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Close Brothers

PROFILE

Close Brothers Group plc is an independent merchant banking group founded in the City of
London over 125 years ago. The group’s activities comprise asset management, corporate
finance and market-making, together investment banking, and banking. Close Brothers is
amongst the 200 largest companies by market capitalisation listed on the London Stock
Exchange and employs over 2,200 people.

Close Brothers’ strategy is to provide a diverse range of specialist financial services adding
value to our clients as a result of our particular expertise. We are dedicated to developing
continuity in our relationships with clients through excellent service, objective advice and
uncompromising professionalism. Our aim is to deliver to our shareholders, over time, a
consistent and increasing stream of profits and dividends.

The group’s major shareholders are large financial investors including investment groups,
insurance companies and pension funds. The group’s directors, management and staff also
have holdings directly, in share ownership schemes and option schemes, and through
minority interests in certain subsidiaries. In addition, nearly 3,000 private individuals hold
shares directly in the group.

HIGHLIGHTS
2004 20083
Profit before taxation and goodwill
amortisation £118.9m £85.3m
Earnings per share before goodwiill
amortisation 57.3p 41.0p
Profit before taxation £101.3m £77.8m
Earnings per share 451p 35.7p
Dividends per share 27.0p 26.0p
Shareholders’ funds £509m £482m

Total assets £3.9bn £3.6bn
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Board Members’ Biographies

+ executive director
* management board member
# non-executive director

Sir David Scholey, C.B.E. (69) #

Chairman

Previously chairman of the SG Warburg Group and
is a senior adviser to UBS AG. Other directorships,
which are unchanged from last year, include Anglo
American plc, Vodafone Group plc and The Chubb
Corporation. Appointed a director in March 1999
and chairman in October 1999. Chairman of the
Nomination and Governance Committee.

C.D. Keogh, M.B.A., Barrister, A T.LIL (51) + =
Chief Executive

Joined Close Brothers in October 1985 having
previously been employed by Saudi International
Bank and Arthur Andersen. Appointed a director in
August 1995 and chief executive in November 2002.

M.J. Barley, A.C.I.B. (47) =

Chief executive of the asset finance division. Joined
Close Brothers in June 1999 having previously
been chief executive of Wagon Finance and an
executive manager at Abbey National. Appointed to
the management board in August 2003.

P.N. Buckley, C.A. (62) #

Chairman of Caledonia Investments plc. Other
directorships include Offshore Logistics Inc. and
Kerzner International Hotels Limited. Appointed a
director in November 1995. His alternate is Michael
Wyatt (67), a non-executive director of Caledonia
Investments plc.

A.H. Farley, Solicitor (58) #

A founding partner of City solicitors, Watson, Farley
and Williams, to whom he is now senior adviser.
Non-executive director of Opus Trust Limited and
Opus Portfolio Limited. Appointed a director in
September 1993. Chairman of the Audit and
Compliance Committees.

R.S. Grainger, A.C.A. (44) =

Chief executive of the corporate finance division.
Joined Close Brothers in May 1996 on its
acquisition of Hill Samuel corporate finance, which
he joined in April 1987 after qualifying with Price
Waterhouse. Appointed to the management board
in August 2003.

M.A. Hines, M.S.I. (55) + =

Joined Close Brothers in April 1993 on the
acquisition of Winterflood Securities, of which he is
now chief executive. Appointed a director in March
2002. Previously with Bisgood Bishop.

S.R. Hodges, Barrister (50) + =

Joined Close Brothers in August 1985 having
previously been employed by Hambros. Appointed
a director in August 1995 with responsibility for the
banking division. Appointed joint managing director
in November 2002.

R.D. Kent, M.B.A., M.S.I. (57) #

Joined Close Brothers in 1974 and led the
management buy-out in 1979. Managing director
from August 1984 until October 2002 when he
became a non-executive director and consultant.
Non-executive chairman of Grosvenor Limited and
Bradford & Bingley Group plc and non-executive
director of Whitbread plc.

P.S.S. Macpherson, M.B.A. (56) #

Formerly a director of Flemings and executive
deputy chairman of Misys. Other directorships
include AXA UK PLC and Kleinwort Benson Private
Bank Limited. Appointed a director in March 2003
and senior independent director in September 2004.

M.G.A. McLintock (43) #

Chief executive of M&G and a director of Prudential
plc. Previously worked for Barings and Morgan
Grenfell. Appointed a director in May 2001. Chairman
of the Remuneration and Appointments Committee.

D.G.J. Paterson, F.C.A. (60) #

Formerly a senior partner in the banking and capital
markets division of PricewaterhouseCoopers. Non-
executive director of Goldman Sachs International
Bank. Appointed a director in July 2004.

D.C. Pusinelli, A.C.A. (48) + =

Having previously qualified with Coopers and
Lybrand he joined the corporate finance division of
Close Brothers in July 1986. Appointed a director
in September 2002 with responsibility for corporate
development.

J.S. Sieff (38)

Chief executive of the asset management division.
Joined Close Brothers in May 2003 having previously
been employed by Old Mutual and HSBC. Appointed
a management board member in July 2004.

J.P. Williams (54) #

With Baring Asset Management until retirement in
2002. Chairman of Royal London Growth and
Income Trust, non-executive director of J P Morgan
Fleming America Investment Trust plc and The Pan
Asian Special Opportunities Fund. Appointed a
director in July 2004.

P.S. Wilmot-Sitwell (69) #

Formerly senior partner of Rowe and Pitman and
chairman of SG Warburg Securities. Chairman of
Mercury World Mining Trust plc. Appointed a
director in November 1995.

P.L. Winkworth, FC.A., AT.LIL, M.S.I. (56) + *
Employed by KPMG and Barings, before joining
Close Brothers in 1977. Partner in the
management buy-out of Close Brothers in 1979
and was appointed a director in August 1984 with
responsibility for finance. Appointed joint managing
director in November 2002.

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



HISTORICAL TRENDS
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CHAIRMAN’'S STATEMENT

RESULTS

The operating profit on ordinary activities
before taxation and goodwill amortisation was
£118.9 million, compared to £85.3 million last
year, an increase of 39 per cent., producing
earnings per share of 57.3p compared to
41.0p, an increase of 40 per cent.

After deducting a charge for goodwill
amortisation of £17.6 million (2003 — £7.5
million), the operating profit on ordinary activities
before taxation was £101.3 million (2003 —
£77.8 million) and earnings per share were
45.1p (2003 — 35.7p).

The board recommends a final dividend of

18p per share which, together with the interim
dividend, makes a total dividend for the year of
27p per share (2003 — 26p) with pre-goodwiill
cover of 2.1 times (2003 — 1.6 times). This
resumes our dividend growth whilst continuing to
rebuild dividend cover.

OVERVIEW

The results for the year ended 31st July, 2004
showed a marked improvement over last year. In
particular, the results from each of the three
divisions of our investment bank rebounded
significantly with an overall increase of more than
75 per cent. Our wide range of banking activities
continued their steady growth pattern with profits
rising 11 per cent.

The overall profit before tax and goodwill
amortisation represented 30 per cent. of group
income (2003 — 26 per cent.) and a return of 25
per cent. on opening shareholders’ funds (2003
— 18 per cent.), with an expenses/income ratio
of 62.0 per cent. (2003 — 64.2 per cent.).

Our acquisition activity in the past year has been
modest and we have resisted any temptation to
overbid for assets. However we took some
useful steps to augment existing activities with
the acquisition of Nelson Money Managers, now
being integrated with Close Wealth Management,
and the start-up of a debt factoring business in
Germany.

Our long term strategy to build a significant asset

management business is gaining momentum. The
year saw a step change in profit levels and funds

under management grew some 50 per cent.

to £5.5 billion.

Our market-making business produced a
performance which was strong in the first half
but somewhat lower in the second half.

The pick-up in our corporate finance division
referred to in our last two trading statements has
continued, and we have got off to a good start in
[taly with our new partner.

On the banking side, our property lending and
insurance premium financing businesses
performed strongly and there was some
improvement in our credit management activities.
However the market in new print machinery
remained weak, masking an otherwise good
performance from our asset finance division.

The diversity of our income streams continued to
serve us well and the table below illustrates the
overall balance of our businesses:

Analysis of Operating Profit
(before central costs)

2003 2004

% %

Asset Management 8 13
Corporate Finance 5 7
Market-Making 24 28
Investment Banking 37 48
Banking 63 52
100 100

TRADING
Investment Banking

Asset Management

Pre-tax profit of £17.4 million is more than
double that of last year. This excellent result
stemmed from a continuing increase in our funds
under management, up from £3.7 billion to £5.5
billion. Of the £1.8 billion increase, approximately
£0.8 billion came from net new money, an
encouraging performance in competitive
markets, £0.9 billion arose from the acquisition of
Nelson and £0.1 billion from market movement.

Our private client business continued to expand
and now manages funds of £2.2 billion. Our
offshore British Isles businesses have been
brought together under one structure and a
younger management team. New products have
been developed and services to our investment
management clients, depositors and trust clients
have been more carefully targeted. Onshore,

our most significant move has been the Nelson
acquisition. The integration with Close Wealth
Management has started and in early 2005 all of
the 20,000 or so clients will be on one system.
Our London based private client fund
management business is also progressing well.

Our fund management business in unquoted
investments prospered. Our seventh institutional
private equity fund raised £360 million and we
achieved some rewarding disposals of
investments made earlier. Our tax sheltered and
property businesses continued to grow strongly.
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In our specialist and institutional business we
successfully launched the £70 million Close Man
Hedge Fund. Other existing funds also continued
to attract new money.

Corporate Finance

We enjoyed another year of significant
improvement with profits aimost doubling to
£9.8 million. In the UK mid-market we handled a
growing number of M&A transactions in a variety
of business sectors. Our restructuring unit
continued to prosper as did our debt advisory
service.

In Europe our fortunes were mixed with France in
particular going through a difficult phase.
However, our businesses in Germany and Spain
recovered and our new association in Italy got off
to a good start.

We commence the new year with a healthy
pipeline similar to last year.

Market-Making

WINS greatly improved its profit, from £23.5
million to £37.9 million, albeit in a year of two
distinct parts. The first eight months saw the
continuation of the buoyant trading which
commenced in spring 2003. Contrastingly, the
last four months saw quieter conditions, with
lower levels of private client activity and market
indices faltering.

We continued to expand our product offering
and our electronic connectivity, and again
improved our market share in the UK principal to
agent retail market.

The recent dull summer months and increasing
economic uncertainty justify a somewhat
cautious stance.

Banking

Once again our banking activity showed good
organic growth. Profits increased by 11 per cent.
to £69.7 million and the loan book, including
securitised receivables, grew by 9 per cent. The
bad debt charge at 1.4 per cent. of average
loans was again contained with no deterioration
in credit quality.

Insurance premium financing had another good
year, benefiting from premium increases in the
previous financial year. As predicted, the market
for commercial insurance premiums in 2004 has
softened significantly.

Motor finance had another record year but in
the next few months will have to grapple with
new regulatory issues, particularly in the area
of insurance and the Consumer Credit Act.
These issues will also affect some of our
commercial asset lending businesses, as will
mortgage regulation for Mortgage Intelligence.

Our commercial asset finance businesses had a
good year, with the exception of the new print
sector, which remained difficult and showed no
sign of recovery. Additionally, successive defence
cuts and a more competitive insurance market
have caused us to make a prudent write-down in
the goodwill of our military financial services
business.

Our treasury, credit management and property
lending businesses all did well, the latter in a
market where price froth is beginning to subside.

DIRECTORS AND MANAGEMENT

At the end of our Annual General Meeting we
shall bid farewell to two independent non-
executive directors who have served us long and
well. Alastair Farley joined our board in 1993. As
a City solicitor of many years’ standing his advice
and experience have been valuable to us, as has
his chairmanship of our audit committees for the
past four years. Peter Wilmot-Sitwell has been a
director since 1995, following a distinguished
career as senior partner of stockbrokers Rowe &
Pitman and chairman of S.G.Warburg Securities.
We shall miss their lively interest and shrewd
counsel.

In their places we appointed on 29th July, 2004
two new independent non-executive directors.
Douglas Paterson, 60, recently retired from the
accountancy firm PricewaterhouseCoopers,
where he was a senior partner in the banking
and capital markets division. He has agreed to
assume the chairmanship of our audit
committees on the retirement of Alastair Farley.
James Williams, 54, recently retired after a long
career as a director of Baring Asset Management
where he was head of investment strategy with
considerable involvement in overseas markets.
He will join our audit committees.

Leslie Bland, one of our most senior and
successful executives, has retired after 20 years
with the group, during which he virtually started
and energetically built our receivables financing
business, a consistent contributor to our banking
profits. We are pleased that he will continue to
help us on a part-time basis in the UK and with
our new debt factoring business in Germany.

OUTLOOK

In the year ahead we expect a gradual slow
down in the growth of the UK economy as the
recent interest rate rises take effect. This outlook
is being reflected in uncertain stock market
performance and retail investor activity, and
faltering demand for consumer credit.
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In our banking activity all our specialist lending
businesses have plans to grow their loan books.
In the near term, however, such growth will be
tempered by difficult market conditions in some
areas and increasing costs in others resulting
from regulatory change particularly in our asset
finance division.

In our investment banking activity, market-making
has got off to a slow start and would need a
noticeable fillip in stock market activity for it to
match the trading level of 2004. Our corporate
finance business has an encouraging pipeline
and our asset management businesses have

the foundations and momentum to make

further progress.

Looking forward, in the short term our inclination
is towards caution. However, our confidence in
the long term potential of our well diversified and
fundamentally strong businesses is undimmed.

D

Sir David Scholey
Chairman
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FINANCIAL REVIEW

Overview

The spread of the group’s operating income
reflects the diversification of its activities. All
divisions showed notable advances compared
to last year. Net dealing income increased as a
proportion of the mix reflecting the improved
trading conditions for our market-making
division, particularly in the first eight months of
the year.

2003 2004

% %

Net interest income 39 33
Net fee income 39 40
Net dealing income 21 25
Other income 1 2

Expenses continue to be tightly controlled and
our overall expenses/income ratio improved
during the year. In particular, our investment in
management, systems and infrastructure in the
asset management division in 2003 is now
bearing fruit.

2003 2004
£323m £401m

£208m £249m

Operating income
Administrative expenses

Administrative expenses as

% of operating income 64.2%

1,943

62.0%

Number of staff at year end 2,252
Staff numbers increased by some 16 per cent.,
mainly because of growth in our asset
management division.

Our customer deposits and loan book, including
securitised receivables, increased during the
period by 20 per cent. and 9 per cent.
respectively. Our loan book remains well spread,
both by type of asset over which we take
security and by number of loans.

Analysis of Group Loan Portfolio
(2003 figures in brackets)

Armed Services
3% (3%)

Cars
19% (18%)

Insurance
26% (28%)

Engineering
and Plant
Property 6% (7%)
9% (8%) Commercial
Vehicles
Debf[ 8% (8%)
Factoring

Printing

6% (6%) Other
16% (16%)

7% (6%)

The loan book represented some 405,000
separate advances, only three of which

exceeded £5 million, the largest being
£8.7 million.

The group remains well capitalised and soundly
financed. The consolidated risk asset ratio at 21
per cent. (2003 — 23 per cent.) remained
comfortably high.

Risk Management

Risk management is the process of identifying
the principal business risks facing the group,
establishing appropriate controls to manage
those risks and ensuring that appropriate
monitoring and reporting processes are in place.
The group’s process is consistent with the
prudent management required of a large
financial organisation but also balances cost
against risk within the constraints of the group’s
risk appetite.

The group is exposed to a wide range of risks.
These can be categorised as reputational,
financial, operational and compliance risks and
are inherent in many of our businesses. Since
each of our main operations is managed
separately and there is little or no integration of
systems, management or customers, risk
management is carried out by local
management of each business. This is overseen
on a regular basis by senior group management
supported by group control and reviewed by the
audit committees.

The board considers reputational risk to be the
most significant risk in a business operating in
the financial services sector. Awareness of the
importance of the group’s reputation underpins
our control culture. This risk could crystallise as
a result of a failure in our financial, operational or
compliance controls.

Financial risk is mitigated by the group having a
well established reporting structure for agreeing
strategy, risk appetite, planning and budgets.
Detailed monthly group management accounts
are produced and variances and trends are
closely monitored. Divisional heads report to the
group board each month on the performance of,
and key issues affecting, their division. Detailed
budgets and three-year plans, which are
reviewed in the light of group strategy and
financial plans, are flexed to take account of
potential adverse conditions and are subject to
rigorous testing at divisional and board level.

Operational risk includes credit, market and
liquidity risks as well as other risks specific to
each of our businesses. There are clear reporting
lines and defined areas of responsibility at board,
divisional and business level. This structure is
designed to ensure, amongst other things, that
key issues and developments are escalated on a
timely basis.
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Credit risk is controlled by a number of local credit
committees within centrally set limits of authority.
For transactions above such limits, there is a
group credit committee. As a general principle, the
group avoids the risk of multiple exposure to one
counterparty — for example, we do not normally
lend to a corporate finance advisory client, nor
does one lending subsidiary seek to lend to
customers of another lending subsidiary. Our loan
book is also generally well spread, short term,
secured and with a low average loan size.

Market risk mainly relates to Winterflood
Securities Limited (“WINS”), our market-making
subsidiary. We maintain real-time controls on the
size and risk profile of the overall trading book
and of individual books within this. There are
also controls, supplemented by cash limits, on
individual large and slow moving equities and
fixed income positions. The senior management
of WINS is closely involved in this risk
management process, which is also regularly
monitored at group level. The group’s exposure
to market price risk resulting from trading
activities of WINS are shown in note 28.

Each of our operations is responsible for its own
liquidity within specified guidelines. Each is
properly capitalised for its own business
(normally comfortably above the regulatory
minimum) and, where necessary, has formal
facilities from the group, the bank or external
lenders. The liquidity of each division is reviewed
at its monthly board meeting and the overall
position is regularly reviewed by the group
board, assisted by treasury.

Our asset management division has a range of
controls to support the quality of the investment
process, including asset allocation and
investment committees, in which its senior
central management participates where
appropriate. These are backed up by rigorous
controls to safeguard clients’ stock and money
and regular reviews of investment performance.

Our corporate finance division is exposed to
reputational and underwriting risks. These are
controlled and monitored by the risk committee
in which senior management of both corporate
finance and group participate. Underwriting risk
is decided upon and monitored by a specific
committee of our banking subsidiary, which
includes group directors who are not directly
involved in corporate finance.

Our treasury operations do not actively trade in
money market instruments since these are
normally held to maturity. Nor do we trade
speculatively in derivatives as a principal.
Counterparties with whom we place deposits are
monitored by the treasury committee which
establishes specific limits. Interest rate mismatch
policy is established by the treasury committee

with mismatches being monitored daily.

Our customer loans and advances remain able
to be financed by capital and reserves, longer
term deposits and committed facilities. Our
committed facilities amounted to over

£1.7 billion, of which £1.0 billion was drawn at
the year end. We continued our long established
policy of broadly matching interest rate liabilities
whereby we swap variable rate financing into
fixed rate, particularly in regard to our asset
finance book. The group’s funding position is
reported to the board each month.

Returns from the group’s capital and reserves are
necessarily subject to interest rate fluctuations
and as a matter of policy these are not hedged,
as reflected in the interest rate repricing table
shown in note 24. The capital position of each
division is compared to regulatory capital
requirements and reported to the board monthly.

We have minimal currency exposure, since most
of our business is transacted in sterling. Non-
sterling financing is funded by liabilities in the
relevant currency or swapped into sterling to
hedge currency exposure. Most of the group’s
activities are located in the British Isles. Since
currency exposure resulting from our investment
in overseas subsidiaries is currently relatively
small, the extent to which the group’s
consolidated balance sheet is affected by
movements in exchange rates is minimal.

We have a central control unit which comprises
internal audit and compliance, as well as
financial control and compliance functions at
subsidiary level. Our central control unit
oversees and periodically examines the quality of
the operational procedures of our separate
businesses. The frequency of examination
depends upon the perceived risk and quality
within each operation. Our central control unit
reports to the appropriate audit committees.

A working party is assessing the impact of
International Financial Reporting Standards
which will require the group to make changes
to its accounting policies commencing

1st August, 2005.
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OPERATIONAL REVIEW

Investment Banking

Our investment banking activity had an excellent
year with profits from each of our three divisions
rebounding sharply, from £36.9 million to

£65.2 million, an overall increase of 77 per cent.
Asset management, where momentum is
building, and corporate finance both
approximately doubled their profits and market-
making had an excellent year, particularly in the
first eight months.

Asset Management

This year has seen a strong recovery in profitability.
The first half of the year saw a revival in the
fortunes of global stock markets. However, the
second half has seen a sideways drift with
markets marking time, trying to gauge the impact
of political and economic factors.

We capitalised on resurgent investor interest
with a range of innovative product launches.

We ended the year with a record £5.5 billion of
funds under management, up some 50 per
cent. on last year and with a more balanced mix
in our three key sectors, private clients now
being the largest. Of the £1.8 billion increase,
£0.9 billion came from organic growth of our
existing businesses and market movement, and
£0.9 billion came with the acquisition of Nelson.

Overall movements were as follows:

Funds Under Management

2003 2004

£bn £bn

New funds raised 0.7 1.5

Withdrawals 0.2) (0.7)
Net new funds 0.5 0.8
Market effect 0.1 0.1
Acquisition — 0.9
Total at start of year 3.1 3.7
Total at end of year 3.7 55

Private Clients (£2.2 billion)

Our private clients funds have exceeded

£2 billion for the first time. We are particularly
pleased with the high quality of the Nelson
acquisition. The integration of this with our
existing business is progressing well and should
be completed in the second half of our new
financial year. The new integrated business will
be based in the North West. Our bespoke
business continues to progress and added a
team based in Birmingham. Overall our onshore
private client businesses are now establishing
the scale necessary for the achievement of
strong organic growth.

Offshore, our British Isles businesses

experienced significant profit growth with earlier
infrastructure expenditure proving to be of
benefit. Now under one structure and a younger
management team, the offering of these
businesses is being rebranded and refined to
provide an even more effective platform for
growth in future profits. In the Channel Islands,
winning a contract to manage an existing range
of funds and the launch of our All Weather
multi-manager range of funds provided a boost.
Our operations in Geneva and the Cayman
Islands, which was temporarily affected by the
recent hurricane, also continued to develop
organically.

Funds Under Management
(2008 figures in brackets)

Private
Clients
39% (24%)

Specialist and
Institutional
33% (46%)

Unquoted and
Property Funds
28% (30%)

Unquoted and Property Funds (£1.5 billion)
Our private equity business performed strongly
this year. We closed the Close Brothers Private
Equity Fund VI raising £360m from a wide range
of investors, both from the UK and worldwide.
Market conditions have been such that we have
been cautious in our new investments but we
have achieved some excellent realisations for
our earlier funds.

Our retail, unquoted investment funds business
continued to expand and benefited from strong
investor interest in property (both commercial
and residential) as an alternative asset class.
Expected changes to the UK tax regime for
Venture Capital Trusts should enable us to build
on our reputation for this type of fund in the
coming year.

Specialist and Institutional (£1.8 billion)

Our structured products business had an
excellent year. Not only did it continue to raise
fresh funds for its existing range of products and
new variations but it also formed a joint venture
with Man Group and successfully launched its
first UK guaranteed multi-strategy hedge fund.
More products are planned in this area.

Our other specialist and institutional operations
performed better and reached record levels of
funds under management. OLIM capitalised on
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the market turnaround with record profits. The
Close Finsbury business had a busy year and
won the What Investments? “Investment Trust
Management Group of the Year” award.

Corporate Finance

Our corporate finance division continued to
perform well with operating income of £36 million,
up by 8 per cent. from last year, and profit of
£9.8 million which is 84 per cent. more than

last year.

This performance reflects our broad mix of
advisory business, similar to the levels of the
previous year, as shown below:

Corporate Finance Practice Areas
(2008 figures in brackets)

Restructuring
32% (33%)

Mergers &
Acquisitions
55% (55%)

Debt Advisory
13% (12%)

Our M&A team remained busy despite a
generally low level of activity in the UK market. It
advised on more than 75 deals in the UK during
the year, including Hunting’s acquisition of a
stake in Gibson Energy (from Chevron Texaco),
the sale of Early Learning Centre to Eagle Retail
Investments and the sale of Peterhouse to
Babcock International.

Our restructuring practice continued its
development as a leading European independent
restructuring adviser. In the last 12 months we
advised on transactions involving $30 billion in
debt restructured. The team won the
“Restructuring Deal of the Year” award for its
debt restructuring of the Drax power station and
is currently advising on the high profile European
situations, Parmalat and British Energy.

Our debt advisory business made another
significant contribution and completed seven
deals, which involved refinancing or raising over
£2 billion of debt. Notable work included the
renegotiation of senior debt facilities for Ashtead
Group, the refinancing of Paragon Healthcare
Group and the raising of new finance for
Enterprise Inns.

During the year we further extended our reach in
Europe by acquiring a 10 per cent. shareholding
in Eidos Partners, independent corporate
finance advisers based in Milan. Our other
European businesses had mixed fortunes.
Market conditions in France (D6me Close
Brothers) were difficult. Freyberg Close Brothers

(Germany) reported record results and Atlas
Capital Close Brothers (Spain) made good
progress. These three companies show a good
pipeline of business for the new financial year.

Our worldwide network of associate partners
was further strengthened by the addition of
Danske Bank in Scandinavia and Rand
Merchant Bank in South Africa.

The pipeline of new business for the forthcoming
financial year is strong and provides a sound
basis for continuing growth in markets that may
be quite difficult.

Market-Making

Financial year 2004 was a good year for WINS
and built upon the progress of the latter months
of 2003 when retail trading picked up after the
long bear market. Profits increased by over 60
per cent. to £37.9 million from £23.5 million in
2008, which itself was up 40 per cent. on the
previous year. However, our year consisted of two
distinct parts, with the last four months seeing
lower levels of activity in a lacklustre market.

During the past financial year there has been
exceptional growth in the AIM market, with
some 265 companies joining the market and
raising around £2 billion of new capital. There
are now around 900 companies on AIM. As a
result of this growth, WINS has increased its
trading team in this area.

During the last few years we have enhanced our
operation through the introduction of new
business lines and the expansion of our
electronic connection (“WINNER”) to a wide array
of clients. We have developed from a pure
smaller-cap market-maker into the dominant
service provider for the UK retail market, in terms
of both market share (principal to agent) and
market coverage. The building blocks on which
this growth has been based includes UK SETS
and SEAQ trading and coverage of the US and
European equity markets as well as investment
trusts, gilts and UK and international bonds. The
introduction of SETSmm in November 2003 has
resulted in increased coverage of the FTSE-250
sector albeit with some reduction in margin. Al
of this development has enabled us to diversify
our revenue streams.

Our strategic development has continued in the
past year by:

e Market-making in all OFEX stocks following
the launch of the new OFEX competing
market-makers trading platform;

e Expansion into exchange traded funds
covering the i-Shares trading of the
FTSE-100, S&P 500, Eurotop 100 and the
Sterling Corporate Bond Fund;
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e Increased product offering to include unit
trusts and OEICs through an arrangement
with Cofunds, the independent UK
fundmarket; and

e [ aunching a new internet trading service to
our clients.

As a result of all these developments and the
increased connectivity of WINNER, some

85 per cent. of our client UK equity trading
business was conducted electronically.

In the first weeks of the new financial year
markets have been more subdued than last
year. As a result of our quiet start, we would
need a noticeable fillip in activity to match the
trading level of last year.

Banking

Our banking activity consists of specialist
financing and asset financing businesses as well
as our central treasury. Together they produced
another year of solid organic growth. Profits grew
by 11 per cent. to £69.7 million and the loan
book, including securitised receivables, rose to a
new high of £1.76 billion, up 9 per cent. It was
also an excellent year for growth in customer
deposits, which totalled £1.68 billion at the year
end, an increase of some 20 per cent. on

31st July, 20083.

Asset quality remained high during the year,
and net provisions as a percentage of the
average loan book fell from 1.5 per cent. to
1.4 per cent. The pre-tax return on operating
income and opening net assets were 40 per
cent. and 33 per cent. respectively.

Banking Operating Profit
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Specialist Financing

Close Property Finance ended the year with a
loan book of £150 million. Given the much
publicised growth of prices in the housing
market, we have seen significant turnover of
customer loans during the year, as our
residential developer borrowers were able to sell
finished units more quickly than anticipated.
There are signs that the increase in interest rates
is now slowing this process, and we will be

looking cautiously at the market for evidence of
illiquidity or price falls. Nevertheless we remain
positive about this part of our business and as
yet see no reduction in credit quality.

Close Premium Finance produced another year
of strong profits growth, with the benefit of the
previous year's growth in the loan book feeding
through. The year end loan book was up by only
2 per cent. on the previous year, as the mix of
our business changed somewhat and the rate of
inflation in insurance premiums declined. Indeed,
in some categories of cover the cost of
insurance has fallen. The case count however
increased from 454,000 to 479,000. With tighter
control of expenses and an improvement in our
credit control procedures (which resulted in a
reduction in the bad debt charge) profitability
improved significantly. Whilst the recent rapid
growth rate in this business is unlikely to
continue in the short term, our strong market
share will stand us in good stead in a more
challenging environment.
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Both of our credit management companies had
a good year. Close Credit Management
produced further growth as its specialist Close
Assistance product made deeper inroads into
the motor market. During the year we signed
new contracts which should provide good
income for the medium term and we plan to
move to new offices within Sheffield which will
allow room for growth.

Close Invoice Finance saw continued profits
growth and its loan book reached £99 million. Our
northern operation in Manchester continued to
make good progress, and we merged our
Haywards Heath and Brighton offices, which will
generate operational efficiencies in the new
financial year. We have seen particular growth in
invoice discounting, a finer margin product than
factoring albeit, typically, to better covenant
borrowers. Our start-up in Germany has gone well
but not yet achieved critical mass. Leslie Bland
retired as chief executive, a position he has held
for 20 years. He leaves with our best wishes,
having grown Close Invoice into one of the UK’s
leading independent debt factoring companies.

11
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Mortgage Intelligence had an exciting year.
Profits grew substantially as the network
arranged some 57,000 mortgages (2003 —
35,000) with a market value of £7.1 billion
(2003 — £4.0 billion). At the same time we have
announced proposals to become a network
provider, when mortgage regulation by the FSA
commences in the next few months.

Asset Financing

Our asset financing division generally performed
well and the loan book grew strongly to nearly
£1 billion. It contributed 40 per cent. of our
banking profits and represented 56 per cent. of
the total loan book, broadly as last year. Our
main activities remained commercial asset
finance, consumer finance, services to the
military and our domestic Channel Islands
business. Whilst trading has generally been good
during the year, preparations for forthcoming
regulatory changes have been significant. Within
the next two years most of our businesses will
need to comply with new FSA regulations
relating to the sale of general insurance products
and with significant changes to the Consumer
Credit Act, as well as with new International
Accounting Standards. Whilst we are on track to
meet each of these requirements they will add to
the administrative burden and costs.

Close Asset Finance had another mixed year.
Progress was good in the financing of light
aircraft, commercial vehicles, engineering,
construction and healthcare with improving new
business levels at satisfactory margins. The
market for financing new print equipment has
remained difficult. However, the market for used
printing equipment was less affected and indeed
enjoyed profitable growth during the year.

Close Motor Finance had another record year
with the loan book growing by 19 per cent. The
markets for financing used cars, motorcycles
and light commercial vehicles were buoyant
during the first half of the year. During the
second half, increasing interest rates had some
impact although we still achieved budgeted
levels of new business at healthy margins.
However the new year has got off to a quiet
start.

Close Brothers Military Services made further
good progress, building share in the officer
market. The lending areas of this business
performed well and the loan book grew by

13 per cent. However, successive defence cuts
and, in particular, the forthcoming cuts in
manning levels for the armed forces announced
by the Government in July lead us to have a
more cautious view of the future for this
business, and we have reassessed the goodwill
relating to this investment.

Close Finance (Cl), operating in the domestic
markets in Jersey and Guernsey, enjoyed
another successful year. The loan book grew
by 11 per cent. and our return on investment
was once again outstanding. Whilst growth

in a localised developed market is always
challenging, this business was able to conclude
new sales and marketing agreements during
the year that will stand it in good stead for

the future.

Treasury

Our treasury operations had an excellent year.
Our nationwide team of business developers
achieved a record number of new customer
depositors, attracted by our service offering and
competitive rates. During the year we continued
to raise new committed facilities to fund our loan
book and we enter the new year with total
funding available from this source of £1.7 billion.
Just after the year end we were pleased to
obtain a new credit rating from Moody’s to sit
alongside our existing rating from Fitch. This will
enable us to attract financing from new sources
and to continue to diversify our funding base.

Summary

The group showed further growth during the
year with profits substantially increased.

O bt

C.D. Keogh
Chief Executive



REPORT OF THE DIRECTORS

The directors present their report and the
audited financial statements for the year ended
31st July, 2004.

Principal Activities

Close Brothers Group plc is the parent company
of a group of companies engaged in merchant
banking operations. The principal subsidiary
undertakings as at 31st July, 2004 and their
principal activities are listed in note 29 to these
financial statements. A detailed review of current
and future developments is presented in the
reports by the Chairman and Chief Executive.

Results and Dividends

The consolidated results for the year are shown
on page 27. The directors recommend a final
dividend for 2004 of 18.0p (2003 — 17.0p) on
each ordinary share which, together with the
interim dividend of 9.0p (2003 — 9.0p), makes
a total distribution for the year of 27.0p (2003 —
26.0p) per share.

Statement of Responsibilities

United Kingdom company law requires the
directors to prepare financial statements for
each financial year which give a true and fair
view of the state of affairs of the company and
of the group as at the end of the financial year
and of the profit or loss of the company and the
group for that period. In preparing those financial
statements, the directors are required to:

e select suitable accounting policies and then
apply them consistently;

° make judgements and estimates that are
reasonable and prudent;

e state whether all applicable accounting
standards have been followed; and

e prepare the financial statements on the going
concern basis unless it is inappropriate to
presume that the company will continue in
business.

The directors are responsible for keeping proper

accounting records which disclose with

reasonable accuracy at any time the financial

position of the company and of the group and

which enable them to ensure that the financial

statements comply with the Companies Act

1985. They are also responsible for the system

of internal control and for safeguarding the

assets of the company and of the group and

hence for taking reasonable steps for the

prevention and detection of fraud and other

irregularities.

Share Capital

Details of changes in the company’s ordinary
share capital during the year are given in note
20 to these financial statements.

Substantial Interests

At 15th September, 2004 the following had
notified the company that they were interested in
3 per cent. or more of the issued share capital
of the company:

Ordinary shares %
Caledonia Investments plc 18,000,000 12.48
Prudential plc 14,922,094 10.34
Lloyds TSB Group plc 7,910,759 5.48
Barclays plc 4,906,388 3.40
Legal and General plc 4,702,459 3.26

Directors and Interests

(a) The present directors of the company, all of
whom served throughout the year except
Messrs. D.G.J. Paterson and J.P. Williams who
were both appointed on 29th July, 2004, are set
out on page 2.

(b) The directors’ interests in the share capital of
the company are shown below:

Ordinary shares

31st July, 1st August,

2004 2003*

P.N. Buckley** — —
A.H. Farley 9,800 9,800
M.A. Hines 20,177 20,177
S.R. Hodges 402,260 402,260
R.D. Kent 224,770 224,770
C.D. Keogh 318,751 319,460
P.S.S. Macpherson — —
M.G.A. McLintock** 4,440 4,440
D.G.J. Paterson — —
D.C. Pusinelli 227,391 227,391
Sir David Scholey 10,000 10,000
J.P. Williams 7,000 7,000
P.S. Wilmot-Sitwell 10,000 10,000
P.L. Winkworth 629,765 629,765

M.G. Wyatt* (alternate) — —
*or at date of appointment if later.

**Mr. P.N. Buckley and his alternate Mr. M.G. Wyatt are
respectively the chairman and a non-executive director of
Caledonia Investments plc, which had an interest in
18,000,000 ordinary shares of the company at 31st July, 2004
(1st August, 2003 — 25,400,000).

**Mr. M.G.A. McLintock is a director of Prudential plc, which
has an interest in 14,890,839 ordinary shares of the company
at 31st July, 2004 (1st August, 2003 — 14,421,751).

Details of the options to subscribe for shares
held by the directors under the company’s
sharesave and executive share option schemes
are given in the report of the board on directors’
remuneration on pages 19 to 25. The beneficial
interests of the directors in the share capital of
the company have remained unchanged since
31st July, 2004.

(c) Mr. M.A. Hines is a director and minority
shareholder in Winterflood Securities Limited. At
31st July, 2004 he and his spouse were
beneficially interested in 1,250 ordinary shares of
that company (1st August, 2003 — 1,250).

13
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(d) In accordance with the provisions of the
Articles of Association, Messrs. A.H. Farley
(appointed September 1993), D.C. Pusinelli
(appointed September 2002) and P.S. Wilmot-
Sitwell (appointed November 1995) and Sir
David Scholey (appointed March 1999) retire by
rotation. Mr. D.C. Pusinelli and Sir David
Scholey, being eligible, offer themselves for
re-election. Mr. D.C. Pusinelli has a service
contract which can be terminated upon twelve
months’ notice. Sir David Scholey is non-
executive chairman and as such does not have
a service contract. Biographical details of these
directors are given on page 2. Messrs. A.H.
Farley and P.S. Wilmot-Sitwell will retire from the
board at the forthcoming Annual General
Meeting and therefore do not offer themselves
for re-election.

Messrs. D.G.J. Paterson and J.P. Williams,
having been elected since the last Annual
General Meeting, retire in accordance with the
Articles of Association and being eligible offer
themselves for re-election. They are non-
executive directors and as such do not have
service contracts. The board recommends their
re-election given their independence and wealth
of relevant experience.

(e) The company has established an employee
benefit trust in which all employees of the group,
including executive directors, are potential
beneficiaries. The trust currently owns 1,031,180
shares in the company, 470,113 of which are
conditionally earmarked for deferred bonuses.
This trust acquired these shares at an average
cost of 384p per share compared to a market
value of 667p per share at 31st July, 2004.
Dividends have been waived on these shares.

Full details of directors’ shareholdings and
options to subscribe are open to inspection in
the Register of Directors’ Interests at the
company’s registered office.

Corporate Social Responsibility
(@) The Environment

The group’s environmental policy is available on
the group website. The chief executive is
responsible for implementing this policy,
supported by a management system with clear
roles and responsibilities. The group has
collected data on its significant environmental
impacts in order to set targets which will be
regularly monitored. The group has implemented
processes to manage environmental risks so as
to lower its greenhouse gas emissions and
reduce, reuse and recycle, wherever possible,
waste materials. Dialogue with, and support
from, Business in the Environment, to whom the
group subscribes, has assisted the group in
improving its environmental performance, which
is a key aim of the policy.

(b) Community Support and Charitable
Donations

The company continues to support BOOST,
which is a Government backed project which
has as one of its objectives generating
employment in the most deprived areas of East
London.

Charitable donations made during the year
amounted to £46,000 (2003 — £71,000).

(c) Health and Safety

A group objective is to maintain working
conditions for employees and visitors which are
safe and healthy. Group companies have
established procedures appropriate to their
particular activities to monitor, maintain and
improve their health and safety standards.
Health and safety committees are established,
with staff representatives, to provide training and
improve the working environment.

(d) Staff

Group companies are encouraged to develop
their own consultative policies. These include
regular meetings held between local
management and employees to allow a free flow
of information and ideas and to discuss
decisions likely to affect their interests.
Employees participate directly in the success of
the business through the group’s savings related
share option scheme.

It is the group’s policy to give appropriate
consideration to applications for employment
from disabled persons. For the purposes of
training, career development and promotion,
disabled staff, including any who become
disabled in the course of their employment, are
treated on equal terms with other employees.
(e) Suppliers’ Payments Policy

All banking, market-making and investment
transactions are settled in accordance with
applicable terms and conditions of business
agreed with the counterparty. Average creditor
days for all other approved expenses is 24
(2003 — 24).

Special Business at the Annual General
Meeting
(@) Authority to purchase own shares

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

Nevertheless the board considers it would be
appropriate to renew the authority. Share
purchases would only be made where the
directors believed that they were in the best
interests of the company and would enhance
earnings per share, taking into account other
available investment opportunities and the
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overall financial position of the group.
Accordingly, a special resolution will be
proposed at the Annual General Meeting to
authorise the company to purchase not more
than 21,639,000 of its 25p ordinary shares,
being approximately 15 per cent. of the issued
share capital of the company.

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

The authority will expire on whichever date is the
earlier of the date eighteen months from the
date the special resolution is passed and the
date of the 2005 Annual General Meeting.
Details of shares purchased pursuant to the
authority will be notified to the London Stock
Exchange and to the Registrar of Companies
and will be disclosed in the