P

BlueBay

asset management

BlueBay Asset Management plc
Annual Report 2008

TUESDAY

A23

i

224 354%

HIAATE

D4CB*
28/10/2008 185

COMPANIES HOUSE




BlueBay Asset Management plc
Annual Report 2008

Business
Overview

Our Business at a Glance

BlueBay is one of the leading specialist managers of European corporate
and global emerging market debt products.

=>» A clear product focus across two distinct investment management
styles of long-only and long/short.

= We seek to provide asset management services characterised
by active management and a focus on absolute returns.

> We have invested significantly in developing a comprehensive
infrastructure and risk framework to support our investment expertise.
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Ftnancial Highlights

June 2008 June 2007
Assets under management $21.0bn $13.1bn
Net management fees * £93.1m £61.0m
Performance fees £24.0m £48.2m
Total fee revenue £117.1m £109.2m
Profit before tax ** £49.7m £51.6m
Profit after tax £33.6m £35.2m
Operating margin ** 39.6% 45.2%
Diluted earnings per share 16.9p 18.5p
Dividend per share *** 8.0p 6.0p

*  Stated net of rebates and expense cap reimbursements For further detals refer to page 23 of Business Review

** Stated after exceptional items

***includes proposed dividend per share of 4 8 pence which 15 subject 1o shareholder approvat
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‘Who we are

Founded in 2001, BlueBay Is one of

the leading fixed income credit managers
In Europe specialising In two major
sub-asset classes of credit — European
corporate debt and emerging market
debt Based in London with offices in
Tokyo and New York, we manage In
excess of $21 billion of assets and
employ over 230 staff globally BlueBay's
specialisation in credit Is a key feature

of our success — we concentrate on
managing assets within a single defined
asset class while applying an absolute
return mind-set to a disciplined and risk
controlled investment process

Inside the
Busiress

What we do

We offer clients a diverse and award
winning range of credit products with a
variety of different risk/return profiles
The mix of long-only and long/short
management disciplines within a single
asset class ensures we have sufficient
Investment flexibility to deliver strong
nsk-adjusted performance over the credit
cycle with a continued focus on absolute
returns. We recognise that capital
preservation Is key to our investors and
our active management style aims to
produce consistency of returns rather
than a senes of highs and lows within

a disaiplined nisk-controlled environment




How we do it Qur Business Drivers

We believe in relentless focus and - Effective global distnbution
apply this to every area of our business = Strong nsk-adjusted

We have built one of the most Investment performance
experienced teams of credit specialists =>» Effective management of
In Europe with the focus to deliver upper business risk

quartile performance Alongside thswe = Recruitment, motivation
have invested significantly in developing & retention of highly

a comprehensive and highly scalable talented people

infrastructure to provide best of breed
systems, straight through operational
processing and dedicated sk
management We place a high priority

on maintaining a strong nsk management
culture within the Group combining
ngorous internal controls and effective
nisk management systems Combining
the infrastructure of a mainstream asset
manager and the investment focus of a
boutique has ensured that our operational .
capacity keeps pace with asset growth Talented | Business

Global | Investment
Distribution | Performance
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Our Opportunities

BlueBay’s business model 1s positioned
to take advantage of strong secular
growth trends in both the European
corporate and global emerging

debt markets.

Our
Opportunities

Credit Markets and Global Assets

Fixed income markets satisfy the financing needs of the world's
governments, agencies, and corporations and have expanded
significantly over the last decade, particulariy in Europe and
developing markets

=» European corporate debt markets have grown rapidly from
a nominal size to an estumated size in excess of $2 trilhon in
the last decade, outpaang growth of their more established
Us equivalents

- Global emerging market debt, historically a hard-currency
sovereign market, has grown rapidly in the last decade,
driven by growth of global high yield 1ssuance and local
currency financing, and Is now estimated at over $5 trillion
In size

= Rapid growth of denvative instruments across corporate
and emerging markets have provided additional hquidity
and market depth

BlueBay's specialisation in credit, across the spectrum of
European corporate credit and emerging market debt, has
allowed us to benefit from the growth in debt markets and
ensuing demand for specialist managers in this area Our
expertise and ability to manage the full range of debt
instruments enables us to offer products spanning both
highly scalable long-only funds as well as higher-margin
alternative investment products

US vs European corporate debt market
CoOwvs 27 Ewope
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Secular Opportunities

BlueBay's business model 1s positioned to take advantage of
strong secular growth trends in both the European corporate
and global emerging debt markets

Qver the last decade, the introduction of the Euro has created
a deep homogeneous debt capital market from what was once
a small fragmented and (lliquid market The European debt
market has expenenced rapid growth and continues to exhibit
faster growth momentum than 1ts US counterpart

This growth has been fuelled by

= increases 1n investor demand from liability driven institutions
such as insurance companies and pension funds

2 growing disintermediation of the banking sector from the
corporate lending process

2 leveraged buyout (LBO) activity growth over the fast decade

Emerging market debt has matured as an asset class in the last
decade such that it 1s now considered a mainstream asset class
across sovereign and corporate issuers in a variety of hard and,
increasingly, local currencies

Over the last few years emerging market economies have
expenienced

> sustained and robust domestic economic growth
= increased foreign exchange reserves
= the general adoption of floating foreign exchange rates

The resultant market has seen a steady increase in tradable
debt instruments and derivative contracts as well as upward
momentum in the credit quahty of 1ssuers

As these markets have grown, so has the demand for specialist
managers such as BlueBay with the expertise to manage the
full range of debt instruments on behalf of investors

BlueBay manages a full range of European corporate debt
instruments through funds speciahsing in investment grade,
high yield and distressed debt Within the emerging market
asset class, BlueBay manages funds across the range of
sovereign and local currency denominated debt as well as
emerging market corporate debt

Global emerging market debt
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Cyclical Opportuntties

Credit markets have shown a historical cyclicality, generally
following a leverage and deleverage cycle, each portion of
which creates its own risks and opportunities The cycle
hustonically gives rise to correlated behaviour between debt
and equity markets

Market downturns typically precede penods of attractive
investment conditions, which, if properly managed, allow

for the generation of attractive nisk-adjusted returns These
canditions in turn are hkely to attract interest from investors
seeking cyclical investment opportuntties at the bottorn of
the cycle where 1t may be possible to earn equity type returns
from fixed income investrents

In the first positive phase of the market, corporate profits are
generally growing faster than debt and this creates a
favourable equity and credit environment that sees a rally

in both markets In the second phase debt s found to be
growing faster than profits which leads to falling credit markets
and stll nsing equity markets in the third phase, the leverage
bubble bursts and both credit and equity markets dechine

In the fourth and final phase, debt reduction occurs leading

to a credit rally while equity markets continue to slump

Market outlook - The leverage cyde

Debt reduction
"‘ Credit Equities *
The bubble z & Profits growing faster
bursts than debt
J!Credtt Equrties \ll *Cmdn Equitias 'f

NK

Debt growing faster
than profits

* Credit Equites AN




BlueBay Asset Management plc has had a
good year, given the extrernely challenging
environment in the debt markets in which it
operates No meaningful comments can be
made about BlueBay s performance during
this financial year wathout reference to the
external market environment The start of
the finanaal year coinaded with the start

of the market turmosl engendered by the
credit crunch The signs of excess in financial
markets had been there to see for some time
abundant hquidity, a compeutwe spiral of
dechning lending standards and the use of
financial engineenng to generate attractive
returns In a low yield envircrment This was
a house of cards that was warting to collapse
However, the speed at which the cnisis
eventually spread from the sub-pnme sector
of the US housing market to the rest of

the financial markets took most market
participants by surprise |t1s hard to
underestimate the severty of the ensuing
cnsis Dunng my career in the financial
markets, | cannat remember any episode
quite as challenging as the current one

In thus environment BlueBay attracted net
inffows of over $7 billion to reach total Assets
under Management (*AuM*) of $21 0 billion
at the end of the financial year, a truly
remarkable achievement Investment
performance was parucularly streng in long-
only European corporate debt products Both
the investment grade and the high yseld long-
only flagship funds continue to perform at
the top of the competitive universe in their
respective sub-asset classes The environment
proved more difficult for BlueBay s tong/short
funds resulting In modest negative investment
performance across the platform for the year
This led to lower performance fee revenues
than in the previous year and profits before
tax of £49 7 million, shghtly lower than the
£51 & millon made in the previcus financial
year 10 30 June 2007

Hans-Jorg Rudloff
Chairman’s Statement

We will be proposing a final dwidend

of 4 8 pence per share payable to all
shareholders on the reqister al 24 Cctober
2008 Following the intenm dwidend of

3 2 pence, this will bring the total dvidend
for the year to 8 O pence per share

A salient feature of the credit crunch has
been the disappearance of market kquidity
for many debt instruments, including some
that had previously recewved the highest credit
rating from the rating agencies This created
chaltenges for all market participanis who are
required to value their portfolios using fair
value principles A considerable amount of
work has been done at BlueBay to adapt
and refine the valuation policies applied

to the funds managed, in response to this
dramatically different market envirenment
Market lhquidity became particularly acute
far the BlueBay Value Recovery Fund, which
15 generally rehant on corporate finance
transachions ta realise the value of its core
investments This will now require a longer
time honizon than in the berugn markets

of recent years, sc BiueBay secured the
agreement of most of this fund'’s investors
to extend the iquidhty terrns of therr
sharehgldings 1n exchange for a temporary
fee discount A difficult but crucia! decision
to ensure that the value built up in the
portfolio was preserved for all investors

Financial institutsons need robust contrals and
solid business risk management to succeed at
the best of tmes These become even more
important in tmes of market turmad | am
pleased 1o note that BlueBay has continued
to make progress in developing its nsk
managemeni culture dunng the course ot
the year In addition to the continual risk
management process undertaken at BlueBay,
a camprehensive annual review of the
principal nsks inherent in the business has
become a cornerstone of 1s risk management
framework The Company’s internal controi
environment was reviewed and reporied on
by PricewaterhouseCoopers LLP under the
framework of the Audit and Assurance
Faculty's standard 01/06 {*AAF ) which

has control abjectives specifically applicable
to asset management businesses

During the course of the year, we were
delighted tc welcome Alan Gibbins to the
Board of Directors of BlueBay and as the new
chairman of 11s Audit Cammutiee The Board
also welcomed James Brace who was
appointed as Company Secretary in July
2007 No other changes were made to the
Board or to the Company Secretary and none
are planned for the coming year | am pleased
{0 note that the Board has evclved well since
the hsting and has prowvided BlueBay with
constructive support through this challenging
market erviranment

All asset managers are essentially people
businesses Over the years, BlueBay has
managed to attract and retain an exceptionally
talented group of professionals in the
Investment management, sales and marketing
and infrastructure teams The results that
BlueBay achieved dunng this challenging

year would not have been possible without
the dedication and hard work of all s
employees | would like to thank them for
their continuing commitment to BlueBay

| would also Ike to thank our shareholders
for therr ongotng confidence in the Company

A good year, given

the challenging

market environment.

07 Il
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2008 - Another year of growth

2008 was a challenging but ultimately
satisfactory year for BlueBay The start of the
Group's finanaal year in July 2007 concided
with the onset of what has arguably becorne
the most comprehensive credit market crisis
that the world has seen since the 1930s

This gave nse 1o an extremely demanding
backdrop for a specialist credit manager to
aperate aganst [t 15 a tnbute 10 the strength
of BlueBay’s brand and the calibre of its
people that, despite such a backdrop, the
Group achieved record AuM grawth {up 60%
to $21 0 biilion) over the course of the year
together with pre-tax profits anly marginally
lower than those of the previous year {down
4% at £49 7 million)

Group strategy

The Groupss strategy continues to be to
pesiien itself as a leading, specialist manager
of European corporate and global emerging
market debt funds In doing so, we are nding
two particularly strong, medium-term growth
trends in global {ixed income markets the
birth and growth of European corporate
credit as a major new global asset class,

and secular growth in institutional investor
appetite for emerging market depbt

Alongside this clear product focus, the Group
continues to invest In its infrastructure We
believe that modern institutiona! investors
have a strong preference for employing asset
managers able to deliver state-of-the-art
systems, process, compliance and risk
management, afongside strong investment
performance {t remains our mission statement
to combine the infrastructure of a mainstream
asset manager with the investment mindset of
a boutique

The Group's resilience in the face of
unprecedented market disruption over the
course of the year has reinforced further our
belef that our strategy 1s appropniate and
strong It remains, as a result, unchanged

Hugh Willis
Chief Executive’s
Review

BlueBay Asset Managemen? pk
Annual Repart 2008

2008 results

Our product focus and the strength of our
infrastructure together drave the increase in
AuM expenienced over the course of the year
In a penod in which many managers saw net
outflows and in which sigmificant net inflows
were rare, the Group's performance in
attracting $7 1 bulion of net inflows — well
over 50% of assets at the start of the penod
- was exceplional Reflecting the relative
scalabity of the products concerned, the
bulk of this came tn the Group’s long-only
funds, where AuM almost doubled to

$15 1 bilion Respectable growth was also
hawever, seen in the long/shart funds, with
AuM up 14% 1o 35 8 illion

tnvestment performance was less strong than
in the previous year reflecting difficult
market conditions The Group's long/shart
funds returned a negative 3 4% for the year,
net of fees, while long-only performance
was mixed On the one hand, our flagship
fong-only investment grade and high yield
corporate bond funds delivered outstanding
returns, out-performing therr indices by 4 1%
and 7 7% respectively and ranking number
ane or two in therr universes over one, three
and five-year ume periods or since fund
inception On the other, our flagship
emerging market Jong-only funds performed
tess well, under-performing therr indices, but
in all cases nevertheless delivering positive
absolute returns for the penod

While tower performance fees resutted in
tower overall operating margns for the
business than in the previous year, the

Group s core operating margins continued

to improve as a function of growing
management fee revenues and the increasing
benefits of scale with both non-performance
related compensation and non-compensation
costs falling as a percentage of management
fees earned This allowed pre-tax profits

and diluted earnings per share to hold only
shghtly below the prewious year s levels, at
£49 7 milon and 16 9 pence respectively

It 15 also encouraging 1o note that the Group's
quality of income continued to iImprove, with
the proportion of cverall management fees
dernving from long-only products nising again

Chief Executive's
Review

from 33% 1o 39% and the proportion of
total revenues represented by management
rather than performance fees Increasing from
56% to 79%

Awards

While investment performance for the Group
was less strong than in the previcus year, this
was of course the case for most, if not all,
managers operaling in fixed mcome credet
markets The relative performance of the
Group’s funds was recogrised by a stiing of
industry awards, including the Globa! Investor
Award For Investment Excellence 2007
Emerging Market Fixed Income House of

the Year and the Speaalist and Alternative
Invesiment Manager Awards 2007 Eurozone
Fixed Income Manager of the year (Non-
Gevernment) We are also particularly proud
to have been awarded, just after the finanaal
year end Fixed Income Manager of the Year
at the 2008 European Pensions Awards This
latter award, adjudged by cur core client
base, demonstrated eloguently the progress
that BlueBay has made since being founded
only seven years ago

New products

While the Group's product strategy 15 lnghly
focused, it continues to develop new
products within its fields of experuse Qur
fastest growing new fund dunng the year
was the BlueBay Multi-Strategy Fund, a
long/short offering launched in April 2007
This fund, which moves BlueBay intc the
fast-growing multi strategy space, had
reached over 31 7 billion 1n assets by year
end and has already attaned flagship status
within the Groups praduct range Other
notable product launches included a floating
rate version of BlueBay s highly successful
investment grade corporate bond fund and
a new fund 1n the nascent but promising area
of emerging market corpaorate debt, both in
lang-only format

Record AuM growth over
the course of the year.




Outlook

As previously noted, the start of our 2008
financial year coinaided wath the onset of the
credt crisis currently underway At the time of
our tast Annual Report we expressed concern
at the environment developing and expected
that difficult market conditions might last tor
some time What began as a hquidity cnsis
{with problems residing principally on the
batance sheets of lenders) has now morghed
inta a fully fledged credit crunch (with the
damage spreading both to the balance
sheets of borrowers and to the real economy
globalty) At the heart of the matter has been
a massive contraction in the availability of
and the increase in price of credu, as the
financial systern de-leverages and seeks to
work through the lending excesses of the past
few years It seems likely that this process of
catharsis will last into calendar year 2009

Having said this, considerable value has been
and 15 being generated in fixed income credit
markets as these events unfold and 1t seems
highly likely that credit investors who have
successfully navigated the downturn will,

at some stage over the next six to 12 months
be rewarded by the best investment conditions
seen In the asset class in a very long tme

At the trough of previcus credit cycles, we
have seen investors enjoy a two to three

year pericd in which equity style returns

are on offer for the assumption of credit risk,
and where excellent risk adjusted returns
charactense the credit spectrum from
Invesiment grade through t¢ distressed debt
We expect this time will be no different and
the winning managers will be those that
emerge from that traugh point with the nght
products and a strong Investor following

BlueBay Asset Management plic
Annual Report 2008

While we do not underestimate the challenges
that continue to lie ahead, we are optimistic
that this is an environment in which BlueBay
should thrive The strength of the Group's
distribution and the relative resihence of s
fund perfermance dunng the credit cnsis Lo
date have been reassunng We have seen a
further $1 9 bilbion of net inflows dunng the
first two months (July and August) of the
new finanoal year and the Group’s long/short
funds registering only marginally negative
returns n the penod, against a backdrop of
heavy losses for the industry as a whole For
the full financial year 2009, we expect total
net inflows to be similar to those seen in the
finanoial year just ended and that they will all
be in long-only products ‘With the Group's
secular product drivers of European corperate
credit and global emerging markets debt
remaining firmly in place, an overlay of
cyclical investor interest 1n and demand

for credit seems likely to be added at some
stage during this Tinancial year This promises
to create at the appropnate pont, a very
interesting environment for both asset rarsing
and fund performance and one that should —
ance In tramn - |ast for some tme

BlueBay's fundamentals remain strong

The strength of our specialist Investment
expertise, the quality of our infrastructure and
nsk management capabilities, and the power
of our brand in the credit markets means
that 8lueBay 1s well positioned to manage
the current market conditions and to take
advantage of the investment opportunities
that these conditions will present

= A thank you
I would like to thank all BlueBay's people
for their outstanding efforts over the course

of a very demanding year.

Chief Executive s
Revigw

A thank you

Any asset management firm (s dependent
upon its peaple for 1ts success and BlueBay
15 fortunate to have an exceptional group of
employees Strongly aligned wath the Groups
investors (BlueBay emnployees own almost
60% of the firm and have mare than

$100 rmullion of therr own money invested in
BlueBay funds), 1t 1s their skill and dedication:
upon which we rely for our success | would
therefore like to thank all BlueBay's people
for therr outstanding efforts over the course
of a very demanding year

Hugh Willis
Chief Executive
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Intraduction

BlueBay 15 one of the largest independent
managers of fixed income credit funds
and products in Eurcpe, with a total of
$21 0 billon of Assets under Management
as at 30 June 2008

BlueBay specalises in two major sub-asset
classes of credit - European corporate debt
and emerging market debt Within each
sub-asset class, BlueBay offers two distinct
product ines leng/short funds and long-anly
funds Its long/short {unds are designed as
low volatlity products by industry standards,
intended to produce attractive high risk-
adjusted returns to investors over the long-
term Its long-only funds are designed as
actively managed products with the objectve
of producing targeted excess returns over
their benchmarks over the course of the
credit cycle The Company also manages a
number of segregated long-only accounts on
behalf of large institutional chents BlueBay's
overall aim 15 to provide a broad range of
credit products that gives the modern
investor strong nsk-adjusied performance
over urme

BlueBay distributes its products directly
through wholesalers and via intermedianies

It does so through its sales and marketing
teams based i London, Tokyo and New York

Industry environment

Secular credit market opportunities
BlueBay was founded 1n response to two
secular developments in the debt capital
markets The first was the advent of a
mainstream European corporate debt market,
sparked by the introducton of the Euro in
1999 The second was the rapid growth from
1998 onwards of global emerging market
debt as a major asset dlass

The global carporate debt market comprises
all pubhdly traded debt nstruments other
than those issued by governments and supra-
national agencies Withun thus market, the US
corporate debt market 15 estmated to be the
largest single component in terms of value of

Nick Wilhams
Chief Financial
Officer’s
Business Review

instruments outsianding, currently estimated
at $3 3 tnllion (Saurce Merni!l Lynch} The
European corporate debt market 1s estimated
to be aver half this size with approximately
£1 9 tnlhon of instruments outstanding
(Source Mernll Lynch} but has expenenced
faster growth in recent years, driven by the
introduction of the Eurc (which facilitated the
development of a homogenous debt capital
market in Europe) the trend of growing
disintermediation of the banking system
from the credit process, and until recently,
leveraged buyout activity (which bhas been
significantly funded through the debt
markets) In addition, strong demand for
fixed income instruments from habilty-driven
investors seeking yield ¢ a low interest rate
environment has been an important growth
driver Given the comparable size of Gross
Domestic Product of the EU and the US, we
believe that despite the current credit crnisis
in the medium to long-term, the European
corparate debt market will continue to
expenence strong growth, simitar 1o that
witnessed in the US

Emerging markets have histoncally accounted
for only a small part of the global secunties
markets, with investor demand being
dampened by kmited 1ssuance and lquidity,
insufficient data quahty and the significant
volatlity in the asset class However, following
a number of major financial crises dunng the
1990s (the most significant of which was the
Russian default cnisis of 1958), volatility in the
asset class has steadily recduced credit quahty
has improved and diversification has increased
across the asset class in terms of the total
number of 1$suIng countries and corparaticns
These trends have been sustained by robust
domestic economic growth, the general
adoption of floating foreign exchange rates
and increased foreign exchange reserves

all of which have dniven the upward
momentumn in ratings  The resutting growth
of the asset class has also been enhanced

by the increasing 1ssuance of securies
denominated in local currencies

(131

Market performance in 2007-08

Qur financial year 2007-08 staried on 1 July
2007 This caincided with the start of the
credit crunch and debt markets have been
extrernely challenging throughout the whole
of the financial year A considerable amount
has already beer written about developments
in the debt markets dunng the course of this
year and doubtless much more will be writien
in the years to come about what has arguably
turned out o be the worst credit cnsis in the
last 70 years

The dramatic growth in structured credit
over the past few years had led to a wide
distribution of credit nsk among financial
moarket partucipants Along with many other
forms of debt, US sub-prime mortgages had
been repackaged and distnbuted to many
investors who were often ill-equipped 1o
assess the risks of the assets they were
holding and In some cases, were unaware
aof the exposure they had to this particular
market segment The rising default rates on
US sub-pnme mortgages led to considerable
uncertainty about which participants did in
fact have exposure to this market segrment
Confidence in trading counterparttes
evaporated leading to a hquidity Crisis
which was evidenced by the rapid increase in
credit spreads in both mvestment grade and
sub-investment grade debt markets

Central bank intervention during the autumn \
of 2007 succeeded n stabilising sentiment

for a while however, at the start of the i
new year, credit spreads widened still

further 1In many cases reaching histonc heghs

A significant turrming point was reached in

mid-March when the US Federal Reserve

{"Fed") stepped 1n to engineer the rescue of

Bear Stearns by IP Morgan For the following

two months debt and equity markets

experienced an unexpectedly strong rally

winch, In our view, was not supperted by

econamic fundamentals The dramatic rise

in food and commeodity prices, coupled with

slowing global growth expeciations led 1o

further detenoration in the debt and equity

markets during the final months of our

financial year

Despite the current credit
crisis the secular credit market
opportunities remain intact.
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Emerging debt markets fared better than
therr developed counterparts From therr
historic lows reached in May 2007, index
credit spreads had merely doubled by March
2008 compared to the almost five-fold
Increase In European investment-grade
spreads over the same period The effect on
absolute returns in emerging markets was
substanuially mitrgated by the dramatic fall
n Treasury yields caused by sequential falls
tn US interest rates and a flight to quality
by investars However, there was a wide
dispersion of outcomes armongst emerging
market countries, most notably between
those which are commodity exporters and
those which are commaodity importers

Market performance since June 2008
Events since the end of June 2008 have
demonstrated that the effects of the credit
crunch are far from over Qur views an these
events are set out In the Chief Executive’s
review on pages 8 to 10

The indices against which we benchmark
our flagship long-only funds recorded the
following returns during the financial year

Page 19 shows a detaled analysis of long-only

fund performance against benchmark indices

Long-only tlagship funds index returns

|

BlueBay Asset Management plc
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Regulatory environment

Existing regulatory relationships

BlueBay Asset Management plc 1s authorised
and regulated by the Finanoial Services
Authority {“FSA '} in the UK It also has an
EU investment services passpart to provide
cross-border services into other EEA States

It 15 registered with the US Secunties and
Exchange Commussion (“SEC™) in the United
States as an investment adwviser Itis the
promoter, Investment manager and prinapal
sales agent of BlueBay Funds, a SICAV which
15 subject to supervision by ihe Commussion
de Surveillance du Secteur Financier {(“CSSF )
in Luxembourg Finally, BlueBay Asset
Managernens Japan Limited 1s registered as
an investment adviser wath the Kanto Local
Finance Bureau in Japan

1Boxx Euro Corporates (ndex ~12%
Merrill Lynch Eurapean Currency High Yield Constrained Index —79%
JP Morgan EMEI Global Diversihed index £9%
JP Morgan GBI EM Broad Dwversified USD Unhedged Index 16 8%
S0% JPM GBI EM Clobal Dwersified index 50% JPM GBI-EM Broad Diversfied USD Unhedged Index 7 9%

Care business drivers

Global
Distribution

Investment
Performance

Business
Risk

Talented
People

EE Effective global distributron
W Strong risk-adjusted
investment performance
EEE Effective management of business nsk
Nl Recruitment, metivation
& retention of highly talented people

Business
Review

Regulatory developments

On 1 November 2007, the Markets in
Finanaal instruments Directive (“MIFID") was
implemented throughout the EU, replacing
the Investment Serwices Directive (*ISD”) We
carried out an assessrment of the impact of
the directive on cur business which led us to
make a number of changes to our pelicies In
order 10 camply with the new requirements

On 1 January 2007, the EU Caprtal
Requirements Directive {“CRD") came into
force in the UK The new capitat framewark
consists of three “pillars’ Pillars 1 and 2
invroduced new rules for the calculation of
base capital, fixed overhead, market nsk,
credit risk and operational nsk requirements
Firms were given the option to defer certan
elements of the new credit nsk and operational
nsk requirements to 1 January 2008, indluding
calculation of operational nsk requirement
based on an Internal Capital Adequacy
Assessment Process ('[CAAP) BlueBay
carried out an ICAAP review and s results
were incorporated into the ongoing
catculations of regulatory capital reguirements
from 1 January 2008 As we had antiapated,
this did not result in any significant change in
these capital requirements

In addition to the Pedlar 1 and Pilar 2
requirements of the CRD set out above, Piltar
3 requires investment firms such as BlueBay
to publish certain details of their nsks, capital
and nisk management processes These Pilar
3 disclosures can be found on our corporate
website at www bluebaynvest com




As part of 1ts move 1o Principle Based
Regutation {"PBR"), the FSA has placed
particular emphas:s on Treating Customers
Farrly (“"TCF*) whech 1s covered by one of its
core Principles for Business — Customers’
Interests A firm must pay due regard to
the interests of its customers and treat
themn farly

BlueBay has commenced a review to ensure
that we can demonstrate to the FSA and to
our chents that TCF 1s central to our
corporate culture, based on the six outcomes
dentfied by the FSA The FSA has set a
deadiine of 31 December 2008 by which 1t
expects all firms to demonstrate that they are
delivering the six specified TCF outcomes

Strategic objective

Qur strategic objective 1s to continue to be a
leading provider of European and emerging
rmarket debi asset managermnent producls We
believe 1t 15 difficult to excel in a wide range
of disparate investment disciplines and that
focus on a narrower range of asset classes
produces supenor returns We therefore
provide clients with products within the
asset class of credit with a range of different
risk-return profiles from absolute return
long/short funds to prncipal-protected long-
only fund dernvatives

Figure 1 AuM growth by product

EEE Long/short [ Long-only
Sbn

Our business strategy focuses on four core
elements

Effective global distribution

=» Focus pnmarnly oninstitutional clients

= Creation of strong relationships with
Investment consultanis

< Development of different geographical
areas

= Dedicated ongoing chient relationship
management

Strong risk-adjusted investment

performance over the credit cycle

=» Focus on absolute returns across all
product types

=» Emphasis on capital preservation and
ngerous strategy capacity management
In long/shart furds

=» Fuli exploitation of avalable investment
tools and techmiques to generate excess
returns In long-only funds

Effective rnanagement of business risk

=<» Rigorous management of portfolio risk

-» Conunual review and improvement of
operational nsk managernent

= Implementation of a mydular IT
environment which scales with business
growth

Recruitment, motivation and retention of

highly talented people

=» Recruitment of highly talented portfolio
managers, sales and infrastructure
professionals

2 Compensation structures designed to
ensure employees have a broad alignment
of Interests with fund investors and
shareholders

= Creation of a collegiate working
environment

15 Il

Delivenng our strategy

Success In global distribution

AuM growth

During the course of the financial year, AuM
increased by $7 8 bilhon to reach $21 0 billion
at 30 June 2008 Both products contributed
to thus ingrease with long/short increasing by
$0 7 bilien to $5 8 billien and long-only
products increasing by $7 1 billion te reach
$15 1 billon (see figure 1)

Components of AuM growth

Of the increase in AuM of $7 8 bithon during
the year, net subscriptions contnbuted

£7 1 billon while net fund performance
contrnibuted $0 7 bllion The tables overleaf
provide the breakdown of net subscriptions
Into gross subscriptions and gross
redemptions Subscriptions and redemptions
record the gross movements into and out of
the funds managed by BlueBay as recorded
by the transfer agents or custodians No
adjustments have been made to reflect
switches of investments between investment
funds managed by BlueBay

AuM growth in BlueBay funds for years ended
30 June as indicated

2008 $m 2007 $m
Beginnuing of pened AuM 13,118 6 959
Subscnpuons 12 276 6429
Redempuons {5 118) {1 353)
Net subscnptions 7,098 5076
Met tund performance 751 1,083
End of penod AuM 20,967 13118

Source BlueBay Asset Managemen plc
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We estimate that approximately 38% of the
gross redemptions represent switches from
one BlueBay product into anather After
adjusung for these swaiches, the annual
redermption rate expressed as a percentage
of average AuM has increased from 8% for
the year ended 30 June 2007 10 17% for

the year ended 30 June 2008 Although we
are not always privy to the motivation that
leads to redemptions we understand that

a proportion of the redemptions that we
experienced during the course of this financial
year was due to the marked detenaration in
rmarket condiions which led a number of
tnvestors 1o become forced redeemers due 10
significant problems they expenenced in therr
overall investment portfolios

Longishort funds
AuM growth in BlueBay long/short funds for
years ended 30 June as indicated

2008 $Sm 2007 §m

Beginning of penicd AuM 5,124 2 804
Subscnptions 2,559 2607
Redemptions (1253 (656)
Net subscriptions 806 1,951
Net fund perfermance {94) 369
End of period AuM 5,836 5124

Of the 30 7 billion increase in long/short AuM,
net subscriptions contributed $0 8 billgn and
net fund performance contributed a negatve
$0 1 bill:on The BlueBay Mult-Strategy
Funds experienced significant growth from
30 7 billkon at 30 June 2007 to 31 7 billion at
30 June 2008 Further strategy diversification
was provided to the Funds by the addition of
two new sub-strategres during the course of
the year a convertible arbitrage strategy and
a deep value equity strategy Conversely as a
less well dversified credn strategy platform,
the 8lueBay Global Credit Fund saw Its assets
shnink during the course of the year to the
point where it was no longer an economically
viable unit

Figure 2 Investor analysis by investor type (2007-08)

Following the end of the financal year the
remamning investors were given the option to
swatch into the BlueBay Multi-Strategy Funds or
to receive a cash redempiion after which the
Fund was closed

The AuM of the BiueBay Value Recovery Fund
declined shghtly from 52 8 billion at 30 June
2007 to $2 6 billhion at 30 June 2008 During
the course of the financial year, in the face of
the dramatic decrease in market hquidity for
the type of asset managed by the Fund, a
Share Conversion was undertaken Under
the terms of the Conversion, which were
voluntanily subscribed for by in excess of
80% of the Fund s shareholders, BlueBay

has agreed to reduce its management and
performance fees on the Fund to 1% per
annum and 15% per annum respectively for
a imited penod of 30 months commencing
1 tuly 2008 In exchange, shareholders have
agreed to amended hquidity terms, which
{inter aha) prohibit redemptions prior 1o

July 2009 and sigruficantly restnct them
thereafter The Conversion 1s designed to
ensure that the Fund — which has a strong
book of assets a good performance track
record, 15 unleveraged and has unused,
committed financing facilities avallable to it —
15 strongly positioned ahead of the upcoming,
fresh distressed debt cydle

Long-only funds
AuM growth in BlueBay long-only funds for
years ended 30 June as indicated
2008 $m 2007 $m

Beginning of penod AuM 7,994 4155
Subscriptions 9657 3822
Redemptions {3 365) (687)
Net subscriptions 6292 3125
Net fund performance gas 714
End of penad AuM 15,131 7 994

Of the $7 1 bilhon increase in long-oaly AuM,
%6 3 billion anses from net subscriptions and
$0 8 billron from net fund performance 2008
saw the introduction of three new long-only
sub-funds (the BlueBay High Yield Enhanced
Fund, the BlueBay Emerging Markets
Corpaorate Bond Fund and the BlueBay
Investment Grade Libor Fund), and seven
new segregated mandates

Chent base

BlueBay's fund investars are pnimarly
institutional chents making up 59% of
BlueBay's AuM as at 30 June 2008 (down
from 60% as at 30 June 2007) with fund of
funds clients making up 18% (down from
24%), private chents at 6% (up from 5%)
and distrbution/white labelling and other
17% {up from 11%) (see figure 2)

During the year, BlueBay has been particularly
successful in attracting pension fund investors
both inte s funds and into new and exisung
segregated mandates These now represent
31% of BlueBay's total AuM

By geographical region European chients
accounted for 76% of BlueBays AuM as at
30 June 2008 (up from 68% as at 30 June
2007), Asian/Australian clients accounted
for 16% (down from 19%) and the US
accounted for 6% (down from 10%)

(see figure 3)

Figure 3 Investor analysis by geographical region (2007-08)

2007 2008 2007 2008
1 Institutional 60% 59% 1 Europe 68% 76%
2 Fund of Funds 24% 18% 2 Asa/Australia 19% 16%
3 Private chent 5% 6% 3uUs 10% 6%
4 Distnbutionvwhite Labelling/Other 11% 17% 4 Middle East/Africa 2% 1%
Source BlueBay Atiet Management pi 5 Other 1% 1%

Sourte BlueBay Asset Management ple
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StueBay’s AuM by product/sub-asset class mix as at 30 June 2008

European  Emerging  Subtotals

Corporate Market by product %
debt debt hine of total

Product Lines tm $m m AuM
Long/short funds
BiueBay Global Credit Fund 61 - 61 03
BlueBay Value Recovery Fund 2 625 - 2,625 125
BlueBay Emerging Market Total Return Fund - 1403 i 403 67
BlueBay Muly-Stsategy Funds 1178 569 1,747 33
Total long/short funds 3,864 1,972 5,836 178
Lang-anty funds and accounts
BiueBay Investment Crade Bond Fund 3,055 - 3,055 146
BlueBay Investment Grade Ubor Fund 79 - 79 04
BlueBay High Yield Bond Fund 1861 - 1861 89
BlueBay Emerging Market Bond Fund - 1 038 1038 50
BlueBay Emerging Market Local Currency Bond Fund - 1745 1745 83
SIM BlueBay Emerging Market Local Currency Bond Fund - 1280 1280 61
BlueBay Emerging Market Select Bond Fund - 476 476 23
BlueBay Emerging Market Corparate Bond Fund - 44 44 0z
Fund derwatives linked to long-onty 567 952 5 529 73
Hyond funds 607 162 769 36
Long-only funds 6,169 5,707 11,876 567
Segregated accountis 2257 938 3255 155
Total long-onty funds and accounts B,426 6 705 15 131 722
Total by sub-asset tlass 12,290 8677 20,967
Sub-asset class share of toral 58.6% 41 4% 100

Product and sub-asset class rmix

The breakdown of our AuM hetween
Eurogean corporate debt products and
emerging market debt products 15 llustrated
by the table above

The ratio of the sub-asset dass mix for
Eurapean corporate debt and emerging
market debt was virtually unchanged at
59/41 as at 30 June 2008 compared to 58/42
as at 30 June 2007

1 ElueBay has built one of the
most expenenced teams of credit
specialists In Europe We recognise
that our ability to retain and grow
this pool of Industry talent s crucil
to our oNgoiNg success

Investment performance = a vaned
picture in a challenging investment
environment

Long/ishort funds

For the financial year to 30 june 2008, the
annual returns net of fees were 4 35% for
the BlueBay Emerging Market Total Return
Fund, negative 7 75% for the BlueBay Value
Recovery Fund {US$ share class) and negative
5 12% for the BlueBay Global Credit Fund
The BlueBay Multi-Strategy Fund and the
BlueBay Muiti-Strategy PLUS Fund generated
returns net of fees of 0 91% and negative

1 44% respectively The blended long/shart
annual return was negative 3 41%

Business
Review

Long-only funds

For the long-only flagshtp funds, as shown
n the 1able, the relative returns for the year
1o 30 June 2008 were mixed The European
corporate debt funds all had their best year
ever and outperformed their benchmarks by
wide margins All benchmarks generated
negative returns for the year The relative
returns for the year were 413 basis points
ahead of the index for the BlueBay
Investrnent Grade Bond Fund, 772 basis
ponts ahead of the index for the BlueBay
High Yield Bond Fund and 496 basis points
ahead of the index far the BlueBay High Yield
Enhanced Fund

All the flagship emerging market debt funds
generated positve absolute returns dunng
the year, however, these were insufficent
to exceed returns generated by their
benchrarks and as a resuit these funds all
generated negative relative returns These
were 224 basis points behind the index for
the BlueBay Emerging Market Bond Fund,
377 basis ponts behind the index for the
BlueBay Emerging Market Local Currency
fund and 212 basis points behind the index
for the BlueBay Emerging Market Select
Bond Fund

The two new sub-funds launched in April
2008 both generated positive relative returns
in the period to 30 June 2008, these were
33 basis points ahead of the index for the
BlueBay Investment Grade Libor Fund and
211 basis points ahead of the index for

the BlueBay Emerging Market Corporate
Bond Fund

Finally, the BlueBay European Crednt
Oppertunity Fund generated a negative
return of 11 24% and the BlueBay Emerging
Market Opportunity Fund generated a
positive return of 7 14% for the year to

30 June 2008
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Fund performance for periods indicated

performance (%)

Return Annualised Annualised
year ended returnsince  volatihity since Risk
Praduct Fund 30 June 2008 Inception Incepuion ratios’
Long/fshart? BlueBay Glebal Credit Fund -51 55 53 Q5
BlueBay Emerging Market Total Return Fund 44 126 76 12
BlueBay Value Recovery Fund 77 30 53 10
BlueBay Mutti-Strategy Fund 09 23 48 -05
BlueBay Muiti-Strategy PLUS Fund -14 06 71 -06
Long-only? BlueBay Invesment Grade Bond Fund 30 46 26 25
Index 1Boxx Euro Corporates -12 26 26
Alpha 41 20
BlueBay Investrment Grade Libor Fund 12
Index 1Boxx Euro Corparates 09
Alpha 03
BlueBay High Yield Bond Fund 02 136 37 {5
Index Mernll Lynch European Currency High Yield Conslraned Index 79 90 49
“algha T T 77 26
BlueBay High Yield Enhanced Bond Furd -1
Index Mernll Lyach European Currency High Yield Constrained Index 61
Alpha 50
BlueBay Emerging Market Bond Fund 27 143 55 15
Index JP Morgan EMBI Globat Diversified 49 116 S6
Alpha 22 27
BlugBay Emerging tiarket Corporate Bond Fund 20
\ndex 1P Morgan EMB) Glokal Diversified 01
Alcha 21
BlueBay Emerging Market Local Currency Bond Fund 71 t37 88 —EE
Index JP Morgan GBW-EM Broad DIVETSIfI"éE.UgEU_nF—eEQE_a_—_ T Tos 123 B 73
Alpha -38 14
BlueBay Emeiging Select Bend Fund 58 30 58 02
Index 50% iPM EMBI Global Dwversified and 50% JPM GBREM
Broad Dwersifred USD tnhedged 79 85 51
Alpha -21 05
BlueBay Eurcpean Credit Opporturaty Fund' 112 30 51 -01
BlueBay High Yield Credit Opportunity Fung' -33
BlueBay Ernerging Market Qpporturity Fund? 71 62 50 s

Notes
1 All performance and nsk data shown on a net of fees' basis

2 all perfarmance and nsk data shown on a gross of fees' basis Alpha s the fund return versus the return on the benchmark index

3 Risk Ratios
Leng-anly (exduding structured funds)

The informatien ratio measures the added relative return per umit of added relative risk

Lengfshort and Opportunity funds

The Sharge ratio 15 the risk adjusted measure which 1s calculated using standard deviation and excess return 1o determine reward per urit nisk Standarg deviation incheates

the volatiity of a portfolios total return as @ measdre against ns mean gerformance

2 BlueBays tnvestment arocess
combines top-down analysis with
battom-up security speafic analysis
within a single homogenous decisicn
making structure

‘Our European corporate

debt funds had their
best year ever’
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Business nisk management - a continuous
cycle of enhancement

In comman wath all other asset management
firms, BlueBay faces a number of business risks
which we manage actively The principal nisk
areas are investment risk and operatianal nsk

Investment risk

Poor investment performance in the funds
that we manage could result i a reducuion in
the management and performance fees that
we earn and ultmately in a reduction of our
AuM This is a fundamental risk to our
business which we acuvely manage by

=>» Recruitment and retention of highly
talented portfolio managers who
whaleheartedly embrace our investment
approach of generating attractive risk-
adjusted returns with an ahsolute return
mentality

“» The establishment of an active and robust
investment process which combines a top-
down approach guided by the Investment
Committee with in-depth bottom-up
credit analyses performed by asset class
specialists to create optirmised portfohio
construction and investrment deasions

=> Anindependent team which provides
sophisticated risk analyses to the porifcho
managqers and the Chief Investment
Officer

BlueBay Asset Managemaent plc
Annual Report 2008

Operatienal risk

Since the inception of BlueBay, we have taken
the approach that in order to manage
operational nisk effectively a fast growing
business operating in broad and complex
markets needs the underpinning of a high
quality operational infrastructure We believe
the key ingredients 1o this are

¥ The recruitment, retention and mouvauon
of high quality infrastructure professionals

2 The implementation of a modular IT
environment which scales as the business
grows in size ang complexity

<> The continual review and upgrading of
nternal controls and procedures

During the year we have contunued to review
the business nsks we face as welt as our
approach to mitigating and/or managing
them The internal risk reviews have been
supplemented by recommendations made by
cur interndl auditors (KPMG) and the
reporting accountants (PwC} for their review
undertaken under the framework set outin
AAF 01/06 1ssued by the Institute of
Chartered Accountants in Engiand ancd Wales
("ICAEW™) For further detal on our
approach to nsk management refer to the
section entitled “Risk Management and
Internal Control” on pages 48 tc 51

Business
Review

Employees — the maturning organisation
We are dependent for our success an our
ahility to attract, retain and motivate the
highest quakity industry professionals We
believe that the three following ingredients
are cruaal n this regard

2 Competitive, performance based
compensation structures
The remuneration of all our investment
professionals 1s highly correlated with fund
performance In addition, a proportion of
bonuses are awarded n the form of shares
of funds managed by BlueBay which vest
over a three year deferral period We
beheve this ensures that the interests of
employees are closely ahgned wsth those
of investors in BlueBay funds

2 Widespread employee share ownershup
At the present tme, employees and
Directors of BlueBay have an interest in
approximately 60% of its shares Although
this percentage s likely to dechine over
ume, we remain committed to ensuring
that employees retain a mearungful
interest in BlueBay's 1ssued share capital
Qur primary Ermpioyee Benefit Trust
{"EBT") regularly purchases shares from
the market in order to make future equity
awards All permanent UK based
employees on the payralt on 31 January
2008 had interests in BlueBay equity

=2 A collegiate working environment
BlueBay has established a distinctive,
fnendly werking environment tased
around a small, centrafised management '
team and an equity-driven Incentive
culture, such that given our size and
specialisation we believe BlueBay has
become a blue chip employer of choice
for ambitious professionals

1&2 Effective nsk management |
strong internal controls and a robust |
operational infrastructure are central

to BlueBay’s business maodel

3 BlueBay set out to construct a
hughly scalable business platform
based on the implementation of a
modular IT envirenment which scales
as the business grows in size and
complexty
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Financial business dnivers

Summary of results

During the year, total fee revenues increased
7 3% 10 £117 1 milhion Total administrative
expenses increased by 19% to £68 8 miflion
leading to a decrease In operating profit after
exceptional items of 6% to £46 4 mihon
Profit on ordinary actvities before tax
decreased by 3 8% to £49 7 millton

The following table 1s based cn the Group
Income Statement contained in the Financial
Accounts section of this report on page 58
The report has been presented in & format
regularly used by BlueBay s Management
Team to assess the finanaal periormance

of the Group

BlueBay Asset Managemen plc
Annval Report 2008

Key financial dnivers

The key financial drivers of the business
are the growth in net management fees
performance fees and the managemant
of our operating margins

Growth In net management fees

BlueBay contnued 10 experience streng
growth in net management fees dunng 2008
wiich increased by £32 2 mullion or 53 0%
to £93 1 million (2007 £61 O mullion) The
continued growth In net management fee
in¢ome is a fesult of the strong growth in
AuM particularly In long-only products {see
figure 4)

Business
Review

Through a comination of strong net
management fee growth and disappointing
performance fee revenues, net management
fees represented nearly 80% of total fee
revenues 3 significant increase on the 56%
they represented in 2007

QOver time, the share of total net
management fee revenue generated by long-
only products has as indicated by the table
above, increased We expect this trend to
continue over the caming years

Summary Group Income Statement for the year encded 30 lune

2008 £m 2007 £m
Net management fees 931 610
Performance fees 240 482
Total fee income o N 1171 1092
Other net aperating Income/expense {19) 09
Tatal operating income 1152 108 3
Non performance based compensation expenses (26 0) 209)
Performance based compensation expenses™ {34) {15 1)
Frxed compensation charges from pnor calendar years' awards** {12 8) {6 6)
Total compensation expenses 47 2) (42 6)
Total non-compensaton related expenses {21 6) {152}
Total administrative expenses (68 8) {57 8)
Operating profit befare excepuonal items 46 4 505
Exceptional items c0 an
Operating profit after exceptional items 454 45 4
Net finanoing income 33 22
Profit on ordinary activities before taxation 497 516
Taxation (16 1) (16 4)
Profit for the year attnibutable to ordinary equity shareholders 336 352

exclucies equity and tuna awards made n relauen 1o calendar years up 1 and ndudng 2007
* cquity and fund rela ed boruzes to calendar year 2007 finduding fowed charges relating 18 prof yeal awands)

1 We have established a disuncuive
friendly working envirenment
based around a small, centralised
management team and an
equity-dnven incentive culture

‘Net management fees
increased by 53%’




Net managament fees by product are analysed as indicated for the year ended 30 June

Product 2008 £fm %t 2007 fm %*
Long/shart 567 608 406 66 6
Long-only i64 392 204 334
Total net management fees 931 610

*percentage of wtal net management fees

Management fees an long/short products
were charged at 2% per annum on all assets
attributable to unrelated parties Certain
share classes which are only ehgible to a
defined group of related parties {mainly
directors and employees), do not attract
management (or performance) fees As
outhined above the management fees on
the converted shares of the BlueBay Value
Recovery Fund will be discounted to 100
basis pemnts for a period of 30 months
starting on 1 fuly 2008 For the other share
dlasses of this fund as well as all other
leng/shart funds, the management fees
remain at 200 basis points

The management fees charged on long-only
products are more varted, ranging between
30 and 175 basis points, depending on
factars such as sub-asset class, share class
and the levels of rebates offered

Management fees are reported net of rebate
payments on long-only and structured
products {which are contractually-agreed
fee discounts for large investments} and
of expense cap reimbursements {which

1s where BlueBay reimburses a fund for
the excess of its administrative expenses
over a pre-determined maxtmum level)
Where funds are distributed by third party
distributors, BlueBay will typically pay the
distributor a commussion based en the
management fees earned on the product
(typically called a trater fee) These
cormymissions are disclosed under other
operating expenses

Figure 4 Fee revenue trend

11 Performance fees 2 Management fees

£m

120

We calculate management fee yields on
management fees net of rebates, expense
cap reimbursements and trailer fee payments
Fee yields on long-only products are
menitored for signs of erosion The average
management fee yield on our long-only
products dropped to 61 basis points for the
six menths to 30 June 2008 (six months to
30 June 2007 67 basis points) The drop 15
mainly attributable to a change \n product
and sub-asset class mix

Performance fees

Performance fee revenues dropped by just
over 50% to £24 & million in the year 1o

30 June 2008 However performance fees
generated by long-only products more than
trebled to £7 O million whereas performance
fees generated on feng/short products
dropped to £17 0 mullion  As a result,
perfarmance fees generated by long/short
funds represented 71% of total performance
fee revenues, down from 97% in the year to
30 June 2007

Performance fees by product are analysed as
indicated for the year ended 30 June

Product 2008 £m 2007 £m
Long/shert 170 466
Long-only 70 16
Total perfarmance fees 240 48 2

Sourte BlueBay Asset Management plc
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Perfarmance fees are charged on al! long/
short funds The standard rate for long/short
funds 1s 20% of the absolute return generated
As outhned above, the performance fee rate
on the converted shares of the BlueBay Value
Recovery Fund will be discounted to 15%
for a penod of 30 months starting on 1 July
2008 Performance fees combined with lower
managemenit fees are also offered on long-
only funds as an alternative to management
fee only fee structures

Operating margins

During the financial year 2008, 8lueBay’s
administrative expenses have increased

by £11 0 milhon or 19 0%, with total
compensation ¢osts increasing by £4 6 million
ar 10 7% and non-compensation costs
increasing by £6 4 million or 42 3%

In common with most cther asset
management businesses, by far the largest
component of our cost base 15 compensabion
expense When we analyse our compensation
expense, we find 1t useful to spht it into a
current-year portion which 15 hnked directly
or indirectly to investment performance
{performance based compensation expense)
a current-year portion which has no Iink to
investment performance (non-perfarmance
based compensatiaon expense} and the
remainder which are the charges resulting
from tund and equity awards made in
previous years

Current year performance based
compensation expenses

Bunng the inancial year the rato of current-
year performance based compensation
expense ta performance fees increased from
31 4% inthe year to 30 June 200710 35 1%
tn the current financial year The strong long-
only investment performance referred to above
generated increases in performance based
compensation However long-only funds and
segregaied mandates are often distnbuted n a
format which only generates management
fees Furthermore the annual compensation
review led to some changes to the bonus pool
arrangements for the compensation year
ending on 31 December 2007




Current year non-performance based
€ompensaucn expenses

During the course of the financial year, the
ratio of current-year non-performance based
compensation expenses 1o net management
fees improved from 34 3% 1 the year to 30
June 2007 10 27 9% i the current financial
year This improvement reflects the
continuing scaling of the business

Fixed compensaticn resulting

from prior year awards

As we pointed out 1in our 2007 Annual
Repart, awards made under the bonus
deferral programme which vest aver a three
year pened are required to be charged to the
Group Income Staterment over the vesting
pericd under International Financial Reporting
Standards { ‘IFRS '} The impact of this
accounting treatment is that each year the
Group Income Staternent will contain a
broadly fixed pre-determined charge which
1s derived from deferred bhonus awards

made In prios years As part of our ongoing
programme of ensunng widespread share
ownership amongst the employees of the
Group, a number of equity awards were
made to ernployees duning the course of the
financial year, as described In more detal In
the Remuneration Report on pages 40 to 47
Under IFRS, the cost of these awards 15 spread
over therr vesting period The impact of thisis
that each year the Group Income Staterment
will contain a broadly fixed pre-determined
charge which 1s denved from equity awards
made tn prior years

These fixed compensation cosis increased
from 6% of total fee iIncome In the year to
30 June 2007 to 10 9% in the current
finanoial year

182 Our clients place a hugh level of
trust in us and we recognise both the
responsibility this bnngs and the
resulting demands on our people

The fixed elements to be charged to the
Income Staterment in future years relating
to prior year deferred bonus awards are
as follows

Estimated future bonus deferral charges

For the year 2009 2010 201
ended 30 June £m £m £m

Estmated fund

award deferrals

1o be charged In

tuture periods 56 37 13

Non-compensation expenses

Dunng the finanoal year the ratio of non-
compensation expenses to nel management
fees mproved to 23 2% from 26 7% (after
exceptional items) in the previous year The
biggest change in these expenses related 1o
our London office move to significantly larger
new premises at the end of calendar year
2007, resuling in a step change v our
occupancy expenses during the financial year
We anticipate that our new premises will meet
our space requirements in the medium-ierm

The Group's operating margin after
exceplional tems decreased 1o 39 6% (2007
45 2%) This detenoration is in large part due
to lower perfarmance fees revenues which
were not entirely matched by a commensurate
drop in performance based compensation
expenses due 1o their increasing fixed elerment
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Capital and capital management

Significant movermnents

in sharehalders’ equity

As we have explained above we believe 1t
ts essential that share ownership ts widely
distributed amongst employees and that key
professionals retain meaningful interests n
BlueBay's equity During the course of the
financial year, BlueBay provided financing
te its pnmary Employee Benefit Trust and its
Share Incentive Plan ("SIP") to enable them
te purchase BlueBay's shares in the market
s0 that they could make equity awards to
selected new joiners and to all permanent
UK employees as part of the compensation
round faor the calendar year 2007

During the course of the year, the EBT

and the SIP purchased shares at a cost of
£32 4 million, which are disctosed under
“Owvn Shares” in the Group Statement of
Changes in Shareholders' Equity on page 60
of the Financial Statements Details of the
awards made during the course of the year
and the balance of shares that were sufl to
be awarded at 30 June 2008 are disclosed in
notes 17 and 19 of the Financial Statements

During the financia! year, the Group recogrised
an after tax profit of £33 6 million and paid
dividends of £17 5 million Retained earmings
decreased from £48 6 million at 30 June
2007 to £37 & million at 30 June 2008

Estimated future equity award defarral charges

For the year 2009 2010 201 2012 2013
ended 30 June £m fm £m £m fm
Estmated equity award deferrals
1o be charged i future penads 94 80 48 25 0%
1
|
|
2

‘Share ownership is
widely distributed
among employees’
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Capital management policy

BlueBay intends 1o use its capital primanly

10 support the growth of the business and

10 provide it with a custion to shield 1t from
adverse market conditions In order to
determing Its primary capital requirements,
BlueBay uses mulii-year financial models to
determine the capital requirements of its
anticipated growth We also develop a
number of potential adverse scenanas in
order to determine ther effect on vanous
financial measures, mcluding the Group’s
capnal base This enables us to determine the
amount of the capital that should be retained
In the business for prudential purposes

Once this pnmary objective has been met,
we intend 1o use available distnbutable
reserves for purposes such as paying
dwidends to shareholders, funding our equity
incentivisation programme (the EBT and the
SIP as discussed above) and prowiding seed
capital for new funds

Over time, the Directors intend 10 pursue a
progressive dwvidend policy which takes into
account the profitabiity of the business, its
capetal reguirements and an appropnate level
of dwdend cover

Regulatory capital

By 1 January 2008, we had completed

the ICAAP analysis as required by the
implementation of the EU Capital
Requirements Directive ("CRD") This enabled
us to Incorporate the new credit nsk and
operational risk requirements into our capital
adequacy computations The Group has
been in compliance wath, and maintained a
comfortable excess over the rminimum
regulatory capita! requirements at all times
dunng the year

1&2 We have dedicated client
relationship and distnbution tearns
located in each of aur regional offices
prowvding local-ume client seracing
for all investor enguinies

BlueBay Asset Managemeny pk
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Cash flow

Our business continues to be cash generatve
The cash position at 30 June 2008 was

£44 3 milllon a decrease of 14% from the
previous year end As the Group Cash Flow
Statement shows on page 61 of the Financal
Statements, cash generated from operations
increased by 20% during the year to

£67 6 millon Corporation tax pad during
the year increased from £5 6 million in the
year to 30 June 2007 to £11 1 miltion in the
year to 30 June 2008 As a resu't of the
quarterly instalment payment regime, the
hugher profits in respect of 30 June 2008
compared wath 30 June 2006 resulted in the
increased corporation tax payment during
the 2008 financial year No tax was paid in
respect of 30 June 2007 profits due to the tax
credit generated by the exeraise of the EMI
options by employees at the time of Listing

The cash used for investing aclvities was
mainly used for the purchase of units in funds
managed by BlueBay of £9 & million for the
bonus deferral programme In connectien
with the move of the London office to new
prermises iz Grosvenor Street, new fixed
assets were purchased for £6 6 million

The cash used for financing activities was
used for the purchase of Own Shares by the
EBT and the SIP for £32 4 million and for the
payment of dwidends of £17 5 million

Returns to shareholders

Tetal share return 1s measured as the change in
value of a share plus the value of the dwvidends
paid, assuming that the dividends are
reinvested in the Company’s shares on the date
on which they were paid For the financial year
to 30 june 2008, this represented a return of
-50 5% This compares o a return on the FISE
250 Finanaals of -25 6% for the same periad
For 1he period from the date of admission of

Business
Review

BlueBay to the Offtaal Lisi of the UK Listing
Authoniy 10 30 June 2008, BlueBay shares
generated a total shareholder return of -22 3%
which compares to a return on the FTSE 250
Financials of -24 2% for the same pericd

Dividends

It 15 the Intention of the Directors to
recommend to the Annual General Meeting
the payment of a final dividend of 4 8 pence
per share to all sharehalders on the register
as at 24 October 2008 This will bnng the
1otal dsadend per share for the financal
year to 8 Q pence per share and represent
cividend payments of approximately

£15 1 mullion or 44 9% of the profit after
tax for the year

Subject to shareholder approval, the dwidend
will be paid on 21 November 2008

Accounting standards and policies

The Board and Audit Committee review

and update, where appropriate, the Group’s
accounting policies and discfosures The
Group's significant accounting policies are
detaled in the Financial Statements section
on pages 62 10 65 The preparation of the
Financial Statements in accordance with

IFRS requires management to exercise its
Judgement in the process of applying the
Groups accounting policies The areas where
a higher degree of jJudgement or complexity
anse or areas where assumptions and
estimates are significant are the valuation
and amortisation of intang:ble assets,
estimating the future habiity for bonuses and
other employee incentive schemes and the
determination of the worldwide provision for
income taxes For further detall refer to page
63 n the Financial Staternents section




1 Hans-Jorg Rudloff
Non-Executive Chairman '3

Hans-Jorg Rudloff, aged 67, was
appointed Chairman of the
Company on 3 July 2001 Hans-
Jorg 1s also Chairman of the
Executive Commuittee of Barclays
Capital He s Vice Charman

of Novartis, 15 a Board member
of Thyssen-Bornemiza Group
and Roseneft QJSC, sits

on the Adwisory Board of
Landeskreditbank Baden-
Wurttemberg and 15 a member
of the Beirat of Energie Baden-
Wuttermnberg

BlueBay Asset Management plc
Annual Report 2008

2 Terence Eccles
Non-Executive, Senor
Independent Director **23°

Terence Eccles, aged 62, was
4ppointed a non-executive
director of the Company upon
listing He 15 currently a non-
executive director of The Paragon
Group of Companies PLC He
was formerly Vice Chairman of
JPMorgan Cazenove, having
previously been Vice Chairman of
Investment Banking at JPMargan
Chase following the merger
between Chase Manhattan and
JPMorgan He started his career
at JPMorgan in 1970 and has
worked in JPMorgan's London,
New York and Hong Kong offices

1 Member of the Nominatign Cammittee

2 Member of the Audit Committee

3 Member of the Remuneration Committee

* Committee Chairman

Board of Directors

Board of
Directors

3 Tom Cross Brown
Non-Executive, Independent
Director 122

Tom Cross Brown aged 60, was
appoinied nan-executive direckor
of the Company upon the
Company’s istng Untl 2003, he
was Chief Executive Officer of
ABN AMRO Asset Management
and prior to joning ABN AMRO
Asset Management in 1937,

he was Chief £xecutive Officer
of Lazard Brothers Asset
Management He s currently
nan-gxecutive Chairman of Pearl
Assurance plc National Provident
Life Limited, NPI Limited, Lendon
uife Limited and Just Retirement
(Holdings) plc e 15 also a non-
executive director of Pearl Group
Lmited and of Arternss Alpha
Trust plc

4 Alan Gibbins
Non-Executive, Independent
Director '2*?

Alan Gibbins, aged 58, was
appointed non-executive director
of the Company on 5 Novernber
2007 He has extensive expenence
of public company reporting

and financial services spanning
35 years with Price Waterhouse
and PncewaterhouseCoopers LLP,
having been a Partner since

1985 and an Audit and Business
Assurance Partner until June
2006 His outside interests
include Membership of Council
and Chairman of the Audit
Committee of Queen Mary,
University of London, and he

is a trustee and the Treasurer

of Emmaus Medway




5 Hugh Wilhs
Chief Executive Officer

Hugh Willis aged 48 15 one of
the co-founders of the Company
and has been a director and
Chief Executive Offrcer of the
Company since inception He
spent cight years at JPMorgan,
latterly as Co-Head of its
European Credit Arbitrage
Group He has subsequently
held senior positions within the
Global Credit Arbitrage Group of
Kleinwort Benson and the Fixed
Incame Management Groups of
both Banca della Swizzera ltahana
(BS1) and Daiwa Securities Trust
and Banking (DSTB), London

6 Mark Poole
Chief Investment Officer

Mark Poole, aged 47, 15 one of
the co-founders of the Company
and has been a director and
Chief Investment Officer of the
Company since inception He
spent several years at Credit
Suisse First Boston and JPMorgan,
latterfy as Co-Head of 1ts European
Credit Arbitrage Group He
subsequently held senior positions
within the Global Credit Arbitrage
Group of Kleinwort Benson and
the Fixed Ircome Management
Groups of both BSI and DSTB

7 Nick Wilhams
Chief Finanaial Officer

Nick Willlams aged 52, was
appomted Chief Finanaial Officer
of the Company in October 2001
and an executive director of the
Company on 1 November 2006
Prior to this he spent 15 years at
Goldman Sachs, latterly as Chief
Finanaal Officer of Goldman
Sachs Asset Management
{Europe) He previously served as
Chief Financial Officer and was
a member of the Management
Committee of Goldman Sachs &
CoBank, Zurich He qualified as
a chartered accouniant with
Ernst & Young

291

8 Alex Khemn
Chief Operating Officer

Alex Khein, aged 39, 15 Chief
Operaung Officer of the
Company with responsibility

for Operations, IT, Risk and
Perfarmance, Treasury and
Structured Products and was
appointed an executive director
of the Company an 1 November
2006 He joined the Company in
June 2004 as Head of Structured
Products before taking up the
role of Chief Operatng Cfficer
in October 2005 Previously he
spent seven years at Morgan
Stanley where he was an
executive director within the
Securnittsed Products Group
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The Directors submit their report together
with the audited Financial Statements for the
year ended 30 lune 2008 The Directors’
respansibikities for prepanng this report are
set out on page 54

Prinaipal acuvities and business review
BlueBay Asset Management plc Is the

parent company of an independent

asset management group which provides
nvesiment management services to
nstitutrions and hugh net worth indwviduals
The Company was admitted to the Official
List of the UK Listing Authority and 1o trading
on the main market of the London Stock
Exchange on 22 November 2006 (" Listing ")

A review of BlueBay’s business during the
financial year 2007-08 likely future
develepments and the infermation which
fulfils the Business Review requirements 1s
contained in the following sections of the
Annual Report, which are incorporated into
the Directors’ Report by reference

=» Chairman’s Statement on page 7

=» Chief Executive's Review on pages 8 to 10

=>» Business Review on pages 13 10 26

-» Risk Management and Internal Control on
pages 4810 51

=» Corporate Respons:bility Report on pages
52 and 53

= Disclosure of informaticn to auditors an
page 54

Results and dividends

The profit after 1ax attnibutable to

equity holders for the year ended 30 June
2008 amounted ta £33 6 millien (2007
£35 2 millign)

The Directors recammend a finat dividend

of 4 § pence per ordinary share Subject

to shareholder approval at the AGM

the proposed dvidend will be paid on

21 November 2008 1o shareholders on the
register on 24 October 2008, the ex-cvidend
date being 22 October 2008

Directors’ Report

Buring the finanoal year, the Company
paid £17 5 mullion (2007 £14 4 milhon) in
dividends 1o shareholders on the register

Annual General Meeting

The Company's AGM will be held at 11 00 am
on Friday, 14 November 2008 at Sofitel 5t
lames, & Waterloo Place, London SW1Y 4AN

Caputal structure

At 30 June 2008, the Company had i1ssued
share capital of 192 965,962 (2007

190 372,500}

A total of 2,593,462 shares were 1ssued
during the period in order to satisfy the
Company’s obhigations to holders under the
Unapproved Share Optien Plan

in the pericd between year-end and the
pubhcation of this report, a further 250,000
shares were allotted under the Unapproved
Share Option Plan

The Campany does not anticipate an increase
n 1ts 1ssued share capital except to the extent
required to satisfy the exerose of remaining
options under the Unapproved Share Option
Plan Information relating to the number of
shares over which options remain unexercised
can be found on page 80

Apart from shares awarded under the
Company's various employee incentive
schemes and the statutory elements allowing
the Directors to refuse to regester a transfer,
ordinanly or otherwsse, there are no
restnciions or imitations ptaced on the shares
with regard to transferabilty or voting rnghts
Vouing deadlines for the Company s shares
are determined by provisions 1n the Arucles
which meet the requirements of the
Comparies Act 2006 The Company IS

not aware of any agreements between
shareholders that would inhibit the transfer
of its shares

As at the date of this report, the Company
has an unexpired authonty from the 2007
Annual General Meeting Lo purchase own
shares up to a maximum of 19,041,000
ordinary shares

Directors
Report

Own shares

Dunng the year, the number of cwn shares
purchased by employee trusts was 9,029,426
(2007 762,194), at a cost of £31 4 miihon
{2007 £0 3 millon) A further 119,036
(2007 23,061) shares forfeited by employees
were transferred 1o the employee trust, at

na cost (2007 nil} Under the operation of
the Share Incentive Plan, the Group also
purchased 337,453 (2007 300,000) shares
at a cost of £1 0 milion (2007 £0 3 mulkon)
The Group sold 79,268 (2007 38,517) shares
1o employees as Partnership Shares, realising
proceeds of £214,000 (2007 £155,000)
Own shares are hekd by employee trusts and
share incentive plans for the purposes of
satisfying certain equity-based awards

Addtionally, the Group purchased a further
2,912 206 shares at a cost of £5,948,592 n
the period between the end of the financial
year and the date of this report The shares
were purchased with a view 1o the usual
annual awards and offers made to employees
under the vanous share schemes operated by
1he Group

The Group also holds own shares through its
arrangements with a number of employees
who have subscribed for shares which have
not vested unconditionally Under the terms
of each subscnption, the shares are held in a
nomminee account on behalf of each employee
until such shares are no longer subject to
forferiture The number of own shares held
under such arrangements as at 30 June

2008 was 52,395,569 (2007 69,587,000
Shares allocated to employees under these
arrangements carry the same voting and
financial nghts as those held by ordinary
shareholders however, restrictions are
placed on the disposal of shares in
accordance with the rules of the respective
plans Further provisions are also made in the
plan rules 1n the event of a change of control
of the Company




The Trustees of the Company's incentive
plans may hold unallocated shares at any
gwven ume either as a result of forfeitures or
purchases in the market made with a view
to future award requirements Entitlement to
dnadends s walved In respect of these shares
furthermare, the Company does not 1ssue
the Trusiees with any voting instructions in
relation to these unallocated shares

Substantial shareholdings

As at 1 September 2008, the {ollowing voting
interests In the ordinary share capital of the
Company, disclosable under the Bisclosure
and Transparency Rules of the FSA had been
notified 1o the Company being that of
Pershing Nominees Limited 40 69%,

Strand Nominees Limited 20 70% Shinse:
Bank, timited 5 18%, Lebman Brathers
tnternational 4 92 %, Janus Capital
Management LLC 4 89% and Artemis
Investment Management Lid (UK} 3 38%

Pershing Nominees Lirmited holds the shares
as nominee In relation to certain of the
Company’s employee benefit schemes and
within this holding two employees of the
Company, Gina Germano and Alberto
Francion each have disclosable interests

in 3 11% and 3 15% respectively of the
ordinary share capital Interests of the
Directors, including options, are set out In
the Remuneration Report on pages 40 to 47

There have been no changes in the Directors’
share interests between 30 June 2008 and
the date of this report

Durectors

During the penod one new non-executive
director was appointed Alan Gibbins joined
the Board ¢n 5 Novemnber 2007

The appointment and termination of directors
1s governed by the Articles of the Company
tn compliance with the refevant legislation

The Directors of the Company are
empowered to exercse all the powers of
directars as vested in them by both the
Articles and apphcable legislation

The appointments of the non-executive
directors are terminable without entitlement
to compensation (and without notice, IN
accordance with the Artides of the Company}
Service agreements are In pface between
the Group and the executive directors The
agreements do not have a fixed-term, but
provide for termsnation an the expiry of not
less than nine months notice by either party
The agreements contain no contractual
entitlement for the executive directors to be
paid any fixed amount of bonus or any fixed
provision for termination compensation

None of the group companies are party
to any significant contracts directly with
major shareholders or directors, or in
contracts in which these parties may have
a matenal interest

EXl

Retrement and re-election of directors
At the 2007 AGM, being the first opportunity
since the Company s shares were listed on the
London Stock Exchange, Hans-Jorg Rudloff,
Terence Eccles, Tom Cross Brown, Hugh
Wilhs, Mark Poole, Nick Williams and
Alexander Khein all resigned and being
eligible offered themselves for re-election

Each year one-third of the directors will be
required to retire by rotation with no more
than a three-year period between each re-
election i keeping with the Combined Code
2006 ("the Code®) Any director with more
than nine years’ service will be subject to
annual re-election as faid aut in the Articles
of the Company

At the 2008 AGM, Hans-lorg Rudioff, Alan
Gibbins, Hugh Wills and Mark Poole will
offer themselves far re-election using the
prescibed rotation of directors for resignation
The third of directors required to retire excludes
Alan Gibbins who will stand for re-election
for the first ime since his appointment

The names and biographical details of the
Directors of the Company are given on
pages 2810 29 As at 30 June 2008, the
Board comprised four executive directors and
four non-executive directors {induding the
Chairman} There have been no changes to
the composition of the Board since that date
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Directors” interests and indemnity
arrangements

At no time during the year did any director
hold a matenal interest in any contract of
significance with the Company or any of

Its subsidiary undertakings other than senvice
agreements between each executive director
and the Company and letters of engagement
between each non-executive director and
the Company

The Company maintains appropriate directors
and officers hability insurance and has
entered inta a deed poll of indemnity In
favour of the executive and non-executive
directors The Directors also have the benefit
of the indemnity prowision in the Company’s
Arucles of Assocation These prowisions,
which are qualifying third party indemnity
provisions as defined by s 309A of the
Company Act 1985, were in force throughout
the year and are currently in force Detalls of
Directors’ rernuneration and interests in the
shares of the Company are set out in the
Remuneration Report

Company Secretary

James Brace, the Company's General
Counsel, was apponted as Company
Secretary on 13 July 2007 The position was
previously held by Nick Wilhlams, executive
director and Chief Financial Officer

BlueBay Asset Management pic
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Auditors

PricewaterhouseCoopers LLP {"PwC ") have
indrcated therr willingness to conunue In
office and a resolution will be proposed at
the AGM to reappoint them as auditors of
the Group and Company and to authorise
the Directors to deterrnine their remuneration
for the current year

Employees

The Company 15 an equal opportunities
employer and treats no job applicant or
employee on less favourable terms than
any other

The Company operates on the basis that
disabled people whether registered or not,
recewe full and farr consideration for all

Job vacancies far which they are suitable
apphcants All reasonable adjustments to
accommodate newly appointed disabled
employees and employees who become
disabled dunng their employment with the
Group, are considered 30 as to enable them
to conuinue in their current roles

Directors’ Report wntinued

Directors Report
& Coerporate Governange Report

Political and chantable donations
Detalls of the Group's charitable donations
In the year are included in the Corporate
Respansibility Report set aut cn page 53

No political donations or contnbutions were
made or expenditure incurred by the Group
durnng the year (2007 nil)

Credit payment policy

It 15 the Group and Company policy 1o
haneur all of 1ts contractual commitments
and this includes paying suppliers according
to agreed terms Average creditor days at
30 June 2008 were five days (Group four
days) (2007 nine days, Group eight days)

for and on behalf of the Board

James Brace
Company Secretary

18 Septernber 2008




The Board is accountable to the Company's
shareholders for sound corporate governance
and 1s commutted to ensunng the integnty of
the business, mantaining its ethical standards
and continuing the high degree of
professionalism across the Company

The past two financial years have seen
significant changes in both the Group's
capital structure and Board membership On
22 Navember 2006 the Company's ordinary
shares were admitted to trading on the
main market of the London Stock Exchange
following a process of consohdation of the
four different classes of shares previously
1ssued by the Company In addition, the
composition of the private company Board
was reviewed and brought into line with the
applicable requirements fallowing the Listing
Two executive directors, Nick Williams, Chief
Financiat Officer, and Alex Khein, Chief
Gperating Officer, were appointed to the
Board on 1 November 2006 prior to tisting
and two of the lang standing directors,
Roger Jenkins and Mark Militello wha were
respectively the representative directors for
Barclays Bank PLC and Shinser Bank, Limited,
resigned on the same date The new
independent non-executive directors,
Terence £ccles and Tom Cross Brown joined
the Board at the time of Listing and a further
independent non-executive director, Alan
Gibbins, was invited to join the Board In
Novernber 2007 These non-executive
directors formed the core of the newly
created principal Board commitiees wiich
were brought inta existence at the time of
the Listing These committees have naow
completed their first full finanaal year of
business and report back on those actwities
later in this report Hans-Jarg Rudloff
rema:ned as Chasrman throughout the
pencd of transition

During the course of 2006, the Financial
Reporting Council 1ssued an updated version
of the Combined Code (“the Code") which
became apphicable to accounting periods
beginming on or after 1 November 2006

This 1s the first year the Company will report
agamnst the provisions of the 2006 Code The
Directors consider that the Group has applied
the principles of the Combined Code 2006
("the Code"} throughout the reporting
penod and outline below how the provisions
have been complied with, where they have
not been fully met and why this is the case

The role of the Board

The Board 1s collectively responsible to
sharenalders for creating and delvering
sustainable long-term shareholder value
through strong leadership, financial
performance and the approval of the
Company’s strategic objectives it s also
responsible for ensuring that adeguate
resottrees are made avallable 1o make certain
that these objectives are met and for ensuring
that management maintains systems of
internal control which provide assurance of
effective and efficient operations, strong
internal financiat controls and comphance
with apphicable law and regulations

The executive directors are responsible for
developing the business, day-to-day operations
and delivering performance according to the
strategic objectives established by the Board
as a whole To the development of these
activities, the non-executive directors bring
objectivity and constructive debate

Corporate Governance

Report

The Board has a format schedule of matters
reserved for 1ts decision This is reviewed
annually and amended accardingly The
schedule includes 1items such as

< the approval of the mtenm, preliminary
and annual report and accounts,

=» any matenal changes to the Company’s
overall commercial strategy and business
plan

= any major Group re-organisations or
changes in the control structure,

- setting the nisk management and internal
control palicses for the Group

=> consideration of any increases in
borrowings beyond the Imits previously
adopted

= determining the dividend policy,

= constderauon of any appointment to or
removal from the Board, including the
selection of Charman Servor
Independent Director and Chief Executive,
membership of Board commuttees and
then respecuve chairmen on
recommendatien by the Nomination
Committee, and

=» delegation of the Board s powers as well
ds the assessment of its performance

The Board fulfils its duties 1o the Company's
shareholders by means of direct intervention
or by delegating 1ts responsibiliues to the
principal comrmuttees of the Board These are
the Audit, Remuneration and Nomination
Committees More detalled reports on the
activities of each committee can be found on
pages 38 to 39, 40 to 47 and 37 respectively

The Company Secretary 15 respansible for
ensuring Board procedures are followed

331
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The Composition of the Board

As at 30 June 2008, the Board comprnised
four non-executive directors, including the
Chairman, and four executive directors

The Board considers its size both suitable
and appropnate for the effective cantrol and
conduct of the business as well as the stage
of development of the Company The Board
recognises that it 1s not fully comphiant

with the Combined Code in regards to the
recommended composition of the Board

in terms of the number of iIndependent
directors but rematns confident that the
strength of its independent nen-executive
directars 1s sufficient 1o ensure that no
indmdual ar small group can dominate the
Board's decisicn-making The composition of
the Boart as outlined above was the position
throughout the peniod Profiles of the
Directors can be found on pages 28 and 29

Terence Eccles s the Company's senior
independent director and wds appomnted to
the Board in November 2006 He 1s avallable
to shareholders if they have concerns which
have not or cannot be resclved through
normal channels with the Chairman or Chief
Executive The semior independent director

15 responsible for leading the performance
review of the Chairman

Apart from the Chairman, the Board considers
all three of the remaining non-executive
directors, namely Terence Eccles, Tom Cross
Brown and Alan Gibhins to be independent

The Company expects a high level of
constructive input and inteiligent questioning
from its non-executive directors Where
Directors have concerns that cannot be
resolved about the runming of the Company,
these are recorded In the minutes as a matter
of Board practice

The Chairman s other significant
commitments are described in thes report
under the Board of Directors on page 28
There have been no matenal changes to such
commitments during the period and these
commitments are not considered to impact
on his duties The Company 1s aware of the
external commitments of the independent

Asset Management plc
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non-execuive direciors and does not belreve
that these impinge upan ther duties to
the Company

Chairrman and Chief Executive

The rales of Chairman and Chief Executive
are distinct and separate The Chatrman,
Hans-Jorg Rudloff, has been chairman of the
Company since July 2001 and 1s responsible
for leading the Board and ensuring its
effectiveness The role of Chief Executive is
held by Hugh Willis, one of the co-founders
of the Company, who has been a director
and the Chief Executive since ats inception in
2001 He s responsible for the executive
management of the Company which includes
the formulation of the Company's strategy for
bulding shareholder value over the long-term

Operation of the Board

The Board held eight meetings during the
year ended 30 June 2008 The Board s
callectively respansible for setting its own
agenda At each Board meeting the Chief
Executive generally provides a review of the
business and its performance and the Chief
Financial Officer, a review of the financial
posiuon of the Company The range of topics
discussed during the pertod under review
included, for example, the strategic
development of the Company, the approval
and review of new business, regulatory and
comphiance matters, the approval of the
Intenm Financial Statements as well as
corporate governance Issues and discussion
of the resourcing and administrative issues of
the Company

Attendance at the Board meetings 1s set out
in the table below

Meetings attended

Hans-Jorg Rudloff 748
Terence Eccles 7/8
Tom Cross 8rown 8/8
Alan Gibhins* 5/5
Hugh Willis 7/8
Mark Poole /8
Nick Williams 8/8
Alex Khein &/8

*Alan Gibbins joined the Board on 5 November 2007

Corporate Governance

Re pO rt continued
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Any Director who was unable to attend

a Board meeting received appropriate
and umely informaton in advance of the
meeting in order that their views could be
taken into consideration

Information to the Board !
The Chairman, with the assistance of the
Caompany Secretary, 1s responsible for
ensuring that the Directors receive accurate
urnely and clear information on all relevant
matters In additon to the regular Board

and Commuttee packs, Directors receve
detaled monthly updates on the financial
performance of the Group, its Assets under
Management and portfolic and fund
performances Directors recewve copies of

the minutes to princtpal Committee meetings
and copies of proposed press releases relating
to the financial performance of the Group
for review and cormment before publication
Updates to comphance and regulatory
matters are ¢lso provided to Directors

On appointment to the Board, Company

marketing hterature and financial reports

are made avallable to new directors Given

the skill and expenence of the Company's

nan-execuive directors, the Board believes

1t @ matter best left to the discretion of each

indidual Director 1o determine general

training requirements, except where such

weaknesses have been identified during the

annual Board performance evaluation The

Company aims to make available to Direciors

the vanious programmes of training offered |

by many of its adwvisers |
i

All Directors have access to the adwice and
services of the Company Secretary and may
seek iIndependent professional advice (f
necessary, at the Company's expense

The appointment and remaval ¢f the
Company Secrelary 1s 4 madtter for the Board
as a whele, following recommendation of the
Nomination Committee




Chairman's Committee

The Chairman met with the nan-executive
directors without the presence of the executive
directors durning the reporting penod

Board Committees

The Board formally delegates certain
responsibilities to Commuitees by way

of writen Terms of Reference The three
prinapal Commuttees are the Audit,
Rermuneration and Nom:nation Committees
Details of each princtpal Committee,

its membership and Terms of Reference

are summarised on the following pages
together with details of significant activities
undertaken during the year The Directors
recewe copres of the minutes to all the
principal Committee meetings

Board performance

An annual performance review was
conducted evaluating the effectiveness of
the Board and 1ts Committees The review
covered aspects such as the Board and
Commuttee performance throughout the
peniod, the indwidual performance of each
Director, including the respective Chairmen,
and whether each had contributed sufficient
time and brought a suitable mix of
knowledge and skills in arder for the Board
and its Commuttees to fulfit their duties

The process included a review of the
performance of the Board as a whole, of
each of the Directors led by the Chairman,
an evaluation of the performance of the
Chairman, led by the senior independent
director and of each of the Audit, Nomination
and Remuneration Cormmmittees with therr
respective Chairmen

The appraisals were canducted making use
of taillored guestionnaires which covered a
number of wade ranging 1ssues followed by
vanous combinations of face to face meetings
Each year prior to the commencement of the
review, consideration is given as to whether
this method cantinues to be effective and
add value to the evaluaton Any action points
stemming from the process are passed to

the Company Secretary to action

Hawing completed the review, the Board

15 confident that 1t conunues to operate
effectively and the Company benefits

both from having the abjectiveress brought
by each non-executive director and the
leadership of the executive directors

The Board views the annual performance
evaluation as a highly useful togl v ensunng
the ongoing effectiveness of the Board

and assisting it i determining 1If the nght
balance of skills s brought 1o the oversight
of the Company

The Nomination Committee, in making
recommendations 1o the Board in respect of
Directors for re-election, makes use of the
feedback from the review process to assist 1t
in evaluating the performance of Directors
due for re-election

Shareholder relations

puring the year, the Chief Executive, the
Chief Finanaal Officer and the Chief Operating
Officer met and made presentations 1o
nstitutional investors, analysts and prospective
shareholders Feedback from these meetings
was given to the Board The senior independent
director 15 also avallable to meet major
shareholders if requested The Drrectors,

with the assistance of the Company Secretary,
ensure that alt appropnate communicat:ons
are released to the London Stock Exchange
and shareholders

The Company maintains a corporate webstte
www bluebayinvest com which contains a
wide range of information on the Company,
tncluding regulatory announcements and
pubhished financial information and also
details on the net asset values of the funds it
manages, as well as contact details for both
the Company's registrars and for queries
submitted directly 1o the Company

The AGM s due to be held on 14 November
2008 and the Board and Chairman of each
of the principal Committees welcome the
cpportunity to answer questions put forward
tc them by shareholders of the Company
The Annual Report and Accounts and the
notice of the AGM will be sent 10 shareholders
at least 20 working days pnor to the date of
the meeting




Re-election

On recommendation of the Nomination
Committee following the annuat performance
review, the Board confirms that the Cirectors
subject te re-election at the 2008 AGM,
namely Hans-jorg Rudlodf, Alan Gibbmns,
Hugh Willis and Mark Poole continue to
perform their duties effectively and
demanstrate cormmitment to their respective
roles The Board will recommend the
re-election of the Directors named above at
the AGM 10 be held on 14 November 2008

Going toncern

The Directors are satisfied that the Group
and Company have adequate resaurces to
continue in operational existence for the
foreseeable future and accordingly continue
1o adopt the going concern basis in preparmg
the Financial Statements

Internal control

The Board has overall responstbility for

the Group's systemns of internal control and
nsk management, although responsibility
for designing, operating and maintaining
the framewark of control and mitigation

15 delegated to management Both the
Board and management recogrise that the
framework mitigates the nsk asscoated with
the Group’s activities rather than eliminating
it and can objecively prowide reasonable but
not abselute assurance against matenal
misstatement or loss
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Strategic decisions relating to sk
management and internal conirol are
embedded in the matters reserved for
consideratior: by the Board In overseeing
these functians, the Board has delegated some
of these actmties to the Audit Committee

The Committee annually conducts a review

of the effectiveness of the procedures in place
and seeks assurances from management that
the system s fit for purpose The identification,
evaluation and management of these nisks 15
an ongotng process and has been in place
throughout the pened and up to the date of
this report In instances where the review
process highlights any falling or weaknesses,
suitable remedial action 15 taken

The Audit Committee and Baard review,
at least annually, the effeciiveness of the
controls in place in accordance with the

Turnbull guidance 2005

Further informatien on the nsk management
and internal control framewaork can be found
in the Risk Management and Internal Control
Report on pages 48 to 51

Whustle-blowing measures

In accordance with the FSA rules the
Company has had a whistle-blowing policy in
place for a number of years This enables staft
to raise cancerns about possible iImproprietses
relating 1o the Company’s operations The
Code recommends that the Audit Commitiee
should review the adeguacy of the Company’s
whistle-blowing arrangements The review
was conducted duning the 2007/08 financal
year and again in the pencd between the
year-end and publication of the 2008 Annual
Report and Accounts

The pelicy was considered to meet current
market practice in this area and no changes
were recommended

Corporate Governance
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Regulation

The Company 15 authonsed and regulated
in the United Kingdom by the FSA The
Company s registered as an investment
adwisor with the US Secunties and Exchange
Commussion To facilitate the actvities of the
Company’s operauon m Japan, one of the
Company s subsidiaries, BlueBay Asset
Management Japan Limited, is registered
with the relevant authonty in that country,
the Financial Senaces Agency

The Company also provides financial services
{but does not have a physical presence) In
the various EU states but as these services
are provided on a cross-border basis and the
Company does not have a physical presence
in an EU state ather than the UK, it 1s enly
subject to the rules of these various EU
states ta a imited degree having obtained
the appropnate European investment
services “passport” This passport derives
from the pan-European regime established
by the Markets in Financial tnstruments
Directive ("MIFID"}

The Company 15 the Promoter, Investment
Manager and Prnapal Sales Agent of the
BlueBay Funds (a Luxembourg incorporated
entity) that is subject to supervision by the
Commussion de Surveillance du Secteur
Financier in Luxembourg

The Board 1s committed to achieving and
buitding on the high standards of corporate
governance adopted following Listing

For and on behalf of the Board

James Brace
Company Secretary

18 Septernber 2008




This Normination Comemittee Report sets out
the role of the Nomination Commuttee, its
membership and what 1t considered during
the year

Role of the Committee

The purpose of the Normination Commitiee
15 to consider and make recommendations
to the Board concerning its composition,
proposed appoiniees and whether any
vacances that may anse should be filled

The principal duties of the Normunation
Commuttee indude the following

=> to review regularly the structure size
and composition of the Board and make
recommendaticns to the Board with
regard to any changes,

= to identify, nominate and recommend for
the approval of the Board, appropnate
candidates to fill Board vacancies as and
when they anse,

< o evaluate the balance of skills,
knowledge and expenence on the Board
and in hght of this evaluation, prepare
a description of the rofe and capabihities
required for a particular appointment,

= 1o satisfy itself with regard to succession
planring that processes and plans are
in ptace with regard to both Board and
Senior management appointments,

> to review annually the time required to
fulfil the role of the Chawman, senior
independent director and each non-
executive directar and 10 use performance
evaluation to assess whether each non-
exeCUtive director has devoted sufficient
time to their duties,

"> to recommend the re-electton {or not) by
shareholders of any Director under the
retirement and re-election provisions in
the Company's Articles of Association,

=» to make a statement in the Annual Repoart
about its activistes and the process used
for appontmentis,

=» to make availabe its Terms of Reference
upon request and display them on the
Company’s website, and

= to ensure that on appointment to the
Board, non-executive directors receive
formal written terms of appointment

Camposition of the Committee

The Nomination Commettee comprnises the
nan-executive directors, Terence Eccles, as
Chawman, Hans-Jorg Rudloff, Tom Cross
Brown and Alan Gibbins The Commttee
Chairman wall attend the 2008 AGM and
be able to respond o any quenes raised
regarding the activities of the Cornmittee

Meetings

The Committee met four times dunng the
financial year Attendance detalls are tablted
below

Meetings attended

Hans-Jorg Rudloff 4/4
Terenice Eccles 3/4
Tom Cross Brown 474
Alan Giohins 1t

Alan Gibhins joined the Comimittee cn
5 Novernber 2007 following his appointrnent
to the Board

The Commuttee regularly inwites the Chuef
Executive Officer and Chief Financial Officer
to attend 1ts meetings

The Commuttee has written Terms of
Reference which are avalable for inspection
on the Company’s website The Terms are
reviewed on an annual basis both by the
Committee and the Board as a whole

Report of the Committee’s activities
Durng the reparting perod, the Committee
fulfilled 1ts duties as outlined below

= undertook a ngoraus review of the
composition and structure of the Board
and 1ts Committee, giving constderation to
the skills and knowledge of the current
members and the time required by each to
fulfil thesr duties,

=» made recommendations 1o the Board for
re-election of Directors at the 2007 AGM

Nomination Committee

Report

= gave consideration 1o the apponiment of
the Company Secretary dunng the penod,
an 13 July 2007, James Brace, General
Counsel was appointed as Company
Secreiary The role had previously been
held by Nick Williarns, CFOQ,

- played a pivotal role in the selection and
appontment of an additional Independent
non-executive director, Alan Gibbins
was appointed to the Board in November
2007 following a careful selecuion process
spannming several months During the
process the Commuttee explored a number
af recrutment alternatives which resulted
in a shorthst of sutable candidates being
identifted Face-to-face meetings were
arranged with the Chairman, senior
independent director and a combination
of executive and non-executive directors
On completion of the meetings, the
Committee and Board receved feedback
from all relevant paruies which assisted
thern in raking their fingl decision
It was not considered necessary to utlise
an external search consullancy or open
advertsing in order to fill this appointment,
and

= the Cornmittee also reviewed the relevant
sections of the Report and Accounts prior
to puidlication

Support to the Commttee

When required, the Committee recewves
infermation from semor management,

and external adwisors, to enable 1t to carry out
11s duties and responsibilives effectively

The Company Secretary 15 the Secretary of
the Committee and hss services are available
to the Commuttee Chairman
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This Audit Commiitee Report sets out the
role of the Audit Commuttee, its membership
and what it considered during the year

Role of the Commttee

The Board has delegated to the Committee
responsipility for averseeing the financial
reporting and internal control of the

Greup and for maintaming an appropnate
relationship wath the Group's auditors The
main role of the Cornmittee 15 to encourage
and safeguard the highest standards of
financtal reporting integnty. nsk management
and internal control

In daing this the principal responsibilities of
the Committee include

=> reviewing the form, content and integrity
of the Group and Company Financial
Staternents,

=» monitoring and reviewing the
effectiveness of the external and internal
audit functions,

=>» recommending to the Board the
appointment, reappointment or removal
of the externat auditor,

=» recommending o the Board the
appointment, reappointment or removal
of the internal auditors,

=> reviewing the adequacy and effectiveness
of the Group's internal controls and nisk
management systerns, and

=» ensuning that suitable procedures are In
place for employees 10 raise concerns
about improprieties In matters pertaining
to any area of operation withun the
Company

Audit Committee
Report

BlueBay Asset Management plc
Annuat Report 2008

Composition of the Committee

The Committee is chared by Alan Gibbins,
who was appointed on 5 Novernber 2007
His biography, and that of the ather members
of the Commuttee can be found on page 28
of this report Alan Gibbins will make himself
avallable at the 2008 AGM to answer any
questions relating to the Commitiee and its
activities In addition, he will offer himself for
re-clection at the same shareholders’
meeting

As at 30 June 2008, the Committee was
comprised sclely of the independent non-
executive directors, Alan Gibbins, Terence
£ccles and Tom Cross Brown

The Board 15 satisfied that at least one
member of the Commitiee has recent and
relevant financial expenence

The Commuttee has written Terms of
Reference which are reviewed annually by
bath the Commitiee itself and the Boarc
as a whaole The Terms are availlable an the
Company’'s website

At the beginming of the period owing to the
recent Lisuing and substantial re-organisation
within the Company 1t had been decided
that the Chatrman, Hans-Jorg Rudleff, be

a member of the Cormmittee in order to
provide continuity between the pre and
post-Listing Board structures In view of

the progress made by the Company and in
conformity with the Code, the Chairman
stood down from the Audit Committee

on i4 September 2007 Tom Cross Brown
futfilled the role of Chairman of the
Commuttee pnior to Alan Gibbins’
appointment i Novernber 2007

Audit Commuttee
Report

Meetings

The Committee met seven times during the
financial year and snvited the Chairman, Chief
Executive Officer, Chief Finanaal Officer,
Chief Operating Officer, General Counsel,
Comphance Officer and senior members of
both the internal and external auditors to
attend several of the meetings The Commitiee
met with each of the internal and external
auditors on two separate occasions withaut ,
the presence of any executive directors or
other senior managernent employees
Attendance by directors 15 indicated tn the
table below

Meetings attended
Hans-jarg Rudloff

1/1

Terence Eccles 6/7
Tom Cross Brown 7
Alan Gibbins 4/4

The minutes of each Committee meeting are
arculated to all Badrd mernbers




Report of the Committee's activities
Dunng the year the Audit Commuttee
discharged 1ts responsibilities as set out In its
Terms of Reference by undertaking the
following work

= meetng prior to the release of the Group's
finanaial information, including the
Annual and Intenm Reports, and each of
the Intenm Management Statements In
crder to review the content, thereby also
considening the suitabiity of the
accounting policies and reviewing any
reporting i1ssues or areas of judgement
apphed i compiling the statements,

=> reviewing the annual report disclosures on
items relevant to the Committee

=< appainting KPMG 1o provide internal audit
services to the Company,

2 agreeing the engagement letter of the
mnternal auditors, as well as evaluatng
their performance cver the engagement
peried

2 reviewing the internal audit plan for the
period and recewving regular updates
thereon,

2 considenng the current internal auditors
for reappointment based on their
perfarmance,

= reviewing the Company’s whistle-blowing
procedures,

= reviewing the scope and nature of the
external audit with the auditors prior to
the commencement of the audit, as well
as receiving the auditors’ engagement
letter and agreeing the relevant fees,

2 evaluaiing the continued independence
of the external audntors with a view to
recommending {or not} therr continued
apporntment,

= receving regular reports from the
Compliance Officer in relation to the
Company’s compliance with relevant
regulation,

< reviewing the effectiveness of the internal
control and risk management procedures
In accordance with the Turnbull guidance
2005,

=> reviewing and approving the AAF Q1/06,
and

-» receiving updates on the development of
MIFID and the Company's processes for
ensuring complhance, as well as receving
feedback on progress with implementing
the new standards

Neon-audit services and auditor
independence

The Committee monitars the level of
non-audit work carned out by the external
auditors and seeks assurances from the
auditors that they and therr staff have no
family, financial employment, investment
or business relationship with the Company
cutside of the narmal course of business
Furthermore, the Committee also seeks
assurances thal the audiors themselves
maintain sustable policies and processes
ensunng wmdependence and monitoring
complance with the relevant regulatory
requirements on an annual basis

The Company operates on the basis whereby
the provision of non-audit services by the
auditor 1s permissible where no conflict of
Interest anises, where the independence of
the auditors ts not likely to be impinged by
undertaking the wark and the quality and
abjectmity of both the non-audit work and
audit work will not be compromised

The Commitiee further considered the
rezppoiniment of PwC as auditors, taking into
account the results of the auditor assessment
process, the quality of work undertaken

and the level of audit fees The Comrmitiee
conduded that it was appropriate to
recommend the reappointment of the
auditors and that this recommendation be put
to the shareholders at the AGM in Novernber

The Cammuttee 15 satisfied that the external
auditors remain independent

Support to the Committee

The Cammittee received information and
support from management dunng the year
to enable 1t to carry out its duties and
responsivilities effectively The Committee
Chairman met regularly with the Chief
Financial Officer and was avallable in the
event that either the internal or external
auditors wished to meet with the Chairman
outside of the scheduled Committee
meetings Nc such meetings were requested

As with the Nomination Commutiee, the
Company Secretary 15 Secretary to the
Committes



This Remuneration Report sets out the
Company’s overall remuneration policy

and gives details of the compensation
arrangements for executive and non-
executive directors for the penod from 1 fuly
2007 10 30 June 2008 It also sets out the
membership of the Remuneration Committee
("the Commuittee”) and its role and remt
The report has been prepared on behalf of
the Board and will be put to an advisory vote
of the Company’s shareholders at the AGM
to be held on 14 November 2008

Compaosition of the Committee

The members of the Committee during the
2008 financial year were Terence Eccles
{Committee Chaiwman) Hans-Jorg Rudlofi
and Tom Cross Brown In addivon, Alan
Giblins was appointed to the Commuitee
on 5 November 2007

Role of Committee

The rote of the Committee 1s to review

and approve the remuneration philosophy
and policies of the Company It 1s responsible
for setting the remuneration of all executive
directors and for determining the level

and structure of remuneration for

senior employees

Meetings

During the financial year, the Committee met
on two occasions, with all members attending
both meetings Other regular attendees

who attended by invitation were Hugh Willis
(CED), Nick Wilhams {CFQ), Alex Khein {COC)
and Natalie Godfrey (Head of Human
Rescurces) tn addition our corporate broker
from Credit Suisse attended cne meeting

No executive directors were present during
meetings at which their remuneration was
deterrmined and approved

Support to the Commsttee

The Committee has retained the services of
and considered adwice from Herbert Smith
LLP and PwC in relation to remuneration
matters The Company I1s again partipating
In PwC’s Investment Management Reward
Survey and will also be partiapating in the
Mclagan's Hedge Fund survey
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Remuneration Policy

The Company s key assets are its employees
and as such the Campany's objective I1s 1o
operate an appropriately tadored remuneration
pohcy which s Binked to the attanment of a
combination of ingmdual, team and corporate
goals We have adopted the following
principles in designing the Company’s
remuneration strategy

= In order to align the interests of employees
and shareholders we have adopted a goal
of universal employee share ownership

=>» We aim to prowide 2 high proportion of
total compensation in the form of vanable
compensation n either cash, deferred
bonuses or both

=» We do not believe 1t I1s appropriate to
establish any maxmum percentage of
salary payable by way of banus

=> We seek to limit the growth In fixed
compensation by operating a salary cap
of £100,000 per annum which applies
to all the executive directors and almost
all employees

=» Limited benefits schernes are made
avatlable to employees on a fully
contributory basis only

We recogrise the need to operate market
competitive and finanaally prudent
remuneration arrangements We have
reviewed the market positioning and
cffectiveness of the executive directors
reward packages and have considered
benchmarking data comparing therr
arrangements against those of ather
executive directors operating in similar
businesses The benchmarking data
included compensation mix, retention value,
probability analysis of different levels of
pay out and volatihity of pay out

Remuneration Report

Remuneration
Raport

Key developments in the finanaal year

= for the 2007 annual compensaticn round,
the Committee extended the bonus
deferral into BlueBay funds programme
to a wader group of employees Under thus
programme, 3 proportion of each banus
In excess of a given threshold was awarded
on a deferred basis and invested :n shares
of funds managed by the Company The
fund shares vest over a three year penod
Vesting 1s not conditional en meeting
pre-set performance cntena However
ihe shares may be forferted on resignation
or termination of employment For
executive directors (and certam higher
paid employees), the deferral rate was
increased from 33 3% to 40% wath the
entitferment vesting at the end of the
three year period

=» In a change 1o the annual bonus awards
for the bonus year 2006, saome 2007 bonus
awards were made in the form of shares in
BlueBay Asset Management plc under the
Restricted Share Award Scheme introduced
in 2006 The vesting period s over five
years with vesting in 25% tranches on each
dnniversary beginning with the second
annversary of the award Vesting 1s not
conditional on meeting pre-set performance
cnteria However, un-vested plc shares may
be forfeited on resignation or termination
of employment These terms mirrar the
terms of the awards of shares to new
Joiners wnder the Restricted Share Award
Scheme No executive directors receved
deferred bonus awards over BlueBay Asset
Management plc shares and no new
BlueBay Asset Management plc shares
were issued or transferred from treasury

=» In addition recognising the need to
retain key talent, the Company deemed
it approprate {o make a certain number
of retention awards These awards were
made 1n the form of shares in BlueBay Asset
Management plc under the Restricted Share
Award Scheme outiined above

Figure 5 Executive directors’ 2007
cafendar year total bonus

Total Bonus

-

1 Hugh Willis £3 298 000
2 Mark Poole £3,298 000
3 Nick Wilhams £682 000
4 Alex Khein £1 875000

Saurce BlueBay Asset Management plc



Please refer to section s) of the significant
accounting palicies on page 64 for further
details on the accounting treatment of these
compensaton schemes

Service Agreements

The executive directors’ service agreements
are dated 22 November 2006 and do not
have a fixed-term but provide for termination
on the expiry of not less than nine months'’
notice by either party The service agreements
contain no contractual entitlement for the
executive directors to be paid any fixed
amount or bonus for termination
compensation

During the year to 30 fune 2008, Nick
Williams held directorships in severa) of the
funds with which the Company has
Investment managemeni agreements and for
which the night to rermuneration was waived

Non-executive directors are appointed by the
Board Hans-lorg Rudlofi, Terence Eccles,
Tom Cross Brown and Alan Gibbins have all
entered inte letiers of appointment with the
Company The appoititments of the non-
executive directors are termmable without
contractual entitlement to compensation
(and without notice, In accerdance with

the Articles of the Company) although 1t1s
envisaged that the appomntments will be

for an inital term of no more than three
years The terms and conditions of each
appointment will be made available at the
AGM to be held on 14 November 2008

Elements of the compensation package

Salanes and fees

All four executive directors receve annual
salanes of £100,000 per annum n line with
our saldry cap

Fees for the Charrman of the Board are set at
£75,000 per annum and £50,000 per annum
for the remaining nen-executive directors

Discretionary bonuses

tn common with most of the financial services
industry, the Company operates an annual
compensaton cycle which broadly conades
with the calendar year (so that all bonuses are
accrued and paid on a calendar year tasis)
The konus pool available for payment to the
executive directors 1s wholly dependent on
the profitability of the Company and has the
potential 1a be a significant element of therr
total compensation All executive directors
particiodle in a managerment bonus pool
which 1s determined as a percentage of the
pre-tax profits for the calendar year before
deduction of the management pool

The allocauon of the pocl amongst the
particspants 1s determined by the Commuttee
All executive directors partiapated in the
2007 bonus deferral programme described
above and 60% of therr bonus entitlements
were paid in the form of cash bonuses and
the remaining 40% was deferred and
invested in shares of one of the long/short
funds managed by the Company The shares
vest at the end of a three year perod i 2011
(referred to as the bullet plan) Vesting 15 not
conditional on meeting pre-set performance
critena, however, the shares are subject to
forferture provisions {see figures S and 6}

Executive directors’ 2007 calendar year total compensation
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Benefits

The executive directors are entitled to
parucipate In the vanous contributory
Company benefit schemes (such as health
care cover) The Company operates a defined
contribution pension scheme to which the
Company does not contribute Nick Williams
15 the only executive director to participate in
the pension scheme

Share incentive plan {5IP)

The executive directors were ebgible {0
participate in the SIP that was offered to all
permanent UK-based employees in January
2008 Both Nick Williams and Alex Khein
participated in the plan They each purchased
partnership shares up to the maximum allowed
by the SIP and were awarded matching shares
and free shares Both Hugh Willis ancd Mark
Poole wawned their entitlements

Annual Deferred
Salary cash bonus  annual bonus
Executive directors
Hugh Willis £100 000 £1 982 000 £1 36 000
Mark Poole £100 Q00 £1 952 Q00 £13:6000
Nick Williams £100 000 £413,000 £269 000
Alex Khein £100 000 £1 128 000 £747 000
Figure 6 Executive directors’ 2007 calendar year total compensation
HMugh Willis Mark Poole Nick Williams Alex Khein
1 Salary 3% 1 Salary 3% 1 Salary 13% 1 Salary 5%
2 Annual Cash Bonus 58% 2 Annual Cash Bonus S8% 2 Annual Cash Bonus S3% 2 Annual Cash Bonus S7%
3 Deferred Annual Bonus 39% 3 Deferred Annual Borus 39%% 3 Deferred Annual Bonus 34% 3 Deferred Annual Bonus 38%

Source BlueBay Asset Managemernt plc
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Share and option awards

Except for the SIP descnbed above, no new
share or option awards were made tc any of
the executive directors during the course of
the financial year

Performance graph

The performance graph compares the
Company’s total shareholder return
performance agamnst the FTSE 250 Index and
the FTSE 250 Financials Index The FTSE 250
comprses the 250 medium sized quoted
companies by market caprtalisation not
covered by the FTSE 100 It has been chosen
because 1115 a widely recognised periormance
companson for medwm sized UK compantes
The FTSE 250 Financials Index comprises the
financial comparies which {orm part of the
FTSE 250 Index and has been selected as the
companies contained within this index face
similar market conditions to BlueBay

Figure 7 Shareholder return

—®— BlueBay ~—®— FISE250FIN — & — FISE 250

i
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Directors” interests in ordinary shares
The market price of the Company’s shares
at the end of the financial year was 224 75
pence The highest and lowest dally closing
share price during the financial year was 501
pence and 224 75 pence respectively

There have been no cthanges to the Directors’
interests in ordinary shares between 30 June
2008 and the date of thss report

In addition to the above, each executive
director Is deemed to have an interest in ali
shares held by the BlueBay Asset
Management plc Employee Benefit Trust as
patential beneficianies of the trust

20 000,000 of the ordinary shares in which
Hugh Willis and Mark Poole are interested
are held by Strand Nominees Limited In
addition 1o the 286 667 ordinary shares
below, Hans-torg Rudloff has an economic
interest in 1,000,000 ordinary shiares

Directors interest in ordinary shares

As at As at
30 June 2008 30 lune 2007

Executive directors

Hisgh Willis 23 380 000 23,380 000
Mark Poole 23,380,000 23 380,000
Nick Withams 3,004,720 3001 861
Alex Khein 6 004,720 € 001,861

Non-executive directors

Hans-lorg Rudlotf 286,667 286 667
Terence Eccles 16,000 16000
Tom Cross Brown 33,333 33,333
Alan Gibbins 10,000 -

Source BlueBay Asset Management pk
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Audited secuon of
Remuneration Report

Salary/ Annual Total Total
£'000 fees cash bonus 2008 2007
Executive directors
Hugh Wilis 100 1982 2082 2159
Mark Poole 100 14982 2,082 2159
Nick Williarms 100 413 513 450
Alex Khein 100 1128 1228 1159
Non-executive directors
Hans-Jorg Rudloft 75 - 75 46
Terence Eccles 50 - 50 30
Tom Cross Brown 50 - S0 30
Alan Gibbins 33 - 33 -
Total 30 June 2008 608 5,905 6,113
Total 30 June 2007 576 5,457 €.033

Directors’ emecluments

The emaluments (not including the deferred
fund awards and deferred share awards on
pages 45 to 46) of the directors of the Group
inrespect of the perod for which they were
in office i the relevant year are detaled in
the table above

Alan Gibbins was appainted to the Board
as a non-executive director with effect from
5 Novernber 2007

In hine wath market practice i this sector

the Companys bonus year is based on the
calendar year We recognise that the bonus
year and financial accounting year do not run
concurrenily and therefore in this report we
have adepted a transparent approach to our
reporung n order to clanfy the remuneration
arrangements The Company’s financial year
runs frorm 1 July to 30 June

The table above shaws the cash bonuses paid
in the 2008 tinancial year in respect of the
2007 calendar year Consequently, the table
above includes some cash bonus payments
which relate 1o the 2007 financial year

Audited section of
Remuneration Report

Bonuses in relation to executive directors
which have been accrued in the Finanaal
Statements but not paid for the penod

1 January 2008 to 30 June 2008 (a
description of wiuch 15 given on page 41)
amounted 1o £3,640,132 of which
£1,456,053 has been deferred as per the
bonus deferrat programme  The percentage
of the bonus pool allocated to each executive
director 1$ determined by the Committee

No cash benefits, benefits in kind or
termination payments were made in respect
of the penod each director was in office in
the relevant penod
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Rights Rights Rights Rights Unit fair Vesting
held as at granted dunng held as at granted as at value at date

Fund units 1 July 2007 the yoar 30 fune 2008 18 Sept 2008 grant date (U5$)

Executive directors

Hugh Willis - - - - - 31 Jan 2005
18679 - 18 679 - 100 00 31 Jan 2010
- 22938 22 588 - 111 81 31 Jan 2011
Mark Pocle - - - - - 31 Jan 2005
+8679 - 18,679 - 100 00 31 Jan 2010
- 22 988 22 988 - 117 81 31 jan 2011
Nick Williams 1,794 - - - 100 00 31 Jan 2008
1,194 - 1194 - 100 00 31 lan 2009
1194 - 1194 - 100 00 31 fan 2010
- 4706 4 706 - 111 81 31 Jan 2011
Alex Khein - - - - - 31 fan 2009
10235 - 10 235 - 100 00 31 fan 2010
- 13,045 13 345 - 111 81 31 Jan 2011

Deferred compensation schemes
Directors’ rights to fund awards

The executive directors' rights to deferred
cash awards are detaled above

All fund awards were invested in the BlueBay
Mult-Strategy Funds and as such provide the
executive directors with a personal interest in
the performance of the funds managed by
the Group Fund awards are nights to

deferred shares and so do not give nse to any
immediate entitlement on grant The “nghts
granted dunng the year refer to awards

Cn 31 lanuary 2008, the nghts to 1,194 fund
units held by Nick Williamns vested The farr

value on vesting date was $111 67 per unit

made in respect of 2007 calendar year which

murrars the Company’s bonus year For 2007
awards the vesting schedule i1s a three year
bullet (due to vest in 2011} and the {unds are
subject to forfeiture provistons In common
with this sector the right to the award on
vesting I1s not conditional on achieving any

pre-set performance cnteria

The benus deferral programme 1s only

available to employees of the Group and 1s

directors

therefore not availlable to the non-executive
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Rights Rights Rights Exertise
Held a1 granted  exercised Held at granted price of Earliest Latest

Number of Date 1 July during during 30 June 18 Sept outstanding exergise exeruse Exercise
plc shares Scheme of grant 2007 year year 2008 2008 nights date date date
Executive directors

Hugh Willis - - - - - - - - - -
Mark Poole - - - - - - - - - -
Nick Walliams UAD 270406 1000,000 - ~ 1006 Q00 - 22 26p 300107 26416 -
Alex Khein - - - - - - - - - -

Directors’ rights to plc shares

under option

These nghts to shares do not give nse 1o any
immediate entittement on grant and are
subject to forferture prowsicns

All options were granted before Lisung at nil
cost and therefore the nght 10 exercise
Unapproved ("UAQ") options 1s not

condiional en achieving pre-set performance
criteria

Un-exercised unapproved options vest as
follows 25% on or after each 30 January
2007, 30 January 2008, 30 January 2009 and
30 January 2010 The unapproved options in
relation to executive directors will lapse to the
extent they are not exercised by the day

hefore the tenth anniversary of the date of
grant, being 26 Apnl 2016

The market price of the Company’s shares

at the end of the financial year was 224 75
pence The highest and lowest dally clesing
share price during the financial year was

501 00 pence and 224 75 pence respectively

Total equity
settled
Qutstanding Cutstanding shares
restricted Lapsed/ 5% restricted held at
sharesat  Awarded Transferred forfeited vesting shares at  at 30 June
1 July 2007 In year i1 year \n year n year 30 June 2008 2008

Executive directors
Hugh wills 2 480 000 - - - 620 000 1 B800Q0 2480000
Mark Poole 2 480 000 - - - 6520000 1860000 24804000
Nick Willams 2100000 - - - 525 D00 1575000 2100000
Alex Khein 6,000,000 - - - 1500 000 4,500 060 6000000

Equity settled share award scheme
{formerly ‘D’ shares)

The executive directors had the above nghts
10 equity settled share awards

The executive directors were eligible

o purchase shares which were subject

to forfesture provisions and only vest
unconditionally as follows 25% on or after
each of 22 November 2007, 22 Novernber

Audited section of
Remuneration Reportcontlnued

2008, 22 Novernber 2009 and 22 Novermnber
2010 The farr value of shares on subscription
was 23 68 pence The market value of the
shares on the first vesting date (22 November
2007) was 364 00 pence
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Free and Matched  Dmidend and dradend
matched Free shares shares shares shares held
shares held granted granted granted Shares Bs at
as at during during during transferred 30 June
1 July 2007 the year the year the year in year 2008

Executive directors
Hugh Willis - - - - - -
Mark Poole - - - - - —
Nick Willams 1489 1112 1114 76 - 37191
Alex Khein 1489 1112 1114 76 - 3791

Share incentive plan
The executive directors had the above nghts
ta free and matching shares

The SiP 1s an HMRC approved plan which
offers eligible emplayees (ncluding executive
directors), a way to acguire shares in the
Company with possible tax advantages to
the employee

Free shares are awarded to eligible employees
at no cost Matching shares are awarded at a
ratio of 2 to 1 based on parinership shares
purchased by the employee The partnership
shares have an inival subscniption of £1,500
or 10% of annual salary, i less The nights

1o free shares and matching shares are not
condriional on achieving any performance
critenia but are subject to forfeiture provisions
and must be held and remamn in trust for

at least three years from the date on which
the right was acquired Dividends are
automancally reinvested and must be held
and remain in trust for three years fram the
date of reinvestment

The fair value of the SIP awards at grant date
15 as follows

Fair value of shares on

Grant date grant date
13 February 2007 402 25
21 February 2008 32150

Hugh Willis and Mark Poole wawed therr
ertitlernent to free and matching shares
under the SIP

Approved and signed on behalf of the Board
Terence Eccles

Chairman, Remuneration Committee

18 September 2008
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The Board places a high priority on a strong
nsk management culture within the Group
The Board recognises that nsk is inherent in
the Group's business and the markets in
which it specialises Effective risk management
and strong internat controls are therefore
central to the Group's business model

The tone of BlueBay's internal control
enveranment 1s set through

< A clear definrion of management and
staff responsibilities, with reporting ines
incarporating segregation of duties

=» Recruitment procedures 19 ensure that
BlueBay recruits only staff of appropnate
calibre and background,

=» Transaction processing functions that
focus on timely processing and recording
of inwvestment transactions, including the
mantenance of consistent records and
accurate reporting of holdings to chents,

=< Active and professicnally-staffed
complhance and nsk management teams
ang

=¥» The encouragement of a culture of
openness and mutual trust between
colleagues

The Board 1s ulbmately responsible for the
nsk managernent process at BlueBay This
responsibility ts primarily fulfilled by two of
1s sub-commuttegs the Audit Commitiee,
which 1s responsible for the oversight of

the risk management process and for
assessing 1ts effectiveness for BlueBay

and the Management Commuttee, which 1s
responsible for the identfication assessment
and management of nisks

BlueBay Asset Management plc
Annual Report 2008

The Management Committee relies an the
support provided by two internat committees
10 assist it 0 carrying owi its responsibitities

= The Investment Commuttee which 1s
responsible for reviewing the investment
strategies of each of the pertfolio
management teams and ts described
in more detall in the Investment Risk
Management section below

=» The Comphance and Control Committee
which s responsible for BlueBays
operational nsk management processes
and internal contrel framework and 15
descnbed in more detail in the Qperational
Risk Management section below

The main nsks and the way they are
managed are described below

Investment risk management

One of BlueBay's key corporate cbjectives s
1o generate strong nisk-adjusted nvestment
performance over the term of the credit cycle
The investment precess 1s designed to help
meet this objective (see figure 8)

The investment process cornbmes a senes of
top-down inputs with bottom-up security
specific analysis The top-down inputs are
provided through the Investment Committee,
which compnses all semior portfolio managers
and the Chief Investment Officer |t meets on
a regular basis 1o formulate a common view
on the macro-economic backdrop and
market conditions against which BlueBay
makes Its investment deqisions Each of the
portfolio management teams compnses a
number of dedicated credit analysts who are
sub-asset class specialists

Risk Management
and Internal Control

Risk Management ang
Internal Contral

Portfolio risk management

Overall responsibility for portfolio nsk rests
with the Chief Investment Officer who
retains responsibility for setung parifolo nsk
targets, In conjunction with the Investment
Committee and senior porlfolio managers

Each portfolio management team is
responsible for ensuring its portfolo 1sin
comphance with fund investment restnctions
To assist them in this task, the investment
restnctions which govern positions in
securities and relate to the majerity of
the portfolio’s investment transactions
are programmed into BlueBay's portiolio
managerment system, the Charles River
Investment Management System {the
“Portfolo Management System™)

Portfalio managers onginate orders but do
not execute trades This 1s done by the trade
execution desk, a tearn made up of dedicated
traders with specialised market knowledge

by asset class The execution team receives
orders which are then traded in the market
The segregation of the portfolo management
and trade execution functions 1s an integral
part of BlueBay's nsk management pchicy

The majority of the investment gurdelines and
restrictions are programmed Into the Portfolio
Management System by the compliance

ieam Any guidelines or restrictions that
cannot be programeed into Charles River are
manitored using alternative methods adopted
or reviewed by the compliance team




When a portfahio manager enters an
investment order (n the Portfolio Management
System, the system runs a compliance check
on the order befare electronically passing it
to the BlueBay trade execution team Trade
orders for certamn securities, including oans
and swaps, are transmitted to the execution
team by Bloomberg or emay, rather than

in Charles River, which means that these
securiues are not subject to pre-trade
comphance checking in Charles River The
post-executed trade details are input to
Charles River by the trade execution desk

1f the executed arder were to bring a
portfalio holding close to an investment limit
the Portfolio Management System would
1ssue a warning which the portfolio manager
has to override in order to transmit the trade
to the execution team If the executed order
were to cause a breach of an nvestment
restriction, the Portfolio Management Systern
would 1ssue an alert which the pertfolio
manager would be unable to overnde

and transmission of the order to the trade
executton team would be prevented
Qccasionally, there are arcumstances where
dn alert may be justihably overrdden but this
can only be carned out by a member of the
comphance team

The comphance team monitors the
complance of portfolios with investment
gurdelines on an ongoing post-trade basts
using Chartes River and the alternative
methods used to monitar for comphance
with guidelines that cannot be programmed
into Charles River The post-trade checking
incorporates trades I securty types that are
Input post-execution but not pre-trade

Figure 8 BlueBay's tnvestment process

Market nisk management

Risk 1s measured by calculating the sensitwmty
of every trade or position to changes in the
relevant sk factors On a daity basis, a set

of standard nisk reports 1s produced and
distributed 1o the portfolio management
teams and the Management Commitiee
These daily risk reparts include sensitwities o
relevant nsk factors, an assessment of overall
value at risk ("VaR") and the VaR contribution
of every posiion and a range of hustoncal and
customised stress tests On a regular basis the
results are back tested in order to validate the
nisk figures

Independent risk monitoring 1s carned out

by the risk and performance tearn The team
uses RiskhManager® an application developed
by the RiskMetrics Group™ RiskManager
models every instrument as & function of
underlying nsk factors, e interest rates,
credit spreads, FX rates, equity prices and
(imphed) volatulities

Senior management monitor the Group's
expasure to foreign exchange nsk on a
regular basis and take appropnate measures
by way of derwvative contracts, to mitigate
any such nisk if 1t 1s considered necessary

As at 30 June 2008, no such contracts were
outstanding The Group does not have any
debt finanaing and (s therefore not exposed
10 interest rate risk

Liquidity risk management

Fund hquidity nsk 1s managed by monitoring
the amount of available cash held in each
fund on a dally basis and targeting an
amount that s deermed to be sufficent to
cover the cash needs of the funds including
margin payments and potential redemptions
under stressed market conditions without
being forced to hquidate assets

The Group's hquidity nsk 15 also monitored
on a daly basis 1o ensure that it has the
abihty 1o meet its current and anticipated
short and long-term financial iabihiies The
business has conunued 1o be cash generative
under the stressed market conditions
expenenced dunng the financial year

Counterparty credit nsk management
BlueBay funds only enter into over-the-
counter ("OTC ") denvative transactions with
highly rated insttutions with which they have
signed International Swap Dealers Association
("ISDA ') Master Agreements Each new
counterparty requires the approval of both
the Chietf Investment Officer and Compliance
Officer before a trade with that counterparty
may be executed BlueBay calculates portfclio
crechit nisk exposure to partcular counterpartes
on a dally basis, by taking into account
current exposures and potential future
exposures due to changes in markel rates

The Group 15 exposed to crethit nisk with
respect to (ts cash and cash equivalents
being held wath a single major UK bank

The Group has actively placed its cash with a
well established institution which s externally
rated AA The cash i held in several accounts,
with transactions and balances monitored

on a daly basis The return and risk
assoctated with the accounts are reviewed

by seriar management in the hght of
available market information

Emerging Market Debt Portfolio

Maragement (lang-only + langfshart}

Non-Security Specific
{top-down inputs)

Security Specific
{bottom-up Inpuis)

European Corporate Debit Portfoho
Management {long-orly + bong/short)

491
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The Group 15 also exposed to counterparty
credit nsk in regards to the settlerment of
management and performance fees owed
by related parties and segregated mandates
In regards to the latter, a5 with fund
counterparty nsk, each new counterparty
requires the approval of both the Chief
Investment Officer and Compliance Qfficer
before a trade with that counterparty may be
executed The Complhance Department
reviews the credit rating, finanaal condition
and regulatory status of the counterparty,
details of any legal or regulatory action
{based on publicly available information) and
the Financial Action Task Force status of the
cauntry in which the counterparty i1s situated
The Chief thvestment Officer reviews all
information obtained and approves the
counterparty If he considers the counterparty
to be of suffioently high standing

The Group's counterparty credit nisk exposure
1s managed by the Financal Control
department

Operational risk management

The Group’s Compltance and Control
Comrmittee 15 responsible for safeguarding
the capital of the Company by ensuring that
appropriate high level standards, systems and
controls are establhshed and maintained to
enable the Company to mimmise the nsk

of financial cnme and breach of legal or
regulatory requirements This is done by
identifying the majar nisks 10 which the Group
15 exposed and by developing cost-effective
pohcy proposals to manage those risks The
Committee 1s respansible for developing and
refining BlueBay's mternal control policies and
procedures The Commuttee comprises the
senior infrastructure managers, the head of
the trade execution desk the Comphance
Officer, the Chief Operating Officer and s
chawred by the Chief Financiat Officer

Blueaar Asset Management pic
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The purpose of the Commuttee is to

<> idenufy matenal compliance, operational,
control and other non-nvestment related
risks to which BlueBay 1s subject,

> review the effectiveness of the policies and
procedures to manage and mitigate those
risks, ang

=» enhance staff awareness of the risks and
mitigating policies and procedures

Buring the course of the financial year, the
Committee carned out two major imtiatives

= Review and update of the Group's internal
contro! procedures (n the UK, asset
managers’ internal contrel procedures are
naw typically reviewed by external
reporting accountants in accordance with
the framework set out by the Audit and
Assurance Facuity of the Institute of
Chartered Accounts in England and
Wales ("ICAEW™) in its Techmical Release
AAF01/06 on Assurance Reports on
Internal Controls of Service Grgamisations
Made Available to Third Parties This
framework, which apphed to all reparting
pernods starting on or after 31 March
2007, requures asset managers to comply
with demanding internal contral
pracedures BlueBay has prepared its first
AAF 01/06 report for the period 31 March
2007 to 31 March 2008 The Company
tock the opporturuty to review and
improve 1ts internal contro! envirgnment

= Review and update the Group's
compbance manual and procedures
During the finanaial year the EU Markets
in Financial Instruments Directive
{"MIFID") was implemented ir the UK
regulations This prompted a review of
the BlueBay comphance manual to
accommodate the additional and
amended compliance requirements
The BlueBay cormpliance manual is updated
on a regular basis to reflect changes In
applicable legislation and regulations

Risk Management
and Internal Control ontnued

Risk Management and
Internal Cantrol

Compliance

tn addrtion {0 maintaining the investment
restrictsons far each mandate in the Portfolio
Management System, the department
performs a monitonng role focusing on
pracedures and controls i place 1o ensure
comphance with applicable legal and
regulatory standards The compliance
arrangements which are designed to promate
comphance with regulations are set out In
BlueBay's compliance manual The compliance
manual incorporates the code of ethics which
includes polices on personal account dealing,
gifts and entertainment and insider trading
policies All staft are required to sign an
undertaking that they are famihar with and
wifl comply wath the compliance manuat

The key responsibilities of the comphance

tearn are

= Ensuring that business is conducted in
accordance with FSA and other applicable
regulations through implementation of
palicies designed to promote compliance
with regulations and education of
employees on those requirements,

=>» Ensunng that investment mandates are
managed in accordance with applicable
regulations and mandate restnctions,

=¥ Reviewing and monitoring changes In
reqgulations and laws and ensunng update
of policies and communication of relevant
changes to the business uniis,

- Monitoring of business areas to determine
whether compliance policies and
regulatory requirements have been
comphed with,

= Assisting in the resolution of rule breaches
and cient complaints and follewing up tc
ensure that controls are amended to
prevent recurrence,

= Keeping senior management infarmed of
regulatory changes and issues impacting
the business,

=» Working with senior management to
ensure that comphance arrangements are
appropriate and that any regulatory 1ssues
ansing are appropriately addressed, and

=» Serving as the pnmary contact wath
external regulators




Disaster recovery and backup procedures
The Group operates a robust disaster recovery
platform that is tested twice a year [n the event
of a local disaster, or fallure to gan access to the
Group's current location, SunGard Avallability
Services provide a dedicated workspace for the
Group's use The Group currently has several
methods of server and dats recovery In place
which vary depending on the nature of the
event This indudes an off-site high avadabdity
facility which hosts replicated senvices for core
servers and trade systems Back-up servers for
the Group'’s file server, email and core trading
systemns are resident at the high availability site
Independent tape backups are also maintaned

The Group has uninterruptible power sources
at head office for all desktops, servers and
communications equipment In case of any
power failures, a backup power generator is
avalable for all the Groups systems and the
head office, capable of runming for & perod

of gt least eight hours The Group has invested
substantially in a robust server environment
with redundant cooling, advanced monitoring,
plus fire and leak detection and fire suppression

Internal control reviews AAF

Pw( acted as reporting accountant for the
first AAF 01/06 repart for 31 March 2007 10
31 March 2008 PwC reported on the design
of control procedures and the achievement
of specified control objectives if the described
control procedures were complied with

They also reported on the effectveness of
the control procedures which were tested

Internal audit reviews

The Company appointed KPMG to provide
internal audit services to the Company

KPMG completed a number of reviews dunng
the course of the financial year, the findings
of which were presented 1o the Audit
Committee

Bl

Financial risk management {IFRS 7)

Under IFRS 7 - Financial instruments
Disclosure, the Company 1s required to provide
a guantitative and quahlitative analysis of the
nature and extent of risks ansing from financial
instruments and the Company’s approach o
managing those risks This Risk Management
and Internat Control report In conjuncuon
with the Business Risk Management section
on page 20 the Capital and Caprial
Management section on pages 25 to 26 and
the Audit Committee report on pages 38 to
39 prawide the qualiative analysis required
under IFRS 7 The gquantitative disclosure can
be found under note 9 on pages 71 ta 75 of
the Finanaal Statements

Audit Committee

The Audit Comnuttee conducted a review of
the Internal Control and Risk Management
procedures in accordance with the Turnbull
gurdance 2005 For further detalls of the
dctvities of the Audit Comrmitiee please refer
to the appropnate section on page 39
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The Board and management of BlueBay
recognise that through its actions, the
Company has an impact on its people

its marketplace, the community and the
environment In pursuing our business
activities, we have a responstbibty to
rmirmise the impact of these activities on
the environment and to treat our employees,
clents, business associates and the
communities in which we work as long-term
partners The way in which we discharge this
respensibiity will impact on our reputation
We are keenly aware that once lost, a good
reputation 1s hard 10 regain

Employees

In order 10 be successful in our business,
we need to recruii the very best professionals
in the marketplace to fitl each and every
ane of the positions we have at BlueBay
We aim to continue to recruit and retamn
the most accomplished professionals in the
marketplace We recruit our employees
based solely on professional ability objective
critenia and without regard to any possible
discniminatory factors We have a diverse
workforce and as at 30 June 2008, we
employed 235 people from more than 20
natronalities in a ratio of approximately /4
male '/ female We operate user friendly
employment policies aimed at promoting
equal opportunities and tackling and
preventing harassment or discnmination
These polices are avallable on cur intranet
to all employees, temporary workers and
contractors

Our chents place a high level of trust in us
and we recognise both the respons:bility this
brings and the resuttuing demands on our
people Having grown the business rapidly
we acknowledge that to continue to be
effective we must provide the necessary
support and development for our employees
Consequently appropnate training 1s made
available to employees 1o ensure they are
mantaining and developing their professional
abiities In addition, we believe that an

BIueBa? Assel Management plc
Report 2008

integral component of employee development
15 encouraging constructive feedback coupled
with a requirement that all employees have
agreed objectives To achieve this we have
always operated an annual appraisal system
and for several years we have also undertaken
mid year reviews We consider that these
tocls enable employees to identify their
strengths and the behaviours they need to
address in order to attain thew potental

It1s important for all of us to participate

m the success of BlueBay and this s
demonstrated by the fact that atmost all
permanent employees have direct or indirect
stakes in the egquity of the Company For
the compensation year ending in December
2007, we imtiated our post-Listing eguity
incentivisation programme by making a
number of equity awards to existing
employees and new joiners which will vest
over a five-year period We also believe it

15 impartant for our interests to be aligned
with those of our fund investors, therefore,
primarily for investment professionals, we
contmued our practice of offenng part of
the annual discretionary bonus awards in the
form of deferred fund share awards which
vest aver several years

We are committed to prowviding our
employees with a congeral workplace

We feel 1t 1s cruaal for us 10 maintain a
collegiate working atmosphere based on
mutual respect for all, regardless of the
posttion a person has within the Company
We beheve that our corparate culture 1s an
important aspect of our success and thatitis
best maintained by staying together Dunng
the ccurse of the year, we moved the whole
of our London office to new premises on

77 Grosvenor Street Similarly, in anticipation
of the growth of our New York office {which
engages in sales and clent service activities),
we have secured the lease of additonal office
space directly adjacent to the current office

Corporate Responsibility

Report

Corporate Responsibility
Report

We recognise our health & safety obligations
to everyone whao either works in or visits

our premuses Hugh Willis, Chief Executive is
responsible for health & safety, assisted by the
Head of our Human Resources department
and a {ully qualified professtanal adwsor

Marketplace

BlueBay's funds and products are
predominantly distnbuted to institutional
investors globally (see breakdown in Business
Review) as well as via a number of third party
global and regional distributors These
relationships are iImportant to us and we
consider that establishing a reputation for
relizbility integnty and transparency are key
ingredients {0 our sUCCess

The paragraphs below outline how we

meet the requirements of the regulatory
enviranments in which we operate, address
the needs of our client and distributor
relationships and ensure that we develop new
and innovative products which cater to future
Investment requirements

Compliance culture and processes

We believe that the compbance culture
should be embedded within the
organisation from how we commuricate and
promote our products through to manaqing
clients' investments

Qur dedicated comphiance team 1s involved

at all stages of marketing, including providing
input Into our premotional and sales
literature, ongoing traiming to promote better
understanding of the regulatory framework
ensuring that anti-money laundering and
sanction regulations are adhered to and
investment mandates are managed in
accordance with apphcable restrictions

and mandate guidelines



Client and Distributor relationships

and communtcation

We have established a dedicated team of
chent relations managers (based across
London, Tokyo and New York) whose
principal obyjective 15 1o be the first point of
contact for all investor enquines including
the provision of clear and concise Investment
reporting, completing regular cltent review
meetings and ensuring investors are kept

up to date on developments at BlueBay
Furthermaore, we invite both existing and
prospective chients to conduct due diigence
visits with us to review our iInvesiment teams
and operatianal infrastructure

We maintain strict policies and procedures
regarding fair treatment of investors in

line with the FSAs prinoiple of ' Treating
Customers Fairly” Our dient reporting 1s
provided on a monthly basis and prowides a
straightforward and transparent assessment
of dients’ investments Reports are subject to
ngorous checks and sign-off procedures to
ensure accuracy pnor to release Controls to
monitor responsibilities to clents as welk as
all other internal controls within BlueBay

are captured tn BlueBay's annual Assurance
Report on Internal Controls (" AAF 01/06")
The report which describes the control
environment, control objectives and
procedures required 1o meet these objectives,
allows clients tc understand the cantrols in
place to rimigate any nisks wathin our business

Product Bevelopment

Our strategy to maintain our positton as one
of the leading fixed income credit specialists
in Europe 1s supported by innovative product
development New products are launched
following extensive mternal due diligence and
consultation with our chients to ensure that
their risk/ return objectives are adequately
captured Above all, we remain focused on
our core princple of capital preservation and
delivering consistent performance within a
disciplined, nisk controlled environment Each
year we invite Standard & Poors (“5&P") to
review and rate cur long-only funds and now
have four of our flagship funds with S&P
ratings, three of which are AA rated and one
of which 1s AAA rated The performance of
our long-cnly funds has also been recognised
n Lipper’s 2008 awards across the categories
of “Best Bond - Small Group , “Best Bond
Euro — Caorporates Fund” and ‘Best Bond
Europe — High Yielg”

Community

As we grow In size, we have become
tncreasingly aware of our impact on the wider
community We continued our theme of
making charniable contnbutons 1o chartties
which focus on chifdren In 2007-08, we
made a combined contribution of £52,000 to
the Great Ormond Street Children’s Hospital,
the Royal Free Hampstead Hospital and CLIC
Sargent Charity (which cares for children and
young people with cancer)

We sponsor those employees that wish to
participate in the annual Chase Corporate
Chaltenge where monies are raised for the
Sports Aid chanty

Ouring the course of 2008-09, we will
continue 10 lpok into opportuntues to enable
the Group and 1ts employees to contribuie to
the wider community
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Enwvironment

We have become increasingly aware of the
negative Impact economic activity may have
on the envircnment We are commitied to
limiting and ulumately reducing the impact
of our business on the envircnment

The centractor we selected for the fit-out

of our new prermises 1s widely recognised

for its envronmental practice On completion
of the refit, the bullding was evaluated

using the Buitding Research Establishment
Environmental Assessment Method (BREEAM)
and achieved the second highest BREEAM
rating in Category A

The fit-oul was carbon neutral Data was
collected over the period of the redevelcpment
in order to calculate the carbon emissions
Offsetting ‘carbon credits ' were purchased
in two particular projects the first, a methane
capturing project in the Netherlands and the
second, a hydro-electric power project n the
Sichuan Province of China

Considerable trne and care was taken in
evaluating the design of the bullding which
incorporates leatures such as control modules
i the highting system so that unoccupied
space Is not luminated and solenoid valves
which shut down the water supples in the
event a leak 1s detected

We try to minimise the volume of waste

we produce by operating a procurement
strategy amed at reducing the generation
of waste and recycling where 1t 15 practicable
to do so For the disposal of elecirical goods,
we work in partnership with a provider

who holds 1SO 14001 accreditation and can
ensure environmentally friendly dispasal of
obsolete equiprment

Reduaing the environmental impact of our
business 1s an ongoing responsibility and we
will be exploring further ways of fulfiling this
during the comung year
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The following statement, which should be
read In conunction with the report af the
independent auditors 15 made with a view to
distinguishing for sharehelders the respective
responsibilities of the Directors and the
audrtors In relation to the Annual Report and
the Fingncial Statements contained therein

The Directars are responsible for prepanng
the Annual Report and ensunng 1t gives a
true and far view of the state of affairs of
the Group and Company at the end of the
finanaiat year and of the results of the year in
accordance with applicable UK laws, United
Kingdom Accounting Standards and those
International Financial Reporting Standards
adopted by the EU The Cirectors have
responsibility for ensuning that proper
accounting records are kept that disclose with
reasonable accuracy at any time the financial
position of the Groug and Company, and
which enable thern to ensure the Finanoal
Stdatements comply with the Companies Act
1985 They are also responsible far taking
reasonable steps ta safequard the assets of
the Group and Company and to prevent and
detect fraud and other rreguianties

The Directors remain satisfied that the

Group and Company have adeguate
resources to continue in business and,
accerdingly, that the Financial Statements
should be drawn up on a going concern
basis Further appropriate accounting policies
cansistently applied and supported by
reasonable and prudent judgements and
estimates have been used in the preparation
of these Finanaial Statements and applicable
accounting standards have been followad
These polices and standards, for which the
Directors accept responsikility, have been
discussed with the auditors The Directors,
having prepared the Financial Statements,
have requested the auditors to take whatever
steps and to undertake whatever Inspections
they consider appropriate for the purpose of
gving their report

BlueBay Asset Management plc
Annual Report 2008

Dusclosure of information to auditors
Each Director has responsibility for ensuring
that, as far as he 1s aware, there 1s no relevant
audit information of which the auditors are
unaware, and that he has taken all the steps
that he cught to have taken to make himself
aware of any relevant audit information (that
15, relevant 1o the preparation of the auditers’
reports) and to establish that the Group’s
auditors are aware of that information

This confirmation 1s given and should be
interpreted In accordance with the provisions
of section 234ZA of the Companies

Act 1985

Other disclosures

Pages 30 to 32 inclusive contain the Directors’
Report and pages 40 1o 47 inclusive contan
the Remuneration Report both of which have
been drawn up and presentad in accordance
with and n reliance upon agplicable English
Campany Law, and the liabilities of the
Directors in connection wath those reports
shall be subject to the hmnations and
restrictions prowided by such law

The statement from the Chairman and the
Chief Executive on page 7 and 8 to 10
respectively and the Business Review on
pages 13 to 26, which form part of the
Directors’ Report, contain certain forward-
looking statements with respect to the
financial condition, and results of, operations

Directors’ Responsibility

Statement

Direciors Responsibility
S atement

and businesses of the Group These
statements and forecasts involve nsk and
uncertainty because they relate to events and
depend on crcumstances that may occur in
the future There are a number of factors that
could cause actual results or develgpments

to differ matenally from those expressed or
imptied by these ferward- looking statements
and forecasts Forward-looking statements
and forecasts are based on the Directors’
current view and infarmation knawn to them
at the date of this report The Directors do
not make any undertaking to update or revise
any forward looking statements, whether as
a result of new information, future events or
otherwise Nothing in this document should
be construed as 2 profit forecast

The Financial Statements for the year ended
30 June 2008 are included 1in the Annual
Report 2008, which 1s published in hard

copy form and made avalable on the Group's
website The Directors are responsible for

the maintenance and integrity of the Annual
Report on the Groups website in accordance
with UK legislauon governing the preparation
and disserranation of Financial Statements

It should be noted that information published
on the Internet 1s accessible In many
countries, some of which have different

legal requirements refating to the preparation
and disserinanion of Finanaal Statements
The work carned out by the auditors does
net involve consideration of these matters
and, accordingly, the auditors accept no
responsibility for any changes that have
occurred to the Financial Statements since
they were initrially presented on the website

By order of the Board
James Brace
Company Secretary

18 September 2008
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Financial
Siatements

Independent Auditors’ Report to the members of BlueBay Asset Management plc

We have audited the Group and Parent Company Financial Statements
{the "Financial Statements”) of BlueBay Asset Management plc for the
year ended 30 fune 2008 which comprise the Group Income Statement,
the Group and Parent Company Balance Sheets the Group and Parent
Company Cash Flow Statements the Group and Parent Campany
Statements of Changes in Equity and the related notes These Financial
Statements have been prepared under the accounting policies set out
therein We have also audited the information in the Remuneration
Report that s described as having been audited

Respective responsibilittes of Directors and auditors

The Directors’ responsibiities for preparing the Annual Report, the
Remuneration Report and the financial Statements in accordance
with apphicable law and International Financial Reporting Standards
( IFRSs") as adopted by the European Union are set out in the
Directors' Responsibilities Staternent

Qur respansibility 15 to audit the Financial Statements and the part of
the Remuneration Report to be audited in accordance with relevant
legal and regulatory requirements and International Standards on
Auditing (UK and Ireland) This report, including the opinton, has
been prepared for and only for the Company’s members as a body

in accordance with Section 235 of the Cormpames Act 1985 and for
no other purpose We de nat, i giving this opimicn, accept or assume
responsibility for any other purpose or to any gther person to whom
this report 1s shown or into whose hands 1t may come save where
expressly agreed by our prior consent in writing

We report to you our opinion as to whether the Finanozl Statements
give a true and fair view and whether the Financial Statements and
the part of the Remuneration Report to be audited have been properly
prepared i accordance with the Comparues Act 1985 and, as regards
the Group Financial Statements, Article 4 of the 1AS Regulation

We also report 1o you whether in our opinian the informatton given
in the Directors’ Report 1s consistent with the Financial Statements
The information given in the Directors’ Report includes that specific
information presented in the Chief Executive’s Review, Business
Review, Risk Management and Internal Cantral Report, Corporate
Responsibifity Report and disclosure of informauon to auditors that s
cross referred fram the Prinupdl aclvities and business review section
of the Directors’ Report

In addition we report to you if, in our opinion the Company has
not kept praper accountng records, If we have not received all
the information and explanations we require for our audit orif
information speaified by law regarding remuneration and other
transactions 1s not disclosed

We review whether the Corporate Governance Report reflects

the Company's comphiance with the nine provisions of the Combined
Code (2006) speaified for aur review by the Listing Rules of the
Financial Services Authority, and we report if it does not We are

not required to consider whether the Board's statements on internal
control cover all nsks and contrals, or form an epinion on the
effectiveness of the Group's corporate governance pracedures or

its risk and control procedures

We read other infermaton contained in the Annual Report and
cansider whether 1t 15 consistent wath the audited Financial
Statements The other infermation comprises onty the unaudited
part of the Remungratien Repart and the Chatrman’s Statement
We consider the implications for our report if we become aware
of any apparent misstatements or matenal inconsistancies with
the Financial Statements Our responsibilities do nat extend to any
other information

Basis of audit opinion

We conducted our audit in accordance with International Standards an
Auditing (UK and Ireland) issued by the Auditing Practices Board An
audi includes examination, on a test basis, of ewdence refevant to the
amounts and disclosures in the Finanaial Statements and the part of

the Remuneration Report to be audited It also includes an assessment
of the significant estmates and judgments made by the Directors in the
preparation of the Financial Statements and of whether the accounting
policies are appropriate to the Growp's and Company's arcumstances,
consistently apphed and adequatety disclosed

We planned and performed our audit so as to obtain all the
information and explanatiuns which we considered necessary m
arder to prowide us with suffioent evidence to give reasonable
assurance that the Finanaal Statements and the part of the
Remuneration Report to be audited are free from matenal
misstatement, whether caused by fraud or other irreqularity or error
In forming our opinion we also evaluated the overall adequacy of the
presentation of information 1n the Financal Statements and the part
of the Remuneration Report to be audited




Opinion

In our opimon

= the Group Financial Statements give a true and fair view, in
accorgance with IFRSs as adopted by the European Union, of the
state of the Group’s affairs as at 30 June 2008 and of its profit and
cash flows for the year then ended,

=» the Parent Company Financial Statements give a true and fair view,
in accordance with IFRSs as adopted by the European Union as
apphed i accordance wiih the provisions of the Companies Act
1985, of the state of the Parent Company’s affaws as at 30 June
2008 and cash flows for the year then ended,

<> the Finanaal Statements and the part of the Remuneratton Report
to be audited have been properly prepared In accardance with the
Companies Act 1985 and, as regards the Group Finangial
Statements, Article 4 of the IAS Regulaton, and

= the information given in the Directors’ Report is consistent with the
Finanaal Statements

Pricabdvace oo LLP

Pncewaterhouse Coopers LLP
Chartered Accountants and Registered Auditors
London

18 September 2008
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G rou p I ncome State me I'Tt for the year ended 30 June 2008

2008 2007

Note £000's £000s
Revenue 1 117,152 109,191
Other operating income 3 19 249
Other operating expenses 3 {2,089) (1,161}
Administrative expenses 2 (68,7744 (58,901}
Operating profit 46,408 49,378
Cperating profit before excepuonal items 46,408 50,476
Exceptional items 2 - (1,098
Operating profit 46,408 49,378
Finance income 5 3,267 2,244
Finance expense 5 (6} (6
Profit on ordinary activities before taxation 49,669 51,616
Taxation 6 (16,100) (16,448)
Profit for the year attributable to ordinary equity shareholders 20 33,569 35,168
Earnings per share
Basic 7 26 4p 293p
Diuted 7 16 9p 18 5p
Memo
Dividends paid in the period 8 17,478 14,398

The notes on pages 66 to 84 are an integral part of these Group Financial Statements

All Group operations during the financial period were continuing operations




GI’OUp Balance Sheet As at 30 June 2008

2008 2007

Note £000's £000%
Assets
Non-current assets
Property, ptant and eguipment 10 6,618 2,554
Intangible assets 11 1,469 1,747
Deferred tax asset 16 6,543 6,731
Non-current recevables 13 149 99
Total non-current assets 14,779 11,131
Current assets
Trade and other receivables 13 31,435 38,7N
Current tax asset 9 84
Derwvative financial instruments 9 - 3
Financial assets 12 22,066 13,876
Cash and cash equivalents 14 44,253 51,531
Total current assets 97,763 101,265
Total assets 112,542 112,396
Liabilities
Non-current habilities
Trade and other payables 15 9,671 6,353
Total non-current habihties 9,671 6,353
Current iab:lities
Trade and other payables 15 21,022 18,367
Current tax liabiliies 3,736 77
Total current habiities 24,758 18 444
Total liabihities 34,429 24,797
Shareholders’ equity
Share capital 18 193 1890
Share preruum 20 32,279 31,55
Retained earmngs 20 37.63% 48,620
Other reserves 20 8,006 7,238
Total shareholders’ equity 78,113 87,599
Total habilities and shareholders® equity 112,542 112,396

The notes on pages 66 to 84 are an integral part of these Group Financial Statements

The Finanaial Statements on pages 58 to 84 were approved by the Board of Directors and authonised for 1ssue on 18 September 2008 and

signed on its behalf by

Director Hugh Willis
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Group Statement of Changes in Shareholders’ Equity

Share Share Retained own Other

capital premlum earnings shares reserves Tatal

£0005 £000s £000's £000°s £000's £000's
Balance at 1 July 2007 190 31,551 48,620 - 7,238 87599
Currency translation adjustments - - 4 - - 4
Net income recognised directly in equity - - 4 - - 4
Prof for the year - - 33.569 - - | 33,569
Dondends - - (17,478} - = (17 478
Total recognised income for the year - - 16,095 - - 16,095
Share-based payments - - - - 4,832 4,832
Deferred tax on share-based payments - - - - 1,100 1100
Exercise of share options 3 689 - - - 692
Purchase of own shares by Employee Benefit Trust - - - (31,382 - }(31.382)
Purchase of own shares for Share Incentive Plan - - - (1,037) - (1,037
Disposal of own shares for Share Incentive Plan - - - 214 - 214
Deferred tax asset utthsed aga:nst current year profits - - 2,594 - (2,594) -
Deferred tax asset carried back against prior year’s profits - - 2,552 - (2,552} -
Transfer of own shares - 38 (32,244) 32,205 - -
Transfer between reserves - - 18 — (18) -
Balance at 30 June 2008 193 32,279 37,635 - 8,006 78,113

Share Share Retzined Own Other

capital premium earnings shares reserves Total

£000's £000s £000%s £000's £000 s £000s
Balance at 1 July 2006 12 15,587 12,531 - 447 28,577
Currency translation adjustments - - {12) - - {12)
Net expense recogrised directly :n eguity (12) (12)
Profit for the year - - 35,168 - - 35,168
Dividends - - {14,398 - - (14,398)
Total recognised income for the year - - 20,758 - - 20,758
Share-based payments - - - - 687 687
Deferred tax on share-based payments - - - - 22,450 22,450
Reclassification of debt as equity (Note 20) 50 11968 - - - 12018
Exercise of share options 20 5,234 - - - 5,254
Bonus Issue 108 (108) - - - -
IPO costs - (1,130) - - - (1,130
Purchase of own shares by Employee Beneflit Trust - - - {270) - (270)
Purchase of own shares for Share Incentive Plan - - - {900) - {900)
Disposal of own shares for Share incentive Plan - ~ - 1595 - 155
Deferred tax asset utiised - ~ 16,447 - (16,447) -
Transfer of own shares - {1,015) 1,015 - -
Transfer between reserves - - {101 - 101 -
Balance at 30 June 2007 190 31,551 48,620 - 7,238 87,599

The netes on pages 66 to 84 are an integral part of these Group Financial Statements

In accordance with the Companies Act 1885, own shares are offset against retained earnings




G rou p CaSh FIOW Statement For the year ended 30 lune 2008

611l

2008 2007
Note £000's £000's

Cash flows from operating activities
Cash generated from operations 21 67,571 56,118
Corporation tax pard {11,075} {5 564}
Exceptional items - {1,098}

56,496 49,456
Cash flows from investing acuvities
Purchase of property, plant and equipment (6,556 (1,348)
Purchase of intangible assets (161) (550}
Purchase of current financial assets {9,560 (10,199}
Sale of current financial assets 1,494 246

{14,783 (11,851)
Cash flows from finanung activities
Proceeds fram issue of ordinary shares 692 5,254
Purchase of own shares by Employee Benefit Trust 19 {31,382) (270)
Purchase of own shares by Share Incentive Plan 17 {1037) (300)
Sale of own shares by Share Incentive Plan V7 214 155
IPO costs wnitten off against share premium - {1 130)
Dividends paid 8 (17,478) {14,398)

{48,991) {11,289)
Net (decrease}/increase in cash and cash equivalents {7,278) 26,316
Cash and cash eguivalents at beginning of year 51531 25,215
Cash and cash equivalents at end of the year 14 44,253 51,531

The Group did not have any overdrafts repayable on demand at the end of each accounting period

The notes on pages 66 to 84 are an integral part of these Group Financial Statements
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Significant Accounting Policies

BlueBay Asset Management plc {* the Company") 1s a company
incorporated 1n the United Kingdom under the Companies Act 1985
The Group Financial Statements for the year ended 30 June 2008
comprise the Company and its subsidiaries (*the Group' )

The investment products sold by the Group are 1ssued by independent
fund entities for whom the Company acts as the investment manager
The fund entities have Boards of Directors comprising a majornity of
independent directors, with independent governance and decision
making powers The Group does not have a controlling interest in
any of 1ts funds The fund entities” resulis, assets and habilities are
therefore separate from the Group and are not consolidated into the
Group Finanaal Statements

The results of investment management activities are reflected in the
Group Finanaial Statements as performance fees and management
fees and assooated recevables

The investment performance of the fund products managed by the
Group 1s detailed in the Busmess Review section of the Annual Report,
and represents a key indicator of the Group's overall performance and
future sustainability of results

The sigrificant accounting policies are summansed below These
policies have been consistently apphed to all the years presented

a) Basis of preparation

The consolidated Financal Statements have been prepared n
accordance with International Finanaial Reparting Standards (*IFRS 1),
which comprise standards and inierpretations issued by either the
International Accounting Standards Board {"1ASB”) or the International
Financial Reporting Interpretations Cornmittee (*IFRIC”) or therr
predecessors, as adopted by the European Union {('EU*) and with
those parts of the Companies Act 1985 apphcable to companies
reporting under IFRS

The Graup Financial Statements have been prepared under the histoncal
cost convention, except for the measurement at fair value of dervative
financial instruments and certain financial assets that are held at fair
value through profit or loss

b) Basis of consolidation

The Group Financial Staternents incarporate Financial Statemenis of
the Company and entities controlled by the Company (1ts substdiaries)
prepared to 30 June each year Control exists when the Company has
the power to govern the finanaal and operating policies of an entity
50 as to abtain benefits from its activities The Financial Statements of
subsidiaries are included in the Group's Financiat Statements from the
date that control begins to the date that control ceases

Tre subsidianies of the Company are
BlueBay Funds Management Company S A
BlueBay Asset Management Japan Limited

BlueBay Asset Management USA LLC

The Group's Employee Benefit Trusts are also consolidated 1n the
Group Financial Statements

All intra-group transactions and balances are ehminated in full on
consalidation

Finanqal
Statements

¢) Changes in accounting policies and disclosures

IFRIC interpretations and amendments to existing standards that
became effective dunng the year have been applied by the Group
Apart from the Standards hsted below, which required the Group to
amend nts disclosures within the notes 10 the accounts none of the
Standards and Interpretations adopied had any significant impact on
the Group’s Financiat Statements or accounting pahcies

IFRS 7 ‘Financial instruments disclosure’ and an amendment to 1AS 1
‘Presentation of financial stalernents on capital disclosures were
issued by the IASB in August 2005 and have been adopted by the
Groug for reparting in 1ts finanaial year ended 30 June 2008 This
new standard and the rewision to IAS 1 add further quantitauve and
qualitative disclosures 1n relation to financial instruments and how an
entity manages Its capital resources

d} New IFRS standards and interpretations not applied

The followrng IFRSs and interpretations (with the exception of IFRS 3
(Rewised), which has not yet been endorsed by the EU) were avarlable
for early application but have not been apphed n these Financial
Staternents The Group has assessed the wnpact of these new
standards and interpretatiens and has concluded that they are not
likely to have a significant impact on the Group’s results

{t} IFRS 8 'Operating segments’ was 1ssued in November 2006 and 1s
required to be adopted by the Group for reporting n its financial
year ending 30 June 2010 The new standard adeopts a *management
approach” under which segmental information is to be disclosed
on the same basis as that used for internal reporting purposes

{1} 1AS 1 (Revised} 'Presentation of financial statements’ was 1ssued
by the (ASB in September 2007 and s required to be adopted by
the Group for reparting in 1ts financial year encing 30 June 2010
The amendment 1o the standard reguires the preparation of a
statement of comprehensive iIncame erther to replace or to
complement the current income statement In addition,
restatements or reclassifications of comparative balance sheet
information will include a restatement of the opening balance
sheet of the comparatve period

(N IFRS 3 (Rewised) Business combinations’ and 1AS 27 (Revised)
‘Consolidated and separate financial statements' on ecguisition
accounting were Issued by the JASB in January 2008 and, subject
to approval from the EU are required to be adopted by the Group
for reporting in 1its finanoial year ending 30 June 2011 The revisions
to IFRS 3 and IAS 27 are apphed prospectively and will result (in
changes to accounting policies in relation to future acquisitions

(W) The IASB 1ssued an amendment to IFRS 2 'Share-based Payment’ in
lanuary 2008 The amendment, which 1s required to be adopted by
the Group for reporting tn 1ts financial year ending 30 June 2010,
clanfies that vesting conditions compnse only service conditions
and perfermance conditions, and specifies the accounting
treatment for a failure to meet a non-vesting condition

(v) The IASB 1ssued amendments to LAS 32 ‘Finanacal Instruments
Presentation’ and IAS 1 ‘Presentation of Financial Statements -
Puniable Financial Instruments and Obligations Arising on
Liquidation’, in February 2008 The amendments are required to
be adopted by the Group for reporting tn 1ts financial year ending
30 June 2010

(v)IFRIC 16 Hedges of a Net Investment in a Foreign Operation’ was
1ssued in July 2008 and 1s required to be adopted by the Group
for reporting in its financial year ending 30 June 2010 It provides
guidance in arcumstances where compamies hedge the foreign
currency nsk ansing from their net investment in foreign operations
and wish to quahfy for hedge accounting in accordance with
1AS 39




e) Critical accounting estimates and judgements

The preparation of the Finanaal Statements requires management

to make estimates and assumptions that affect the reported amount
of revenues, expenses assets and liabilties and the disclosure of
contingent hiabilities 1f in the future such estimates and assumptions,
which are based on management’s best judgement at the date

of preparation of the Financial Statements, deviate from actual
crcumstances, the onginal estimates and assurnptions will be modified
as appropriate i the penod in which the crcumstances change

The areas where a higher degree of judgement or complexity arise,

o areas where assumptions and estimates are sigiificant to the Group
Financial Statements, are discussed below

) Intangible assets
The valuation and amortisauion periods of intangible assets on
acquisition such as computer software and the impairment
testing are based on value i use calculations prepared on the basis
of management s assumptions and estimates of future cash flows
and discount rates

(i} Staff costs
An estmate of the current portion of the future habiity for bonuses
and other employee incentive schemes 1s included in staff costs

(i) income taxes
The Group s subject to income taxes in different junsdictions
Judgement is required in determining the warldwide provision
for income taxes There are transactions and calculations for which
the ulhmate tax deterrmination 15 uncertain duning the ordinary
course of business Where the final tax outcome of these matters
15 different from the amounts that were iniially recorded, such
differences will impact the income tax and deferred tax provisions
in the perted 1n which such determination 1s made

f) Presentation of exceptional items

The Group has shown exceptional items separately on the face of the
Income Statement The Group defines exceptional items as those
matenal ems which, by virtue of their size or nature, the Group
considers shoutd be presented separately in order to aid comparability
between perods

g) Segment reparting

The business segment 1s the primary reporting segment A business
segment 1s a group of assets and operations engaged In prowviding
services that are subject to risks and returns that are different from
those of other business segments The principal activity of the Group
15 the provision of investment management services and as this is the
only husiness segment in which the Group operates, no additional
business segmental analysis has been shown

A geographical segment I1s engaged in providing services within 3
paruicular economic environment that are subject to nsks and returns
that are different from those of companents operating in other
economic environments The Group operates in Europe, Asta and
North America The analyses by geographical segment are based

on the location of the customer This is the location where the fund
product entities are reqistered, of segregated client accounts are
domialled, from which fee inceme 15 earned

h) Intangible assets
Campuler software licences awguired dre capitalised on Lthe basis of
the costs incurred to acquire and bring to use the specific software
These costs are amortised using the straight line method over their
estimated useful lives

Costs assoaated with developing or maintaining computer software
programmes are recognised as an expense as incurred Costs that are
directly associated with the production of (dentifiable and unique
sottware products controfled by the Group and that will probably
generate econamic benefits exceeding costs beyond ane year are
recognised as intangible assets Direct costs include software
development and associated contractor costs

Computer software develapment costs recognised as assets are
amortised on a straight line basis over their estimated useful lives
The assets’ residual values and useful lives are reviewed, and adjusted
if appraopriate, at each balance sheet date An asset’s carrying amount
15 written down immediately to its recoverable amount if the asset’s
carrying amount is greater than (ts recoverable amount

The following useful lives have been determuned for the intangible
assets acquired dunng the year

Computer software kcences 3-5 years
Software development costs S years

1} Property, plant and equipment

All property, plant and equipment 1s shown at cost, less subseguent
deprecation and impairment Cost includes expenditure that 1s directly
attnbutable to the acquisition of the assets Subsequent costs are
included in the asset’s carrying amount or recognised as a separate
asset, as approprate, only when it 15 probable that future econormic
benefits associated with the item will flow to the Group and the cost
of the item can be measured reliably All other repair and maintenance
expenditures are charged to the Income Statement during the finangal
period in which they are incurred

Depreciation 15 calculated using the straight ine method to reduce the
cost of each asset to its residual value over 115 useful ife as follows

Leasehold improvements 5 years
Furnsiure fixtures and fittings 3 years
Information and communication technology equipment 3-5 years

Major renovations are depretiated over the remaring useful ife of the
related asset or to the date of the next major renovation, whichever is
soaner

The assets’ residual values and useful lives are reviewed, and adjusted
if appropnate, at each Balance Sheet date An asset's carrying amount
15 writien down immediately to Its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount

Gains and losses on disposals are determined by comparing the
disposal proceeds with the carrying amount and are included in the
Income Statement

1) Investments

(i) Classtfication
All Group investments are Imtially recogrised and subsequently
classified as financial assets at fair value through profit or loss to
reduce accounting mismatches These include the financial assets
onginally purchased as part of “deferred compensation awards ’
on behalf of employees and shown on the Balance Sheet see
note 12 Assets in this category are classified as current assets if
they are realisable within 12 months of the Balance Sheet date

CEl
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(i) Measurement
Purchases and sales of investments are recogrised on trade-date,
the date on which the Group commits to purchase or sell the asset
Investments are inttially recogrised at fair value plus transaction
costs Investments are derecagnised when the nghts to receive cash
flows from the investments have expired ar have been transferred
and the Group has transferred substantally all the nsks and
rewards of ownership Gains and losses ansing from changes iy
the fair vatue of financial assets and kabilities at fair value through
profit or foss are Included in other operating income in the Income
Staternent in the period in which they anse

k} Derivative finanaal instruments

{1 Denvative financial instruments and hedging actiities
The Group uses dervative financial instruments to reduce exposure
to foreign exchange nsk and does not hold or ssue dervative
financial instruments for speculative purposes The Group does nat
designate any derwatives as hedging instruments and does nat apply
hedge accounting Derivatives are, therefore inilially recognised at
farr value on the date on which a dervative contract is entered into
and are subsequently remeasured at therr fair value at each Balance
Sheet date The resuluing gamns or !osses are recognised iImmediately
in the Income Statement Derecognition of denvative assets and
habilities occurs on the expiry date of the dervative contract ar when
contracts have subsequently been cancelled

=

(n) Financial risk factors
A qualitative analysis of the finanaial nisks facing the Group is
prowided in the Risk Management section to this Annual Report

1) Trade receivables

Trade recevables are recogrised inuiafly at fair value less provision

for imparment A provision for impairment of trade recevables is
established when there 1s objective evidence that the Group wall not
be able to collect all amounts due according to the original terms of
the recevables The amount of the provision is the difference between
the assets’ carrying arnounts and the present value of their estimated
tuture cash flows, discounted at the effective interest rate The
amount of the provision 15 recognised in the Incame Staterment

m)Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, deposits held on
call with banks and cther short-term, highly hquid investments with
anginal maturities of three months or less

n) Provisions

Provisions for costs, such as legal claims, are recognised when the Group
has a present legal cr constructive obligation as a result of past events,
it 1s more hkely than not that an cutflow of resources will be required
to settle the obligatton and the amount can be reliably estimated

o) Income recogmition
(1) Revenue
Revenue comprises the fair value for the provision of services, net of
any value added tax, rebates and discounts and after the elimination
of sales within the Group Revenue 1s recognised as follows
(a) Performance fees — are calculated by reference 1o the
appreciation in the net asset value of the relevant fund during
the perfermance period In accordance with 1AS 18 gerformance
fees are only recogrised once they can be measured reliably
The Group can only reliably measure performance fees at the
end of the performance penod as the net asset value of the
relevant fund could move sigmificantly, as a result of market
movements, between the Group’s balance sheet date and the
end of the performance penod

finangial
Satements

(b)Y Management fees - which include all non-performance related
fees, are recogrised in the penod in which the services are
rendered

() Interest income
Interest income 15 recognised on a tme-proportion basis using the
effective interest method When a recevable 1s imparred, the Group
reduces the carrying amcunt to Its recoverable amount, being the
estirated future cash flow discounted at the onginal effective
interest rate of the instrument, and continues unwinding the
discount as interest income

() Other income
The Group receives fees In arcumstances where employees of the
Group act as directors of external investee companies The fees are
recognised i the period in which the services are rendered

p) Fair value estimation
The farr value of quoted financial assets s based on current bid prices

The far value of unlisted financial assets (nvestments in the funds) is
based on the net asset valuatons of the funds at the balance sheet
date

q) Distribution agreements

The Group operates a number of distrbution agreements Commussion
payments made 1o intermediaries for ongoing services under these
distribution agreements are charged to the income Statement in the
period in which they are incurred There are noe arrangements where
commissicn payments are not for angoing services

r) Leases

Leases where the lessor retains substantally all the nsks and benefits
of ownership of the asset are Classified as operating leases All the
Group’s leases are operating leases and the rental charges are included
in the Income Statement on a straight ine basis over the term of the
lease

As lessee, costs under operating leases are charged to the incorme
Staternent in equal amounts over the peniods of the leases Incentives
received 1o enter Into feases are amortised on a straight ne basis over
the term of the lease

s) Employee benefits

(1) Pension costs
The Group operates a defined contrshution scheme Employees
may contribute directly to this scheme The Group makes no
contnbutions to the scherne and there 1s therefore no cost In the
Group accounts

(11} Share-based cormpensation
The Group operates equity-settled, share-based compensation
plans These are explained i note 17 of these Financial Statements
The fair value of the employee services received in exchange for the
share awards and options granted s recognised as an expense,
with the corresponding credit being recogrised in other reserves
within shareholders’ equity The total amount 1o be expensed over
the vesting penod is determined by reference to the fair value of
the shares and options awarded/granted At each balance sheet
date the Group revises its estimates of the number of options
that are expected to become exercsable and the number of shares
awarded that are expected to vest It recogrises the impact of the
revision of onginal estimates, «f any, in the Income Statement, and
a corresponding adjustment to shareholders’ equity




When the options are exercised, the proceeds receved net of any
directly attnbutable transaction costs are crediied to share capial
{nominal value) and share premium

(i) Deferred compensation plans
The Group also operates deferred compensation plans for certain
employees under which a portion of an employee’s bonus s
invested in one of the funds managed by the Group The farr
value of the employee services received in exchange for the awards
in the funds 15 recognised as an expense The total armount to be
expensed over the vesting period I1s determined by reference to the
fair value of the awards, remeasured at each reporting date untif
the settlement date 15 reached The fair value of the awards
equates to the farr value of the underlying investment in the
nominated fund entity at the settlement date

{iv) Profit-sharing and bonus plans
The Group operates non-contractual banus pools based on
formulas that take nto consideration either Group profitabiity or
nvesiment performance, on a calendar year basis The formulas are
reviewed and approved annually by the Remuneration Committee
At the end of the financial year, the Group recognises a Liability for
bonus pools accrued but not yet paid

t) Foreign currency translation

1) Functional and presentation currency
Items included in the Finanaal Statements of each of the Groups
entities are measured using the currency of the primary economic
environment in which the entity operates (*the functional
currency”) The Group Financial Statements are presented in Great
Britain Pounds (*GBP ‘) which s the Company’s functional and
presentation currency and the currency in which the Group's assets,
habilities and funding are predominantly dencminated

~

{n} Transactions and balances
Foreign currency iransactions are translated into the relevant Group
entity s functional currency using the exchange rate prevaling at
the date of the transactions or where it s more practical, a Group
entity may use an average rate far the week or manth for afl
transactions in each foreign currency oceurning dunng that week
or month (as long as the relevant exchange rates do not fluctuate
significantly) Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at period
end exchange rates of monetary assets and liabilities denominated
in foreign currencies are recagnised in other operating ncome or
losses in the Income Statement

(i) Group companies

The results and finanoal position of all the Group entities {none of

which has the currency of a hypennflaticnary economy) that have

a functional currency different from the presentation currency are

translated into the presentation currency as fallows

{a) assets and habiities for each balance sheet are translated at the
closing rate at the date of that batance sheet,

{b) Income and expenses for each Income statement are translated
at average exchange rates for the relevant accounting penods,

(c) all resulting exchange differences are recognised as a separate
component of equity

(65 Il

u) Taxation

{1 Income tax
Income tax on the profit or loss for the year compnses current and
deferred tax Income tax 15 recogmised in the Income Statement
except to the extent that 1t relates to items recogrised directly in
shareholders’ equity, in which case it 1s recognised in shareholders
equity

Current tax s the expected tax payable on the taxable income
for the year, using rates enacted or substantvely enacled at the
balance sheet date, and any adjustment to 1ax payable in respect
of previous years

() Deferred tax
Deferred tax 1s provided in full using the hiability method, on all
1axable and deductible temporary differences at the Balance Sheet
date ansing between the tax bases of assets and liabilities and their
carrying amounts for financial reporting purposes

Deferred tax assets and liabilities are measured at the tax rates that
are expected to apply to the penod when the asset s reahsed or
the liability 1s settled, based on tax rates {and tax laws) that have
been enacted or substantively enacted zt the balance sheet date

Deferred tax assets are recognised to the extent that it 1s probable
that future 1axable profits will be avadable against which the
deductible temporary differences can be utlised

v) Dividend distribution

Dvidend distributions to the Cormpany’s shareholders are recogrised in
the Group’s Finanaal Statements in the period in which the dwidend 1s
paud or approved by the Company’s shareholders

w) Share ¢apital and share premium

Ordinary shares are classified as shareholders equrty Incremental costs
directly atinbutable 1o the 1ssue of new shares or options are shown in
equity as a deduction from the share premium account

x) Own shares

Employee trusts have been established for the purposes of satisfying
certain equity-based awards The holdings of these trusts include
shares (“own shares”) that have not vested unconditionally with
employees of the Group

Own shares are held for the short-term to meet future award
requirements and are recorded, at cost, as a deduction from
equity Own shares are offset against retained earnings i ine with
Companies Act 1985

y) Other reserves

In additron to share-based payment credits taken to other reserves,

as disclosed in s)(n) above, other reserves comprise deferred tax in
respect of tax deductions avalable on those share-based remuneration
arrangements The deferred tax recogrused in the income staterment
in respect of the share schemes is imited to the corresponding
cumulative share-based payments expense recognised multiphed by
the ruling tax rate Any excess is taken to other reserves The deferred
tax deductions recogrused in other reserves 1s transferred to retained
earnings when utilised against current and prior year tax charges
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1 Segmental reporting
{a)Primary format - business segment

Financial
Statements

The Group has one distinguishable business segment, that being the provision of investment management services This 1s cansidered by
management to be the Group’s pnmary segment The result of that business segment is therefore disclosed in these accounts in the prmary

statements on pages 58 to 61

Revenue can be broken down as follows

2008 2007

£000s £000's

Net management fees 93,109 60,950
Performance fees 24,043 48,241
Total revenue 117 152 109,191

{b} Secondary format — geographical segments

Although the Group's principal offices are located in London, investment management fees are generated in the jurnisdiction either where fund
product entities are registered or where clients who mandate the Group through segregated accounts are domicled

2008 2007
£000's £000s
Segment revenue
Eurcpe
Luxembourg 31,544 12,573
Other Europe 1,203 4,409
The Amencas
Cayman istands 78,096 92,209
United States of Amerca 88 -
Rest of the World 221 -
Total segment revenue 117,152 109,191
Segment assets
Europe
Luxernbourg 8528 2,807
Other Europe 4,330 2,056
The Americas
Cayrman Islands 15,100 28,665
United States of America 76 -
Rest of the World 221 -
Total segment assets 28 255 33 528
Capital expenditure and intangible assets
Europe
Luxembourg - -
Other Europe £ 306 1,803
The Americas
Cayman {slands - -
United States of Amenca 403 62
Rest of the World -] -
Total capital expenditure and intangible assets 6,717 1,865




2 Admimistrative expenses

2008 2007
£000's £000°s
The following items have been included in admimnistratve expenses
Staff costs {note 4) 46,965 42 524
Depreciatien {note 10} 2,390 1,312
Amortisation (note 11) 439 328
Loss on disposal of property, plant and equipment {nate 10} 109 254
Other operating lease rentats payable
Property 3815 1,614
Computer software 377 343
Exceptional items — IPO fees - 1,098
Net foreign exchange differences recognised {682) (54}
Audit and non-audit fees
2008 2007
£000's £000's
Fees payable to the Group s auditor for the audit of the Group s Financial Statements 215 125
Fees payable to the Group’s auditor for other services
The audit of the Campany’s subsid@nies pursuant to legislation 19 18
Other services pursuant to legislation 67 62
Taxation services 305 169
Other services 184 623
Total auditors remuneration 790 997

Included within fees payable to the Group’s auditor for the audit of the Group's Financial Statements 1s an amount of £43,000 which was paid
in 2008 but related to the 2007 audit (2007 £24,000 which was paid in 2007 but related to the 2006 audit)

Other services pursuant to legislation relases 10 £63,000 for the review of the intenm finanaal information under the Lisung Rules of the
Finanaal Serices Authority and in accordance with [AS 34 *Intenm Financial Reporting’ {2007 £58,000) Also included 15 £4,000 {2007 £4,000)
in respect of the annual requlatory audit

Taxation services include comphance services such as tax return preparation and advisory services

Other services for the year ended 30 June 2008 indude £125,000 for the ¢controls audit under \he framework of the Augit and Assurance
Faculty (“AAF '} and compliance and general advice of £59 000

Other services for the year ended 30 June 2007 include comphance and general advice of £61,000, the audit of the Financial Reporting and

Auditing Guideline 21 {"FRAG 21 ) of £48,000 and reporting accountant’s fees relating to the 170 of £513,000 Of the total fees of £513,000
£375,000 was written off against the share prermium account

3 Other operating income and expenses

2008 1007
£000's £000 5
Other operating income ncfudes the {allowing items
Cther income 21 -
Investments at fair vatue 98 249
Total other gperating income 119 249
Other operating expenses include the following items
Commission payments {2,086 (818)
Loss on dervative financial instruments 3 (343)
Total other operating expenses {2,089 {1,161)

Commussion payrments of £818,000 have been reclassiiied fram admirustrative expenses to other operating expenses for the year ended
30 June 2007
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4 Staff costs
2008 2007
£000's £000s
Wages and salarres 35,928 37,158
Social secunty costs 5,205 4,676
Share-based payments (ncte 17) 4,832 687
Total staff costs 46,965 42,521

Included within sacial secunty costs 1s £527,000 in relation to employee share-based payment schemes (2007 nil)

All employees are eligible for an annual discretionary bonus In addition to cash bonuses, the Group operates vanous non-cash remuneraton

schemes

) Long-term share-based incentive schemes
These schemes are described in full in the audited part of the Remuneration Report

() Deferred compensation schemes

The Group operates a deferred compensation programme  Under the terms of this scheme the Group has purchased units in various funds for
which a Group company acts as investment manager The units in the funds purchased are held in the name of a nominee company for the

benefit of selected employees The uruts are subject to certain forfeiture provisions

Wages and salaries include all amounts paid to employees, salanes cash bonuses, deferred compensation and share-based payments These
costs include Directors” remuneration which can be found within the audited part of the Remuneration Report and form part of these Finanaal

Statements
The average number of persons employed by the Group durning the year was as follows
2008 2007
Asset Managernent 64 47
Sales and Marketing 41 29
Administration and Finance 104 75
Total average number of employees 209 151
5 Finance mncome and expense
2008 2007
£000's £000's
Finance inceme
Interest on cash and cash equivalents 3241 2,198
Interest on rent deposits 26 45
Total finance income 3267 2,244
Finance expense
Interest payable (6 (6)




6. Taxation
Analysis of charge mn period
2008 2007
£000s £000s
Current tax
UK carporation tax on profits for the year 17.804 16,444
Adjustments to tax charge in respect of previous pericds 2,001 63
Foreign tax 116 155
Adustments to foreign tax charge in respect of previous perods 32 =
Total current tax 19,953 16,662
Deferred tax {note 16}
Ongination and reversal of temporary differences (1,463 (12)
Adjustments in respect of previous pernods (1,827 (64)
IFRS 2 share-based payments credit (579) {126)
Foreign tax 16 (z1)
Adjustments in respect of change to future tax rate - 9
Totat deferred tax {3,853 214)
Total tax expense 16,100 16,448

Alegislative change in the UK has redured the main corporation tax rate from 30% to 28% with effect from 1 Aprl 2008 The efiect of this s

that the theoretical effective UK Lax rate for the Group for the year ended 30 June 2008 15 29 5% (2007 30%)

The tax on the Groups profit before tax differs from amounts that would anse using the theoretical effective UK tax rate applicable to profits of

the Group companies, as fallows

2008 2007
£000%s £000's
Profit on ardinary activivies before tax 49 669 51,616
Thearetical tax charge at UK rate of 29 5% (2007 30%) 14,652 15,485
Effects of
Expenses not deductible for tax purposes 1M 81
Depreciation in excess of capital allowances 307 3
Capital items in revenue 438 200
Exceptional items - 329
Share-based payments 694 {126)
Deferred compensation scheme 48 -
Adjustment in respect of previous period 206 1}
Adjustment in respect of foreign tax rates 40 54
Adjustrments in respect of changes to UK tax rate - S
Cther ) 36
Total tax expense 16100 16 448




Annual Report 2008

BlueBay Asset Management plc

Notes to the Group Financial Statements wunues

7 Earnings per share

Basic earnings per share 1s calculated Dy dividing the earmings attnibutable to ordinary shareholders for the relevant period by the weighted

average number of ordinary shares in existence less the weighted average number of own shares

Diluted earnings per share 15 calculated as for basic earnings per share with further adjustments to the werghted average number of ordinary

shares to reflect the effecis of all dilutive ordinary shares

There are na differences between the profit for each finanaal year attnbutable to equity holders used in the basic and diluted earnings per share

calculations

The reconciftatron of the figures used in calculating basic and diluted earnings per share 15 given below

2008 2007
Weighted
Total Weighted Total average
number average rumber {thousands)
{thousands) {thousands) {thousands) restated
Number of shares at 1 July 2007 {and 1 July 2006} 190,373 190,373 120,000 120,000
Issue of shares 2,593 1,267 20763 12,547
Shares reclassified from debt - — 49,610 49610
Number of shares at 30 June 2008 (and 30 June 2007) 192 966 191,640 190 373 182 157
Shares owned by employee trusts (note 19} (2,502) (2633 (785) (495}
Shares held under Share Incentve plan (517 (351) (261) (167}
Shares held in nominee account under the
Share award scheme (note 17{i) {7.431) (2,445) - -
Shares held in nominee account on behatf
of employees (note 19) (52,396) (59,084) {69,587) (61,446)
Basic number of shares 430,120 127,127 119,740 120,049
Shares owned by employee trusts (note 19) 2,502 2633 785 495
Shares owned by Share Incentive trust 517 351 261 167
Shares held in nominee account under the Share
award scheme (note 17()) 7 4319 2,445 - -
Shares held in nommnee account on behalf
of employees (note 19) 52,396 59,084 69,587 61 446
Employee share ocptions 6,632 7,454 8,670 8,083
DHutive number of shares 199,598 199,094 199,043 190,240
Earnings attributable to equity holders of the Group 33,569 33 569 35,168 35 168
8 Dwidends
2008 2007
£000s £000s
Declared and pard duning the year
Equity dividends and ordinary shares
Ddends paid pre-listing
Intenm dividend pard for 2007— 6 Op - 10,177
Intenm dmidend paid for 2007- 2 Sp - 4,221
Total dividends paid pre-listing - 14,398
Didends paid post-listing
Final dwdend paid for 2007 - 6 Op 11,435 -
Intenm diadend paid for 2008 — 3 2p 6,043 -
Total dividends paid post-histing 17478 -
Total 17,478 14,398

Dmdends declared and paid n 2008 were paid out of post-listing distnbutable reserves Dividends declared and paid in 2007 were paid out of

pre-listing distributable reserves

The Directors have proposed a final dividend of 4 8 pence in respect of 30 June 2008 (2007 6 0 pence)

Of the total dmvidends declared and paid of £17,478,000, £4,937,400 was paid on shares which are dassified as own shares, as described in

note 19 (2007 £4 198,100)




9 Financal nsk management
A gualitative analysis of the financal nisks, which include credit, market and iquidity nisks, faang the Group s provided in the Risk Management
section to this Annual Report

(a) Credit nsk management

Credit nisk 15 the possibility that the Group may suffer a loss from the failure of one of our counterparties to meet its contractual obligations
The Group 1s pnimarily exposed to credht risk in respect of amounts owed by related parties and segregated mandates and from cash deposits
with banks

() Counterparty credit rating and ageing according to the contractual due date
Finanaial assets subject to <redit risk are

2008 2007

Note £000's £000's

Cash and cash equivalents 14 44,253 51,5314
Derivative financial instruments - 3
Total excluding trade recewvables 44 253 51,534
Amounts owed by related parties 13 23,452 31,472
Other trade recenvables 13 4 803 2,055
Total trade recevables 28,255 33 527
Total 72 508 85,061

Cash and cash equivalents comprise short-term bark deposits and cash in hand At 30 June 2008 99% of cash 1s held with a counterparty that
1s a major UK bank and 1s externzlly rated AA (2007 99%)

Amounts owed by related parties and other trade receivables relate to management and performance fees owed by funds and segregaied
mandates managed by the Group The ageing profile of amounts owed by these counterparties at the end of the peniod 1s as follows

2008 2007

£000's £000's

Not older than 30 days 27,665 33,368
Older than 30 days not clder than 60 days 118 159
Qlder than 60 days not older than 90 days 445 -
Clder than 90 days but not alder than 120 days - -
Qlder than 120 days but not older than 180 days 9 -
Older than 180 days 18 -
Total 28,255 33,527

Amounts not older than 30 days are neither past due nor impaired

Amgounts older than 30 days are past due but not impaired This represents 2% of the total fees outstanding {2007 0 5%) Histonically, none
of these counterparties have defaulted on their payments Due to the nature of the relationship between the Group and the counterparties,
as disclosed in note 22, the Directors believe that no credst nsk provision Is required

The maximum credit exposure is equivalent to the carrying / fair value of the balances shown

(1) Concentrations of credit nisk
The Group's largest counterparty exposure at the end of each period s as follows

2008 2007
£000's £000's
AA' rated bank 43 870 51,336

*Standard & Poar's ratings

The amount of these exposures can change significantly each month
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9 Financial nsk management contnued
(b)Market risk management

() Investments in funds
Under the deferred compensation scheme the Group awards shares in a range of BlueBay investment funds to employees The shares are
subject to forfeiture and held unti! the pont when the shares have vested unconditionally with the employee or until forfeiture (note 4)

The Group calculates the market risk on these investments using a value at nsk { VaR") methodology based on a one month tme horizon, at
a 95% confidence interval VaR 1s an estimate of the worst loss due to movements in market rates over a target honzon with 2 given level of
confidence Volatties and correlations of market rates including interest rates, credit spreads, foreign exchange rates and equity prices are
estimated from pasi observations and projected forward over the target horizon using a technigue known as Monte Carlo simulation VaR s
then measured as a quantile of the projected distnbuton of gains and losses

The Monte Carlo ssmulation method estimates VaR by simulating random scenanos and revaluing all positions in the portfolo for each trial
The method assumnes lognormal price distributions of underlying nsk factors and accounts for all non-linearties in portfalio positions {(unlike
the parametric VaR model which does not) This method accurately prices all types of complex non-inear positions as well as smple linear
instruments It also prowides a full distnbution of potental portfolio gains and losses (which need not be symmetncal), but does not take into

account any non-normality in the underlyng factors for example fat-tails or mean-reversion The main disadvantage of the Monte Carlo method

1s that smulations are computationally intensive and, consequently, cannot be calculated instantaneously

The increase in the VaR in 2008 compared with 2007 reflects the increased investrnents n the funds

2008
VaR of Investments in the funds
Average Maximum Miumumn
dunng during durnng
30 June 2008 the year the year the year
£000 s £000 s £000 s £000s
- 450 657 1,106 408
2007
VaR of Investments in the funds
Average Maximum Mimmum
during during dunng
30 June 2007 the year the year the year
£000 s £000's £000's £Q005
454 203 454 [51°)

() Foreign exchange and terest rale nsk
Foreign exchange nisk 1s the nisk that the farr value or future cash flows of finanaial instruments will fluctuate because of changes in foreign
exchange rates




The Group's financial assets and habilities are denominated in the following currencies

Year ended 30 June 2008

lapanese
Sterhng  US Dellar Euro Yen Other Total
Finangiat assets Note £000s £000's £000's £000's £000"s £000°s
Cash and cash eqguivalents 14 41310 1,635 1,118 182 8 44,253
Financial assets 12 - 15,906 6,160 - - 22,066
Trade recevables 13 - 16,372 11,662 - 221 28,255
Total financial assets 41,310 33,913 18,940 182 229 94,574
Japanese
Sterlng  US Dallar £uro Yen Other Total
Financial abilities £000°s £000's £000's £000 s £000°s £000's
Trade and other payables due within one year 4,865 793 2 610 3 - 8,278
Total finangial habilities 4,865 793 2,610 [ — 8,278
Year ended 30 June 2007
Japanese
Sterling Us Dollar Euro Yen Other Total
Financial assets Note £000%s £000's £000's £000's £000's £000s
Cash and cash equivalents 14 50,192 726 560 49 4 51,531
Financtal assets 12 - 9,061 4,815 - - 13 876
Derivative financial instruments - - 3 - - 3
Trade recevables 13 - 21,015 12,512 33,527
Total financial assets 50,192 30,802 17,890 49 4 98 937
Japanese
Sterling Us Doltar Euro Yen Other Total
Financlal liabilities £004°s £000°s £000's £000's £000°s £000's
Trade and other payables due within one year 2,631 400 835 - - 3,866
Total financiat habilities 2,631 400 835 - — 3,866

Financial habilities compnse trade payables and accruals which are payable within one year and which are not explicitly excluded from the
definition of a finanoal instrument under IFRS 7

The Group's revenue 1s received 1n US dallars and Euros From time to time, the Group may put in place short-term forward foreign exchange
contracts to hedge these future receivables There were no such contracts outstanding at the end of either accounting penod

At 30 June 2007, the Group also partally hedged against the foreign exchange exposure of 1ts investments held as finanaial assets under the
deferred compensation scheme

Interest rate nsk is the risk ansing from unexpected or untoward movements in interest rates The Group’s monetary assets earn interest at
20 basis peints befow the base rate As the Group does not have any debt financing 1t 1s not exposed 1o interest rate nisk
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9 Fnanqal nsk management continued

{¢) Liguidity risk management

Liguidity nsk 15 the risk that the Group will not be able to meet its financial obligations as they fzll due The Groups approach is 1o ensure that it

will have sufficent iquidity to meet s habiliies when due, under both normal and stressed arcumstances

() Financial assets and habihties

The table below analyses the Group's finanoal assets and labiites The amounts disclosed are the contractual undiscounted cash flows and are

all due within one year

Year ended 30 June 2008

Finanaal assets 2008 2007
£000's £000 s

Cash and cash equivalents 44,253 51,531
financial assets 22,066 13876
Denvative finanoal instruments - 3
Trade recewvables 28,255 33 257
Total financial assets 94,574 98,937
Finanaal habihties 2008 2007
£000 5 £000's

[ 8278l 3,866

The Group’s total financial assets exceed its total financial habilities in the ravo of 11 4 1 (2007 256 1}




{1 Commitments

{a} Operating leases

The Group leases office premises and computer software under non-cancellzble operating lease agreements The leases have varying terms
and renewal rights The future aggregate minimum lease payments under non-cancellable operating leases disclosed as contractual
undiscounted cashftows are as follows

2008 2007
Leasehald Leasehold
property property
£000's £000s

Commitments under non-cancellable operating leases expinng
Within one year 4,695 1,807
Later than one year and less than five years 18,755 24,741
After five years 37,612 37,687
Total 61,062 64,235
2008 2007
Computer Computer
software software
£000 5 £000%

Commitments under non-cancellable cperating leases expiring
Within cne year 245 298
Laler than one year and less than five years 63 381
Total 308 £79

(b) Caprtal commitments

2008 2007
£000's £000'5
Expenditure contracted for but not provided for in the Financial Statements - 406

(¢) Contingent habilities
The Group 15 not aware of any contingent hiabilities as at the end of erither accounting period

{d) Capital Management

The Group uses its capital pnimanly 10 support the growth of the business and to provide it with a cushion to shield it from adverse market
conditions In order 1o determine its primary capital requiremants, the Group uses rmulti-year hnanaal models to determine the capital
requirements of 1ts antiopated growth The Group develops a number of potential adverse scenanos in order to determine therr effect on various
financial measures, including the Group's capital base This enables the Group to determine the amount of capital that should be retained in the
business for prudential purposes

Once this primary objective has been met, the Group uses available distributable reserves for purposes such as paying dividends to shareholders,
funding the equity incentivisation pregramme and providing seed capital for new funds, #f required

Fram time to time the Group has provided financing to the EBT and its SIP to enable thern to purchase BlueBay's shares in the market The tming
of these purchases depends on market prices The shares are intended to be used for awarding shares to employees under the Group's share-
based incentive schemes There is no specific buy back plan

The Group also manages its capital requirements in line wath the regulatory capital imits set by the Financial Services Authonty The Group has
been in comphance with the regulatory capital requirements at all imes during the year

There were no changes to the Group’s approach to capital management in the year

751l
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10 Property. plant and equipment

Financial
tatemeants

Information &

Furniture communication
Leasehold fixtures & technology
impravements fittings equipment Total
£000's £000's £000°s £000's
Cost
At 1 July 2007 2,336 758 2,213 5,307
Additions 5,322 702 532 6,556
Disposals - (304) - (304
Wiite offs 1,714y (285) (799) (2,798
Currency translation driference 8 2 11 21
AL 30 June 2008 5,952 873 1,957 8.782
Accumulated depreciation
At 1 July 2007 934 494 1,325 2,753
Depreciation charge 1,601 250 539 2390
Disposals - {195) - {195
Wiite offs (1,714) {285) {799) (2,798)
Currency translation difference 5 1 8 14
At 30 June 2008 826 265 1,073 2164
Net book amount as at 30 June 2008 5,126 608 884 6,618
Information &
Furniture communication
Leasehold fixtures & technology
improvements fittlngs equipment Total
£000 s £000 s £005's £000°s
Cost
At 1 July 2006 1,904 663 1,779 4,352
Additions 756 90 469 1,315
Disposals (310) - ] (317}
Currengy translation difference (14) (S (24} (43)
Reclassification - 4 (4) -
A1 30 June 2007 2,336 758 2,213 5,307
Accumulated deprecation
At 1 July 2006 326 315 873 1,514
Depreciation charge 668 179 465 1,312
Disposals (57) - ()] (63)
Currency translation difference 3) 9} (6) (10)
Redlassification - 1 (1 -
A1 30 June 2007 934 494 1325 2,753
Net book amount as at 30 June 2007 1,402 264 888 2,554

Assets written off as at 30 June 2008 relate to those which are no langer in use In the business

The property leases have been dassified as operating leases in these financal Statements, in accordance with 1AS 17 At 30 June 2008 and
2007, none of the above assets were beld under finance leases




11.Intangible assets

7718

Licences and
development

costs

£000's
Cost
AL 1 uly 2007 2,250
Additions 161
Wiite Off (184)
At 30 June 2008 2,227
Amortisation
At 1 July 2007 503
Amartisation in the year 439
Write Off (184)
At 30 June 2008 758
Net book amount as at 30 June 2008 1,469

Licences and
development

costs
£000s
Cost
At 1 July 2006 1,700
Additions 550
At 30 June 2007 2,250
Amortisation
At 1 July 2006 175
Amortisation in the year 328
At 30 June 2007 503
Net book amount as at 30 June 2007 1,747
Assets written off as at 30 June 2008 relate to those which are ne longer in use in the business
All amortisation charges in the year are included in note 2
12 Fiancial assets
2008 2007
£000's £000%s
Fair value through profit or loss
At 1 July 2007 and 2006 13,876 3.674
Additions 9,560 10,199
Farr value adjustment 124 249
Dispesals L . (1,494) {246)
At 30 June 22,066 13,876
Financial asscts at fair value through profit ar loss mclude the following
2008 2007
£000's £000's
Investment in funds 22,066 13,876

Finanaal assets held at fair value are designated as such upon iital recognition The fair values of the wnvestments in funds are deterruned by

using the net asset values of the funds at the balance sheet date

These investments are held in relation to the “deferred compensation scheme’ which 1s discussed in meore detall in note 4 Disposals relate to

shares which have vested unconditionally
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13 Trade and other receivables

2008 2007
£000's £000’s
Trade recevables
Amounis owed by related parties (Note 22) 23,452 3,472
Other trade recevables 4,803 2,055
Other recevables 655 1,269
Prepayments and accrued income 2,525 975
Total amounts falling due within one year 31,435 35,771
Total amounts falling due after more than one year 149 99
14 Cash and cash equivalents
2008 2007
£000's £000 s
Cash at bank and in hand 3966 1,531
Short-term hank deposits 40,287 50,000
Total cash and cash equivalents 44 253 51,531
15 Trade and other payables
2008 2007
£000s £000s
Trade payables 228 304
Other tax and socal secunty payable 718 560
Cther payables 7,040 2,857
Accruals 13,036 14,646
Total rade and other payables due within one year 21,022 18 367
Total amounts due after more than one year 9671 6,353

Amounts falling due after more than one year relate to costs accrued as part of the Groups deferred compensation plan

16 Deferred tax
Deferred tax 15 calculated in full on temporary differences under the lizbility method using a tax rate of 28% (2007 28%)

Deferred tax assets have been recogrised where the tax deduction in the current year has exceeded the current taxable profits The recognition
of deferred 1ax assets 1s based on the probaimlity that the Group will denve taxable profits in the future

Deferred tax assets and liabidities are only offset where there 15 a legally enforceable nght of affset and there 1s an intention 1o settle the balances
net The movemenis in deferred tax assets and liabilities {prior to the offsetung of balances within the same junsdiction as permitted by 1AS 12)
dunng the penod are shown below



{a) Deferred tax assets
The movernent on the deferred tax asset account Is as follows

Temporary
differentes
£000 s
A1 July 2007 6,731
[ncome Statement credit 3,853
Deferred tax asset uthsed in current year 2.594)
Deferred tax asset carned back against prior year profits {2,552)
Deferred tax on share-based payrments taken to equity 1,100
Currency translation differences 5
At 30 june 2008 6,543
Temporary
differences
£000's
At 1 July 2006 631
Income Statemenit credit o7
Deferred tax asset uulised (16,447)
Ceferred tax on share-based payments taken to equity 22,450
At 30 June 2007 6,731
The deferred tax credited 1o equity dunng the year 1s as follows
2008 2007
£000s £00Cs
Share option scheme [ 1100] 32,450
An analysis of the deferred tax asset s as follows
2008 2007
£000's £000s
Accelerated depreciation for tax purposes 134 146
Share-based payments 3093 6,560
Deferred compensation scheme 3,303 -
Other 13 25
Total deferred tax asset 6,543 6 731
(b} Deferred tax habilities
The movernent on the deferred tax hability account is as follows
Temporary
differences
£000's
At 3 July 2007 -
Income Staterment expense -
At 30 June 2008 -
Temporary
differences
£000's
At 1 July 2006 {117
Income Statement expense 117

At 30 fune 2007
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17 Share-based payments

The Group seeks 1o facihitate sigmificant equity ownership by management and employees, prinaipally through vanous equity settled, share-based
compensation schemes Details of these schemes can be found in the Remuneration Report on pages 40 1o 47 to these Financial Statements and
are summarised in the notes below

The fair value of the employee services rendered in exchange for the share awards and opuons granied prewiously under these schemes 1s
recogrised as an expense through the Income Statement The expense 1s based on the fair value of the share-based payment transactions on

grant date, spread over the vesting period

Durning the year, the following expense was charged to the Income Statement in respect of equity settled, share-based fransactions

2008 2007

£000's £000s

EMI Scheme (1) - 266
Unapproved aption award scherne (1) 156 1558
Share award scheme {u1) 4,120 -
SIP Scheme (iv) 556 266
Total 4,832 687

() Enterprise Management Incentive (EMI) Option Award Scheme

The Group 1ssued share options through its EMI scheme in December 2005 A total of 20,700,000 gptions under this scheme were exercised
when the Company listed cn the London Stock Exchange on 22 November 2006 As a condition of exercise, the Company required the holders
of the EMI options to enter into an agreernent not 1o sell their resuluing shares for a period of up to four years following Listing (although 25%
of these ordinary shares became available for sate on each anmiversary of the date of exercise of the EMI options) On 22 Novernber 2007, selling
restrictions on the first 25% of the shares held by employees were lifted

The scheme 1s no longer operative and there are no options outstanding under this scheme

During the year, the movement in respect of restricted ardmary shares issued following the exeraise of EMI options at histing was as follows

2008 2007

£000's £000 s

Balance at 1 July 20,675,000 -
EMI optsons exercised - 20,700,000
Shares sold on open market (5,964 (1919)
Shares vested unconditionally {5,162 500 -
Shares forfeited to Group employee benefit trust (Note 19) (119,036 (23 081)
Restricted shares unsold at 30 June 15,387 500 20 675 000

{n) Unapproved Option Award Scheme

The Group operated a second option award scheme, not approved by HMRC, where selected employees were ebgible 1o participate  All grants
under this scheme were made in 2006, prior to listing and there have been no new awards dunng the year In general terms, providing an
optionholder remains an employee of the Group, options may be exeraised in accordance with a vesting schedule as follows 25% on or after
each of 30 January 2007, 30 January 2008, 30 January 2009 and 30 January 2010 All 'Unapproved’ options expire on the business date
preceding the tenth anniversary of the date of grant

Movements mn the number of share opttons cutstanding granted under the Unapproved Option award scheme are as follows

2008 2007
Welghted Weighted
average average
Number of axercise Number of exercise
aptions price options price
Share opttons outstanding at 1 July 9,612 500 £0 2586 7.375 000 £0 2330
Granted - - 2,750,000 £0 2853
Forfeited (387 500} £0 2853 {450,000) £0 2853
Exercised (2,593,462) 0 2666 {62,500) f0 2853
Share options outstanding 30 June 6,631,538 £0 2532 9,612 500 f0 2586




1l

The following unapproved share options were exercised during the financial year

Exercise date Exercise Price Share price at exercise date Number exerased
12 July 2007 £0 2853 £471% 37,506
5 Qctober 2007 £02853 £4 79 225,00C
21 November 2007 f0 2853 £348 25,000
26 Novermnber 2007 £0 2853 £3 84 288,750
26 November 2007 £0 2226 £384 775,000
4 Decernber 2007 £0 2853 £3 67 25,000
6 December 2007 £0 2853 £389 100,000
12 December 2007 £0 2853 £353 100,000
20 February 2008 £0 2853 £2 71 312,500
27 February 2008 £0 2853 £325 37,500
19 March 2008 £0 2853 £3 33 300,000
28 March 2008 £0 2853 £3 45 217,212
23 Apnil 2008 £0 2853 £3 40 125,000
23 May 2008 £0 2853 £3 26 25 000
Total 2 593,462

The share options outslanding at the end of the year have exercise prices and expected remaining lives as follows

2008 2007
Weighted Weighted
average average
expected expected
Number of remaining Number of remaining
options hfe options life
Option exercise price

£02226 3,325,000 2 6 years 4,100,000 3 6 years
£02853 3,306,538 2 6 years 5,512,500 3 6 years

Total 6,631,538 9,612,500

(1) Share Award Scheme

During the year, one af the Group’s Employee Benefit Trusts purchased shares :n the open market in order to satisfy restricted share awards to
existing employees as part of the annual compensation round and 1o selected new joiners {note 19} Shares awarded vest uncanditronally with
employees over a period of five years after the grent date (with 25% of the shares vesung on each anniversary of the date of award,
commencing two years after the grant date)

The fair value of the shares 1s measured on the grant date and spread over the period dunng which the employees become unconditionally
entitfed to the underlying shares The fair value of the shares granted 1s taken to be the market price at the date of award The amount

recogrised in the Income Statement 1s adjusted to reflect the expected and actual number of shares that vest

The following share awards are outstanding at the end of the financial year

Grant date Share price at grant date Number awarded
12 July 2007 £4 71 408,155
3 October 2007 £4 58 336,822
10 October 2007 £4 56 123,387
12 October 2007 £4 80 244,188
13 December 2007 £3 47 473,240
26 February 2008 £319 664,261
28 March 2008 £3 45 3,605,585
4 Apnl 2008 £343 72,498
15 May 2008 £337 235,841
6 june 2008 £336 1,100,000
30 June 2008 £2 25 167,246
TJotal 7.431,263

There were no share awards made to employees under this scheme in the previous financial year
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17 Share-based payments continued

{iv) Share Incentive Plan {“SIP")

The Group SIP 1s an HMRC appreved plan which allows employees, including Directors, to acquire shares in the Company The scheme 1s open
to UK based employees and provides free shares from the Group to each participating employee, based on an award of £3,000 worth of shares
per employee The Group also provides free shares that match the employee purchase up to a maximum of £1 500 per annum In the ratio of
two to one The Group purchases shares on the open market in order to satsfy such share awards During the yvear the Group purchased shares
totalling £1,037 000 (2007 £800,000) The Group also disposed of 79,268 shares to employees as part of the maiching shares concept,
reabsing proceeds of £214,000 (2007 38,517 shares realising proceeds of £155,000)

The far vatue of the shares 1s measured on the grant date and spread over the penod during which the employees become unconditionally
entitled to the underlying shares The fair value of the shares granted Is taken to be the market price at the date of award The amount
recegnised in the Income Statement 1s adjusted to reflect the expected and actual number ¢f shares that vest

Movements in SIP scheme shares are as follows

2008 2007
Weighted Weighted
Number of average Number of average
shares price shares price
Shares at t July 85,379 £300 - -
Purchased 337 453 £305 300,000 f30C0
Shares previously awarded forfeited back to SIP 28 931 £300 - -
Awarded (369,816} £270 (176,109) £403
Sold to employees as part of the matching shares cancept {79,268) £270 (38,512) £403
Balance of unawarded shares remaining in SIP scheme 2,679 £304 85,379 £300

The Group holds the unawarded shares i order to satisfy future share awards to employees

18 Share capital

2008
£000 5
Authonised
250,000 000 ordinary shares of £0 001 each 250
Called up, allotted and fully paid
152,965,962 ordinary shares of £0 001 each 193
2007
£000s
Authonsed
250 000,000 ordinary shares of £0 001 each 250
Called up, allotted and fully paid
150,372,500 ordinary shares of £0 001 each 190

Ordinary shares in 1ssue in the Company rank pari passu All of the ordinary shares in 1ssue carry the same right to receive dvdends and other
distnbutions declared, made or paid by the Company All of the ordinary shares have equat voting nights




19 Own shares

Own shares are held by employee trusts and share incentive plans for the purposes of satisfying certain equity-based awards

Cetatls of the shares purchased by the share incentive plan can be found In note 17(w)

Duning the year, the number of own shares purchased by employee trusts (“EBTs") was 9,029,426 shares at 2 cost of £31,382,000 {2007

762,194 shares at a cost of £270,000)

Meovements in shares held by EBTs are as follows

2008 2007
Weighte Weighted
Number of average Number of average
shares price shares price
Balance at ¥ luly 785,275 £0 39 - -
Purchased 9,029,426 £3 48 762,194 £035
Forferted restricted shares (note 17{1)) 119,036 - 23,081 -
Awarded to employees {(note 17(u)) (7,431,263) £3 19 - -
Balance at 30 June 2,502,474 £3 19 785,275 £0 35

The Group also holds own shares through its arrangements with a number of employees who have subscribed for shares which have not vested
unconditionally Under the terms of each subscription, the shares are held in a nominee account on bebalf of each employee until such shares

are no lenger subject to forfeiture The number of own shares held under such arrangements were 52,355,569 (2007 69,587,000}

20 Reserves

The Group's reserves are shown in the Group's Staternent of Changes in Equity

21 Cash generated from operations

2008 2007
£0005 £000's
Continuing operations
Operating profit for the year before excepuonalttems o 46,408 504786
Adustments for
financial assets at fair value {124) 250
Dervatives at far value 3 (3)
Share-based payments 4,832 687
Finance income 3,267 2,257
Finance expense (12) @n
Depreciation 2,390 1,312
Amortisation of intangibles 439 328
Loss on disposal of property, plant and equipment 109 254
10,904 4,538
Changes in working capital
Decrease/(Increase) in recevables 4,286 (3,259)
increase in payables 5973 4,363
Cash generated from operations 67 571 56,118
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22 Related party transactions
The follewing transactions were carried out with related parties

(a) Transactions and balances with related entrbies during the year
During the year the following categones of related party transactions occurred

Financial
Statements

Description of relationship Description of service Description of transactions
Funds managed by the Group and retated Praviston of wwestment management and Management and performance fees earned
through key management personnel Investment sepvices by Group companies

Sales of services during the Ninancial year

2008 2007

£000's £000's

Investment management fees [ 115,186 | 108 216
Year end balances ansing during the financal year

2008 2007

£000s £000s

Funds managed by the Group [ 23452] 31,472

All transactions with related parties were on an arm's length basis

(b} Key management compensation

The remuneraticn of key management personnel during the year can be found in the audited part of the Remuneration Report of this

Annual Report

23 Prinapal group investments

The names of the principal investments of BlueBay Asset Management plc, together with the Group’s contralling interest and voting nghts are

given pelow All of these entities are directly owned by BlueBay Asset Management plc

Principal operating subsidianes Country of incorporation Effective group interest %
BiueBay Funds Management Company S A Luxembourg 99
BfueBay Asset Management lapan Limited Umited Kingdom 100
BlueBay Asset Management USA LLC United States of Amerca 100




Company Balance Sheet a0 1une 200

2008 2007

Note £000's £000°s
Assets
Non-current assets
Property plant and equipment 28 6085 213
Intangible assets 29 1469 1,747
Financial assets 30 80 80
Deferred tax asset 34 6,530 6,706
Total non-current assets 14,164 10,846
Current assets
Trade and other recewables N 31,744 35,703
Denvatve finangal instruments - 3
Financial assets 30 21,986 13,876
Current tax asset - 84
Cash and cash equivalents 32 43,892 51,384
Total current assets 97 622 101,050
Total assets 111,786 111,896
Liabilities
Non-current habilities
Trade and other payables 33 5,627 6,353
Total non-current habilities 9,627 6,353
Current liahilities
Trade and other payables 33 20,661 18,121
Current tax liabilities 3.736 -
Total current habilities 24,397 18 121
Total liabilities 34,024 24,474
Sharehoiders’ equity
Share capital 36 193 190
Share premium 37 32,279 31,551
Retained earrungs 37 37,293 48431
Other reserves 37 7997 7,250
Total shareholders’ equity 77,762 87.422
Total habilities and shareholders’ equity 111,786 111,886

The notes on pages 88 ta 95 are an integral part of these Company Financial Statements

The Financal Statements on pages 85 to 95 were approved by the Board of Directors and authonised for i1ssue on 18 September 2008 and

signed on its behalf by

Director Hugh wWillis Direct Ihams
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Company Statement of Changes in Shareholders’ Equity

Share Share Retained Other

capital premitum earnings reserves Total

£000's £000 s £000s £000's £000's
Balance at 1 July 2007 190 31,551 48 431 7,250 87,422
Profit far the year - - 33399 - 33,399
Dividends - - (17 478) - [(17,478
Total recognised income for the year - - 15,921 - 15,921
Share-based payments - - - 4,832 4,832
Deferred tax on share- based payments - - - 1,100 1,100
Exercise of share aptions 3 689 - - 692
Funding of own shares for Employee Benefit Trust - - (31,382) - [(31,382)
Funding of own shares for Share Incentive Plan - - (1 037) - (1,037)
Disposal of own shares for Share Incentive Plan - - 214 - 214
Deferred 1ax asset utlised against current year profits - - 2,594 (2,594) -
Deferred 1ax assel carried back against prior year s profits - - 2,552 (2,552) -
Transfer between reserves - 39 - (39) -
Balance at 30 June 2008 193 32,279 37,283 7,997 77.762

Share Share Retained Cther

capital premuum earnings Teserves Total

£000's £000s £000°s £000s £000 s
Balance at 1 July 2006 12 15,587 12,445 447 28,491
Profit for the year - - 35,065 - 35,065
Dwidends — — {14 398) — {14,398)
Total recogrised income for the year - - 20,667 - 20,667
Share-based payments - - - 687 687
Deferred tax on share-based payments - - - 22,450 22,450
Reclassification of debt as equity 50 11,968 - - 12,018
Exercise of share options 20 5,234 - - 5,254
Bonus Issue i08 (108) - - -
tPQ costs - (1,130) - - (£,130)
Funding of own shares for Employee Benefit Trust - - (270 - (270}
Funding of own shares for Share Incentive Plan - - {S00) - (300)
Bisposal of own shares for Share Incentive Plan - - 155 - 155
Deferred tax asset utihised - - 16,445 (16,445) -
Transfer between reserves - - {111} 111 -
Balance at 30 June 2007 190 31,551 48,431 7,450 87,422

The notes on pages 88 to 95 are an integral pant of these Company Financal Statements

Own shares have been rectassified from other reserves to retained earnings in accordance with the Companies Act 1985




Company CaSh FlOW Statement fFor the year ended 30 June 2008

87 1IN

2008 2007
Note £000's £000's

Cash flows from operating activities
Cash generated from operations 38 66,627 56,045
Corparation tax paid {10,841) {5 473)
Exceptional items - {1,098)

55,786 49,478
Cash flows from investing activities
Purchase of property, plant and equipment {6,145) (1,288}
Purchase of intangible assets (161) (550)
Purchase of current financial assets (9 475) (10,199}
Sale of current finangial assets 1,494 246

(14,287 {11 791}
Cash flows from finanang activities
Proceeds from issue of ordinary shares 692 5,254
Funding of Employee Benefit Trust (31,382) (270)
Funding of Share Incentive Plan (1,037) (200)
Sale of shares by Share incentive Plan 214 155
IPO costs written off against share premium - (1,130
Dwvidends paid (17,478) (14,398)

(48,991) (11,289)
Net {decrease)/increase in cash and cash equivalents (7.492) 26,398
Cash and cash equivalents at beginning of year 51384 24,986
Cash and cash equivalents at end of the year 32 43,852 51,384

The notes on pages &8 to 95 are an integral part of these Company Financial Statements
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24 Basis of accounting
The Company applies Group accounting policies with the exception of those listed below The Group's accounting policies can be found in the
Group Financial Statements on pages 62 to 65

The Campany Financal Statements have been prepared In accordance with IAS 27 *Consolidated and Separate Financial Statements

{a) Investments in subsidiaries
Investments in subsidianes are held at cost, less provision for impairment

(b} Funding of share schemes
The Company provides funding for employee share schemes 10 facilitate the acquisition and holding of its own shares in anticpation of
delivering the shares under the share-based payment arrangements The cost of such funding 15 offset against retained earnings

25 Profits of the Company
The profit for the financial year dealt with in the Company was £33,399 000 {2007 £35,065,000) In accordance with Section 230 of the
Companies Act 1985, a separate Income Statement has not been presented for the Company

26 Segmental reporting
The Company need not present segmental information in accordance with I1AS 14 *Segment Reporting' as it has taken the exemption from
pubiishing its Income Statement and related notes under Section 230 of the Comparues Act 1985

27 Financaal risk management
The Company provides full disclosures in accordance with IFRS 7 1n its Consolidated Financal Statements Detalls can be found in note 9 to the
Consclidated Financial Statements Where the Company s transactions differ from those of the Group, these are shown below

{a) Credit risk management

() Counterparty credit rating
Financial assets subject to credit nisk are

2008 2007
Note £000's £000s
Cash and cash eguivalents 32 [ 43892 51,384

Cash and cash eguivalents compnse short-term bank deposits and cash in hand At 30 June 2008, 99% of cash 1s held with a counterparty that
15 a major UK bank and s externally rated AA {2007 99%)

(1) Concentrations of credit risk
The Company s largest counterparty exposure at the end of each penocd 15 as follows

2008 2007
£000s £000s
AA rated bank [ 43,794 | 51,315

'Standard & Poor s ratings

The amount of these exposures can change significantly each month




{b) Market nsk management

(1) Foreign exchange rate nsk

The Compary's financial assets and habilities are denominated In the following currencies

Year ended 30 June 2008

Japanese
Sterling  US Dolflar Euro Yen Other Total
Finanaal assets Note £000's £000's £000's £000's £000's £000%
Cash and cash eguivalents 32 41,310 1,412 1161 1 8 43,892
Current financial assets 30 - 15,826 6,160 - - 21,986
Trade receivables 31 - 16,372 11,662 - 221 28,255
Total financial assets 41,310 33,610 18,583 1 229 94 133
lapanese
Sterkng  US Dollar Euro Yen Gther Tatal
Financial iabibies £000%s £000's £000's E000’s £000's £000's
Trade and other payables due within one year 4 869 751 2,611 - - 8,231
Total financial hahilities 4 869 751 2611 - - 8231
Year ended 30 June 2007
lapanese
Sterkng  US Dollar Euro Yen Cther Total
Financial assets Note £000 s £000s £000's £000 s £000’s {000s
Cash and cash equivalents 32 50192 705 482 1 4 51,384
Current finanaal assets 30 - 9,061 4 815 - - 13 876
Derwvative finanaal mstruments - - 3 - - 3
Trade recevables 31 - 21,015 12,512 - - 33,527
Total financial assets 50,192 30,781 17,812 1 4 98,790
Jjapanese
Sterling  US Dollar Euro Yen Cther Total
Financial habihties £000 s £000s £000s £000s £000s £000%
Trade and other payables due within one year 2,620 400 835 - — 3,855
Tolat financial iabilities 2,620 400 835 - - 3 855
Financial hiabiliies comprise trade payables and accruals which are payable within one year and which are not exphiaitly excluded from the
defirition of a finanoal instrument under IFRS 7
{c} Ligquidity risk management
() Finanaial assets and habilities
The table below analyses the Cempany's financial assets and habilites The amounts disclosed are the cantractual undiscounted cash flows
Year ended 30 june 2008
2008 2007
Financial assets £000°s £000's
Cash and cash equivalents 43,892 51,384
Financial assets 21,986 13,876
Dervative finangial instruments - 3
Trade recevables 28,255 33,527
Total finanaal assets 94 133 98,790
2008 2007
Financial liabilities £000's £000 5
Trade and other payables 8.231] 3,855

The Company's total financial assets exceed 11s total finanoal liabihities in the rauc of 114 1 {2007 256 1)
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28 Property, plant & equipment

Information &

Furniture communication
Leasehold fixtures & technology
impravements fittngs equipment Total
£000's £000's £000°s £000s
Cost
At 1 July 2007 2,224 707 1,961 4 892
Additions 4988 664 493 6,145
Disposals - (304} - {304
Write Off (1,714) (285} (799) (2,798
At 30 June 2008 5,498 782 1,655 7,935
Accumulated depreaation
At 1 july 2007 896 470 1,213 2,579
Depreciation charge 1,577 233 454 2,264
Disposals - (195) - (195
Write Off (1,714) (285) (799} (2,798
Al 30 June 2008 759 223 868 1,850
Net book amount as at 30 June 2008 4739 559 787 6,085
Information &
Furniture cemmunication
Leasehold fixtures & technology
improvements fittings egquipment Total
£000°s £000's £000's £Q00 s
Cost
At 1 July 2006 1778 623 1,547 3,948
Additions 756 84 414 1254
Disposals 310) - - (310}
At 30 June 2007 2,224 707 1,961 4,892
Accumulated depreciation
At 1 July 2006 308 306 830 1,444
Depreciation charge 645 164 383 1,192
Disposals (57) - - {57)
At 30 June 2007 856 470 1213 2,579
Net book amount as at 30 June 2007 1328 237 748 2,313

Assets written off as at 30 June 2008 relate 1o those which are no langer in use in the business




29 Intangible assets

Licences and
development

costs
£000°s
Cost
ALt July 2007 2,250
Additrons 161
Write Off {184
A1 30 June 2008 2,227
Amortisation
At 1 July 2007 503
Amortisation in the year 439
Write Off (184
At 30 June 2008 758
Net book amount as at 30 June 2008 1,469

Licences and
development

costs
£000s
Cost
At 1 July 2006 1,700
Additons S50
At 30 June 2007 2,250
Amortisation
At 1 July 2006 175
Amortisation in the year 328
At 30 June 2007 503
Net book amount as at 30 June 2007 1,747
Assets writlen off as at 30 June 2008 relate to those which are no longer in use 1n the business
30 Financal assets
2008 2007

£000s £000 5
Current financial assets
Fair value through profit or loss
AL 1 July 2007 and 2006 13,876 3,674
Additions 9,475 10,199
Fair value adjustment 129 249
Disposals (1,494 (246)
At 30 June 21,986 13,876
Nan-current finanaal assets
Wholly owned subsidiaries
At 1 July 2007 and 2006 80 79
Additions - 1
At 30 June 80 80
Total 22 066 13,956
Financial assets at fair vatue through profit or loss include the following

2008 2007

£000's £000°s

Investment in funds [ 21.986] 13,876

Financial assets held at fair value are designated as such upon initial recogniion The farr values of the invesiments in funds are determined by

using the net asset values of the funds at the balance sheet date

These investments are held In relation to the ‘deferred compensation scheme’ which is discussed in more detall in note 4
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31 Trade and other recevables

Financial
Siatements

2008 2007
£000's £000s
Trade recevables
Amounts owed by refated parties (Note 22) 23,452 31,472
Other trade recevables 4,803 2,055
Other recevables 634 1252
Amounts owed by subsidianes (Note 39) 435 13
Prepayments 2,420 911
Total amounts faling due within ane year 31 744 35,703
32 Cash and cash equivalents
2008 2007
£000's £000s
Cash at bank and in hand 3,605 1,384
Short-term bank depasits 40,287 50000
Total cash and cash equivalents 43,892 51,384
33 Trade and other payables
2008 2007
£000's £000s
Trade payables 223 302
Amounts owed to subsidiaries {see Note 35} 25 229
Other tax and sociat secunity payable 648 516
Other payables 7,040 2,859
Accruals 12,724 14,215
Total trade and other payables due within one year 20,661 18,121
Amounts faling due after more than one year
Accruals 9,627 6353
Total amounts due after more than one year 9,627 6,353

Amounts falling due after more than one year relate to costs accrued as part of the Company's deferred compensation plan



34 Deferred taxation

Deferred tax 15 calculated in full on temporary differences under the hability roethod using a tax rate of 28% (2007 28%)

Deferred tax assets have been recognised where the tax deduction In the current peniod has exceeded the current forecast taxable profits

The recognition of the deferred tax asset 1s based on the probability that the Company will derive taxable profits in the future

Deferred tax assets and liabihities are only offset where there 1s a legally enforceable nght of offset and there is an intention to settle the balances
net The movemnents in deferred tax assets and habilities {prior to ihe offsetting of balances within the same unsdiction as permiited by IAS 12}

during the penod are shown below

(a) Deferred tax assets
The movernent on the deferred tax asset account 1s as follows

Tempaorary
differences
£000's
At 1 July 2007 6,706
Income Staterment credit 3870
Deferred tax asset utilsed in current year (2,594)
Deferred tax asset utilised in prior year (2,552)
Deferred tax on share-based payments taken to equity 1,100
At 30 June 2008 6,530
Tempaorary
differences
£000s
At 1 July 2006 594
Incame Siatement credit 107
Deferred tax asset utlised (16,445)
Deferred tax on share-based payments taken to equity 22,450
At 30 june 2007 6 706
The deferred tax ncome tax credited to equity during the year 15 as follows
2008 2007
£000's £000's
Share option scheme 1,100} 22,450
An analysis of the deferred tax asset 15 as follows
2008 2007
£000's 1000’
Accelerated depreciation for tax purpases 134 146
Share-based payments 3,093 6,560
Deferred compensation scheme 3,303 -
Total deferred tax asset 6,530 6,706
(b} Deferred tax lizbilities
The movement on the deferred tax lisbility account s as follows
Temporary
differences
£008's
At 1 July 2007 -
Income Staterment expense =
At 30 lune 2008 -
Temporary
differences
£000's
Al July 2006 (117
Income Statement expense 117

At 30 June 2007
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35 Statutory and other information
The Company's total staff costs during the year were £45,770,000 (2007 £41,036,000)

The average number of persons employed by the Company during the year was 198 (2007 143)

Directors' remuneration 1s disclosed within the audited section of the Remuneration Report of this Annual Report

The Company's audit fees during the year were £80,000 (2007 £75,000)

36 Share capital

2008
£000's
Authonsed
250,000,000 ordinary shares of £0 001 each 250
Called up, aflotted and fully pa:d
192,965,962 crdinary shares of £0 001 each 193
2007
EQQ0s
Authornised
250,000,000 ordinary shares of £0 001 each 250
Called up, allotted and fully paid
190,372,500 ordinary shares of £0 001 each 190
Detalls of the shares are gwven \n nate 18 to the Graup Finanaal Statements
37 Reserves
The Caompany s reserves are shown in the Company's Statement of Changes in Equity
3B Cash generated from operations
2008 2007
£000s £000s
Continuing operations
Qperattng profit for the year before exceptional items 46,082 50,210
Adjustments for
Financial assets at fair value (129) (250)
Derwvatives at fair value 3 (3}
Share-based payments 4,832 687
Finance income 3,259 2,254
Finance expense {12) 47)
Deprecation 2,264 1,192
Amorusation of intangibles a43% 328
Loss on disposat of property, plant and eguipment 108 254
10 765 4,415
Changes in working capital
Decreasef(Increase) In recevables 3,966 (2,789)
Increase in payabies 5814 4,213
Cash generated from operations 66,627 56,049




39 Related party transactions

ER

The Company provides related party disclosures i note 22 to its Group Financial Statements Where the Company’s transactions differ from

those of the Group, these are shown below

Transactions and balances with related entities during the year

Description of relationship Description of service Descnption of transactions

Subsidiary undertakings Transfer pricing agreement

10% Ccommission rate on expenses

Provision of financial support Cash transfers from the Company to 1ts subsidiaries

Purchases of services durng the financial year

2008 2007

£000's £000's

Fee charged by subsidiary undertakings 2,787 2,838

Reimbursement of capitel ] 26 7
Year end balances arising durning the finanaal year

2008 2007

£000s £000s

Recewvable from subsidiary undertakings 435 13

Payable to subsidiary undertakings 26 229




__E8

Shareholder and Company Information

BIueBa-[v Asset Management plc Shareholder and
Annual Report 2008 Company Infermaton

Registered office

BlueBay Asset Management plc
77 Grosvenor Street

London W1K 3R]

United Kingdom

Tel +44 (0)20 7389 3700

Registered number
03262598

Overseas Offices

Tokyo Office
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5-11-2 Toranomaon Minato-ku
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