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SECURE TRUST BANKING GROUP PLC

Financial

highlights 1957

Pre-tax profits up 7% to £11.4 million
Earnings per share up 5% to 52.3p
Dividends per share up 57% to 36p

Total shareholder return over 10 years
since flotation of 20.3% per annum
compound




SECURE TRUST BANKING GROUP FLC

Business

profile

Corporate objective

Secure Trust’s objective is to achieve year-on-year growth in
both profits and earnings per share, consistent with prudent
risk management. To achieve this objective, our strategy is
to provide an expanding range of banking and related
financial services, offering our customers individual
attention and high standards of service.

Personal financial services

The personal financial services division operates in the Midiands,
Manchester and Bradford. it provides a range of services to
households in these areas, the principal elements of which are:

¢ Secure Homes — the Household Cash Management
service of Secure Trust Bank, offering a unique scheme
which enables customers to spread their household bills
over regular weekly or monthly payments, coupled with the
convenience of having Secure Trust Bank handle all aspects
of the administratior of their household expenditure,
Customers are also offered the facility to insure their regular
payments against sickness, accident and redundancy.

& Secure Trust Bank — offers personal loans, cheque
book accounts, deposit and savings accounts and cashcards.
Lending is mostly to existing established customers.

¢ Insurance Consultancy — trading from 31 high
street branches and a telephone sales centre, the
insurance consultancy operation is a leading regional
supplier of motor and household insurance policies.
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Private & merchant banking

Cperating under the Arbuthnot name, the private and merchant banking division serves private
clients, professional firms, owner-managed companies, charities and pension schemes. its services
encompass:

¢ Arbuthnot Latham & Co. — offers a fufl range of banking services
to private and business clienis, including cumrent accounts and money
transmission, deposits, loans and overdrafts, foreign trade facilities and
corporate and project finance.

4 Arbuthnot Fund Managers - discretionary and advisory portfolio
management.

¢ Arbuthnot Commercial Finance — invoice factoring for
growing businesses.

¢ Arbuthnot Pensions & Investments and Arbuthnot
Pension Trustees — specialists in pensions advice and
administration, financial planning and investment advice. The business

has a particular strength in the growing markets for Small Self-
Administered Pension Schemes and Self-Invested Personal Pansions.

¢ MPW Insurance Brokers — general insurance broking for high
I net worth clients and owner-managed businesses, including a full risk

assessment and insurance advisory service.

¢ Arbuthnot Trust Guernsey — formation and administration of
offshore trusts and companies.

wve:  Arbuthnot Latham's internet web site
“left: Secure Trust Bank's new head office in Solihuil




SECURE TRUST BANKING GROUP PLC

Chairman’s

statement

t gives me particular pleasure to be able to
Ireport that in 1998 the Group recorded its
20th consecutive year of profits growth. Pre-tax
profits for the year to 31 December 1998
advanced by 7% to £11.4 million and earnings
per share by 5% to 52.3p. The Board proposes
to pay a final dividend of 18p per share which,
together with the interim dividend of 8p and the
special dividend of 10p paid in November,
makes a total for the year of 36p, an increase of
57% over last year. The dividend will be paid on
17 May 1999 to shareholders on the register at
26 March 1899,

These results were achieved at a time of
considerable volatility in world financial markets.
Whitst the Group's absence of exposure to
proprietary trading activities and emerging
markets has insulated us from many of the direct
consequences of this volatility, we have
observed that the resuking falf in confidence in
the real economy has created a more uncertain
trading environment, Both consumers and
businesses have been more careful in their
spending and investment decisions and we, in
turn, have chosen to be more cautious in our
approach to new business and alsc in our
provisioning policies. Against this background,
these resuits represent a very solid achievement

Earnmgspershate (pence). .

and once again demonstrate the inherent
strengths of Secure Trust Banking Group.

Shareholder Value
and the Stock Market

One of the key objectives of the Board is to
deliver vaiue for shareholders. This philosophy
drives both cur emphasis on the “bottom line”,
with record profits being reported year after year
for 20 years, and our determination to reward
loyal, long-term shareholders with a generous
dividend policy. A brief review of the Group's
achievements over the 10 years since its stock
market flotation tells its own story:

® Earnings per share up by 215%
{a compound annual growth rate of 12%)

¢ Dividends (exciuding special dividends)
increased every year by a compound
annuai growth rate of 14%

Two special dividends paid

Total dividend payout of 183 pence per
share (net of tax) on an crigina! flotation
price of 140 pence

® Total shareholder refurn over 10 years
(based on the flotation price) of 20.3%
per annum compound.

“Dividends.

(gxcluding special d
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Despite this excelient track record, the
Company is currently suffering from the failure
of the stock market to recognise the value of
investing in smaller companies. This
phenomenon has attracted much comment
lately and | belisve that it is having a
detrimental effect on our shareholders’
investment. The year-end share price was 4%
below the level that it reached 5 years ago
despite earnings per share being 46% higher.

The potential damage to shareholders goes
far beyond the short-term impact of a low share
price. For smeller companies, the ability to use
shares for growth by acquisitions is much
reduced, since it would be inappropriate fo
issue shares at such depressed prices.
Furthermore, the use of shares to motivate staff
is greatly negated when their achievements are
not reflected in a higher share price.

The directors cannot sit idly by and watch
shareholders’ inferests being damaged by the
stock market in this arbitrary way. The pursuit of
shareholder value means that we must look at
every avenue for enhancing earnings per share.
In particular, the Board has a duty to consider
buying back shares at the current low price. To
do so will require the approval of shareholders
and the necessary resolutions will be put forward
at the forthcoming Annual General Meeting.

Personal Financial Services
Profits of the personal financial services division
rose by 9% to £10.3 million, driven in particular
by the continued success of our core business
of household cash management where income
rose by 7%. The personal lending business of
Secure Trust Bank experienced static demand
for new credit, reflecting consumers’ caution in
taking on additional debt at a time of perceived

job insecurity. During the first half of 1998, we
felt it wise to continue a trend which we
commenced in 1997 of increasing the level of
our already prudent bad debt provisions
against personal lending. | am pleased to say
that we did not see any further need for such
an increase in the second half and, therefore,
the bad debt charge for the year as a whole in
the personal financial services division was
12% iower than that for 1997. Provisions against
personal lending at 31 December 1998
represented 10.1% of outstanding advances
(1997: 9.5%).

After a very successful first half of the year,
our mator insurance consultancy business was
disrupted during the second half of 1998 by the
introduction of a new Year 2000 compliant
computer system which affected the sales effort
whilst staff training took place. Nevertheless,
due mainly to the first half succaess, the retail
insurance operations achieved an overall
increase in profits for the year of some 22%.

Private and Merchant Banking
Operating profit, before provisions, of the
private and merchant banking division
increased by 31% to £1.6 million. However,
given the uncertainties to which [ have already
referred, we felt it prudent fo increase by some
£0.5 million the level of provisions which we are
holding against the remaining historic loan book
inherited with the acquisition of Aitken Hume
Bank. As a result, the division's pre-tax profits
reduced slightly from £1.2 millior to £1.1 million.

Our caution towards the economy has led
us to place less emphasis on lending in
Arbuthnot Latham during 1998 and the net loan
book declined by some 6% compared with the
level at the end of last year. However, the
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Chairman’s

Statement {(continued)

average amount outstanding during the year
was above that in 1997 and, together with a
significant rise in liquid funds, a 14% increase
in deposits by banks and customers and higher
average base rates, this resulted in an increase
of 15% in net interest income from banking
activities. At the same time, we have continued
to concentrate our efforts on areas which
generate fees and commissions and these rose
by 14% over the previous year.

Finances

The Group balance sheet is strong. Total assets
increased by 6% to £141 miliion, of which £59
million represents liquid funds. Customer and
bank deposits increased by 8% to £97 million
and our capital ratios remain in excess of
reguiatory requirements. Secure Trust Banking
Group has virtually no debt and is well placed,
therefore, to take advantage of future
opportunilies as they arise.

Board and Senior
Management Appointments
With effect from 1 January 1999, Ron Paston
became Deputy Chairman of the Group in
recognition of his significant role in the
development of Secure Trust Bank as its Chief
Executive since 1973. On the same date, Colin
Wakelin was appointed as an additional Non-
executive Director. He has been a non-executive
director of Arbuthnot Latham since 1995 and was
formerly Chief Executive and Deputy Chairman of
Investec {UK) Limited, the UK arm of a major
South African financial group. In addition, | am
pleased to report that Professor Sir Roland Smith
has agreed to join us as an adviser to the Group.
His association with us goes back for some 20
years when he was a director of Arbuthnot

Securities Limited, We look forward to benefiting
from his vast experience in business and
academia,

With effect from 1 March 1899, we have made
an important appointment at our main subsidiary,
Secure Trust Bank. Andrew Giles has joined us as
Deputy Managing Director of Secure Trust Bank
following a long career with the Bank of England
and latterly the FSA, He brings a wealth of
experience which | am sure will benefit us as we
develop the bank's operations in the future.

Staff

The success of Secure Trust Barking Group over
the past 20 years owes much to the dedication,
skill and hard work of our stalf and management,
many of whorn have served the Group throughout
the whole or a considerable part of this time. The
contribution of ait our stalf, both long-serving and
newer recruits, has continued to be a key factor in
our success over the past year and it gives me
great pleasure to record the thanks of the Board
to them.

Qutlook

Whilst we view the econamic environment at the
beginning of 1999 with some caution, our track
record over many years demonstrates the
fundamental strength of the Group’s businesses.
As we look to the future, therefore, | remain firmly
convinced that our strategy will continue to deliver
further increases in shareholder value despite the
disappointing treatment which smaller companies
such as ourselves are currently receiving from the

7

Henry Angest
30 March 1999

stock market.
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Group

directors and advisers

Directors

Henry Angest

Chairman and Chief Executive of the Group
since 1985 and Chairman of Secure Trust Bank
PLC since 1982. He is also Chairman of
Arbuthnot Latham & Co., Limited and other
Group companies. He is a non-executive director
of Parity plc and Lands Improvement Holdings
plc and Chairman of the Banking Committee of
the London Invesiment Banking Association.

Ron Paston

Appointed Deputy Chairman of the Group on

1 January 1989 and has bean an Executive
Director of Secure Trust Banking Group PLC since
1985 and Chief Executive of Secure Trust Bank
PLC since 1973, having joined in 1962. He has
been instrumental in the Company’s development
over the past 36 years and is also Chairman of the
Group's motar insurance subsidiaries.

Stephen Lockley

Group Finance Director since 1894 and Chief
Executive of Arbuthinot Latham & Co., Limited
since 1995. He is a Chartered Accountant and
was previously a director of Charterhouse Bank
Limited.

Colin Wakelin

Independent non-executive director since

1 January 1929. He was formeriy Chisf
Executive and Deputy Chairman of Investec
Bank (UK) Limited. He is currently an
independent non-executive director of
Arbuthnot Latham & Co., Limited and Investec
Bank (UK) Limited.

Robert Wickham

Senior independent non-executive director. He was
the London General Manager of Bank of Scotland
until his retirement in December 1993. He is also
an independent non-executive director of Secure
Trust Bank PLC, Arbuthnot Latham & Co., Limited,
Noerthern Leisure PLC and Rutland Trust Plc.

Adviser to the Board

Professor Sir Roland Smith

Advises the Board on general economic and
business issues. He is currently Professor
Ermeritus of Management Science at the
University of Manchester, Chancellor of UMIST
and Chairman of Manchester United PLC. He
has been on the board of a number of the UK's
leading companies and from 1891 to 1896 he
was a director of the Bank of England.

Secretary
Jeremy Robin Kaye FCIS

Addresses

Registered Office
Paston House, Arleston Way,
Solihull BSO 4LH

Telephone: (0121} 693 9100
Facsimile: (0121) 693 9124

London Office

Royex House, Aldermanbury Square,
London EC2V 7HR

Telephone: (0179) 374 0417

Advisers
Auditors
PricewaterhouseCoopers

Principal Bankers
Barclays Bank PLC
Lloyds Bank Plc

Stockbrokers
Charterhouse Securities Limited

Registrars

IRG plc

Baltour House, 390-398 High Road,
liford, Essex 1G1 1NQ.
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SECURE TRUST BANKING GROUP PLC

Operating

and financial review

The year ended 31 December 1998 has been
marked by good progress at the operating
profit level for each of the Group's two divisions.
This progress was achieved despite the
uncertain conditions in world financial markets
and in the UK economy, as well as a
demanding environment in UK financial
services caused by competition both from non-
traditional operators, such as supermarkets,
and traditional financial institutions.

Profit before provisions rose by 10% to
£12.5 million. After & higher provision charge
against the remainder of an historic loan
portfolio acquired some five years ago, Group
pre-tax profits rose by 7% to £11.4 million,

These results reflect the success of the
Group's strategy of operating in carefully
selected profitable niches of the financial
services market where its emphasis on individual
attention to customers and consistently high
standards of service are always in demand.

Earnings per share were 52.3p (1997: 50p)
and the Board has declared dividends of 36p
per share, including a special dividend paid in
November 1998 of 10p per share.

Review of Results
Net interest income increased by 11% to £8.4
million, reflecting increases in the average
balances outstanding during the year of loans,
deposits and liquid funds, particularly in Arbuthnot
Latham. Fees and commissions receivable,
excluding earned insurance premiums in 1997,
rase by 8% and now account for some 75% of
operating income. The increase was strongest in
the private and merchant banking division at 14%.
Operating costs, excluding bad debts and
insurance claims, increased by 4%. This rise
reflects further investment in expanding the
capacity of the private and merchant banking
division, the ever-increasing burden of
complying with regulatory and corporate
governance requirements and costs associated

with the impact of the Year 2000 on the Group's
computer systems.

The bad debt charge rose from £0.7 million
to £1.1 million, including further provisions of
some £0.5 million against the remaining historic
loan book inherited with the acquisition of
Aitken Hume Bank.

These additional provisions reduced the
amount of profits available to be offset against
tax losses brought forward in Arbuthnot Latham,
as a result of which the effective rate of taxation
increased from 28.8% in 1997 to 30.2% in 1998.

Personal Financial Services

The operations of the personal financial services
division encompass household cash
management, personal lending and banking and
retzail insurance services. A detailed description of
each of these aclivities is set out on page 2 of
this Annual Report. The division's principal source
of income is the fees and commissions it earns
for the provision of services to customers. These
fees and commissions increased by 6% in 1998
compared with the previous year. It also earns an
interest margin on its lending and deposit-taking
activities, which rose by 3% over last year.

Secure Trust Bank

During the course of 1998, we initiated a tighter
pelicy for a trial period in respect of screening
new business leads for the household cash
managament service with the aim of improving
the future customer retention rate, which has
traditionally been low during the first two years
following take-on. Accordingly, new customer
signings reduced by 15% and overall customer
numbers reduced by 900 to approximately
57,000. We will monitor carefully the future
customer retention rates related to this trial. In
the meantime, management fee income rose by
3% and commission earnings from ancillary
services sold to customers, notably sickness,
accident and redundancy insurance, increased
by 17%.
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The demand faor new unsecured personal
loans remained at a similar level in 1998 to that
experienced the year before. Taking into
account the pattern of scheduled repayments,
outstanding balances at the year-end increased
to £23 miliion. There are some 13,000
borrowers, mary of whom are also customers of
the hausehold cash management service, and
the average life of a loan is 28 months.

The number of customers with cheque
accounts is 2,250.

Insurance
Profits before tax of the retail insurance
operations increased by 22%.

Following the acquisition of BRM Insurance
Consultants in late 1997, the motor insurance
consultancy business succeeded in increasing
the level of premiums it handled in 1998 by 4%,
despite the inevitabie disruption caused by the
implementation of a new Year 2000 compliant
computer system. At the same time, costs
remain under tight control, increasing by 2%,
and branch numbers reduced to 31,

Management of the outstanding claims
bock in West Yorkshire Insurance progressed
satisfactorily during the year and the company
continues to earn a healthy level of investment
income on the funds it is holding against future
claims settlernent.

Private and Merchant Banking
The companies forming the private and merchant
banking division work together closely o provide
business and private clients with access to a wide
range of services encompassing most of their
financial requirements, Profits of the division before
provisions increased by 31% to £1.6 million.

Arbuthnot Latham & Co.

Arbuthnot Latham’s relationship-based approach
to banking has continued to attract new clients,
the number of whom increased by 7% during the
year. [n view of the deteriorating econcmy,

coupted with a competitive lending market, the
bank was deliberately more selective in its
lending during 1298 and the net loan book
declined by 6% to £32 million at the year end,
although the average amount outstanding during
the year was above that in 1997. Deposits by
custormners and banks rose by 14% and net
interest income was 15% higher than the previous
vear. Fees and commissions were up by 41%.

Arbuthnot Latham & Co.
— summarised balance sheet

1998 : 1997
£m | £m
Assets: :
Advances 38.5 41.0
Liquid assets 46.3 347
Other assets 51 4.7
89.9 80.4
Liahilities:
Customer and
bank deposits 73.3 64.2
Other liabilities 0.5 ! 0.8
73.8 | 65.0
Capital resources 16.1 15.4
89.9 80.4

Arbuthnot Fund Managers

Arbuthnot Fund Managers is a portfolio manager
looking after investments for private clients,
charities and pension schemes. Despite the
volatility of world stock markets during 1998, it
succeeded in recording an 8% advance in profits
comparad with the previous year.

Pensions, investment

Advice and Insurance Broking

The operations of Arbuthnot Pensicns &
Invastments and Arbuthnot Pension Trustees
were expanded in the course of 1998 by the
opening of a London office and by the
acquisition in May of Southernhays, an Exeter-
based independent financial adviser and
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Operating

and financial review e

consulting actuary. As a result, revenues ifrom
these companies grew by 36%.

MPW Insurance Brokers (51% owned) has
once again had a successful year in gaining
new clients and it produced record commissicn
earnings, up 9% on 1997, This achievement
came against the background of continuing
softness of premium rates in the commercial
insurance market.

Arbuthnot Commercial Finance

The consistent progress achieved by Arbuthnot
Commercial Finance since its fermation nearly
five years ago continued throughout 1998.
Factored volumes grew by 69%, outstanding
advances by 68% and pre-tax profits by 64%.

Risk Management

The principal non-operational risks inherent in
the Group’s business are credit and market
risks. Credit risk is managed through the Credit
Committees of Secure Trust Bank and Arbuthnot
Latham & Co. Of the total gress loan book of
£70 million at 31 December 1998, some £23
million represents unsecured loans to
customers of Secure Trust Bank and £47 million
represents the commercial lending portiolio,
most of which is well secured against cash,
property, factored debts or other assets. A
provision of £4.6 million (6.6% of total
outstandings) is carried against the loan book.

In relation to market risk, the Group's
treasury function operates solely to provide a
service to clients and does not take significant
unmatched positions in any markets for its own
account. Hence, the Group’s exposure to
advarse movements in interest rates, currency
rates and securities re-pricing is minimal.

A conservative approach is also taken to
managing the liquidity profile and capital of the
Group. Both of the banking subsidiaries operate
with liquidity margins and risk asset ratios
comfortably in excess of the minimum levels set
by the regulators.

Year 2000

Work is now well advanced throughout the Group
in preparation for the impact of the Year 2000 on
aur computer systems. Although cnly a relatively
smali proportion of our customers is dependent
upon computer systems for their survival, we
have taken such steps as we reasonably can to
alert our customers and suppliers to the
importance of preparing for the Year 2000 where
this is appropriate. However, there can be no
absolute assurance that the Group will not be
adversely affected by the inability of third parties
o manage the Year 2000 problem. In respect of
our own systems, we have committed to some
£300.,000 of capital expenditure on
enhancements to our computer software. In
addition, some £400,000 of our own staff costs
and consultancy costs have been written off
against 1998 profits in relation to making our
existing software Year 2000 compliant. Since the
year end time has been spent by our staff and
consultants and further time is required to
complete the project. The estimated costs to be
incurred in 1999 amount to some £500,000.

Finances

Shareholders’ funds increased to £21.1 millicn at
the year end (1997: £18.4 million) and total assets
rose from £132.8 million to £140.7 million. During
the vear, the Group's total liquid resources (cash,
advances to banks and building societies and
certificates of deposit) increased by £1.9 million
to £58.9 million. The major cash outflows during
the year were in respect of an increase in
customer advances of £2.5 million, capital
expenditure of £5.4 million, repayment of bank
loans of £2.6 million and insurance claims settled
of £2.1 million. Financing of these outflows came
from an increase in deposits of £7.6 million and
an operating cash inflow, after taxation and
dividends, of £6.9 million. Bank berrowings of
Secure Trust Banking Group PLC at

31 December 1998 amounted to £1.3 million.
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Banking

subsidiaries’

directors

Secure Trust Bank PLC

Group directors

Henry Angest Chairman

Ron Paston Chief Executive
Stephen Lockley

Robert Wickham Non-executive

Executive directors

Keith Deakin Information Technology
Patricia Fielding Administration

Andrew Giles Deputy Managing Director
Ronald Middleton Branch Operations
Derek Pearson Marketing

John Shipley Finance

Non-executive directors
Robert Dauncey
Edward Pearson

Arbuthnot Latham & Co., Led

Group directors

Herry Angest Chairman
Stephen Lockley Chief Executive
Ron Paston

Colin Wakelin Non-executive
Robert Wickham Non-executive

Executive directors

Brian Collis Risk Management
Allan James Banking

Wayne Mathews Finance
Andrew Whitton Private Banking

Non-executive directors
Biil Brown CBE

Robert Erith TD

Roger Keast

Independent non-executive
directors’ biographies

Bill Brown

Former Deputy Group Chairman and Deputy
Group Chief Executive of Standard Chartered Plc
and Chairman of Aitken Hume Bank PLC. He is 2
non-executive director of Kexim Bank (UK) Limited
and Atlantis Japan Growth Fund Limited.

Robert Dauncey

A consultant with Edge & Ellison, Solicitors, and
a non-executive director of a number of West
Midlands companies engaged in a wide range
of activities.

Robert Erith

Previcusly High Sheriff of Essex and Chairman
of the Equities division of LIBS with whom he
remains a consultant. He is a non-executive
director of Graham Group plc, Crest Nicholson
plc, The International Shakespeare Globe
Centre Limited and Essex Community
Foundation.

Roger Keast
Senior Partner of Stephens & Scown, Solicitors,
and & former Mayor of Exeter.

Edward Pearson

Formerly Managing Director of Bradford
Pennine Insurance Company Limited. He is also
a director of West Yorkshire Insurance
Company Limited and has over 35 years'
experience in the insurance industry.
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Directors’

report

The directors submit their annual report and the
audited consolidated financial statements for
the year ended 31 December 1298.

Principal Activities and Review
The principal activities of the Group are banking
and financial services. This report should be
read in conjunction with the Chairman’s
Statement and the Operating and Financial
Review which contain comments on the Group’s
performance.

Results and Dividends

The results for the year are shown on page 18.
The retained profit for the year of £2.437 million
has been transferred to reserves.

The direciors recommend the payment of a
final dividend of 18p on the ordinary shares
which, together with the interim dividend of 18p
{including the special dividend of 10p per share
commemorating the tenth anniversary of the
Group’s flotation) paid on 6 November 1998,
represents a total dividend for the year of 36p.
The final dividend, if approved by members af
the Annual General Meeting, wilt be paid on
17 May 1999 to shareholders on the register at
close of business on 26 March 1999.

Share Capital

On 15 May 1998 the Company issued 10,456
ordinary shares as part of the initial
consideration of £300,000 for the acquisition of
the pensions business of Southernhays which is
based in Exeter.

The Company established an Executive
Share Opticn Scheme in 1988, In 1995 this
Scheme was replaced by new Approved and
Unapproved Executive Share Option Schemes.

To date options granted to 67 employees and

1 director between 12 March 1920 and 26 March
1998 at prices varying between 220p and 770p
and not yet exercised cover 537,750 shares.

The Company issued 29,500 ordinary shares
fo satisfy options exercised during the year.

The directors have established an Executive
Share Opticn Plan under which trustees may
purchase shares in the Company to satisfy the
exercise of share options by employees
including executive directors.

At the Annua! General Meeting shareholders
will be asked to approve an Ordinary Resolution
10 renew for five years the authority granted in
1994 to allot shares to an aggregate nominal
amount of £50,000. The directors have no
present intention of allotting shares, other than in
response 10 persons exercising share options
and will not do so if the result is to effect a
change in control of the Company without first
submitting a Resolution for approval by
shareholders.

Shareholders will also be asked to approve
two Special Resolutions; the authority granted
by each of them will expire at the conclusion of
the Annual General Meeting in 2000.

The first continues the authority of the
directors to issue shares in nominal value equal
to 5% of the existing share capital for cash,
otherwise than to existing shareholders pro rata
to their holdings. Except as stated herein, the
directors have no present intention of issuing
any shares and will not issue shares which
waould effectively change the control of the
Company without the prior approval of
shareholders in General Meeting.

The second renaws the authority of the
directors to make market purchases of shares
not exceeding 10% of the issued share capital.
The directors will keep the position under review
in order to maximise the Company’s resources in
the best interests of the shareholders.
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Substantial Shareholders

The Company was aware at 29 March 1899 of
the following substantial holdings in the ordinary
shares of the Company, other than those held
by the two directors shown below:

Holder
Mercury Asset

Ordinary Shares %

Management Limited 1,070,000 7.1
Prudential

Assurance Co. Limited 768,117 5.1
Universities

Superannuation Scheme 552,000 3.7
Baillie Gifford British

Smailer Cempanies Fund 522006 3.5
BT Telecom Pension Scheme 493,417 3.3

Directors
H. Angest
S. J. Lockley
R. Paston
A. C, Wakelin
R. J. J. Wickham

Chairman

Mr Wakelin, who was appointed a director on
1 January 1999, retires under Article 87 of the
Articles of Association and, being eligible,
offers himself for re-alection.

Mr Wickham retires under Article 109 of the
Articles of Association and, being eligible,
offers himself for re-election.

Netther of the directors seeking re-election
has a service agreement.

According to the register maintained under
Section 325 of the Companies Act 1985, the
interests of directors and their families in the
ordinary 1p shares of the Company were as
follows:

Beneficial 1 January 31 December

Interests 1998 1998 %
H. Angest 6,082,735 6,120,035 407
R. Paston 692,130 692,130 46
S. J. Lockley 8,832 8,832 0.1
R. J. J. Wickham 505 505 —

There have been no changes in beneficial
interests between 1 January and 29 March
1999.

On 7 October 1994 Mr Lockley was granted
options to subscribe between October 1997
and October 2004 for 100,000 shares in the
Company at 485 pence each. On 16 Gclober
1995 he was granted options to subscribe
between October 1998 and October 2002 for a
further 100,000 shares at 540 pence each, and
on 26 March 1998 he was granted options to
subscribe between March 2001 and March
2005 for a further 50,000 shares at 770 pence
each, in both cases subject to the increase in
the Company's earnings per share over a three
vear period exceeding the change in the retail
price index over the samg period by at least 2%
fper annum. All of these options remain
outstanding. During the year to 31 December
1998 the share price ranged between 580
pence and 782.5 pence. The middle market
closing share price ai 31 December 1998 was
580 pence.

Apart from the interests disclosed above, no
direcior was interested at any time in the year in
the share cagital of Group companies.

MNo director, either during or at the end of
the financial year, was materially interested in
any contract with the Company or any of its
subsidiaries which was significant in relation to



SECURE TRUST BANKING GROUP PLC

Directors’

report {continued)

the Group's business, One directer has a lean
from Secure Trust Bank PLC of £200,000 on
normal commercial terms as disclosed in note
30 to the financial statements.

The Company maintains insurance to
provide liability cover for directors and officers
of the Company.

Directors’ Fees

At the Annual General Meeting, shareholders
will be asked to approve an Ordinary Resolution
to increase the aggregate fees payabie to
directors under Article 84 from £50,000 p.a., the
amount fixed at the time of flotation in
December 1998, to £200,000 p.a. Such fees
are payable only 1o non-executive directors.

Employees

The Group gives due consideration to the
employment of disabled persons and is an equal
opportunities employer. It alsc regularly
provides employees with information on matters
of concern to them, consults on decisions likely
to affect their interests and encourages their
involvement in the performance of the Company
through share participation and in other ways.

Supplier payment policy

The Group's policy is to make payment in line
with terms agreed with individual suppliers,
payment being eflected on average within 30
days of invoice.

Status

The Company is not a close company as
defined in the Income and Corporation Taxes
Act 1988.

Auditors

The auditors, Coopers & Lybrand, merged with
Price Waterhouse on 1 July 1998, following
which Coopers & Lybrand resigned and the
directors appointed the new firm,
PricewaterhouseCoopers, as auditors.

A resolution to reappeint
PricewaterhouseCoopers as auditors of the
Company will be propesed at the forthcoming
Annual General Meeting at a fee to be agreed
in due course by the directors.

BY ORDER OF THE B D
J. R. Kaye Q.Q .

Secretary March 1299
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Corporate

governance

The Board fully endorses the approach of
openness, integrity and accountability which
underlies The Combined Code issued in June
1998 by the Committee on Corporate
Governance and conducts its affairs within the
spirit of The Combined Code. The Group
contains two Autharised Institutions regulated
by the Financial Services Authority and its other
significant businesses are subject to regulation
by appropriate bodies. Accordingly, the Groug
operates to the high standards of corporate
accountability appropriate for such businesses.
However, in view of the size and proprietorial
nature of the Company (two of the executive
directors being substantial shareholders), the
Board believes strongly that it should act as a
unitary Board and not split itself into sub-
committees which it does not believe would
achieve enhancement of profitability or
shareholder value.

Principles of Good Governance
Directors — The Group is led and controlied by
an effective Board which comprises three
execulive directors and two independent non-
executive directors, Furthermore, the Boards of
the Group’s two banking subsidiaries ¢ontain a
total of seven independent non-executive
directors. All directars participate fully in all key
areas of decision making, including the
appointment of new directors, and are supplied
in a timely manner with sufficient information to
enable them to discharge their duties. There is
no separate Nomination Committee. A list has
been formally approved of matters reserved for
the Board as a whole. There is an agreed
procedure for directors to take independent
advice, if necessary, at the Company's
expense.

Henry Angest performs the roles of both
Chairman and Group Chief Executive but the
close involvement in all operational matters of

the other executive directors, who are the Chief
Executives of the two major operating divisions,
together with the position of Ron Paston as
Deputy Chairman, ensures that there is an
appropriate balance of power and authority.

In accordance with the requirement under
the Articles, one-third of the non-executive
directors retire at each Annual General Meeting.
There are no specific terms of appointment for
non-executive directors.

Direciors’ remuneration — The remuneration
policy for executive directors and the
remuneration packages of individual directors,
including performance-related remuneration,
are determined by the Remuneration
Committee, which comprises the whole Board
under the Chairmanship of Henry Angest.
Individual directors do not vote on their own
remuneration. The Company’s remuneration
policy is set out below and details of the
remuneration of each director are set out in note
4 to the financial statements.

Relations with sharehoiders — The Company
maintains a regular dialogue with its institutional
shareholders and makes full use of the Annual
General Meeting to communicate with private
investors,

Accountability and audit — The Audit
Committee comprises the whole Board under
the Chairmanship of Bob Wickham, an
independent non-executive director. The Audit
Committee is responsible for reviewing the
Company's system of internal control and for
ensuring that the Annual Report presents a
balanced and understandable assessment of
the Company's position and prospects. The
Audit Committee meets on a minimum of two
occasions a year at which the external auditors
are present. The Auditors have access to the
Chairman of the Audit Committee at all times.
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Corporate

gOV ernance {continued)

Code of Best Practice

In implementing the principles of good
governance in accordance with the above
statement, the Company has complied
throughout the year ended 31 December 1998
with the Code of Best Practice contained within
The Combined Code in all respects other than
those identified and explained above.

Remuneration Report

The Remuneration Committee determines the
remuneration of individual directors having
regard to the size and nature of the business;
the importance of attracting, retaining and
motivating management of the appropriate
calibre without paying more than is necessary
for this purpose; remuneration data for
comparable positions; the need to align the
interests of executives with those of
shareholders; and an appropriate balance
between Gurrent remuneration and longer term
performance-related rewards. The remuneration
package can comprise a combination of basic
annual salary and benefits (including pension),
a discretionary annual bonus award related to
the Committee’s assessment of the contribution
made by the executive during the year and
executive share options, which are not capable
of being exercised for at least three years after
the date of grant. The rules of the share option
scheme include an appropriate performance
condition for all new options granted.
Information in relation to share options granted
to directors is set out in the Directors’ Report.
Pensicn benefits take the form of annual
contributions paid by the Company to individual
money purchase schemes. The executive
directors' service contracts are all terminable by
the Company on one year's notice. The
Remuneration Committee awards salary
increases each year based on the performance

of the Group during the preceding financial
period.

Internal Financial Control

The Combined Code specifies that the directors
should, at least annually, conduct a review of
the effectiveness of the Group's system of
internat control and should report to
shareholders that they have done s$0. Pending
the issue of guidance from the Institute of
Chartered Accountants in England and Wales
on the detailed application of this provision, the
London Stock Exchange has stated that
companies will satisfy The Cambined Caode if
they continue to report on their internat financial
controls, as in previous years. The directors
have therefore adopted such an approach for
the year ended 31 December 1998,

The Board of directors has overall
responsibility for the Group’s system of internal
financial contral. Such a system can provide
only reascnable and not absolute assurance
against material misstatement or loss. The
directors have reviewed the effectiveness of the
Group's system of internal financial cantrol
during the year ended 31 December 1998. The
key procedures in place are:

Control environment — The Board exercises its
respensibility for internal financial control
through an organisation structure with clearly
defined levels of responsibility and authority
and appropriate reporting procedures.
Experienced and suilably qualified staff take
responsibility for important business functions.
Standards of performance are maintained
through appraisal and disciplinary procedures.

Risk assessment — The identification of major
business risks is carried out on an ongoing
basis by operating management and steps are
taken tc mitigate or eliminate these where
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possible. All key risks facing the Group are
formally reviewed and assessed at least once a
year by the Board and this assessment is
reinforced by the work of internal audit.
Significant risk areas arising from the
development of new activities are subject to
consideration by the Board.

Information systerns — There is a comprehansive
budgeting system and the annual budget is
approved by the Board. Monthly management
accounts are prepared showing comparisons
against corresponding figures for the budget and
the previous year covering financial results,
batance sheets, liquidity, capital adequacy and
key indicators of aperating performance. The
reasons for variances are analysed and
commented upon and the results are discussed
in detail at Board meetings.

Controf procedures — Financial controls and
procedures are operated throughout the Group
which include authorisation limits, formal credit
and cother risk approval procedures, segregation
of incompatible duties and management review
of the operation of key controls.

Monitoring systems — The Group's system of
internal financial control is monitored on an
ongoing basis through all of the foregoing
procedures and in addition is subject to regular
reviews by the external auditors (to the extent
naecessary to express their audit opinion), by
internal audit, by reguiatory inspectors and by
independent accountants in compliance with
the recuirements of the Banking Act 1987. The
main findings contained in reports on these
reviews are presented to the Audit Committee.

Going Concern

The directors confirm that they are satisfied that
the Group has adequate resources to continue
in business for the foreseeable future. For this
reason, they continue to adopt the going
concern basis in preparing the accounts.

Statement of

Directors’ Responsibilities

The directors are required by the Companies
Act 1985 to prepare financial statements for
each financial year which give a true and fair
view of the state of affairs of the Company and
the Group as at the end of the financial year
and of the profit and cash flows of the Group for
the year.

The directors confirm that suitable
accounting policies, consistently applied and
supported by reasonable and prudent
judgements and estimates, have been used in
the preparation of the financial statements.

The directors also confirm that applicable
accounting standards have been followed.

In addition, the directors are responsible for
maintaining adequate accounting records, and
taking reasonable steps to safeguard the assets
of the Group and to prevent and detect fraud or
any other irregularities,
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Consolidated

profit and loss account

For the year ended 31 December 1938

Interest receivable from loans and advances
Interest receivable from debt securities
Less: interest payable

Net interest income

Fees and commissions receivable
Less: fees and commissions payable

Operating income

Administrative expenses
Depreciation and amortisation
Provisions for bad and doubtful debts

Operating expenses

Profit on ordinary activities before tax
Tax on profit on ordinary activities

Profit on ordinary activities after tax
Minarity interests

Profit attributable to shareholders of
Secure Trust Banking Group PLC
Dividends

Retained profit for the financial year

Basic earnings per ordinary share
Diluted earnings per ordinary share

Alt the above items relate to continuing operations.

Notes

24

1998 1897
£000 £000
11,826 10,609
382 155
{3,837) (3.222)
8,31 7,542
23,269 22,372
{537) (449)
31,103 29,465
17,705 17,207
884 924
1,107 671
19,696 18,802
11,407 10,663
3,445 3,076
7,962 7,587
107 92
7,855 7,495
5,418 3,451
2,437 4,044
52.3p 50.0p
51.9p 49.8p

The profit on ordinary activities before tax and retained profit on a historical cost basis are not different

from the profit on crdinary activities before tax and retained profit for the financial years above.

The Group has no recegnised gains and losses other than the profits above and therefore no separate

slatement of total recognised gains and losses has been presented.
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Consolidated
balance sheet

1998 1997
At 31 December 1998 Notes £000 £000
Assets :
Cash and balances at central banks 187 379
Loans and advances to banks and building sccieties 9 52,243 53,652
Loans and advances 1o customers 10 65,127 63,753
Debt securities 13 6,500 | 3,000
Intangible fixed assets 15 310 | —
Tangible fixed assets 16 7,519 | 3,049
Other assets 17 5,656 6,745
Prepayments and accrued income 3,149 2,174
Total assets 140,691 132,752
Liabilities :
Deposits by banks 18 9,479 5,320
Customer accounts 19 87,543 | 84,148
Insurance reserves 20 5,508 7,575
Other liabilities 21 14,544 | 15,230
Accruals and deferred income 2,507 2,035
Equity minority interests 24 54 | 48
119,635 | 114356
Called up share capital 22 150 150
Share premium account 23 13,362 13,139
Profit and loss account 23 7,544 5107
Equity shareholders’ funds 25 21,056 18,396
Total liabilities 140,691 132752
Memorandum items 34
Contingent liabilities !
Guarantees 652 768
Other contingent liabilities 1 28
663 | 796
Commitments 4,182 3.968

The financial statements cn pages 18 to 35 were approved by the Board of Directors on

30 March 1999 and were signed on its behalf by: Q/) o 7L
H. Angest } Direct il
S. J. Lockley rectors S Lﬂc
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Company

balance sheet

At 31 December 1998 Notes

Fixed assets
Shares in subsidiary undertakings 14

Current assets

Due from subsidiary undertakings:
Falling due within one year

Falling due after more than one year
Prepayments

Cash at bank and in hand
Corporation tax

Creditors: Amounts falling due within one year

Bank lcan 21
Due to subsidiary undertakings

Dividend payable 7
Accruals

Deferred consideration 28

Net current assets

Total assets less current liabilities
Creditors: Amounts falling due afier more than one year
Bank loan 21

Net assets

Capital and reserves

Called up share capital 22
Share premium account 23
Profit and loss account 23

Equity shareholders’ funds

The financial statements on pages 18 to 35 were approved by the Board of Directors on

30 March 1999 and were signed on its behalf by:

H. Angest

y } Directors —

S. J. Lockle: ; K

1998 1997
£000 £000
27,329 97,329
3,987 6,597
2,000 —
31 41

124 49
362 405
6,504 7,092
1,254 2,607
1,094 378
2,709 2,401
15 248

550 550
5,619 6,184
885 908
28,214 28,237
- 1,254
28,214 26,983
150 150
13,362 13,139
14,702 13,694
28,214 26,983
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Consolidated
cash flow statement

1998 1997
For the year ended 31 December 1988 Notes £000 £060
Net cash inflow from operating activities 27(i) 22,022 2,621
Returns on investments and servicing of finance
Dividends paid to minority shareholders of i
subsidiary undertaking (101) (84)
Taxation (2,938) | (2,215)
Capital expenditure and financial investment 27/ii} {8,805) (2,758)
10,178 | (2,536)
Acquisitions 27(iii) {245) (129)
Equity dividends paid {5,110) (3.150)
4,823 | (5.815)
Financing 27(iv) (2,464) (1,275)

Increase/{decrease) in cash 27(v) 2,359 (7,090)
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Accounting

policies

Principal accounting policies
The financial statements have been prepared in
accordance with applicable accounting standards
in the United Kingdom. A summary of the more
important accounting policies, which have been
applied consistently, is set out below.

Changes in presentation
of financial information

FRS 10, 'Goodwill and intangible assets’, has
teen adopted and, consequently, the balance on the
premiums on acquisitions written off reserve shown in
the financial statements for 31 December 1997 has
been eliminated against the profit and loss reserve
under the transitional arrangements in FRS 10.

FRS 11, ‘Impairment of fixed assets and
goedwill, came into effect for these financial
statements, but has not resulted in any changes in
presentation.

FRS 14, ‘Earnings per share', has been adopted
and, consequently, basic and diluted earnings per
share have been calculated in accordance with the
new methodology. Comparative basic and diluted
earnings per share for 1997 have been recalculated
on the same basis.

(a) Basis of accounting
The consolidated financial statements have been
prepared in accordance with the speciat
provisions of Part Vil of the Companies Act 1985
relating to banking groups and in accordance with
the historical cost convention. The financial
statements of the Company have been prepared in
accordance with Section 226 of, and Schedule 4
1o, the Companies Act 1985,

The Company has taken advantage of Section
230(3) of the Companies Act 1985 and has not
published a separate profit and loss account.

{b) Basis of consolidation

The financial statements include the resulis of the
Company and ils subsidiaries for the year ended
31 December 1998 cr from the date at which
control passes.

{c) Fees and commissions receivable

Fees and commissions receivable represent the
value of management fees, banking fees and
commissions and agency commissgions for services
supplied to customers exclusive of value added tax.

(d) Insurance premiums and claims

Earned insurance premiums represent premiums
written during the year less the proportion relating to
the unexpired terms of policies in force &t the
balance sheet date, calculated on a time
appoertionment basis. Claims incurred comprise
claims paid in the year and changes in provisions
for outstanding ciaims, including an estimate for
claims incurred Lut not yel reparted.

{e) Depreciation

Depreciation is charged on a straight line basis,
from the month of purchase, to write down the cost
of tangible fixed assets over their estimated useful
lives, applying the following annual rates:

Freehold buildings 2%
Cffice equipment 5% to 15%
Computer equipment 20% to 33%
Motor vehicles 25%

{f) Deferred taxation

Deferred taxation is provided, at the current rate of
corporation tax, to the extent that it is probable that
a liability or asset will crystallise in the foreseeable
future.

(g) Goodwill
The Group's accounting policy for goodwill,
previously described in the financial statements as
premiums on acquisitions, has been changed in
line with FRS 10 ‘Goodwill and intangible assels’.
Purchased goodwill is capitalised, classified as
an asset and amortised over its useful economic life,
The gain or less on the disposal of a subsidiary
or associated undertaking is calculated by
comparing the cartying value of the net assets sold
(including any unamortised goodwill) with the
proceeds received. Previcusly the Group's policy was
for goodwill to be held as a negative reserve in the
balance sheet. This has now been deducted from the
profit and loss reserves and has not been reinstated.

{h) Pensions

The Group contributes te a defined contribution
scheme and to individual defined contribution
schemes for the benefit of certain employees.
Contributions are charged against profits, at the
contribution rates agreed with individual employees,
in the year in which they are made. There are no
post-retirement benefits other than pensions.

(i} Operating leases
Operating lease rentals are charged to the profit
and loss account as incurred.

(i) Provisions for bad and doubtful debis
Specific provisions are made against advances
which are recognised to be bad or doubtful. In
addition, general provisions are maintained to cover
bad and doubtful debts which may be present at the
vear end in the portfolic of advances but which have
not been specifically identified. Interest of doubtful
collectability is excluded from the profit and loss
account and credited to a suspense account.

(k) Foreign currencies

Assets and liabilities denominated in foreign
currencies are translated inlo sterling at exchange
rates ruling at the balance sheet date. Foreign
currency transactions during the year are transtated
at exchange rates ruling at the date of the
fransaction. Translation differences are dealt with in
the profit and loss account.
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Notes to the

financial statements

1 Administrative expenses

1998 : 1997
£000 ' £000
Staff costs, including directors
Wages and salaries 8,319 | 7473
Sccial security costs 809 | 680
Other pension costs (note 35) 591 | 519
Other administrative expenses 7,986 8,535

17,705 | 17,207

2 Operating expenses

1998 | 1997
£000 |  EOCO
Administrative expenses 17,705 | 17,207
Amortisation (note 15) 15 | —
Depreciation (note 16) 869 924
Provisions for bad and doubtful debts 1,107 | 671

19,696 @ 18,802

3 Profit on ordinary activities before tax

1998 | 1997

£000 | £000
is stated after: :
Income :
Profit on dispasals of tangible fixed assets 34 129
Rent from sub-letting of premises 114 | 24
Charges
Eauipment rentals 37 : 56
Other operating lease rentals 621 : 565

The auditors’ remuneration was £175,500 (1997: £151,500) of which £3,750 (1997: £3,000)
related to the Company.

Remuneration of the auditors for the provision of non-audit services to the Group was £96,000
(1997: £84,000). This comprises taxation compliance and advisory fees of £70,000 (1997:
£45,000), other regulatory services required under the Banking Act 1987 and by other
regulatory bodies of £20,000 (1297: £30,000) and other services of £6,000 {(1997: £9,000).
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Notes to the

financial statements s

4 Emoluments of directors

1998 : 1997

£000 : £000

Fees 23 | 17

Salary payments {including benefits in kind) 735 695

Pension contributions 63 ! 52

821 ! 764

Salary : Bonus |  Benefits Pension | Fees : Total : Total

i contributions : 1998 ! 1997

Executive £000 : £000 | £000C | £000 : EO0O £000 : £000

H. Angest 170 ¢ — 37 27 - 234 229

R. Paston 230 : — i 231 — i - 253 0 236

S. J. Lockley 155 100 | 20 36 — 311 ¢ 282
Non-executive

R. J. J. Wickham — — — — 23 : 23 | 17

555 100 80§ 63 23 ¢ 821 : 764

The emoluments of the Chairman were £234,000 (1997: £229,000) including pension

contributions of £27,000 (1997: £27,000). The emoluments of the highest paid director were

£311,000 (1997: £282,000) including pension contributions of £36,000 (1997: £25,000).

Mr. R. J. J. Wickham is a director of Broughfame Limited which received an annual fee of
£23,000 (1997: £17,000) in respect of his services to the Group, which is included in the
above figures.

Retirement benefits are accruing under Money Purchase Schemes for two directors (1997: two

directors).

5 Tax on profit on ordinary activities

1998 ; 1997
£000 : £000

United Kingdom corporation tax at 31% {1997: 31.5%)
Current 3,382 i 3,145
Under provided in previous years 63 {69)
3,445 : 3076

The tax charge for the year has been reduced by approximately £164,000 in respect of losses

brought forward in subsidiary companies,

A potential deferred tax asset of £265,000 in respect of accelerated capital allowances and
general provisions has not been recognised. No potentiai deferred tax fiability exists.

6 Profit dealt with in the accounts of Secure Trust Banking Group PLC
£6,426,000 (1997: £2,568,000) of the profit attributable to ordinary shareholders has been

dealt with in the accounts of Secure Trust Banking Group PLC.



ANNUAL REPORT AND ACCOUNTS 598

7 Dividends

1998 ; 1997 © 1998 1997
pence pence £000 £Q00

per share : pershare |
Interim (paid) 8.0 : 70 1,207 0 1,050
Special (paid) 100 : — 1 1,502 : —
Final (proposed) 18.0 . 160: 2,709 | 2407
36.0; 230 5418 3451

8 Earnings per ordinary share
a} Basic
Earnings per ordinary share are calculated on the net basis by dividing the profit aftributable to
shareholders of £7,855,000 (1997: £7,495,000) by the weighted average number of ordinary
shares 15,034,295 (1997 14,999 278) in issue during the year.
h) Diluted
Diluted earnings per ordinary share have been calculated in accordance with FRS 14 by
dividing the profit atiributable to shareholders of £7,855,000 (1997: £7,495,000} by the
weighted average number of ordinary shares 15,141,528 (1997: 15,048,604) in issue during
the year, adjusted to reflect the effect of outstanding share options.

9 Loans and advances to banks and building societies

1998 : 1997
Group : Group
£000 : £000

Remaining maturity:
5 years or less but over 1 year 1,000 | 1850
1 year or less but over 3 months 850 | 5,000
3 months or less 42,634 | 41944
Repayable cn demand 7,759 | 4,858

52,243 | 53652

10 Loans and advances to customers

1998 : 1997
Group | Group
£000 £000

Remaining maturity:
Over 5 years 1,350 | 3,305
5 years or less but over 1 year 15,513 | 17,627
1 year or less but over 3 months 11,700 | 13573
3 months or less 42,107 | 34,365
70,670 | 68,870
General and specific bad and doubtful debt provisions (note 11} (4,635): (4.284)
Suspendsd interest {note 12) (908) : {(833)

65,127 | 63,753

Of which repayable on demand or at short notice 14,340 13,319 @
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Notes to the

financial statements o

11 Provisions for bad and doubtful debts

: 1998 | 1997 :
Specific | General : Total ;| Specific | General ! Totai
£000 |  £000 |  £000 : £000 2000 ©  £000

Group:
At 1 January 3,606 678 | 4,284 0 3472 0 1,105 4577
Charge against profits 1,155 (48}: 1,107 : 1,098 (427) : 671
Amounts written off (812)! — i (812}: (1.009): — i {1,009
Recoveries 56 - 56 45 ¢ — 45
At 31 December 4005 630 4,635 3606 . 678 | 4284

12 Interest in suspense

1998 | 1997
Group Group
£000 |  £000
At 1 January 833 | 422
Net interest suspended 443 : 582
Interest written off (368} (171)
At 31 December 908 | 833

In respect of loans and advances to customers
Before provisions 4,354 ¢ 5167
Alfter provisions 2,189 3,861

13 Debt securities

1998 1997
Group : Group
£000 ! £000

Remaining maturity:
1 year or less but over 3 months 5500 : 2000
3 months or less 1,000 | 1,000
At 31 December 6,500 i 3,000

Debt securities represent certificates of deposit. These instruments are held in the balance
sheet at their net book values which equate to market value. The Group's intention is to hold

these to maturity.
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14 Shares in subsidiary undertakings

Shares at cost | Provisions Net
£000 £000 £000

Secure Trust Banking Group PLC
At 1 January 1998 and 31 December 1998 30,621 (3292)¢ 27,329
1998 : 1997
£000 £000

Subsidiary undertakings
Banks 24,994 | 24994
Other 2,335 | 2335
Total unlisted 27,329 | 27329

The principal subsidiary undertakings of Secure Trust Banking Group PLC at 31 December 1998 were:

Name Interest Principal activity
%
Secure Trust Bank PLC 100 Household cash management
and its whelly owned subsidiaries and banking
Heathfield Finance Limited Personal loans
Secure Homes Services Limited General retailing
Secure Travel Limited Trave! operator
OBC Insurance Consultants Limited 100 Motor and general insurance
and its wholly owned subsidiary
BRM Insurance Consultants |imited Motor and general insurance
West Yorkshire Insurance Company Limited 100 Insurance underwriting
Arbuthnot Latham & Ce., Limited 100 Banking
and its subsidiaries
Arbuthnot Fund Managers Limited 100 Fund management
Arbuthnot Pensions & Investments Limited 100 Life assurance and pensions
Arbuthnot Pension Trustees Limited 100 Trustees and pensions consuitants
MPW Insurance Brokers Limited 3 Insurance broking
Southernhays Actuarial Consultancy Limited 100  Actuarial and pensions consultants
Arbuthnot Commercial Finance Limited 90 Factoring

(i) All the above subsidiary undertakings are incorporated in Great Britain and have their
respective registered cffices in England and Wales and operate within the United Kingdom.

(i} Al the above subsidiary undertakings are included in the consolidated accounts and have an
accounting reference date of 31 December.

(i) All the above interests relate wholly to ordinary shares.
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Notes to the

financial statements

(continued)
15 Intangible fixed assets
Goodwill
£000
Group:
Cost
At 1 January 1998 —
Additions {note 28) 325
At 31 December 1998 325
Aggregate amortisation
At 1 January 1998 —
Charge for the year 15
At 31 December 1998 15
Net book value at 31 December 1998 310

Net book value at 31 December 1997

The goodwill arising on the acquisition of Southernhays is being amortised on a straight line
basis over 20 years. This period is the period over which the directors estimate that the value of
the underlying business acquired is expected to exceed the value of the underlying assets.

16 Tangible fixed assets

Group:

Cost

At 1 January 1998
Additions
Disposals

At 31 December 1998

Accumulated depreciation
At 1 January 1998
Disposals

Charge for year

At 31 December 1938
Net book value at 31 December 1998
Net book vaiue at 31 December 1997

Freenold | Computer Motor | Total
land and | and other  Vehicles !
buildings i equipment
£000;  £000 i  £000 i  EOCO
97 5038 . 1343 i 7,351
3652 1527 253 | 5432
— (4):  (257)  (281)
4622 6,541 1,339 | 12,502
103 3675 524 . 4302
—i (1) (178)f  (188)
14/  562. 203 . 869
117 4,227 639 4,983
4,505: 2,314 . 700 7,519
867 1363 819 3049

All freehold fand and buildings are occupied by and used by Group companies. The carrying

value of freehold land not depreciated is £0.5 million.
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17 Other assets _
1998 | 1997
Group Group
£000 : £000

Amounts falling due within one year:
Trade debtors 3,618 : 3920
Reinsurers’ share of claims cutstanding 2,038 : 2225

Amounts falling due after one year:
ACT recoverable — 600
5656 . 6,745

18 Deposits by banks

1998 | 1997
Group : Group
€000 |  £000

With agreed periods of notice: §
5 years or less but over 1 year — i 5000
1 year or fess but over 3 months 9,250 : —
3 months or less but not repayable on demand 179 262
Repayzble on demand 50 58
9,479 | 5320

Included in the above are deposits with a value of £0.2 million (1997: £0.3 million), which

support the guarantee given to a subsidiary undertaking for loans made.

19 Customer accounts

1998 | 1997
Group : Group
£000 : £000

With agreed periods of notice:
Over 5 years — i 1653
5 years or less but over 1 year 542 ! —
1 year or less but over 3 months 28,078 @ 25,387
3 months or less but net repayable on demand 31,549 27,505
Repayable on demand 27,374 28,603
87,543 | 84,148

20 Insurance reserves

1998 | 1997
Group Group
£000 :  £000
Claims outstanding 5,508 | 7575
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21 Orher liabilities

1998 1997
Group Group
£000 : £00C

Amounis falling due within one year:
Bank overdraft 850 500
Bank loan (Group and Company) 1,284 | 2607
Trade creditors 6,509 | 5153
Dividends payable 2,709 | 2401
Corporation tax 2672 2765
Deferred consideration (note 28 (ii)) 550 550

14,544 | 13976
Amounts falling due after one year:
Bank jcan (Group and Company) -— 1,254

14,544 | 15230

The bank loan is secured by a charge on the share capital of Secure Trust
Bank PL.C and of West Yorkshire Insurance Company Limited and
is repayable as follows:

Within one year 1,254 © 2,607
Between one and two years —: 1254

1,254 | 3861

22 Called up share capital

£000
Authorised (at 31 December 1997 and 1998):
418,439,000 ordinary shares of 1p each 4,184
Allotted, called up and fully paid
At 1 January 1998: 15,008,628 ordinary shares of 1p each 150
At 31 December 1998 15,048,584 ordinary shares of 1p each 150

On 15 May 1988 10,456 shares were issued, credited as fully paid up, for a premium of
£80,000 in connection with consideration payable on the acquisition of the business and
undertaking of Southernhays.

Additionzally, during the year 29,500 ordinary shares were issued for cash under the Executive
Share Option Scheme for a total premium of £143,000.

At 31 December 1998, options to subscribe for 537,750 ordinary shares were outstanding
exercisable by employees between 1999 and 2005 at prices betwesen 220p and 770p.
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23 Reserves
Group | Company

£000 £000
Share premium account
At 1 January 1998 13,138 1 13,139
Arising in the year {note 22} 223 223
At 31 December 1998 13,362 | 13,362
Profit and loss account :
At 1 January 1998
As previously reported 29,508 | 13,694
Elimination of goodwill reserve (24,402) —
As restated 5107 | 13,694
Retained profit for the year 2437 ¢ 1,008
At 31 December 1998 7,544 | 14,702

Efimination of goodwill reserve

The profit and loss account resetve at 1 January 1998 has been restated 1o gliminate the
balance on the goodwill reserve {previously described as ‘premiums on acquisitions written off')
at 31 December 1997 and 1996 in accordance with the provisions of FRS 10 'Goodwil! and
intangible assets’. This amount comprises all goodwill previously sliminated to reserves as the
directors consider it would be impracticable to apply the provisions of FRS 10 retrospectively.
Had the Group continued to apply its previous policy in respect of goodwill, £325,000 would
have been included in the goodwill reserve, which would then have shown a balance of
£24.727 million. Retained profit for the year would have heen £2.452 million, reflecting the lack
of amortisation of goodwill arising in respect of businesses acquired in the year. The Group's
halance sheet would have shown total liabilittes of £140.381 million at 31 December 1998,
Cumulative goodwill written off relating to acquisitions made prior to 1888, which has been
eliminated against reserves, amounts o £24.402 million (1937 £24 402 million).

24 Minority interests

1998 1997

Group Group

£000 £000

At 1 January 48 | 40
Profit and icss account 107 | 92
Dividends paid {(101) (84)

At 31 December 54 48
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25 Reconciliation of movements in equity shareholders’ funds

Profit for the financial year
Dividends

New share capital issued
Opening equity shareholders’ funds

Closing equity shareholders’ funds

1998 1997
Group : Group
£000 £000

7,855 0 7,495
(5,418): (3.451)

2,437 0 4,044
223 ; 64
18,396 ;| 14,288

21,056 | 18,396

26 Assets and liabilities denominated in foreign currencies

Assets denominated in sterling
Assets denominated in currencies other than sterling

Total assets

Liabilities denominated in sterling
Liabilities denominated in currencies other than sterling

Total liabilities

27 Consolidated cash flow statement

{i) Reconciliation of operating profit
to net cash inflow from operations
Operating profits
Profit on sale of tangible fixed assets
Increase in accrued income and prepayments
Increase in accruals and deferred income
Provisions for bad and doubtful debts
Depreciation and amortisation
Decrease in insurance reserves

Net cash flow from trading activities

Net decrease in loans and advances to banks and customers
Net increase in deposits by banks and customer accounts
Net decrease in other assets

Net increase in other liabilities

Net cash inflow from operating activities

1998 : 1997
Group : Group
£000 £000

128,681 | 124,263
12,0100 8489

140,691 | 132,752

128,681 : 124,277
12,010 . 8475

140,691 | 132,752

1998 1997
£000 | £000

11,407 | 10,663

(34) (129)
(975) {587)
472 (242)
1,107 : 671
884 924

(2,067): (5173

10,794 : 6127
1,829 | (19.915)
7,554 | 16,193

489 i (757
1,356 : 868

11,228 | (3.606)
22,022 | 2,521
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27 Consolidated cash flow statement {continued)

1998 : 1997
£000 : £000

(ii) Capital expenditure and financial investment
Purchase of debt securities {(3,500): (2,000}
Purchase of tangible fixed assets (5,432): (1,127)
Sale of tangible fixed assets 127 369

(8,805) (2,758)

{iii) Acquisitions
Investment in subsidiary undertakings (245) : (241)
Cash acquired - 112

(245)  (129)

{iv) Financing :
Issue of ordinary share capital for cash 143 | 29
Bank loan repaid {2,607): (1,304)

(2,464): (1,275)

1997 : Cash flow 1998
£000 £000 |  £000
{v) Analysis of the balances of cash as : :
shown in the balance sheet
Cash and balances at central banks 379 | (192): 187
Bank overdrafts {500): (350): (850}

Loans and advances io other banks repayable on demand 4,858 | 2,901 7,759
4,737 . 2,359 . 7,096

The Group is no ianger required to maintain balances with the Bank of England {1997: £168,000).

Share capital | Loans

(including premjum)
£000 | £000

{vi) Analysis of changes in financing during the year :
At 1 January 1998 13,280 | 3,861
Cash inftow from financing 143 ¢ (2,607)
Shares issued fully paid up 80 ! —
At 31 December 1998 13,512 | 1,254

28 Summary of the effect of acquisitions
{i) Southernhays

On 15 May 1998 the Group acquired, for a tolal consideration of £325,000, the business and
undertaking of Southernhays, part of which was subsecuently incorporated as Southerhays
Actuarial Consultancy Limited and part of which was subsequently merged into Arbuthnot
Pensions & [nvestments Limited. The consideration, which included expenses of £25,000,
was satisfied by the issue of 10,456 ordinary shares, credited as fully paid up, having a fair
value of £80,000. The balance was paid in cash. The resulting premium of £325,000 has
been included as an intangible asset and is being amortised over 20 years. For the period
15 May 1998 10 31 December 1828 the operating ioss and loss after taxation of
Southernhays amounted to £10,000. [t utilised no funds for investing activities. For the year to
30 April 1998 its unaudited adiusted profit after taxation was £35,000. @
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28 Summary of the effect of acquisitions (continued)

{iif} Arbuthnot Pensions & Investments Limited and Arbuthnot Pension
Trustees Limited
A provision of £550,000 was held at 31 ODecember 1938 (1997 £550,000) in respeact of
further deferred cash consideration, being the maximum payable under the terms of the
acquisiticn agreement.

29 Segmental information

Personal Private and Group total
financial services merchant banking
1998 1997 : 1998 : 1997 : 1998 : 1997

£000.  £000: €000  £000i  £000: €000
Segment profit before taxation 10,327 9454 : 4,080: 1209: 11,407 10,663

Net Assets 7,056 4,566 14,000 13830 21,056 18,396

Segment Total Assets 44,884 45243} 95,807 87.509:140,691 132,752

All trading activities are carried out in the United Kingdom.

The directors consider it appropriate to divide the Group's business into two business
segments, personal financial services and private and merchant banking.

30 Directors’ and officers’ loans
The aggregate amount outstanding at 31 December 1998 under transactions, arrangements
and agreements, on normal commercial terms, made by authorised institutions within the
Group with those who were directors (including connected persons) or officers of Secure Trust
Banking Group PLC during the year, and the number of persons concerned, were as follows:

Aggregate amount : Number of

outstanding persons
Director’s loan £200,000 : 1
31 Capital commitments

1998 ; 1997
£000 £000

Capital commitments for the Group (Company ENil), :

which have been contracted for but for which no provision 5
has been made in the financial statements 168 : 238

32 Average number of employees
The average number of persons employed by the Group during the year was made up as

follows:

1998 ; 1997
Personal financial services 329 : 320
Private and merchant banking 106! 98

435: 418
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33 Operating lease commitments
1998 1997
Land and | Computer : Land and | Computer
buildings | and other : buildings | and other

 sgquipment ! equipment
£000 £000 : £000 | £000
At the year end, annual commitments i
under non-cancellable cperating leases were:
Group
Expiring :
— within one year 237: 2: 110 ¢ 1
— between one and five years 236 2! 221 3
— in five years or more 202: e 266 ! —
675, a4 57 4
Company : ’ !
Expiring : :
— between one and five years 20 20 ¢

34 Memorandum items, foreign exchange and interest rate contracts
The tables below give the nominal principal amounts and risk weighted amounts of off-balance
sheet transactions. The nominal principal amounts indicate the volume of business outstanding
at the balance sheet date and do not represent amounts of risk. The risk weighted amounts
have been calculated in accordance with the Financial Services Autharity's regulations on
capital adequacy. During the year the Group did not enter into derivative instruments, either on
its own account or on behalf of clients.

1998 1997
Contract : Risk | Contract Risk
amount | weighted | amount } weighted
i amount : i amount
N P £000 : £000 £000 £000
Contingent liabilities :
Guarantees 652! 652 : 768 : 648
Other contingent liabilities 11 5 28 4
663: 657 : 796 : 652
Commitments
Documentary letters of credit 52 10 29 | s
Credit lines and other commitments to lend
less than one year 4,130 — i 30939 -
4,182 10 | 3,968 | 6

35 Pension commitments
The Group contributes to individual defined contribution schemes for certain employees and to
a defined contribution scheme. The assets of the latter scheme are held in a separate trustee
administered fund. Fees totalling £5,000 {1997: £10,000) in respect of administration services
have been recharged to the scheme by Arbuthnot Pension Trustees Limited.

The total pension cost is shown in note 1.
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Report

of the auditors

Auditors’ report to the
members of Secure Trust
Banking Group PLC

We have audited the financial statements on
pages 18 to 35 which have been prepared
under the historical cost convention and the
accounting policies set cut on page 22.

Respective responsibilities

of directors and auditors

The directors are responsible for preparing the
Annual Report including, as described on page
17, the financiai statements. Qur responsibilities,
as independent auditors, are established by
statute, the Auditing Practices Board, the Listing
Rules of the London Stock Exchange and our
profession’s ethical guidance.

We report to you our opinion as to whether
the financial statements give a true and fair
view and are properly prepared in accordance
with the Companies Act. We also report to you
if, in our opinion, the directors' report is not
consistent with the financial statements, if the
Company has not kept proper accounting
records, if we have not received all the
information and explanations we require for our
audit, or if information specified by law or the
Listing Rules regarding directors’ remuneration
and transactions is not disclosed.

We read the other information contained in
the Annual Report and consider the
implications for our report if we become aware
of any apparent misstatements or material
inconsistencies with the financial statements.

We review whether the statement on
pages 15 to 17 reflects the Company's
compliance with these provisions of The
Combined Code specified for our review by the
Londen Stock Exchange, and we report if it
does not. We are not required to form an

opinion on the effectiveness of the Group's
corporate governance procedures or its internal
controls,

Basis of audit opinion

We conducted our audit in accordance with
Auditing Standards issued 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 significant estimates and judgements made
by the directors in the preparation of the
financial statements, and of whether the
accounting policies are appropiate 1o the
Company's circumstances, consistently applied
and adeguately disclosed.

We planned and performed our audit so as
to obtain all the information and explanations
which we considered necessary in order to
provide us with sufficient evidence to give
reasonable assurance that the financal
statements are free from material misstatement,
whether caused by fraud or other irregularity 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 the financial statements give a true
and fair view of the state of affairs of the Company
and the Group at 31 December 1998 and of the
profit and cash flows of the Group for the year
then ended and have been properly prepared in

ﬁ?j\nce with the Companies Act 1985.

PricewaterhouseCoope

Chartered Accountants and Registered Auditors
Birmingham

30 March 1999



