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Morley Fund Management International Limited

Directors’ Report

The Directors present thewr annual report together with the audited finanual statements of Morley Fund
Management International Limited (‘the Company’) for the year ended 31 December 2006 and the auditor’s
report thereon

Principal activity

The principal activity of the Company 15 to provide fund management services, which 1t does primanly through
a branch i1 Boston, USA  The Directors consider that tlus will continue unchanged into the foreseeable future
The Company 15 registered with the Securities and Exchange Commuission in the USA and the Financial
Services Authority (‘FSA’) 1n the UK

Directors

The names of the present Directors of the Company, all of whom served thioughout the year, unless otherwise
stated, appear on page 2 K Jones and K L Garrett-Cox resigned as Dhirectors on 31 December 2006 and 28
February 2007, respectively P G Scott was appomnted as a Director on 16 March 2007

Dividends
No mterim dividend was paid during the financial year (2005 ml) The Directors do not recommend the
payment of a final dividend (2005 1ul)

Operations and business review

The position of the Company at the year-end 1s shown in the Balance Sheet on page 8, with trading results
shown m the Income Statement on page 7 The mam factors affecting these primary statements 1 the year
were

s During the year, the Company obtamned authorsation from the FSA m the UK to manage investments
Subsequently 1t became investnent manager to the Morley G7 Fund  This 1esulted m an increase in
fee income fiom 2005 to 2006, and a corresponding inciease 1n expenses

e Other operational costs a'so mcieased from 2005 1o 2006, reflectng the Company’s desire to reward
and retamn key staff

Post balance sheet events
There have been no matenial events between 31 December 2006 and the date of this report

Going Concein

The Directors consider that the Company has adequate 1esources 1o conunue in operational existence for the
foreseeable future For this reason, they continue 1o adopt the going concern basis in preparing the financial
statements

Directors' intet ests

The table below shows the interests held by each person who was a Director at the end of the financial year m
the ordinary shaies of 25 pence each mn Aviva plc  Details of any options and awards held through Aviva plc's
share schemnes and mcentive plans are shown below  All the disclosed interests are beneficial

At | January 2006 At 31 December 2006

Number Number

N D Alford 1,024 1,393
K L Garrett-Cox 864 1,429
K Jones 1,829 2,228
C M Oglethorpe - 177
J L Tanner 95 660
D K Watson 1,092 1,467
1 B Womack 5,391 6,058
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Morley Fund Management International Limited

Incentive plans

The table below details those Directors who held office at the end of the financial year, and hold/held options to
subscribe for oidnary shares of Aviva ple or hold/held awaids over shares in Aviva ple, pursuant to Aviva ple’s
share based incentive plans

Share options Al Opticns At
! January granted during 31 December
2006 the year 2006
Number Number Number
N D Alford
Sawngs related options™ 1,904 - 1,904
K L Garrett-Cox
Savings 1 elated options™ 2,213 - 2,213
C M Oglethorpe
Savings related options™ - 1,274 1,274
J L Tanner
Savings related options™ 3,482 - 3,482
I B Womack
Servings 1efated optrons™ 4,096 - 4,096
Executive options™ 1,762 - 1,762

.

W Savings refated options are options granted under the HM Revenue and Customs-approved SAYE Share
Option Scheme Oplions are nonnally exeicisable during the six-month period foliowing either the third, fifth
or seventh anniversary of the relevant savings contract

@ Evecutrve options are those granted under the Aviva Exccutive Share Options Schemes, or predecessor
schemes Options which have been granted on various dates in 2001, are noumally exeicisable between the
thnd and tenth anmversanes of thewr date of grant  Options granted afier 1997 ae only exercisable if certain
performance conditions are met

Indemmnity to the Directors

Aviva ple, the Company’s ulumale paient, has granted an indemmty to the Directors against Liability in respect
of proceedings biought by thurd partics, subject to the conditions set out in the Companies Act 1985 This
indemmity and the provisions n the Company's Articles of Association constitute "qualifying third party
mdemnities” for the purposes of sections 309A to 309C of the Companies Act 1985  These quahfyng third
party indemnity provisions iemain in force as at the date of approving the Directors’ report

Fmancial instiuments
The Company's financial risk management objectives and policies are chiscussed m note 13 to the accounts

Employees
All staff of the Bosion branch of the Company were employed by the Aviva Service Corporation  Disclosures
1elating to employce cests may be found m note 3 to these accounts

Creditor paymeat policy and practice

It 15 the Company’s pohcy to pay creditors when they fall due for payment Terms of payment are agreed with
supplicis when negouiating each transaction and the policy s 1o abide by those terms, provided that the
supplicis also comply with all 1elevant terms and conditions

The Company did not have any trade creditors al 31 December 2006 (2005 ml)

Resolutions

On 27 May 1999, the members of the Company passed resolutions to dispense with the holding of Annual
General Meeungs, the laying of Directors’ reports, financial statements and audutors’ reports before the
members in general meeting

Auditors

The Company has clected by resclution under section 386 of the Companies Act 1985 to dispense with the
obligation to appoint auditors annually
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Morley Fund Management International Limited

Statement of Directors’ responsibilities in relation to the Company financial statements

The Direclors are responsible for preparing the Annual Report and the Company financial statements n
accordance with applhcable Umted Kingdom law and those International Financial Reporting Standards
(*IFRS’) as adopted by the European Union

The Directors are required to prepare Company financial statements for each financial year which present lairly
the financial position, financial performance and cash flows of the Company for that peniod In preparing the
Company financial statements the Directors are required to

e select suitable accounting policies m accordance with /A4S 8 Accounting Polictes, Changes n
Accounting Estimates and Ei1ors and then applymg them conststently,

e present information, including accounting policies, in a manover that provides relevant, reliable,
comparable and understandable information,

s provide additional disclosures when compliance with the specific requirements wx IFRS 1s msufficient
to enable users to understand the impact of particular transactions, other events and conditions on the
Company's financial position and financial performance, and

¢ state that the Company has complied with applicable IFRSs, subjecl to any material departuies
disclosed and explained n the accounts

The Duectors aie 1esponsible for keepig proper accounting records which can be disclosed wath reasonable
accuracy, at any tme, the financial position of the Company and enable them 1o ensure that the Company
financial statements comply with the Companies Act 1985 and Article 4 of the [AS Regulation They are also
ultimately responsible for the systems of internal control mamlamed for safeguarding the assets of the
Company, and hence, for taking reasonable steps for the prevention and detection of fraud and other
irrggulanties

Directors’ statement as to disclosure of information to auditors

The Directors who were members of the Board at the time of approving the Directois’ repott ate Listed on page
2 of these financial statemenis Each of these Directors confinms that

s 1o the best of each Director’s knowledge and behef, there 15 no relevant audit mformation, being
mformatign needed by the auditor m connection with preparmg its 1eport, which the Company’s
auditors aie unaware, and

e having made enquiries of fellow Directors” and the Comipany’s auditor, each Director has laken all the
steps a Director might reasonably be expected to have taken to be aware of retevant audit information
and to establish that the Cownpany’s audiors are aware of that information

By order of the Board AUTH0R|SED S‘GNATP g:
FOR AND ON 2EHALS
\
QQQ...Q (Mexes AVIVA COMPANY
Aviva Company Secretatial Set vices Limited SECRETAR}AL SER\“CES LiMiTELnJ

Company Secretary
24 April 2006
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Morley Fund Management International Limited

Independent auditors’ report to the members of Morley Fund Management International Limited

We have audited the Company's linancial statements for the year ended 31 December 2006, which compnse the
income slatement, balance sheet, cash flow statement, statement of recogmsed income and expenditure, the
statement of changes m equity and the related notes 1 to 14 These financial statements have been prepared
under the accounting pohicies set out theremn

This report 15 made solely to the Company's members, as a body, in accordance with Section 235 of the
Companies Act 1985 Our audit work has been undertaken so that we mught siate 1o the Company's members
those matters we are required to state to them in an auditois’ report and for no other purpose To the fullest
extent perinitted by law, we do not accept or assume responsibility to anyone other than the Company and the
Company's members as a body, for our audit work, for this report, or for the opimons we have formed

Respective responsibilities of Directors and auditors

The Direclors are responsible for preparmg the financial statements i accordance with applicable Umited
Kingdom law and International Financial Reporting Standards (IFRS) as adopted by the European Umon as set
out 1n the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements in accoidance wiath relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland)

We report to you our opiton as to whether the financial statements give a true and fair view and are properly
prepared in accordance with the Companies Act 1985 and whether the information given in the Directors’
report 1s consistent with the financial statements

We also report to you 1f, 1n out opmon, the Company has not kept proper accounting records, 1f we have not
reccived all the information and explanations we requue for our audit, or if information specified by law
regarding Directors’ remuneration and other transactions 1s not disclosed

Basis of audit opimion

We conducted our audit in accordance with International Standards on Audiing (UK and Iieland) 1ssued by the
Auditing Practices Board An audit mcludes exammation, on a test basis, of evidence relevant o the amounts
and disclosures 1n the financial statements It also mncludes an assessment of the significant estimates and
Judgments made by the Directors in the prepatation of the {inancial statements, and of whether the accounting
policies are appropnate to the Company’s circumstances consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary tn order to provide us with sufficient evidence to give reasonable assurance that the financial
statements are free from malenal misslatement, whether caused by fiaud or other wregulanty or error In
forming our opimon we also evaluated the oveiall adequacy of the presentation of information m the financial
statemenis

Opinion

In our opmnion
s (he financial statcmemts give a trwe and fair view, m accordance with IFRSs as adopted by the
European Union, of the state of the Company's affairs as at 31 December 2006 and of its result for the
year then ended,
the financial statements have been properly prepared in accordance with the Compantes Act 1985, and
the information given m the Directors’ report 15 consisient with the financial statements

Emst & Young LLP
Registered auditor
London

W Apnl 2006
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Morley Fund Management International Limited

Income statement
For the year ended 31 December 2006

Note 2006 2005

£°000 £°000

Fee income (D) 5,214 1,908
Expenses 2 (4,129) (2,195)
Net investment mcome 6 31 153
Profit/(loss) before tax 1,116 (134)
Tax (expense)/credit M)y, 7 (298) 35
Profit/(loss) for the year from continuing operations 818 (99)
Post tax gain from operations classified as discontinued 1n 2004 . 660
Profit for the year 218 561

The accounting policies on pages 11 to 14 and notes on pages 14 to 22 me an integra! part of these financial statements
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Morley Fund Management International Limited

Balance sheet
As at 31 December 2006

Note 20006 2005
Asscls £000 £000
Non-current assets
Property and equipment I(F), 8 5 25
Tax assets (M}, 5 - 45
5 70
Current assets
Receivables from holding company 12,421 12,614
Recervables from fellow subsidianes 3,298 -
Other recervables 235 263
Cash and cash equivalents I{E} 512 364
Current lax asscts 80 664
Total assets 16,551 13,975
Liabilities
Non-current habihities
Tax habilities (M), 9 (333) -
(333) -
Current liabilities
Other payables and financial habihities (1,307) {672)
Payables to fellow subsicharies {520) ()
Total liabiities (2,160) (673)
Net assels 14,391 13,302
Equity
Ordinary share capital N, 11 23,500 23,500
Retamned earnings (9,109) (10,198)
Total equity 14,391 13302

The accounting policies on pages 11 to 14 and notes on pages 14 to 22 are an inlegral part of these financial statements

Approved by the Board on 24 Apnl 2006

1) st otV ak

D K Watson
Darector
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Morley Fund Management International Limited

Statement of recognised income and expenditure

For the year ended 31 December 2006

Currency gains/(losses) taken ducetly to reserves
Profit for the year
Total recognised income/{expense) for the year

Statement of changes in equity

Balance at 1 January 2005

Total recogmsed income and expense {or the year
Balance at 31 Decentber 2005

Total tecogmised meome and expense for the year
Balance at 31 December 2006

2006 2005
£000 £000
271 (145)
818 561
1,089 416
FFor the years ended

31 December 2005 and 2006
Ordmary Retained Total
share capital earnings equity
£000 £'000 £000
23,500 (10,614) 12,886
- 416 416
23,500 (10,198) 13,302
- 1,089 1,089
23,500 {9,109) 14 391

The accountuing pohicies on pages 11 to 14 and noles on pages 14 to 22 are an integral part of these financial statemennts
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Morley Fund Management International Limited

Cash flow Statement
For the year ended 31 December 2006

Note 2006 2005
£000 £000
Cash flows from/(used 1n) operating activities
Cash generated from operations 12a (547) @97
Tax recovered 664 134
Net cash used in operating activities 117 (263)
Cash flows from investing activitics
Dividend income - 61
Interest recerved 31 22
Purchases of property and equipment - 4)
Proceeds on sale of mvestments - 70
Net cash used in investing activities 31 149
Net increase/(decrease) n cash and cash equivalents 148 (114)
Cash and cash equivalents at 1 January 364 478
Cash and cash equivalents at 31 December 12b 312 364

The accounting policies on pages t1 to 14 and notes on pages 14 to 22 ate an mtegral part of these {inancial statements
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Morley Fund Management International Limited

Notes to the Financial Statements for the year ended 31 December 2006

1.  Accounting policies

The principal accounting policies adopted n the preparation of the Company’s financial statements are set out
below

(A) Basis of presentation

These financial statements have been prepared m accordance with Intemational [Nnancial Reporting Standards
(‘IFRS’) 1ssued by the International Accounting Standards Boaid (*LASB’) and endorsed by the European Umon
and applicable at 31 December 2006

The amendment to IAS 39 Amendments — Fmnancial Insttuments Recogmition and Measur ement 1estricts the use of
the option previously m place to designate any financial asset or financial hability to be measured at fair value
through the income statement and does not have an impact on the Company

During the course of the year, the IASB and the International Financial Reporting Interpictations Commuiltee
(‘[FRIC") have 1ssued a number of new accounting standards, amendments to existing standards and
mterpretations  The Directors do not anticipate that the adoption of these standards will materially unpact the
Company’s financial statements [hey will, however, give nise to additional disclosures

Both IFRS 7 Financial Instruments Disclosures and IAS 1 Presentation of Financial Statements are effective for
periods beginning on or after 1 January 2007 IFRS 7 requires disclosuie that enables users to evaluate the
significance of the Company’s financial instruments and the nature and extent of tisks ansing fiom those financial
mstruments  The Company has decided to adopt IFRS 7 early and reflect 1ts impact in these financial statements
IAS 1 will require the Company to make new disclosures to enable uscis of the financial statements to evaluate the
Company’s objectives, policies and piocesses for managing capital The amendinents have not been carly
adopted, but would only affect the capital disclosures within the financial statements, with no corresponding impact
on financial results

IFRS 8 Operating Segments 1s efiective for periods commencing on o1 afier | January 2009 and requires
disclosures to 1cflect the information which management uses mternally for cvaluating the performance of
operating segments and allocating resources to those segment  Adoption of tlus amendment would only affect
scgment disclosures withm the financial statements with no correspending impact on financial results

Items mcluded in the financial statements are measwed i the currency of the prumary economic environment n
which the Company operates (‘the functional currency’) The Company has operations in the UK and USA and the
functional currency for its US operations 1s US dollars  The Company’s presentational currency 1s pounds sterling
Unless otherwise noted, the amounts shown 1n these financial stalements aie m thousands of pounds sterling
(‘£'000")

(B) Use of estimates

The preparation of financial statements requires the Company to make estimates and assumptions that affect items
reporied n the balance sheet and income stateiment and the disclosure of contingent assets and liabilities at the date
of the financial statements  Although these estimates are based on management’s best knowledge of current facts,
circumstances and, to some extent, future events and actions, actual results ultumately may differ matenally from
those estunates

(C) Foreign currency translation

Foresgn currency transactions are accounted for at the exchange rates prevailing at the date of the transactions or at
average rates 1f they are a surtable proxy Assets and habilities denominated 1n foreign currencies are transiated at
the exchange rate ruling at the balance sheet date Gains and losses resulting from the settlement of such
transactions, and from the translation of monetary assets and habihties denommnated m foreign cutrencies, are
recogmsed m the income statement Differences ansing from translating from functional to presentational currency
are recognised directly in equity
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Morley Fund Management International Limited

Notes to the Financial Statements for the yecar ended 31 December 2006

(D) Fee income
Income, for fund management services, 1s recognised on an accruals basts as 1t 15 earned
(E) Cash and cash equivalents

Cash and cash equivalents consist of cash at banks and on hand, deposts held at call with banks, treasury bills and
other short-term highly hquid mvestments with less than 90 days matunty from the date of acquisition For the
purposes of the cash flow statement, cash and cash equivalents also include bank overdrafts, which are included
within payables and other financial liabiliies on the balance sheet

(IY  Property and equipment

Property and equipment 13 stated at cost less accumulated depreciation and any impairment 1n value

Depreciation
Depreciation 1s calculated using the straight line method, winch writes the cost of computer equipment and other
assets down lo then 1esidual values, over their estimated useful hives as follows

- Computer equipment Two to five years
- Other assels Three to five years

Assets are depreciated from the date of acquisition

(G) Fmanaal investments

The Company held certaun investments during the prior yeai, which were designated as ‘other than trading” They
were classified as financial assets at fan value through the profit and loss

The disposal of the investments was recognised on the trade date, the date the Company comnutted to sell the
assets, at their fan values less transaction costs  The 1calised gan or loss on disposal of the mvestment represcnted
the difference between the proceeds recetved, net of transaction costs, and 1ts ongimnal cost or amortised cost as
appropnate

(H)  Derecogmtion of financial assets and financial liabilities

A financial asset {or, whete applcable, a part of a financial asset or part of a group of simila: financial assets) 1s
derecognised where
. the rights to recerve cash flows from the asset have expired,

. the Company retamns the nght to 1ecerve cash flows from the asset, but has assumed an obligation to pay
them m full wathout matenial delay to a thurd pariy under a **pass-through’ arrangement, or

. the Company has tiansferied 1ts nights to recetve cash flows {rom the asset and either {a) has transferred
substantially all the risks and rewards of (he asset, or (b) has neither transferred nor 1etained substantially all
the risks and rewards of the asset, but has transferred control of the asset

A financial liability 15 derecogmsed when the obligation under the hability 1s discharged or cancelled or expires
Financial assets and habilines are offset and the net amount 1eported n the balance sheet when there 1s a legally

enforceable right to set off the recognised amounts and there 1s an intention to setile on a net basis, or realise the
asset and settle the hability ssmultaneously
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Morley Fund Management International Limited

Notes to the Financial Statements for the year ended 31 December 2006

N Impairment of non-finaneial assets

Property and equipment and other non-financial assels are reviewed for unpairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable  An unpairment loss 1s recogmised for the
amount by which the carrying amount of the asset exceeds 1ts recoverable amount, which 1s the higher of an asset’s
net selling price and value i use ot the purposes of assessing umpairment, assets are grouped at the lowest level,
for which there are separately 1dentifiable cash flows

@) Leases

Operating leases

Leases, where substanually all of the risks and rewards of ownership are retained by the lessor, are classified as
operating leases  Assets held for use 1n such leases are included 1n propeity and equipment, and are depreciated to
their residual values over their esumated useful lives Rentals from such leases are credited to the income
statement on a straight-line basis over the penod of the relevant leases Paymenis made as lessees under operating
leases (net of any mcentives received from the lessor) are charged Lo the imcome statement on a straight-line basis
over the pettod of the lease, except where an allernative basis 18 more 1epresentative of the pattern of benefits to be
derived fiom the leased property

(K) Provisions and contingent liabilities

Provisions are recognised when the Company has a present legal or constructive obligation as a result of past
events, 1t 1s probable that an outflow of resources embodying economic benefits will be required to settle the
obligation, and a reliable estunate of the amount of the obligation can be made Where the Company expects a
provision to be reimbursed, for example under an msurance contract, the reimbursement 1s recognised as a separale
asset but only when the reimbursement 1s moie probable than not

If the effect of the tume value of money 15 malerial, provisions aie determmed by discounting the expected future
cash flows at a rate that reflects current market assessments of the time value of moncy and, where approprate, the
risks specific to the hability Contingent lLiabilities are disclosed if the future obligation 1s possible and the amount
cannot be reasonably estimated, or 1f the are possible but not probable

(L} Employee benefits
Employee benefits aie recogmsed when they accrue to employees
(M) Income taxes

The current tax expense 1s based on the taxable profits for the year, after any adjustments 1n respect of prior years
Tax, mcluding tax relief for losses 1f applicable, s allocated over profits before taxation and amounts charged or
credited to reserves as appropriale

Provision 1s made for deferred tax habilities, or ciedit taken for deferred tax assets, using the hability method, on
all matenal temporary differences between the tax bases of assets and habihities and their carrying amounts in the
financial stalements

The principal temporary differences anse from depreciation of property and equipment and tax losses carned
forward The rates enacted or substantively enacted at the balance sheet date are used 1o determune the deferred
tax

Deferred tax assets are recognised to the cxient that # 15 probable that future taxable profit will be available against
which the temporary differences can be utihsed Deferred tax 1s provided on temporary differences ansing from
investments 1 subsidiaries, except where the uming of the reversal of the temporary differences can be controlled
and 11 1s probable that the difference will not reverse 1n the foreseeable future
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Morley Fund Management International Limited
Notes to the Financial Statements for the year ended 31 December 2006

{N) Share capital

Equity instruments
An equity mnstrument 1s a contract that evidences a residual nterest in the assets of an entity after deducting all of
its habilites  Accordingly, a financial instrument 1s tteated as equity 1f

(1) there 15 no contractual obligation to deliver cash or other financial assets or to exchange financial assets or
labilities on terms that may be unfavourable, and

(1)  the mstrument 1s a non-dervative that contains no contractual obhgation to deliver a variable number 1f
shares or 1s a derivative that will be settled only by the Company exchanging a fixed amount of cash or
other assels for a fixed number of the Company’s own equity insiruments

Dividends
Interim drvidends on ordinary shares are recognised in equity m the period m which they are paid  Final dividends

on these shares are recogmsed in equity in the pertod i which they are approved

(0} Fiduciary activities

Assets and mmcome ansing from fduciary acuvities are excluded from these financial statements where the
Company has noe contractual nghts to the assets and acts i a fiduciary capacity as investment manager

2. Expenses

Note 2006 2005
£2000 £000

Operating expenses
Staff costs and other employee-related expenditure 3 2,486 1,506
Depreciation 8 19 35
Property lease rentals 91 76
Other expenses 1,533 578
4,129 2,195

Auditors’ 1emuneration 1s charged m the financial statements of Motley Fund Management Lunied, a fellow
subsidiary company Auditors’ remuneraiion 1n relation to MEFMI for 2006 was £21,124 (2005 £i3,454) Fees
paid to the Company’s auditors for services other than the statutory audit are disclosed on a consolidated basis m
the accounts of Morley Nund Management Group Limited

3. Employee information

During the year employees of the Boston branch were remunerated by the Aviva Service Corporation with these
amounts then being recharged to the Company The total employment cost for the year ended 31 December 2006
was £2,485,738 (2005 £1,506,040)

The average number of people employed by the Company was as follows
2006 2005

Boston 12 11
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Morley Fund Management International Limited
Notes to the Financial Statements for the year ended 31 December 2006

4. Directors

All Directors who discharge their duties 1n the United Kimmgdom were remunerated by MFM Employment Services
Limuted 1n respect of their services to the Group as a whole  MFM Employment Services Limited made no charge
10 the Company (2005 nil) for the services of these Directors

The emoluments of the Directors of the Company who are also Directots of Morley Fund Management Group
Lumited are disclosed m the financial statements of that Company, since it 15 not possible to calculate accurately the
amount attnbutable to the Company

5. Segment information

The tables below present 1evenue, piofit and balance sheet mformation regaiding the Company’s business
segments for the year ended 31 December 2006 The information has been reported by geographical area only as
the Directors deem that there 1s only one business segment, bemng fund management services In 2005, the
Directors considered the only geographical segment to be the USA

Year ended

31 December 2006 UK USA  Elimmations Total
£7000 £000 £000 £000

Revenue

I'ee income 3,236 1,978 - 5,214

Results

Profit/(loss) after tax 1,551 (733) - 218

Other Information

Scginent assets 16,702 1,361 (1,592) 16,471
Scgment hiabilites (267) (3,405} 1,592 (2,080)
Depreciation - 19 - 19
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Morley Fund Management International Limited

Notes to the Financial Statements for the year ended 31 December 2006

6. Netinvestment income

Fund management busmess
Interest and sumilar income
Dhividend mmcome

Gain on the sale of investinents

Net investment income

2006 2005
£000 £°000
31 22

- 61

- 70

31 153

The gamn on the sale of mvestments 1 2005, related to a return on capital of 7 99p per share to ordinary

sharecholders, as a result of the dissolution of the Moiley Absolute Growth Investment Company

7. Tax

{a) Tax charged/(credited) to the income statement

The total tax charged/(credited) comprised

Current tax
For the year
Prior ycar adjustments

Total tax charged/(credited) to the income statement (note 7b)

2006 2005
£2000 £000
333 (45)
(35) 10
298 (35)

(h) Tax reconcihation

The tax on the Company's profit before tax differs fiom the theoretical amount that would arise using the tax rate of

the home country of the Company as follows

Profit/(loss) before tax
Post tax gain from operations classified as discontinued 1n 2004

Tax calcutated at standard UK corporation tax rate of 30% (2005 30%)

Adjustment to tax charge in respect of prior years
Other disallowable expenses

Deferted tax assels not recognised

Other non taxable income

Other 1tems

Total tax charged/{ciedited) to the mncome statement (noic 7a)

2006 2005
£°000 £000
1,116 (134)
- 660
1,116 526
335 158
(35) 10
1 -

@ )

- (203)

(1) 1
298 (35)
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Morley Fund Management International Limited
Notes to the Financial Statements for the year ended 31 December 2006

8. Property and equipment

Computel Other
equipment assets Total
£000 £7000 £000

Cost
At | January 2005 63 154 217
Additions - 4 4
Foreign exchange differences - 3 3
At 31 December 2005 63 161 294
Foreign exchange differences - (0 )
At 31 December 2006 63 160 223
Depreciation
At | January 2005 57 108 165
Charge for the year 5 30 35
Foreign exchange diffetences - (1) (1)
At 31 December 2005 62 137 199
Charge [or the year 1 18 19
At 31 December 2006 , 63 155 218
Carrying amount
At 1 January 2005 6 46 52
At 31 December 2005 1 24 25
At 31 December 2006 } 5 5

9. Tax assets and liabilities

(a) General

Tax assets receivable in mote than one year are ml (2005 £45,105) Tax habilities are payable m more than one
year (2005 mi)

(b) Deferred taxes

The Company has unrecognised deductible tempotary differences of £74,562 (2005 £80,785) to carry forward
agamnst future taxable income
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Morley Fund Management International Limited

Notes to the Financial Statements for the year ended 31 December 2006

10. Contingent liabilities and commitments

{a) Contingent liabilities

There were no contingent Liabilities at the balance sheet date (2005 mil)

(b) Operating lease commitments

Future aggregate mnimum lease payments under non-cancellable operating leases are as follows

Within 1 year
Later than | year and not later than § years
Later than 5 years

11. Ordinary share capital

The authotised share capital of the Company at 31 December 2006 was
40,000,000 (2005 40,000,000} ordinary shares of £1 each

The allotted, called up and fully paid share capital of the Company at
31 December 2006 was

23,500,000 (2005 23,500,000) ordinary shares of £1 cach

2006 2005
£°000 £°000
69 78

211 312

- 0

280 396
2006 2005
£°000 £000
40,000 40,000
23,500 23,500

All ordinary shares rank equally with regard to voung rights and dividend entitiements dectared, made or paid by

the Company
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Morley Fund Management International Limited
Notes to the Financial Statements for the year ended 31 December 2006

12. Additional cash flow information

{a) The reconciliation of profit/(loss) before tax to the net cash inflow from operating activities is:

2006 2005
£2000 £000
Profit/(loss) before tax 1,116 (134)
Profit from operations classified as discontinued mn 2004 - 660
Adjustments for:
Profit on sale of nvestments - (70)
Dividend income - G
Interest 1ccervable G 22)
Depreciation of fixed assets 9 35
Foreign exchange 1 (5)
Currency gains 271 -
Changes in working capital.
(Increase)/decrease i recetvables and other financial assets (3,106) 850
Decrease 1n other receivables 28 -
Increase/(decrease) i payables and other financial liabihities 1,155 (1,650)
Cash generated from operations (547) (397
{b) Cash and cash equivalents n the cash Mow statement at 3! December comprised:
Cash at bank and on hand 512 364
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Morley Fund Management International Limited

Notes to the Financial Statements for the year ended 31 December 2006

13. Risk management
(a) The Morley Group’s approach to risk and capital management

Details of the Motley Group’s governance {ramework arc contained 1n the financial statements of Morley Fund
Management Limited

(b) Managemeat of financial and non-finaneial risks

The Company's exposure 1o different types of risk 15 lumied by the nature of its business and the fact that 1t does
not trade on 1ts own account

() Market nisk and sensitivities

Market nsk 1s the 115k of adverse impact due to changes in fair values of financial mstruments from fluctuatens
foreign currency exchange rates, interest rates and equity prices Morley uses sensitivity test-based analysis,
meluding [CA, to understand the impact of volatile maikets on expected earnings for deciston-making and planning
purposes The Directors consider that a 10% fall in maikets o1 terest 1ates at the year-end would not have a
material impact on the financial position of Morley

(it} Foreign cunrency exchange rish

Foreign curiency exchange 11sk 1s the risk of adverse impact due to changes m fair vatues of financial mstruments
from fluctuations m foreign cutiency exchange rates The Company’s operations are piedonunantly 1 the USA
and income and expendiiure 15 m local currency mm order to mmumise the exposure to foreign currency exchange
risk

(iti) Operational 115k

Operational nisk would arse as a result of madequate or failled internal processes, people or systems, or from
external cvents  Details of the Morley Group’s appioach to operational risk ate set out m the financial statements
of Mortey Fund Management Limited, wluch admuusters the funds managed by the Company

As with other risk categones, linc management of business areas have primary responsibility for the eflective
wlentification, management, monstoring and reporting of risks to the Morley Executive, 1n accordance with Aviva
Group policies The Company’s nsk management function piovides support and independent challenge on the
completeness, accuracy and consistency of risk assessments, and the adequacy of intigatng action plans
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Morley Fund Management International Limited

Notes to the Financial Statements for the year ended 31 December 2006

14. Related party transactions

The Company provides investment management services to fellow subsidiaries i the Aviva Group It recetves
mvestment management and administration services from a fellow subsidiary 1n the Morley Group In addition,
certain costs are mcurred on behalf of the Company by feltow subsidiaties m the Aviva Group and recharged to it

Sales 10 and purchases from related parties are at normal market prices

{a) Services provided to related parties 2006

2005

Income Receivable
earned  atyear end

Income Receivable
earned  at year end

£000 £000
Investment management
Feliow subsidianes 3,193 1,277

£:000 £7000

1,508 214

will be settled 1 accordance with normal ciedit terms

(b) Services provided by 1elated parties

The related parties’ recervables are 1ot secured and no guarantees were received n respect theteof The receivables

2006 2005

Expense Payable at Expense Payable at

mcurred year end mcurred year end

£000 £000 £000 £000

Fellow subsidiaries 2,952 - 32 -

Costs incurred by fellow subsidiaries and 242 520 2,128 0
recharged

4,838 520 2,160 (D

be settled 1n accordance with normal credit terms

{c) Key management commpensation

Company made the following payments to other management

Salary and other short-term benefits

Post-employment benefits
Long-term mcentive plans
Total

(d) Parent company

| The immediate holding company 1s Morley Fund Management Gioup Limited

| (e) Ultumate holding company

The membaers of the Board of Duectots are hsted on page 2 of these accounts
from or payments due to members of the Board of Directors  !he Dnectors’ are considered to be the Company’s
key management Details of remuneration arrangements of the Directors’ are mcluded 1 note 4 In addition, the

The related parties’ payables are not secured and no guarantees were received n tespect thereof The payables will

There ate no accousnts recervable

2006 2005
£000 £000
257 250
9 8

50 27
3i6 285

| The ultimate holding company is Aviva ple, incorporated in England  Aviva pic’s Group accounts arc available on
| application to  The Group Company Seccietary, Aviva plc, St lelen’s, | Undershaft, London EC3P 3DQ
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