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FARLAKL GROUP PLC - AN INTRODUCTION

Farlake Group is an investment management Group oflering independent investment
advice and administration services to private and corporate clients.

Our objective is to enhance sharcholder value by providing high quality, professional
advice and services 1o clients, the aim ol which is o increase their wealth on a
medium to long term basis.

We pride ourselves on the high level of expertise throughout the Group. We place

great emphasis on delivering quality client service through professionally qualified

personncl, utilising where neecessary a strong independent research facility.

The strength of our Group lies in its ability 10 react o both client and market
g 1 )

demands, as s our ability 1o manage change as it occurs in the consolidation of the
investment management industry,

FINANCIAL HEADLINES

1997 1996

£°000 £°000

Turnover 2,029 1,472

Profit Belore Tax 307 438

Net Assets 2,268 1,720
Earnings per Share {pence)

Basic BTG 15.02p

Fully Dituted 13.56p 14.01p

Pro-lorma ‘ 15.44p -

Dividend per Share (pence) 2.00p .

OBJLECTIVE

To consistenty provide an appropriate retwrn for our sharcholders on the capital

} |
employed by concentrating efforts on our core business activities of  quality
prolessional advice and investment management performance,

o
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GROUP STRUCTURE

FARLAKE GROUP PLC
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CHAIRMAN’'S STATEMENT

In what has proved to be a difficult year. the Board is pleased to announce an
increasce in profits before taxation of 15.8%. up from £438,000 to £507,000, and an
increase in sharcholders funds of 31.9%, up from £1.72 million to £2.27 million.
After taking account of the cancellation of the shares returned to the Company by
the vendors of Paragon Investments (Bristol) Limited on the inal calculation of the
purchase priee, the carnings per sharc show a small increase of approximately 2.8%.
Your directors have decided that these results justify the payment of a dividend of 2p
per share which shareholders will be asked te approve at the Annual General
Meeting. This will be paid on 27th February 1998 to sharcholders on the register as
at [3th I'cbruary 1998.

As I said in my Interim Statement, the first half of the year suffered considerahle
disruption, mainly from the departure of kev stafll The effects continued to be felt
into the sccond hall of the year but gave us the opportunity to make improvements
to our husiness.

At Price Gardner & Co., we have been able 10 recruit new and better qualified staff
who, in the event, have not only maintained a substantial part of our existing
business but have also introduced new business to us.

AtIPS Capital Management, an intensive review ol the way in which our investment
management is conducted has led to a more svstematic method of investment and an
improved performance. Although we have suffered, as have our competitors, in the
recent turmoil of world-wide stockmarkets. we can he pleased at the defensive
position which we had already adopted. We have been strengthened by the
appoimtment of a consultant to advise us on asscl allocation in order to assist our
performance.

Stafford House Investments was acquired during the year and its vesults are included
for 10 months. It has had a satisfactory start as part of our Group, increasing its own
funds under management and introducing new business to our investment
manageiment Company.

Ovcerall then, 2 more satisfactory period than had once seemed likely. We have a well
qualificd tcam of people working in our businesses, an improving investment
performance and the capability of servicing further funds under management and
additional businesses. Your Board feels that improved results can be achieved from
our existing businesses and will be secking 10 obtain these in the coming vear by
cxamining the constituent parts of those businesses. We also nced to develop
additional business, both internally and by acquisition, to make more cost effective
use of our present capabilities and we continue 1o took for suitable opportunities.

In this context, shareholders should be aware that your Board has been approached
by a number of parties interested in making an investment in the Group. To date no
formal proposal has resulied from these approaches but your Directors are mindful
of the need to develop the Group and 1o increase sharcholder value.

At the ume of writing this report, the Group had over £230 million of funds under
management and approximately £2 million of uncommiued cash. This is a sound
base for the development of the Group and (he Dircctors view the future with
conlidence. On behalf of all sharcholders, the Directors would like o thank all our
stalt who have worked so hard during a dilTicult period,

WIiILLIAM FOSSICK
GHATRAAN

28 January 1998
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ANALYSIS OF FUNDS UNDER MANAGLEMENT

T'he nature of our clients and funds under management at Ist December 1997

is detailed as follows:

Funds

Pension Managed Clients ' L£77.1m
PEP Clients L£34.9m
Private Portfolio Managed Clients L138.7m
£250.7m

BrEARDOWN OF Toral CLIENT Fuxbs Ov £250.7M
AT 181 DEcrmBir 1997

Private Pordolio

Managed Cliens
33.3%

Pension
Managed Clients
30.8%

PLEP Clients
13.9%

Excludes clicnt assers invested divectly in Iisurance Company Life and Pension Products




MANAGING DIRECTOR’S REPORT

INVESTMENT BACKGROUND

Over recent years the UK cconomy has been growing at a robust rate whilst
inflationary pressures have remained subdued. This has produced buovant
investment markets in the UK coupled with a remarkably strong performance from
the US and latterly many European markets.

The election of a Labour government during the year did nothing to alter this
favourable environment as, alter being elected, Labour announced that the Bank of
England would be solely responsible for setting interest rates and that it would
address in a more positive way joining the European Monetary Union.

The continuing support in the strength of Sterling has reduced overseas returns for
domestic investors. The recent uncertainties in South East Asia, Hong Kong and
Japan have focussed many investors on not only prudent asset allocation but an
increased need to be “stock specific™. It is in such an environment that an
independent investment group can provide real added value over and above
investment tracking alternatives.

Within the industry debate over the Personal Investment Authority Paper 21° relating
to “Broker Funds” has once again identificd the further regulatory pressurcs
influencing the direction of many organisations. In addition, recent industry acuvity
has seen further consolidation of domestic fund management and investment groups.
This consolidation has not confined iwself’ to the smaller players and recently large
organisations such as BZW, Mercury Asset Management and Union Bank of
Switzerland have formed part of ever enlarging groups. It is our belief (hat the rate
of consolidation will continue to increase and many opportunitics will be available to
those seleet groups in the domestic market with the pladorm and the ability to engage
in profitable integration.

Fixaxcian ReEview

‘The profit before tuxation for the year ended 30th September 1997 was £507,000.
This vepresents an increase of 15.8% on ordinary activities before taxation up [rom
£438,000. Profit for the second hall of 1997 showed a 30.5% increase over that of
the first half,

In July the final consideration in respect of the purchase of Paragon Investments
(Bristol) Ltd., the holding company of IPS Capital Management was agreed. This was
cflfected at the EGM on 23rd October 1997 and the number of ordinary shares in issue
reduced to 2,343,802 1o give adjusied carnings per share for the financial vear,
calculated on & pro forma basis, o 13.Hp.

The need to improve the quality of income through fees and renewal income
continued and forms the basis for the continuing strategy within the Group. The
funds under management amount to £230.7 million.

In the Balance Sheet our Net Assets after providing for the dividend incereased by
31.9% to £2.268,000. This strong position. predominanty cash, should enable (he
Group o examine all suitable strategic acquisitions. T'he pre tax profic ol £507.000
represents a return ol 23.0% on overall turnover,

7
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MANAGING DIRECTOR’S REPORT

Grour TrADING REVIEW

As reported in the 1996 Report & Accounts. on 28th November 1996 the Group
acquired the Taunton based company, StalTord House Investments Limited. The
acquisition reported as a post ycar end event in our last Accounts extended the
geographic presence of the Group and provided wider professional expertise. The
acquisition has increased Group profits and provides a return of 23.8% on capital
employed for the 10 month period.

Since acquisition Stafford House Investments Las increased its core [unds under
management and has been instrumental in inroducing discretionary funds to the
Group. As a result of its integration, Stafford House Investments is now able 1o offer
greater investment expertise to both its clients and professional introducers alike.

In a year of change for Price Garduer & Co. a dedicated and focused search for
experienced, qualified investment managers. brought with it a number of individuals
who are now actively contributing to Group mcome and client retention. This client
retention and. in particular, the retention of funds under management during the
course of the vear required a much greater investment in client servicing at the
expense of new business inidatives.

The departure of the old and the enthusiasm of the nesw brought [urther opportunity
for both IPS Capital Management and Price Gardner & Co.. Price Gardner & Co.
gained authorisation to undertake discredonary fund management activities for the
first time and it is intended that this competitive advaniage will be exploited in the
forthcoming financial year.

During the vear the management team embarked on a specific structural change 1o
the investment management process withia [PS Capital Management. This followed
detaiied analvsis of the investment process and a focused, analyvtical and
henchmarked approach was introduced for the management of clients” assets. The
recruitment of an external asset allocation consultant o assist in the quatity of
Svestment advice and external rescarch available to our fund managers and clients
has already proved successful. This combined with the new responsibility on key
individuals has brought both improved performance and consistency throughout our
discretionary funds and the initial results of these changes are encouraging.

Further investment and development in the Group established a suitable back office
platforns which combined the integration of all client data into one system for Price
Gardner & Co. and IPS Capital Management.

SUNMMARY

The Dircctors’ aim during the last year of integrating the recently acquired business
of Price Gardner & Co. with IPS Capital Management is now largely complete.

During this period we took the opportunity of reviewing the husiness process within
the Group and restructured arvcas of weakness which included the appoinunent,
where necessary, of appropriately quatified and competent stall, The Directors
Delieve that such an investment is necessary o provide a suitable pladorm for lutere

expansion.

i
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MANAGING DIRECTOR’S REPORT

The integration of Price Gardner & Co. has required more investment in both
{inancial and management resources than anticipated in our last report. The
excculives now m place bring with them many years of experience together with
formal qualifications and have, since joining, worked as a team and contributed
substantially to the maintaining of valuable business assets. The benefits of this
cffort should be seen in the next [inancial year.

There are no economic or industry factors which suggest the strategy for the future
development of the Group should change, in fact, recent events within the industry
confirm our previous opinion. The future for our Group lies in its ability to change,
integrate and form relationships with other investment organisations as a result of
further consolidation and industry pressure.

The high standards set aund aspired to  within the Group demonstrate the
commitment of staff who collectively, through their efforts, turned a difficult year
into a good year. It is hoped that the year ahead will provide more visible results of
their efforts and permit structured reform to allow future expansion.

In conclusion, we look forward to what should turn out to be a dynamic and
interesting year for the Group and with the support of our talented and commirted
employees, one which should provide further growth in sharcholder value.

SEAN EWING MBa
MANAGING DIRECTOR

D

Grour Tue0ovER £7000

2,029
1,472
204
1995 1996 1997
Grouvr Prorier £7000
507
438

(55)

1995 ) 1996 1997
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CORPORATE GOVERNANCE

The Company’s shares are traded on the Alternative Investment Market of the
London Stock Exchange and the Company is not therefore required to report on
compliance with the Code of Best Practice of the Committee on the Financial
Aspects of Corporate Governance (“the Cadbury Codc”). However, the Board of
Directors supports the Cadbury Code and also the recommendations of the Ciwy
Group for Smaller Companies (“CISCO”) in its bulletin “The Financial Aspects of
Corporate Governance: Guidance for Smaller Companics” The bulletin identified
areas of the Cadbury Code which may initially prove difficult for smaller companics
and suggests minimum standards in those areas.

Accordingly the Board has established an Audit Committee chaired by D B Bailey
with R C McGuire and W G Fossick, and a Remuncration Commitice chaired by
N Talbot-Rice with R C McGuire and W G Fossick.

The Directors acknowledge their responsibilities for the Company’s system of
internal financial control. In fulfilling these responsibilities the Board has reviewed
the effectiveness of the system of internal financial control on the basis of the
criteria set out in the Guidance for Directors “Internal Control and Financiat
Reporting.” The Board considered major business and [inancial risks.

The Board meets monthly and reviews all relevant matters. All strategic decisions are
referred to the Board for approval. Accepting that no system of financial control can
provide absolute assurance against material misstatement or loss, the Directors
believe that the established systems of internal control within the Company ave
appropriate to the business. No weaknesses have resulted in any material losses.
contingencies or uncertainties which would require disclosure as recommended by
the Guidance for Directors.

ANNUAL GEXNERAL MELRTING

The Annual General Mecting will be held on 25th February 1998 at 10.30am at che
offices of Watson, Farley & Williams, 13 Appold Street, London EC2A 2HB.




B A K L A K E

DIRECTORS®” REPORT

DIRECTORS? REPORT

The Directors submit their report and the audited financial statements of the
Company for the year ended 30 September 1997.

PRINCIPAL ACTIVITIES AND REVIEW OF THE BUSINESS
The principal activity of the Group is investment management. A review of the year
and future prospects is contained in the Managing Director’s Report on pages 7 to 9.

The Directors recommend the payment of a net dividend of 2p per Ordinary share.

DIRECTORS

The Directors of the Company during the year and their interests in the Ordinary
share capital of the Company were:

Ordinary shares of £1 each

At 30/9/97 Ar 1/10/96

W G Fossick 20,000 20,000

* D B Bailey 597,000 597,000
* R C McGuire 597,000 597,000
N C Talbot Rice 30,000 30,000

S P Ewing 3,000 3,000

P G Leonard (resigned 21st March 1997) - 1,000

*The holdings of each of R C McGuire and D B Bailcy represent the total interest
of Hichens, Harrison & Go. ple in the capital of the Company, Messrs. R C McGuire
and D B Bailey are the joint owners of Hichens, Harrison & Co. ple.

As at 30th September 1997 and 30th Scptember 1996, the following Director
has been granted share options over Ordinary shares excercisable between
30th June 1997 and 30th June 2004:

Number Price

S P Ewing 68,700 £3.15

SIGNIFICANT SHAREHOLDINGS

At 23 January 1998, the Direclors are aware of the [ollowing interests in the
Ordmary shares of the Company of 3% or more:

Share of

No. of shares Issued Capital

Hichens, Harrison & Co. plc 597,000 25.47%
Eaglet Investment Trust PLC 460,833 19.66%
AIM Trust Ple 176,500 7.53%
Nomura International ple 175,000 7.47%
Knox D’Arcy Investment Limited 166,666 7.11%
Banque Privee Edmond De Rothschild SA 86,667 3.70%

]
b
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DIRECTORS> REPORT

CREDITOR PAYMENT POLICY AND CREDITOR DAYS

The Group seeks to maintain good relations with all of its trading parties. In
particular, it is the Group’s policy to abide by the terms of payment agreed with each
of its suppliers. As an investment management business, the group does not deal with
trade suppliers and therefore the calculation of creditor days is not appropriate.

AUDITORS

In accordance with Section 385 of the Companies Act 1989, a resolution for the
reappointment of Solomon Hare will be proposed at the Annual General Mcecting.

/ -
BY ORDER OF THE BOARD
D B BAILEY

SECRETARY

28th January 1998

STATEMENT OF DIRECTORS> RESPONSIBILITIES

Company law requires the Dircctors to prepare financial statements for each
financial year which give a true and fair view of the state of affairs of the Gompany
and the Group as at the end of the financial year and of the profit or loss of the
Group for that period. In preparing those financial statements, the Directors are
required to:

e Select suitable accounting policies and then apply them consistently.
e Make judgements and cstimates that are reasonable and prudent.

® State whether applicable accounting standards have been followed, subject to
any material departures disclosed and explained in the financial statements.

® Prepare the financial statements on the going concern basis unless it is
inappropriatc to presume that the Group will continue in business.

The Directors are respousible for keeping proper accounting records which disclose
with reasonable accuracy at any time the financial position of the Company and the
Group and to enable them to ensure that the financial statements comply with the
Companics Act. They arc also responsible for safeguarding the assets of the
Company and the Group and hence for taking reasonable steps for the prevenaon
and detection of fraud and other irregularitics.
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AUDITORS REPORT

We have audited the financial statements on pages 14 to 29 which have Dbeen
prepared under the historical cost convention and the accounting policics sct out on
page 18.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

As described on page 12, the Directors are responsible for the preparation of the
financial statements. It 1s our responsibility (o form an independent opinion, based
on our audit, on those financial statements and 1o report our opinion to you.

Basis oy OPINIOX

We conducted our audit in accordance with Auditing Standards issued by the
Auditing Practices Board. An audit includes cxamination 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
arc appropriate to the circumstances ol the Group and the Company, consistently
applicd and adequately disclosed.

We planned and performed our audit so ax 1o obtain all the information and
explanations which we considered necessary in order to provide us with sufficient
evidence to give reasonable assurance that the financial statements are free from
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.

OrixioxN

In our opinion the financial statements give a wue and fair view of the state of the
affairs of the Group and the Company as at 30 September 1997 and of the profit of
the Group for the year then ended and have been properly prepared m accordance
with the Companies Act 1985,

SoLOMON HARE

Registered Anditors
Chartered Accountants
Oakfield Housc
Qakficld Grove

Clifton

Bristol

BS8 2BN

Date 28th January 1998
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FArRLAKE GrOUP PLC
CONSOLIDATED PROYFIT axND LOSS ACCOUNT
For THE YEAR ENDED 30 SEPTLEMBER 1997

Continuing 1997 1996
Operations  Acquisitions ‘Total Total
Note £7000 £7000 £°000 £°000
TURNOVER 2 1,712 317 2.029 1,472
Cost of sales 88 (39) (127) (78)
GROSS PROTTT 1,624 278 1,902 1,394
Administrative expenscs (1,269 (242) {1,511) {1,010}
OPERATING PROTIT 3 333 36 391 384
Interest receivable 183 al
Interest pavable 4 67) i37)
PROFIT ON GRDINARY
ACTIVITIES BEFORE TAXATION 307 1438
Taxation 5 (145) eIl
PROFIT ON ORDINARY
ACTIVITIES AFTER TANATION 362 297
Dividend G (17 -
PROFIT 'OR THE YEAR
TRANSFERRED TO
RESERVES 17 35 Qa7
Earnings per share i
- basic 1+.16p i5.00p
- fully diluted 13.36p 1+.01p
- pro {forma 13 Hp

There are no recognised gains or losses for the current or previous period other than those shown
in the profitand loss account. Accordingly. no staitement of il recognised gains and losses has

heen prepared.

The notes on pages [8 1o 29 Torm part of these Nanial saiements




FarRLAKE GROUP PLC
CONSOLIDATED BALANCE SHEET AT 30 SEPTEMBER 1997

Note
FIXED ASSETS
Tangible assets 10
Investments 11

CURRENT ASSETS
Deblors 12
Cash at bank and in hand

Creditors {amounts falling
duc within one year) 13

NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT
LIABILITIES

Creditors {amounts falling due
alter more than one year) 1+

NET ASSETS

CAPITAL AND RESERVES

Called up share capital 15
Share premium 16
Goodwill reserve 17
Profit and loss account 17

EQUITY SHAREHOLDERS FUNDS

Approved by the Bozu%/
L]

Wl ook - Divector

3.4-44::.(‘7

28th January 1998

The notes on pages 18 10 29 form pary of these financial statements

L9997
£°000 £7000 £°000

49
45

94

359 230
3,223 3,079

3,782 3,309

(1,603) (683)

2,177

2,971

(3)

2.268

2,550
3,008

£3,904)
605

2,268

S P Lwing - Diveclor

1996
£000

G8
20

88

2,624

2,712

(992

1,720

2,541
2,952
{4,063}

290
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FARLAKE GrouUr PLCG
BALANCE SHEET AT 30 Serreamprr 1997

Note 14497 19496

L7000 L7000 L7000 L7004
FIXED ASSETS
Investments 11 A427 4,431
CURRENT ASSETS
Debtors 12 338
Cash at bank and in hand 2.083 2,376

2,621 2,376
Creditors (amounts [alling
due within one vear) 13 T1.24G) {(378)
NET CURRENT ASSETS 1,373 1.998

TOTAL ASSIVTS LESS CURRENTE

LIABILITILES 3.802 6,424
Creditors amounts falling doe

alter more than one vear; 14 - (989
NET ASSETS J.802 3440
CAPI'TAL AND RUESERVES

Called up share capital £ 2.339 2.311
Share premium 16 3.008 PRINR
Prolit and iass account 17 235 3
EQUITY SHAREHQLDERS' FUXNDS 3.804 3,440
Approved by the Board:

W G Fossick - Director 5 P Ewing - Direcwor

28ch Januwary 1994

The notes on pages T o 29 Tarm part ol these linancial statenents

16




FarLakE GrOUP PLC
CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 30 SEPTEMBER 1997

NET CASH INFLOW FROM
OPLRATING ACTIVITIES (Note 20)

RETURNS ON INVESTAMENTS
AND SERVICING OF FINANCE
Interest paid

[nterest received

NET CASH INFLOW

FROM RETURNS ON INVESTMENTS

AND SERVICING OF FINANCE

TAXATION

Tax paid

INVESTING ACTIVITIES
Purchase of tangible fixed assets
Sale of tangible fixed assets
Purchase of subsidiary underwaking
(Note 23)

Redemption of loan notes
Purchase of investments

Additional costs relating o prior

vear acquisitions

NET CASH QUTFLOW FFROAI
INVESTING ACTIVITIES

NET CASH INFLOW/{OUTFLOW)
BLEFORE FINANCING
FINANCING

[ssuc of shares

NET CASH INFLOW
FROM FINANCING

INCREASE IN NET CASH (Note 21)

1597
£7000 £7000
328
(67}
181
114
(129)
(1
(7
{+4)
(23
(13
(169)
L4+4
44

The notes on pages 18 1o 29 form part of these financial statements

1996
£°000 £7600
5t9
(37)
67
30
{73)
(6)
8
(494
i4)
(536,
(60"
2,838
2,858
2,798
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FARLAKE GROUP PLC
NOTES T0O THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SErTEMBER 1997

1 ACCOUNTING POLICIES

Basis of preparation

The financial statements have been prepared
under the historical cost convention, and is in
accordance with applicable  accounting
standards.

Turnover

Turnover represents {und management fees,
commissions and other income relating 1o the
management of funds. These are accounted
for on a receivabie basis.

Tangible fixed assets and depreciation
Depreciation is provided at the following vates
in order to write off the cost of cach asset over
its estimated usclul life.

Office and computer equipment 3 vears

Basis of conseolidation

The group financial statements consolidate the
financial statements of the Company and its
subsidiaries. The results  of  subsidiary
undertakings arc included from ihe ellecuve

date of acquisition.

No profit and loss account for the Company
has been presented as permitted by Section
230 of the Companics Act 1985,

Goodwill

Goodwill is the excess of the fair value of the
consideration given to acquire a business over
the fair value of the scparate net assets
acquired. Goodwill is written off against
reserves in the year of acquisition.

Investments

Fixed assel investments arce stated at cost less
any provision for permancat diminution in
value,

Leasing commitments

Where assets are held on operating leases.
their annual rentals are charged to the profit
and loss account on a straight line basis over
the term of the lease.

Pension scheme

IPS Capital Management ple operaies a
defined comtribution pension scheme for its
cmptovees. The assets of the scheme are held
separarely from those of the Group in an

independentdy administered fund.

Conributions to the scheme are charged to
the profit and loss account as they are payable.
There were no contributions pavable o the
[und at the year cnd,

Deferred taxation

Delerred  taxation  is  provided at  the
anticipated tax rates on timing  differences
arising [rom the inclusion of items of income
and expenditure in laxation computations in
periods different from those in which they are
included in the financial statements o the
extent that it is probable that a liability or

asset will erystallise in the future.

R ]
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FARLAKE GROUP PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMBER 1997

2 TURNOVER

Turnover and profit lor the yvear before wxadon is attributable 1o Fund Management activities
arising wholly in the UK.

1997 1996
Turnover is stated net of value added 1ax L7600 £7000
and represents:
Discretionary fund management [ees 913 764
Income relating to the management of Tund-,
including commissions 1,116 708
2,029 1,472
3 OPERATING PROFIT _
1997 1996
Operating profit is arrived at alter charging: L7000 L7000
Depreciation - owned assets 37 3
- assets held under Gnance leases - 2
Operating lease rentals - office and compurer equipment A 21
- buildings I -
Direciors’ remunceration inote 8) 172 66
Auditors” remuneration
- audit services 1o 14
- ather seevices 2 2
4 INTEREST PAYABLE AND SIMILAR CHARGES 1997 1996
997 996
£7000 L7000
[nterest pavable on loan notes G 33
Other terest 3
67 37
5 TAXATION -
1997 1996
L7060 £°000
UK corporation tax at 32% 11996G: 33°, 151 141
Overprovision in prior vear i) -
143 tt

A3 Seprember 1997 deferred tax assets not recognised in the accounts amounted 1o £ 14,000
SLA9G: £16.000) Tor the Group and £7.000 1996: £712.000; for the Company.




FARLAKE GROUP PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMEBER 1997

6 DIVIDEND CON EQUITY SHARES

1997 9906
L7000 L7000
Ordinary shares - final proposed of 2p per share (19%6: nit) 47 -

7 EARNINGS PER SHARE

The caleulation of basic earnings per Ordinary share is based on carnings of (362,000
(1996: £297,000) and on 2,555,880 {1996: 1,977,593} Ordinary shares, heing the weighted average
number of Ordinary shares in issuc during the vear.

The calculation of fully diluted carnings per Ordinary share is based on earnings of £362,000
(1996: £297,000} and on 2,670,580 (1996: 2,119,364) Ordinary shares allowing for the full exercise
of share options granted.

The calculation of the basic pro forma carnings per Ordinary share is based on carniugs of
£362,000 and on 2,343,802 Ordinary shares, being the number of Ordinary shaves in issuc
following the EGM held on 23 October 1997 note 26).

8 DIRECTORS® REMUNERATION

Remuneration of Directors

Benelis Pension 149497 19496
Salary/LFees in kil Conuilnations ol Towl
£o00 L0000 £7000 £ Fat)
Executive

S P Bwing 60 6 4 70 9
P G Leonard 38 6 3 47 22

Non-Executive
W G Fossick 12 - - 12 7
D B Bailey 8 - 8 6
R C McGuire 8 - - 8 G
N C Talbot Rice 7 - - 7 16
£33 12 7 152 G6

In addition compensation for loss of office of £20,000 was paid o a former director during the year.

1997 1996
47000 £7000

Remuneration of highest paid Director
{exciuding pension contributions) 66 22
Amount paid 1o defined contribuiion scheme 1 -
70 22

Directors’ share options

As al 30 September 1997 and 30 September 1996, 8 Lwing held opuons over 68.700 Ordinary
shares in Farlake Group PLC exercisable ata price of £3.15 per share within 7 years [rom 30
Juue 1997,
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FARLAKE GROUP PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMBER 1997

8 DIRECTORS’ REMUNERATION (continued)
Directors’ pensions

AL 30 Seprember 1997, one dircctor was a niember of the 1PS Capital Management defined
contribution scheme.

9 STAFF COSTS

1997 1996

L7000 £°000

Wages and salaries 823 301
Social security costs 71 4]
Other pension costs 14 10
a0y 5352

The average weekly number of employees, including directors, during the vear was as follows:

1997 1996
Ne¢ No
Office and administration 38 21
10 TANGIBLE FIXED ASSETS
Group “Toal
£7000
COSsT
Ac 1 October 1946 205
Additions on acquisition 33
Additions 11
AL 30 September 1997 249
DEPRECIATION
At 1 October 1996 137
Arising on acquisition 26
Charge for year 37
A 30 September 1997 200
Net book value
AL 30 September 1997 49
AL 30 September 1996 G8

Tangible fixed assets comprise ollice and computer cquipment anly,
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FARLAKE GROUP PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMBER 1997

11 INVESTMENTS

Group 1997 1946
47000 L7000
Investment - at cost +5 20

The investment consists of 1,600 {1996: 1,000} management shares of £ cach and 4,379,211
{1996: 1,947,537) nominal shares of 1p cach in Globat Managed Porilolio Fund Limited, an
unlisted investment.

Company

Fixed asset invesuments comprise ordinary shares in <ubsidiary underiakings, ‘The movement
during the year was as follows:

1997 1996

L7000 £°000

At beginning of year 4,431 2,683
Acquisition 186 1,748
Adjusiment 1o previous carrving value (note 23, {(-+90) -
1,427 1,441

In the opinion of the Directors, the aggregate value ol the Company’s investment in subsidiary
undertakings is not less than the amount included in the halance sheet

The principal subsidiary undertakings (all 100 owned except where shown) at the end of
the year were:

Country of

Registration or

Incorporation Principal Activity
IPS Capital Management ple* Lngland Investmens management
Price Gardner & Co. Limited Lngland Invesument management
Stafford House Invesuments Limited England hvestiment management
Paragon Investments (Bristol) Limited Lingland Dormant
IPS (Guernsey) Limited (90%)* Guernsey Provision of investment

management and (rustece services
* Held by Paragon Invessments (Bristol) Limited.
The Country of operation of each subsidiary undertaking is the same as its Country of
Registration or Incorporation.




FARLAKE GROUP PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMBER 1997

12 DEBTORS 1997 1996
Group L7000 £7000
Trade debtors 135 98
Other delytors 56 98
Prepayments 33 34
AC'TF recoverable 12 -
Delerred asset 323 -

359 230

1997 1996
Company £7000 £7000
ACT recoverable 12 -
Amount recoverable from subsidiary undertaking 200 -
Other debiors 3 -
Deferred asset 323 -

538 -

The deferred asset represents 215,030 Ordinary shares issued in July 1995 in connection with the
acquisition of IPS Capital Management ple and which were cancelled pursuant to a resolution at
an EGM on 23 October [997 (see note 26).

13 CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR

1697 1996
Group £7000 L7000
Guaranteed Loan Neies 1999 989 -
Guaranteed Loan Notes 199672000 155 -
61/2% Loan Note 1497 - 228
Trade creditors 39 23
Other taxes and soctal security 38 71
Other creditors 48 79
Accruals 132 155
Corporation tax 145 129
ACT payable 12 -
Dividend pavalle +7 -

1.605 685




FARLAKE GROUP PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMBER 1997

13 CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR (Continued)

1997 19940
Company L7000 L7000
Guaranteed Loan Notes 1999 289 -
Guaranteed Loan Notes 199672000 155 -
6 1/2% Loan Note 1997 - 298
Taxcs 3 -
Accruals 8 12
Amounts owed Lo subsidiary undertakings 30 108
ACT payable 12 -
Dividend pavable +7 -

1.246 378

The Guaranteed Loan Notes 1999 bore interest at a rate of 6 3/4% up to 30 September 1997 and
thercalter at a rate of 2% helow variable hank base rate, They are redeemable between 1997 and
1999 and are guaranteed by the Company’s hankers against cash deposits of the Company.

The Guaranteed Loan Notes 199672000 were issued on 28 November [996 in connection with
with the acquisition of Stafford House Invesuments Limited (note 23) and bear interest at a rate of
1% Dbelow variable bank base rate. Thev are rvedeemable hetween 1998 and 2000 and are
guaranteced by the Company™s bankers against cash deposits o the Company.

The 6 1/2% Loan Note 1997 was redeemed on 1 August 1997, The amount redeemed of L3084
was calculated by reference to funds under management as of 28 July 1997, In accordance with the
agreement for the purchase of Paragon Invesuments Bristol} Limited, the halance of the loan note
was cancelled on 1 August 1997 (note 23).

14 CREDITORS: AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR

{997 1996

Group 47000 L7000
Guaranteed Loan Notes 1894 - G689
Taxation 3 3
3 992

19497 1996

Company L7000 L7000
Guaranteed Loan Notes 1999 - 489
- 984




FARLAKE GROUP PLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMBER 1997

15 CALLED UP SHARE CAPITAL

Authorised:
5,000,000 ordinary shares of £1 cach

Allotted, 1ssucd and fully paid:
Ovrdinary shares of £1 cach

1997
£7000

3,000

[Ev3
o
o
0w

1996
£000

5,000

2,541

The additional sharc capital of 17,832 Ordinary shares issued in the vear was issued at its mid-
market price of £4.15 as part consideration for the acquisition of Stafford House Investments

Limited (note 23).

During the year, a Share Option Scheme for siaff was introduced and optlions over 44,000
Ordinary shares in Farlake Group ple were issued at an option price of £2.70 per shave, Options
arc exercisable at any date from 14 April 2000 10 14 April 2004

Options over z further 70,000 Ordinary shares in Farlake Group ple at a price of £3.13 per share
have been issued and are exercisable at any time between 30 June 1997 and 30 June 2004,

16 SHARE PREMIUM ACCOUNT

1997 1996
L7000 £°000
At beginning of year 2.952 808
Arising on share issucs 26 2,144
At end of year 3,008 2,952
The increase in share premium has arisen on the issue of 17.832 Ordinary shares by the
Company at a premium of £3.13 per share.
17 MOVEMENTS ON RESERVES
Share Share Goodwill Profit &
capital premium reserve loss
Group 47000 £°000 £7000 £°000
At 1 October 1996 2,341 2,952 {4,063) 290
Retained profit for vear - - - 313
Essue of shares 18 56 - -
Adjustment (o goodwill
brought forward {note 25) - - 491 -
Goodwill arising in the year (now 23) - - (332) -
AL 30 September 1997 1,359 3,008 {3,904 605




FARLAKE GROUP PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMBER 1997

17 MOVEMENTS ON RESERVES {continued)

Share Share Profic &
capital premium Loss
Company L7000 L7000 L7000
Au 1 October 1996 2,541 2,952 (O3
Retained profit for year - 288
Issuc of shares 18 56 -
At 30 September 1997 2,539 3.008 233
13 RECONCILIATION OF MOVEMENT IN SHAREHOLDERS FUNDS
1997 1996
Group £°000 L7000
Profit for the year 362 297
Dividend (+7) -
Issue of shares {note 13) 74 2,908
Goadwill written off {332) (1,541
Goodwil]l adjustment 491 -
Net movement in shavcholders” [unds 348 1.664
Sharcholders” funds at 1 October 1996 1.720 36
Sharcholders™ funds at 30 Seprember 1997 2,268 1.720
19497 1496
Company L7000 L7000
Profit {loss) for the vear 333 (21
Dividend (47} -
[ssue ol shares (note 13) 74 2,908
Net movement in sharchelders” funds 362 2,887
Sharcholders” funds ac 1 October 1996 53,40 2,533
Sharcholders™ funds at 30 Seprember 1997 5,802 3O

T




FARLAKE GROUP PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMBER 1997

19 LEASING COMMITMENTS

AL 30 September 1997 the Group bad annual commiunents under non-cancellable operating
leases as follows:

Expiry Date 1447 1996
L7000 £7000

Between two and five vears - bhuildings 13 -
- other 35 55

68 55

20 RECONCILIATION OF OPERATING PROFIT TO NET CASH INFLOW
FROM OPERATING ACTIVITIES

1997 1996

L7000 £7000

Operating profit 391 384
Depreciation 37 7
Increase in debiors 20 29
[ncrease)/decrease in creditors {120} 99
Net cash inflow (rom operating activities 328 319

21 RECONCILIATION OF NET CASH FLOW TO MOVEMENTS
IN NET FUNDS

1997 1994

L7000 7000

Iiserease in cash in the vear |44 2,798
Cash outflow from debt repavment +4 -
Change in net funds resulting fronmt cash flows 188 2,798
New loan notes to [und acquisitions (133) (389)
Loan notes cancelled 184 -
Movement in net funds 217 1.809
Net Tunds at beginning of vear 1,862 33
Net lunds at end ol vear 2,079 1.862




FARLAKE GROUP PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMBER 1997

22 ANALYSIS OF NET FUNDS

Al Acquisitons Other At
I Grer 19496 Cash fTows Transler {exel cash) {note 25) 30 Sep 1997
£7000 L£ooon £hoo £t ALl oo
Cash in hand 3,079 144 - - 3,223
Debt due within
one year (228) 44 {989 155) 184 (11448
Debt due after
one year (989} - 989 - -
Net funds 1,862 188 - 133) 184 20749
23 PURCHASE OF SUBSIDIARY UNDERTAKING
Net assets acquired - £7000
Fixed assets 7
Debtors 12
Cash at bank 183
Creditors (8}
3
Goodwill Pl
Total consideradion 486
Sadsficd by: A7800
Cash consideration (including acquisition costs 257
Issue of shares 74
Issue of loan note 155
Total consideration 186

The purchase of Stafford House Tovesiments Limited is shown on the face of the consolidated
cash flow statements at £ 74,000 which 1s the cash consideration tess the caslh and cash

equivalents acquired.

No fair value adjustments were considered necessury,

The summarised profit and loss account of Stalford House Iovestmens Limited (o the period

I Tebruary 1996 to 28 November 1996 35 given below:

IR} -y sy i
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FARLAKE GROUP PLC
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 SEPTEMBER 1997

23 PURCHASE OF SUBSIDIARY UNDERTAKING (continued)

£°000
TURNOVER 248
Cost of sales -
GROSS PROFIT 248
Administrative expenses (22%)
OPERATING PROFIT 19
Interest receivable less interest payable (3)
PROFIT BEFORE TAXATION 16

The profit after taxation of Stalford House Investments Limited
for the year ended 31 Janoary 1996 was £7.000

24 RELATED PARTY TRANSACTIONS

During the vear, the Group obtained legal services from Watson, Farley & Wiltiams, W G Fossick
is a consultant to this firm and a Diveetor of the Company. The transactions were performed on
pormal commercial terms. At the year end, 16,000 was duce 1o Watson, Farley & Williams.

Legal fees paid o Watson, larley & Williams £31,000

During the vear the group obtained stockbroking and other serviees rom Hichens, Harrison & Co.
Ple. I B Bailev and R € McGuire are directors of the Company and directors and beneflicial
owners ol Hichens, Harrison & Co. Ple. The transactions were performed an nermal commercial
terms. A1 the vear end there were no amounts owed 10 or due from Hichens Harrison & Co. Ple.

Stockbroking commission and fees paid o Hichens Harrison & Co. Ple {36,000

25 GOODWILL ADJUSTMENT

Pursuant 1o an agreement dated 28 July 1993 w0 acquire [PS Capital Management ple. part of the
consideration consisted of a loan note of £227.509 and 266.732 Ovdinary shares in Farlake Group
ple. issued but held in escrow pending determination of the value of Tunds managed by IPS Capital
Management ple as at 28 July 1997, The valee of such funds has heen determined and as a result
£183,525 of 1he loan note was cancelled ou T August 1997 and 215,050 Ordinary shares were
cancelled on 23 Qctober 1997 (ote 26). As a result of the cancellation of part of the Loan note
and the Ordinary shares, the cost of nvestment of 1he Company in I8 Capital Management ple
has been reduced and the goodwill reserve on consolidation reduced accordingly.

26 POST BALANCE SHEET EVENTS

(i} At an Extraordinary General Mecting of the Company held on 23 Qciober 1897, the
sharcholders approved a speciad resoluton reducing the nwmber of shares in issue o
2,343,802 (note 23).

{ii Notice ol redemption was given by holders of £989.000 of the Guaranweed Loan Notes
1499, I'hese were redeemed in {ull on 31 December 997,

L Notice of cedemption wis given by holders o 266000 of the Guaranteed Lean Notwes
F996/2000. These were redeemed on 1 Janaary 19498,
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CLIENT PROTLECTION

IPS Capual Management ple, Price Gardner & Co. Limited and Stalford House

Investments Limited are Category 2 Members of the Personal Investment Authoriy
{PIA), a Regulating Authority formed under the Financial Services Act 1986, The
principles of the PIA require that a Member:

Observes high standards of integrity and fair dealing.
Acts with due skill, carc and diligence.
Observes high standards of market conduct.

Sceks from customers it advises or {or whom it exercises discretion any
information about their circumstances and investment objectives which might
reasonably be expected to be relevant in enabling it 1o [ulfil its responsibilities
to them.

Takes reasonable steps 1o give a customer it advises. in a comprehensible and
timely way, any information needed 10 enable him 10 make a balanced and
informed decision.

Avoids any counflict of interest arising or, where conflicts arise, should ensure
fair treatient to all its customers by disclosure, internal rules of confidentality,
declining to act, or otherwise,

Arranges proper protection for customer assets by way of segregation and
identification of those assets or otherwise, in accordance with the responsibiliy
it has accepted.

Ensures that it maintains adequate financial resources (o meet its investnient
business commitments and to withstand the risks 1o which its business is subjeet,

Organise and control its internal affairs in a responsible manner. keeping proper
records, and where the firm emplovy stadl or is responsible (or the conducet of
mvestinent business by others. should have adequate arrangements 1o ensure
that they are suitable. adequately wained and properly supervised and that it has
well-defined compliance procedures.

Group regulated companics carrey PEA approved professional mdemnity insurance ol
£5m placed through Lloyds of London and a major insurance company. In addition,

IPS Capital Management ple carries employee fidelity fnsurance and inswrance for

loss of property In transit. As members of the PLA elients of Group regulated

companics are covered by the Tovestors Compensation Scheme.




THE FUTURE

Over the past ten years, the investment management industry has witnessed a period
of significant and dramatic change. Large Investment Management Companies have
split individual activities, resulting in redundancy, competition, re-enginecring,
mergers and downesizing. Macro economic forces will put further pressure in the
vears 1o come., As a result, more and more investment managenment businesses will
strive towards reduced costs, improved quality of products and services and the need
to idenufv new opportunities for growih and inerease the return on capital.

The management of change as further consolidation takes place is a most umportant
function in our business. The ability 10 enact this change is the challenge. The
cnergy and dynamism within the Group together with a clear vision and a structured
plan should allow us to exploit further opportunities as they arisc.

In terms of Group development, our never ending search for potential relationship
agreements, mergers and acquisitions will continue as will our scarch to integrate
these businesses as profitably as possibie.

Key targets already identified, together with impending pressures of competition.
regulation, capital and educational requirements will require a flexible and focused
approach. Farlake Group plc is determined to succeed.

GROUP SERVICES

® Discrcilonary Portfolio Management Scrvices

® Fund Management and Investment Portfolio Advisory Services
¢ Personal Equity Plan Management

® Stockbroking Advisory and Dealing Service

¢ Corporate and Personal Retirement Planning

® Tax Advisory and Review Service

® Specialist Advisers to Professional Accounting and Legal Firms




GROUP OFFICES

FARLAKE GROUP PLC
Bell Court House
11 Biomfield Strect

London
EC2M 1LB
Tel: 0171-388 5171

IPS CAPITAL MANAGEMENT PLC
16717 Old Bond Strect
Bath
BAl IBP
Tel: 01225 469424

and

88 Warnford Court
Throgmorton Street
London
EC2N 2AT
Tel: 0171-628 1566

IPS (GUERNSEY) LIMITED
Commerce House
Les Banques
St Peter Port
Guernsey
GYl 3EP
C.1.
Tel: 01481 710838

PrRICE GARDNER & Co. LIMITED
16/17 Old Bond Street
Bath
BAT IBP
Tel: 01225 469425

STAFFORD HOUSE INVESTMENTS LIMITED
Harding House
St Georges Square
The Moung
Taunton
TAD 3RX
Tel: 01823 256811




