


Close Brothers is a diversified group of 
specialist financial services businesses with a  
long and successful track record.

Contents
01	 Group Results
02	 Chairman’s and Chief 
	 Executive’s Statement
04	 Business Review: Overview
08	 Business Review: Banking
10	 �Business Review: Asset Management
12	 Business Review: Securities
14	 Principal Risks and Uncertainties
15	 Directors’ Responsibility Statement
16	 Independent Review Report
17	 Consolidated Income Statement
18	 Consolidated Statement of 		
	 Recognised Income and Expense
19	 Consolidated Balance Sheet
20	� Consolidated Statement of 

Changes in Equity
21	 Consolidated Cash Flow Statement
22	 The Notes
36	 Cautionary Statement

U08331 CB_INT09_COVER.indd   3 17/3/10   17:35:32





Close Brothers  Interim Report 2010 03

than offset an increase in the bad debt 
ratio to 2.5% (2009: 2.1%), resulting in  
a 14% increase in adjusted operating 
profit to £36.5 million (2009: £32.0 
million).

The more stable economic environment 
has resulted in an improved bad debt 
ratio relative to the 3.1%  in the second 
half of the 2009 financial year, driven by 
the shorter-term Retail businesses. 
However, the outlook for bad debts in 
all the lending businesses remains 
sensitive to the economic environment.

Following the reorganisation of the 
division into four business units – Retail, 
Commercial, Property and Treasury – it 
continues to seek out new growth 
opportunities within existing and 
related business areas, whilst retaining 
its strong margin and niche lending 
model. In January 2010 the group 
completed the acquisition of a £94 
million invoice financing loan book from 
GMAC Commercial Finance Limited 
(UK) (“GMAC”), which has been 
integrated into the group’s existing 
invoice finance operations within the 
Commercial business unit. The group 
continues to evaluate potential 
acquisitions as part of its growth 
strategy for the division but will 
continue to apply strict financial and 
strategic criteria in doing so.

In Asset Management, Funds under 
Management (“FuM”) increased 7% to 
£7.3 billion (31 July 2009: £6.8 billion) as 
a result of positive market movements. 
The Private Clients business remained 
resilient with net new funds of £91 
million (3% of opening FuM), although 
this was offset by a net outflow in the 
Funds business of £101 million (3% of 
opening FuM). However, the overall 
result was affected by lower income on 
Assets under Administration (“AuA”) 
and deposits as well as an increase in 
investment spend in support of the 
division’s growth initiatives in the 
Private Clients business. As a result, 
adjusted operating profit reduced to 
£2.7 million (2009: £6.6 million).

The division is continuing its process of 
business development and investment. 
In particular, the division sees 
opportunities to take advantage of its 
existing brand and offering in the 
Private Clients area, including 
expanding its direct distribution 
capabilities and increasing indirect 
distribution through intermediaries 
such as Independent Financial Advisers. 

The division also sees opportunities to  
enhance its investment proposition in 
its Funds business which will also 
support the Private Clients offering. As 
part of this initiative, in January 2010 the 
group completed the purchase of the 
remaining management owned 
minority stake in Fortune, which will 
allow it to integrate this business fully 
and utilise Fortune’s  fund manager 
selection capabilities across the division.

The Securities division has had another 
good performance. Winterflood has 
continued to benefit from its leading 
market position in a favourable market 
environment resulting in an increase in 
average bargains per day to over 45,000 
(2009: 38,000) and a 48% increase in 
adjusted operating profit to £27.6 
million (2009: £18.7 million). Mako 
contributed £3.4 million (2009: £12.7 
million) of after tax associate income, 
reflecting more normalised market 
conditions in the period, whilst Close 
Brothers Seydler’s result improved to 
£3.0 million (2009: £1.8 million). 
Overall, the division’s adjusted 
operating profit increased 2% to £34.0 
million (2009: £33.2 million).

The group continues to work closely 
with each of the Securities businesses to 
identify future growth opportunities. 
Winterflood is actively exploring 
opportunities to extend its current 
offering to address a wider client base 
globally, whilst retaining a strong focus 
on its core retail market. This will 
include looking at ways to capture 
additional UK order flow from US 
institutions and broker dealers, 
exploring niche execution outsourcing 
opportunities resulting from the 
implementation of the Markets in 
Financial Instruments Directive and 
expanding its institutional business. 
Winterflood was recently chosen as a 
preferred UK market-maker in small and 
mid caps by a major US institution for its 
new retail platform for trading global 
equities.

Close Brothers Seydler is focused on 
expanding its fixed income activity and 
building on its existing designated 
sponsoring capability to benefit from 
any upturn in the German small and mid 
cap market. Mako continues to focus on 
its core area of exchange traded 
derivatives market-making whilst 
developing its investment management 
activities including further expansion of 
the successful Pelagus Capital Fund.

Outlook
The group has strong and well positioned 
businesses and is well placed to take 
advantage of future growth 
opportunities. However, it also 
continues to plan for an uncertain 
economic environment.

In Banking, the group expects a 
continued solid result for the second 
half of the year, as it sees further good 
demand for its specialist lending 
services. Whilst there has been some 
improvement in bad debts, the outlook 
remains sensitive to the economic 
environment.

In Asset Management, the group 
expects the current performance to 
continue into the second half of the year 
reflecting ongoing investment spend in 
Private Clients.

In Securities, performance remains 
sensitive to market conditions and 
Winterflood has had a quieter start to 
the second half in February and March 
relative to a very good first half.

Given the good performance in the first 
half, and subject to the continuation of 
the prevailing market conditions, the 
group remains confident of delivering 
a solid overall result for the 2010 
financial year.
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12. Financial liabilities

			   On demand	 Within	 Between	 Between	 Between	 After	
			   or at short	 three	 three months	 one and	 two and	 more than	
			   notice	 months	 and one year	 two  years	 five  years	 five years	 Total
 	  		  £ million	 £ million	 £ million	 £ million	 £ million	 £ million	 £ million

At 31 January 2010
Deposits by banks		  5.4	 28.5	 5.8	 –	 –	 –	 39.7
Deposits by customers		  814.1	 774.2	 593.3	 628.9	 81.9	 –	 2,892.4
Loans and overdrafts from banks		  18.3	 38.0	 1,012.2	 50.0	 75.0	 –	 1,193.5
Debt securities in issue		  –	 –	 –	 –	 –	 21.7	 21.7
			   837.8	 840.7	 1,611.3	 678.9	 156.9	 21.7	 4,147.3

			   On demand	 Within	 Between	 Between	 Between	 After	
			   or at short	 three	 three months	 one and	 two and	 more than	
			   notice	 months	 and one year	 two  years	 five  years	 five years	 Total
 	  		  £ million	 £ million	 £ million	 £ million	 £ million	 £ million	 £ million

At 31 January 2009
Deposits by banks		  6.7	 19.6	 5.0	 3.1	 –	 –	 34.4
Deposits by customers		  698.1	 950.7	 497.4	 358.5	 38.0	 –	 2,542.7
Loans and overdrafts from banks		  11.3	 120.2	 465.2	 860.9	 195.0	 –	 1,652.6
Debt securities in issue		  –	 –	 –	 –	 –	 24.0	 24.0
			   716.1	 1,090.5	 967.6	 1,222.5	 233.0	 24.0	 4,253.7

			   On demand	 Within	 Between	 Between	 Between	 After	
			   or at short	 three	 three months	 one and	 two and	 more than	
			   notice	 months	 and one year	 two  years	 five  years	 five years	 Total
 	  		  £ million	 £ million	 £ million	 £ million	 £ million	 £ million	 £ million

At 31 July 2009
Deposits by banks		  17.2	 19.6	 10.6	 0.6	 –	 –	 48.0
Deposits by customers		  768.7	 916.6	 345.5	 814.9	 73.9	 –	 2,919.6
Loans and overdrafts from banks		  26.6	 0.6	 199.7	 1,003.6	 110.0	 –	 1,340.5
Debt securities in issue		  –	 –	 –	 –	 –	 21.4	 21.4
			   812.5	 936.8	 555.8	 1,819.1	 183.9	 21.4	 4,329.5

Included in loans and overdrafts from banks is £405.7 million of committed sale and repurchase facilities with a residual 
maturity of between three months and one year (31 January 2009: £507.6 million, £88.4 million with a residual maturity of less 
than three months and £419.2 million of between three months and one year; 31 July 2009: £405.1 million with a residual 
maturity of between one and two years). The debt securities in issue mature on 20 April 2015.
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13. Capital
The group’s individual entities and the group as a whole complied with all of the externally imposed capital requirements to 
which they are subject for the year ended 31 July 2009 and the period to 31 January 2010. The table below summarises the 
composition of regulatory capital and Pillar 1 risk weighted assets at those financial period ends.

						      	 31 January		  31 July
							       		
							       2010	 2009	 2009
							       Basel II	 Basel II	 Basel II
						      	 £ million	 £ million	 £ million

Core tier 1 capital
Called up share capital						      37.4	 37.4	 37.4
Share premium account						      275.7	 274.5	 274.5
Retained earnings and other reserves						      487.6	 473.7	 477.8
Minority interests						      2.3	 4.7	 4.3
Deductions from core tier 1 capital
Intangible assets						      (112.2)	 (146.2)	 (107.6)
Goodwill in associates						      (50.7)	 (56.3)	 (49.0)
Investment in own shares						      (44.1)	 (54.1)	 (50.9)
Unrealised losses on available for sale equity shares						      (5.3)	 (2.4)	 (4.6)
Core tier 1 capital after deductions						      590.7	 531.3	 581.9
Tier 2 capital
Subordinated debt						      75.0	 75.0	 75.0
Collective impairment allowances						      –	 0.8	 –
Tier 2 capital						      75.0	 75.8	 75.0
Deductions from total of tier 1 and tier 2 capital
Participation in a non-financial undertaking						      (4.0)	 (2.7)	 (4.8)
Other regulatory adjustments						      (0.2)	 (5.9)	 (0.5)

Total regulatory capital						      661.5	 598.5	 651.6

Risk weighted assets (notional)
Credit and counterparty risk						      2,965.8	 2,760.6	 2,840.2
Operational risk*						      993.8	 1,099.9	 993.8
Market risk*						      119.8	 128.5	 102.8
							       4,079.4	 3,989.0	 3,936.8

							       %	 %	 %

Core tier 1 capital ratio						      14.5	 13.3	 14.8
Total capital ratio						      16.2	 15.0	 16.6

* Operational and market risk include a notional adjustment at 8% in order to determine notional risk weighted assets.
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14. Contingent liabilities
Financial Services Compensation Scheme
As disclosed in note 28 of the Annual Report 2009, the group is exposed to the Financial Services Compensation Scheme 
(“FSCS”) which provides compensation to customers of financial institutions in the event that an institution is unable, or is likely 
to be unable, to pay claims against it. In order to meet its obligations to the depositors of a number of failed institutions the 
FSCS has borrowed amounts from HM Treasury on an interest only basis. While it is anticipated that these borrowings will be 
repaid wholly or substantially from the realisation of the assets of the failed institutions, the FSCS will recoup any shortfalls from 
additional levies to FSCS participants. No further information has become available since the Annual Report 2009 and so at the 
date of this Interim Report it is not possible to estimate with any certainty the amount or timing of any such additional levies the 
group may be required to pay in respect of failed institutions. The group has accrued for its share of levies that will be raised by 
the FSCS, including the interest on the loan from HM Treasury, in respect of the levy years to 31 March 2011.

15. Related party transactions
Related party transactions, including salary and benefits provided to directors and key management, were not material to the 
financial position or performance of the group during the period. There were no changes to the type and nature of the related 
party transactions disclosed in the  Annual Report 2009 that could have a material effect on the financial position and 
performance of the group in the six months to 31 January 2010.

16. Acquisitions
On 4 January 2010 the group acquired the invoice financing loan business of GMAC Commercial Finance Limited (UK) for a 
premium to net book value of up to £4.0 million in cash. The loan book acquired of £93.8 million is not regarded as material in 
the context of the group’s financial statements and therefore the information that would be required for material acquisitions 
by IFRS 3 “Business Combinations” has not been disclosed.

17. Post balance sheet event
The group issued £200 million of 6.5% senior unsecured fixed rate notes in February 2010 due to mature February 2017.
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18. Consolidated cash flow statement reconciliation

				    Six months ended		  Year ended
				    31 January 		  31 July
							       		
							       2010	 2009	 2009
							       £ million	 £ million	 £ million

(a)	 �Reconciliation of operating profit before tax to net cash inflow from operating activities
Operating profit on ordinary activities before tax						      62.3	 38.5	 98.3
Tax paid						      (12.2)	 (10.6)	 (21.0)
(Increase)/decrease in:
	 Interest receivable and prepaid expenses						      22.6	 (10.3)	 (20.8)
	 Net settlement balances and trading positions						      (133.0)	 (19.1)	 80.2
	 Net money broker loans against stock advanced						      160.8	 26.7	 (118.5)
Increase/(decrease) in:
	 Interest payable and accrued expenses						      (38.5)	 (17.8)	 8.3
	 Depreciation, amortisation and impairment losses on goodwill				    7.5	 26.7	 35.1
Net cash inflow from trading activities						      69.5	 34.1	 61.6
(Increase)/decrease in:
	 Loans and advances to banks not repayable on demand					     (0.2)	 0.2	 (1.9)
	 Loans and advances to customers						      (119.0)	 8.5	 (38.9)
	 Floating rate notes held to maturity						      1.0	 0.9	 4.0
	 Floating rate notes classified as available for sale						      (8.7)	 –	 (3.4)
	 Debt securities held for liquidity						      (0.8)	 –	 (285.0)
	 Other assets less other liabilities						      18.6	 (58.8)	 5.0
Increase/(decrease) in:
	 Deposits by banks						      (8.3)	 (263.8)	 (250.2)
	 Deposits by customers						      (27.2)	 (99.0)	 277.9
	 Loans and overdrafts from banks						      (147.0)	 581.7	 227.1
	 Non-recourse borrowings						      –	 (39.0)	 (165.0)
	 Debt securities in issue						      –	 –	 –
Net cash (outflow)/inflow from operating activities	 				    (222.1)	 164.8	 (168.8)

(b) �Analysis of net cash outflow in respect of the purchase of subsidiaries and associates
Cash consideration in respect of current year purchases					     –	 (16.8)	 (17.9)
Loan stock redemptions and deferred consideration paid in respect of prior year purchases		  (0.5)	 (2.0)	 (2.1)
Net movement in cash balances						      –	 0.3	 0.3
							       (0.5)	 (18.5)	 (19.7)

(c)	 �Analysis of net cash inflow in respect of the sale of subsidiaries
Cash consideration received						      –	 –	 75.3
Cash and cash equivalents disposed of						      –	 –	 (24.2)
							       –	 –	 51.1
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18. Consolidated cash flow statement reconciliation continued

				    Six months ended		  Year ended
				    31 January 		  31 July
							       		
							       2010	 2009	 2009
							       £ million	 £ million	 £ million

(d) Analysis of changes in financing
Share capital (including premium) and subordinated loan capital:
  Opening balance					     	 386.9	 386.4	 386.4
  Issue of ordinary share capital						      1.2	 0.5	 0.5
Closing balance						      388.1	 386.9	 386.9

(e) Analysis of cash and cash equivalents
Cash and balances at central banks						      196.5	 1.7	 1.7
Loans and advances to banks repayable on demand						     244.9	 344.7	 194.4
Certificates of deposit						      587.7	 1,341.4	 1,202.2
							       1,029.1	 1,687.8	 1,398.3

Cash and cash equivalents comprise balances which have an original maturity of three months or less, together with highly 
liquid investments. The portfolio of floating rate notes classified as available for sale were reclassified during the prior period 
for cash flow presentation purposes since the majority of the portfolio had been hedged as collateral for sale and repurchase 
agreements and the market for those instruments was no longer regarded as highly liquid due to the prevailing economic 
environment.
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Cautionary Statement

Certain statements included or incorporated by reference within this report may constitute “forward-looking statements” in 
respect of the group’s operations, performance, prospects and/or financial condition. By their nature, forward-looking 
statements involve a number of risks, uncertainties and assumptions and actual results or events may differ materially from 
those expressed or implied by those statements. Accordingly, no assurance can be given that any particular expectation will be 
met and reliance should not be placed on any forward-looking statement. Additionally, forward-looking statements regarding 
past trends or activities should not be taken as a representation that such trends or activities will continue in the future. No 
responsibility or obligation is accepted to update or revise any forward-looking statement resulting from new information, 
future events or otherwise. Nothing in this report should be construed as a profit forecast. This report does not constitute or 
form part of any offer or invitation to sell, or any solicitation of any offer to purchase any shares or other securities in the 
company, nor shall it or any part of it or the fact of its distribution form the basis of, or be relied on in connection with, any 
contract or commitment or investment decisions relating thereto, nor does it constitute a recommendation regarding the 
shares and other securities of the company. Past performance cannot be relied upon as a guide to future performance and 
persons needing advice should consult an independent financial adviser. Statements in this report reflect the knowledge  
and information available at the time of its preparation. Liability arising from anything in this report shall be governed by  
English Law. Nothing in this report shall exclude any liability under applicable laws that cannot be excluded in accordance  
with such laws.
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Group Results
for the six months ended 31 January 2010

Financial Highlights

£62.5m
Adjusted operating profit1 
from continuing operations

(2009: £64.9m)

£62.3m
Operating profit
before tax from continuing
operations

(2009: £41.5m)

32.4p
Adjusted earnings
per share2 from continuing
operations

(2009: 34.9p)

32.2p
Basic earnings
per share from continuing
operations

(2009: 19.2p)

13.5p
Ordinary dividend
per share

(2009: 13.5p)

£735.4m
Total equity

(2009: £678.0m)

1 �Adjusted operating profit is before exceptional items, impairment losses on goodwill and amortisation of intangible fixed 
assets on acquisition.

2 �Adjusted earnings per share is before exceptional items, impairment losses on goodwill, amortisation of intangible fixed assets 
on acquisition and the tax effect of such adjustments.

All data within this report relates to the six month period to 31 January, unless otherwise indicated.
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