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At Schroders, asset management is our only
business. Our goals are completely aligned with
our clients’ —the creation of long-termvalue.

We manage £139.1 billion on behalf of institutional
and retail investors, financial institutions and high
net worth clients from around the wotld, invested
in a broad range of asset classes across equities,
fixed income and alternatives.

We employ more than 2,800 talented people
worldwide operating from 37 offices in 28 different
countries across Europe, the Americas, Asiaand the
Middle East, close to the markets in which we invest
and close to our clients.

Schroders has developed under stable ownership

for over 200 years and long-term thinking governs
our approach to investing, building client relationships
and growing our business.
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£392.5....

Profit before tax
2006 £290 Omilion

£266.5....

Asset Management profit before tax
2006 £219 Omilion

£413....

Private Banking profit before tax
2006 £26 9 milhon

£84.7...

Private Equity and Group
profit before tax
2006 £44 1 million

£139.1....

Funds under management
2006 £128 5billon

104.8.....

Basic earnings per share
2006 769 pence

30.0.....

Total dividend per share
2006 250 pence




Chairman’s and

Chief Executive’s
statement

Continued
progress

2007 was a year of continued progress for
Schroders in spite of the recent turbulence
in financial markets This reflected the
diversity of our business by region,

by ¢hent channel and by product

Income increased 21 percent to

£1,004 3 milion (2006 £832 3 million)

and Group profit before tax increased

35 per cent to £392 5 million {2006 £2390 0
millon} Funds under management at year

endwere 8 per cent higher at £139 1 bilion
{2006 £128 5 billion)

Asset Management

We continued to see the benefits of a
strategy focused on higher value added,
higher margin products in both Institutional
and Retaill channels and the development of
our already extensive iInternationat business
Gross profit marging increased to 60 basis
points (2006 55 basis points}and more than
two thirds of income was earned outside the
UK Asset Management ncome increased
20 per cent ta £785 4 million (2006 £655 6
mulion) and profit before tax increased 22 per
cent 1o £266 Smilkon (2006 £219 O mullion)

We had a record year in our Retarl bustness
with net sales of £8 8 bxllon Retad net
inflows were exceptionally strong n Asia
Pacific and the UK, and heawly outwaighed
net cutflows n Continental Europe which to
alarge extent reflected the expenence of the
European fund industry as a whole In Asia
Pacific a well established presence on the
ground In eght countries across the region
coupled with a competitive product range
led to a very significant Increase In net sales
in the UK, net sales doubled compared to
2008, as dd our market share of flows from
the independent intermediary sector Inthe
US, the second year of our nitiative in the
intermediary channel, we saw a satisfactory
Increase In flows and an expanding numbsar
of distnbution relationships 67 percent of
funds under management outperformed
ther peer group in the three years to the end
of 2007 and funds under management in
Retall ended the year at £56 2 bilion (2006
£42 5 bilion) In China, our joint venture
asset management company had net

sales of £0 8 bilion bringing funds under
management to £3 8 biflion at the year

end (not reported in total funds under
management)

QOur Institutional business also made
progress n 2007 We won more than 100
new institutional mandates in the UK alone
and our business continues to evolve towards
new, higher margin asset classes feeson
business won in 2007 were on average more
than 40 per cent higher than the fees on
businesslost Income in Institutional increased
despite net outflows of £10 6 bilion, which
included continued outflows from UK
balanced and UK eguities and, to a lesser
extent, Japanese and Asian equities, the
latter in part dnven by cltent asset allocation
decisions Qverallinvestment performance
improved with 68 per cent of institutional
funds under management outperforming
their benchmarks in the three years to the
end of 2007 Funds under management in
Institutional ended the year at £73 2 billion
(2006 £77 4 bilon)

Michael Miles
Charrman




We have a growing and widely diversified
alternatives bustness encompassing
property, funds of hedge funds, private
equity funds of funds, emerging market
debt, commodities and agriculture funds
Alternative funds under management now
amount to £15 9 billon, more than 25 per
cent up on the year

We have an extensive network of overseas
offices across Asia, Continental Europe

and North and South Amenica, with strong
representation in developing markets Dunng
the year we added to our presence on the
ground with new offices in Mumba and
Dubay, and we expect continued high levels
of growth In our INternational business which
15 well placed to benefit from the demographic
and savings trends in developing markets

Private Banking

Prvate Banking had another strong year
withincome up 11 percent to£105 9
milion (2006 £95 7 million) and profit before
lax up 54 per cent to £41 3 milion {2006
£26 9 million) We completed the transfer of
our back office operations to Zunch dunng
the year which enabled us both to improve
our ¢client reporting and reducea costs We
recently completed the acquisition of a small
private client business in Singapore which
will grve us a platform from which to serve
high net worth ndividuals in the region Net
new business in 2007 amounted to £0 2
bilton (2006 £0 4 bilhon) and funds under
management ended the year at £9 7 billion
(2006 £8 6 billon})

Group and Private Equity

In 2007 we achieved realised gains of
£101 6 milion (2006 £75 7 million) on

our investment capital which totalled

£979 6 milhon (2006 £789 0 mulion) at the
year end A high level of realisations dunng
the year resulted in profit before tax from
our private equity portfelio of £58 5 million
{2006 £34 6 milion} Profit before tax from
Group was £26 2 milhon (2006 £9 5 millon)
Gven more challenging markets, we
anticipate a reduced level of private equity
realisations in 2008 and lower returns on
seed capital nvestments

Schroders inreview
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Dividend

The Board is recommending an increased
final dvidend of 21 O pence per share,
payable on 30 Apnl 2008 to shareholders on
the register at 14 March 2008 This brings
the total dividend for the year to 30 0 pence
per share (2006 25 O pence per share), an
increase of 20 O percent

Outlook

Recent months have seen a setback in
equity markets and high levels of volatility
as the mpact of the sub-prime cnsis in
Amenca spreads to world financial markets
and the real economy This in turn has
affected investors’ risk appetite and retail
flows across the industry have fallen back
sharply We expect these volatile market
conditions to persist through much of
2008 and as a result we envisage aless
favourable environment for our business
Our cost base has a significant vanable
component inked to revenues which offsets
n part the impact of dechimng markets
However, we do not intend to scale back
our strategic investment plans as we see this
more challenging period as an opportunity to
postion Schreders for further growth in the
longer term, taking advantage of our strong
financial position and highly diversified
business

We would like 1o thank all our staff around
the world for ther contnbution 10 these
record results

Michael Dobson
Chief Executive
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Schroders is a global asset
management company with
over 200 years of experience
in the world’s financial markets.

We serve institutional and retall investors,
financial institutions and high net worth
clients, providing them with a broad range
of nvestment products, to meet ther
long-term investment goals

We believe that

» the interplay between market econcmics
and long-term trends in demographics,
investments and savings offers exciting
growth prospects for the asset
managementincustry,

our research-based approach, both
fundamental and quantitative, allows
us to identify and explort inefficiencies
inherent in the marketplace, using a
disciplined investment process to add
value to client assets,

our focus on asset management
rinimises conflicts of interest and aligns
our objectives with those of our clients

Our goal s to be a pre-eminent prowvider of
active asset management services to our
worldwide clients and in doing so reward
our shareholders by growing returns on a
sustanable basis over the fong-term

A highly diversified business, by
product, geography and client

We provide our clients with vaned solutions
to address therr nvestment needs, allowing
the flexibility to invest across a wide range of
products, including

+ abroad range of equity products
covenng different regions, industry
sectors, Investment styles and nsk/reward
charactenstics Our approach 1s research-
based using an extensive group of analysts
located around the world In markets in
which we nvest, combined with quantitative
research and nsk management

+ fixed Income securities in all majer
currencies including sovereign debt,
high-grade corporate bonds, high-yield
nstruments and emerging market debt
Today's fixed ncome markets demand a
deep, global knowledge of credit markets
borne of local nsight We have credit teams
located on the ground in Asia, the UK and
the Amencas to support our fixed ncome
fund managers

s alternative asset classes such as property,
agnculture and commodities, private equity
and funds of hedge funds These asset
classes have seen an increase in demand
with our clients Therr attraction 1s based
on the opportunities that they offer to
provide uncorrelated sources of return
for portfolio diversification purposes and
the prospect of generating superior nsk
adjusted returng

Funds under management

Equities 57%

Fixed income 9%
Altarnatives 11%
Mul assat 16%
Private Banking 7%

0000

31 Decamber 2007

The breadth of our product range s designed
o accommodate a wide spectrum of investor
needs and nsk appetites and to provide
solutions to meet our clients’ investment
needs Our service offerng extends from
benchmark products with limited nsk,
designed to deliver returns In excess of market
indices, to 'igh alpha’ products designed (o
exceed benchmarks by a greater margin but
with higher associated nsk We also provide
unconstrained products designed to deliver
returns independent of benchmarks and
absoclute return products that focus on capital
protection as well as growth

Schroders 1s a dynamic organisation
that pndes itself on its Innovation and
specialisation Our goals are completely
ahgned with those of our clients' —the
creation of long-term value

We operate on a global scale with 37 offices
in 28 countnes

Schroders accesses clents in the traditional
areas of the UK, Europe, North Amenca
and Japan, where the demand for asset
management services is long established,
as well as in the fast-growing savings pools
in emerging and more recently developed
econormies In the Middle East, Asia Pacific
and Latin America

Geographic split of income
The majonty of our Income was earned
outside the UK (70 per cent )

QO UK30%

Q Europa 39%

) Asza Pactfic 21%

O Amencas 10%
2007

We work with a number of different chents
Qur care skills In devising, producing and
delivering products for chents across the
full range of asset management activities
allow us to meet the needs of a broad

spectrum of clients, which we group nto

Asset Management

Institutional - where we manage assets, n
pooled or segregated form, on behalf of large
corporate, local authonty, ceniral government
and chantable entthies, mcluding both defined
benefit and defined contnbution pension
funds Our Institutional business accounts
for 33 per cent of ncome and 53 per cent

of our total funds under management

Retail - where we manage assets on behalf of
individuals, wia mutual funds and investment
trusts, to address therr investment needs
inclucing defined contnbution pension
schemes, delvered inavanety of user-fnendly
forms Trus business accounts for 45 per cent
of ncome and 40 per cent of funds under
management Wae have developed strong
relationships with our distribution partners
across the globe, from local banks and
independent financial advisers to global
banks and nsurance companies, through
which we distnbute a range of Schroders
branded or sub-adwsed mutual funds

Private Banking

Where wemanage assets on behalf of

high net worth individuals and family offices
We focus on growing and preserving wealth,
utiising the knowledge of our economics and
nvestment strategy teams, and using both
proprietary Schroders investment products
and external funds in structunng our clients’
portfolios, 1o provide a highly personal private
banking semice to wealthy ndvduals and
their advisers We provide a full range

of products including deposit-taking,

cash management, custody and execution
services, advisory and discretionary asset
management and specialised lending Pnvate
Banking accounts for 11 percent of ncome
and 7 per cent of funds under management
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* International Investment Centres
All offices prowda sales and distnbution seraces

Bermuda Buenos Arres* Amsterdam Jersey Paris Beying Shanghar”

Cayman Islands Sao Paule” Copenhagen Lisbon Rome Heng Kong* Singapore*

Mexico City Frankfurt London” Stockholm Jakarta* Sydney*

New York® Geneva Luxembourg Vienna Melbourne Tatpel

Philadelpiia® Guernsey Madnd Wiesbadan® Mumbai Tokyo
Gibraltar Milan* Zurich* Seoul*

Funds under management by client

QO

QO Institutiona) 2007 53% {2006 60%)
O Retall 2007 40% (2006 33%)
O Private Banking 2007 7% (2006 7%)

Income by client

QO

QO Insttutional 2007 37% {2006 4D%)
QO Retad 2007 51% (2006 47%)
O Private Bankang 2007 12% (2006 13%)
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We aim to provide excellent

clhent service

Schroders has developed under stable
ownership for over 200 years and long-term
thinking governs not enly our approach to
Investing but atso to buillding client
relationships

We operate in a highly competitive Industry
where clhents have many choices Weamto
excel in chient service and offer partnerships
of real value to the client over and above the
immediate product we are providing

Institutional chents will often come to us
through their own adwviser or consultant
The assignments we are given by clients
are typically highly specific and dovetail
with therr other investments i a range of
asset classes and with the other managers
they employ We are judged in relation o
performance agamnst client objectives and
the qualty of the client service and advice
we provide

In our Retal channel we work very closely with
banks, insurance companies and independent
financial advisers These intermedianes
acivise the ulimate client and we support
them by designing products which meet
therr client needs

In Private Banking we advise wealthy
ndviduals directly Qur high net worth clients
are looking to maintain or grow therr assets
after taking nto account inflation, taxes,
fees and other charges We work with them
In realising their goals using the full range of
Schroders capabiities combined with third-
party products

We have a transparent
organisational structure

Asset Management
To allow us to serve our clients effectively,
we are organised into three main arcas

Investment —where we produce

solutions and manufacture products

to meet client needs

All investment actmvties are managed within
a single division with a clear objective of
delivering performance which meets or
exceeds clent objectives Investment
professionals are located in Europe, Asia and
the Americas, close to the markets in which
we invest The division plays akey rolen
product design, concentrating particularly
on the nsk/reward features of each product
and 1s responsible for delivenng rebable and
sustainable investment performance,
reflecting specific nvestment objectives
Our investment function encourages the
sharing of portfolio and research excellence
management across the organisation



Distnbution — which 1s responsible for
delvenng products to institutional and

retail clients

We look to bulld successiul, long-term
relationships with chenis across a wide spread
of locations and miarkets by understanding
therr investment requirements and ensurng
that we provide suitable investment solutions
We design and develop innovative product
strategies that respond to client needs This
process 1s supported by sales and chent
service teams which cover the full range of
strategies, market segments, distnbution
channels, products and geographies

Infrastructure — which 1s responsible for the
operational platform and ensures quality
assurance, control and efficiency

This area provides and maintains the
operating platform and services necessary
1o deliver our products to clients whilst
ensunng that we meet the high standards
of quality assurance and control expected
by our clients and regulatory bodies Our
administrative systems are concentrated

In four key centres — London, Singapore,
Luxembourg and Switzerland This ensures
a wide reach across the globe while
delivering econormies of scate in both front
and middle offices and in the associated
operations and administration platforms

Infrastructure responsibilities range from
Operations, Information Technology, Hurman
Resources and Faciilies to Finance, Tax,
Legal, Risk and Compliance In addition, this
area manages all the Gioup's major projects
and outsourcing arrangements

Private Banking

Private Banking offers specialist financial
solutions to high net worth indmduals,
families and therr adwisers, across the globe,
utiising Schroders asset management skills
and external providers Dedicated relationship
management IS core 1o our activities lo
ensure that we gan a detaled understancing
of our ¢chents’ needs in order to provide
customised solutions geared to ther financial
goals Our Private Banking Service Centre in
Zunch provides the integrated infrastructure
resources to support this business

We actively manage nisk

As an orgarusation, the management of risk
1s embedded in our corporate culture, in the
way we operate and the way we manage

all aspects of cur business

The senior management team, supported
by a number of central nsk management
functions, takes the lead role in ensuring
that proper controls are in place across the
business to mantain the guahty standards
expected by our clients and regulators
across the globe

Key to our model s a philosophy that, fed
by management, it i1s the responsibility of
all employess across the Group to ensure
that the control culture of Schroders is
embedded within our working practices
and in everything that we do

We have a number of specific nsks
associated with our business model

which we manage actively

Like any successful business we are
exposad to arange of nsks These nsks, If not
managed properly, could lead to the Group
not being able to meet its objectives Some
of them, like the nsks inherent in taking actve
mnvestment decisions on behalf of clients, are
the nsks we are In business to take Our focus
13 on managing nsk rather than eminating it
Others, like regulatory and compliance nsk,
are nsks that we seek actvely o avoid

We monitor performance across more

than 20 company-wide nsk categories
Risks are managed in a varety of different
ways, depending on the nature of the nsk
and the areas potentially affected, to ensure
that wherever appropnate, ther mpacts
are mitigated

Our key nsks, and the ways in which
we mitigate them, include:

Market nsk

The nsk that market conditions will lead

to a reduction in revenues across asset
classes through a decline in existing funds
under management, a reduction in further
investment flows mainty from retait chents
and a decline in the vatuation of pnncipal
investments

* We have a broad product range enabling
us to provide clients with sofutions tallored
to a vanety of market conditions

* We hedge cur principal Investrments to
reduce market sk where possible and
rmenitor performance on a regular basis

Investment performance nsk

The nisk to delivery of relative performance
and the delivery of performance on absolute
return funds, particularty in the current
challenging market environment

We adhere (o a clearly defined investment
process n al asset classes which 1s
combined with a programme of continuous
review and improvement

* Indmdual portfohic performance, valuations
and nsk profiles are monitored on a regular
basis through the year, allowing Issues in
these areas to beidentfied and mitigating
actions to be taken

* Becognising that not all products will
outperform all of the time, we offer a
diversified product set which reduces the
congcentration of nsk on the performance
of any one fund or asset class

Business review
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Product nsk

The nisk of mantaining a very broad product
range across multiple asset classes, whilst
continuing to develop new products to meet
changes in client demands

* We have a dedicated product
development team with clear product
approval procedures which combines
representation from Investment,
Drstnbution and Infrastructure We also
have an established product review
process designed to ensure that we
appropnately manage our product range,
mcluding the conttnual assessment of
capacity constraints

Human resource nsk

There 1s an Increasing requirement for
scarce, spectalist skills as the range of
our product offering deepens and our
investment and distribution strategies
develop into more complex areas

* \We have competitive remuneration
plans, with appropnate deferred benefits,
targeted at key staff

» Setting clear objectives and measunng
success In the annual review process
allows us to identify employee
development intiatives which are
a motivational force in retaining
talented executives

Business continuity nsk

Underpinning our whole proposition is the
need 1o ensure that in a glokal marketplace
we are able to continue to operate in
difficult conditions

* Continuity planning 1s n place across the
business with clear identification of key
staff and therr mvolvement in business
resumption plans, as well as regular
testing of commurucation plans

While the ncrease in the concentration
of global systems presents further risks,
additional resifience and contingency
arrangements are in place including the
relocation of the key computer servers
and back-ups away from London

Group-wide nsurance 1s held aganst
business interruptions that cause a loss
of revenue

Proect nsk

The nsk that ineffective project Implementation
could lead to sub-optimal soluticns being
delverad on our key projects

+ We have a dedicated Changs Management
Team overseeing all major projects,
ensuring that a consistent Group-wide
ngour 1s brought to the initiation, approval
and monioring of projects

¢ We do not implement live projects before
they have been fully tested
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2007 record
financial
performance

2007 saw a 21 per cent growth in income
and a 35 per cent growth in profit before
tax compared with 2006 This strong
perfomance was delivered despite furbulent
market conditions, particularly during the
second half of 2007

In the first hatf of 2007, equities strongly
outperformed fixed Income, as they had done
In 2008, with the major wond stock market
indices, especially in Continental Eurcpe,
seeng signficant nses in local currency terms
However, n July and August, as credit spreads
widened, the markets retreated and there was
aflight to government bonds as mvestors
sought safe havens in the unravelling credrt
cnsis ansing from fears over the recoverability
of sub-pnme debt By the end of the year, all
major stock markets were significantly down
from mict-year highs

In the UK, the economy slowed in the second
half despite acceleration in household
spending Gross domestic product (‘GDP '}
growth was also restrained in the Eurozone
However, there was better than expected
growth 1n GDP in the US, despite the
weakness in the housing market In Asia
Pacific, excluding Japan, economies
continued to expand

The following table shows the moverment
in a numier of recognised stock market
indices over 2007"

Movement Movement

six months to six months to
Local Stock June 2007 December 2007
markats % %
FTSE 100 6 -2
S&P 500 6 -2
Nikkey 225 5 -16
Broad Market Ind:ces
MSCH World 7 -4
MSCI Europe ex UK 9 -5
MSCi Pacific 7 -10
Fixed Income
10 year benchmark
UK Gilts -5 7
US Treasunes -2 7
Japanese Treasungs -1 4
Alternatwes
UK Praperty Index,
Capital Growth 2 -6
Credit Susse/
Tremont Hedge
Fund Index 9 4

nlocal currency terms

The strength of Schroders' financiatl
performance in these difficult market
conditions reflects the benefits of the
diversity of our business, by geography
and client, combined with a very broad
product range

Strong income growth underpinned
by solid investment performance
Asset Management income increased by
20 per cent , with growth in both Institutional
{9 per cent }and Retail (29 per cent ) This was
dniven by strong sales of lugher margin
products across both distnbbution channels

Within the Retall busmess, net sales were
exceptionally strong at £8 8 billon (2006

£3 8 bithon) Asia Pacific had a particularly
strong year, with the notable performance of
our Korean business, where changes inthe
1ax laws and regulatory environment provided
us with an opportunity for growth Across
Asia Pacific, emerging market equity funds
were the most popular nvestor choices In
the UK, well-established funds - such as the
UK Mid 250 and the UK Alpha Plus — as well
as newer funds — such as Income Maximiser
and Agriculture - helped attract strong UK
retall net inflows during the year Adverse
market conditions in Continental Eurcpe led to
net outflows, centred pnncipally in Germany,
Spain and Switzerland

The Group’s joint venture with Bank of
Communications in China, n which we
have a 30 per cent eguity investment,
enjoyed a strong year reflecting a buoyant
stock market in the first half of 2007 and
notable gross Inflows in the second haif,
including the Blue Chip Fund hitting its
predetermned sales cap of BMB 12 billon
on the first day of offer The venture holds
both QFIl and QDII status in China and
contnbuted £7 1 milion to Group profit
befaretax The joint venture funds under
management are nct Included in total funds
under management

Qurinstitutional business continues to evolve
towards new, higher margin asset classes
fees on business won in 2007 were on
average more than 40 per cent higher than
fees on business lost Income increased
despite net outflows of £10 B billlon (2006
£8 bilion), ncluding continued outflows from
UK balanced and UK equities and, to alesser
extent Japanese and Asian equities, the
latter reflecting client dnven asset allocation
decisions

In response to client requirements, we have
continued to broaden our preduct rangs
and won over 100 new mandatesin the UK
dunng 2007 Notable successes ncluded
the iInngvative Diversified Growth Fund,
which atiracted a further 44 clients with

a net inflow of £0 5 bilkon during the year,

and our Quantitative Global Equity product,
with a net inflow of £0 7 biion during the
year and 55 new instituticnal clents

Private Banking Income increased by 11 per
cent compared with 2006 In terms of funds
under management, we achieved net
nflows of £0 2 billion (2006 €0 4 bilion}

Private Equity ncome increased by 67 per
cent i the year despite a reduced number
of exits from investments in the second half
We expect further gains from our legacy
private equity portfolio over the next three
to five years

Five-year iIncome growth
£mn

10043
8323

8202 7146 I
a2 I I I
2003 2004 2005 2006 2007
The breadth of our product range 1s designed
to meet the financial needs of our clients, In
both retal and institutional channels We
launched 30 new products in 2007, ncluding
the Global Climate Change Fund, one of the

first funds of its kind, and the Global Emerging
Opportunities Fund

Dunng 2007 we continued to buld up the
hfe assurance comparny established in 2005
to help meet the demands of the defined
contnbbutions market in the UK Ag at 31
December 2007 this business was
responsible for over £2 7 billion of funds
under management (31 Decamber 2006
£1 5 bitlion)

|
Our acquisition dunng the year of Aareal |
Asset Management, a pan-European
property asset manager based in Germany,
enhanced our capabilities in European
property funds and gives us a platform
for further growth in this area This business
was integrated with our exssting UK property
business, Into a single European property
business inorder to deliver a consistent level
of service for our clients




Investment performance

We have maintained our overall fevels of
investment performance in 2007 In total,
68 per cent of funds under management
have performed above therr benchmark for
the three years 1o end 2007, compared with
64 per cent In 2006

Three years to 31 December 2007

Retail

) above peor group 67%
{2008 68%)

) below peer group 33%
{2008 32%)

Institutional

(O above benchmark 69%
(2006 50%)

(O below benchmark 31%
(2008 40%}

Higher margins

Gross profit margins on funds under
management have contmued o grow,
reflecting the increase In Retall sales and
more speciaised Institutional products that
command higher margins In 2007 gross
profit margins were 64 basis points (2006
59 basis pants) for Asset Management and
Private Banking combined

Gross profit margins for Asset Management
were 60 basis points, an increase of S basis
points from 2006

Asset management
gross profit margmn

1l
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Costs

2007 saw further improvement in our key
costratios The total costs to operating
revenues ratic reduced to 70 per cent
{2006 73 percent }and the cost to Income
ratto reduced to 61 per cent (2006 65 per
cent ) Cost control continues to be
fundamental to our business We target
long-term ratios for cost to Income and
compensation costs 10 operating revenues
of 85 per cent and 45 per cent respectvely

Overall compensation costs have nsen

by £57 8 million {17 per cent ), reflecting
higher revenues, with the ratic of total
compensation costs to aperating revenues
reducing to 46 per cent {2006 47 percent }
The use of thus metnc helps te ensure our
compensation cost growth 1s consistent
with the pace of revenue growth in the firm

Total costs to operating
revenues: ratio
%

79 7 %
28 2 24
51 47 48

2008 2006 2007

B Compensaton [ Non-compensation

Non-compensation costs amounted 1o 24
percent of operating revenues in the year

The pnmary drivers of ncreased non-
compensation costs in Asset Management
dunng the year were marketing and spending
on infrastructure replacement projects
Marketing spend increased to £27 9 milion
In support of the growth In Retall sales
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Infrastructure project spend centred on
replacing our existing portfolio systems with
asingle Book of Records systern, which will
support all aspects of our business, from
portfoko accounting to client reporting This
project, due to be completed in Europe by
the end of 2008, will provide a platform
capable of supporting Schroders' business
development for the next ten to fifteen years

Private Banking costs decreased

further following the successiul project
implementation of an integrated service
centre providing a single back office function
for our London, Guernsey and Zurich offices

Group costs werg lower in 2007, pnncipalty
due to a decrease in spending on financal
systems against 2006 and arelease

of provisions for vacant space in our
London offices

As part of managing our cost base, we
operate an environment where cosis are
analysed, monitored and challenged, but
also where expendsiture that enhances
the long-term performance of the Group
13 encouraged

Profit before tax
Profit before tax increased by 35 per cent to
£392 5 millon, a record result for the Group

The segmental analysis of results 1s shown
nmore detail In note 3 on pages 57 to 59

Profit after tax

Profit after tax also increased strongly, up
by 37 per cent , with a net profit of £299 7
millon attnbutable to shareholders, up 35
per cent onthe previous year

The tax rate of 23 per cent 2007 1s similar
to the tax rate for 2006 This is lower than
the current UK corporate tax rate of 30 per
cent , principally because of the level of
profit ansing in junsdictions with lower tax
rates than the UK

There are anumber of key indicators that
arereviewed by managemeni to assist with
monitorng the performance of cur business
A five-year view of these 1s shown below

Funds under management
£bn
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bps

&1
45
40 I
2003 2004 2005

55 60

2006 2007
Cost: Income ratio
%
86
I 66 [} 65 81
2003 2004 2005 2006 2007

Compensation cost' Operating
revenue ratio
%

56

I 51 5% a7 8
I I | I I

2003 2004 2005 2006 2007




Financial strength to
invest for the future

The profit of £299.7 million
generated inthe year was

used in a number of ways
Distributions to shareholders

£80 3 milion of the profit earned in the
year was distnbuted to shareholders via the
payment of dividends and the repurchase
of our own shares

The dvidends dectared and paid in 2007,
beaing the final dvidend for 2006 and the
interim cividend for 2007, came 10 26 5
pence per share or £74 9 millon, anincrease
of £11 5 million on 2006 Share buybacks net
of nflows from the exercise of share options
totalled €5 4 milion in the year

Afinal dvidend of 21 G pence per share or
£59 4 millon for the year ended 31 December
2007 has been recommended by the Board

Investment in organic growth

We are continually locking at ways of
improving eur product offering, investing

In our people and increasing operational
efficiency Durning the year we increased
average headcount across the busmess by
172, whilst reducing our ratio of compensation
costs to operating revenue We nvested
£47 3 millon in nfrastructure projects

Investment In acquisitions

In February 2007, we acquired Aareal Asset
Management, a pan-European property asset
manager based in Germany, for annitial
congideration of £27 7 millon This added

£1 3 bithon of funds under management at
acquisition The business was mtegrated

with our existing property business to create
apan-European property business with

£9 2 biilion of funds under management

In November, subject to certan conditions,
nctuding regulatory approval, we reached
agreement to acquire the Singapore-based
private ciient advisery unit of the
Commonwealth Bank of Australia for a
consideration of approximately £5 ¢ million
This transaction completed on 29 February
2008 The unit will be managed as part of
the Private Banking business segment

We increased our pool of working and
investment capital

Schroders has a substantial pool of capital
to support the business, denved from retaned
earnings and the proceeds from the sale

of the Investment banking business In

April 2000 This capital 1s deployed in
accordance with imits approved by

the Board It 1s divided between

Regulatory and working capital
£716 milion (2006 £654 mullion)

This represents the Group's investment
In the undertying operating companies
and the capital required for the day to day
management of the business, together
with retained profits awaiting distributicn
to the Group holding companies

Investment capital — consists of

Fixed income and money market
£371 mullon {2006 £312 mlion)

This comprises cash, money market
investments and fixed income secunties,
designed to give flexibility to react to the
changing requirements of the business
The return on these assets In the year
was 3 4 per cent (2006 4 3percent )

Other investment capital
£609 millen (2006 £477 million}

This compnses Investments to support new
products through short-term seed capital
investments as well as longer-term
Investments in hedge, property and private
equrty funds The return for the year on these
investmenits reflectad in the ncome statement
was 17 4 percent (2006 13 4 per cent )

The strength of our capital posmion enables
us to maintain our credit ratings, provides
our ¢lients and counterparties with continued
confidence in the resilience of our business
over the long-term and gives us the fiexibility
to consider acquisition opportuntties as they
become availlable
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We are well placed

to take advantage of
longer-term changes

in our industry

Key glsbal demographic trends are changing
the outlook for savings and therefore the
long-term outlook for Schroders

* |n the major wastern economies average
ife expectancy has increased by over
10 per cent In the period 1860 to 2005,
with further increases expected Taking
aretirement age of 65, Iife expectancy
post-retirement has nearly tnpled in
this pentod

= Birth rates are falling across the major
western economies Alled to increased
Iife spans this will dramatically ncrease
the ratio of nen-working age individuals
to those of working age (2G-65) In the
next 30-40 years

Increased Iife expectancy will require savers
1o accumulate more assets before retirement
in order to generate income that will last them
through their refirement years At the same
bme reduced birth rates will decrease the
supply of new workers to heip fund fonger-
bving retirees This will have a major impact
on the cost of state-provided pensions, and
suggests that few indivduals in developed
econormies will be able to rely solely on
government pension schemes to fund

ther retirement

The weak equity markets in 2000-2003
and changes in accounting practices lett
many defined benefit pension schemes
underfunded and exposed to nsks ther
sponsors may find difficult to contral

As aresult many company schemes have
ceased to provide benefits and others
have been closed to new members

Unable, therefore, to rely on the state or their
employers to provide adequate earnings-
related defined benefit pensions, many of
today's workers are Increasingly obliged to
take personal responsibility for their savings
through defined contrbution schemes

These changes have significant imphcations
for the nature of both iInstitutional and retait
savings offenngs

We see the landscape changing for asset
management businesses in the following
areas

¢ Growth i products for the defined
contnbution sector to complement our
existing product range, reflecting the
continued emergence and iImportance
of the individual in the savings sector,

* Continued growth In demand for atternatve
products as savers diversify their Investrment
pertfolios in pursut of higher, nsk adjusted,
long-term returns,

Innovative and complex new products
to cater for the needs of the ‘instvidual’,
for example, retail investors grouped
together in defined contribution schemes
that consequently have resources similar
tonstitutions and who therefore expect
institutional quality service and access,

Dristribution partnerships becoming
ncreasingly Important within the industry
as the number of investors turning to
Intermedianes for advice grows, and

= Continued increase in demand for outcome
orented products and strategic solutions
as clents seek to minimise shortfall nsks
withaut sacrificing upside potentiat




Our priorities
for 2008

Looking forward to 2008

We will continue to support our clients
through the challenging market conditions
that began in the second half of 2007,
offering a relationship of real value over
and above the mmediate product we are
providing In uncertain financial markets,
futfiling our client requirements for good
advice and mantaining solid investment
performance, particulary on a nsk adjusted
basis, will be pararmount We will continug
to help our clients to understand their nsk
management options and mplement
soluttons for their investment needs This
will Include reviewing therr asset allocations,
where possible, and increasing the diversity
of therr Investment portfolios

In order 1o offer further diversification of
nsk, we expect continued growth in our
Globat Diversified Growth Fund, providing
investment exposure to a range of asset
classes, including alternatives, in such a
way as to diversify asset class sk whilst
enhancing total expected return Products
such as this wall help us to meet the growing
demand {or specialst products for pension
fund trustees and plan sponsors

We plan to expand our offering of alternative
investmants, meaning greater levels of
accessibiity for our clients n terms of investing
In property, hedge funds of funds, private
equity, multi-manager, commodities and
agnculture and absolute return products

In January 2008, we launched the Diversified
Completion Fund to offer alternative
investments for pension funds These
products allow indmvidual investors greater
exposure to a more diversified product

range and new nvestment strategies,

as a means of maximising ther savings
consistent with their personal nsk profiles We
have also been working with intermedianes
to enhance the packaging of combined
investments to provide a range of ifestyle
savings products designed to suit different
stages of life and financial crcumstances

We will continue to drnive for operational
effictencies and increased productivity,
particulanty across our infrastructure, to
delver both process conststency and cost
effectiveness across our core operating
hubs This will ensure that we can continue
to invest In those areas that are of strategic
importance in delivering our long-term
growth ambilions

We intend to continue the expansion of

our global reach, whilst at the sarme tme
consolidating and improving our positton i
markets where we already have a presence
In 2008, we expect to begin trading in Inchia
and will be looking to strengthen cur market
position in North America and Asia Pacific
through mcreased investment in pecple
and products

Our Private Banking diviston will seek
grawth in both funds under management
and revenues

We are well placed for further growth
2007 was a year of strong financial
performance to the highest level in

our 203-year history We saw improved
performance In our core business areas
with Increased grass margins in Asset
Management and good growth in revenues
and profit from Private Banking

2008 will undoubtedly be a more challenging
year However, our programme of nvesting n
the business for the longer-term will continue
and the Group 1s well positoned to mest these
challenges, with ahighly diversfied business
geographically by client and by product
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Corporate
responsibility

With a trusted heritage of over 200 years,
Schroders has a long-standing commitment
to mantaning consistently high standards in
all areas of corporate responsibility ('CR’)
We seek to

¢ Reduce our environmental footprirg,

» Suppert the communities in which we
operate,

= Aftract and develop the best people,

* Betransparent in our operations and
reporting, and

* Encourage and support these principles
in the companies In which we Invest

Schroders 1s an index component of both
the Dow Jones Sustainability World Index
{DJSI World) and the Dow Jones STOXX
Sustainability Index (DJS! STOXX) We are
also included in the FTSE4Good Index that
15 designed toidentify companies that meet
globally recognised CR standards

As one of the lsading quoted asset
managers in the world, we recognise

that how we behave can influence other
companies In the global financial services
markset Our stakeholders, with whom we
mantain an ongoing dialogue, Include
shargholders, staff, non-governmental

crganisations, the wider cormnmurity and
comparies iInwhich we invest Our behaviour
18 inlurn influenced by our core values -
Integnity, Passion, Innovation, Teamwork
and Excellence

Governance structure

A clear delegation of responsibiities forms
the backbone of our CR actvities The
Board I1s uttimately responsible for corporate
governance and CR within the Group  Dunng
2007, a new Corporate Responsthility
Committee was estabhshed to provide a
strategic framework and better co-ardination
of the Group’s CR activities This Comimittee
13 responsible for the development of
Schroders policies on CR and therr
implementation through the Group as

we look further to embed CR pnnciples

n all of our actvities and culture, as wellas
to Introduce a formal measurement system

As part of this change, Alan Brown, Group
Chief iInvestment Officer, has assumed
respenstiilty for all employee, environmental
and community nvolvement issues, socially
responsible investment and corperate
governance issues relating to the companies
In which we invest

Cur approach to corporate responsibility 15
buillt arcund four main areas

» Warkplace,

* Marketplace,

= Environment, and
¢ Community

Workplace

Schroders has more than 2,800 people
across 28 countries Throughout our
203-year history, our people have always
been our most important asset, at the heart
of everything we do It remains a prionty for
us to develop, manage and retain our talented
people in order to deliver our potential as an
organesation We want to be an employer of
chorce and we work to ensure that our
employee policies reflect best practica within
each of the countnes where we operate and
that our staff understand the strategic ams
and objectives of the Group, are clear about
tharr role in achieving them and are aware of
and participate in the wader community

An Employee Consultation Forum was
established in the UK in 2005, consisting of
employees elected by ther peers Members
of the Forum meet regularty with management
as part of a Joint Consultative Group which
discusses employee-related matters and
provides feedback and recommendations
to the sen:or management feam




High ethical standards

We actively promote high ethical standards
Concerns about behaviour or decisions

that are perceived to be unethical can be
raised by employees through our nternal
whistleblowing process Personal secunties
trading by employees s regulated and
monitored o ensure this does not lead to
confiicts of interest Staff are not permitted
to solicit or accept any iInducements which
are likely to conflict with therr duties to clients
Traning 1s provided in relation to theseissues
andn relation to money laundenng, terronst
finance and data protection

Remuneration

Our approach to remuneration is consistent
with our ambition to be an employer

of choice We have developed flexibility
to enable our staff to personalise ther
remuneration package to suit therr own
needs and ambitions
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As a further example of our commitrment to
our staff, at the end of 2007, we announced
our mtention to significantly enhance the
defined pension contnbution rates for

UK staff from 1 March 2008 Pension
arrangements in other locations have also
been reviewed

Further information on our remuneration
policy 15 outlined in the remuneration report
onpages 27 and 28

Personal development

Qur performance management process
compnses an annual performance appraisal
agamnst agreed objectives and our core
values Qutput from this performance
process 15 used to inform decisions on
remuneration, career development and
progression In creating a high perfonming
orgarisation, wa recognise the importance
of encouraging all our employees to learn,
develop and fulfil thewr potential We provide
our staff worldwide with access toa

wide range of training and development
opportunities that are relevant to our business

Dwersity

We are committed t0 providing equal
opportunities and seek to ensure that our
workfarce reflects the diversity of the many
communities In which we operate

A flexible working policy has been developed
to recognise the diverse needs of employees
In managing the responsihilities of ther work
and personallves We believe that achieving
an effective balance in these areas 1s beneficial
1o both the Group and the mdvidual We
recognise that through the attraction and
retention of a diverse workforce we are better
able to understand the needs of all our clients
It1s the Group’s pohicy to give full and far
censideration to applications from disabled
persons, having regard to their particular
apttudes and abilities For the purposes of
training, career developments and progression
disabled employees (including those who
become disabled dunng the course of their
employment} are treated on eqgual terms
with other employeas We operate a zero
tolerance policy to harassment and bullying

Health and safety

We promote high standards of health

and safety at work and have a globally
mplemented health and safety policy,
which we expect all staff to follow and which
highlights our commitment to ensuring
employees are provided with a safe and
healthy working environment Trammg 1s
also offered to all staff

Marketplace

As aleading asset management group,
Investing over £139 1 bidlion on behalf
of our clients, our Investment decisions
have a greater impact than our direct
aperational activities

Schroders imtially introduced a socially
responsible Investment policy in 2000

to enhance our approach to corporate
governance This policy meets the ABI
Disclosure Guidelines on Socially Responsible
Investment and endorses the Voluntary
Code on Shareholder Actvismissued by the
Institutional Shareholders Committee A
copy of the policy 1s available on our webstte
at http /fir schroders com/download/
SRIPolcy pdf

In 2007, Schroders became a signatory
to the United Nations Pnnciples for
Responsible Investment {'UN-PRI’) that
provide a framework for how to consider
environmental, social and corporate
governance 1Issues Into our nvestment
decision making

We are alsc a founding member of the
Institutionat Investors Group on Climate
Change, signatones to the Ball Communique
1ssued by the Corporate Leadership Group
on Chmate Change and a member of the
Carbon Disclosure Project

Our investment process incorporates
research into the corporate responsitility
performance of comparues and we engage
with companies where the scope of
environmental, social and governance
codes falls short of acceptable standards




During 2007, Schroders voted on 122
shareholder resolutions of a social, ethical
or environmental nature and engaged In
dilogue with 83 companies on these 1issues
o Improve our analysis

Number of companies engaged
with on CR issues

69 70 69

49
40 I
2003 2004 2005 2006 2007
In addition to our engagement activities
we also utihse the research of the Ethical
investment Research Service This enables
us to screen investable universes in order
to reflect clients' values in their investment
portfolios At the end of 2007, Schroders had
£9 2 bilion of funds under management

which had some form of ethical criterta
attached to them

Environment

We are commitied to continuous improvernent
in minimising the negative environmental
impact of our operations and to the promotion
of positve environmental practices We
measure our performance in terms of waste
management, water usage and energy usage
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Waste ranagement .

We try to balance business needs with

the aim of reducing our consumption of
matenals In 2007, wea saw a 12 per cent
reduction in waste ganeration, and through
the introduction of further recyching nihatives
and staff awareness campaigns we
continued to beat our target to recycle

or reuse aver 90 per cent of our waste

2006 2007
Waste generated (tonnes) 685 568
Waste racycled or reused
{percent } 92 o
Waste generated
{tonnes per employee) 0256 0196

Schroders has been awarded the Platinum
Award inthe City of London's Clean City
Scheme for the third year running The award
places us in the top 20 out of 1,300 buldings
in the Scheme, which recognises good
waste management and effective recycling

Water usage

We are also commutted to the efficient use
of water and encourage our staff to conserve
water However, In 2007, our consumption of
piped water increased as a result of the
refurbishment work undertaken at our
Gresham Street office in London

Total water consumption
cubic metres

14500

1By ———
- I
11500
2006 2007

Water consumption per employee
cutic metres
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2008 2007

Energy usage

Our energy usage 1s one of the most significant
impacits that our operations have onthe
ervironment Schroders has monitored and
managed its energy consumption for several
years and continues to look for new
oppaortunities o minmise our usage
wherever possible In 2008, we intend to
install an electncal sub-metenng system
atour Gresham Street offices, better to
understand and target effictencies in our
energy consumption

Total energy consumption for 2007 across
our London offices has decreased by 3 6
percent compared with 2006, pnmarily
reflecting the bullding work undertaken
during the year to refurthsh our Gresham
Street offices and reduce our IT load through
censolidation and decommussioning of
redundant equipment

As part of this work, we have introduced more
energy efficient systems and more advanced
controls tg reduce our overall consumption

Energy consumption
Mwh
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Energy consumption per employee
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Almost all of our staff in London travel to
work by public transport Al business travel
15 approved and authonsed by ine managers
and the use of video conferencing as an
alternative to travel 1s actively encouraged

We have increased the number of video
conference faciliies n London and are
developing a programme to increase the
number of video conferencing faciliies at
our other offices dunng 2008

Community

We encourage all staff to participate in
the community and in civic and chantable
causes Involvement Is valuable to the
community and also assisis personal
development

Chantable gving

Our chantable giving has in recent years
focused on employee choice with the Group
‘matching’ staff donations and sponsorship
In 2007, the Board agreed to increase our
chantable giving to include discretionary
donations doubling our donations to

£1 25 million

A new Chanty Commuttee was established
to recerve nominations from staff for potential
donations, targeted at specific projects in
the areas of education, development and
health Fifty-two applications were considered
before five donations of between £50,000
and £100,000 were made

Anumber of our offices operate payroll gvng
schemes of which the UK scheme s the
largest Atthe end of 2007, nearly 16 per
cent (2006 16 per cent ) of UK staff were
participating, making chantable donations
totaling £197,317 through this scheme We
agan received the Payroll Gvng Quaiity Mark
Gold Award in 2007, Inrecognition of over
10percent of staff gvng money to chanty
via the payrofl

Volunteenng

As well as making financial donations,
staff are encouraged to spend tme
working in the community Since June
20085, staff in the UK have been able to
take up to 15 hours paid leave per year
to provide volunteer services Many staff
regularly volunteer their own time to work
In the not for profit sector, utifising their
business experience

Overseas volunteenng

During 2007, Schroders staff continued

to volunteer to help Habitat for Humanity,
aglobal charity dedicated to elminating
sub-standard housing and homelessness
Investing time to help build homes with
therr colteagues enables employees to
build strong team refationships and develop
their communication skills, whitst making
a positive and lasting contnbution to the
communities they help Schroders
contributes 50 per cent of the cost of
participating, with employees meeting
the emander as well as rasing monegy

for the chanty

Local community involvement

In London, Schrodersis a significant
corporate supporter of the Hackney
Schools Mentonng Programme,
established in 1986 by the East London
Business Allance and Hackney Learning
Partnerships Qur staff continue to help
mentor 14 and 15 year old students in the
London Borough of Hackney to increase
students’ selt confidence and iImprove
therr academic performance and allow
them to gain experience of the working
world and to broaden their aspirations

A number of staff also help pnmary
school children with iteracy skills
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Directors’
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Chairrman

1. Michael Miles, OBE (71)

Chairman

{Charman of the Nominations Committes),
was appointed as a non-executve Director
and Chaiman of the Board on 1 January 2003
From 1958 to 1999 he worked for the Swire
Group, serving as charman of the Swire
Group in Hong Kong and of Cathay Pacific
Airways from 1984 until 1988 He was
charman of Johnson Matthey plc (1998 —
2006} and a non-executive director of BP
ple (1994 - 2006} Hes also an adwviser to the
board of John Swire & Sons Ltd and charman
of BP Pension Trustees Ltd

Executive Directors

2 Michael Dobson {55)

Chief Executive

foined the Board of Schroders as a non-executive
Director in Apnl 2001, and became Chief
Executve in November of that year

From 1973 to 2000 he worked for Morgan
Grenfell and Deutsche Bank He was chief
executive of Morgan Grenfell Group from

1989 to 1996 and a member of the Board

of Managing Directors of Deutsche Bank AG
from 1988 until 2000 He 1s amember of the
nvestrment committee of the King's Fund, a
member of the adwvisory committee of the Staff
Retirernent Plan of the international Monetary
Fund and chairman of the nvestment board of
the Cambndge University Endowment Fund

1 Michael Miles

2 Michael Dobson

3 Jonathan Asquith

4 Alan Brown

3. Jonathan Asquith (51)

Vica Charman

joined Schroders and was appointed 1o

the Board in January 2002, and was Chief
Financial Officer from March 2002 until Apnil
2007 Within the investment function, he

18 responsible for fixed Income, smerging
market debt, commodities and property
He oversees the Group’s Investment capital
and private equity interests and 1s responsble
for corporate development

From 1979 ha worked for Morgan Grenfell
and was appointed as chief financial officer
of Deutsche Morgan Grenfell in 1995 and chief
operating officer in 1897 In 2001 he joined
Barclays Private Bank, where he was head of
UK prvate banking until his move 1o Schroders

4. Alan Brown (54}

Group Chief Investmeant Officer

joined Schroders in 2005 and was appoinied
to the Board in July of that year In addition to
baing Chief Investment Cfficer, he 1s directly
responsible for mutt-asset portfolics, quantitative
aquity products, manager of managers and
structursd products

Between 1974 and 1995 he worked for Morgan
Grenfell, Posthorn Global Asset Management
and PanAgora Asset Management befora
joining State Streat Global Adwisors {'SSgA),
whers he served inibally as managing director
of the London office, and later as group chief
investrnent officer and vice chairman of SSgA,
and executive vice president of State Strest
Corporation

He is chaiman and treasurer of the CERGE-E
US Foundation (Centre for Economic Research
and Graduate Education — Economics
Institute}, an advisory councit mermber of the
Chartered Financial Analyst {'CFA’) Centre for
Financial Market Integnty and a member of the
MSCI Barra Editonal Advisory Board

5 Massimo Tosato

6 Andrew Beescn

5 Massimo Tosato (53)

Vice Chairman

joned Schroders in 1985, when he was
responsible for Schroders' asset management
activities In ftaly and from 1999 to 2001 for the
whole of continental Europs He became
Glebal Head of Retall In February 2001 and
was appointed to the Board in August of that
year He became the Head of Distnbution
globally in September 2003

Between 1981 and 1992 he was a founding
partner and chisf executive officer of Cominvest
SpA From 1992 to 1995 he was a partner and
managing director of Euromercantie SpA
Since 1992 he has been a member of the
International Advisory Board of Columbia
Business School From 2002 to 2005 he was
an independent director of the board of Banca
Nazionale del Lavoro In March 2005 he becams
a trustes of the Parasol Unit Foundation for
Contemporary Art, London

Non-executive Directors

6 Andrew Beeson (63)

Independent non-exacutive Director
{member of the Audit, Neminations and
Remuneration Commitieas), was appointed
a Director on 1 October 2004

He was the founder and CEQ of the Beeson
Gregory Group and subsequently chairman
of Evolution Group ple following its merger
with Beeson Gregory, before leaving in 2003
He founded tha City Group for Smaller
Companies in 1992 now known as Quoted
Company Allance ('QCA") and became its
first charrman

Between 2001 and 2004 he was a director of

IP Group Plc and 1s currently a non-executive
director of Woolworths Group ple, Datawind UK
plc, NB Real Estate Holdings Limited and QC
Holdings Umited He s on the adwvisory board
of Armstrong Bonham Carter




7 Luc Bertrand (57)

Independent non-executive Director

{member of the Audit and Nominations

Cornrmuttees), was appointed a Director
on 1 March 2006

He s charrman of the executive commitiea

of the Belgian company, Ackermans & van
Haaren N V, which hejoined n 1985 He was
apponted managing director in 1880 and
became charman of the executive committee
N 1996 Ackermans & van Haaren 1s a dversified
group active in four sectors dredging,
environmental and construction services, real
estate and related services, private banking
and private squity

MHe started his career as a corporate financier
with Bankers Trust in 1974 Between 1976 and
1980 he held various overseas posts, including
positions in London and Amsterdam Heis an
independant director of ING Belgium Heis
also on the advisory council of INSEAD Belgium

8. Sir Peter Job (66)

Senior Independeant Director

(Chairman of the Remuneration Committee
and member of the Nominations Committes),
was appointed a Director of Schroders on

5 November 1999 and was appointed Senior
Independent Director in November 2003

From 1991 to 2001 he was chief executive
of Reuters Group plc Me s a non-executive
drrector of Royal Dutch Shell ple and Tibco
Software Inc He s also a member of the
supervisory board of Deutsche Bank AG

7. Luc Bertrand

8 Sir Peter Job

9. Meriyn Lowther

10 George W Mallinckrodt

9. Merlyn Lowther (54)

independent non-executive Director
{(member of the Audit and Nominations
Committees), was appointed a Director
on 1 Apnl 2004

She joined the Bank of England Economics
Diision in 1975 and held vanous senior
managemsani positions withuin the Bank
including personnel director from 1996 1o 1998
and deputy chief cashier from 1991 to 1996
She was appointed Chief Cashier in 1999, a
post she held until leaving the Bank in 2004
She s a trustee of Henry Smith's Chanty and
of the Winston Churchill Memonal Trust, and
15 a member of the advisory group to the chief
executve of Frogmore Property Company Ltd

10. George W. Mallinckrodt, KBE (77)
President and non-executive Director
{member of the Nominaticns Comrmittas),
joined Schroders in 1854, was appointed as a
Directorin 1977 and served as Chairman from
1984 10 1995 Me became Prasident in 1995

He was a non-executive director of Siemens
Hoidings plc between 1989 and 2000 and was
an adwviser to Bain & Company and chairman of
the Council of the World Economic Forum Hes
vice-president of the German-Brtish Chamber
of Industry & Cornmerce, a member of the
INSEAD Curcle of Patrons, a member of the
Dean’s Council at the John F Kennedy School
of Government, Harvard University, and a
member of The Chancellor's Court of
Benefactors, Oxford University He ss also

a trustes of Chnstian Responsibility in Public
Affarrs ("CRPA") and Chnstan trustes of the
Commuttes of The Interfaith Foundation

11 Kewin Parry

12 Bruno Schroder
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11 Kewvin Parry, FCA (46)

Independent non-executive Director
(Chairman of the Audit Commuttee and
mernber of the Nominations and Remuneration
Committees}, was appointed a Director on

1 January 2003

He qualified as a chartered accountant with
KPMG in 1986 and becams a partner at the
firrn’s London office in 1994 and a senior
partnarin 1988 From 2000 to 2008 he was
chief executive of Management Consulting
Group pic He s deputy chairman of the Royal
Wanstead Children's Foundation

12. Bruno Schroder (75)

Non-executive Director

(member of the Nominations Committes), from
1954 to 1955 he worked for Schroder Gebruder
(Bank) n Hamburg and he joined the Schroder
Group n London in 1860 where he worked

In the Commerctal Banking and Corporate
Finance divsions of J Henry Schroder Wagg

& Co Ltd, London In 1963 he was appointed
a Dwactor of Schroders He 15 a drectorofa
number of other private imited companies




Directors’
report

The Directors are pleased to present therr
report for the year ended 31 December 2007
The information contaned in the statement
from the Charman and the Chief Executive,
the business review, the Directors” profiles,
the corporate governance and the
Nominations and Audit Committees’ reports,
nsk management and internal control report
and the Directors’ responsibility statement,
forms part of this Directors' repart

Principal activities and

business review

Schroders plcis the parent company of an
international asset management and private
banking group A review of the Group's
business during 2007 and likely future
developments s contained m the statement
from the Chawman and the Chief Executive
and in the business review

Results and dividends

The profit for the year attnbutable to

equity holders of the parent company was
£299 7 milhon, comparsed to £221 3 million
for 2006 Dmdends payable in respect of the
year and ther total value are set out below

Ordinary shares and non-voting 2007 2006
ordinary shares £mn £mn
Intenm dnvidend 9 Op per share

{2006 7 5p) 254 2114
Recommended final dmdend

21 Op per share {2006 17 5p) 504 495
Total dmdend 30 Op per share

(2006 25 Op} 848 709

The Schroders plc Employee Benefits Trust
and the Schroder US Holdings Inc Grantor
Trust have both waived therr nghts to the
dvidends paid on both the ordinary and
non-voting ordinary shares in 2007 The
Schroders ple Employee Benefits Trust has
waved dividends due at any time in the future
in respect of all the Trust's shares

Thefina! dwdend, If approved by
shareholders at the Annual General
Meeting, will be paid on 30 April 2008 to
shareholders on the register of members
at the close of business on 14 March 2008

Investments and disposals

On 28 February 2007 we announced that
we had completed the acquisition of Aareal
Asset Management GmbH, a pan-European
property asset manager based in Germany
The acquisiton represented interests of

99 75 per cent of the share capital of Aareal
Asset Management GmbH and its related
companies The total cost of the acqusiion
was £27 7 milkonn cash

On 2 October 2007 we reached agreement
lo acquire the Singapore-based private client
adwisory unit of Commonwealth Bark of
Australia This transacton completed on

29 February 2008 We paid US$10 mitkon
(£5 rrulion) i cash for the business, which

at completion had more than US$660 million
of assets under administration and employed
12 staff

Directors

The names and biographical detalls of the
Directors of the Company are given on pages
20and 21 The Articles of Asscclation require
each Director to retire from office not later
than the third Annual General Meeting
following his or her last election or re-election
to the Board

Jonathan Asquith, Andrew Beeson, Michage!
Dobson, Sir Peter Job and Massimo Tosato
are retinng from office In accordance with the
Articles and will offer themseltves for re-election
at the Annual General Meetng In accordance
with the Company's Corporate Governance
Gudelines, which reflect the provisions of the
Combined Code on Comorate Governance,
George Malinckrodt and Bruno Schroder,
who have both served as Directors for more
than rine years, will retire from office at the
forthcoming Annual General Meeting and waill
also offer themselves for re-glection

Datalls of the service contracts or terms of
appomniment, together with interests In the
Company’s shares, for those Directors in
ofiice duning the year, are shown in the
remuneration report on pages 32, 36

and 37 None of the Directors had an
mnterest in any contract with the Company
or any of its subsidianes either dunng or at
the end of the year

Caprtal structure and voting nights
The Company's share capital Is comprised
of ordinary shares and non-voting ordinary
shares of £1 each As at 31 December 2007,
226,022,400 ordinary and 68,476,443
non-voting ordinary shares were In issue,
representing 76 7 percent and 23 3 per cent
respectively of the total issued share capital

The non-voting ordinary share class was
introduced n 1986 to permit the operation

of an employee share option plan without
diluting the voting nghts of ordnary
shareholders Since then, non-voting
ordinary shares have been used In connection
with subsequent employee share and share
option plans The non-voting ordinary shares
carry the same nghts as ordinary shares
except that they do not confer the nght to
attend and vote at any genaral meeting of the
Company, and that on a caprtalisation 1ssue
they carry the nght to receive non-voting
ordinary shares rather than ordinary shares
Dunng 2007, the Company 1ssued 3,866,560
non-voting ordinary shares as aresult of
awards under share and share options plans

Since the end of the year a further 14,039
non-voting ordinary shares have been issued

The Company does not ntend that the
Issued share capital should ncrease over the
medium term as aresult of the awards under
the share and share option plans descnbed
In the remuneration report The Company
therefore plans to repurchase an equivalent
number of non-voing ordinary shares to
neutralise any dilutive effect of Issues of
non-voting ordinary shares made as a result
of those plans, as descnbed in the notice

of Annual General Meeting

At its Annual General Meeting on 24 Apnil
2007, shareholders gave approval for the
Company to purchase up to 14,700,000
non-voting ordinary shares Dunng the
financial year 3,243,590 non-voting orcinary
shares were repurchased at an average price
excluding costs of £10 49 per share,
representing 4 7 per cent of the issued
non-voting ordinary share capital Since

the year end, a further 1,414,561 shares
have been repurchased at an average price
of £9 53 All shares repurchased were
cancelled As at the date of this report there
wera 67,075,921 non-voting ordinary shares
nissue

Under the terms of the Schroders Share
Incentive Plan {'SIP"), participants acgquire
shares in the Company —called Partnership
Shares —and in return receve awards of
shares — called Matching Shares To qualify
for maximum tax benefits, Partnership
Shares and Matching Shares must be left n
the SIP for five years Participants are free to
withdraw therr Partnership Shares at any time
but, if they do so within three years of the
acquisition of the Partnership Shares, they
fortert the comesponding Matching Shares,
savemn certan circumstances set outinthe
rules of the SIP Participants are not normally
entitied to withdraw the Matching Shares
from the SIP withun three years of the shares
being awarded to them

Under the terms of the Schroder plc
Employee Benefits Trust the Trustee may
vote or abstan from voting, or accept any
offer relating to shares, in any way that it
thinks fit In so dong, it may take into account
both financial and non-financial interests of
the beneficianes or ther dependants

Directors’ share interests

The interests of the Directors in the
secunties of the Company can be found
mn the remuneration report on pages 36
and 37

Employees

Details of the Company’s employment
practices (including the employment of
disabled persons) can be found in the
corporate responsibility section of the
business review on pages 14to 16




Substantial shareholdings

As at the date of this report, the Company
has recewved notifications in accordance
with the FSA's Disclosure and Transparency
Rule 5 1 2 Rof the followang interests

in three per cent or more of the voting
nghts attaching o the Company's 1ssued
share capital

Voting nghts attached to shares

Provision of information to audrtors
To the best of the Directars’ knowledge, there
13 no relevant audit information of which the
Company's auditors are unaware Each of
the Directors has taken all steps that ought to
have been taken by him or her as a Director in
order to make himself or herself aware of any
relevant audit information and to establish
that the Company’s auditors are aware of
such information

Notifier Class of No of sharas No of voting rights % of voting rights

shares Direct Direct Indirect Direct Indirect
Vincitas Lmited” Ordinary - - 62,861,892 - 2781
Varntas Limited* Crdinary - - 37,308,464 - 1651
Flavida Limited# Qrcinary - - 62,861,892 - 278
Fennda Limited# Ordinary - - 38,278,700 - 1694
Harns Associates L P Ordinary 12,819,102 12,919,102 - 572 -
Legal & General Group Plc  Crdinary 6,873,379 6,873,379 - 304 -

“Vincitas Livuted andd Ventas Limied act as trustees of certan settlemens made by members of the Schroder

Family

#The mterests of Flavida Limited and Fervida Limited nctude interests in voting nghts in respect of all the shares in
which Vinctas Limited and Ventas Limited are interested as trustees

Change of control

The prowisions of the Company's share
schemes and plans may cause options and
awards granted to employees under such
schemes and plans to vest on a takeover

Charrtable donations

The amount paid by Group companies

to chantable crganisations during 2007

was £1,252,080 (2006 £616,000) Further
nformation on the Group’s charitable
actmities can be found in the corporate
responsibility section of the business review
No political donations or contnbutions were
made or expenditure ncurred by the Company
or its subsidianes dunng the year (2006 nil}

Creditor payment policy

The Group's policy and practice in the UK)s
to agree the terms of payment with suppliers
at the tme of contract and to make payment
In accordance with those terms subject to
satisfactory performance The Group does
not follow any code or standard on payment
practice At 31 December 2007 the amount
owed to the Group's trade creditors in the UK
represented approximately 15 days’ average
purchases from suppliers (2006 13 days)

2008 Annual General Meeting

The Annual General Meeting will be held
at 31 Gresham Street, London EC2V 7QA
at 11 30a m on Thursday, 24 Apnl 2008
Resolutions will be proposed at the
Annual General Meeting o reappoint
PrncewaterhouseCoopers LLP as auditors
and to authorise the Directors to fix therr
remuneration

Directors’ report
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The notice of meeting also contains
business in relation to the general authonty
for the Directors to allot non-voting ordinary
shares or to grant nghts to subscribe for, or
convert securities inte, non-voling orcinary
shares, a general authonty for the Company
to purchase its own non-voting ordinary
shares, authonty o make poltical donations
and expenditure, amendments to the rules
of the Equity Compensation Plan and
amendments to the Company’s Articles of
Agsociation The Board believes that each
of the items of business are In the interests
of shareholders and recommends them to
shargholders for approval

Detalls of the tems of business to be dealt with
at the Annual General Meeting can be found in
the notice of meeting on pages 104 ta 107

By Order of the

Graham Staple
Company Secl

31 Gresham Street
London EC2V 7QA

10 March 2008



Corporate
governance report

This section of our Annual Report sets out our
approach to comporate governance In 2007 In
it you will find information on the Board, how it
operated, how it delegated its responsibilities
to the Executive team and to the Board
Committegs, how those Committees
discharged therr responsibiiies and how

we evaluated the effectveness of the Board,
the Committees and the Directors 1t also sets
out how we engaged with our sharehalders
and how we approached our corperate and
soctal responsibilities

Corporate governance review 2007
This section explains our overall approach to
corporate governance, how we have appled
the pnneiples of the 2006 Combined Code
on Corporate Governance (the ‘Code’), the
extent to which we have complied with the
Code’s provisions and an explanation of the
one area where we have not complied

As one of the UK's largest asset managers,
corporate governance s very important to
us We are commutted to business integnty,
high ethical values and professionalism
across all our actvities The Board of
Schroders plc supports the highest
standards of corporate governance

In 2004 the Board adopted the Schroders
Governance Guidelines These Guidelines
form the basis for how the Board and the
Committees operate, what 1s expected of
Directors and how they discharge ther
duties Dunng 2007 the Board reviewed and
updated these Guidelines and the Group's
other core governance documents, INcluding
the Schedule of Matters Reserved to the
Board and the terms of reference of the
pnncipal Board Committees, to ensure that
they remained appropriate for Schroders
taking into account current best practice
The Guidelines, and all the other documents
mentioned In this report, are avalable on the
website at www schroders com or fromthe
Company Secretary

The role of the Board

The Board s accountable to sharehclders
for the creatron and delivery of strong,
sustainable financial performance and long-
term shareholder value The Board achieves
this through a combination of deciding on
Issues itself, delegating responsibiiity to Board
Committees and delegating authonty to the
Chuef Executive Certan matters can only be
decided by the Board These are contained
Inthe Schedule of Matters Reserved to the
Board and include consideration and
approval of such matters as

+ The Group's strategy,

* Major acquisitions and disposals,

* Significant new business actwvities,

* The Annuat Report and Accounts and
cther financial statements,

* The annual budget, and

* The issue and repurchase of the
Company's shares

The composition of the Board

There are currently 12 Directors In addition
to the Chairman, there are four executve
Directors and seven non-executive Directors,
of which five are considered by the Board to
be ndependent Biographical details of the
Directors can be found on pages 20 and 21

There were no changes to the composition
of the Board during the year

The Charman s Michael Miles He s
responsible for leading the Board His other
responsibiities are to ensure the effectiveness
of the Board, monitor and evaluate the
performance of the Chief Executive and
ensure there 15 appropnate dialogue with

our shareholders

The Chief Executive 1s Michael Dobson He
1S responsible for the executive management
of the business of the Company and its
subsidianes Thts includes recommending

to the Board the Group's strategy for bullding
shareholder value over the long-term
through growth n profits

The rales of the Chaiman and Chief Executive
are totally separate and sach has a wnitten

job descnption setting out therr respective
responsibilities Both job descnptions were
reviewed and updated in 2007

The Senior Independent Director 1s Sir Peter
Job He s availlable to shargholders if they
have concerns which have not or cannot

be resolved through discussion with the
Chairman or the executive Directors

Sir Peter also chairs meetings of the
non-executive Directors at which the
performance of the Charrman 1s reviewed

Tha non-executive Directors The Board
considers that Andrew Beeson, Luc
Bertrand, Sir Peter Job, Mertyn Lowther and
Kewin Parry are independent non-executive
Directors None of the factors implyang a
lack of independence, as set out In the
Code, applies George Mallinckrodt and
Bruno Schroder are also non-executve
Directors, but do not meet the test of
independence inthe Code However, the
Board considers that both of them bring
valuable expenence to Board deliberations
and that at all times they act in the best
interests of the Company

Time commutment The Board is satisfied
that the Chairman and each of the non-
executive Directors committed sufficient
time dunng 2007 to the fulfilment of theur
duties as Directors of the Company None of
the non-executive Directors has any conflict
of interest which has not been disclosed to
the Beard in accordance with the
Company's Articles of Association

External non-executive directorships The
Board believes, in principle, In the benefit

of executve Directors and other employees
accepiing non-executive directorships of
other companies in order to widen therr
skills and knowledge for the benefit of the
Company The Board has adopted a policy
on external appontments, which 1s
designed to ensure that employees remain
able to discharge therr responsibilities to the
Group Directors and employees are usually
permitted to retain any fees paid In respect
of such appointments  Under the policy,
executive Directors may not take on more
than one non-executive directorship of a
FTSE 100 company or any charmanship

of such acompany None of the executive
Directors currently holds a directorship of

a FTSE 100 company

To avoid potential conflicts of interest,
non-executive Directors are expected to
inform the Chairman before taking up any
additronal external appointments

Board meetings The Board held five meetings
dunng 2007, Including a two-day off-site
meeting which considered the Group's
strategy The Board has a two-year roling
plan of temns for discussion, agreed between
the Charrman and the Chuef Executive This
plan s reviewed and adapted regularly to
ensure that all of the matters reserved to

the Board, as well as other key issues, are
discussed at the appropnate time At each
Board meeting the Chief Executive provided
areview of the business and how it was
performmung and the Chuef Financial Officer
provided a detalled review of the Group's
financtal position In 2007 the range of
subjects discussed included

* The strategic development of the Group,
including its people strategy

* The Group’s financial results,

* The budget for 2008,

¢ The level of dmidend and the use of the
Group’s capital,

¢ Our regicnal businesses In Asia, Europe
and the Amencas,

* Qur key business areas including
Investment, Distnbution, Private Equity
and Private Banking,

¢ Qur T and operational platform,

* Possible acquistions and the review of
the acquisitions of NewFinance Capital
and Aareal Asset Management, and

¢ Regulatory and governance I1ssues




Attendance at the Board meetings 1s set out
in the table below

Maximum Mestings
possible attended
attendance

Michael Miles 5 5
Jonathan Asquith 5 5
Andrew Beeson 5 4
Luc Bertrand 5 5
Alan Brown 5 5
Michael Dobson 5 5
Sir Peter Job 5 5
Merlyn Lowther 5 5
Gecorge Mallinckrodt 5 4
Kevin Parry 5 5
Bruno Schroder 5 5
Massimo Tosato 5 4

Information to the Board Before each Board
meeting Directors receved comprehensive
papers and reports on the 1Issues tobe
discussed at the meeting Senior executives
below Board level also attended meetings
to make presentations on therr areas of
responsibility This gave the Board the
cpportunity to have direct accesstoa
broader group of executives below Board
level Inaddion to Board papers, Drectors
are provided with relevant information
between meetings This included
information on management changes,
analysts’ commentanes on the Company,
our competitors and the asset management
mdustry generalty Directors were also sent
coples of the minutes of the Group
Management Committee meetings

Support to the Board The Board Secretary
is responsible for advising and supporting
the Charman and the Board on corporate
governance matters Directors have
access through the Board Secretary

1o independent professional advice at

the Company’s expense

Insurance and indemnities The Company
maintains approprate Directors’ and
Officers’ hability insurance

At the 2007 Annual General Meeting,
shareholders authonsed the Comparny to
provide indemnities to Directors in certan
crcumstances and to fund a Cirector’s
defence costs Following the 2007 Annual
General Meeting the Company granted
specific deeds of ndemnity to each of

the Directors

Chaman's Gommittee Meetings of the
Charman and non-executive Directors,
usually without the executive Directors
present, are held pnor to most scheduled
Board meetings Four such meetings

were held in 2007 and matters discussed
included the evaluation of the Board, the
performance of the Chairman and the Chief
Executve, senior management succession
and investment performance The Chief
Executive attended two meetings at the
invitation of the Chairman

Delegated authonties The Board has a
formal schedule of matters reserved toit,
subject to which authonty to manage the
business s delegated to the Chief Executive
He In turn defegates authority to the senior
executive team which meets as the Group
Management Committee This 1s chared
by the Chief Executive and generally meets
twice each month to oversee the strategic
management of the Group's business

The current members and therr areas

of rasponsibility are set out below

Michael Dobson Chief Executive
Jonathan Asquith Vice Chairman and Head of
Fixed Income, Property and

Corporate Development

Stephen Brooks Chief Financial Cfficer
Alan Brown Chief Investment Officer
Jamie Dorren-Smith Head of Amencas
Lester Gray Head of Asia Paciic
Ken Lambden Head of Equities
Philip Maflinckrodt Head of Private Banking
Markus Rustimann Head of Operations and IT
Massimo Tosato Vice Chawman and Head
of Distnbution

John Troiano Head of Global institutional
Business

Howard Trust Group General Counsel

The Board delegates certan of its
responsibdities to its Remuneration
Committes, Nominations Committee and
Audit Committee Summiangs of the terms of
reference of these Commuittees are set cut on
pages 27, 38 and 39 respectively, together
with reports on the Committees' actmties
durning the year The Chairmen of the Audit,
Remuneration and Nominations Committees
reported to the Board on the matters
considered, and any significant iIssugs that
had ansen, at the next Board meeting after
the Commuttees had met Meetings of the
Nominations Committee were held after the
conclusion of scheduled Board meetings
All Directors received copies of the minutes
of all Committee meetings

Corporate governance report
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Board effectiveness

Evaluation The Board, led by the Chairman,
reviewed during the year the effectiveness
of the Board and the prnincipal Board
Committees The Board considered
alternative evaluation methods and agreed
that internal evaluation using a Schroders-
spectic questionnaire complemented by
Interviews between the Chaiman and
ndrdual Drectors where required was
appropnate The performance of the Board
Committees and indwidual Directors was
considered as part of this evaluation process
Theresponses to the questionnaires were
analysed and discussed with the Chairman
A report was prepared on the findings of the
evaluation process and this was considered
by the whole Board at the Board meetingm
February 2008

The performance of the Chief Executive was
considered by the Chairman’s Committee
aganst his objectives agreed with the
Charman for the year The outcome

was discussed by the Chairman with

the Chief Executive

The Charman’s Committee, led by Sir Peter
Job in his role as Senior Independent Director,
also assessed the performance of the
Chairman with input from the whole Board
Sir Peter discussed with the Chairman the
outcome of this review

Induction All new Directors undertake an
nduction programme on joning the Board
The aim of this programme 1s to introduce
new Directors 10 the Group's business, its
operations and its governance arrangements
The induction programme includes meetings
with senior management, visits to offices,
presentations on key business areas and
relevant documentation The Board receves
presentations on business and functional
areas, new business and strategic
developments, changes to the regulatory
snvironment and the impact of specific
1Issues, such as the mplications of the

new Companies Act
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In order to keep the Board informed of
wider developments within the business
and on general 1ssues affecting therr role
as Directaors, a senes of specific bnefing
sessions were held outside of Board
meetings These were open to all Directors
One of the pnncipal objectives was to
ensure that there was consistency of
knowledge on the issues considered The
Board held three briefing sessions in 2007
and the topics covered included the use

of derivatives within the business and the
management of associated nsks, the
Internal Capital Adequacy Assessment
Process and product development We shall
be continuing with these briefings in 2008

Shareholder relations

Ongoeing communication across the
Company's shareholder base, ncluding
institutional investors and private and
employee shareholders, 1s achieved mainly
through the publication of the annual and
intenm reports and quarterly trading
updates, the announcement of significant
developments affecting the Group and the
Annual General Meeting Corporate and
investor information, including webcasts
of the presentations of the intenm and final
results made by the Chief Executive and
Chief Financial Officer, can be found at
www schroders com

The Board as a whole is responsible for
ensunng that dialogue wath shareholders
takes place During the year the Chief
Executive, the Chief Financial Officer and
other senior executives conducted a senes
of meetings with and presentations to
institutional investors, analysts and
prospective shareholders to review the
Group’'s strategy and prospects and to
discuss corporate governance matters
Over 30 such meetings were held in 2007
The Chairman is also avalable to meet
institutional shareholders, as 1s the Seruor
Independent Birector Feedback from
shareholders 1s avalable to the Board
from the Chairman, the Chief Executive
and the Chief Financial Officer

The Annual General Meeting provides
sharsholders with an opportunity to question
the Charman and other Directors, including

the Chairmen of the Remuneration and Audtt
Committees The Chief Exectiive provided
shareholders at the meetng in Apnl 2007
with a review of the Group's business in 2006

The Annual Report and Accounts and the
notice of meeting are sent to shareholders at
least 20 working days prior to the date of the
Annual General Meeting

Compliance with code provisions
The Company complied with all of the
provisions of section 1 of the Code
throughout the year except for one Neither
Bruno Schroder nor George Mallinckrodt are
considered independent under the provisions
ofthe Code Consequently, less than half

of the Board {excluding the Chairmany}
comprised indepandent non-executive
Drrectors Bruno Schroder s arepresentative
of the pnncipal shareholder group and the
Board considers that itis appropnate for thig
group to be represented on the Board The
Board considers that Gecrge Mallinckrodt's
business and international expenence are

of great value to the Board

Michael Miles
Charman
10 March 2008
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This report sets out the role and rermit of the Remuneration Commuttee and its membership
It describes the Group's overall remuneration policy and gives details of the compensation
arrangements for Directors for the year ended 31 December 2007 The report has been
prepared on behalf of the Board in accordance with the Companies Act 1985 (as amended)
and the Combined Code on Corporate Governance

Role of the Committee

The Committee’s role 1s to review and approve the remuneration strategy and policies for
the Group ncluding the approach for the Group's annual compensation review ILis also
responsible for determintng the remuneration of the executive Directors, and monitorng
the level and structure of remuneration for semor management generally

The Committee reviewed its terms of reference in October 2007 and proposed certain minor
amendrnents, to bring them in Ing with those of the other Board Committees, that were
approved by the Board on 22 November 2007 The full terms of reference of the Committes
are available at www schroders com or from the Company Secratary

Composition of the Committee
The current members of the Commuttee, unchanged throughout 2007, are

Sir Peter Job (Chairman)
Andrew Beeson
Kevin Parry

The Commuittee met on four occasions during 2007 and there was full attendance at
all meetings

Other non-executive Directors as well as the Chief Executve, Chief Financial Officer and
senior Human Resources executives attend by invitation but they play no partin the
determination of their own remuneration arrangements

The Commuttee has appointed New Bridge Street Consultants LLP, McLagan Partriers Inc and
Hewntt Bacon & Woodrow Limited as its external advisers New Bndge Street Consulanis LLP
prowvided advice to the Commitiee on equity incentive plans and to the Group on the
implementation of these plans MclLagan Partners Inc provided the Committee with an
interpretation of external market compensation levels and practices and also provided
nformation and advice 1o management on the external market Hewntt Bacon & Woodrow
Limited provide advice to the Committee and the Group on domestic and international
pensions 1Issues, as well as acting as the actuanal advisers to, and administrators of, the

UK pension scherme MclLagan Partnersine attended two meeatings of the Committes

dunng 2007

Remuneration policy

The Group's remuneration policy 1s designed to attract, motivate and retain the talent the
Group needs in order to help 1t to achieve its strategic objectives, while ensunng that the
ratio of total compensation costs to a measure of net operating revenues for the Group is
within a target determined by the Board The Board determines the target aggregate ratio
ahead of the performance year as part of the annual Budget process, and an analysis of
competitor ratios 1S provided to the Board At the end of each financial year the Committee
18 adwised of the level of fixed compensation expense and then approves the amount
distnbutable as vanable compensation across the Group The ratio of total compensation
costs to operating revenues in 2007 was 46 per cent (2006 47 percent ) The broader
context for this ratio Is covered in the business review on page 9

The Committee believes that total compensation must reflect the global competition for
talent in an ndustry in which successful pecple are highly rewarded and mobile The Group
compensates all of its employees, including executive Directors, by balancing fixed and
variable compensation Fixed compensation, in the form of base salary, pensions and other
benefits, continues to be low for the executive Directors relative te other companies in the
FTSE 100 Index and market competitive agamnst a broader base of asset management
competitors In years of strong performance, however, vanable compensation, in the form
of cash bonuses and deferred bonuses, can be high
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The rermuneration of executive Directors is structured in a manner which reflects
periormance, at both an indwvidual and Group level, and results in them accumulating nghts
to shares in the Company and expesure to the performance of Schroders nvestment funds

Group policy is not to guarantee compensation levels but to recognise that there will be times
when this forms part of the inttial package necessary to recruit senior employees No executive
Director has such a guarantee

It remains the Commuttee’s practice and intention to grant share options spanngly, manly to
assist In recruitment where necessary

Key developments
Duning the year the Commuttee considered papers presented on a vanety of topics including
the following

* 2006 and 2007 annual compensation reviews,
* Impact of age discnmination legislation on the share plans,
* Changes to the UK defined contribution pension scheme

The Committee reviewed the existing remuneration policy and, among other factors,
considered the guidelings of investor bodies on pelicies and practices in executive
remuneration The Committee considered that the Group's reward policy was appropnately
aligned to the business strategy and that the policy within the Group was therefore fit for
purpose No changes were made to the existing policy Discussions were initiated on ways
of encouraging greater employee share ownership and a longer-term view of performance
for semor executives and these discussions are ongoing

Developments since the last report

* InJune 2007 the Committee increased the base salaries of the executive Directors This
15 the frst increase to the salary of the Chief Executive since his appointment in November
2001 and to the salaries of the othar executive Directors since the later of Apnl 2004 and
ther appontment

* Aglobal review of the pension benefits offered by the Group was undertaken The core
employer contribution to the Defined Contribution section of the Schroders Retirement
Benefit Scheme increased to 14 per cent for UK-based employees with effect from
1 March 2008 Pnor to this change, UK-based employees in the Defined Contnbution
section recerved a core contnbution of 7 per cent or an age-related contnbution,
depending on the date on which therr employment started

Elements of the compensation package

Base salary

The Committee reviews the base salary of executive Directors annually Duning 2007 the
Committee agreed to increases for each of the executive Directors to address market
relativities and salary compression accruing with respect to other senior executives Details
are set out on page 33 Base salary 1s the only element of remuneration that 1s pensionable,
with the level of contribution into the UK pension scheme being subject to a notional
earnings cap (see note 5 on page 61)

Benefits

Executive Directors can participate in the fiexible benefits plan on the same basis as other
UK employees Benefits entitiements, including pension, for the executive Directors are
shown in the tables on pages 33 and 34




In response to the changes in pensions legisiation that came into effect in Apnl 2006 0 the
UK, employees who choose not to accrue benefits in the pension scheme apart from Iife
assurance cover receive a taxable cash allowance in lieu This allowance s set at alevel to
ensure that the cost impact to the Group (ncluding employer Nationat Insurance} s neutral
‘Two of the executive Directors are in receipt of such an allowance

Vanable compensation

Discretionary bonus awards are delivered in two forms  a cash bonus and a deferred bonus
The deferralis mandatory and delivered via the Equity Compensation Plan Thers are two
types of Equity Compensation Plan award a share award and a fund award These are
described more fully on page 30

The bonus awards are determined with regard to the performance of the individual and the
area or funchon of the business in which the iIndwvidual works or for which the indvidual 1s
responsible, the profitability of the Group and the external market within the overall imit
determined by the raho of compensation to revenue as explained earlier Given that our
remuneration structure places a high degree of emphasis on varable compensaton, the
Committee does not consider it appropnate to set a cap on discretionary bonus awards

at the indmdual level Vanable cormpensation 1s dependent upon responsibilities, business
contribution and indmidual performance and 1s not inked to base salary As s referred

{on the section starting on page 14 of the business review dealing with our corporate
responsibility, the Committee considered the impact of these factors on our corporate
performance when determirung the overall reward to the executive Directors The Committee
can confirm that the discretionary nature of our vanable compensation means that senior
management are not Inadvertently motivated to behave irresponsibly

Part of the cash bonus award for the senior management of the Group 1s directly linked to
annual mprovements in the profitability of the Group

The balance between the fixed and variable elements of the total compensation package for
each of the executive Directors 15 shown in the adjacent diagram (extracted from the tables
on pages 33 and 34} Less than 12 per cent of therrindviduat total compensation was fixed,
and more than one third of the 2007 varable compensation for each of the executive
Directors in 2007 has been deferred for three years on 2 mandatory basts via the Equity
Compensation Ptan
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Proportions of 2007 fixed and
vanable compensation for
each executive Director

Michael Dobson

© 0O

Jonathan Asquith

o 00

Alan Brown

O 00

Massimo Tosato

c 00

Fixgd includes
benafits-in-land and pension en

Fixed 7%

Variabie
- cash bonws 53%

Variable
- detarred bonus 40% |

Fixgd 8%

Vanabis
- cash bonus 52%

Vanable
- defenred bonus 40%

Fixed 12%
Variablo
- cash bonus 57%

Variable
- deferrad bonus 31%

Fixed 11%

Vanable
- bonus 48%

Variabie
- deterred bonus 40%

basa satary, other cash payments,
Ltlament

s
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Equity Compensation Plan 2000

Key employees receive part of therr earned bonus in the form of deferred awards under the Equity Compensation Plan on terms
designed to align therr interests with shareholders and to retain their services in the Group The level of mandatory deferral 1s determined
by the Committee in accordance with a matnx that 1s agreed in advance of the annual compensation review

These awards do not give nse to any immediate entitlernent but wil vest in full on the third anniversary of the grant date provided
that the participant continues to be employed within the Group This Plan allows deferred awards to be granted in either share awards,
fund awards or a combination of both At the third anniversary the onginal grant 1s increased by 20 per cent

Share awards

Share awards can be granted over either crdinary or non-voting ordinary shares in the Company and are normally structured as nghts
to acquire shares at nil cost Historically, awards under this Plan were made over non-voting ordinary shares As a result of a resolution
approved at the 2006 Annual General Meeting share awards for 2006 and 2007 are in respect of ordinary shares

If a participant resigns before the three years have slapsed then the following forferture provisions apply as at the date of resighation

Completed years

of service from

date of award Lessthan 1 =1 and <2 >2 and <3 3
Percentage of share

award forfeited 100% 72% 44% 0%

These awards do not attract dvidends To the extent that the employee chooses to leave share awards within the Equity Compensation
Plan for a further two years after vesting, the employee 1s rewarded with additional shares of 11 1 per cent of the number of shares
which vest at the third anniversary This compensates for dividends foregone during this period A resolution is being proposed at the
2008 Annual General Meeting to enable awards to be adjusted to reflect the dividends paid on shares dunng the penod starting with the
fifth anriversary of grant and ending with the date on which the award 1s exercised

Fund awards

Fund awards are notonal investments in a range of Schroders’ investment funds and can be granted by the Committee as an alternative
to share awards They give holders a personal nterest in the performance of Group funds Fund awards have a three-year vesting
penod, with no option to extend, and have the following forfetture provisions as at the date of resignation

Completed years

of service from

date of award tessthan 1 >1and <2 >2and <3 3
Percentage of fund

award forfeited 100% 66 6% 333% 0%

These fund awards will be re-valued in ltne with the performance of the selected products and will be paid out In cash at the end of the
deferral penod

in respect of 2007 the first £60,000 of the deferred bonus award was delivered In share awards and any balance, above a minimum
level, was generally delivered equally in share awards and fund awards

Eguity Compensation Plan awards are not subject to further performance conditions as they are considered as already having been
earned by reference to perfcrmance

Share Option Plan 2000

Under the Share Option Plan 2000, the Company has granted market valug share options over non-voting ordinary shares Options
usually become exercisable if the option holder remains with the Group for at least three years and, for executive Direclors, if the
performance target has been met at the third anniversary Share options granted to other employees have no performance conditions

inline with market practice, the perforrmance target 1s that the Company’s earnings per share growth (defined as the earnings per
ordinary share before any tems considered exceptional, as derived from the Company’s Annual Report and Accounts) must be at least
four per cent per annum above the increase in the Retall Price Index over a three-year pernod There 1s no re-test if the target 1s not met
after three years This performance target 1s a general condition and standard for each executive Director New Bridge Street
Consultants LLP assesses the performance ¢ntena calculations annually for the Commitiee based on audited results

Qutstanding awards held by executive Directors under these Plans are disclosed in the tables on pages 35 and 36 This year the value
of those awards that are still subject to some degree of forferture 1s disctosed
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Employee shares
Of the total vanable compensation awarded to all employees in the Group 1n 2007, the
proportion that was deferred amounted to 32 1 per cent

The Share Incentive Plan that was introduced in 2008 for all UK-based employees is also
helping to broaden the number of employee sharehclders Each of the executive Directors
and 579 other employees are now members of the Plan (representing 51 per cent of

UK employees}

Total employees’ nghts to ordinary and non-voting ordinary shares in all of Schroders’
employee share plans, as a percentage of the total ordinary and non-voting ordinary
shares in issue, were 6 7 per cent as at 31 December 2007

Personal shareholding policy

In order further to align the interests of the most senior employees with those of shareholders,
each of the executive Directors and the cther members of the Group Management Commitiee
I1s required, over time, to acquire and retan a target holding of Schroders’ shares and/or nghts
to shares, equivalent to 300 per cent of annual base salary This target has been achieved for
each of the executive Directors Desprte the recent increase in base salanes for the executive
Drrectors the Committee detenmined not to alter the shareholding target

Performance graph

The foliowing performance graph shows the Company's total shareholder return performance,
compnsing share price movements plus the value of dvidends remvested, compared with that
of the FTSE 100index This index was chosen by the Committee because it represents the
principal ndex in which the Company's shares were quoted throughout the majonty of the
performance perod and 1s stdl perceved as the most relevant index

This graph shows the annual percentage changa in the value over each financial year of an imtial
armount invested in Schroders pic on 31 December 2002 to 31 December 2007 compared with
the same initial amount iInvested in each of the companies making up the FTSE 100 Index

Schroders comparative total return index since
31 December 2002

Source Thomson Fnancial
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Service contracts

The Committee's general policy is that each executive Director should have a rolling contract
of employment with mutual notice penods of six months When recruiting executive Directors,
the Committee's policy 15 that contracts should not contamn any provision for compensation
upon early termination and that the parties should rely on employment nghts conferred by law
In the event that compensation for earty termination 1s payable, the Committee’s policy i1s to
seek to keep such compensation at an appropnate level

The following table provides details of the current executive Direclors’ service contracts

Notice Notice
Naturaof  periodfrom period from
Date of contract(s) contract Company Director

Executive Directors
Michael Dobson! 19 October 2001 Roling 12months 6 months
Jonathan Asquith 12 November 2001 Roling 6months 6 months
Alan Brown 17 May 2005 Roling 8months 6 months

27 July 2001 and

Massimo Tosato? 1August2001  Rollng 6 months 6 months

Nuotes

! If Michael Dobson's employment 1s terminated by the Company without cause he would ba entitied to recenve
the equnalent of ona year s compansation, calculated as the annual average of the aggregate of base salary,
discretionary cash bonus and awards under the Equity Compensation Plan recenved In the preceding three years

2 Massimo Tosato's contract dated 27 July 2001 retates ta his UK duties and his contract dated 1 August 2001
relates to his internatwonal duties Upon earty termination of these contracts he would be entitled 10 12 months'
compensation {calculated as base salary, discretionary cash bonus and any award under the Equity Compensation
Plan for the previous year)

Executive Directors’ non-executive directorships

It1s the Group's policy to allow executive Directors to retain any fees earned from any non-
executive directorships they hold in other external organisations No such fees were earned
dunng the year

Non-executive Directors

Each non-executive Drrector has a letter of appointment in which both the non-executive
Director and the Cormpany are required to give reasonable notice to terminate the
appomntment Non-executive Directors’ appointments are subject to the re-election
requirements of the Company's Articles of Association and are without a fixed term There
are no specific contractual provisions for non-executive Directors to receive compensation
upon early termination

The dates of the non-executive Directors' istiers of appointment are set out in note &6 of the
Directors' emoluments table on page 33

Fees for the Charrman and other non-executive Direclors are determined by the Board
based on market information supplied by New Bndge Streat Consultants LLP, and in
accordance with the restnctions contained in the Company's Articles of Association
Non-executive Directors do not participate n decisions concerning therr fees Fees are
reviewed annually, although it 1s anticipated that, in the absence of any significant market
movement, fees would remain unchanged for two years The fees were last formally
reviewedn May 2006 No changes to the fees were made durnng 2007 and the next
review wilt take ptace during 2008

The current annual fees payable are as follows

Custent
Non-executive Directors’ faes £
Board chairman 200,000
Board member 45,000
Audit Committee member 12,500
Audit Commitieg chairman* 15,000
Nominations Committee member Nil
Nominatons Committee chairman Nl
Remuneration Committee member 10,000
Remuneration Committee chawman”® 12,000

In addition to the Committee membership fee

The Senior Independent Director recerves no additonal fee
Awards from the Group's Incentive and pensions plans are not made to non-executive Directors
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Directors’ remuneration in 2007

The following tables on pages 33 to 37 provide details of each of the Directors’ emoluments, pension entitements, rights to fund awards,
nghts to shares and share nterests In accordance with the Companies Act 1985 (as amended by the 2008 Companies Act), the tables
on pages 33 10 37, excluding the summary of deferred compensation table on page 34, have been audited by the independent auditors

Directors’ emoluments

The emolurnents (not Including any pension entitlements, nghts to fund awards and nghts 1o shares which can be found on pages 33 to 36)
of the Directors of the Company in respect of the period for which they were in office in the relevant year, Including their remuneration in
respect of subsidiary undertakings, compnsed

Salary Other cash Benofits— Annual cash 2007 2006
and foes’ payments? in-kind® bonus Total Total
£'000 £'000 £'000 £'000 £'000 E'000
Executive Directors
Michael Dobson (Chief Executive) 317 58 7 2,963 3,345 2,470
Jonathan Asquith 258 29 1 1,778 2,066 1,268
Alan Brown 258 33 1 1,438 1,730 1,376
Massimo Tosato 258 13 38 1,938 2,247 1,627
Non-executive Directors
Michael Miles {Chairman) 200 - 4 - 204 184
George Mallinckrodt (President)* 109 - 7 - 116 13
Andrew Beeson 68 - - - 68 65
Luc Bertrand 58 - - - 58 46
Sir Peter Job 67 - - - 67 63
Merlyn Lowther 58 - - - 58 55
Kevin Parry a3 - - - 83 80
Bruno Schroders 73 - 5 - 78 75
Total 1,807 133 63 8,117 10,120 7,422
Notas

! The annual base salanes for the executive Directors wera sach ncreased with effact from 1 June 2007 Michael Dobson from £200 000 to £400,000 and Jonathan Asqurth,
Alant Brown and Massimo Tosato from £200,000 1o £300,000
2 Other cash payments compnsa ong or mora of cash allowance n ligu of a company car and cash allowance in lieu of pension entitlements
% The benefiis-In-kind provided to Directors comprise one or more of privats use of company chauffeur, company car, private use of taxs, lfe insurance and prvate healthcare
* George Mallinckrodt recerved an annual fee of £45,000 as a Director, a fee of £64,000nrespect of his services as President of the Company and £7,000 in benefits m kind
® Bruno Schroder receved an annual feg of £45 000 as a Diractor, a fee of £28,000 for fus additional serces to the Group and £5,000 m benefits-in kind
® Tha dates of the non-executive Directors' letters of appointmant are as follows Michael Miles 17 Dacember 2002 Andraw Beason 1 October 2004, Luc Bertrand
20 February 2006, Sir Peter Job 23 December 2002, Merlyn Lowther 4 March 2004, George Mallinckrodt 24 December 2002 Kevin Parry 16 December 2002 and
Bruno Schroder 24 December 2002

Directors’ pension entitlements
Defined benefit

The following table gives detalls of the accrued pension benefit at 31 December 2007 far Directors who have participated in the defined
benefits section of the Schroders Retirement Benefits Scheme duning the year to 31 December 2007 Furtherinformation cancerning the
Group's pension schemes 1S set out In note 5 1N the notes to the Accounts on pages 61 to 64

Ghange in Change in
Accrusd accrued accrued pansion Accrued Transfer Transter
pension at pension excluding inflation pension at valua at Increase in vatug at
31 Dec dueto Transfer 31 Dec 31 Dec transfer 31Dec
2006 inflation Increase value 2007 2006 value 2007
£'000 £000 £'000 £000 £'000 £000 £'000 £'000
Executive Directors

Michael Dobson® 2 11 - - - Ih 182 12 194
Massimo Tosato 21 1 4 60 26 324 82 406

Nan-executive Director
George Malinckrodt? 216 8 2 19 226 2,423 12 2,435
Bruno Schrodert 31 1 - 4 3z 378 (&) 372

The accrued pension represents the annual pension which each Dwector would be entitied to receive from normal retirement age after
leaving service The accrued pension would be increased each year until it became payable in accordance with statutory requirements

The change in accrued pension represents the difference between the accrued penston at 31 December 2006 and 31 December 2007
This is broken down into inflationary increases and increases ansing as a result of service for the year concerned, postponement of
retrement or any change in salary, where appropnate

The transfer value represents the current capital sum which would be required, using demographic and financial assumptions, to provide the
accrued pension and anciflary benefits at the relevant date The transfer values have been calculated in a manner consistent with 'Retirement
Benefit Schemes - Transter Values (GN11)" published by the Institute of Actuanes and the Faculty of Actuanes

The penston 1s non-contributory The accrued pension or transfer value shown above does not Include any allowance for additional
voluntary contnbutions made by a Director

! Michael Dobson ceased further accrual in the Scherne on 31 March 2008 in bsu of this he recerves a taxable cash payment of £34 462 per annum ncluded in the emolumants
table above

? No contnbutions were paid by the Company dunng tha year

3 George Malinckrodt - no contnbutions have been made by the Company into the Scheme since 19 August 1990 He began to draw hus pension from the Scheme
on 1 September 1995 The values shown in this table In respect of his pension benefits are notional

4 Bruno Schroder - no contributions have been made by the Company into the Scheme since 17 January 1993 Ha began to draw his penslon from the Scheme
on 17 Apnl 2007 The values shawn in this 1abie in respect of his pension benefits are notional as at 31 December 2007
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Defined contnbution
The following table gives detals of the pension contrbutions paid or payable by the
Company into defined contribution arrangements for the year to 31 December 2007

2007 2006
Employer Employer
contributions contnbubions

£'000 £'000
Executive Directors
Michael Dobson! - 12
Jonathan Asquith? - 105
Massimo Tosato 78 60
Total 78 177

The contributicns disclosed exclude any personal contnbutions made by a Director

! Michael Dobscn ceased 1o have 13 per cent of his base satary in excass of tha earmings cap paid into a funded
approved retirement benefits scheme on 31 March 2006 and in leu of this he receves a taxable cash payment
of £11,882 par annum, included in the emoluments table on page 33 The notional earnings cap was £108,600
for the 2006-07 fscal year and E112,800 for the 2007-08 fiscal year

2 Jonathan Asquith ceased further accrualin the Scheme on 31 March 2006, and in lieu of this ha receives a taxabla
cash payment of £18,367 per annum, included in the emcluments table on page 33

Summary of the deferred compensation earned in respect of 2007

In respect of 2007 the executive Directors were granted nghts to deferred awards under the
Equity Compensation Plan' These awards, spit between fund awards and share awards,
are subject to forfeiture and are not accessible for three years They will vest in full on the
third anniversary of the grant date provided the Director continues to be employed within
the Group, In line with the rules of the Plan Should the Director choose to leave the share
awards within the Equity Compensation Plan for a further two years, the Director would be
rewarded with addiienal shares of 11 1 per cent of the number of shares which vested at
the third anruversary of the grant date, in heu of dvidends foregone

Equity Compensation Plan'

Fund Share 2007 Total 2006 Total
awards awards award award
£'000 £'000 £°000 £ 000

Executive Directors
Michael Dobson 994 1,252 2,246 2,187
Jonathan Asquith 586 763 1,349 1,004
Alan Brown 33 457 788 1,004
Massimo Tosato 706 207 1,613 1,400

¥ For further details In raspect of the Equity Compensation Plan 2000 see box on page 30

Further details in respect of therr awards and previous years' awards are shown in the
following two tables




Directors’ rights to fund awards

Fund awards are notional investments in a range of Schroders' investment funds These

are nghts to deferred cash and do not give nse to any immediate entitllement on grant

The ‘nghts granted durning year’ refer to awards made in March 2007 in respect of the

2006 performance year 'Rights granted 10 March 2008' are made in respect of the 2007
performance year These nghts are subject to forfeiture and the deferred cash awards are
not accessible for three years They become fully vested on the third anniversary of the grant
date provided the Director continues to be employed within the Group, in Ine with the rules

of the Plan

The executive Directors had the following nghts to deferred cash awards, under the Equity

Compensation Plan'

Rights Rights Rights Rights

held as at granted held as at granted

1Jan during 3t Dec 10 Mar
2007 year 2007 2008 Vesting
£°000 £'000 £°000 £'000 date

Executive Directors

Michael Dobson 100 - 100 - 6March 2008
1,200 = 1,200 - 5March 2009
- 967 967 - 7 March 2010
994 9 March 2011
Jonathan Asquith 526 - 526 - 6March 2008
727 - 727 - 5 March 2009
- 429 429 - 7March 2010
586 9March2011
Alan Brown 225 - 225 - 5March 2009
- 429 429 - 7 March 2010
331 9 March 2011
Massimo Tosato 500 - 500 - 6 March 2008
727 - 727 - 5March 2009
- 609 609 - 7 March2010
706 9 March 2011

1 For further details in respect of the Equity Compensation Plan 2000 see box on page 30

The grant valus of these nghts to fund awards that are stlf subject to forfeiture at the date
of this report are as follows Michael Dobson £2,038,000, Jonathan Asquith £1,114,000,
Alan Brown £692,000 and Massime Tosato £1,354,000
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Directors’ nghts to shares

These nghts to shares do not give nse to any immediate entitement on grant They are subject to forfarture and are not accessible for three
years They become fully vested on the third anniversary of the grant date provided the Director continues to be employed within the Group,
in ine with the rules of the respective plans

The executve Directors had the following nghts to ordinary and non-voting ordinary shares

Number of shares
Rights held Rights Rights  Rights held Rights Exercise
as at granted exarcised as at granted price of
1Jan dunng during 31 Dec 10 Mar  outstanding Exercise dates
2007 year yoar® 2007 2008° rights Earliest Latest
Executive Directors
Michael Dobson (2) 250,000 250,000 £4 83 9 Dec 2005 8 Dec2012
(2) 150,000 150,000 £398  10Mar2006 9 Mar 2013
(2) 500,000 500,000 €706 12Nov2006 11 Nov2011
(3} 352,188 352,186 - 10 Mar 2006 9 Mar 2013
3} 502,386 502,386 - 8 Mar 2007 7 Mar2014
(3} 305,499 305,499 - 7 Mar 2008 6Mar 2015
)] 146,162 146,162 - 6 Mar 2009 5Mar 2016
(4} - 119,719 119,719 - 8 Mar 2010 7Mar2017
(4} 153,868 - 10Mar2011 9Mar2018
Jonathan Asquith (2) 150,000 150,000 800 22Apr2005 21 Apr2012
(2} 150,000 150,000 £5 4 6 Nov 2005 5 Nov 2012
(2} 100,000 100,000 £398 10Mar2006 9 Mar 2013
3 133,969 133,969 - 10 Mar2006 9Mar 2013
(3) 81,466 81,466 - 8 Mar 2007 7 Mar 2014
3) 98,931 98,931 - 7 Mar 2008 8Mar2015
4 90,877 90,877 - 6 Mar 2008 5Mar 2016
4) - 56,405 56,405 - 8 Mar 2010 7 Mar 2017
] 93,811 - 10Mar2011 9Mar2018
Alan Brown ] 32,154 32,154 - 6 Mar 2009 5Mar 2016
@ - 56,405 56,405 - 8 Mar 2010 7 Mar2017
{4) 56,209 10 Mar 2011 9Mar 2018
Massimo Tosato {1 18,863 18,963 - £822 7 May 2004 € May 2009
{1) 62,499 62,499 - 800 13Mar2005  12Mar2010
{2) 165,350 48,601 116,749 £800 22Apr2005 21 Apr2012
{2) 100,000 100,000 - g5 41 6 Nov 2005 SNova2012
{3) 16,294 16,294 - - 10 Mar 2005 9Mar 2012
{3) 80,381 80,381 - 10 Mar 2006 9Mar 2013
3 80,447 80,447 - 8 Mar 2007 7 Mar2014
3 103,856 103,856 - 7 Mar 2008 6 Mar 2015
{4) 90,877 90,877 - 6 Mar 2009 SMar20186
{4) - 77,601 77,601 - 8 Mar 2010 7 Mar2017
{4) 111,505 - 10 Mar 2011 9Mar2018

The rmarket price of the ordinary shares at 31 December 2007 was £13 02 and the range dunng 2007 was £10 72 to £15 B0

The market pnice of the non-voting ordinary shares at 31 December 2007 was £11 68 and the range dunng 2007 was £8 80to £13 52
The value of those nghts to share awards based upon the onginal grant pnce that are still subject to forfeiture at the date of this repont are
as follows Michael Dobson £2,791,000, Jonathan Asquith £1,588,000, Alan Brown £1,017,000 and Massimo Tosato £1,887,000

' Share Option Plan 1999 Exercise of these aptions was conditional upon achieving a performance target of earnings per share growth of at least the Retall Price Index plus two
por cont per annum over a minmum flve-year penod The performance target had been achieved

2 Share Opbon Plan 2000 Exercise of these options 1s conditional upon achieving a periormance target of earmngs per share growth of at least the Retal Price Index phus four per
cent per annum over a mawmunm ihree-year penod Inrespect of the awards exercisabile from 22 Apnl 2005 6 November 2005 and 9 Dacember 2005 the perlormance target
has been achieved More detall is availabla on page 30

} Equty Compensation Plan 2000 The figures shown above compxise the number of shares avallabla on the thrd anniversary plus additional shares of up to 11 1 per cent
assuming shares remain within the Plan until the fifth anrwversary Awards are structured as nil-cest share awards over non-voting ordinary shares Further detal is inclugiad
n the box on page 30

* Same as nota 3, with the exception that these awards are structured as rl-cost share awards over ordinary shares

® The market pnces on the dates the rights were exercised durng 2007 were £11 42 £11 42 £13 34 and £11 44 respectvely for the share option awards and £11 42 for the
Equity Compensation Plan award The aggregate gamn on rights exercised amounted to £1 323,000, of which £1,137,000 relates to the share optien awards and £186,000
relatas to gans on the Equity Compensation Plan award

* These grants are n respect of tha 2007 performance year and use the closing market price of the ordinary shares on 7 March 2008, which was £9 04




Directors’ share interests

At 1 January 2007 (or date of appointment, 1f later) and at 31 December 2007, the Directors
Iisted had the following interests in shares in the Company

31 Dec 2007 1 Jan 2007
MNon-voting Nen-voting
Ordinary ordinary Ordinary ordinary
shares shares sharas shares
Beneficial
Executive Directors
Michael Dobson 2413 11,105 2,243 561,105
Jonathan Asquith 447 - 278 -
Alan Brown 447 - 278
Massimo Tosato 1,413 - 1,243
Non-executive Directors
Michael Miles 5,000 - 5,000 -
George Mallinckrodt 30,000 507,226 30,000 507,226
Andrew Beeson - 15,000 - 15,000
Luc Bertrand - - -
Sir Peter Job — - -
Meriyn Lowther 1,000 - 1,000
Kewin Parry 5,000 - 5,000
Bruno Schroder 6,353,655 59,310 6,353,665 59,31
Non-beneficial
George Mallinckrodt 213,631 - 213,631
Kewin Parry 333 - 333 -
Bruno Schroder 64,800 16,200 64,800 16,200

Additionally, at 31 December 2007, the executive Directors were potential beneficianes of
the Schroders Employee Benefit Trust, which held 4,367, 479 non-voting ordinary shares
(1 January 2007 6,610,454) and 4,397,446 ordinary shares (1 January 2007 3,204,197)
on behalf of all non-US based employees Therr own rights to shares held within this Trust
are set out on page 36

Dunng the year no Director held an interest in the shares or loan stock of any subsidiary
of the Company

Since 31 December 2007 each of the executive Directors, Michael Dobson (53 shares),
Jonathan Asquith (54 shares), Alan Brown (54 shares) and Massimo Tosato (53 shares)

acquired crdinary shares under the terms of the Schiroders Share Incentive Plan There

have been no other changes in the Interests set out above between 31 December 2007
and the date of this report

Aresolution to approve this report will be put to shareholders at the Annual General
Meeting on 24 Apnl 2008

Approved and signed on behalf of the Board

SirPeter Job
Charman, Remuneration Committee
10 March 2008

Pl Tst
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Nominations Committee

report

In this section we set out the role of the
Nominations Committee, its membership
and what it considered during the year

Role of the Committee

The Beard has delegated to the Committee
responsibility for reviewing and proposing
appointments to the Board and for
recommending any other changes to

the composition of the Board or the Board
Comimittees The principal responsibilities
of the Commitiee include

¢ reviewing the composition of the Board
and making recommendations to the
Board with respect to the role and
rasponsibiities required for each
appointment,
ensunng there s a formal, ngorous
and transparent procedure for the
appointment of new Directors,
selecting and/or interviewing potential
candidates for appointment to the Board
and its Committees,
Identifying and recommending suitabie
candidates for the roles of Chairman
and Senior Independent Director,
developing and recommending
appropnate cntena for determining
Director independence,
penodically reviewing the terms of
appointment of the non-executive
Directors, and
* conducting an annuat review of the
Committee's performance, periodically
reviewIng the adequacy of its terms
of reference and recommending any
changes to the Board

The fult terms of reference of the Committee
are availlable on www schroders com or
from the Company Secretary at the
reqgistered office

The composition of the Committee
All non-executive Directors are members of
the Committee, the composition of which at
the end of 2007 was

Michael Miles (Chairman)
Andrew Beeson

Luc Bertrand

Sir Peter Job

Mertyn Lowther

George Mallinckrodt
Kevin Parry

Bruno Schroder

In addition the Chief Executive, Michael
Dobson, 1s generally nvited to attend
Committee meetings

There were no changes to the composition
of the Committee during the year

Report on the Committee’s activities
in 2007

Meetings and Attendance The Committee,
which meets as often as required, met

five times dunng the year Attendance

by Committee members at each meeting

1S set ouiin the table below

Maximurm

possibla Meetings

attendance attended

Michael Miles 5 5
Andrew Beeson 5 4
Luc Bertrand 5 3
Sir Peter Job 5 4
Merlyn Lowther 5 5
George Mallinckrodt 5 4
Kewvin Parry 5 5
Bruno Schroder 5 5

Principalissues addressed during 2007
were

* The size and compositicn of the Board
and the pnncipal Board Committees, and

* The Committee’s terms of reference and
the discharge of its responsibiities

The Committee reviewed the size and
composstion of the Board and the three
principal Committees Remuneration, Audit
and Nominations  Following the review, the
Commttee reaffirmed the principles agreed
i 2003 that the Board should continue to
have a balance of executive Directors,
tndapendent non-executve Directors and
Directors who have a connection with the
pnncipal shareholder group

The Committee also undertook a review of its
terms of reference and its operation to ensure
the terms of reference reflected best practice
and were appropnate for the Company This
review Included benchmarking against other
FTSE 100 companies The review concluded
that the terms of reference were broadly In ine
with other companies and reflected current
best practice and it was agreed that there
should be no extension of the Cormmittee's
current rale The terms of reference wera
updated to reflect the curent operation of

the Committee This included clarfying that

all non-executive Directors were members of
the Committee and that the Chief Executive
would normally be nvited to attend meetings
The revised terms of reference were approved
by the Board on 22 November 2007

Support The Committee receved information
and suppart from management dunng the
year 1o enable it to carry out its duties and
responsibilites effectively The Committee
has the nght to appoint external advisers
where It believes it is appropriate




Audit Committee
report

In this section we set cut the role of the Audit
Commuttee, 1ts membership and the matters
It considered dunng the year

Role of the Committee

The Board has delegated to the Committee
responsibility for overseeng the financial
reporting and internal control of the Graup
and for maintaining an appropriate
relationship with the Company's auditors
The main role of the Committee 1s to
encourage and safeguard the highest
standards of integnty, financial reporting,
nsk management and internal control

In doing this the principal responsibilities
of the Committee include

Reviewtng the form and content and
monitering the integrity of the Company’s
and the Group's financial staternents,
Reviewing and monitoring the
arrangements for ensuring the objectivity
and effectiveness of the external and
internal auadit functions,

Recommending to the Board the

appointment, re-appointment or removal

of the external auditors,

* Reviewing the adequacy and effectiveness
of the Company's internal controls and
risk management systems, and

+ Reviewing and monitoring the Company's

ethical standards and procedures for

ensurng complance with regulatory and
financial reporting requirements and the

Group’s relationship with the relevant

requlatory authonties

The Commuttee reviewed its terms of
reference in February 2007 and proposed
certain amendments to clanfy tsrole in
respect of the Group's UK subsidianes
that are regulated by the Financial Services
Authority The revised terms of reference
were approved by the Board and are avaitable
on www schroders com or from the
Company Secretary at the registered office

The Composition of the Committee
The members of the Committee are

Kevin Parry (Chairman)
Luc Bertrand

Andrew Beeson
Merlyn Lowther

There were no changes to the compaosition
of the Commuttee during the year All of the
members are mdependent non-executive
Drrectors For the purposes of the
Combined Code, Kevin Parry, a former
partner in the accountancy firm KPMG LLP,
1s considerad by the Board to have recent
and relevant financial expenance

Report on the Committee's activities
1n 2007

Meetings and attendance The Committee
met four times in 2007 and there was full
attendance for alimeetngs

To assist the Commitiee in fulfiling its role,

a number of senior executives are invited to
attend Committee meetings These include
the Chief Financial Officer, the Heads of
Group Comphance, Group Risk, Group
Internal Audit and the Group General
Counsel Each of these provided reports

on therr areas of responsibiity to each
Committee meeting The Group's external
auditors, PricewaterhouseCoopers, are also
represented at each meeting and presented
reports on therr actmties

Buring the year the Committee met
separately on twa occasions with the
Group's external auditors and with the
Head of Group Internal Audit without
executive management present This
provides an oppartunity for the external
and internat auditors to raise matters of
concern in confidence No 1ssues of
significance were raised in 2007

The Committes has a formal programme of
issues which it covers dunng the year This
programme I1s formulated by the Committes
Chairman and the Company Secretary and
1S designed to ensure that all matters that fall
within the Committee’s remit are reviewed at
the appropnate time

Prnncipal issues considered during
2007 were

* The annual financial statement for 2006
and intenm financial statement for 2007,

* The external audit plan for 2007,

Group Internal Audit's plans for 2007 and

2008 and its quarterly reports onits

activities and the control environment,

+ The Group's nsk management process,

Including key nsks facing the Group,

The Group's overall governance and

risk framework,

The appropnateness of the accounting

policies used in drawing up the

Group's accounts,

The Group's Internal Capital Adequacy

Assessment Process as required under

the Capital Requirements Directive,

The external auditors' year-end report,

intenim report and management letter,

The performance, independence and

objectmty of the external auditors,

ncluding a review of non-audit fees,

¢ The performance of Group Internal

Audit, and

The arrangements for employees to raise

concerns about possible impropneties

relating to the Company’s operaticns

*
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Other issues As well as the agreed schedule
of 1ssues the Committee also received reports
and presentations on various subjects
connected pnncipally to the controt
environment within the Group  These included
presentations on the management of maor

IT projects, the mplications for the Group

of the Marketing in Financial Instruments
Directive and the provision of information

to the external auditors The Committee

also reviewed the scope and level of cover
prowided by the Group’s Directors' and
Officers’ habthty insurance and the
approprateness of cover provded by other
nsurances, the governance of the Group's
pension arrangemeénts and the governance
of outsourced actvities Each of these reports
was discussed fully by the Committee

Non-audit servces and auditor
independence The Group has adopted a
policy coverng the provision of non-audit
senices to the Group by the external
auditors This policy was adopted by the
Committean 2004 to enhance further the
governance of the prowision of such services
and provide a clear and transparent
framewaork to ensure the objectvity and
mdependence of the external auditors
Under the policy the provision of any service
that mught lead to a conflict of interests 1s not
permitted unless cther possible providers are
themselves conflicted In such exceptional
cases the Audit Commitiee must approve
each service and approval will only be given
where the Commitiee 1s satisfied that
appropnate measures are in place 10 manage
or mitigate any potential conflict of interest
During 2007 there were no Instances where
PricewaterhouseCoopers were engaged

to provide services which might lead to a
conflict of interests

The policy also has stnct rules in relation

1o the approval of contracts for non-audit
services which do not present a possible
confict of interest All contracts for non-
audit services must be notified to the Head
of Finance Operations and contracts valued
in excess of £5,000 require pnor approval
The Group's external auditors are also
required to provide a report to the Audit
Committee every six months detailing al
non-audit services, including the level of
fees charged, and to have therr own internal
processes to ensure that the firm, ts
partners and its staff are independent of the
Group They must also prowide confirmation
of ther independence annually
PricewaterhouseCoopers has provided
such confirmation in respect of 2007




Audit Committee
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The policy was reviewed by the Committee
In 2007 and the Commuttee was satisfied
that the policy remained appropriate and
was being adhered to In 2007 the value

of non-audit services provided by
PricewaterhouseCoopers to Group
companies was £1 1 milion Therange

of non-audit services provided by
PricewaterhouseCoopers in 2007 included
tax advice, AAF report on internal controls
and regulatory opinions on client money
and assets for regulated subsidianes

To suppaort the principies of Independence,
the auditors have a policy governing the
length of time a partner can work on the
Schroders’ audit In accordance with

this policy PricewaterhougseCoopers
changed the senior audit partner n 2006
The Committee 15 satisfied that the external
auditors remamn independent

The Committee considered the
re-appointment of PrncewaterhouseCoopers
as auditors, taking into account the results
of the auditor assessment process, the
quality of work undertaken and the level of
audit fees The Committee concluded that
it was appropriate to recommend the
re-appointment of the auditors and that this
recommendation be put to shareholders

at the Annuat General Meeting

Committee evaluation

The annual evaluation of the Committee's
effectiveness was undertaken as part of the
overall Board evatuation process The specic
findings relating to the Audit Committes were
discussed with the Committee Charman The
Charrman subsequently met with the other
membyers of the Commuttee and the Chief
Financial Officer to review the Committee’s
role and responsibilities and the discharge
of those responsibilities in the ight of current
best practice

Support to the Committee

The Committee received nformation

and support from management during the
year 1o enable it to carry out iis duties and
responsibilities effectively The programme of
business-related presentations was integrated
into the briefing sesstons organised for the
whole Board dunng the year Reference to
these briefings are ncluded in the corporate
governance report on page 26

The Committes has access to external
independent advice at the Company's
expense, normally through the Board
Secretary




Risk management

and internal control report

In this section we detall the work undertaken
N connection with the Group's operational
nsk management process and system of
internal controls

Risk management

The Beard 1s accountable for nsk and

1s responsible for oversight of the nisk
management process The Board has
considered the key rsks facing the Group and
the exposure n relation to each of those nsks

The Group Management Committee
reviews the key corporate rnisks facing the
Group and receves regular reports as to the
current status of each nsk It has approved
a governance and risk framework which
includes the responsibility of the Chief
Financial Officer for the risk and control
framework within the Group and the
independent monitoring and reporting

of nsk and controls A risk management
structure s in place which embeds nsk
management within the business

Group Risk Comimittee The Group Risk
Committee supports the Chief Financiat
Officer n cischarging the responsibilities
outined above and 1s the pnncipal
management committes for the monitonng
and reporting of nsks and contrals The
Committee s chaired by the Chief Financial
Officer, and includes representatives from

the businesses and the controt functions

The Committee reviews and monitors the
adequacy and effectveness of the process
for the identification, assessment, mitigation,
monitenng and management of all nsks faced
by the Group in achieving its business
objectves Localmanagement is responsible
for operational risk controls where appropnate
and, dependng on the size and complexity of
the business unit, nsk and control maps have
been prepared which have been captured on

an on-ing worldwide nsk management
system The Group Risk Committee recerves
reports from ingé management regarding any
matiers grng cause for concern and ensures
appropnate remedial action 1s taken

Credit nsk Credit risk imits are reviewed and
agreed centrally Inrespect of agency nisk,
adedicated team of credit professionals,
together with local nsk personne! are
rasponsible for monitoring exposures
agamnst these imits and reporting to Group
Risk management by exception In regspect
of principal nsk, the Group sets the overall
Group imit and delegates authonty to set
credit mits within the overall imit to the
Group's banking businesses in London
and Switzerland

Interest rate and market nsk The Group
does not run a trading book The Private
Banking subsichanes hold certain financial
instruments {debt secunties, forward foreign
exchange contracts and interest rate
swaps) for customer faciitation purposes

It 1s Group paolicy to hedge interest rate risk
which 1s largely mitigated by the shon-term
nature of our holdings of interest-beanng
assets and labilities The Group has a
number of overseas subsidianes whose
shareholders' funds, revenues and
expenses are denominated principally In
local currencies Forward foreign exchange
contracts with third parties are used to
mitigate exposure to currency movements
where it 1s considered that the sterling
values of such amounts are at nsk The
use of such instruments is imited and

1S subject to approval by the Group

Capital Committee
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tn addition, the Group's seed capital
Investments may also be hedged in
respect of market nsk where It is possible
to construct an effective hedge and there s
a perceived nisk of volatility in the value of
the investment due to market movements
The decisions to hedge market nsk on seed
capital investments, typically using futures,
are taken by the Group Capital Commuttes
in consultation with the business

Morutoring nsk The iquidity of the banking
entities within the Group 18 monitored by
the relevant local nsk committees The
Group Capital Committee monitors and
controls the use and kguidity of the Group's
capital resources

Dedicated personnel are responsible for
producing and maintaining market and
Iquidity nsk reports based upon the Financial
Services Authonty's methodologies under the
Capital Adequacy Drrective The underlying
methodologies and imits are reviewed and
set centrally Local nsk committees review
exposures against Iimits on aregular basts

Group Compliance undertakes detaled
monitonng activities to review compliance
with legal and regulatory requirernents

Group Internal Audit carnes out a programme
of audits approved by the Audit Committee,
including reviews of the rsk management
process and advice and recommendations
on improving the control environment




Risk management

and internal control report

Internal control

The Board 1s responsible for the Group's
systern of internal control and for reviewing

its effectveness Such a system can provide
only reasonable and not absclute assurance
against matenal financial misstatement or loss
and s designed to mitigate, not eliminate, nsk

On behalf of the Board, the Audit Committee
camed out ds annual assessment of the

effectiveness of internal controls dunng 2007
using the following to support its conclusions

* The six-monthly assessments by the
Group Management Committee of key
nsks and of responsibilities for those nsks
This assessment 1s supplemented where
appropnate with the results of the semi-
annual business risks and controls
evaluation survey completed by business
area heads across the Group,

s Quarterly reports from the Heads of Group
Compliance and Group Risk on the controt
environment and relevant Issues ansing
wittun the Group, highlighting any major
instances of nen-compliance and the
actions being taken to remedy such non-
comphance This includes consideraton of
fraud prevention maasures In place across
the Group,

Atwice-yearly report from the Group
General Counsel outlining the Group's
legal nsks,

Quarterly reports from the Head of

Group Internal Audit on the key 1ssues
ansing from Internal Audit’s inspection
programime,

Group Internal Audit’s review of the
effectiveness and application of the

rnsk management process, and

Annual and regular reports from the
Head of Group Internal Audit on the
contral environment

The Board s of the view that there s an
ongoing process for identifying, evaluating
and managing the Group's sigrificant
risks that

* Has beenn place for the year ended
31 December 2007 and up to the
date of approval of the Annual Report
and Accounts,

¢ Isregularly reviewed by the Board
and complies with the internal control
guidance for directors in the Combined
Cods (the Turnbull guidance 2008), and

* Necessary actions have been or are baing
taken to remedy any significant falings
identified as part of the ongoing nisk
management process




Directors’

responsibility statement

The fallowing staternent, which should be
read In conuncticn with the report of the
independent auditors, 1s made with aview to
distinguishing for shareholders the respective
respansibilities of the Directors and the
auditors in refation to the financial statements

The Directors are responsible for preparing
the Annual Report and Accounts The
Directors have responsibility for ensunng
that the Group keeps proper accounting
records They are required by company law
to prepare financial statements which give
a true and farr view of the state of affars of
the Company and of the Group at the end
of the financial year and of the results for the
year They are also responsible for taking
reasonable steps to safeguard the assets
of the Group and to prevent and detect
fraud and other irregularnities

The Directors remamn sahisfied that the
Group has adequate resources to continue
in business and accordingly that the financial
statements should be drawn up on a going
concern basis Further, appropnate
accouniing policies consistently appled

and supported by reasonable and prudent
Judgments and eshmates have been used In
the preparation of these financial statements
and applicable accounting standards have

been followed These policies and standards,

for which the Directors accept responsibility,
have been discussed with the auditors

The Directors, having prepared the financial
statements, have requested the auditors

to take whatever steps and to undertake
whatever inspections they consider
appropriate for the purpose of gving

therr report

Pages 2 to 26 and pages 38 to 43 contain
the Directars’ report and pages 27 to 37
contain the remuneration report, both of
which have been drawn up and presented
in accordance with and in relance upon
applicable Enghsh company law and the
labdites of the Drectors in connection with
that report shall be subject ta the hmitations
and restrictions provided by such law

The statement from the Charman and the
Chief Executive on pages 2 and 3and the
business review on pages 4 to 19 contain
centain forward-looking statements with
respect to the financial condition, and results
of, operations and businesses of the Group
These staterments and forecasts involve nsk
and uncertainty because they relate to events
and depend on crcumstances that may occur
in the future There are a number of factors that
could cause actual results or developments
to differ matenally from those expressed or
impled by these forward-fooking statements
and forecasts Forward-looking staterments
and forecasts are based on the Directors’
cument view and information known to them
at the date of thisreport The Directors do not
make any undertaking to update or revise any
forward-looking statements, whether asa
resuit of new information, future events or
otherwise Nothingn thus report should be
construed as a profit forecast
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Independent auditors’ report
to the members of Schroders plc

We have audited the Group and parent
company financial statements (the ‘financial
statements’) of Schroders plc for the year
ended 31 December 2007, which compnse
the Group income statement, the Group
and parent balance sheets, the Group and
parent cash flow statements, the Group and
parent statements of recognised income
and expense and the related notes These
financial statements have been prepared
under the accountng policies set out therein
We have also audited the information in the
remunegration report that s described as
hawng been audited

Respective responsibilities of
Directors and auditors

The Directors' responsibilities for preparing
the Annual Report, the remuneration report
and the financial statements In accordance
with applicable law and International
Financial Reporting Standards ('IFRS') as
adopted by the European Union are set
out in the Directors' responsibility statement

Our responsibility 1s to audit the financial
statements and the part of the remuneration
report to be audited In accordance with
relevant legal and regulatory requirements
and International Standards on Auditing
(UK and Ireland) This report, including the
opinion, has been prepared for and only
for the Company’s members as a body

In accordance with Section 235 of the
Companies Act 1985 and for no other
purpose We do not, in gving this opinion,
accept or assume responsibility for any
other purpose or to any other person to
whom this report 1s shown or into whose
hands it may come save where expressly
agreed by our pnor consent in writing

We report to you our opinion as to whether
the financial statements give a true and far
view and whether the financial statements
and the part of the remuneration repart to
be audited have been propery prepared in
accordance with the Comparues Act 1985
and Article 4 of the |AS Regulation We also
report to you whether in our opimon the
nformation gven in the Directors’ report

1S congistent with the financial statements
The information given in the Directors’
report includes that speciic information
presented in the Annual Report that 1s
cross referred from the Directors’ report
We also repont to you Iif, in our opinion,

we have not recewved all the information
and explanations we require for cur audit,
or if Information specified by law regarding
Directors' remuneration and other
transactions 1s not disclosed

We review whether the corporate
governance statement reflects the
Company's compliance with the nine
provisions of the 2006 Combined Code
specified for our review by the Listing Rules
of the Financial Services Authonty, and we
report if it does not We are not required to
consider whether the Board's statements
on mternal control cover all nsks and
controls, or form an opinion on the
effectiveness of the Group's corporate
governance procedures or I1ts nsk and
control procedures

We read other mformation contaned in

the Annual Report and consider whether

it is consistent with the audited financial
statemenis The other Information compnses
the statement from the Charrman and the
Chief Executive, the business review, the
unaudited part of the remuneration report
and the other information listed in the
contents We consider the implications
for our report f we become aware of any
apparent misstatements or matenal
Inconsistencies with the Group financial
staterments  Qur responsibiities do not
extend to any other information

Basis of audit opinion

We conducted our audt in accordance with
International Standards on Auditing (UK and
freland) 1ssued by the Auditing Practices
Board An audit ncludes examination, on

a test basis, of evidence relevant to the
amounts and disclosures in the financial
staternents I also includes an assessment
of the signficant estmates and judgments
made by the Directors in the preparation of
the financial statements, and of whether the
accounting policies are appropnate to the
Group's and Company’s circurnstances,
consistently applied and adequately
disclosed

We planned and performed cur audit

s0 as to obtan all the information and
explanations which we considered
necessary in order to provide us with
sufficient ewdence to give reasonable
assurance that the financial statements
and the part of the remuneration report
to be audited are free from matenal
misstatement, whether caused by fraud
or other irregulanty or error In forming
our opinion we also evaluated the overall
adequacy of the presentation of information
in the financial staternents and the part of
the remuneration report to be audited

Auditors report
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Opmnion
In our opinion

the Group financial statements give a true
and fair view, in accordance with IFRS

as adopted by the European Union,

of the state of the Group’s affars as

at 31 December 2007 and of its profit

and cash flows for the year then ended,
the parent company financial statements
give a true and farr view, in accordance
with IFRS as adopted by the European
Umon, as applied In accordance with

the provisions of the Companies Act 1985,
of the state of the parent company's affars
as at 31 December 2007 and of its profit
and cash flows for the year then ended,
the financial statements and the part of
the remuneration report to be audited have
been properly prepared in accordance with
the Companies Act 1985 and Article 4 of
the IAS Regulation, and

» the information given in the Directors’
report 1s consistent with the Group

? fnanclal staterpents C«;f < AL P

PrnicewaterhouseCoopers LLP
Chartered Accountants and
Registered Auditors

London

10 March 2008




Consolidated income statement
for the year ended 31 December 2007

Notes 2007 2006
£mn £mn
Revenue 3, 4 1,191 8 967 2
Cost of sales (232 4) (169 O)
Gross profit 959 4 798.2
Administrative expenses 4 611 8) (542 3)
Cperating profit 347 6 255.9
Interast recevable and semilar income 4 231 2¢1
Interest payable and similar charges 4 {05 {14)
Net finance income 226 187
Share of profit of associates and jont ventures 13 223 154
Profit before tax 3925 290 0
UK tax (34 7) (23 8)
Foreign tax {54 1) {44 6)
Tax 7 {88 8) (68 1)
Profit after tax 303.7 2219
Attributable to*
Minonty interests 34 40 06
Equity holders of the parent 2997 2213
3037 221.9
Memo — dividends 8 {74 9) (63 4}
Basic earmings per share 9 104.8px 76.9p
Diluted earnings per share 9 103 2p| 75.7p




Consolidated balance sheet
31 Decernber 2007

Financial accounts
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Notes 2007 2008
£mn £mn
Non-current assets
Goodwill 10 952 653
Intangible assets 1 251 150
Property, plant and equipment 12 256 127
Associates and joint ventures 13 322 253
Financial assets 15 2208 2156
Loans and advances to customers 18 356 1 3721
Deferred tax 23 428 44 4
Retrement benefit scheme assets 5 425 168
Trade and other receivables 16 73 149
B847.6 7821
Current assets
Financial assets 17 1,968 6 16817
Loans and advances to customers 18 2669 316 2
Current tax 78 185
Trade and other receivables 16 3052 2831
Cash and cash eguivalents 20 7155 439 2
3,263 8 2,736 7
Non-current assets held for sale 21 375 601
Assets backing insurance unit-inked liabities 14 2,727 8 1,5320
Total assets 6,876 7 51109
Equity
Called-up share capital 30 2945 2039
Share premium account 30 581 364
Other reserves 32 681 268
Retained profits 33 1,2750 1,086 3
Equity attnbutable to equity holders of the parent 1,6957 1,4434
Minornty interests 34 05 02
Total equity 1,696.2 1,443 6
Non-current habihties
Financial liabilities 22 203 307
Depesits by customers and banks 26 207 2 2183
Deferred tax 23 27 24
Provisions 24 85 108
Trade and other payables 25 835 762
3322 3384
Current hiabihties
Financial habilities 22 585 179
Deposits by customers and banks 26 1,625 5 1,4104
Provisions 24 a4 139
Current tax 570 318
Trade and other payables 25 4741 3228
2,1205 1,796.9
Insurance unit-inked labilities 14 2,727 8 1,832 0
Total equity and habihhes 6,876 7 51109

Approved by the Board of Directors on 10 March 2008

Michael Dobson Wb&"\ﬂﬂ——
Directors
Bruno Schroder

B L SHhadal




Consolidated statement of recognised income and expense
for the year ended 31 December 2007

Notes 2007 2006
£mn £mn
Exchange differences on translation of foreign operations 32 254 (65 9)
Net {lossesy/gains on hedges recognised directly In equity 33 (9 4) 322
Actuanal gains on defined benefit pension schemes 33 55 55
Net gains on avallable-for-sale financial assets 33 183 652
Amounts recycled through the income statement 33 (40 2} {26 8}
Tax. on tems taken dwectly to equity 7(b}, 33 26 66
Net income and expense recogmised directly in equity 2.2 168
Profit for the year 303.7 2219
Total recognised iIncome and expense for the year 305.9 2387
Attributable to
Minonty interests 34 40 06
Equity holders of the parent 3019 2381
305.9 2387




Consolidated cash flow statement
for the year ended 31 December 2007

Financial accounts
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Notes 2007 2006
£mn £mn
Net cash from operating activities 35 620.8 200 2
Investing activities
Acquisition of subsidianes 277 {19 8)
Cash acquired with acquisitions 62 68
Purchase of joint ventures (15) -
Purchase of intangible assets (119 4 6)
Purchase of property, plant and equipment (18 G} 71
Purchase of non-current financial assets (76 1} (62 9)
Purchase of non-current assets held for sale {36 1} 80 1)
Disposal of non-current assets held for sale 58 508
Proceeds from sale of non-current financial assets 858 64 1
Proceeds from sale of property, plant and equipment - 04
Net (outflow)/proceeds from current financtal assets (255 9) 586
Interest receved 251 90
Dividends/capital distnbutions receved from associates and joint ventures 201 236
Net cash (used in)/from investing activities (284.2) 28.8
Financing activiies
Proceeds from issue of share capital 287 278
Acquisition of own shares {21 5) {0 8)
Cisposal of own shares 192 373
Redemption of crdinary share capital (34 1) 84 3)
Distnbutions made 1o minonty interests 02 -
Dividends pad {74 9) 63 4)
Net cash used in financing 828) (173 4)
Net increase in cash and cash equivalents 2538 646
Opening cash and cash equivalents 452 1 402 4
Net increase in cash and cash equivalents 2538 64 6
Effect of exchange rate changes 110 {14 9)
Closing cash and cash equivalents 716.9 452.1
Closing cash and cash eqguivalents consists of
Cash and cash equivalents backing insurance unit-inked liabilities 14 14 129
Other cash and cash equivalents held by the Group 20 7155 439 2
716 9 4521
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Presentation of the financial
statements

Financial mformation for the year ended
31 December 2007 1s presented In
accordance with 1AS 1 Presentation

of Financial Staterments

1AS 1 allows an entity to present some of
its assets and labilites using a current/non-
current classification and others in order of
iquidity when this provides information that
18 relable and more relevant

The Group has adopted a mixed basis

of presentation within its consolidated
balance sheet which shows the assets
and labilities of the Group’s ife company
business, Schroder Pension Management
Limited, m order of hquichty and the
remainder of the Group's assets and
habilities using a current/non-current
classidication

This presentation provides more relevant
Infermation in that, if the assets and
llakities of the Group's Iife company
business, Schroder Pension Management
Limited, were to be ncluded within existing
captions on the Group's balance sheet, the
effect would be to gross up a number of
individual ine tems to a matenal extent By
adopting a mixed basis of presentation, the
Group 1s able to provide a more transparent
presentation that shows the Iife company
asset and the related unit-inked hability
separate and distinct from the remander
of the Group's balance sheet tems

In addition, the presentation of the
consolidated balance sheet has been
amended to show 'Loans and advances
to customers’ and ‘Deposits by customers
and banks' as separate ine tems
Accordingly, separate accounting policies
are presented for these items (see notes
1{k) and {r) below) In previous years, the
Group has included 'Loans and advances
to customers’ within ‘Trade and other
recevables’ and both ‘Depostts by banks'
and ‘Customer accounts’, which together
make up ‘Deposits by customers and
banks', within “Trade and other payables’

This change In presentation has been
made to more readlly disciose the extent of
Prvate Banking assets and labilities wathin
the Group's balance sheet and thereby
provide a more tfransparent and relevant
presentation of the data Comparative
amounts have been restated where
appropnate

1. Summary of accounting policies

(a) Basis of preparation

The consoldated financial information
contained within these financial statements
has been prepared In accordance with
International Financial Reporting Standards
{'IFRS’), which compnse standards and
interpretations approved by erther the
international Accounting Standards Beard
or the International Financial Reporting
interpretations Committee or their
predecessors, as adopted by the
European Union, and with those parts

of the Companies Act 1985 applicable

to companies reporting under IFRS

At the balance sheet date, the Group had
adopted all Standards and Interpretations
that were erther 1ssued, or which had
become effective, dunng the year with the
exception of IFRS 8 Operating Segments,
a Standard that was in issue but not yet
effective at the balance sheet date Apart
from the Standards listed below, which
required the Group to amend s disclosures
within the notes to the accounts, none of
the Standards and Interpretations adepted
had any impact on the Group's financial
statements

IAS 1 (Amended} Presentaton of
Financtal Statements
IFRS 7 Financral Instruments Disclosures

The consolidated financial nformation
presented within these financial staterments
has been prepared on the historical cost
basis, except for the measurement at far
value of denvative financial instrurments

and financial assets and habiities that

are avaiable-for-sale or held at far value
through profit or loss and the measurement
of long-term employee benefits at present
value of the obligation less far value of any
assets held to settle the obligation The
carmying value of recognised assets and
habilities that are hedged 1s adusted to
record changes In the far values attrbutable
to the nsks that are being hedged This
valuation Is in accordance with I1AS 39
Financial Instruments Recognition and
Measurement

(b) Basis of consolidation

The consolidated financial Information
contained within these financial statements
ncorporates financial statements of the
Company and entities controlled by the
Company (its subsicianes) prepared to

31 December each year Control 18
achieved where the Company has the
power to govern the financial and operating
policies of an investee entity so as to obtain
benefits from its actvties Where the Group
controls an entity, but does not own all the

share capital of that entity, the interest of
minonty shareholders 1s stated at the
minority's proportion of the farr values

of the assets and kabilities recogrised

The accounts of subsidiary undertakings
and associates are coterminous with those
of the Company apart from those of certan
undertakings which have accounting
reference dates other than 31 December
for commercial reasons Management
accounts made up to 31 December are
used for such undsrtakings

The results of subsidiary undertakings and
associates acquired or sold are included
from or to the date control changes

Employee share ownership trusts have been
established for the purposes of satisfying
certain share-based awards These trusts
are fully consoldated within the accounts

The Group has seed capital nvestments in
a number of funds where 1t I1s In a position
to be able to control those funds These
funds are consolidated unless they meet
the cntena set out in policy (o) below to be
designated as being held for sale, in which
case they are classified and accounted for
in accordance with that policy

All Intra-Group transactions, balances,
income and expense are elminated
on coensohdation

{c) Business combinatons

The acquisiton of subsidianes 1s accounted
for using the purchase method The cost

of the acquisition 18 measured at the
aggregate of the far values, at the date of
exchange, of assets grven, llabiities incurred
or assumed, and equity instruments 1ssued
by the Group in exchange for control of the
acquiree, plus any costs directly attnbutable
to the business combination The acquiree's
identifiable assets, labilites and contingent
habiibies that meet the conditions for
recogrition under IFRS 3 Business
Combmations are recogrised at ther far
values at the acquisition date, except for
non-current assets (or disposal groups) that
are classfied as held for sale in accordance
with IFRS 5 Non-Current Assets Held for
Sale and Discontinued Operations, which
are recognised and measured at far value
less costs to sell

(d) Goodwtll

Goodwill ansing on consolidation represents
the excess of the cost of acquisiion over
the Group's interest in the farr value of

the dentifiable assets and habilties of a
subsidiary, associate or jointly controlled
entity at the date of acquisition

Goodwil ansing on the acquisition of
subsidianes 1s recognised as an asset and
reviewed for tmpairment at least annually



Any impairment is recognised immediately
in the income statement and 1s not
subsequently reversed

Goodwill ansing on the acquisition of
associates or jointly controlled entities s
included in the amount of the investments
Gans and losses on the disposal of an
entity include the carrying amount of the
goodwill relating to the entity sold Goodwill
arising on acquisitions before the date of
transihon to IFRS has been retained at the
previous UK GAAP amounts subject to
being tested for impairment at that date and
annually thereafter Goodwill wntten off to
equity prior 1o 1998 has not been reinstated
and ts not Included m determining any
subsequent profit or loss on disposal

(e) Intangible assets - fund
management contracts

The costs of acquinng intangible assets
such as fund management contracts

as part of a business combination are
capitaised where 1t 1s probable that future
economic benefits that are attnbutable to
the assets will flow to the Group and the
cost of the assets can be measured reliabty

The fund management contracts are
recorded intially at far value and then
amortised over therr useful Ives on a
straight-line basis The far value at the date
of acquisition 1s calculated using discounted
cash flow methodology and represents the
valuation of the net residual Income stream
ansing from the fund management
contracts in place at the date of acquisition
The contracts are included in the balance
sheet as an intangible asset

At each reporting date, an assessment 1S
made as to whether there 1s any indication
that an asset in use may be imparwed If any
such ndication exists and the carrying
values exceed the estmated recoverable
amount, the assets are wntten down to
therr recoverable amount The recoverable
amount 15 the greater of farr value less costs
to sell and value In use

(f) Intangible assets - software

The costs of purchasing and implementing
software, together with associated relevant
expendture, are captalised where it 1s
probable that future economic benefits that
are attnbutable to the assets will flow to the
Group and the cost of the assels can be
measured reliably

Software 1s recorded inttially at cost and
then amortised over ts useful Ife on a
straght-line basis It 1s included in the
balance sheet as an intangble asset

Al each reporting date, an assessment IS
made as 1o whether there 1s any indication
that an asset in use may be impaired If any
such indication exists and the carrying

values exceed the estimated recoverable
amount, the assets are wntien down to ther
recoverable amount The recoverable
amount i1s the greater of far value less costs
to sell and value In use Where intangible
software assets are not yet avalable for

use, an assessment of whether the camrying
values exceed the estimated recoverable
amount 1Is made irespective of whether
thera i1s any indication of impairment

(9} Property, plant and equipment

The Group's assets include leasehold
Improvements, office equipment, computers
and cars Depreciation 1s provided on the
depreciable amount over ther useful lives
on a straight-line basis at rates varying
between 20 per cent and 33 per cent

per annum The depreciable amount 1s the
gross carrying amount, less the estimated
residual value at the end of its economic

Iife Depreciaton rates and methods as

well as the residual values underiying the
calculation of depreciation of items of
property, plant and equipment are kept
under review 10 take account of any change
n crcumstances

The camying values of these assets are
reviswed for imparrment at each reporting
date An assessment 1s made as to whether
there 18 any indication that an asset may
be impaired, If any such indication exists
and where the carrying values exceed the
estimated recoverable amount, the assels
are wnitten down to their recoverable
amount The recoverable amount 15 the
greater of farr value less costs to sell and
value n use Impairment losses are
recognised in the ncome statement

{h) Associates and joint ventures
Assoclates compnse those undertakings,
not being subsidiary undertakings, which
carry out related actvities, and where the
Group 15 1IN a position to exercise significant
influence, but not control or jont control,
through participation m the financial and
operating policy decisions of the investee

Joint ventures compnse those undertakings,
not being subsidiary undertakings, which
cary on related actmties, and where there
is contractually agreed shanng of control
over the financial and operating policy
decisions of the investee

Investments in associates and jomt
ventures are accounted for using the equity
method The investments are camed in the
balance sheet at cost as adjusted by
post-acquisition changes in the Group's
share of the net assets of the associate

or joint venture

The income statement includes the Group's
post-tax share of associates’ and joint
ventures’ profits less losses for the year
Where a Group company transacts with

Financial accounts
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an associate or joint venture of the Group,
profits and losses are eliminated to the
extent of the Group’s interest n that
assoclate or joint venture

Whera the Group has investments in funds
over which it 1s able to exert significant
influence but not control, the Group has
appled the scope exclusion within I1AS 28
Investments in Asscciates for mutual funds,
unit trusts and similar entities and has
accounted for such holdings at far value
through the income statement

(i) Financial assets

ltems included within this caption on

the face of the balance sheet principally
compnse investments n debt securties
and eguities and dervative instruments [t
excludes financial assets that are recorded
under the {ollowing headings

* Associales and jont ventures,

* Loans and advances 10 customers,
+ Trade and other recevables,

* Cash and cash equivalents, and

* Non-current assets held for sale

Separate accounting policies are presented
i respect of these excluded items

Financial assets held at fair value
through profit or loss

Designation

Unless a financial asset 1s designated
as being held to maturity, the default
designation for a financial asset on
acquisition Is at farr value through profit
or loss To qualify for such designation,
an asset must either be

* held for trading,

* an embedded dernvative,

* recorded and measured as an nvestment
at fair value through profit or ioss in order
to eliminate or significantly reduce a
recognition or measurernent
Inconsistency, or

¢ part of a group of financial assets
managed and evaluated on a far value
basis, in accordance with a documented
nsk management or investment strategy,
information about which 1s provided
internally to key managerment personne!

The Group's financial assets designated as
at far value through profit or loss pnncipally
qualiy under the held for trading critenon as
they have been acquired for the purpose of
seling tn the short term  Such investments
include the Group’s fixed income and
money market portfolios, third party hedge
fund investments, certan Private Banking
investments and seed capital investments
other than those classified as being held
for sale

The remainder of the financial assets are
recorded at farr value because they provide
a hedge against liabilities for long-term
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employee benefits that are recorded at
present value (in accordance with 1AS 19
Employee Benefits) or because they provide
a hedge agamnst financial abilies held at
far value (in accordance with IAS 39} Such
assets are therefore designated in the same
way as the hedged item in order to avod a
recognition or measurement iInconsistency
and prncipally comprise investments
purchased by the Group to hedge against
compensation awards such as fund awards
and aganst deferred considleration payable
on the acquisition of NewFinance Capital
('NFC') that denves its undertying value from
specified hedge funds managed by the
Group

Measurement

All investments are intially recognised at
fair value, being the consideration given,
including, where appropnate, transaction
costs associated with the Investment

After inittal recognition, investments which
are classified as held at far value through
profit or loss are measured at far value
Gains or losses, together with transaction
costs, on investments are recognised within
'‘Revenue’ in the ncome statement Such
gans or losses, where they arse on seed
caprtal investments, include distnbutions
from funds

For investments that are actively traded in
organised financial markets, far value 15
determined by reference to official quoted
market bid pnces at the close of business
on the balance sheet date For quoted
investments that are not actwvely traded, fair
value 1S determined by reference to quoted
prices from market participants ang/or
valuation models For investments wherg
there 1s no quoted market price, far value 18
determined with reference to International
Prvate Equity and Venture Capital Valuation
Guidelines or by independent professional
valuers

Camed interest represents the Group's
share of the profits of private equity funds
once the investors have achieved a
specified rate of return In respect of camed
interests, far value 1s the carry accruing to
the camed mterest holder at the close of
busingss on the balance sheet date, based
upen the farr valus of the underlying assets
within the relevant imited partnership fund

All regular way purchases and sales of
financial assets are recognised on the trade
date,1e the date that the Group commits
to purchase o¢r sell the asset Regular way
purchases or sales are purchases or sales
of financial assets that require delivery of
assets within the time frame generally
estabhshed by regulation or convention

in the marketplace

Financial assets held to matunty
Designation

Where the Group has the positive mtention
to hald financial assets to matunty, such
nvestments are designated as held to
matunty Such assets are held exclusvely
by the Group's Prnvate Banking operations

Measurement

Allinvestiments are intially recogrused at
far value, being the consideration given,
including, where approprate, acquisition
charges associated with the nvestment

Financial assets held to maturty are
measured at amortised cost, being the
amount at which they are measured at initial
recognition less principai repayments, plus
or minus the cumulative amortisation
using the effective interest method of any
difference between that inhal amount

and the matunty amount, and minus any
reduction {drectly or through the use of
an allowance account} for mparment or
irrecoverability

Financial assets that are available-
for-sale

Designation

The remaining financial assets, which do
not meet the cntena to be designated at

farr value through profit or loss or held to
matunty, are dasignated as avalable-for-
sale Such investments pnncipally compnse
investments in Imited partnership funds and
the Group’s investment in SVG Capital pic

Measurement

All Investments are initially recognised at
far valug, being the consideration gven,
ncluding, where appropnate, acquisition
charges associated with the investrment

After inibal recognition, investments which
are classified as available-for-sale are
measured at far value Gans or losses,
on avaable-for-sale investments are
recognised as a separate component of
equity unti the mvestment is sold, collected
or otherwise disposed of, or until the
investment 1s determined to be impaired,
at which time the cumulative gain or loss
previously reported in equity 1s included
within ‘Revenue’ in the income statement

For invesiments that are actively traded in
organised financial markets, far value 1s
determined by reference to official quoted
market bid pnces at the close of business
on the balance sheet date For quoted
investments that are not actively traded, far
value 1s determined by reference to quoted
pnces from market participants and/or
valuation models For investments where
there 1s no quoted market pnce, far value 1s
determined with reference to International
Private Equity and Venture Capital Valuation
Guidelines or by independent professional
valuers

Carned interest reprasents the Group's
share of the profits of private equity funds
once the investors have achieved a
specified rate of return In respect of carned
nterests, far value 1s the carry accruing to
the camed interest holder at the close of
business on the balance sheet dale, based
upon the far value of the underying assets
within the relevant Iimited partnership fund

All regular way purchases and sales of
financral assets are recogrused on the trade
date, 16 the date that the Group commits
to purchase or sell the asset Regular way
purchases or sales arg purchases or sales
of financial assets that require delivery of
assets within the tme frame generally
established by regulation or convention

in the marketplace

{i} Denvative financial Instruments
and hedge accounting

Denvative contracts are included at far
value at the balance sheet date wathin
‘Financial assets’ or 'Financial habilities'
Farr value represents the amount at which
a dervative could be exchanged in a
transaction at the balance sheel date
between willng parties

Where denvatives are held for risk
management purposes, the Group formally
documents the relationship between the
denvatve and any hedged item, its nisk
management objectives, its strategy for
undertaking the vanous hedging
transactions and s assessment, both at
hedge inception and on an ongoing basis,
of whether the dervatives that are used In
hedging transachons are highly effective In
offsetting changes in fair value of hedged
items

tn relation to far value hedges such as
forward foreign currency contracts which
meet the conditions for hedge accounting,
any gamn or loss from re-measunng the
hedging instrument at far value I1s
recognised immediately n the mcome
statement Any gan or loss on the hedged
item attnbutable to the hedged nsk is
adusted against the camyng amount of
the hedged item and recognised in the
incoma statement Hedge accounting 1s
discontinued when the hedging instrument
expires or 1s so0ld, terminated or exercised,
or no longer qualifies for hedge accounting

In relation to hedges of a net nvestment in
a forexgn operaticn, the portion of the gan
or loss on the hedging imstrument that 1s
determined to be an effective hedge 1s
recognised drectly in equity and the
ineffectve portion ts recognised in the
income statement On disposal of the
foreign operation, the gan or loss on the
hedging instrument recognised directly in
equity 1 transferred to the income staternent




(k) Loans and advances to customers
Loans and advances to banks and
customers are accounted for at amortised
cost using the effective interest method

Impairments for specific bad and
doubtful debts are made aganst loans
and advances made by Private Banking
subsidianes to reflect an assessment of
Irrecoverability and are deducted from the
relevant assets Such impairments are
recorded within 'Administrative expenses’
In the income statement

(1) Deferred tax

Deferred tax is provided in full, using

the llability method, on all taxable and
deductible temporary differences at the
balance sheet date between the tax bases
of assets and labilties and ther camrying
amounts for financial reporting purposes

However, If the deferred tax anses from

the Inital recognition of an asset or liability
n a transaction other than a business
combination that at the time of the
transaction affects netther the accounting
nor taxable profit or loss, 1t 1s not accounted
for Deterred tax assets and habilites are
measured at the tax rates that are expected
to apply to the penod when the asset 1s
realised or the hability 15 settled, based on
tax rates (and tax laws} that have been
enacted or substantively enacted at the
balance sheet date

Deferred tax assets are recognised to the
extent that it 1s probable that future taxable
profit will be avallable against which the
deductible temporary differences can be
utilsed Deferred tax 1s provided on
temporary differences ansing on
investments In subsidiaries, branches and
associates, except where the timing of the
reversal cf the temporary difference 1s
controlled by the Group and it 1s probable
that the temporary difference will not reverse
in the foreseeable future

(m) Trade and other receivables
Trade receivables are recorded inally at faur
value and subsequently at amortised cost

fmpasiments for specific bad and doubtful
debts are made aganst recevables to
reflect an assessment of Imecoverability
and are deducted from the relevant assets
Such mparrments are recorded within
‘Administrative expenses’ In the income
statement

(n) Cash and cash equivalents

Cash and cash equivalents compnse
cash at bank and in hand and short-term
deposits with an ongina! matunty of three

months or less Where the Group considers
that such items are not to be used for
setting its kabilties, for example, securities
with short matunty dates that will be rolled
over as part of an investment porticlio, they
are classified as financial assets rather than
cash and cash equivalents For the
purposes of the cash flow statement, cash
and cash equivalents consist of cash and
cash equivalents as defined above, net of
outstanding bank overdrafts where such
facilities form an integral part of the Group's
cash management

{o) Non-current assets held for sale
Non-current assets {and disposal groups)
acquired excluswely with a view to
subsequent disposal through sale or dilution
are classified as held for sale and measured
at the lower of therr carrying amount and far
value less costs to selt

Non-current assets {and disposal groups)
are classified as held for sale If their carrying
amount will be recovered through a sale
transaction rather than through continuing
use This condition I1s regarded as met only
when the sale 15 highly probable and the
asset (or disposal group) 1s available for
immedchate sale in its present condition
Management must be committed to the
safe which should be expected to qualdy for
recognition as a completed sale within one
year from the date of classificaton At date
of sale, post-tax gans or losses on such
assets are taken to the income statement
where they are recorded within ‘Revenue’

{p) Insurance unit-hinked habilihes and
assets backing msurance unit-inked
habilities

Investments in authonsed unit trusts and
other financial assets held by the life
company are recognised and measured
under IAS 39 which applies to investment
contracts that do not meet the insurance
contract defimtion under IFRS 4 Insurance
Contracts Accordingly the Iife fund assets
and habilities are recorded at far value, with
gans and losses recorded within '‘Revenue’
in the Income statement in the year in which
they anse

(q) Financial habilites

Items included within this caption on the
face of the balance sheet pnncipally
compnse debt secunties in 1ssue, denvatve
nstruments {see policy above on dervative
instruments) and deferred consideration
ansing from the acquisition of NFC in 2006
It excludes financial liabilities that are
recorded under the following headings

+ Deposits by customers and banks,
= Customer accounts,

* Trade and other payables, and

* Provisions

Financial accounts

52/53

Debt secunties in 1ssue are intially
recognised at cost, being the far value of
the consideration recewved net of Issue
costs associated with the bomowing After
initial recognition, interest-bearing loans and
borrowings are subsequently measured at
amortised cost using the effective interest
method Amortised cost i1s calculated by
taking into account any 1ssue costs, and
any discount or premyum on settlement
Gains and losses are recognised within
‘Revenue’ In the income statement when
the labiities are derecognised

The deferred consideration ansing from the
acquisition of NFC 15 designated as at far
value through profit or loss The Lability
represents the obligation the Group has to
the former owners of NFC in respect of
amounts knked to the performance of
certain of the Group's hedgs funds Such
amounts are designated as at far value
through profit or loss to avord a
measurement inconsistency with
corresponding assets held by the Group

(1} Deposits by customers and banks
Deposits by customers and banks ang
initially recognised at cost, being the far
value of the consideration receved net of
any directly attnbutable transaction costs
incurred  After iniral recognition, the
llabives are accounted for at amortised
cost using the effective iInterest method

{s) Trade and other payables

Trade payables, other than long-term
employee benefits (see policy (i) below),
are recorded initially at far value and
subsequently at amortised cost

{t) Long-term employee benefits
Long-term employee benefits consist of
surpluses/defioits in defined benefit pension
schemes and deferred cash awards under
lhe Equity Compensation Plan They are
recorded at the present value of the defined
benefit obhigation at the balance sheet date
less the far value at the balance sheet date
of plan assets out of which the obligations
are to be settled directly

For further detatls on the accounting policy
in respect of defined benefit schemes, sea
pohcy (z) below

The Group makes deferred cash awards

1o key employeas under the Equity
Compensation Plan in the form of a notional
investment in funds cperated by the Group
Such awards do not constitute share-based
paymenis, but are accounted for in
accordance with IAS 19 The Group hedges
such awards by investing in the underhying
funds These awards are charged to
‘Administrative expenses' within the income
statement in the performance year Awards
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that lapse are credited to the income
statement, again within ‘Administrative
expenses’, in the year in which they lapse

{u} Provisions

Provisions are recognised when the
Group has a present obligation (legal or
constructive) as a result of a past event,
it 1s probable that an outflow of resources
embodying economic benefits will be
required to setile the obligation, and a
relliable estimate can be made of the
amount of the obligation

Where the exstence of an cbligation 1s
possible, dependent on uncertain events
not wholly within the control of the Group,
or a present obligation cannot be measured
rehably, or it i1s not probable that an outflow
of resources embodying economic benefits
will be required to settle the obligation, the
Group discioses, but does not recognise,

a contingent bability

Where the Group expects to recover
amaunts provided, for example under
an Insurance contract, the recovery 1s
recegnised as a separate asset but only
when the recovery Is virtually certain

For provisions for sumplus space, where
the effect of the time value of money 1s
maternal, provisions are determined by
discounting the expected future cash flows
at a pre-tax rate that reflects cument market
assessments of the time value of money
and, where appropriate, the nsks specific
to the habiity Where discounting 1s used,
the increase in the provision due to the
passage of time 1s recognised as an
interest expense

{v) Own shares

Employee trusts have been established for
the purposes of satisfying certain equity-
based awards The holdings of these trusts
Include shares that have not vested
unconditionally In employees of the Group
{own shares)

Own shares are held for the short term to
meet future award requirements and are
recorded, at cost, as a deduction from
equity

{w) Revenue

Revenue 1s recognised to the extent that 1t
1s probable that the economic benefits will
flow to the Group and the revenue can be
reliably measured Unless otherwise stated,
the types of revenue listed below are all
reported within ‘Revenue’ in the income
statement The following specific recogniticn
crntena must also be met before revenue

1S recogrised

Interest — non-banking

Interest on non-banking activiies compnses
amounts due on the Group's liquid capital
and temporary surpluses or deficits in the
Group's cash accounts held with banks
interest recenvable and payable not ansing
from the Group’s Private Banking actmties
1s recognised using the effectve nterest
method and 1s recorded In the Income
statement within ‘Interest recenvable and
similar income’ or 'Interest payable and
smilar charges’, as appropnate

Interest — banking

Interest recevable on banking actmities
compnses interest receivable on debt
securities and other fixed income securities,
loans, advances and deposits placed,
guarantee and commutmant cCommissIons,
and 1s recognised using the effective interest
mathod Interest payable on banking
actviies compnses Interest payable on
deposits taken and debt securties in 1ssue,
and 1s recognised using the effective interest
method

Fees and commissions

Asset management fees, investment
adwvisory fees, ad hoc acdvisory fees,
custody fees, stock lending commssion,
commitment fees, arrangement fees,
guarantor fees, and Directors’ fees are
accrued over the penod for which the
service 1S provided

Private Banking transaction and loan-related
fees, together with fees from structured clent
faciitation transactions are accrued over the
pencd for which the service 1s provided

Asset management fees recerved in advance
are taken to the balance sheet and amortised
over the penod of the provision of the asset
management service The penod of provision
of asset managerment service IS estimated
based on expenence of average holding
penods for investments in the separate
geographical locations where such fees are
earned Redemptions are reviewed on an
annual basts and the amortisation rate
adjusted where there has been a significant
and {asting change 1n redemption levels

Asset management fees receved In
advance in raspect of structured product
funds and the reimbursement of any
marketing and distnbution fees paid to the
distnbutor as agent of the fund are deferred
and spread over the Ife of the fund Such
deferred fees are released to the income
statement on redemption

Performance fees are recognised on an
accruals basis in accordance with the
substance of the relevant contractual
agreement

Dwidends recewvable

Revenue 1s recogrused when the
shareholders' nght to receve the payment
15 established

Returns from Private Eguity investments
After initia) recognition, investments which
are classified as held at far value through
profit or loss and avallable-for-sale are
measured at farr value

Gains or losses, together with transaction
costs, on nvestments held at far value
through profit or loss are recognised n
the income statement Gams or losses,
together with transaction costs, on
available-for-sale investments are
recognised as a separate component of
equity until the investment 15 sold, collected
or otherwise disposed of, or until the
nvestment 1s determined to be impaired,
at which tme the cumulatrve gain or loss
previcusly reported In eguity 1s iIncluded
within ‘Revenug’ n the ncome statement

Carned interests are recognised in the
Income staterment on an accruals basis

in accordance with the substance of the
relevant contractual agreement Whera
there IS a contractual agreement to receve
such amounts subject to the fulfilment of
specified conditions, capital gains recenvable
are recognised N the income statement on
an accruals basis in accordance with the
substance of the relevant contractual
agreement Where there 1S no such
agreement, capital gans recevable are
recognised when the nght to recenve the
payment is established

(x) Cost of sales

Commussions and distnbution fees payable
to third parties are recognised over the
penod for which the service 1s provided

Asset management fees paid in advance
in respect of structured product funds and
the reimbursement of any marketing and
distnibution fees pad to the distnbutor as
agent of the fund are deferred and spread
over the life of the fund Fees pad to the
distnbutor but not yet charged that relate
to deferred fees recenved are released to
the ncome statement on redemption

{v) Leases

Leases where the lessor retains substantially
all the nsks and benefits of ownership of the
asset are classified as operating leases
Assets leased to customers under
agreements which transfer substantialfy afl
the nsks and rewards of ownership, with or
without ultmate legal ttle, are classffied as
finance leases




As lessor, Income from finance leases 1s
recogrised within 'Revenue’ in the Income
statemen! over the lease term under the
pre-tax net investment method

Income from operating leases 1s recognised
on a straght-tine basss over the penod of
the lease Incentves given to enter into
leases are amortised over the penod of

the lease

As lessee, costs under operating leases
are charged to the iIncome statement as
‘Administrative expenses' In equal amounts
over the periods of the leases Incentives
received to enter into leases are amortised
over the penod of the lease

(z) Pensions and other post-
employment benefits

The Group operates a number of penston
schemes around the world For defined
contribution schemes, pension contributions
payable in respect of the accounting penod
are charged as 'Administrative expenses’ to
the income statement For funded defined
benefit schemes, the cost of providing
benefits 1s determined separately for each
plan using the projected unit credit actuanal
valuation method The difference between
the farr value of the plan assets and the
present value of the defined benefit
cbligation at the balance sheet date,
together with adjustments for unvested past
service cost, 18 recognised as an asset or
llability, as appropnate, in the balance sheet
An asset ansing, for example, as a result of
past over-funding or the performance of the
plan investments 1s recognised to the extent
that it 1s recoverable esther in that it does
not exceed the present value of future
contnbution holidays or through refunds

of contnbutions

All actuanal gains and losses are recognised
in full in the statement of recognised income
and expense

(aa) Share-based payments

The Group makes equity-settled share-
based payments to key employees through
awards over ordinary and non-voting
ordinary shares and by the grant of market
value share options over non-voting
ordinary shares

Awards over ordinary and non-voting
ordinary shares made under the Group's
Equity Compensation Plan are charged at
farr value as ‘Administrative expenses' in
the income statement The far value of
an award Is calculated using the market
value of the shares on the date of grant,
discounted for the drnadends forgone over
the average holding pencd of the award
The far value charges, adusted to reflect
actual and expected levels of vesting, are
spread over the performance penod and
the vesting penod of the awards Awards

that lapse are credited to the Income
staterment i the year in which they lapse

Options granted over non-voting ordinary
shares under the Group's Share Option
Plan are measured at far value at the date
of grant The farr value determined 1S
expensed on a straight-line basis over
the vesting penod, based on the Group's
estimate of shares that will eventually vest
Farr value 1s measured by use of a
stochastic option valuation model The
expected life used in the model has been
adjusted, based on management'’s best
estmate, for the effects of non-
transferability, exercise restnctions, and
behawvioural considerations

(ab} Foreign currency translation

The results of subsidiary undertakings,
branches and associates drawn up In
currencies other than Stering are translated
at average rates of exchange ruling dunng
the year The assets and liabiites of these
entities are translated at the rate of
exchange rubing at the balance sheet date

Exchange differences ansing on the
translation of the results of these entities
from the average rate used In the ncome
staterment to the closing rate used in the
balance sheet are taken through equity
In addition, exchange differences ansing
on the translation of the equity of these
undertakings at the beginning of the year,
together with hedges of such exposures,
are also taken directly to equity

Foreign currency assets and liabilities are
translated at the rates of exchange ruling at
the balance sheet date and any exchange
differences ansng are taken to the ncome
statement within ‘Revenue’

(ac) Dividends payable

Diwidends payable are recogrused when
the dmdend 1s paid or approved by
shareholders

2. Estimates and judgements
Estimates and judgements used n
prepanng the financial statements are
penodically evaluated and are based on
histoncal expenence and other factors,
including expectations of future events that
are believed 1o be reasonable The resulting
accounting estimates will seldom equal the
related actual results The estmates and
assumptions that have a significant effect
on the camying amounts of assets and
Iabiities are discussed below

Valuation of quoted financial assets
where there 15 no active market

From time to time quoted investments held
by the Group may not be actively traded In
financial markets In such cases the Group
apples appropnriate vatuation techniques,
including the use of valuation models and
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data from third party market participants to
determine farr value

Valuation of financial assets where there
15 no quoted pnce

Such assets principally consist of
mvestments n private equrty, venture and
buy-out funds and are valued in accordance
with International Prvate Equity and Venture
Capital Valuation Guidelnes and, where
appropnate, by independent professional
valuers This detenrmunation requires
significant judgement particularty in
determining changes in farr value since the
last formal valuation by the fund manager

In making this judgement the Group
evaluates among cther factors the effect

of cash distnbutions and changes in the
business outlock for each fund due to

the financial health and performance of
indmvdual nvestments within each fund

Impairment of assets .

Goodwill and other assets that have
indefinite useful Ives are tested annually to
determine whether they have suffered any
imparrment Other intangible assets which
have a finte useful economic Ife are
reviewed for impaiment whenever events
or changes n circumstances indicate that
the carrying amount of the asset exceeds
its recoverable amount The recoverable
amount of an asset or a cash-generating
unit 1s determined based on value-in-use
calculations prepared on the basis of
management’s assumptions and estimates

Disclosure of the sensitmty of camying
amounts of goodwill to the methods,
assumptions and estimates underying the
calculation s included in note 10 to the
accounts

Income taxes

The Group I1s subject to ncome taxes

n numercus junsdictions  Judgement 1s
requrred in determiming the worldwide
provision for ncome taxes There are
transactions and calculations for which
the ultimate tax determination 1s uncertain
dunng the ordinary course of business
Where the final tax outcorme of these
matters 1s different from the amounts that
were inthally recorded, such differences
will impact the income tax and deferred
tax provisions in the penod in which such
determunation 1s made

Pension obhgations

The present value of the pension obligations
depends on a number of factors that are
determined on an actuanal basis using a
number of assumptions

The assumptions us