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Chairman’s Statement

The past year has marked a perod of continued progress for Arbuthnot Latham Business
volumes have grown strongly and further investment has been made in both people and
services, albeit at the expense of short term profitabiity This investment has resulted in
customer deposits growing by 18% to £244 million whilst discretionary assets under
management grew by 36% The loan book grew by 12% to £120 million

We are continually attempting to improve our service delivery and 2006 was no exception to
this At the end of the first quarter we faunched our new investment management service to our
clients Integral to this service 15 a bespoke nsk profiling tool which ensures that each client's
portfolio reflects the level of nisk they are willing to take As a result of the introduction of this
new service, the rate of growth in discretionary assets under management increased steadily
throughout the year The new service was underpinned by excellent performance of
discretionary assets under management, which recorded an average relative return of 3 3%
above the benchmark, and an average absolute return of 12 7% for the calendar year At the
end of the year we introduced internet banking and we have been encouraged by the level of
take-up of this service during early 2007

In common with 2005, we continued to invest in quality staff to provide our clients with the level
of service that they have come to expect We were pleased to attract a number of senior private
bankers, pensions consultants and specialists In the finance of ‘'super yachts’ and high-end
overseas property Changes to the pensions legislation in April 2006, known as ‘A Day’, have
created opportunities Having reviewed and improved our pensions process, we believe that we
are In a unigue position as we are able to offer an in-house self invested personal pension
(SIPP) wrapper

In December 2006, Arbuthnot Latham entered into a sale and leaseback of Arbuthnot House,
our London headquarters The profit on the sale of the building, after allowing for the revaluation
In 2004 and related sale costs was £12 6 million

Looking to 2007, we are continuing to invest in the business to expand and improve the
services that we provide to our clients In particular, in the second quarter of 2007 we will be
launching a credit card and implementing improvements to our back office systems Plans for
Arbuthnot Banking Group to open a banking business in Switzerland are well advanced The
Chief Executive Officer has been recruited and the process to obtain a regulatory licence s
proceeding We believe the services that we will be able to offer n Switzerland will also be
attractive to many of our clients

The continued growth and development of the business has not been achieved without
significant drive and professionalism from our staff On behalf of the Board, | would like to
express our thanks to them

During 2006 we invested £1 1 milion in new pecple and infrastructure, which has adversely
affected the profitability However, the underlying profitability of the bank has held up well and
we anticipate that the investments, coupled with the structural changes that were made to the
private banking division at the end of 2005, will ensure that the bank 1s well placed to delver an
improved return in 2007

Henry Angest
21 March, 2007
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Directors

Henry Angest Chairman

Chairman and Chief Executive of Arbuthnot Banking Group PLC He 15 also Chawman of Secure Trust Bank PLC, and
Arbuthnot Securties Limited, Chawrman of the Banking Commuttee of the London Investment Banking Association and
Mddle Warden of the Guild of International Bankers

John Reed Chief Executive

Joined the bank m Aprl 2003 from SG Hamhbros Bank & Trust Lid private bank where he was Group Chief Operating
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Formerly Chairman of Leopold Joseph Holdings plc and has served as Deputy Chairman of Consolidated Gold Fields
plc and a non-executive director of National Westminster Bank plc, Marks & Spencer PLC and other companies
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He has over 24 years investment management experience, including 17 years as a Chief Investment Officer He is also
a non-executive director of Martin Curre Portfolio Investment Trust pic, Shires Income PLC and The Salvation Army
Internationat Trustee Company

Wayne Mathews Finance Director
He is a Chartered Accountant Joined the bank in 1990 from Midland Bank plc Prior to this, he held positions in leading
accountancy firms both in the UK and overseas

Andrew Salmon Director
Chief Operating Officer and Head of Business Development of Arbuthnot Banking Group PLC He was previously a
director of Hambros Bank Limited and qualified as a Chartered Accountant with Peat Marwick (now KPMG)

Paul Shenff Director
Group Finance Director of Arbuthnot Banking Group PLC He was previously Commercial Director of the Prudential's
UK and European business Pror to this he spent five years in private equity and qualified as a Chartered Accountant
with Arthur Andersen

Robert Wickham Non-executive Director

Deputy Chairman and semor independent non-executive Director of Arbuthnot Banking Group PLC He was formerly on
the Management Board of Bank of Scotland and is a non-executive director of Secure Trust Bank PLC, Rutland Trust
Plc and Georgica PLC
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Directors’ Report

The Directors present the annual report and audited financial statements of Arbuthnot Latham & Co, Limited for the
year ended 31 December, 2006

Principal activities

Arbuthnot Latham & Co, Limited 1s a banking institution which i1s authorised and regulated by the Financial Services
Authonty It also provides fund management, pensions and nvestment management services, all within the European
Union

Business review
A review of the bank's operations, including an indication of future developments 15 set out in the Gharman’s Statement
on page 3 A summary of the key performance indicators 1$ as foliows

2006 2005 Increase
Operating Income £11 4m £10 5m 9%
Customer deposits £244 Om £206 9m 18%
Customer loans £120 Om £107 1m 12%
Total assets £286 Om £246 2m 16%

Note The operating income for 2005 includes £4 8 million of income of the former subsidiary businesses acquired as
part of the group restructuring exercise completed on 31 December 2005

Finangial results

The profit before tax was £12,697,000 (2005 £778.000) and the retained profit for the year was £8,952,000 (2005
£614,000) An interm dividend of £7,000,000 was pawd on 20 December 2006 and the Directors recommend the
payment of a final dividend of £1,800,000 (2005 Nil)

Financial Risk Management
Details of how the Company manages nisk are set out In both the financial statements of Arbuthnot Banking Group PLC
and also in Note 28 to these Financial Statements

Tangible fixed assets

Movements in tangible fixed assets dunng the year are shown in note 18 to the financial statements The freehold
property purchased in August 2003 was the subject of a sale and leaseback which resulted in a profit in the year of
£12,612,000

Directors
The Directors of the Company who served during the year were as follows

H Angest

BC Collis
RAE Herbert
AM James
PWL Keech
DP Kidd

SJ Lockley
WB Mathews
C Moore

J Reed

B Rout

AA Salmon
PN Sherdf

A C Wakelin
AS Whitton
RJJ Wickham

Mr AC Wakelin retired from the Board en 1 March 2006 Mr B Rout resigned from the Board on 28 Apnl 2006, Mr AS
Whition on 2 May 2006, Mr PWL Keech on 19 June 2006, Mr SJ Lockley on 30 September 2006, Mr C Moore on 30
November 2006 and Mr AM James on 31 December 2006
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Mr PN Sheriff was appointed a director on 20 September 2006 He retires under the Arlicles of Association and, being
eligible, offers himself for re-election

The Directors due to retire by rotation are Mr H Angest, Mr AA Salmon and Mr DP Kidd who, being eligible, offer
themselves for re-election

Directors’ interests
None of the Directors has any beneficial interest in the shares of the Company

The interests of Messrs H Angest, J Reed, PN Shenff and RJJ Wickham m the share capital of Arbuthnot Banking
Group PLC are shown in the Directors’ Report of that Company

Insurance of Directors
Insurance has been maintained for the Directors of Arbuthnot Latham & Co, Limited in respect of ther duties as
Drrectors of the Company

Supplier payment policy
The Company's policy 1s to make payment in line with terms agreed with individual suppliers, payment being effected on
average within 30 days of invoice

Auditors
A resolution to reappoint PricewaterhouseCoopers LLP as auditors to the Company will be proposed at the annual
general meeting

Statement of Directors’ responsibilities
The directors are responsible for preparning the financial statements in accordance with applicable law and regulations

Company law requires the drectors to prepare financial statements for each financial year Under that law the directors
have prepared the company financial statements in accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union The financial statements are required by law to give a true and fair view of
the state of affairs of the company and of the profit or loss of the company for that penod

{n preparing those financial statements, the directors are required to

. select sutable accounting policies and then apply them consistently,

. make judgements and estimates that are reasonable and prudent,

. state that the financial statements comply with IFRSs as adopted by the European Union,

. prepare the financial statements on the going concern basis, unless it 15 inappropriate to presume that the
Company will continue in business, In which case there should be supporting assumptions or qualfications
as necessary

The directors confimn that they have complied with the above requirements in preparnng the financial statements

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time
the financial position of the company and to enable them to ensure that the financial statements comply with the
Companies Act 1985 and, as regards the financial statements, Article 4 of the IAS Regulation They are also
responsible for safeguarding the assets of the company and hence for {aking reasonable steps for the prevention and
detection of fraud and other rregulanties
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Statement of disclosure of infarmation to auditors

The directors confirm that,
a  so far as each director 1s aware, there 15 no relevant audit information of which the company’s auditors are

unaware, and
b the directors have taken all the steps they ought to have taken as directors to make themselves aware of any

relevant audit information and to estabhsh that the company's auditors are aware of that information

By arder of the Board

R

JR Kaye
21 March, 2007
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Independent Auditors’ Report
To the members of Arbuthnot Latham & Co , Limited

We have audited the financial statements of Arbuthnot Latham & Co , Limited for the year ended 31 December 2006
which compnse the Income Statement, the Balance Sheet, the Statement of Changes in Equity, the Cash Flow
Statement and the related notes These financial statements have been prepared under the accounting policies set out
therein

Respective responsibilities of directors and auditors

The directors' responsibiliies for preparing the financial statements In accordance with applicable law and International
Financial Reporting Standards (IFRSs) as adopted by the European Union are set out in the Statement of Directors’
Responsibiliies

Our responsibility 1s to audit the financial statements 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 1n accordance with Section 235 of the Companies Act 1985 and for no other
purpose We do net, In giving 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 prior 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 have been properly prepared in accordance with the Companies Act 1985 We also report to you whether in
our cpinton the information given in the Directors' Report 15 consistent with the financial statements

In addition we report to you If, In our opion, the Company has not kept proper accounting records, if we have not
recerved all the information and explanations we regquire for our audit, or If Information specified by taw regarding
directors’ remuneration and other transactions 1s not disclosed

We read the Directors’ Report and Charman's Statement and consider the implications for our report If we become
aware of any apparent misstatements within them

Basis of audst opinion

We conducted our audit in accordance with International Standards on Audiing (UK and ireland) 1ssued by the Auditing
Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in
the financial statements It also includes an assessment of the signfficant estimates and judgments made by the
directors In the preparation of the financial statements, and of whether the accounting policies are appropriaie to the
company's circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtan all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial statements are
free from matenial misstatement, whether caused by fraud or other irequlanity or error In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the financial statements

Opinion
In our opinion

e the financial statements give a true and fair view, in accordance with IFRSs as adopted by the European Unien, of
the state of the Company's affairs as at 31 December 2006 and of iis profit and cash flows for the year then ended,

« the financial statements have been properly prepared in accordance with the Companies Act 1985, and

«  the mformation given in the Directors' Report s consistent with the financial statements

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
London

2§ March, 2007

8
Arbuthnot Latham & Co , Limited




INCOME STATEMENT

Year ended 31 December

2006 2005
Note £000 £000
Interest and similar income 13,291 11 596
Interest expense and similar_charges (7 886) (7 181}
NET INTEREST INCOME 5,405 4,415
Fee and commission income 3 6,515 1,637
Fee and commission expense (481) (338)
NET FEE AND COMMISSION INCOME 6,034 1299
QPERATING INCOME 11,439 5714
Dindend income - 605
Gatn on sale of subsidiary 14 - 57
Gan on sale of freehold premises 16 12,612 -
Gain on sale of investment secunties 667 926
Other income 1936 2,628
impairment gains/{losses) on loans and advances 11 4 {18}
Operating expenses 4 {13,961) (9.134)
PROFIT BEFORE INCOME TAX 12 697 778
Income tax expense 3] (2,745) {164)
PROFIT FOR THE YEAR ATTRIBUTABLE TO EQUITY HOLDERS OF THE COMPANY
24 9 952 614

The notes on pages 13 to 28 are an integral part of these financial statements
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BALANCE SHEET

At 31 December

2008 2005
Note £000 £000

ASSETS
Cash 8 158 167
Loans and advances to banks and bullding societies 9 43,322 18 265
Loans and advances 1o custamers 10 120,082 107,079
Debt securities held-to-maturity 12 105,962 88,389
Invesiment secunties 13 1 954 577
Investments in subsidiary undertakings 14 56 31
Intangible assets 15 6 693 6 466
Property, plant and equipment 16 1,924 22 008
Current tax asset - 50
Deferred tax asset 17 290 .
Other assets 18 5 548 3,160
TOTAL ASSETS 285,989 246 192
LIABILITIES
Deposits from banks 19 3,028 7,090
Deposits from customers 20 243,975 206,911
Subordinated loan 21 3,100 3,100
Other liabilities 22 4,195 3338
Tax hability 3,664 -
Deferred tax habilities 17 - 679
TOTAL LIABILITIES 257 963 221,118
EQUITY
Share capital 23 15,000 15000
Retained earnings 24 13026 8220
Other reserves 24 - 1,854
CAPITAL AND RESERVES ATTRIBUTABLE TO THE COMPANY'S EQUITY HOLDERS 28,026 25,074
TOTAL EQUITY AND LIABILITIES 285,989 246 192

The financial statements on pages 9 to 28 were approved by the Board of Directers on 21 March 2007 and were signed on its behalf by

J Reed - Drector

WB Mathews - Director V //"V\ﬂ‘

The notes on pages 13 to 28 are an integral part of these financial statements
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STATEMENT OF CHANGES IN EQUITY

Share Other Retained
capital Reserves earnings Total
Note £000 £000 £000 £000
BALANCE AT 1 JANUARY 2005 15,000 1,854 7,606 24 460
Profit for 2005 - - 614 614
AT 31 DECEMBER 2005/
1 JANUARY 2006 15,000 1,854 8,220 25,074
Profit for 2006 - - 9,952 9952
Released on sale of freehold premises 24 - (2,649) 2 649 -
Release of deferred tax on sale of freehold premises 24 - 795 (795) -
Intenim dwidend for 2006 (£0 47 per share) 7 - - (7.000) (7,000
AT 34 DECEMBER 2006 15,000 13026 28,026

The notes on pages 13 to 28 are an integral part of ihese financial statements
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CASH FLOW STATEMENT

Year ended 31 December

2006 2005
Note £000 £000

CASH FLOWS FROM OPERATING ACTIVITIES
Interest receved 12,566 11424
Interest paid (7.645) (7 059)
Dividends recewed - 605
Net fees and commissions received 5,569 1296
Other income 1,936 2,616
Recovenes on loans previously written off 11 - 155
Cash payments to employees and supphers (11,881) (8,375)
Taxation repaid - 122
Cash flows from operating profits before changes in operating assets and liabilies 565 784
Changes n operating assets and labilities
- net increase n loans and advances to customers 10 (12,999) (17.593)
- net (increase)/decrease in other assets 18 (1,198) 893
- net decrease n deposits from other banks 19 {4,061} (15,440)
- net increase 1n amounts due to customers 20 37 064 43 002
- net increase n other liabiliies 22 (715) 1,956
NET CASH FROM OPERATING ACTIVITIES 18,656 13,602
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property, plant and equipment 16 (1,488) (490}
Purchase of computer software 15 (361) {51)
Purchase of businesses i5 (50} {6 860)
Net proceeds from sale of property, plant and equipment 16 33599 55
Proceeds from sale of investment secuntes 13 1244 1,515
Purchase of mvestment secunties 13 {1,954) -
Purchase of mvestment in subsidiary undertakings 14 (25) -
Proceeds from sale of investment in subsidiary undertakings 14 - 7.820
Purchase of debt securities 12 (139,481) (84 097)
Proceeds from sale of debt secunties 12 122,647 59 039
NET CASH FROM INVESTING ACTIVITIES 14,131 {23 069)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from borrowed funds and debt secunties 21 - 500
Dividends paid 7 {7,000} -
NET CASH FLOWS FROM FINANCING ACTIVITIES (7.000) 500
NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS 25,787 (8,967)
Cash and cash equivalents al beginning of year 47,016 55,983
CASH AND CASH EQUIVALENTS AT END OF YEAR 26 72,803 47 016

The notes on pages 13 to 28 are an integral part of these financial statements
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NOTES TO THE FINANCIAL STATEMENTS

1 PRINCIPAL ACCOUNTING POLICIES

The principal accounting polictes applied in the preparation of these financial statements are set out below These policies have been
consistently apphed to all the years presented, unless otherwise stated

Basis of preparation

The Company's financial statements have been prepared in accordance with Internationat Financial Reporting Standards (IFRS) as adopted by
the European Union This means those International Accounting Standards, Intemational Financial Reporting Standards and related
interpretations (SIC-IFRIC interpretations), subsequent amendments to those standards and related interpretations adopted by the
International Accounting Standards Board {IASB) that have been endorsed by the European Cormmisston

The financial siatements have been prepared on a histonical cost basis except for the revaluation of freehold prerises The pnincipal
accounting policies adopted are set out below and, unless otherwise stated have been applied consistently to both this and the preceeding
year

Available for sale mvestments, which were previously classified as loans and advances, are now disclosed separately

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates 1t also requires
management to exercise its judgement in the process of applying the company's accounting policies The areas nvolving a higher degree of
judgemen! or complexity or areas where assumptions and estimates are significant to the consolidated financial statements, are disclosed in
Note 2

a) Amendments to published standards and interpretations effective 1 January 2006

During the year the Company has adopted the amendments to the following standards

- 1AS 19 (Amendment), Actuanal Gans and Losses, Group Plans and Disclosures,

- |IAS 21 {Amendment), Net investment in a foreign operation,

- IAS 35 (Amendment), Cash flow hedge accounting of forecast intra-group transactions,

- IAS 39 (Amendment), The fair value option,

- 1AS 39 and IFRS 4 (Amendment} Financial guarantee contracts,

- IFRIC 4, Determining whether an arrangement contains a lease

Adoption of these amendments did not have a matenal impact on the reported results or position of the Company for the year ended 31
December 2006

b) Standards and interpretations issued but not yet effective

The following standards and interpretations have been issued but are not yet effective for the Company, and hance the Company has chosen
-IFRS 7 Financial instruments Disclosures, and the related amendment to IAS 1 on capital disclosures {effective for annual penods

- IFRIC B, Scope of IFRS 2 {effective for annual periods begmning on or after 1 May 2006}

. IFRIC 9, Reassessment of embedded denvatives (effective for annual penods beginning on or after 1 June 2006),

- IFRIC 10, Intenm Financial Reporting and Impairment {effective for annual periods beginning on or after 1 November 2006)

The application of these new interpretations will not have a matenal \mpact on the Company's financial statements in the penod of mitial
application

Forelgn currency translation

{a) Funchional and presentation currency

The Company operates pnmanly in the United Kingdom and items included in the financial statements are measured using pounds sterfing
(‘the functional currency’) The financial statements are presented in pounds steriing, which 1s the Company’s functional and presentation
currency

(b} Transactions and balances

Forewgn currency transactions are translated into the functional currency using the exchange rates prevading at the dates of the transactions
Foreign exchange gams and losses resulting from the setflement of such transactions and from the translation at year-end exchange rates of
monelary assets and habilities denominated mn foresgn currencies are recognised in the income statement

Interest Income and expense
Interest Income and expense are recogrised in the income statement for all instruments measured at amortised cost using the effective
interest method

The effective interest method s a method of calculating the amortised cost of a financal asset or a financial hability and of allocating the
interest income or interest expense over the relevant penod The effective interest rate 1s the rate that exactly discounts estimated future cash
payments or receipts through the expected life of the financial Instrument or when appropnate, a shorter percd to the net carrying amount of
the financial asset or financial hability When calculating the effective interest rate, the Company takes mnto account all contractual terms of the
financial nstrument but does not consider future credit losses The calculation includes all fees pawd or receved between parties to the
contract that are an integral par of the effective interest rate, transaction cos!s and all other premims or discounts

Cnce a financial asset or a group of similar financial assets has been written down as a resull of an imparment loss, interest mcome 15
recognised ustng the onginal effective interest rate
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NOTES TO THE FINANCIAL STATEMENTS (continued)

Fee and commission income

Fees and commissions are generally recogrised on an accrual basis when the service has been prowided Loan commitment fees are
deferred and recogrised as an adjustment to the effective interest rate on the loan Asset and other management, adwvisory and service fees
are recognised based on the apphcable service contracts, usually on a time apportioned basis The same principal 15 apphed for financial
planning services that are continuously prowided over an extended period of time

Financial assets

The Company classifies ts financial assets in the following categones financial assets at far value through profit or loss loans and
recewvables, held-to-matunty investments, and avallable-for-sale financial assets Management determines the classification of its investments
at imitial recognition

{a) Financial assets at fair value through profit or loss
This category compnses financial assets held for trading The Company held no such assets dunng the two financial years ended 31
Oecember 2008

{ b) Loans and receivables
Loans and receivables are non-denvative financial assets with fixed or determinable payments that are not quoted in an achive market They
anse when the Company provides money, goods or services directly 1o a debtor with no intention of trading the receivable

(c} Held-to-matunty
Held-to-matunty nvestments are non-denvative financial assets with fixed or determinable payments and fixed matunties that the Company’s
management has the positive intention and ability to hold to matunty

{d) Avallable-for-sale

Available-for-sale investments are those intended to be held for an indefinite penod of time which may be sold in response to needs for
iquidity or changes in interest rates exchange rates or equity pnces The Company has made equity investments in spectal purpose vehicles
set up to acquire and enhance the value of commercial properties These investments are hikely to be of a medwm term nature There 15 ne
open market for these secunties and due to the nature of the underlying assets any valuation would contain sigrificant estimation
Consequently, these investments are held at cost

Loans are recognised when cash ts advanced 1o the bomowers Financial assets are iniially recognised at farr value plus transaction costs for
all financial assets not carned at fair value through profit or loss Loans and recewvables and held-to-maturity investments are carned at
amorlised cost using the effectve interest method

Offsetting financial instruments
Financial assets and habiities are offset and the net amount reported n the balance sheet when there is a legally enforceable nght to offset the
recogmsed amounts and there 1s an intention to settle on a net basis, or realise the asset and settle the hability simultanecusly

Impairment of financial assets

The Company assesses at each balance shee! date whether there 1s objective evidence that a financial asset or group of financial assets 15
wmparred A financial asset or a group of financial assets 1s impaired and impairment losses are incurred «f, and only If, there i1s objective
evidence of impairment as a result of one or rmore events that occurred after the insiat recognition of the asset {a ‘loss event’) and that loss
event (or events) has an impact on the estmated future cash flows of the financial asset or group of financial assets that can be rehably
estimated

If there 15 objective evidence that an impairment loss on loans and receivables or held-to-matunty investments carried at amortised cost has
been incurred, the amount of the 10ss 1S measured as the difference between the asset’s carrying amount and the present value of estimated
fulure cash flows discounted at the financial asset s onginal effective interest rate  The carrying amount of the asset 1s reduced through the
use of an allowance account and the amount of the loss I1s recogrised in the income statement  |f a loan or held-to-matunty :nvestment has a
vanable interest rate, the discount rate for measunng any imparment loss 1s the current effective interest rate determined under the contract

When a loan 1s uncollectable, it 1s written off agamst the related prowision for loan impawrment  Such loans are wnitten off after ail the necessary
procedures have been completed and the amount of the loss has been determined Subsequent recoveries of amounts previously written off
decrease the amount of the provision for loan impairment in the iIncome statement

Intangible assets

{a) Goodwili

Goodwtll represents the excess of the cost of an acquisition over the far value of the Company's share of the net identfiable assets of the
acquired subsidiary or business at the date of acquisiion Geodwill on acquisitions of subsidiaries and businesses Is included 0 ‘intangible
assets’ Goodwllis tested annually for impairment and camed at cost less accumulated impairment fosses  Gains and losses on the disposal
of an entity include the carrying amount of goodwill relating to the entity sold

{b} Computer software

Acquired computer software licenses are capitalised on the basis of the costs incurred to acqurre and bring to use the specific software These
costs are amortised on a straight ine basis over therr expected useful lives (five years)

Costs associated with developing or mantaining computer software programs are recognised as an expense as incurred
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NOTES TO THE FINANCIAL STATEMENTS (continued)

Property, plant and equipment

Land and buildings compnised the Company's head office and, prior to sale was stated at latest valuation with subsequent additions at cost
less depreciation Plant and equipment 1s stated at histoncal cost less deprectation Histonical cost includes expenditure that 1s diectly
attnbutable {o the acquisition of the items

Land s not depreciated  Depreciation on other assets i1s calculated using the straight ine methed to allocate their cost to their residual values
over their eshmated useful ives, applytng the following annual rates

Freehold buldings 2%

Office equipment 10% to 33%
Computer equipment 20% to 25%
Motor vehicles 25%

Gans and losses on disposals are determined by companng proceeds, less assocrated sale costs, with camying amount These are included
In the income statement

Leases - as a lessor

When assets are held subject to finance leases, the present value of the lease payments i15 recogrised as a recevable The difference
between the gross recevable and the present value of the receivable 1s recogrised as unearned finance income Lease income 15 recognised
over the term of the lease using the net investment method, which reflects a constant penodic rate of return

When assets are held subject lo operating leases, the underlying assets are held at cost less accumulated depreciation The assets are
depreciated down to therr estimated residual values on a straight ine basis over the lease term Lease rental income Is recegrised on a
straight ine basis over the lease term

Leases - as a lessee
Rentals made under operating leases are recogrused in the income statement on a straight ine basis over the term of the lease

Cash and cash equivalents
For the purposes of the cash flow statement, cash and cash equivalents compnse balances with less than three months’ matunty from the date
of acquisition, meluding cash, loans and advances to banks and building societes and short-term highly iquid debt secunties

Post-retirement benefits

The Company contributes to a defined contnbution scheme and to iIndvidual defined contnbution schemes for the benefit of certain employees
The schemes are funded through payments to insurance companes or trustee-administered funds at the contnbution rates agreed with
individual employees

The Company has no further payment obligations once the contnbutions have been paid The contnbutions are recognised as an employee
benefit expense when they are due Prepad contributions are recognised as an asset to the extent that a cash refund or a reduction m the
future payments 1s avallable

There are no post-retrement benefits other than pensions

Deferred tax

Deferred tax 1s provided in full, using the habiity method, on temporary ditferences ansing between the tax bases of assets and labiities and
thewr carrying amounts In the financial statements Deferred tax 1s determined using tax rales {and laws) that have been enacted or
substantially enacted by the balance sheet date and are expected to apply when the relaled deferred tax asset is realised or the deferred tax
hability 15 settled

Deferred tax assets are recognised where it s probable that future taxable profits will be available aganst which the temporary differences can
be utihsed

Borrowings

Borrowings are recognised wutizlly at farr value, being thewr 1ssue proceeds (fair value of consideration received) net of fransaction costs
incurred Bomowings are subsequently stated at amortised cost, any difference between proceeds net of transaction costs and the redemption
value 1s recogrused In the ncome statement over the period of the borrowings using the effective interest method

Dividends
Final dividends on ordinary shares are recognised 1n equity In the penod in which they are approved, while interim dividends are recognised in
the penod in which they are paid

Fiduciary activities

The Company commonly acts as a trustee and in other fiduciary capacities that result in the holding or placing of assets on behalf of
individuals. trusts retrement benefits and other institutions These assets and ncome ansing thereon are excluded from these financial
statements, as they are not assets of the Company

Guarantees
The Company issues guarantees to third parties on behalf of its customers These items, which are normally secured on customer assets, are
recorded as contingent habiities at the contracted value of the guarantee, which equates to the far value
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NOTES TO THE FINANCIAL STATEMENTS (continued)

Business combmations

In accordance with the exemption offered by IFRS3, the Company deals with internal corporale reorgamisations by transferring assets at their
carrying value

The purchase method of accounting 1s used to account for the acquisition of businesses by the Company The cost of an acquistion 1
measured as the fair value of the assets gwven equity nstruments issued and habilities incured or assumed at the date of exchange, plus
costs directly atinbutable to the acquisition !dentifiable assets acquired and habilites and contingent llabilites assumed in a business
combination are measured initially at their far values at the acquisition date, imespective of the extent of any minonty interest The excess of
the cost of acquisition over the fair value of the Company's shares of the wdentifiable net assets acquired 1s recorded as goodwill If the cost of
acquisition 1s less than the far value of the net assets of the subsidiary acquired the difference 1s recognised directly in the income statement

Inventory
Inventory compnses stock of assets purchased but not yet leased 1115 valued at the lower of cost or net realisable value

2 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS IN APPLYING ACCOUNTING POLICIES

The Company makes estimates and assumptons that affect the reported amounts of assets and habiites within the next financial year
Estimates and judgements are continually evaluated and are based on historical experience and other factors, including expectations of future
events that are believed to be reasonable under the circumstances

a} IMPAIRMENT LOSSES ON LOANS AND ADVANCES

The Company reviews its loan portfollos to assess imparment at least on a half-yearly basis In determimng whether an impairment loss
should be recorded in the income statement, the Company makes judgements as to whether there 1s any observable data indicating that there
's a measurable decrease n the estimated future cash fiows from a portfolio of loans before the decrease can be Wentified with an individual
loan n that portfolio  This evidence may include observable data indicating that there has been an adverse change in the payment status of
borrowers 1In a Company, or national or lecal economic conditions that correlate with defaults on assets in the Company Management uses
estimates based on histonical loss expenence for assets with credit risk charactenstics and objective evidence of impairment simiar to those in
the portfolio when scheduling its future cash flows The methodology and assumptions used for estimating both the amount and timing of
future cash flows are reviewed regularly to reduce any differences between loss estimates and actual loss experience

b) IMPAIRMENT OF GOODWILL

The Company reviews the carrying value of goodwill at least on an annual basis to determine whether there has been any /mparrment In
determining whether an impaurment loss should be recognised in the income statement, the Company makes judgements as to whether there
has been a quantifiable decrease in the value of the goodwill by reference to both the underlying income streams that continue to accrue from
the acquired business and available data i the publc doman regarding the market prices for simiar businesses In camrying out this
assessment the Company has due regard for its future plans for the business

¢) HELD-TO-MATURITY INVESTMENTS

The Company follows the guidance of IAS 38 on classifying non-derivative financial assets with fixed or determinable payments and fixed
matunty as held-to-matunty The classification requires significant judgement  In making this judgement the Company evaluates its intention
and ability to hold such investments to matunty If the Company fails o keep these investments to maturity other than far the speafic
circumstances — for example, selling an insigmificant amount close to matunty — it will be required to reclassify the entire class as available-for-
sale The investments would therefore be measured at fair value not amartised cost

3 FEE AND COMMISSION INCOME
Included in fee and commusion Income (s loan fee income of £959,000 (2005 £913,000) which has been accounted for using the effective
interest method

4 QOPERATING EXPENSES

2006 2005
£000 £000
Staff costs  including directors

Wages and salaries 6 434 3,914
Social security costs 767 422
Other pension costs 517 337
Amortisation of software (Note 15) 184 170
Depreciation (Note 16) 585 589
QOperating lease rentals 150 58
Qther administrative expenses 5324 3,643
TOTAL OPERATING EXPENSES 13,961 9,134

Directors emotuments are disclosed in note 27

Fees payable to the Company's auditors for the audit of the Company's financial statements 1s £96,000 (2005 £56,000) Fees payable to the
Company's audiors for other services consist of other services pursuant 1o legislation £5,000 (2005 £nil) and tax services of £7,000 (2005
£22 000)
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NOTES TO THE FINANCIAL STATEMENTS (continued)

§ AVERAGE NUMBER OF EMPLOYEES

2006 2005

127 78
6 INCOME TAX EXPENSE

2006 2005

£000 £000
United Kingdom corporation tax at 30% (2005 30%;)
- Current 2,875 {7}
- Adjustment In respect of prior years 44 20
Deferred tax (note 17) {174) 151
TAXATION EXPENSE 2745 164
TAX RECONCILIATION
Profit before tax 12 697 778
Tax at 30% (2005 30%) 3809 233
Capital allowances 1n excess of depreciation (139) (70}
Sale of fixed asets (845) {3)
Sale of investment in subsidiary - 117
Expenses not deductible for tax purposes 50 32
Dividends recerved - (182)
Prior pened adjustments 44 20
Deferred taxation (174) 151
Corporation tax charge for the year 2,745 164
7 DIVIDENDS

Dunng the year, a dvidend of £0 47 per share (2005 £nit per share) totaling £7 000,000 {2005 £ni) was paid The directors propose a
dwidend of £0 12 per share {lotaling £1 800,000) for the year ended 31 December 2006 The dividend will be submitted for formal approval at
the Annual General Meetng to be held on 23 May 2007

8 CASH
20086 2005
£000 £000
Cash in hand included in cash and cash equivalents (Note 26) 158 167
9 LOANS AND ADVANCES TO BANKS AND BUILDING SOCIETIES
2006 2005
£000 £000
Placements with banks and building societies mcluded in cash and cash equivalents (Note 26) 43 322 18 265
For a matunty profile of loans and advances to banks and bullding societies, refer to Note 28
10 LOANS AND ADVANCES TO CUSTOMERS
2006 2005
Restated
£000 £000
Gross loans and advances (see Note 28{ir)) 120,477 107,542
Less allowances for imparrment on loans and advances (Note 11) {395) {463}
120,082 107 079

For 2 matunty profile of loans and advances to customers, refer {o Note 28
In 2005 available for sale investments totaling £577,000 were included in loans and advances te customers These have now been reclassified
(see Note 13)
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NOTES TO THE FINANCIAL STATEMENTS (continued)

11 ALLOWANCES FOR IMPAIRMENT ON LOANS AND ADVANCES

Movement in allowance for impairment on loans and advances

2006 2005
£000 £000
At 1 January 463 407
Impairment {gains)/losses 4) 18
Loans written off during the year as uncollectible (64) (117)
Amounts recovered dunng the year - 155
AT 31 DECEMBER 395 463

Interest income of £99,000 (2005 £70 000) has been accrued on impaired loans and advances

12 DEBT SECURITIES HELD-TO-MATURITY

Debt securities represent certificates of deposit The Company’s intention 1s to hold them to matunty and, therefore they are stated in the
balance sheet at amortised cost Amounts include £29,323,000 (2005 £28,584,000) with an enginal matunty of 3 months or less included in
cash and cash egquivalents (Note 26)

The movement in debt securiies held {o matunty may be summansed as follows

2006 2005
£000 £000
AT 1 JANUARY 88 389 50,500
Exchange difference on monetary assels (278) 127
Additions 240,897 268 352
Redemptions (223 046) (230,590}
AT 31 DECEMBER 105 962 88,389
T
13 INVESTMENT SECIES
2006 2005
Restated
£000 £000
Investments in avallable-for-sale securities 1 954 577

The Company has made equity investments n special purpose vehicles set up to acquire and enhance the value of commercial properties
These mvestments are of a medium term nature There 1s no open market for these securities and due to the nature of the underlying assets
any valuation would contain significant esttmation Consequently, the Direclors believe that it 1s appropnate to hold the investments at cost In
previous years these investments were reported in Loans and advances to customers {see note 10)

The movement in investment securities may be summansed as follows

2006 2005

£000 £000

AT 1 JANUARY 577 1166
Addittons 1 954 .
Disposals (577) (589}
AT 31 DECEMBER 1 954 517

18
Arbuthnot Latham & Co , Limited




NOTES TO THE FINANCIAL STATEMENTS (continued)

14 INVESTMENTS IN SUBSIDIARY UNDERTAKINGS

2006 2005

£060 £000

AT 31 DECEMBER 31 7794
Acquisihions 25 -
Disposals - (7,763)
AT 31 DECEMBER 56 31

In 2005 there was a gain on the sale of a subsidiary of £57,000

On 14 July 2006 the Company formed UK Reglonal Hotel Property Fund Manager Limited a Jersey registered company, in order to act as
manager of the UK Regienal Hotel Property Fund, a specialist expert Jersey Properly Unit Trust The Company owns the entire share capital of

this undertaking

At 31 December 2006, the Company also owned the entire share capital of The Musical Instrument Finance Company Limited (formerly Weinel
& Partners Limited), Arbuthnot Weinel Financial Consultants Limited, Artllery Nominees Limited  Arbuthnot Actuanal Consuliancy Limited,
Arbuthnot Latham (Nominees) Limited, Nelson Nominees Limited, John ¥ Gilhat & Co, Limited and Partnership Protection Limuted All of the

companies are dormant

All the above interests relate wholly to ordinary shares

15 INTANGIBLE ASSETS

Computer
software Goodwill Total
£000 £000 £000

AT 1 JANUARY 2005
Cost 906 - 906
Accumulated amortisation {348) - (348)
NET BOOK AMOUNT 558 - 558
YEAR ENDED 31 DECEMBER 2005
Opening net book amount 558 558
Addittons 51 6,027 6 078
Amorbsation charge (170} - (179}
Closing net book amount 439 5,027 6 466
AT 31 DECEMBER 2005
Cost 957 6,027 6,984
Accumulated amortisation (518) - (518)
Net book amount 438 6 027 B 466
YEAR ENDED 31 DECEMBER 2006
Opening net book amount 439 6,027 6 466
Additions 361 50 411
Amortisation charge (184) - (184)
Closing net book amount 616 5 077 6,693
AT 31 DECEMBER 2006
Cost 1317 6 077 7 394
Accumulated amortisation {701) - {701}
NET BOOK AMOUNT 616 6,077 6,693
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NOTES TO THE FINANCIAL STATEMENTS (continued)

16 PROPERTY, PLANT AND EQUIPMENT

Computer and

Freehold land Operating other Motor
and buildings Leases equipment vehicles Total
£000 £000 £000 £000 £000

AT 1 JANUARY 2005
Cost or valuation 20,800 - 1,452 474 22726
Accumulated depreciation - - {445) (141} {586)
Net beok amount 20 800 - 1007 333 22 140
YEAR ENDEC 31 DECEMBER 2005
Opening net book amount 20,800 - 1,007 333 22,140
Addittons 31 - 303 97 431
Group transfers - - 69 - 69
Onsposals - - - {43) (43)
Depreciation charge {147} - (323) (119} {(589)
CLOSING NET BOOK AMOUNT 20,684 - 1,056 268 22 008
AT 31 DECEMBER 2005
Cost or valuation 20,831 - 1893 466 23190
Accumulated depreciation (147) - (837) (198) (1,182)
Net book amount 20,684 1056 268 22 008
YEAR ENDED 31 DECEMBER 2006
Opening net book amount 20 684 - 1056 268 22,008
Additions - 892 429 167 1,488
Dispoesals (20,550) - {315) (122} (20 987)
Depreciation charge (134) (51) (302) (98) (585)
CLOSING NET BOOK AMOUNT - 841 868 215 1,924
AT 31 DECEMBER 2006
Cost or valuation - 892 2,007 511 3,410
Accumulated depreciation - 51) {1139) (2986) {1,486)
NET BCOK AMOUNT 841 868 215 1924

On 20th December 2006 the Company entered mto a sale and leaseback of its freehold premises The property was sold for £35 milhen which
resulted i a profit on sale (after costs) of £12,612,000 The Company has entered into an agreement to lease the premises for a period of up

to 15 years (see note 25)

The historical cost of freehold property ncluded at valuation is as follows

2006 2005
£000 £000
Cost - 18 182
Accumulated depreciation - {61)
Net book amount - 18,121
The operating lease receivables under non-cancellable operating leases 15 as follows
2006 2005
£000 £000
Expinng
No later than 1 year 141 -
Later than 1 year and no later than 5 years 430 -
Later than 5 years - -
571 -
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NOTES TO THE FINANCIAL STATEMENTS (continued)

17 DEFERRED TAX

2006 2005
£000 £000
The deferred tax asset/(hability) compnses
Unirealised surplus on revaluation of freehold property - (795)
Capnal allowances 290 116
290 (679}
At 1 January (679) {528)
Credited/(charged) te income statement 174 {151)
Revaluation reserve 795 .
At 31 December 280 (679)
18 OTHER ASSETS
2006 2005
£000 £000
Inventory 448 295
Trade receivables 2275 1,062
Prepaymenis and accrued Income 2,825 1,803
5,548 3 160
19 DEPOSITS FROM BANKS
2006 2005
£000 £000
Depasits from other banks 3029 7.090
For a matunty profife of deposits from banks, refer to Note 28
20 DEPOSITS FROM CUSTOMERS
2006 2005
£000 £000
Retadl customers
- current/dermand accounts 93,480 86 560
- term deposits 150,495 120 351
243,975 206 911
For a matunty profile of deposits from customers refer io Note 28
21 SUBORDINATED LOAN
2006 2005
£000 £000
3,100 3100

The subordinated loan is provided by Arbuthnot Banking Group PLC It had an onginal matunty date of 30 August 2008, which was further
extended to 30 August 2011 in August 2006 The subordinated loan carmes interest at the interbank rate for one week deposits

22 QTHER LIABILITIES

2006 2005

£000 £000
Trade payables 573 1,047
Accruals and deferred income 3,622 2 291
4195 3,338
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NOTES TO THE FINANCIAL STATEMENTS (continued)

23 SHARE CAPITAL

Number of Ordinary
shares shares
Authorised, alloted, called up and fully pard shares of £1 each £000
AT 31 DECEMBER 2005 AND 31 DECEMBER 2006 15,000,000 15 000
24 RESERVES AND RETAINED EARNINGS
2006 2005
£000 £000
Retamned earnings 13,026 8,220
Revaluation reserve - 1854
TOTAL RESERVES AT 31 DECEMBER 13 026 10 074
Movements in retained earnings were as follows
At 1 January 8,220 7 606
Profit for the year 9 952 614
Transfer from revaluation reserve 1,854 -
Intenm dividend for 2006 (£0 47 per share) - Note 7 {7,000) -
AT 31 DECEMBER 13,026 §,220
Movements in revaluation reserve was as follows
At 1 January 1,854 1,854
Movement on sale of freehold property (1,854) -
AT 31 DECEMBER . 1,854

25 CONTINGENT LIABILITIES AND COMMITMENTS

a) Capital commiiments
At 31 December 2006 the Company had capital commitments of £nil (2005 £308,000) in respect of equipment purchases

b} Credit cemmitments

The contractual amounts of the Company's off-balance sheet financial instruments that commit it to extend credit to customers are as follows

2006 2005
£000 £000
Guarantees and other contingent habiihies
Documentary letters of credit 13 15
Guaraniees 312 569
Other contingent liabilities 8 8
Commitments to extend cradit
- Onginal term to matunty of one year or less 10,450 9,011
10 783 9,603
¢} Operating lease commitments
Where the Company 1s the lessee, the future aggregate lease payments under non-cancellable operating leases are as follows
2006 2005
£000 £000
No later than 1 year 1.843 136
Later than 1 year and no later than 5 years 7 305 459
Later than 5 years 234 167
9,382 762

On 20 December 2006 the Company entered into a sale and leaseback transaction in respect of its freehold premises (see Note 18) The term
in respect of this lease 15 15 years with an annual commitment of £1 705,000 Under the terms of the lease the Company can exercise an

option to terminate the lease after 5 years
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NOTES TO THE FINANCIAL STATEMENTS (continued)

26 CASH AND CASH EQUIVALENTS

For the purposes of the cash flow statement, cash and cash equivatents compnses the following bafances with less than three months matunty

from the date of acquisthon

2006 2005

£000 £000
Cash (Note 8) 158 167
Loans and advances to banks and buillding sccreties (Note 9) 43322 18 265
Debt secunties held-to-matunty (Note 12} 29,323 28 584
72 803 47 016

27 RELATED-PARTY TRANSACTIONS

A number of banking transactions are entered into with related parties in the normal course of business These include loans deposits and
foreign currency transactions The volumes of related-panty transachions, outstanding balances at the year end, and relating expense and

income for the year are as follows

1) TRANSACTIONS WITH GROUP COMPANIES

2006 2005
£000 £000
LOANS
At 1 January 719 1,000
Loans 1ssued dunng the year 7,399 719
Loan repayments durng the year (8,090) {1,000)
At 31 December 6 500 7191
Interest income eamed 231 16
2006 2005
£000 £000
DEPOSITS AND CURRENT ACCOUNTS
At 1 January 10,758 3577
Net movement on current accounts 93 {852)
Net movement on deposit accounts 2 531 8,043
At 31 December 13 382 10 758
Interest expense 230 157
Commisston income earned 35 50

The Company uses Arbuthnot Secunties Lunited, a fellow group undertaking, to execute a number of seculittes transactions on behalf of
discretionary asset management clients Dunng 2006, commissions of £13,000 were paid (2005 £nil) There were no batances outstanding at
31 December 2006

Included in the Income Statement are costs recharged to Arbuthnot Banking Group PLC, Arbuthnot Secuntes Limited and, for 2005 only, a
number of subsidianes of the Company whose businesses were acquired by the Company on 31 December 2005, in respect of property costs,
IT support and usage of fixed assels, amounting to £1,936,000 (2005 £2,410,000) The balances ouistanding at 31 December 2006 were

£1,238,000 (2005 £643,000)
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NOTES TO THE FINANCIAL STATEMENTS (continued)

27 RELATED-PARTY TRANSACTIONS (continued) *
1i) TRANSACTIONS WITH DIRECTORS
2006 2005
£000 £000
LOANS
Loans outstanding at 1 January 303 79
Loans issued dunng the year 590 11587
Loan repayments dunng the year {353) {933}
Loans outstanding at 31 December 54() 303
Interest income earned 28 14

No provisions have been recogrised in respect of loans given to related parties (2005 £nil)

The loans 1ssued to directors during the year consist of credit card transactions and term loans All loans were on normal commercial terms
and are all repayable on demand

2006 2005

£000 £000
DEPOQSITS
Deposits at 1 January 1041 55
Depasits receved dunng the year 2,583 1,214
Depostts repaid dunng the year (3,108) {228)
Deposits at 31 December 516 1 041
Interest expense on deposits 37 4
Directors’ remuneration
The Directors’ emoluments (including pension contnbutions and benefits n kind) for the year were as follows

20086 2005

£000 £000
Fees 21 27
Other emoluments 1,083 1,070
Compensation for toss of office 121 -
Pension contnbuttons 172 176

1,407 1273

Pension contributions are being accrued under money purchase schemes for 7 directors in respect of qualifying service The emoluments of H
Angest SJ Lockley AA Salmon, PN Shenff, RJJ Wickham and AC Wakeln were paid by the immediate parent company which makes no
recharge to the Company Their total emoluments are disclosed in the financial statements of the parent company

The Directors’ remuneration includes amounts paid to the highest pard Director in respect of

20086 2005

£ £

Emoluments 297,045 284,780
Amounts payable to a money purchase pension scheme 22,080 32,000

28 FINANCIAL RISK MANAGEMENT
1) STRATEGY IN USING FINANCIAL INSTRUMENTS

By their nature, the Company’s activites are pnncipally related to the use of finangial instruments The Company accepts deposits from
customers at both fixed and floating rates, and for vanous penods, and seeks to eam above-average interest margins by investing these funds
in high-quality assets The Company seeks to increase these margins by consolidating short-term funds and lending for longer penods at
higher rates, while mamtaiming sufficient hquidity to meet all claims that rmight fall due The Company also seeks to raise is interest margins by
abtaining above-average margins, net of allowances, through lending to commercial and retail borrowers with a range of credit standing
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NOTES TO THE FINANCIAL STATEMENTS (continued)

ii} CREDIT RISK

The Company lakes on exposure to credit nsk, which is the nsk that a counterparty will be unable to pay amounts in full when due Impairment
provisions are provided for losses that have been incurred at the balance sheet date  Significant changes in the economy, of in the health of a
particular indusiry segment that represents a concentration n the Company's portfalio, could result in losses that are different from those
provided for at the balance sheet date  Management therefore carefully manages its exposures to credit nsk

The Company structures the levels of credit nsk it undertakes by placing imits on the amount of risk accepted in relation to one barrower or
groups of borrowers  Such nsks are monitored on a revelving basis and subject to an annual or more frequent review Limits on the level of
credit nsk are approved periodically by the Board of Directors and actual exposures against ltimits are momitored daily

Exposure to credit nsk 1s managed threugh regular analysis of the ability of borrowers and potenbial borrowers to meet interest and capital
repayment obligations and by changing these lending imits where appropnate Exposure to credit nsk 1s also managed in part by obtaining
collateral and corporate and personal guarantees

Commitments to extend credit represent unused portions of authonsations to extend credit in the form of loans guarantees or letters of credit
With respect to credit isk on commitments to extend credit, the Company 15 potentially exposed to [oss 1n an amount equal to the total unused
commitments However the likely amount of loss 15 less than the total unused commitments, as most commitments to extend credit are
contingent upon customers mantaining specific credit standards

iif) MARKET RISK

The Company takes on exposure to market nsks Market nsks anse from open positions i nterest rate, currency and equity products all of
which are exposed to general and specific market movements The Board sets imits on the market nsk that may be accepted, which 1s
monitered on a daily basis

iv) CURRENCY RISKS

The Company takes on exposure to the effects of fluctuations in the prevaling foreign currency exchange rates on its financial position and
cash flows The Board sets hrmits on the level of exposure for both overnight and intra-day positions, which are monitored datly The table
betow summanses the Company’'s exposure to foreign currency exchange rate nsk at 31 December Included in the table are the Company s
assets and habilities at carrying amounts, categonsed by currency

AT 31 DECEMBER 2006 £ US$ Euro Other Total
ASSETS £000 £000 £000 £000 £000
Loans and advances to banks 32,985 6,712 3,602 23 43,322
Loans and advances to customers 113,749 153 6,180 - 120,082
Debt secunties 104,042 1 020 - - 105,962
Investment secunties - - 1,954 - 1,854
Other assets 14 492 49 120 B 14 669
TOTAL ASSETS 266 168 7,934 11 856 k3 285,989
LIABILITIES
Deposits from banks 406 71 2552 - 3029
Deposits from customers 227,103 7,690 9177 5 243,975
Subordinated loan 3,100 - - - 3100
Other habilities & shareholders eguity /TN 45 117 2 35,885
TOTAL LIABILITIES 266,330 7,806 11,846 7 285,989
NET ON-BALANCE SHEET POSITION (162) 128 10 24 -
CREDIT COMMITMENTS 10,252 115 416 - 10,783
AT 31 DECEMBER 2005
Total assets 230,384 4,726 11,022 50 246 192
Total hiabihlies 230,392 4,756 10 994 50 246 192
NET ON-BALANCE SHEET POSITION 2 {30) 28 - -
CREDIT COMMITMENTS 9 363 42 198 - 9,603
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NOTES TO THE FINANCIAL STATEMENTS (continued)

v) INTEREST RATE RISK

Cash flow interest rate nsk 1s the nsk that the future cash flows of a financial instrument will fluctuate because of changes in market interest
rates Fair value interest rate nsk i1s the nisk that the value of a financial instrument will fluctuate because of changes in market interest rates
The Company {akes on exposure to the effects of fluctuatons in the prevailing levels of market interest rates on both its fair value and cash
flow nsks Interest margins may Increase as a result of such changes but may reduce or create losses in the event that unexpected
movements anse

The table below summanses the Company's exposure to interest rate nsks Included in the table are the Company's assets and habilities at
carrying amounts, categonsed by the earlier of contractual repnicing or matunty dates

AT 31 DECEMBER 2006

More than 3 More than 6
months but months but  More than 1
Not more than lessthan 6 lessthan1 vyearbutless Morethan5 Non- interest

3 months months year than 5 years years beanng Total
ASSETS £000 £000 £000 £000 £000 £000 £000
Loans and advances to banks 42,836 - - - - 486 43,322
Loans and advances to customers 119,377 70 17 - - 618 120 082
Debt secunties 60,160 11,772 34,030 - - - 105,962
Investment secunties - - - 1450 - 504 1,954
Other assets - - - - - 14,669 14 669
TOTAL ASSETS 222,373 11,842 34,047 1,450 - 16 277 285,989
LIABILITIES
Deposits from banks 2,624 - - - - 405 3029
Deposiis from customers 222,830 7,351 5,138 179 - 8,477 243 975
Other kabilities 3,100 - - - - 7.859 10 959
Equity - - - - - 28,026 28 028
TOTAL LIABILITIES 228,554 7,381 5,138 179 - 44 767 285,989
Interest rate sensitivity gap (6 181) 4,491 28,908 1,271 - (28 480)
Cumulative gap {6,181) {1 690) 27,219 28,490 28 490 -

The table below summarises the effective mterest rate by major currencies for monetary financial instruments net carned at far value through
profit or loss

AT 31 DECEMBER 2006 £ uss Euro
% % %

ASSETS
Loans and advances 1o banks 515% 523% 331%
Loans and advances to customers 821% 961% 6 (3%
Debt secunties 514% 557% -
LIABILITIES
Deposiis by banks 0 06% - 381%
Customer accounts 413% 3 07% 315%
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NOTES TO THE FINANCIAL STATEMENTS {(continued)

AT 31 DECEMBER 2005
Morethan 3  More than 6
months but  months but  More than 1
Not more than lessthan®  lessthan1  vyearbutless Morethan5 Non- mnterest

3 months months year than 5 years years bearing Total
ASSETS £000 £000 £0o0 £000 £000 £000 £000
Loans and advances to banks 17,712 - - - - 553 18,265
Loans and advances to customers 105,011 282 521 - - 1265 107,079
Debt secunties 56 371 17,008 15,010 - - - 88,389
Investment secunties 577 - - - - - 577
Other assets - - - - - 31,882 31,882
TOTAL ASSETS 179,671 17,290 15,531 - - 33,700 246,192
LIABILITIES
Deposits from banks 7.090 - - - - - 7.090
Deposits from customers 195 057 2,767 - 70 - 9,017 206,911
Other habilities 3100 - - - - 4017 7117
Equity - - - - - 25,074 25074
TOTAL LIABILITIES 205,247 2 767 - 70 - 38,108 246 192
Interest rate sensitivity gap (25,576) 14,523 15,5631 (70} - (4.408)
Cumulative gap (25,576) (11,053) 4478 4,408 4 408 -

The table below summanses the effective interest rate by major currencies for monetary financial instruments

AT 31 DECEMBER 2005 £ USS Other

% % %
ASSETS
l.oans and advances to banks 462% 318% 2 28%
Loans and advances to customers & 04% 731% 8 76%
Debt securies 4 58% 4 25% -
LIABILITIES
Deposits by banks 5 10% - -
Customer accounts 3 65% 128% 2 05%

vi} LIQUIDITY RISK

The Company 15 exposed 1o daily calls on its avarlable cash resources from overnight deposits, current accounts, maturing deposis loan draw
downs and guarantees The Company does not maintain cash resources to meet all of these needs, as expenence shows that a minimum
tevel of remvestment of matunng funds can be predicied with a high level of certanty The Board sets imits on the mimimum proportion of
matunng funds avalable to meet such calls and on the minimum level of inter-bank and other borrowing facilities that should be in place to
cover withdrawals at unexpected levels of demand

The matching and controlled mismatching of the maturities and interest rates of assets and liabilities 1s fundamental to the management of the
Company It 1s unusual for banks to be completely matched, as transacted bustness s often of uncerlain term and of different types An
unmatched position potentially enhances profitability, but also increases the risk of losses

The maturities of assets and habiliies and the ability to replace, at an acceptable cost, inferest-bearing habilities as they mature are important
factors in assessing the iquidity of the Company and its exposure to changes in interest rates and exchange rates
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NOTES TO THE FINANCIAL STATEMENTS (continued)

The tabte below analyses the Company’s assets and labilities into relevant matunty groupings based on the remaining peniod at balance sheet
date to the contractual matunty date

AT 31 DECEMBER 2006

More than 3
months but  More than 1
Not more than less than1  year butless Morethans

3 months year than 5 years years Total
ASSETS
Loans and advances to banks 43,322 - - - 43,322
Loans and advances to customers 85,988 18,860 13191 2043 120,082
Debt secunties 60,159 45,803 - - 105,962
Investment securnties - - 1,954 - 1954
Other assets 5,708 280 1,924 8,748 14 689
TOTAL ASSETS 195,175 64,953 17,069 4792 285,989
LIABILITIES
Deposits by banks 3,029 - - - 3028
Customer accounts 208,331 35 4656 179 - 243,975
Other liabilitres 7,859 - 3,100 - 10,959
Shareholders' funds - - - 28,026 28,026
TOTAL LIABILITIES 219,219 35 465 3,279 28,026 285 989
Net lquidity gap (24,044) 29 488 13,790 (19,234) -
AT 31 DECEMBER 2005
Total assets 147,874 58,033 10,332 29,953 246,192
Total habilities 185,751 24,518 10 849 25,074 246,192
Net kiquidity gap (37,877} 33 515 {517) 4 879 -

vin) FAIR VALUES OF FINANCIAL ASSETS AND LIABILITIES
The far values of those financial assets and habilities not presented in the Company's balance sheet at far value are not matenally different
from their carrying values

29 ULTIMATE PARENT COMPANY

The Directors regard Arbuthnot Banking Group PLC, a company registered tn England and Wales, as the ultimate parent company and also
the ultimate controling party A copy of the conselidated financial statements of Arbuthnot Banking Group PLC may be obtained from the
Secratary Arbuthnot Banking Group PLC, One Areston Way, Solihull, BSG 4LH

28
Arbuthnot Latham & Co , Limited




