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Chief Executive's Review

The market and compatitive environment

The post yeor haos seen equity markels improve as confidence begins o
raturn o the sector. The slowing of house price increases has hed a
neutral efect, as the demand for financial products has remained
buoyant. Going forward, any further deterioration in the demand for
new mortgages will increase our bargaining power with lenders as the
eftect will be to clear cut those advisers whose profitability is based

solely on booming morigage demand.

The long awaited decision on de-polarisation enabled distributors
to adopt the new rles from 4th Dacember  Taclically this involves
olt distributors in further casts, but stategically hos allowed PS to
benefit by adopting very sarly a clear market stonce of being
an independent, whole of market choice for the distributor, in
marked contrast te the fudging ond lock of clarity adopted
by competitors. This has resulted n a record amount of [FAs
joining us in the post yecr, a trend | believe will continue. Qur
abllity to increase profitobility has cllowad us to build the best
option for distributor and consumer, not the cption driven solely
by the needs of the distributer firms leither multi-ie or gop filling.
In addition the choos created by the odoption of the FSA
rules by morgage reloted operatars, or those firms heuvily refiant
on this sactor, presenis us with a further frogmented market

and oppertunities to expand our distribution capacity even faster.

The gavernment in the shape of the FSA continued o exacerbale problems lo
the sector by increasing the cost of regulation - our tees rose by £603,000 1o
21,066,000, a 134% increase that frankly adds no value to the sector. We will
continue 1o lobby for the replacement of the FSCS levy lan arangernent which
encournges distibutars 1o go into volurtary liquidation, dump their liabilifies on
the levy, and then set up new companies), through efther referring this to the
D7l and company low, or arguing that the manufacturers should be required
to guarantee a greater share, At present 1t is o systemic problem where the

prudent and compliant get to pay the bill for the imprudent and incompliant.

We have several competitive advantages, some of which ore unique, and by
focussing on these consistertly we have continued to build copacity and
profitabllity At the end of 2004 we were the second largest IFA firm in the UK,
as measwred by IFA pariner numbers. We are confident that in the obsence
of further consolidation or merger of other firms we will be the largest IFA firm

before the end of 2005.

At time: of writing the FTSE 100 has broken the 5,000 mark, ond depending on
further frag, Qil, and Dollar related factors this growing market confidance will
filler through to superior IFA poriner produdtivite However — as per previous
repons - the fundamentals of the markat are becoming evan stronger in our
favour - there ore more individuals in need of good qudity, independent,
advice than ever before. This means our proposition of independent advice,
backed by the most up fo dafe technology to stip out costs of delivering service

will continue o outpoce the morket.

We believe there has never been a better time to be in this business.




Chief Executive's Review continued

The Brand

2004 continued 1o see us develop both recognition and understonding
of our PS brand. We won several owards, and are currently short listed
for others, but impartantly we were able 1o use the media to diffsrentiate
aur offer. We gave a clear choice between independent advice built
on adopting the mast advanced technology systems for the IFA
practitioner in the UK, or using paper bosed, old foshioned systems
delivered by unprofitable or struggling networks or host firms, forced to
contemplata giving restricted choice for their {fAs because of their

financial difficulties.

2004 also sow us lounch cur Prophitshare 2004 compoign. This
campeign again reinforced our commitment to recruiting quality
advisers, by using a series of aspirotional images and values, bocked vp

by our strong past performance.

it has bean our emphasis for some years now to increase our distribution
prasence In the south of Englond, especiolly in and around Londen,
whilst continuing 1o enjoy the cost benelfit of our head office operations
being based In Newcastie. We opened a state of the art office in
Kingswoy, london in April which has cttracted large numbers of high
quality IFAs - in fact the South East is now by far cur best represented
area and we see significant growth oppartunities there - distribulion in

the most affluent areas, but cost base ot a more sensible lavel.

This strategy was further emphasised by the opening of cur new head
office in Newcastle in September, which hos already been nominated for
architectural awards. The office is ¢ visual embodiment of the PS brand

- open, paper free, ovant-garde. The added space oand stylish

environment allows us 1o frain the increased volumes of new ond existing IFA
partners, as well as host our technalogy infrasticiure, and provide superior

service to our IFA pariners.

We have continued tc distance our technology by using tablet PCs and
3G capobiliies to drematically increase speed of delivery of our
independent odvice. As we go into 2005 our plans are well advanced to
deliver aven greater benefits, especially to speciclist IFAs, and those

working in a practice environment,

Qur technolagical lead in the secior was further compounded when we
ware aworded the 2005 Money Marketing Technology IFA of the Yeor
award. This is the 3rd fime in the lost 4 years that we have been gven this
prestigious award. Going hand in hand with this eward was o reward for
our extranet based technologies, winning “Best use of New Media” for the

3rd firme in o row

As can be seen from our performance 2004 wos our best year ever across
all the key performonce areas - more recuits than ever before, more

turnover, more profit, and more development,

We will continue this sirategy throughout 2005, but wil olss take advantage

of further oppontunities os they orise from the curent disruption in the

David G Harrison

é /’}‘pf)i ZL"J{




Directors' Report

The directors present their repon and financial statements for the year ended 31 Dacember 2004,

Results and dividends
The company's profit after taxation far the year ended 31 December 2004 amounted 10 £1,646,587 12003: £730,2071.
The directors have declared an inferim dividend of £462,500 (2003: £300,0001, £1,184,087 is to be added to reserves {2003: £430,2071.

Principal activities and review of the business

The principal activity of the company during the year was that of o firm of independent financial advisers.

Review of business and future developments

The directors have reviewed the company's development during the year and are satisfied with the progress made.
Further details of the company’s performance during the yeor and expected future developments are included in the Chief Exacutive’s Review.

Directors and their interests

Tha directors who held office during the year and their interests in the share capital of the company are given betow,

- _ At 34 December 2004 '8 Ordincry shores - - Al L iainory 2004 '8 Ordhinary shaies
WC Holrayd . ' o . . -
M D Cotler 39,000,000 39,000,000
D G Harrison 81,000,000 81,000,000
N A Johnson 2,540,000 2,540,000
C Smaltwood 2,640,000 2,440,000
C Dovies 976,000 976,000
M I Edwards 600,000 400,000
P Dornan - E
R Watts lresigned 1 July 2004} 856,600 856,000
M Smith 448,800 468,800
| Price lappointed 2 Janycry 2004 - resigned 2 April 2004 - -

K Atkinson  {appointed 11 May 2004) -

Creditor payment policy and practice

it is the company's policy fo pay creditors when they fall due for payment. Terms of payment are agreed with suppliers when negotiating each trensaction and
the policy is to abide by those terms, provided that the suppliers alsa comply with ali relevant terms and conditions.
The amounts due to trade creditors as at 31 December 2004 represented approximately 5 days of average daily purchases through the year 12003: 23 days!

Charitable donations
During the year the company made chariteble contribufions of £2,351 {2003; £nill.

Auditors

A resolution to re-oppoint Ernst & Young LLP as auditors will be put to the members ot the Annual General Meeting.
By order of the board.

N

N A Jghnson
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Statement of directors’ responsibilities in respect of the financial statements

Company law requires the directors to prepare financial statements for
each financial year which give a true and fair view of the state of affairs
of the company and of the profit or loss of the company for that year.

In preparing those financial statements, the directors are required to:

I select suitable accounting policies and then apply them consistently;
7. make judgements and estimates that are reascenable and prudent; ond
3. prepare the financial statements on the going concern basis unless it

is inappropriate to presume that the company will continue in business.

The directors are responsible for keeping proper accounting records
which disclose with reasonable accuracy at any time the financial
position of the company and to enable them to ensure that the
financial statements comply with the Companies Act 1985. They are
also responsible for safeguarding the assets of the company and hence
for taking reasonable steps for the prevention and detection of fraud

and other irregularities.




Independent Auditors' Report

We have audited the company's financial stotements for the yeor ended
31 December 2004 which comprise the Profit and Loss Account, Siatement
of Totol Recognised Gains and Losses, Bolonce Sheet, Statement of Cash
Flows ond the related notes 1 to 19, These financicl statements have been

prepared on the basis of the accounting policies set out therein.

This report is made solely to the company's members, as o body, in

accordonce with Section 235 of the Companies Act 1985, Our audit work
has been undertcken so that we might state to the company's members
those matters we are required 1o state to them in an auditors' report and
fer no other purpose. To the fullest extent permitted by low, we do not
accept or assume respensibility to anyone other than the company and
the company's members as a body, for our aydit work, for this report, or

for the opinions we have formed.

Respective responsibilities of directors and auditors
As described in the Statement of Diractors' Responsibilities the company's
directors are responsibls for the preporation of the financial statements in

accordance with applicable United Kingdom low and accounting standards.

Qur msponsibility is to audit the financial statements in occordance with relevant

legal and reguictory requirements and United Kingdom Audliting Stendiards,

We report to you our opinion as to whether the financial statements give
a true and fair view and ore properly prepared in accordance with the
Compenies Act 1985. We alse report 1o you i, in our opinicn, the
Directors’ Report is not consistent with the finoncial statements, # the
company has not kept proper aecounting records, if we have not received
all the information and explenations we require for our audit, or 1f
information specified by low regarding directors’ remuneration and

transactions with the company is not disclosed.

We read the Directors' Report and consider the implications for our report

if we become aware of any appaorent misstatements within i,

Basis of cudit opinion

We conducted our audit in accordance with United Kingdom Auditing
Standards issued by the Auditing Practices Board. An cudit includes
examination, on a test basis, of evidence relevant fo the omounts and
disclosures in the financia! statements. It also includes an assessment of
the significant estimates ond judgements made by the directors in the
preparation of the finoncial statements, and of whether the accounting
policies are oppropriate 1o the company's circumstances, consistently

applied and odequalely disclosed.

We planned and performed cur audit so as 10 obtein off the information and
expionatiens which we considered necessary in order to provide us with
sufficient evidence to give reasonable assurance that the financial siotements
are free from material misstatement, whether caused by froud or other
irregutarity or error. in forming our opinion we also evalucted the overalt

odeguacy of the preseniation of information in the fingncial statements.

Cpinion

In our opinien the financial stotements give @ true and fair view of the
state of offairs of the company as at 31 December 2004 ond of its profit
for the year then ended ond have been properly prepared in accordance

with the Companies Act 1985.




Profit and loss account for the year ended 31 December 2004

Tumover 2 38,687485 25,584,934
Cost of sales 7 29,413,526 19,386,191
Gross profit 2,273,559 6,198,743
Administrative expenses ] - T om 543849
Qperating profit 3 2,251,378 1,055,094
Bank interest recaivable 104,180 59833
Interest payable 13,219}
Profit on ordinary activities before taxafion S 2385558 L8
Tox on prefit on odinary activities & 708,971 381,501
Profiton ordinmyudivﬂi fivifies after taxation g o 1,646,587 7 730,207
Dividends 7 462,500 300,000
Profit retuined for the financial year o o © nsaos7 430207

Statement of total recognised gains and losses

There are no recognised goins of losses other than the profit of £1i84,087 atributable to the shareholderss for the yeor ended 31 December 2004

{2003 - £430,2071,

The rotes on poges 14 1o 77 ore an integral part of these aocounts, The acditers’ report is on page 10




Balance sheet o 31 Decomber 2004

Fixed assels

Tangible assets 8 493,560 147,373

Curmrent assets

Debtors 9 6,755,701 5,406,297
Goshinhond 472050 L bems

0827751 C 7255533

Creditors: amounts talling due within cne year 10 7357236 4,77V675
Netcurentassols - 7 - 2483856
Totcl assets less cumrent liabilities 3,964 075 2,631,231

Provisions for liabilities and charges

Provisions 1 350,935 308,523

Y S S . R 36_13!40 S 77777@2}08

Capital and reserves

Called up share capital 12 81,475 80,934

Share premium account 13 1.576,625 1,470,821

Profit and loss account 13 1955,040 770,953

Equity sharcholders' fum:ls”‘ o o 13 - VAV-I'-------—S_,6|3J4O - 5,:';2_2,708

“On -

DG Horrie‘g

A Aal - 2208

i The notes on pages 14 to 22 cre an integral part of these cocounts, The ouditors’ report is on poge 10,




Statement of cash Hows ior he veur ended 31 December 2004

Net cash inflow from operating aclivities 14 3,28%.332 834,452

Raturns on investments and servidng of finance

Interest received 104,180 59,833
Interest paid I B2
Net cash inflow from returns on investments and servicing of finance 104,280 56,614
Taxation {388,924 (304,159
Capital expenditure
Payments to acquire tangikle fixed assets e 1425,622! e
425,622 &
Equity dividends paid 462,500 1300,000}
Financing
Issve of equity shares 106,345 1500
Net movement in long term loon B 7 - 50,0000
106,345 1150,5001
Increase in cosh I b 2,222,814 60_2%__

The rotes on pogas M to 22 are an integrad port of these cocounts, The auditors report is on poge 10, 13




Notes to the financial stotements ot 31 December 2004

Accounting policies
Basis of accounts

The accounts have been prepared under the historical cost convention, and in accordance with the Companies Act 1985 and applicable accounting standards.

Fixed ossels

All fixed assets are recorded ot cost.

Depreciation
Depraciation is provided on ¢ll tangible fixed ossets ot rates calculated to write off the cost or valuation, less estimated residual value based on prices

prevailing at the date of acquisition or revaluation, of each assst evenly over its expected useful life as follows:

Lleasehold property - length of lease
Fixtures and fittings - 510 years
Computer equipment - 3 years

The carnying values of tangible fixed assets are reviewed for impairment when events or changes in circumstances indicate the carrying value may not be tecoverable.

Deferred taxation
Ceforred tox is recognised in respect of olt timing differences that hove originated but not reversed at the balence sheet date where transoctions or events

have accurred af that dete that will resulf in an obligotion to pay more, or a right to pay less or 1o raceive more, fox, with the following exception:

Deferred fox assefs are recognised only to the extent that the directors consider that it is more likely than not thot there will be suitable toxatle profits from
which the future reversal of the underlying timing differences can be deducted.

Delerred taxotion is measured on an undiscounted basis ot the fox rotes that are expscted e apply in the periads in which timing differences reverse, based

on the tox rates and laws enccted or substantively enacted at the balonce sheet date.

Taxation
The tox charge in the profit and loss account is based on the taxable profits for the year, after any odjustments in respect of prior years. Tax, including tox
relief for losses if applicable, is allocoted over profits on ordinary activities and amounts charged or credited fo reserves as appropriate.

Operdating leass agreements

Rentals payoble under operating leases are charged in the profit and loss account on a straight fine basis over the lease term,



Notes to the financial statements ot 31 December 2004

? Turnover

Tornover primarily represents commissions receivable on financial products sold and advice provided by independent financiol odvisers,

Commissions relating to new business are recognised of the inception of financial policies sold on o commission basis with an appropriate discount being applied
for policies not completed. Recuring income arising from existing policies is recognised on receipt. Provision for repayment of indermnity commission in the event

that a policy may lapse is made in the financial statements and is based on 2.5% of indemnity commission received during the previous 12 menth period.

The company's turnover s derived solely from commissions and fees receivable from cperations in the United Kingdom.

2

3 Operating profit

This is stated alter charging:

Auditars' remuneration - oudit services 12,000 12,000
Depreciation of owned fixed ossets 77010 71,787
Loss en disposal of fixed assets 2425 -
Ogerating lease rentals - fand and buildings 261973 249,683
Operating lease rentals - ather 415,364 373,106

Audit fees are included in o management charge from AEGON UK plc

4 Staff costs

Wages and salaries 1,395,457 1,195,334
Social security costs 168,478 131,003
1563,935 1,326,337

The monthly overage numbes of employess during the yeor was as follows:

Administrative stoff 37 30
Biociors : 7
46 37



Notes to the financial statements o 31 December 2004

Directors’ emoluments

Emcluments 826,852 590,012

The amounts in respact of the highest paid direckor are os foliows:
Emoluments 23,57C 167289

Tox

la} Tax on profit on ordinary aciivities

Currant tox:

UK corporation tax 715,53 355,455
Tax lovert/under provided in previous yeors o o . 27211 42,038
Iqjgl gurrenf tex (note 6?}3}? 714,882 397493

Deterred tox:
Crigination and reversat of timing differences (note 10 {59t 15,5921
Tox on profit on ordinary octivitios 708,97 381,501

tbl Factors affecfing current tax charge
The tax assessed on the profit on ordinary activities for the year s higher than the stondard rate of
corpoaration tax in the UK of 30% [2003- 30%l. The differences cre reconciled below:

e

Profit on ordinary activities before texation 2355558 1,111,708
Profit on ordinory activities before taxation ot 30% [2003-3050) 706,668 333,510
Effects of:

Tox loverl/underprovided in previous years 271} 42,038
Accelerated capital allowances 3,496 13,263
Other timing differences 2457 4,082
Expanses not deductible for tax purposes 2,532 4,600

Total current tax (note &lali 714 882 397493
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Tax {continued)

{c) Factors that may eftect future tax charges

Notes to the financial statements o 31 December 2004

The directors expect there will be no moterial change to the tax rate in future years.

D'rviends

Interim pald at Q.19p per ordinary A share [2003: C12p per ordinary A’ sharel

Tangible fixed assets

Cost:

" Leasehold Pr:op'er.ry S

Fixtures and Fiings

e

. . .Computer Equipment '
T

At 1 January 2004 13,973 97071 190,873 301917
Additions 249,830 132,983 42809 425622
P@Asrposcls o 1251) 14,5251 - {5 476)
At 31 December 2004 262,852 225529 233,682 722,063
Depreciation:

At 1 Januory 2004 2,145 42,984 162,415 154,544
Provided during the year 2,447 20570 53,593 77010
Disposals Q28 (2,123 N 13,051
At 3! December 2004 10,664 41,831 156,008 228,503
MNet book volue:

At 31 December 2004 252,188 163,698 77674 493,560
Al 1 lanuary 2004 4,828 54,087 88,458 147373
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Notes to the financial statements o 51 December 2004

Debtors

Trade debtors 5679300 4,167,880

Amounts owed by related undertokings - 462,500

Other debtors 391,963 392400

Prepoyments ond occrved income - 684438 38357
- o 6755700 5,406,297

Creditors: amounts falling due within one year

)

Trade creditors 8227222 4487668

Corporation tox 513,77 1BA756
OCther taxation and social security 55,507 40,641
Accruols ond deferred income 540,790 55410

7357236 4,771,675




Notes to the financial statements o 31 Decomber 2004

11 Provisions for liabilities and charges

{al indemnity commission pravision

A1 Jonuary 2004 ' 311,263

Transfer to profit and loss {SILZ;&STM
Charge in the year 359,586
At 31 Decamber 2004 35?,:‘386 )

The provision is made for repayment of indemnity commission in the event that ¢ policy may lapsae on the basis of 2.5% of indemnity commission received
during the previous twelve month period.

{b) Deterred toxation

The deferred tax included in the balance sheet is as follows:

g

At 1 January 2004 12,7401

Credit in the year note 6al !5,9]”__
At 31 December 2004 (8,6511

The major componants of the provision for deferred tax cre os follows:

P
Capital allowonces in advonce of depreciotion 2,924 16,686
Other timing differences B o {21,575) o ‘,J!Q'd%},ﬁ
{8,451 12,7401
{c) Total

Indemnity commission provision 359,586 o Blz2es

Deferred fox o o (865! 12,7401
Tolal provisions for llobifities ond charges 350,235 308,523
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Notes to the financial statements o 31 December 2004

Share capital
Aythorised

300,000,006 Ordinary A shares of 0.0lé pence each and 200,000,000 Ordinary ‘B’ shares of 0.026 pence each 160,000 100,000

Allotted, called up and fully paid

Ordinary A" shares of 0.0} pence 244,423,200 39,07 242801130 38,848
Ordirary ‘8’ shares ot 0.026 pence 162,948,800 ) 42368 161867420 42,086
81,475 BOS34

Cn 31 January 2004 the Company issued 1,622,070 A shares and 1,081,380 B shares for ¢ total cash consideration of £ 106,345.

Reconcifiation of shareholders' funds and movement on reserves

Shére Capital 7 Share Premium Account - :: " Profis andioss aecount - Totat Shdfeho(ders' Fu'ﬁ_c]s_

At 1 Jonuary 2003 8G235 1,471,320 340,744 1,893,001
Profit for the year - 430,207 430,207
Other movements 0 499! I T -
At 31 Decembar 2003 80,934 1,470,821 770,953 2,322,708
Profit for the year - - 1,184,087 1,184,087
Cthar movements 541 105,804 - 106,345
At 31 December 2004 81,475 576,625 1,955,040 3,613,40

20



Notes to the financial statements = 31 December 2004

14 Notes to the cash flow statement

la) Reconciliation ot operating profit to net cash inflow from aperating activities

Operoting profit 2,251,378 1,055,094
Depreciation 77010 71,787
Increase in debtars 11,349,404} 1,910,508}
Increase in creditors 2,259,600 1550057
increase In provisions 48,323 68,022
toss on disposal of fixed ossets 2425

N.e¥.-cash inflow from operoting cctiv.i}‘ire;“m o 3,289,332 N 834,452

Ib} Analysis of net funds

At Januory 2004 - Cash Hows At 31 December 2004
Cash ot bank on(_i_ I_pr_rhond I,jl_{?{236 ,‘?'__2228'4 - _7‘_74,072,050
1,849,236 2,222,814 4,072,050

icl Reconciliation of net cash flow to movement in net funds

In¢rease in cash 2,722 814 80,296

Repayment of subordinated loan - 150,000
Chonge in net funds 2222814 210,296
Netfondsotidanvory L MRB6 160840
Net funds at 31 December 4,072,050 1,849,236

15 Capital commitments
There were no copital commitments confracted for but not provided in these fingncial statements os at 31 Dacember 2004 {2003: Znili.

w2
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Notes to the financial stotements o 31 December 2004

Financial commitments

At 31 December 2004 the compeny had annual commitmants under non cancelloble operating leases expiring as follows:

2004 o o000
~ Land and Buildings £ Other £ Land and Buildings £
Within one year 55509 $3,732 126,651 54,5900
Betweaen one and two yeors 105,088 174170 51,341 93,732
Between two and five yeors 46,925 318,666 39,141 174,170
In more than 5 years 65,704 - e y .
Total annyal commitments 273226 586,568 27133 322802

Contingent liabilities

in luly 2004 the company lounched an incentive scheme for the benefit of the self employed Registered Individuals and staff, “Prophitshare 2004”. This allows for
the company's IFA Parinars and staff to participate in the growth in value of the business. A pool will be calculeted in 2007 based on o multiple of the company's
ecrnings in 2006 compared with the tofal acquisiion cost of the company's equity by AEGON UK pk. This pool forms the basis for payments to IFA Portners and
staff in proportion to enfilements held.

Based on the workings of the scheme, no provision needs 1o be made in these accounts at the bolance sheet date.

Related party transactions
The company mode payments of £7475 {2003: £2,0261 during the yecr in respect of cansultoncy charges to Wosdale Limited, o company contrefled by WC
Holroyd, Payments of commissions and fees to o total value of £1,417 were made o R Walls, on normal commercial terms, in the period | Jonuary to 1 July 2004,

There were no other fransoctions entered into during the year which would require disclosure under the terms of Financial Reporting Standard No 8.

Parent undertaking and controlling party

The company's immediate parent undertoking is AEGON UK ple. in the directors’ opinion, the company's ultimate parent undertoking and controlling party
is AEGON NV, which is incorporaied in Nestherlands. Copies of the group financial statements, which include the company, are ovailable from
Mariahoeveplein 50, PO Box 202, 2501, CE, The Hague, Netherlands.



Registered as a timited Coampany In Englond and Wales No, 3276760

Pasitive Solutions {Financial Services) Limited is regulated by the Finoncial Servicas Authorfly.

The term “IFA Partner” is used in recognition of the shared values and principles In our organisation.
Hease note, however that [FA pariners ore not “partnars” in the legal sense of the word.

Neither cur {FA Partners nor Positive Solutions will be tiable as partners of 4 legal parinership.




