 &)
At 31 July 2011 31 3.6 67

Claims and other items for which provisions are made arise in the normal course of business The timing and outcome of
these clams and other items are uncertain Property provisions are in respect of leaseholds where rents payable exceed the
value to the group, In respect of potential dilaptdations and onerous leases These property provisions will be utiised and
released over the remaining lives of the leases which range from one to 12 years Restruciunng provisions refates to
employee severance and other cost reduction measures in the Asset Management division which will be substantally
completed next year

In April 2010 Winterflood pad a financial penalty imposed by the Financial Services Authorty ("FSA”") The penalty of
£4 0 milion was fully provided for (in previous years

21. Settlement balances and short positions

2011

2010

£ million £ milion

Settlement balances 4778 498 1
Short positions held for trading

Debt secunties 30.4 486

Equity shares 136 184

44 0 670

s521.8 565 1
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22. Financiat hiabilities
Between Between Betwaen After
Within three three months  oneandtwo  two and five mora than
On demand months  and one year years years fiva yaars Total
€ milhion € malion £ milkion £ miflion £ mulion € mulhon £ million
Deposits by banks 542 25.9 1109 1.8 - - 1928
Deposits by customers 385.3 8§25.9 9424 558.7 455.4 28 31705
Loans and overdrafts from banks 31.0 2419 61.4 149.4 18.9 - 5026
Debt secunties in1ssue - -  350.0 - - 1981 548.1
At 31 July 2011 4705 1,093.7 1,464.7 709.9 474.3 2009 4,414.0
Between Betwean Between Aftar
Within three three months  oneandtwo  two and five more than
On demand moniths and one yéear yoars years fve years Total
£ milien £ milken £ milion £ mithon £ million £ mullion £ million
Deposits by banks 230 251 - - - - 48 1
Deposits by customers 782 0 7876 1,3013 186 4 560 22 3,1155
Loans and overdrafts from banks 137 4375 8172 500 600 - 11784
Debt securities in 1ssue - - - - 208 197 8 218 6
At 31 July 2010 g187 1,2502 19185 2364 1368 2000 45606

Of the debt secunties inissue, £198 1 millon mature on 10 February 2017 The £350 O millon relates to the insurance
premium recevables securiisation as discussed in note 34

The group has entered into a repurchase agresment whereby FRNS have been lent in exchange for cash which has been
ncluded within loans and overdrafts from banks Residual maturities are as follows

Betwaen Batwoen Betwesn After
within thrée  thieeé months  oneandtwo  two and five morg than
On demand months and cne year years years five yaars Total
£ milion £ milion £ mikon £ million £ milion £ mitian £, milion
At 31 July 2011 - 56.8 61.0 691 182 - 205.1
At 31 July 2010 - - 402 2 - - - 4022
23. Subordinated loan capital
Prepayment :ntl:rlg:: 201 2010
date rate £ milllon £ milion
Final matunty date
2020 2015 7 39% 30.0 300
2026 2021 742% 15.0 150
2026 2021  762% 30.0 300
75.0 750

All the subordinated loan capital has been 1ssued by Close Brothers Limited {“CBL") and 1s denominated in sterling If CBL opts
not to prepay at the prepayment date, the interest rate is reset to a margin over the yield on five year UK Treasury secunties

24 Share capital

2011 2010

milign £ mithon milton £ mihon
Group and company
Authorised
Ordinary shares of 25p each 200.0 500 2000 500
Allotted, 1ssued and fully paid
At 1 August 2010 1497 37.4 149 5 374
Exercise of options/issues 0.8 0.2 02 -
At 31 July 2011 150 5 376 1497 374
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25. Company reserves
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Profit and Other

loss account resenves

£ milhon £ mifficn

At 1 August 2009 5179 (37 4)
Profit attnbutable to shareholders 94 —
Dividends paid (85 5) -
Shares purchased - (23
Shares released - 95
QOther movements 54 08
At 31 July 2010 477 2 (29 4)
Loss attributable to shargholders 87 -
Dividends paid (557} -
Shares purchased - 03
Shares released — 64
Other movements {0 6) 17
At 31 July 2011 412.2 (21 6)

Movements in the group reserves are now prasanted In the Consolidated Statement of Changes in Equity

26. Capital management
The group’s policy 1s to be well capitalised The group’s approach to capital management is driven by strategic and
organisational requirements, while also taking into account the regulatory and commercial environments n which It operates

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 In addition a number of subsidiaries are directly regulated by the FSA The am of the
capital adequacy regme IS to promote safety and soundness in the financial system It 1s siructured around three “piliars”
Pillar 1 on mirmimum capital reguirements, Pillar 2 on the supervisory review process, and Pllar 3 on market discipline The
group’'s Pillar 1 information is presented in the following table Under Pillar 2, the group completes an annual self assessment
of nsks known as the “Internal Capital Adequacy Assessment Process” (“ICAAP") The ICAAR 1s reviewed by the FSA which
cuiminates in the FSA setting “Individual Capital Guidance” on the level of capital the group and its regulated subsidiares are
required to hold Pillar 3 requires firms to publish a set of disclosures which allow market participants to assess information
on that firm’s capial, nsk exposures and sk assessment process The group'’s Pillar 3 disclosures can be found on the
group's website www closebrothers co uk/pillar3disclosures aspx

In addition to mantaining a strong capital base to support the development of the business it 1S also necessary to ensure the
group meets the Pillar 1 capital requirements at all tmes, and therefore maintains capital adequacy ratios comfortably above
minimum regulatory requirements

Accordingly, the group's indmvidual regulated entiies 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 2011 and 2010 A full analysis of the composttion
of requlatory capital and Pillar 1 nsk weighted assets 1s shown in the following table, including a reconcihiation between equity
and core tier 1 capital after deductions

The group’s capital ratios remained strong with a core tier 1 capital ratio of 131% (2010 13 9%) and a total capital ratio of
14 9% (2010 15 8%) The decrease in the capital ratios was principally due to both an increase In nsk weighted assets as a
result of growth in the loan book and goodwill on acquisition In the Asset Management dvision This ncrease was partly
offset by a reduction In nohonal nsk weighted assets for operational nsk as the group migrated to a more advanced
methodology reflecting improvemenis in the group’s operational nsk framewaork

Regulatory capital (cors tier 1 capital and total capital) reduced during the year due to a reduction in retaned earnings and
other reserves partly offset by lower deductions overall for intangible assets and goodwill in associates The composition of
capital remained stable with 88 0% (2010 88 2%) of the total capital consisting of core ter 1 capital
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201 2010

£ million € milign
Core tier 1 capital
Called up share capital 37.6 374
Share premwum account 283.0 2759
Retained earnings and other reserves 4489 4906
Non-controlling interests 19 25

Deductions from coare tier 1 capital

Intangible assets

(133.1)_ (107 5)

Goodwill In assoclates 122 519
Investment in own shares 37 6 (43 7)
Core tier 1 capital after deductions 588 5 6033
Tier 2 capital

Subordinated debt 750 750
Unrealised gans on availlable for sale equity shares 7.0 76
Tier 2 capstal 82.0 826
Deductions from total of tier 1 and tier 2 capital

Participabion in a non-financial undertaking {13) {18)
Other regulatory adjustments (0 1) 03
Total regulatory capital 669 1 683 8

Risk weighted assets (notional)

Credit and counterparty nsk

3,513.7 32308

Operational nsk!

8316 9719

Market ngk!

1477 1360

4,493.0 43387

Core tier 1 capital ratio

13.1% 13 9%

Total capital ratio

149% 158%

'Operational and market sk include a notional adjustment at 8% in order to determine notionat nsk weighted assets

The following table shows a reconciliation between equity and core tier 1 capital after deductions

2011 2010
£ million £ rmllion
Equity 7283 7544

Regulatory deductions from equity

Intangible assets

{133.1) {107 5)

Goodwill in associates (12 2 {519
Other reserves not recognised for core tier 1 capital

Cash flow hedging reserve 30 36
Avallable for sale movements reserve 2.5 47
Core tier 1 capital after deductions 5885 6033
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27. Investments in subsidiaries
The group's principal subsidiaries as permitted by Section 410(2} of the Companies Act 20086, at 31 July 2011 were

Equity heid Caounry of

by group registrabon

Name of subsidiary Prncipal actwity % and oparation

Close Asset Finance Limited Commercial asset financing 100 England

Ciose 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

'Dwrect subsidiary of the company
Full information on all related undertakings will be included in the Companies House Annual Return
There was no movement In the company's nmvestments in subsidianes during the year

28 Investments in associates

2011 2010

£ million £ milion

Share of profit before tax 3.7 82
Share of tax (1.1) (2 5)
Share of profit after tax 2.6 57
Dwidends pad (2.5) 82
Imparment {36.0) -
Disposals (03 -
Foreign exchange revaluation (41 43
{40 3) 18

Carrying amount at 1 August 737 719
Carrying amount at 31 July 334 737

At 31 July 2011, the group had one associate investment, Mako (2010 eight associates) Mako owes £nil 2010 £nil) to the
group The group's share of the aggregated revenue of its associates In the year to 31 July 2011 amounted ta £18 0 milton
(2010 £27 3 milion) The group's share of the aggregated assets and liabilites of its associates at 31 July 2011 amounted to
£36 5 million (2010 £43 7 million) and £15 3 million (2010 £21 0 milkon) respectively

Mako's year end 1s 31 December which 1s different to that of the group, therefore the 31 July 2011 unaudited management
accounts of Make have formed the basis of the financial information used in determining the group's share of the profits

The mparrment on associate relates to Mako as discussed in the exceptional items note 5
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29. Contingent liabilities and commitments

Contingent habilities

Financial Services Compensation Scheme

A pnncipal subsidiary of the group, CBL, by virtue of being a FSA regulated deposit taker, contnbutes to the Financial
Services Compensation Scheme ("FSCS”) which provides compensation to customers of financial institutions in the event
that an institution 15 unable, or 1s hkely to be unable, to pay clams agamnst it In order to meet its obligations to the depositors
of a number of faled nstitutions the FSCS has barrowed amounts from HM Treasury on an interest only basis Itis
anticipated that these borrowings will be repaid wholly or substantially from the realisation of the assets of the failled
institutions  However, If the assets of these institutions are Insufficient, the FSCS will recoup any shortfalls in the form of
addtional levies based on the level of market participation of individual institutions At the date of this Annual Report it 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 meet its management expenses and compensation costs and
individual institutions make payments based on therr levet of market participation The group has accrued £0 9 millon

{2010 €1 3 milion) for its share of levies that will be raised by the FSCS8, including the nterest on the loan from HM Treasury,
in respect of the levy years 10 31 March 2012

Other
The group has contingent labilities in respect of guarantees ansing in the normal course of business amounting to £nil mithion
(2010 £1 4 million)

The company has given guarantees in respect of subsidiaries’ bank faciliies of £83 1 millon (2010 £186 6 millon) and
subsidiaries'’ property leases of £8 2 million (2010 £91 million} In addition, the company has given guarantees in respact of
the subordinated loan capital set out In note 23

2011 2010
£ rullion £ milion
Commitments
Memorandum items
Undrawn facilities, credit Iines and other commitments to lend
Within one year 739.1 5328
After more than one year - 01
739.1 539 9

Other commitments

The group 1s commuitted to purchase non-controlling interests N certain subsidianes at agreed far valuations While not
material, these non-controlling interests were recognised, where appropnate, in the far values attnbuted to the acquisihon of
the subsidiaries

Subsidianes had contracted capital commitments relating to capital expenditure of £5 0 milon (2010 £0 8 mulion) and
contracted commitments to invest In private equity funds of £2 6 milhon (2010 £3 2 millen) In addition subsidiaries have
other commitments to lend to private equity funds of £0 6 miflion (2010 £0 8 million)

Future minimum lease rentals payable under non-cancellable operating leases

2011 2010
Premises Cther Premises Other
£ mililon £ million £ mubon £ malion
Within one year 10.8 13 113 11
Between one and five years 33.3 1.9 375 12
After more than five years 14.2 - 166 01

58.3 3.2 65 4 24
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30. Related party transactions

Transactions with key management

For the purposes of related party disclosures key management comprise the executive directors The directors believe that
they exclusively compnse the key management personnel of the company, with the authonty and responsibility for planning,
directing and controling, directly or indirectly, its activities

The remuneration of individual directors 1s shown in the Report of the Board on Directors’ Remuneration on pages 44 to 55

2014 2010
£ million £ milhon
Directors’ emoluments
Salanes and fees 1.2 18
Benefits and allowances 0.2 02
Performance related awards in respect of the current year
Cash 1.0 12
Deferred 25 20
49 50
Share-based awards 19 15
Company pension conirnibutions 0.1 02
6.9 67

During the year directors’ gains upon exercise of options, expensed to the iIncome statement in previous years, totalled
£1 8 million {2010 £0 7 mullion)

Key management have banking relatianships with group entities which are entered into in the normal course of business
Amounts included n deposits by customers at 31 July 2011 attrbutable, in aggregate, to key management were £1 3 milion
(2010 £10 mulion)

Transactions with associates
Mako has a banking relationship with a group entity which has been entered into in the normai course of business Amounts
included in deposits by customers relating to this relationship at 31 July 2011 were £6 7 milon (2010 £117 million)
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31. Pensions

The group operates defined contnbution pension schemes and a defined benefits penston scheme for eligible employees
Assets of all schemes are held separately from those of the group The charge to the income statement from continuing
operations for the group pension schemes was £6 6 milion (2010 £5 4 milion) and 1s included within administrative
expenses

Defined benefits penston scheme

The group’s only defined benefits pension scheme (“the scheme”) was closed to new entrants In August 1996 At 31 July
2011 this scheme had 11 (2010 15) active members, 67 (2010 69) deferred members and 25 (2010 21) pensioners The
remainder of this note relates exclusively to the scheme

Contrtbutions to the scheme have been determined by an independent qualfied actuary based on tnennial valuations using
the attaned age methcd The most recent such valuation was at 31 July 2003, when the agreed company ¢contribution rate
was Increased from 29 5% to 31 5% of penstonable salaries per annum with effect from 1 Apnl 2010 In addition, the group
agreed to contribute an additional £8 4 millon towards the current funding deficit, with £2 8 milhon paid in each of the 2010
and 2011 financial years and a further payment of £2 8 million to be paid on or before 1 July 2012 The group estimates a
contribution of £3 2 million to the scheme during the year to 31 July 2012

The valuation was based upon the following main actuanal assumptions

20‘:/1 2019(2
Inflation rate (Retal Price Index) 3.6 33
Rate of ncrease in salaries 4.8 45
Discount rate for scheme liabilities 55 54
Expected return on the scheme's assets
Equities 7.9 76
Bonds 4.2 41
Cash 36 3¢9
Mortahty assumptions'
Existing pensioners from age 65, ife expectancy (years)
Men 237 234
Women 25.2 249
Non-retired members currently aged 50, life expectancy from age 65 {years)
Men 25.8 254
Women 27.4 27 0

'‘Based on standard tables SAPS S1 Light produced by the CM| Bureau of the Institute and Faculty of Actuanies, together with projected future iImprovemants in ine with the Madium
Cohort subject to a 15% per annum underpin

Dunng the year it was identfied that the normal retirement age of scheme members was not effectively equalised at 65 As a
result, the scheme liabilities have been remeasured o a normal retrement age of 60 resulting in an increase of £5 8 millon
and an actuanal loss for the year

Expected return on equities are determined by reference to Towers Watson's Global Investment Cammittee's ten year
outlook as at 30 June 2011 as adjusted for the inflation assumption disclosed above Expected return on fixed interest gilts of
3 6% Is based on the 15 year FTSE fixed nterest gilt yield as at 31 July 2011 Expected return on index-lnked gits of 4 0% 1s
based on the over 15 year (5% inflation) FTSE index-tnked gilts yield adjusted for the inflahon assumption disclosed above
The expected return on corporate bonds of 5 0% 1s based on the 1Boxx over 15 year AA corporate bond index yields of 5 3%
reduced by 0 3% for default nsk Expected return on cash is deterrined by reference to Towers Watson's Global Investment
Committee’s ten year outlook as at 30 June 2011 as adjusted for the inflation assumption disclosed above
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31. Pensions continued

The surplus/deficit) of the scheme disclosed below has been accounted for as an asset/(liabiity} of the group Cumulative
unrecognised actuarial losses as shown below are charged to the income statement over the members' expected average

remaining working lives in ine with the group’s accounting policy disclosed in note 1{u)

2011 2010 2009 2008 2007
£ milllon £ milbon £ rrulhien £ milkon £ million
Far value of scheme assets
Equities 254 197 159 152 183
Bonds 6.6 61 50 44 35
Cash 3.3 35 27 33 11
Total fair value of scheme assets 353 283 236 229 239
Present value of scheme liabilities (39.9) 309 {26 8) (24 4) 233
Unrecognised actuarnal loss 8.8 32 16 - -
Surplus/{deficit) 4.2 16 (186) (15) 06

Unrecognised actuarial losses in the year amount to £6 O million (2010 loss of £16 milhon) During the year actuaral losses

of £0 4 milion (2010 Enil) were recognised

Movemenit in the present value of scheme labiities during the year

201 2010
£ millon £ milion
Carrying amount at 1 August {30.9} (26 8)
Current service cost {0.3 3
Interest expense {1.6 (1 6)
Contributions by mermbers {0.1) 01
Benelits pad 0.5 10
Actuanal loss {7.5) (31)
Carrying amount at 31 July {39.9) (30 9)
Movement in the fair value of scheme assets during the year
201 2010
£ million € milion
Carrying arount at 1 August 29.3 236
Expected return on scheme assets 1.9 18
Contributions by members 01 o1
Contnbutions by employer 32 33
Benefits paid (0.5) (10
Actuanal (loss)/gain 1.3 15
Carrying amount at 31 July 35.3 293
The actual return on scheme assets was an increase of £3 3 million (2010 increase of £3 3 millien)
History expenence of actuanal gains and losses
2011 2010 2009 2008 2007
£ mililon € mihon £ midbon € mulion £ millson
Expenence gans/Alosses) on scheme assets 1.3 15 2 5) (3 6} 05
Experience (losses)/gans on scheme lhabiliies (1.8) - 15 06 (15)
Impact of changes n assumptions on scheme liabiliies 57 31) (3 3) 16 08
Total actuanal {losses)/gamns cn scheme labilities (7.5) (31} (18) 10

©7)
|
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32. Share-based awards

99

The following share-based awards have been granted under the group's share schemes The general terms and conditions
for these share-based awards are described in the Report of the Board on Directors’ Remuneration on pages 47 to 50

Movemenis in the number of share-based awards outstanding and therr wewghted average share prices are as follows

ESOS SAYE LTIP* DAB? SMP

Waeighted Weighted Weighted Weighted Waightad

average average average average average

axaroise aXBICISe exeroise |XBICISe oxarcise

Number price Numbar price Numbar price Numbser price Number price

At1August 2009 3,113,348 B963p 1273030 4598p 2290471 - 1,706020 - - —

Granted - - 279516 6160p 1,080,410 - 167,586 - - -

Exercised (816,090) 9566 9p (83478 5233p 95,118) —  {661,491) - - —

Forfeited - - (91,791} 4906p - - - - - -

Capsed (785811) 8250p  (70317) 5755p (461,760) ~ (11314) - - -

At 31 July 2010 1,511,447 6992p 1306960 4825p 2,814,003 - 1,200801 - - -

Granted — - 312454 5800p 792,049 - 236,163 — 586,683 —

Exercised (245,148) 583 9p {94039) 5523p  (275141) - (340523) - = -

Forfertted - - (55,803) 5851p - - - - - -

Lapsed (377,088) 9177p N4 5362p (567627) - {25,233) - - —

At 31 July 2011 889,211 638.4p 1,377,831 4928p 2,763,284 - 1,071,208 - 586,683 -
Exercisable at

31 July 2011 889,211  638.4p - - 1,821 - 378,042 - - -

31 July 2010 1,511447 6992p - — 34128 - 853421 - - -

"The 2008 LTIP scheme replaced the 2004 LTIP dunng te 2010 financal year The batances included under LTIP in thes note includes granis from both schemes
#The DAB scheme replaced the Deferred Share Awards scheme dunng the 2010 financial year The balances included under DAB in this nete includes grants from both schemes The DAB

also includes Matching and Rastncted awards granted to new employees on commencement of employment with the group

The table below shows the weighted average market price at the date of exercise

2011 2010
ESCS 825.6p 766 9p
SAYE 825.8p 706 4p
2o 796.4p 748 5p
DAB 785.8p

762 8p

SMP
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32, Share-based awards continued
The range of exercise pnces and weighted average remamning contractual ife of awards and options outstanding are as
follows

201 2010
Options outstanding Options outstanding
Weighted Woeighted
average average
remaining remannng
contractual contractual
Number hite Number life
outstanding Years outstanding Years
ESOS
Between £4 and £5 159,103 1.2 185,637 22
Between £5 and £6 25,784 0.2 151,901 12
Between £6 and £7 304,964 3.2 438,276 42
Between £7 and £8 399,360 2.2 522,519 32
Above £10 - - 213,114 02
SAYE
Between £4 and £5 870,311 1.7 951,279 27
Between £5 and £6 281,902 3.2 - -
Between £6 and £7 219,905 25 349,725 30
Between £8 and £9 5,713 08 5,956 18
LTIP
Nii 2,763,284 22 2814,003 23
DAB
NIl 1,071,208 43 1,200,801 40
SMP
Nil 586,683 3.2 - -
Total 6,688,217 26 6,833,211 28

In order to sattsfy a number of the above awards the company has purchased company shares into Treasury and the Close
Brothers Group Employee Share Trust has purchased company shares 4 5 milien (2010 4 8 miilton} and 17 million (2010
2 3 million) of these shares were 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 2011 was
583p (2010 565p) The main assumptions for the valuation of these share-based awards compnsed

Expoctad

Share pnce Exarcise Expecled option hfe Dwadand Risk free
Exarcise panod atissua price volatiity In years yield interest rate
SAYE
1 Decernber 2013 o 31 May 2014 7380p 5%00p 460% 3 53% 45%
1 December 2015 to 31 May 2016 7380p 5H900p 390% 5 53% 2 8%
LTIP
19 October 2013 to 18 October 2014 768 Op -  440% 3 51% 11%
DAB
7 October 2012 to 6 October 2013 744 Op - - - - -
SMP
19 October 2013 to 18 October 2014 745 0p - 440% 3 52% 11%

Expected volatiity was determined mainly by reviewing share price volatiity for the expected Iife of each option up to the date
of grant
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33, Consolidated cash flow statement reconcihiation
2011 2010
£ million € milion
{a) Reconciliation of operating profit before tax to net cash inflow/(outflow) from operating activities
Operating profit on ordinary activities before tax on continuing operations 785 1010
Operating loss on ordinary activities before tax on discontinued operations (27.4) 7
Tax pad (33.3) (29 7)
{Increasel/decrease In
Interest recewvable and prepaid expenses (4.8 215
Net settlement balances and trading postions {476 82 3)
Net money broker loans against stock advanced 416 1050
Increase/{decrease) in
Interest payable and accrued expenses {4.2) {19 3)
Impairment on investment in Mako 36.0 -
Depreciation, amortisation and goodwill impairrment 21.3 223
Net cash inflow from trading activities 601 116 8
{Increase)/decrease In
Loans and agdvances to banks not repayable on demand (10 5) 20
Loans and advances to customers (539.2) (4539
Floating rate notes held to matunty 9.0 104
Floating rate notes classified as available for sale 329.0 1393
Debt secunties held for hquidity 3704 {0 6)
Other assets less other labiliies 32.1 170
Increase/(decrease) In
Deposits by banks 155.3 01
Deposits by customers 338.4 195 9
Loans and overdrafts from banks (676 7) (1621)
Net cash inflow/(outflow) from operating activities 67.9 (1351)
(b) Analysis of net cash outflow in respect of the purchase of subsidiaries
Cash consideration in respect of current year purchases {39.2) -
Loan stock redemptions and deferred consideration paid in respect of prior year purchases {3.1) {© 4)
Net movement in cash balances 33 -
{39.0) {0 4)
{c) Analysis of net cash inflow/{outflow) in respect of the sale of subsidiaries
Cash consideration received 44.5 -
Cash and cash equvalents disposed of (275.5) -
(231.0) -
(d) Analysis of changes in financing
Share capital including premium) and subordinated loan capital
Opening balance 3883 3869
Shares 1ssued for cash 0.2 14
Shares issued on acquisition 7.1 -
Closing balance 3956 3883
(e) Analysis of cash and cash equivalents’
Cash and balances at central banks 590.8 4527
Loans and advances to banks repayable on demand 107.9 158 4
Certificates of deposit 2845 6721
983.2 11,2832

' Excludes Bank of £ngland cash reserve account and amounts held as collateral




102 Close Brothers Group plc
Annual Report 2011

Financial Statements
The Notes

34. Financial nsk management

As a diversified group of financial services businesses, financial nstruments are central to the group’s actvities The nsk
associated with financial nstruments represent a significant component of that faced by the group and 1s analysed in more
detail below

The group’s financial nsk management objectives are summanised within Risk and Control Framework in the Corporate
Governance section on pages 35 and 36 Details of the significant accounting policies and methods adopted, including the
criteria for recogrution, the basis of measurement and the basis on which Income and expenses are recognised, 1n respect of
each class of financial asset, financial lability and equity mstrument are disclosed in note 1

{a} Classification
The tables below analyse the group's assets and labilities in accordance with the categones of financial nstruments in
IAS 39

Qther!
financial
Fair valua Held to nstruments
Held threugh matunty  Avalable for Loans and amortsed
for trading  profit orloss assals saleassets  recawvables cost Total
£ milhon € million € million £ milkon £ mithon £ midlion £ million
At 31 July 2011
Assets
Cash and balances at central banks - - - - 594.5 - 594.5
Settlement balances - - - - 551 1 - 551.1
Loans and advances o banks - - - - 114 8 - 114.8
Loans and advances to customers - - - - 3,435.3 - 3,435.3
Debt securities 426 - - 5267 284.5 - 852.8
Equity shares 37.9 6.1 - 13.1 - - 571
Loans to money brokers against stock advanced - - - - 75.3 - 753
Dervative financial instruments 0.3 34.6 - - - 10.3 452
) 808 40.7 - 5388 5,055.5 10.3 5,726 1
Liabilities
Settlement balances and short positions 43 4 - - - - 4784 5218
Deposits by banks - - - - - 192.8 192.8
Deposits by customers - - - - - 3,170.5 3,170.5
Loans and overdrafts from banks - - - - - 502.6 5026
Debt secunties In 1Issue - - - — - 548.1 548.1
Loans fromn money brokers aganst stock advanced - - - - - 63.6 63.6
Subordinated loan capital - - - - - 75.0 75.0
Derwative financial nstruments - 34.9 - - - 104 45.3
43.4 349 - - - 50414 51197

'‘Danvative financial instruments relates to far value and ¢ash flow hedga relationships
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OCther!

financial
Far value Held to Instruments
Held through matunty  Avalable for Loans and amertised
fortrading  profi orloss assats salaassots  recevables cost Total
£ milhen £ milign £ mulion £ millicn £ millien £ milion £ million
At 31 July 2010
Assets
Cash and balances at central banks — - - - 452 7 - 4527
Settlement balances - - — - 5417 - 5417
Loans and advances to banks — - — - 158 5 - 1585
Loans and advances to customers - — - - 29126 - 291286
Debt securities 541 — 90 901 0 672 1 - 16362
Equity shares 315 57 - 27 - - 599
Loans to money brokers against stock advanced - - — - 860 - 860
Derwvative financial Instruments 19 - - - - 211 230

875 57 90 9237 4,8236 211 58706

Liabilities

Settlement balances and short positions 670 - - — — 4981 565 1
Deposits by banks - 481 48 1
Deposits by customers - - - - 3,1155 3,1155
LLoans and overdrafts from banks — - - - 11784 1,178 4

|
1
|
|

Debt securities N 1ssue - - - - - 2186 2186
Loans from money brokers against stock advanced - - - - - 327 327
Subgrdinated loan capital - - — - - 750 750
Dervative financial instruments 17 - - - — 188 208

687 - - - - 51852 525389

"Dervative financial instruments relates to far value and cash flow hedge relavonships

{b) Valuation

The group holds financial nstruments that are measured at fair value subsequent to initial recognition Each nstrument has
been categorised within one of three fevels using a fair value hierarchy that reflects the significance of the nputs used In
making the measurements These levels are based on the degree to which the fair value 1s observable and are defined as
follows

Valuation hierarchy

s Level 1 far value measurements are those derived from quoted prices (unadjusted) in active markets for Identical assets or
llabiities where prices are readily available and represent actual and regulary cccurnng market transactions on an arm's
length basis An active market is one in which transactions occur with sufficient frequency to provide ongoing pricing
Information

» Level 2 far value measurements are those derived from inputs other than quoted prices included withun Level 1 that are
observable for the asset or hability, either directly as prices or indrrectly derived from prices, and

* Leve! 3 far value measurements are those derived from valuation techniques that include inputs for the asset or liability
that are not based on observable market data (“unobservable inputs™)

Investments classified as Level 1 predominantly compnse G10 government securities and hsted equity shares

Investments classified as Level 2 predominantly compnse investment grade corporate bonds, less higuid listed eqguities and
over the counter denvatives

Investments classified as Leve! 3 predominantly comprise investments in private equity funds and unlisted equity shares Level 3
equity shares represent Investments made in unlisted fixed income and property funds and private equity imited partnership
interests For fund investments, the mast recent net asset value as calculated and reported by the fund manager is the basis of
the valuations Private equity partnership interests are valued using semi-annual valuations of the indvidual portiolio holdings
held by each partnership, in accordance with the International Private Equity and Venture Capital Guidelnes Under these
guidelines, new nvestments are generally valued at cost for the first year Thereafter valuations are typically based on a multiple
of the sustainable earnings before interest and tax of each holding, such multiple denved by reference to a comparable quoted
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34. Financial nsk management continued

company, sector, or recent transaction, and discounted to account for differences in size, product mix, growth prospects, level
of geanng, and marketability In addon, the group applies a discount to these valuations to reflect the relative infrequency of
the private equity valuations, and the iliquid nature of the portioho The discount 1s based on an average of the discounts to net
asset value observed In a population of comparable quoted private eguity funds

The group believes that there 1s no reasonably possible change 1o the inputs used in the valuation of these positions which
would have a matenal effect on the group’s ncome statement

The tables below show the classification of financial instruments held at far value into the valuation hierarchy set out above
as at 31 July 2011 and 2010

Level 1 Lavel 2 Level 3 Total
£ mallion € mithon € mifion £ mlllion
At 31 July 2011
Assets
Debt securnties
Long trading posttions in debt secunities held for trading 38.1 4.5 - 42.6
Floating rate notes classified as avalable for sale - 2096.9 - 206 9
Gilts and government guaranteed debt classified as avalable for sale 2288 - - 2288
Dervative financial instruments 03 4.9 - 45.2
Equity shares
Held for trading 379 - - 37.9
Fair value through profit or loss - - 4.8 4.8
Avalable for sale 15 8.1 4.8 14.4
306.6 354.4 9.6 6706
Liabilities
Derwative financial nstruments - 45.3 - 453
Short positions
Debt secunties 278 26 - 304
Equity shares 136 - - 13.6
414 47.9 - 893
Level 1 Level 2 Level 3 Total
£ millon £ million £ milion £ milhon
At 31 July 2010
Assets
Debt secunties
Long trading positions in debt securities held for rading 44 4 97 — 541
Floating rate notes classified as avallable for sale — 6154 - 6154
Gilts and government guaranteed debt classified as available for sale 2856 - - 28586
Dernvative financial instruments - 230 — 230
Equity shares
Held for trading 315 - - 315
Far value through profit or loss - - 57 57
Avalable for sale 37 78 112 227
3652 6559 169 1,0380
Liabilities
Dervative financial nstruments — 205 - 205
Short positions
Debt secunties 43 4 52 - 48 6
Equity shares 184 - — 184

618 257 — 875

There were no significant transfers between Level 1 and 2 in 2011 and 2010
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Moverments in financial assets categonsed as Level 3 during the year were

Equity shares

Far value

Avallable through

forsale  profit/loss)

£ milhon £ milien

At 1 August 2009 111 126
Total gains recognised in the consolidated income statement! - 38
Total gains recognised in other comprehensive Income 01 -
Purchases and 1ssues — 02
Sales and settlements - (10 9)
At 31 July 2010 112 57
Total gains recognised in the consalidated income statement’ - 31
Total gans recognised in other comprehensive Income 28 -
Purchases and i1ssues - 05
Sales and settlements 92) {4 5)
At 31 July 2011 4.8 4.8

At 31 July 2011 Enil (2010 £8 5 million) of transfers from other comprehensive income to the Income statement onimparment of avalable for sale lgvel 3 aquity shares are not Included in
the above table

The tosses recogrised in the Consolidated Income Statement relating to instruments held at the year end amounied to
£0 5 milton (2010 gan of £0 6 milhon)

(c) Credit nsk

Credit nsk 1s the risk of a reduction in earnings and/or value, as a result of the falure of a counterparty or associated party
with whom the group has contracted to meet its gbligations in a tmely manner and anses mainly from the lending and
treasury activities of the Banking diviston

The group's lending activities are generally short-term in nature with low average loan size In addihon the group applies
consistent and prudent lending critena mitigating credit risk The credit quality of counterparties with whem the group
deposits or whose debt securities are held 1s monitored within approved limits

Loans and advances are spread across asset classes, short-term and with a low average loan $ize in order to avold
concentration risk In the loan book and associated collateral

The Banking division monitors the crecht qualty of the counterparties with whom the group places deposits, enters into
dervative contracts or whose debt secunties are held against established kmits Whulst these amounts may be matenal, the
counterparties are all regulated institutions with high credit ratings assigned by international credit rating agencies, and fall
within the large exposure imits set by the regulatory requirements

Credit nsk in the Secunties division is limited as the businesses in that division trade in the cash markets with regulated
counterpariies on a delivery versus payment basis such that any credit exposure 1s imited to price movements in the
underlying secunties Counterparty exposure and settlement falure monitoring controls are in place

Credit and counterparty nsk, and the measures taken to mitigate or manage these nisks, are disclosed within the Principal
Risks and Uncertainties section of the Business Review on pages 24 to 28
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34. Financial nsk management continued

Maximum exposure to credit nsk

The table below presents the group’s maximum exposure to credit nsk, before taking account of any collateral and credit nsk
mitigation, ansing from its on balance sheet and off balance sheet financial instruments at 31 July 2011 For off balance shest
instruments, the maximum exposure to credit nisk represents the contractual nominal amounts

2011 2010
£ million £ milhon

On balance sheet
Cash and balances at central banks 594.5 452 7
Settlement balances 551.1 5417
Loans and advances to banks 114 8 158 5
Loans and advances to customers 34353 29126
Debt securities 852.8 16362
Loans to money brokers against stock advanced 75.3 860
Dernvative financial instruments 45.2 230

56680 58107

Off balance sheet

Undrawn commiiments 739.7 5399
Guarantees - 14

739.7 5413
Total maximum exposure to credit nisk 6,408.7 6,3520

Sovereign and banking sector exposure

The group has imited exposure outside of the UK However, given increased market and regulatory focus on such
exposures, particularly In relation to Greece, Ireland, Htaly, Portugal and Spain, the group considers it appropriate to provide
the following disclosure

The group has no sovereign exposures to any of the countries listed above It has exposure through its holding of debt
securities 1ssued by Insh banks as follows

Exposura
£ enithon

Floating rate notes 94 6

The FRNs are ssued by Allied Insh Bank and Bank of Ireland and have a remaining matunty of under 12 months As avadable
for sale debt securities, the FRNs are marked to market against equity and had a carrying value of £86 0 mihon at 31 July 2011

In addition, the group has loans and advances to customers in Irefand and Spain These relate to loans n the group’s Retal
and Commercial businesses, and are iIssued with the same lending critena and secunty as applied within the UK

traland Spain Total
£ millon £ milhon £ million
toans and advances to customers w7 34 79.1

The group has no other material exposure to these economies

Assets pledged and received as collateral
The group pledges assets for repurchase agreements and securities borrowing agreements which are generally conducted
under terms that are usual and customary to standard securtised borrowing contracts

The group has entered into a repurchase agreement whereby FRNS to the value of £249 § milion (31 July 2010 £553 6
million) have been fent in exchange for cash of £205 1 million (31 July 2010 £402 2 muthon) which has been included within
loans and overdrafts from banks These FRNs remain on the group's consolidated balance sheet as the group retains the
nsks and rewards of ownership
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The group has secuntised £435 0 million {31 July 2010 Enil) of its insurance premium recevables (n return for debt securities
nissue of £350 0 milion (31 July 2010 £nil} As the group has retained exposure to substantially all the credit nsk and
rewards of the residual benefit of the underlying assets, it continues to recognise these assets in loans and advances to
customers on its consolidated balance sheet

The vast majornity of loans and advances to customers are secured against specific assets The secunty will correspond to
the type of lending as detalted in the segmental loan book analysis on page 19 of the Business Review Consistent and
prudent lending cnteria are applied across the whole lcan book with emphasis on the qualty of the secunty provided

Loans to money brokers against stock advanced are the cash collateral provided to these insututions for stock borrowing by
the group's market-making activities The stock borrowing to which the cash deposits relate 1s short-term in nature and 1s
recorded at the amount payable

Financial assets Loans and advances to customers

Credit nsk management and monitoring

Within the Banking division the overall credit risk appetite is set by the CBL board The menitoring of credit policy 1s the
responsibiity of the Banking division’s nisk and comphance committees All large loans are subject to approval by the
Banking dwsion's Credit Committee Retall, Commercial and Property each use credit underwnting and monitoring
measures appropriate to the diverse and specialised nature of therr lending

Retail 1s typically high volume lending with a small average loan size Credit issues are identified early via predominantly
automated tracking processes Remedial actions are implemented promptly to restore customers 1o a performing status or
recovery methods are applied to minimise potential loss

Commercial 1s 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 individual loan by loan basis or a
collective portfolio basis This approach allows remedial action to be mplemented at the appropriate tme to minirmse
potential loss

Property I1s a portfolio of higher value, low volume lending Loans are continually monitored to determine whether they are
performing satisfactorly Performing loans with elevated levels of credit nsk may be placed on watch lists depending on the
perceved seventy of the credit nsk

Credit nsk reporting
Loans and advances to customers within the Banking division, as disclosed in note 13, are analysed between the following
categones for credit sk reporting

{1) Neither past due nor impaired

These loans and advances to customers reflect the application of consistent and conservative lending criteria on inception

and the quality and level of security held The contractual repayments are montored to ensure that classification as neither
past due nor impaired remains apprepriate It also demonstrates the short-term nature of the lending, with £1 8 billion (2010
£1 6 billion} having a contractual matunty of less than 12 months

The following table shows the ageing of loans and advances to customers spht by credit assessment method which are
neither past due nor mpatred

2011 2010

Loans and advances to cusiomers Loans end advances to customars
Individually Collectively Indwdualty  Collectvely

assessed assessed Total assessed assessed Total

£ million £ milllon £ million £ milhon € rrdlon £ rmdhon
Withun ong month 257.2 2143 4715 293 5 1719 485 4
Between one and three months 2014 29514 4985 1559 2516 4075
Between three months and one year 2327 649.0 881.7 1952 5585 7537
Qver one year 184.5 980.1 1,646 153 2 7426 8958

875.8 21385 30143 7978 1,7246 25224
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34 Financial nsk management continued

{1i} Past due but not impaired

Loans and advances to customers are classified as past due but not impaired when the customer has farled to make a
payment when contractually due but there 1s no evidence of mparrment Thrs includes loans which are indmvidually assessed
for impairment but where the value of secunty 1s sufficient to meet the required repayments This also includes 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 foans and advances to customers spiit by credit assessment method which are past
due but for which no impairment provision has been raised

2011 2000
Loans and advances to customers Loans and advancas 1o customers
Individuplly Collectively Indmidualty  Collectivety

assessed assessed Total assessed assessed Totai
£ milllon £ million £ milhon £ miffion £ mulion £ mihon
Within one month 38.3 174 554 358 130 488
Between one and threg months 57.5 3.2 60.7 36 1 40 401
Between three months and one vear 362 10.8 47.0 350 14 3 49 3
Qver one year 124 25.1 375 63 334 397

144 4 56.2 200.6 1132 64 7 177 9

(m) Impaired

The factors considered In determining whether assets are imparred are outhned in the accounting policias in note 1{) Impaired
loans and advances to customers are analysed according to whether the imparment provisions are indwvidually or coltectively
assessed

Individually assessed provisions are determined on a case by case basis, taking Into account the financial condition of the
customer and an estmate of potential recovery from the realisation of security Typically this methodology 1s applied by the
Property business and by the invoice finance business within Commercial

Colleclively assessed provisions are considered on a partfolio basis, to reflect the homogergous nature of the assets A
percentage of the portfolio 1s iImpaired by evaluating the ageing of missed payments combined with the historical recovery
rates for that particular portfolo Typically this methodology 1s applied by the Retal businesses and the asset finance
business wathin Commercial

The gross impaired loans are quoted without taking account of any collateral or security held, which could reduce the
potential loss The applcation of conservative loan to value rattos on inception and the emphasis on the quality of the
security provided, 1s reflected in the low prowision to gross impared balance rato (“‘coverage ratio”) of 30% (2010 28%)

The following table shows gross iImpaired loans and advances to customers and the provision thereon split by assessment
method

2011 2010
Loans and advances {0 customers Loans and advances to customers
Individually Collectively Incividuzily  Collectively
assessed assessed Tetal assessad assessad Total
£ million £ miliion £ milhon £ mition £ mulhon £ millhion
Gross Impaired loan 199.6 114.5 3141 1921 107 3 299 4
Provisions (65.5) (28.2) 93.7) (58 1} {29 0) {87 1)
Net imparred loans 134.1 86.3 2204 1340 783 2123

The amount of Interest iIncome accrued on impared loans and advances to customers was £29 5 milkon (31 July 2010
£20 2 milhion)

Whilst collateral 1s reviewed on a regular basis in accordance with credit policy, this varies according to the type of lending,
collateral involved and the status of the loan It 1s therefore mpracticable to estimate and aggregate current far values for
collateral
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Financial asset Settlement balances

Credit nsk management and monitonng

The credit nisk presented by settiement balances in the Securities dmision 1s Imited as such balances represent delivery
versus payment transactions where delivery of secunties occurs simultaneously with payment The credit nsk 1s therefore
imited to the change in market pnce of a secunty between trade date and settlement 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 secunty 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 in
the EU or US

Credit nsk reporting

Settlement balances are classified as neither past due nor mpared whean the respective frades have not yet reached therr
settlernent date Settlement balances are classified as past due but not imparred when trades fal to be settted on therr
contractual settlement date The credit nsk presented by settlement balances which are past due is mutigated by the delivery
versus payment mechanism, which reguires counterparties to settle the open trade when market conditions allow, as well as
by the Securities businesses trading only with regulated counterparties Counterparty exposure and settlement failure
monitoring controls are In place as part of an overall nsk management framework and settlement balances past due are
actively managed

2011 2010

Meither past Past due Neither past Past due

due nor but not dua nor but not
impaired Impaired Total impaired impaired Total
£ milllon £ million £ million £ millkon £ mifion £ millan
Within one month 215.7 28.2 5439 486 0 47 5 5335
Between one and thres months - 3.5 35 - 44 44
Between three months and one year - 19 1.9 — 16 16
Over one year - 0.4 0.4 - 22 22
Net impaired loans 515.7 340 549.7 486 0 557 5417

{d) Market nsk

Market nsk 1s the risk that a change n the value of an underlying market vanable, such as nterest or foreign exchange rates,
will give nise to an adverse movement in the value of the group’s assets and arises primarily in the Secunties division

Interest rate nsk

The group's exposure to Interest rate fluctuations relates primanly to the retums from #s capital and reserves which, as a
matter of policy, are not hedged The group's policy 1s to match fixed and varable interest rate habiliies and assets utilising
interest rate swaps where necessary to secure the margin on its loans and advances to customers These interest rate
swaps are disclosed in note 16

The sensitivities below are based upon reasonably possible changes in interest rate scenarios, including parallel shifts in the
yield curve At 31 July 2011 changes in interest rates compared to actual rates would ncrease/{decreass) the group's annual
net interest Income by the following amaounts, prior to mitigation

201 2010

£ million £ mithion

1 0% increase (2010 1 0% increase) 27 31
0 5% decrease (2010 0 5% decrease) (1.4) {1 6}

At 31 July 2011 changes in interest rates compared to actual rates would increase/{decrease) the group’s equity by the
following amounts, pror to mitigation

201 2010
£ million € mullion
1 0% increase (2010 1 0% increase) 8.0 56

0 5% decrease (2010 0 5% decrease) (4.0) {2 9)
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34, Financial nsk management continued

Foreign currency risk

The group has a number of currency Investments in substdianes and an associaie and has chosen not o hedge these
exposures These nvestments are predominantly In US dollars and euros Foreign exchange differences which anse from the
translation of these operations are recognised direcily in equity

At 31 July 2011 changes in exchange rates would increase/{decrease) the group's equity by the following amounts

2011 2010

£ miltion £ mihon

20% strengthening of sterlng against the US dollar (2010 20% strengthening) (6.6) (194
20% strengthening of sterling against the euro (2010 20% strengthening) (107) B87)

The group has additional matenal currency assets and labiliies pnmarily as a result of treasury operations in the Banking
dwvision These assets and habilitles are matched by currency, using exchange rate derwvative contracts where necessary
Detalls of these contracts are disclosed in note 16 Other potential group exposures anse from share trading settled in foreign
currency In the Secunties division, and small foreign currency equity investments 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

Market price nsks

Trading financial nstruments Equity shares and debt securities

The group’s trading activities relate to Winterflood and Seydler The following table shows the group'’s trading book exposure
to market price risk

Highest Lowast Average Exposure
axposurg oXposure Bxposure at 31 July
£ milhon £ million £ mitkan £ million
For the year ended 31 July 2011
Equity shares
Long 538 316 423 37.9
Short 326 107 200 13.6
223 24.3
Debt securities
Long 986 335 589 42.6
Short 992 288 555 30.4
34 12.2
Highest Lowast Average Exposure
exposura exposure exposura at 31 July
£ mikon £ mullion £ mithon £ mulhon
For the year ended 31 July 2010
Equity shares
Long 469 24 6 351 315
Short 243 90 159 18 4
192 131
Debt securities
Long 870 312 553 541
Short 940 2908 608 48 6
{5 5) 55

With respect to the long and short positions on debt securities respectively, £2 8 million and £3 5 milhon 2010 £20 7 milion
and £19 1 milion) were due to mature wilthin one year
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The average exposure has been calculated on a dally basis The highest and lowest exposuras occurred on different dates
and therefore a net position of these exposures does not reflect a spread of the trading book

Based upon the trading book exposure grven above, a hypothetical fall of 10% in market pnces would result In a £2 4 million
{2010 £1 3 milllon) decrease 1n the group's Income and net assets on the equity trading book and a £1 2 milion decrease
(2010 £0 6 million iIncrease} on the debt secunties trading book However, the group’s trading activity 15 mainly market-
making whare positions are managed throughout the day on a contnuous basis Accordingly the sensitivity referred to above
Is purely hypothetical

Non-trading financial Instruments
Net gains and losses on non trading financial nstruments are disclosed in note 14

(&) Liquidity nsk
Liguidity nsk 1s the risk that habilities cannot be met when they fall due or can only be met at an uneconomic price and arises
mainly in the Banking division

The group has a prudent iquidity posrtion with total available funding at 31 Juty 2011 of £5 4 ballon (2010 £5 6 billon) This
funding 1s significantly in excess of its loans and advances to customers at 31 July 2011 of £3 4 bilkon (2010 £2 9 billien) The
group has a large portfolio of high qualty kquid assets including cash placed on deposit with the Bank of England, short
dated certificates of deposit and gilts The group measures hquidity nsk with a vanety of measures including regular stress
testing and regular cash flow monitonng, and reporting to both the group and divisional boards

The following table analyses the contractual matunties of the group’s financial labilities on an undiscounted cash flow basis

In mora Inmore
than thrae thar six In more
months months than cna
Inlass hut not but not  year but not In more
an than three moere than morg than maore than than
demand months six months one year {rve years fve yoars Total
£ milion € million £ milkon £ mithon £ million £ rmiion £ milllon
At 31 July 2011
Settlement balances 1.5 476.3 - - - - 4778
Deposits by banks 54.2 26.0 12.4 99.1 1.9 - 1936
Deposits by customers 3751 831.8 378 3 621.7 1,063.2 38 3,273.9
Loans and overdrafts from banks 30.9 109.0 176.7 24.0 172.6 - 513.2
Debt securities in issue - 8.5 1.9 358.2 52.0 2130 633.6
Loans from money brokers against stock advanced 63.6 - - - — - 63.6
Subordinated lcan capital - 28 - 28 225 1201 148 2
Dervative financial instruments - 43.4 7.5 10.8 522 0.1 114.0
Total 5253 1,497.8 576.8 1,116.6 1,364.4 337.0 54179
Inmore In more In more
than three than six than ane
inless months but months but  year but not tn mare
On than thwee nat more than not more than more than than
demand months six months one year five yaars five years Total
£ milhon £ rmilhon £ millor £ mihon £ milhion £ mithon £ million
At 31 July 2010
Settlement balances - 4081 — - - - 4981
Depaosits by banks 230 251 - - - - 48 1
Deposits by customers 782 4 788 3 661 0 682 3 256 7 30 31747
_oans and overdrafis from banks 139 4987 627 3 02 501 - 11,1902
Debt securities in 1ssue — G5 - 65 793 2195 3118
Loans from money brokers against stock advanced 327 - — - - - 327
Subordinated loan capital - 28 - 28 225 1257 1538
Dervative financial instruments - 1696 237 6 74 280 02 442 8

Total 8520 11,9901 15259 6892 4366 3484 58522




112 Close Brothers Group plc
Annual Report 2011

Financial Statements
The Notes

35. Post halance sheet event

On 16 Septsmber 2011, the group announced the phased sale of its 49 9% nvestment in Mako, which 1s included within the
Securities division, to the management team The sale 1s consistent with the group’s focus on developing its core businesses
where it has full control Given the nature of its business, Mako has a more volatile earnings profile which is not consistent
with the group’s strategy

The sale 1s for an estimated consideration of US$40 million in cash and will be effected via a series of purchases over several
years by the management team The sale of the first 16 6% I1s expected to close in the next few months, and the amount and
timing of future purchases will depend on the financial performance of Mako In addition, whist it remains a shareholder in
Mako, the group will continue to receive a dividend from Mako equivalent to its share of all profit after tax Should the
aggregate performance of Mako outperform certan predefined levels of profitability, the group will also be entitied to further
deferred contingent consideration of up to US$7 5 millon

As a result of the transaction, the group has wiitten down the value of its investment in Mako by £36 0 millon

Investor Relations

Financial calendar (provisional)

Event Date
Annual General Megting 17 November 2011
First quarter Intenm Management Statement November 2011
Final dvidend payment 22 November 2011
Pre-close trading statement January 2012
Half year end 31 January 2012
Interim results March 2012
Third quarter Intenm Management Statement May 2012
Pre-close trading statement July 2012
Financial year end 31 July 2012
Preliminary results September 2012

The financial calendar I1s updated on a regular basis throughout the year Please refer to our website www closebrothers co uk
for up to date details

Cautionary Statement

Certain statements included or incorporated by reference within this report may constitute “forward-looking staternents” in
respect of the group’s operations, performance, prospects and/or financial condition By their nature, forward-looking
statements involve a number of risks, uncertainties and assumptions and actual results or events may differ materially from
those expressed or mplied by those statements Accordingly, no assurance can be given that any particular expectation will
be met and rellance should not be placed on any forward-looking statement Additionally, forward-looking statements
regarding past trends or actvities should not be taken as a representation that such trends or activities will continue in the
future No responsibility or obligation 1s accepted to update or revise any forward-looking statement resulting from new
information, future events or ctherwise Nothing In this report should be construed as a profit forecast This report does not
constitute or form part of any offer or Invitation to sell, or any sohcitation 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 distribution form the basis of, or be reled on in
connection with, any contract or commitment or investment decisions relating thereto, nor does It constitute a
recommendation regarding the shares and other secunities 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 Statements in this
repoart reflect the knowledge and information available 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 hability under applicable laws that cannot be
excluded in accordance with such laws
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