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Japaninvest Group plc

Directors’ report for the year ended 31 December 2011

The directors present their report together with the audited financial statements on pages 22 to 48 for the year
ended 31 December 2011 as prepared under UK Generally Accepted Accounting Practice

Results and dividends

The profit and loss account of the Group 1s set out on page 22 and shows a loss for the year ended 31
December 2011 of £1,726,623 (loss for the year ended 31 December 2010 £2,222,025) The directors do
not recommend the payment of a dividend

Principal activities

The principal activity of the Group 1s the earning of commusstons from institutional investors arising from
the provision of research, analysis and sales advice regarding stocks listed on Asian stock exchanges

The Group has an alliance with Societe Generale SA for the provision of bundled research, research sales
and equity execution services to nvestors in the Asian markets which now provides the majority of the
Group’s revenues

Review of the business

Summary

2011 was a challenging vear, due to the turbulent economic environment and as a result growth in revenue
was slower than forecast at the start of the year However, considerable progress was made at an
operational level

In March, Japan experienced the Tohoku earthquake and subsequent difficulties at the Fukushima nuclear
power station This severely affected foreign nvestor senfiment 1n our core Japan market Markets in Asta
then fell sharply 1n the third quarter following concerns over the Eurozone and US debt crises, difficulties
which were exacerbated in Japan by the strong Yen

Despite the above headwinds, the Group saw significant operational improvements Research coverage
expanded, particularly in Asia and mn our small cap network product. In addition, the number of paying
chents increased during 2011 by 48 9% due to the alliance with Societe Generale, the first increase n 4
years, building a strong base for future revenue growth

The alliance with Societe Generale continued to strengthen during the year through two joint conferences
and an expansion 1n the markets where the Group earns a share of commission For the first year, Alhance
derived revenues comprised a majority of the Group’s revenues

In summary, whilst the undoubtedly poor performance of the major markets during the year created a
challenging environment for growth, the Group’s product continued to develop well with continued strong
support from Societe Generale As a result, the Group recorded a strong increase i revenues of 53 4%
compared to 2010 Although the Group remained loss making during the year, primarily due to the
continued mvestment 1n the Asia product and slower than forecast revenue growth, the operating loss
margin on on-gomg operations fell very matenally from 60 9% i 2010 to 26 3% 1n 2011
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Directors’ report for the year ended 31 December 2011 (Continued)

Review of the business (Continued)

Further strong revenue growth, underpmned by the Alliance, the continued Asia expansion and the increase
in the chent base, 1s expected by the Board to continue in 2012 This revenue increase, coupled with
continued tight cost control, should see a continued reduction 1n operating losses towards break even n
2012

Key events

Alliance with Societe Generale
2011 benefited from being the first full year of the alliance with Societe Generale and the rapid revenue
growth that it brought The Alliance continued to strengthen throughout 2011

In June the Group held its first Asia conference jontly with Societe Generale in London, which was
followed by a second conference in December, held in Hong Kong The aim of these conferences was to
facihitate meetings between new and existing clients and the listed corporates that the Group covers from a
research perspective The corporates attending were high growth potential, mid-cap stocks selected from
the Group’s research coverage umverse Both conferences were highly successful and well attended by
both clients and corporates These conferences were a major landmark for the Alhance and highhighted our
presence 1n the Asia market

In October Japaninvest and Societe Generale amended some of the commercial aspects of their agreement
which expanded the ability of the Group to earn revenues from the Alliance This included expanding the
countries where the Group earns a share of commission to include Australia, Singapore, India, Malaysia,
Thailand and Indonesta While not changing the Alliance operationally, this further underlined the
momentum {o date of the alliance with Societe Generale

The pan-Asian product
The main focus of the Group following the formation of the Alhance remains the expansion of the Asia
business and Asia stock coverage, particularly in Hong Kong and China stocks

There were 67 Asia stocks under full coverage as at 31 December 2011, and 99 on Japan Asia stocks
therefore represented 40% of the Group’s rated coverage at the end of the year, up from 35% at the start of
the year This is forecast to increase to approximately 45% of coverage by the end of 2012 The Asia
research product has also been strengthened by further increases in the small cap network coverage, with
53 Asia small caps written on 1n 2011 (2010 nu) in addition to 220 Japanese small caps covered (2010

232)

Appointment of directors

Jane Dumeresque was appointed as a non-executive director on 12 October 2011 Jane brings significant
experience as the former Group Finance Director of Syndicate Asset Management plc (now Ashcourt
Rowan plc) which 15 hsted on AIM, and 1s a UK qualified chartered accountant On the same date Peter
Goodfellow, the existing Group Finance Director, was appointed to the Board as Chief Financial Officer
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Directors’ report for the year ended 31 December 2011 (Continued)

Review of the business (Continued)

Financial review

Financial performance

Despite the undoubtedly poor performance of the major markets, the Group has still posted strong revenue
growth compared to the prior year Turnover for the year ended 31 December 2011 was £6,584k, a 53 4%
increase from the total for the prior year of £4,293k Turnover from the continuing Asia research business
increased 57 0% m the year from £4,195k for the year ended 31 December 2010 to £6,584k, maimly due to
the additional revenues recerved as a result of the alliance with Societe Generale

Administrative expenses increased by 20 2% from £6,919k for the year ended 31 December 2018 to
£8,317k 1n the current year, mainly as a result of mcreased headcount, due to the recruitment of addrtianal
research and research sales staff following the formation of the Alliance and the estabhishment of the Asia
bustness and higher staff retention and redundancy costs Administrative expenses were also adversely
impacted by the strengthening of the Japanese Yen Administrative expenses for continuing operations
ncreased 23 2% on the prior year from £6,751k to £8,317k for the reasons highhighted above

The resulting operating loss for the year of £1,733k 1s 34 4% smaller than the operating loss of £2,643k for
the prior year The operating loss from the continuing business of £1 , 733k 1s 32 2% smaller than the
operating loss of £2,556k for the year ended 31 December 2010

The loss before taxation for the year was £1,733k a 22 4% improvement against the £2,233k loss recorded
for the prior year The net loss for the year was £1,727 a 22 3% improvement compared to the £2,222k net
loss recorded n 2010 Both prior year figures benefited from the £624k one-off profit recorded on the
disposal of a stake in the Group’s IND-X business

Balance sheet posttion

The balance sheet shows total assets of £2,285k which 1s a decrease of £630k from £2,915k at 31
December 2010 Cash and debtors accounted for 81 7% of total assets at the year end compared to 84 6%
n the prior year

Cash decreased from £1,152k in the prior year to £509k, a decrease of £643k, as a result of the operating
losses 1n the year, resulting 1n cash per share of £6 18 (31 December 2010 £14 07)

Net assets, which are reduced by the long-term deferred income balance of £1,086k, being fees recerved 1n
advance from Societe Generale, decreased from £13 1k as at 31 December 2010 to net habilities of £1,406k
The decrease of £1,536k was principally due to the net loss of £1,727k for the year

Net current assets decreased from £1,370k as at 31 December 2010 to net current liabilities of £738k, a
decrease of £2,108k The decrease was partially due to the reclassification of part of the long-term deferred
income balance (described above) to current habilities, as this will be released to the profit and loss account
during 2012
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Directors’ report for the year ended 31 December 2011 (Continued)

Review of the business (Continued)

Fmancial review (Continued)

Balance sheet position (Continued)

The Board acknowledges that the Group 1s 1n a position of net habilities and net current habilities as at 31
December 2011 The Board recognises that 1f the Group 1s 1n a negative net assets position as at 31
December 2012 this will result in an automatic de-listing of the company’s shares from the Tokyo Stock
Exchange The Board 1s working to remedy this position such that the Group returns to a positive net assets
position during 2012

Operational review

The Equities division earns revenues by providing fundamental research and sales advice on companies
listed on Japanese and Asian stock markets Clients are international mstitutional investors who generally
pay for the services with commission generated through trading in Japanese and Asian stocks Clients
recerive a highly differentiated product which includes an integrated approach to Japan and Asia, high
quahty fundamental coverage of blue chip and interesting mid-cap stocks, and an mnovative small cap
update product

The Group has research teams based in Tokyo and Hong Kong The product, co-branded “Ji ASIA™ and
“Societe Generale Cross Asset Research”, 1s distributed to institutional mmvestors through Societe
Generale’s global research distribution system The research 1s then broked by Japanmvest’s equities sales
teams tn London, New York, Tokyo and Hong Kong

The year saw the Group further expand its small cap network (“S-C Net”) in Asia Many small caps are
trading at distressed valuations, whilst analyst coverage of the small cap sector has been drasticalty reduced
as a result of the financial crisis S-C Net stocks are selected to both support core coverage sectors as well
as for their growth potential

Future Developments

The alhance with Societe Generale, having been operational for 18 months, 1s now well embedded
Research production and the onboarding of new clients 15 progressing well and, therefore, from this stable
base, the Group can focus on further developing its Asia product, increasing the client base under the
Allance and continuing to grow 1ts market share

The Group 1ntends to continue to expand Asian stocks coverage towards current Japan coverage levels In
particular the Group will focus on the linkage between Japan and Asia, relative value between the two and
the optimal investment strategies to benefit from long-term Asia GDP growth, notwithstanding the
slowdown 1n China

The Group expects headcount to remain broadly flat during 2012 from the year end headcount, selectively
adding exceptional individuals to the team to reach full build out of the Asia research and research sales
teams The Group will focus on using 1ts existing resources to leverage the high quality pan-Asia product
and the alhance with Societe Generale, which are expected to underpin several years of strong revenue
growth
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Directors’ report for the year ended 31 December 2011 (Continued)

Future Developments (Continued)

The Group has no current plans for any new businesses beyond the existing Asia Equities business

Key Performance Indicators (KPIs)

The main KPIs used by management are turnover growth, staff remuneration as a percentage of turnover
and non-staff costs as a percentage of turnover

2011 saw total turnover ncrease by 53 4% m continuing difficult market conditions Turnover from
contimuing operations increased by 57 0%

Total staff remuneration (including benefits) for the year represented 81 3% of turnover, which 1s a shight
improvement from 83 0% in 2010 This remuneration is made up of fixed salary, variable bonus payments
and housing for expatriates The size of the bonus pool for the majority of staff 1s based on the performance
and profitability of the business However, the size of these payments, and the total remuneration as a
result, must also be sufficient to retain existing and recruit new staff

Overheads excluding staff remuneration as a percentage of turnover improved to 45 0% mn 2011 from
76 4% n 2010

Management remams focused on controlling both the staff cost and improving overhead ratios going
forward, primarily by improving turnover growth and momitoring staff headcount

Principal business risks

Market risk

The Group 1s remunerated by clients largely through commissions on equity transactions The Group
currently derives most of its revenues from commussions from clients trading 1n Asia equities The
performance of the Group 1s therefore linked to the attractiveness of these stocks to foreign nvestors and
the level of these stock markets Should foreign mvestors no longer be willing or able to invest in these
markets, either through poor market performance or through regulatory changes, there would be a
significant adverse effect on the Group’s revenues

The further expansion of the Group’s product to cover other Asian stock markets has mitigated this risk to
an extent but has also expanded market nisk to cover the attractiveness of stocks traded on other Asian
stock markets

Loss of key staff

Recruiting and retaining staff, particularly key revenue generators, 1s vital for the current and future growth
of the business Management aims to provide an attractive working environment and remuneration package
to reduce the risk of unacceptably high staff turnover

Reputational

The Group’s good reputation with clients 1s dependent on providing high quality research reports and sales
advice from which they can obtan value Poor recommendation performance could therefore impact the
Group’s reputation over the longer term To minimise this risk, there are stringent comphance procedures
for research and all sales staff are registered with the appropriate regulator for each country
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Directors’ report for the year ended 31 December 2011 (Continued)

Principal business risks (Continued)

Execution quality

The Group’s revenues are maimly derived from commission on trades passed through our execution
counterparties Management monitors the quality of the execution and works with clients to ensure they
recerve the execution service they expect

Credu risk

The Group 1s exposed to credit risk from our counterparties on commission sharing agreements This risk 1s
monitored through dealing solely with regulated firms and by monitoring the exposure to each counterparty
on a monthly basis

Liguidity risk

The Group funds 1ts operations out of its own cash balances and there 15 a risk that these balances are
nsufficient The risk 1s monitored by the Group forecasting cash flows at least 12 months 1n advance and
monitoring 1ts performance against these forecasts on an ongoing basis

Financial risk management

As Japaminvest Group plc 15 a UK company with operations in the UK, Japan, the US and Hong Kong, 1ts
man financial risk 1s exposure to foreign currencies Foreign currency denominated cash balances are held
to fund overseas operations and as a result of trading activities This risk 1s monitored with the aim that
foreign currency cash balances offset future foreign currency hiabilities

The Group 1s also exposed to interest rate risk through its use of short term money market deposits These
deposits are placed with the Group’s approved banks with the aim of maximising the return on any funds
not being utilised 1n the day to day business operations

Further information on the policies and use of financial instruments can be found in Note 18

Directors
The directors of the company during the year were

J A Craddock

R J A Eastwood

M E Burges Watson

P J Goodfellow (appointed 12 October 2011)
M W Thomas

J Dumeresque {appointed 12 October 2011)

Insurance

The company has directors’ and officers’ liability insurance and 1t 1s intended to mantain such cover for the
full term of their employment
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Directors’ report for the year ended 31 December 2011 (Continued)

Charitable and political donations

During the year the Group made no political or charitable donations (2010 £ml)

Creditor payment policy
It 1s the Group’s policy to pay all of its trade creditors within the agreed period, normally 30 days On
average, creditors were paid within 29 days (2010 30 days)

Auditors

BDO LLP have expressed their willingness to continue n office and a resolution to re-appoint them will be
proposed at the annual general meeting

All of the current directors have taken all the steps that they ought to have taken to make themselves aware
of any information needed by the company’s auditors for the purposes of their audit and to establish that

the auditors are aware of that information The directors are not aware of any relevant audit information of
which the auditors are unaware

On behalf of the Board

P J Goodfellow
Director

15 February 2012
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Statement of Directors’ responsibilities

Directors’ responsibilities

The directors are responsible for preparing the annual report and the financial statements in accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the
directors have elected to prepare the Group financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (UK GAAP) Under company law the directors must not approve the financial
statements unless they are satisfied that they give a true and fair view of the state of affairs of the Group and of
the profit or loss of the Group for that period

In prepartng these financial statements, the directors are required to

. select suitable accounting policies and then apply them consistently,
. make judgements and estimates that are reasonable and prudent,
. state whether they have been prepared n accordance with UK GAAP, subject to any material departures

disclosed and explained 1n the financial statements, and

. prepare the financial statements on the going concern basis unless 1t 15 inappropriate to presume that the
Group will continue 1n business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Group’s transactions and disclose with reasonable accuracy at any time the financial position of the company
and enable them to ensure that the financial statements comply with the requirements of the Companies Act
2006 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

Website publication

The directors are responsible for ensuring the annual report and the financial statements are made available on a
website  Financial statements are published on the company's website in accordance with legislation n the
United Kingdom governing the preparation and dissemination of financial statements, which may vary from
legislation in other jurisdictions The maintenance and integrity of the company's website 1s the responstbility of
the directors The directors' responsibility also extends to the ongoing integrity of the financial statements
contained therein

10
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Statement of Corporate Governance

Although the Group's shares are listed on the Mothers market of the Tokyo Stock Exchange, 1t 1s a company
incorporated in England and Wales and therefore subject to the laws in place there However, as the Group is
listed 1 Tokyo 1t 1s not required to comply with the provisions and principles of good corporate governance and
code of best practice (as set out 1n The UK Corporate Governance Code June 2010, which has replaced the
Combined Code on Corporate Governance June 2008, 1ssued by the Financial Reporting Council) as would be
required if 1t were histed on the London Stock Exchange Nevertheless, the Board 1s commuitted to high standards
of corporate governance and therefore aims to comply with the provisions set out n The UK Corporate
Governance Code as far as 1s practicable for a group of this size

Board of Directors

Jane Dumeresque was appointed as a non-executive director on 12 October 2011 Jane brings significant
experience as the former Group Finance Director of Syndicate Asset Management plc (now Ashcourt Rowan
plc) which 1s listed on AIM, and 1s a UK qualified chartered accountant On the same date Peter ] Goodfellow,
the existing Group Finance Director, was appointed to the Board as Chief Financial Officer

At the year end the Board consisted of six Directors of which three were non-executive All non-executive
directors are considered to be independent by the Board

The directors come from diverse business backgrounds and have the appropriate mix of experience and
expertise Each actively and effectively contributes to the work of the Board and 1ts Commttees

Whilst the non-executive directors hold meetings without the executive directors being present, the non-
executive directors do not hold meetings without the Chairman being present

In accordance with The UK Corporate Governance Code, we note that Michael W Thomas continues to have a
relationship with a chient of Japaninvest Limited by dint of previous employment, a current shareholding 1n that
client, and through acting as a non-executive director of one of the clent funds, but believes the non-executive
nature of his relationship and the fact that the client provides an immaterial level of the Group’s revenues means
that his independence 1s not compromised by such a relationship

Role of the Board

The prime responsibility of the Board 1s to manage the business of the Company n a manner consistent with
providing long-term shareholder value, while ensuring that the Company remains regulatory compliant at all
times The role of the Independent Directors 1s to provide an additional balance of knowledge and experience on
the Board as well as to monitor and approve the strategy and policies recommended by the Chief Executive
Officer (CEO) The Board may appomnt from their number a Chairman or a Deputy Chairman, whose
responsibility 1s to lead and manage the Board to ensure that 1t operates effectively within 1ts legal and
regulatory framework

The following matters cannot be delegated by the Board to any commuttee

- major changes of business strategy,

- any major corporate acquisitions or disposals,

- equity or debt raising or vanations,

- handling of any regulatory investigations,

- approval of all public announcements,

- nsk management, and

- approval of quarterly accounts, budgets and forecast

i1
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Statement of Corporate Governance (Continued)

Attendance at board meetings was as follows

Date of JA RJA ME PJ MW J
Meeting Craddock Eastwood  Burges Goodfellow  Thomas Dumeresque
Watson

03 Feb 11]
15 Feb 1t
05 Apr 11
04 May 11
12 May 11
09 Aug 11
11 Aug 1l
12 Get 11
21 Oct 11
28 Oct 11
02 Nov 11
07 Nov 11

A N N N S R RN
SN N N N N NR SR SR NEN
NN N N NN
N N NS RN

The Board has appointed four committees to make recommendations to the Board in specific areas

Audit Committee

Jane Dumeresque (appointed as Chairman on 12 October 2011)

Julie A Craddock (resigned as Chairman on 12 October 2011 but remains a member of the Commuttee)
Michael W Thomas

The Commuittee assists the Board 1n reviewing the effectiveness of internal controls and rnisk management
The Commttee also reviews financial statements to be published externally before their submission to the
Board, to ensure that they present a fair assessment of the Group's position and prospects

The Commuttee also keeps under review the independence and objectivity of the external auditors, and their
effectiveness In particular, the Committee oversees the nature and amount of non-audit work undertaken
by BDO LLP each year to ensure that true independence 1s safeguarded Details of this year's fees are given
tn note 3 of the financial statements for the Group The Committee also makes recommendations to the
Board, for 1t to put to the shareholders for their approval, 1n relation to the reappointment of the auditors
and approving the remuneration and terms of engagement The Committee's terms of reference are
available on request from the Company Secretary

The Committee held four meetings during the year Aill members attended all meetings The external
auditors, the CFO (previously the Group Finance Director) and the internal auditor were present during part
of all these meetings

Whilst neither Julie A Craddock nor Michael W Thomas have a background n accountancy and therefore
cannot be deemed to have recent and relevant financial experience under the terms of The UK Corporate
Governance Code, both have many years experience of the investment banking and fund management
industries As such, the Board was satisfied that, for the size of group, they had sufficient experience to sit
on the Committee

Prior to the appomntment of Jane Dumeresque, Julie A Craddock acted as both the Chairman of the Board
and of the Commuttee, due to the size of the Board The Group believed that, with Michael W Thomas as
chair of both the Remuneration and Nomination Committee, 1t would not have been appropnate for hum to
act as chair of this committee as well

Jane Dumeresque was appointed as Chairman of the Commuttee on 12 Qctober 2011 and 1s deemed to have
sufficient recent and relevant financial experience under the terms of The UK Corporate Governance Code

12
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Statement of Corporate Governance (Continued)

Remuneration Commtittee

Michael W Thomas (Chatrman)

Julie A Craddock

Jane Dumeresque (appointed on 12 October 2011)

The Commuttee determines salary levels, discretionary bonuses, the granting of options and the terms and
conditions of service of the executive directors The Committee also reviews the Group’s remuneration
policy The report of the Remuneration Committee for the year ended 31 December 2011 can be found on
pages 17 to 19 The Commuttee's terms of reference are available on request from the Company Secretary

The Commuittee held two meetings during the year All members of the Commuttee attended both meetings

It 1s intended that a significant portion of executive director’s remuneration comes In the form of cash
bonuses linked to the performance of the company and stock options linked to the future performance of
the company As the company has not been profitable in the year under review, profit-based cash bonuses
have not been paid

The Group offers three share option schemes to executive directors and staff The Staff Share Option
Scheme gives the option holder the right to buy shares over a vesting period of four years at a 50%
premium to the share price on the date of grant The scheme is designed to incentivize staff and to match
theirr remuneration to the performance of the share price and thus the benefit to shareholders Both
employees and executive directors are eligible to receive awards under this scheme

The second scheme, the Staff Stock Grant Scheme, offers holders the right to purchase shares at therr
nominal value over a vesting period of up to two years This scheme 1s used to enable the Group to offer
share options as part of a competitive remuneration package that 1s of a level offered by our competitors
whilst preserving its operating cash balances Both employees and executive directors are ¢lhgible to
recerve awards under this scheme

The third scheme, the Long Term Incentive Plan (“LTIP”), 15 intended to incentivize executive directors
and sentor staff who have a significant impact on the performance of the Group The options granted under
the LTIP scheme have an exercise price of £1 and vest after three years subject to challenging performance
criteria, reflecting the company’s objectives

Whilst shareholders are requested to authorise directors to allot securities in part to offer such incentives
under the above schemes, no specific approval has been sought for the first two schemes This action has
been taken as the Group feels that such schemes are deemed normal operating practice within 1ts industry
and offer an effective method of aligning remuneration with the interests of the sharcholders In line with
best practice under The UK Corporate Governance Code the Board has decided to put the LTIP scheme
forward for approval by a shareholder vote at the next annual general meeting

Nonunation Committee

Michael W Thomas (Chairman)

Julie A Craddock

Jane Dumeresque (appointed on 12 October 2011)
Rupert J A Eastwood

The Commuittee 1s responsible for leading the process for board appointments (including appointment to the
Remuneration and Audit Commuttees) and making recommendations to the Board accordingly As
appropriate, the Committee may review the composition of the Board as well as the capability of each
individual director to mamntam and develop the Board’s effectiveness The Commuttecs® Terms of
Reference are available on request to the Company Secretary

The Commuttee held two meeting during the year All members of the Commuttee attended the meetings

13
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Statement of Corporate Governance (Continued)

Board and Commttee Performance

The performance of the Board and its Committees 1s discussed by the Nomination Committee The
Commuittee monitors the performance of all directors and discusses their smitability for the role and makes
recommendations on any amendments to the composition of the Board There are no formal evaluation
procedures in place as the Commiuttee feels that these would not be practicable in light of the size of the

group

All directors are subject to election by shareholders at the first annual general meeting following their
appeintment and re-election thereafter at intervals of no more than three years Non-executive directors are
appomnted for an imitial term of three years, subject to re-election and to Companies Act provisions relating
to the removal of a director

Buadget Commuttee
Peter ] Goodfellow {Chairman)
Rupert J A Eastwood

The Commuttee 15 responsible for approving and monitoring the Group’s budgets and providing advice and
recommendations to the Board 1n relation te any possible revision of the Group’s financial forecasts

The Commuttee held 10 meetings during the year The Group Financial Controller and Group Regulatory
Relations Director also attended these meetings All members of the Commuttee attended all the meetings

In addition to the above committees, the Board has delegated responsibility for the day-to-day operations of the
Group to an Executive Commuitee comprising the executive directors and senior management that meets on a
monthly basis The regular duties and responsibihities of this commttee include (a) reviewing and menitoring of
the financial and operational performance of the business, and (b) developing business strategies and policies for
recommendation to the Board The Executive Commuttee also discusses and reviews any other regulatory and
business matters that need to be decided by the Board, and may have joint meetings with the Board to report on
and discuss any possible major revisions for the business unit and operational trends during the year

i4
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Statement of Corporate Governance (Continued)

Internal Control
The board of directors 1s responsible for mamtaming the Group’s system of internal control, reviewing 1ts
effectiveness at least annually and reporting to shareholders that they have done so

The systems are designed to ensure that the key nisks faced by the Group in the conduct of its business are
wdentified and evaluated so that appropriate controls are put 1n place to manage those risks Such systems are
designed to manage rather than elimnate the risk of failure to achieve business objectives and can only provide
reasonable, but not absolute, assurance against material misstatement or loss The Group’s systems are designed
to accord with Internal Control Guidance to Directors (the Turnbull Guidance October 2005)

To comply with the provision of the Tumbull Guidance, an Internal Audit Officer 1s nominated and appointed
by the CEO The Internal Audit Officer 1s responsible for reviewing and assessing any issues related to the
Group’s internal ntegrity, governance and control, and reports directly to the CEO, who 1s responsible for
ultimately implementing necessary improvement measures, and to the Audit Committee

The Audit Commuittee then reviews the systems n place and supports any recommendation made by the Internal
Audit Officer and the CEO on improvements n mternal control and puts them forward to the Board for
discussion, review and approval to ensure the Group’s ongoing comphance with the relevant provision of the
Turnbull Guidance

The Internal Audit Officer should make at least two formal “Internal Audit Reports” per year and issues
improvement plans to the heads of the relevant business units to ensure ongoing improvement. If sigmficant
failings or weaknesses m internal controls are identified, these 1tems are also included n the improvement plans
and their correction 1s monitored by the Internal Audit Officer In the event that matenial mternal control 1ssues
are identified, disclosure will be included in the annual report and accounts In the year under review, two
reports have been presented to the Audit Commuttee with no material internal control 1ssues being reported

The key features of the system of internal control are

Management structure — a well-defined management structure with clear accountabilities and
delegations

Audit Committee - the Committee enhances and supports the oversight role of the Board

Policy — the Board has established a policy of internal control through the implementation of clear
documented guidelines and rules (through the Group Rulebook and comphance manuals) The Internal
Audit Officer reviews the adherence to and effectiveness of this process

Financial Information — management information enables the Board to receive detailed monthly analysis
of financial and business performance including variance aganst budget (via the Budget Committee)

Budgeting and forecasting — a comprehensive planning and budgeting process 1s in place to deliver
detailed financial forecast to the Board (via the Budget Commuttee)

Internal audit — an internal audit function reports to the Board (via the CEC and the Audit Committee)
the effectiveness of key internal controls and the management of risk and provides recommendations as to
improvements to be implemented

Compliance — a compliance function manages the Group’s relationships with the Group’s key regulators
and 1dentifies major comphance and regulatory risks



Japaninvest Group plc

Statement of Corporate Governance (Continued)

MLRO — a Money Laundering Reporting Officer and anti-money laundering procedures are in place, and
traiting programmes are in place for all relevant staff

Documented procedures — documented procedures and authority levels have been established (through
the Group Rulebook)

Internal assurances — internal assurances are given by all staff of theirr comphance with all applicable
laws and regulatory regimes

Investor relations

As the Group 1s listed on the Mothers market of the Tokyo Stock Exchange, 1t 1s required to hold at least two
analyst meetings a year These meetings are conducted by the CEO or COO In addition, retail shareholders in
Japan have access to the company via a dedicated Investor Relations department As the Group’s major
shareholders (those with a holding of more than 3%) are predominantly either directors or employees of the
Group, there 1s a free and frequent exchange of their views with both the executive and non-executive directors
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Report of the Remuneration Committee for the year ended 31 December 2011

The responsibility for the remuneration policy for executive directors and the setting of individual directors’
remuneration packages 1s delegated to the Remuneration Committec The Remuneration Commuttee also
oversees the Group remuneration policies

Remuneration policy

The remuneration package for each executive director 1s composed of a basic salary, a bonus and stock
options under the share option schemes It 1s ntended that a sigmficant portion of executive director’s
remuneration 1s performance-related, n the form of cash bonuses and stock options linked to the
performance and profitability of the company

Rupert J A Eastwood and Mark E Burges Watson are normally rewarded through the Group’s ‘partner’
profit share scheme on a quarterly basis The size of the total bonus payment 1s determined every quarter
based on the performance and profitability of the business As a result, bonus payments are directly linked
to the operating performance of the Group, although consideration 1s made to ensure that remuneration
remains competitive In 2011, the lack of profitability of the Group led to no payouts being made under this
scheme

It 1s the committee’s current 1ntention that Rupert J A Eastwood and Mark E Burges Watson receive equal
remuneration when converted into sterling at purchasing power panity As Mark E Burges Watson’s cost of
employment was 1n excess of that received by Rupert J A Eastwood he should have received payments 1n
the year to bring his remuneration to panty Given the committee’s desire to preserve cash, Rupert J A
Eastwood was 1ssued with 1,288 staff stock grants i lieu of the first equalisation bonus on 9 August 2011
The second equalisation bonus to Rupert J A Eastwood remained unpaid at the year end

The executive directors were awarded a number of stock options under the share option schemes in the
year, these are detailed below

In all cases, total remuneration 1s reviewed in relation to work undertaken and to comparable salaries

Non-executive pay 1s set at £1,000 per day
Service Contracts

No director has a specific service contract All employment contracts are subject to a notice pertod of not
less than 30 days

17
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Report of the Remuneration Committee for the year ended 31 December 2011 (Conrinued)

Directors’ remuneration

Salary Bonus Benefits 2011 2010
and fees payments in kind Total Total
£ £ £ £ £
(note 1)
Executives
R J A Eastwood 75,000 36,862 3,699 115,561 78,729
M E Burges Watson (note 2) 143,765 - 15,895 159,660 120,862
A J Ramsay - - - - 59,679
P J Goodfellow (note 3) 17,778 - 582 18,360 -
Non-executives
J A Craddock 8,000 - - 8,000 9,000
M W Thomas 8,000 - - 8,000 9,600
J Dumeresque (note 3) 2,000 - - 2,000 -
Total 254,543 36,862 20,176 311,581 277,270
2010 total 256,056 5,000 16,214 277,270
Note 1 Benefits in kind comprise medical and hfe insurance

Note2 M E Burges Watson was based in Hong Kong during the year and his remuneration 15 received in local currency This s then converted at the

ycar-end ratc in the table above

Note3 P Goodfellow and J Dumeresque became directors on 12 October 2011

Share options

The following options were held by directors at 31 December 2011 and during the year

Director Type
R J A Eastwood Stock grant
Stock grant
Stock grant
Stock grant
LTIP

M E Burges Watson LTIP
P J Goodfellow Share option
Share option
Share option

Share option
LTIP

Date of
grant

03 Feb 11
03 Feb 11
09 Aug 11
09 Aug 11
09 Aug 11

09 Aug 11

13 Dec 10
13 Dec 10
13 Dec 10
13 Dec 10
09 Aug 11

1,170
1,170
664
664
800

800

150
150
150
150
200

Number of
options

Exercise

price

£1
£]
£l
£1
£1

£l

Y5,685
Y5,685
Y5,685
Y5,685
£1

Earliest

exercise date

03 Feb 12
03 Feb 13
09 Aug 12
09 Aug 13
09 Aug 14

09 Aug 14

13 Dec 11
13 Dec 12
13 Dec 13
13 Dec 14
09 Aug 14

No director exercised options during the year ended 31 December 2011 (2010 nil)

i8

Latest

exercise date

03 Feb 21
03 Feb 21
09 Aug 21
09 Aug 21
09 Aug 21

09 Aug 21

13 Dec 16
13 Dec 16
13 Dec 16
13 Dec 16
09 Aug 21
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Report of the Remuneration Committee for the year ended 31 December 2011 (Continued)

Pensions

No pension contributions were made on behalf of any director in the year under review

Michael W Thomas

Chairman of the Remuneration Committee

15 February 2012
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Independent Auditors’ Report

To the shareholders of Japaninvest Group ple

We have audited the financial statements of Japaninvest Group plc for the year ended 31 December 2011 which
comprise the consolidated profit and loss account, the consolidated statement of total recogmsed gains and
losses, the consolidated and company balance sheet, the consolidated cash flow statement and the related notes
The financial reporting framework that has been apphed n their preparation 1s applicable law and United
Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

This report 13 made solely to the company’s members, as a body, 1n accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the company’s members
those matters we are required to state to them in an auditor’s report and for no other purpose To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the company and the
company’s members as a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully in the statement of directors’ responstbilities, the directors are responsible for the
preparation of the parent company financial statements and for being satisfied that they give a true and fair view
Our responsibility 1s to audit and express an opinion on the financral statements 1n accordance with applicable
law and International Standards on Auditing (UK and Ireland) Those standards require us to comply with the
Auditing Practices Board’s (APB’s) Ethical Standards for Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements 1s provided on the APB’s website at
www fre org uk/apb/scope/private cfm

Opinion on financial statements
In our opinion

e the financial statements give a true and fair view of the state of the group’s and the parent company’s affairs
as at 31 December 2011 and of the group’s loss for the year then ended,

» the group financial statements have been properly prepared in accordance with United Kingdom Generally
Accepted Accounting Practice,

e the parent company’s financial statements have been properly prepared n accordance with Umited Kingdom
Generally Accepted Accounting Practice, and

o the financial statements have been prepared in accordance with the requirements of the Companies Act
2006
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Independent Auditors’ Report (Continued)

Emphasis of matter — Gomg concern

In forming our opimon on the financial statements, which 1s not qualified, we have considered the adequacy of
the disclosures made 1n note | to the financial statements concerning the Group’s ability to continue as a going
concern These include the material uncertainties relating to the timing of funding, the current market conditions
and the achievability of the forecasts These conditions together with the matters noted 1n note 1 to the financial
statements indicate the existence of matenal uncertainties which may cast significant doubt about the Group’s
ability to continue as a going concern These financial statements do not include the adjustments that would
result 1f the Group was unable to continue as a going concern

Opimon on other matters prescribed by the Companies Act 2006

In our opinion

e the information given in the directors’ report for the financial year for which the financial statements are
prepared 1s consistent with the financial statements

Matters on which we are requuired to report by exception

We have nothing to report n respect of the following matters where the Companies Act 2006 requires us to
report to you 1f, in our opmion,

o adequate accounting records have not been kept by the parent company, or returns adequate for our audit
have not been received from branches not visited by us, or

e the financial statements and the part of the directors’ remuneration report to be audited are not 1n agreement
with the accounting records and returns, or

e certain disclosures of directors’ remuneration specified by law are not made, or

e we have not recetved all the information and explanations we require for our audit

(S Wl

Alexander Tapp (semor statutory auditor)

For and on behalf of BDO LLP, statutory auditor
London

United Kingdom

15 February 2012

BDO LLP 1s a limited hability partnership registered n England and Wales (with registered number
0C305127)
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Consolidated profit and loss account for the year ended 31 December 2011

Turnover

Continuing operations
Discontinued operations

Cost of sales

Gross profit

Administrative expenses

Group operating loss
Continuing operations
Duscontinued operations

Share of loss from associates

Operating loss including associates

Profit on disposal of discontinued operations

Loss on ordinary activities before interest

Interest receivable/(payable)

Loss on ordinary activities before taxation

Taxation on loss from ordinary activities

Loss on ordinary activities after taxation

Minority interest

Loss after taxation attributable to Group

Basic loss per share

Diluted loss per share

The notes on pages 27 to 48 form part of these financial statements
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Note

()

12
12

Year Year
ended ended

31 Dec 31 Dec
2011 2010

£ £
6,584,365 4,194,775

- 98,576

6,584,365 4,293,351

- (18,214)

6,584,365 4,275,137
(8,317,321) (6,918,512)
(1,732,956) (2,555,902)
- (87,473)
(1,732,956) (2,643,375)
- (210,511)
(1,732,956) (2,853,886)
- 623,797
(1,732,956) (2,230,089)
98 (2,627)
(1,732,858) (2,232,716)
6,235 5,773
(1,726,623) (2,226,943)
- 4918
(1,726,623) (2,222,025)
t £

(20.98) (31.43)
(20.98) (31.43)
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Consohdated statement of total recogmsed gains and losses for the year ended 31 December 2011

Loss for the financial year
Group
Associated undertaking

Foreign exchange differences on the translation of
subsidiary undertakings on consohidation

Unrealised gains on deemed disposal of interest in subsidiary

Total recognised gains and losses for the financial year

The notes on pages 27 to 48 form part of these financial statements
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Note

16

Year Year
ended ended

31 Dec 31 Dec
2011 2010

£ £
(1,726,623) (2,011,514)
- (210,511)
{1,726,623) (2,222,025)
(60,516) (122,595)

- 232,391
(1,787,139) (2,112,229)
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Consolidated balance sheet at 31 December 2011 Company number 4547135
31 Dec 31 Dec 31 Dec 31 Dec
Note 211 2011 2010 2010
£ £ £ £
Fixed assets
Tangible assets 7 50,060 51,656
Investments 8 368,125 396,878
418,185 448,534
Current assets
Debtors 9 1,357,538 1,314,402
Cash at bank and 1n hand 509,046 1,151,975
1,866,584 2,466,377
Creditors: amounts falling due
within one year 10 (2,604,456) (1,096,431)
Net current (habilities)/assets (737,872) 1,369,946
Total assets less current liabilities (319,687) 1,818,480
Creditors: amounts falling due after
one year

Deferred income 11 {1,085,867) (1,687,837

(1,405,554) 130,643

Capital and reserves
Called up share capital 14 82,402 81,872
Share premium account 15 6,925,777 6,925,777
Profit and loss account 15 (8,413,733) (6,877,006)
Shareholders’ funds 16 (1,405,554) 130,643

The financial statements were approved and authorised for 1ssue by the Board on 15 February 2011

P I Goodfellow
Director
The notes on pages 27 to 48 form part of these financial statements
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Company balance sheet at 31 December 2011 Company number 4347135
31 Dec 31 Dec 31 Dec 31 Dec
Note 2011 2011 2010 2010
£ £ £ £
Fixed assets
Investments 8 1,829,323 1,552,178
Current assets
Debtors 9 1,422,565 1,445,982
Cash at bank and 1n hand 4,313 407,821
1,426,878 1,853,803
Creditors: amounts fallng due
within one year 10 (1,792,382) (750,584)
Net current (liabilities)/assets (365,504) 1,103,219
Total assets less current liabilities 1,463,819 2,655,397
Capital and reserves
Called up share capital 14 82,402 81,872
Share premium account 15 6,925,777 6,925,777
Profit and loss account 15 (5,544,360) (4,352,252)
Shareholders’ funds 16 1,463,819 2,655,397

The financial statements were approved and authorised for 1ssue by the Board on 15 February 2012

P ] Goodfellow
Director

The notes on pages 27 to 48 form part of these financial statements
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Consolidated cash flow statement for the year ended 31 December 2011

Net cash outflow from
operating activities

Returns on investments and
servicing of finance
Interest received/(paid)

Net cash inflow/(outflow) from returns on
investments and servicing of finance

Taxation
Taxation paid
Taxation rebate received m period

Capital expenditure and
financial investment

Purchase of tangible fixed assets

Net cash outflow from capital
expenditure and financial investment

Acquisitions and disposal
Net proceeds on sale of shares 1n subsidiary

Cash (outflow)/inflow before management
of liquid resources and financing

Management of liquid resources
Funds (placed on)/taken off deposit

Financing
Proceeds on 1ssue of ordinary shares

(Decrease)fincrease in cash in the perod

Note

19

20

Year Year
ended ended
31 Dec 31 Dec
2011 2011
£ £
(559,361)

98
98
15,000

(29,508)
(29,508)
(873,771)
{(191,826)
530
(765,067)

Year
ended
31 Dec
2010

(2,627)

(35,588)

The notes on pages 27 to 48 form part of these financial statements
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Year
ended
31 Dec
2010

(181,070)

(2,627)

15,000

(35,588)
351,336
147,051

219,148

400,000

766,199
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Notes forming part of the accounts for the year ended 31 December 2011

1

Accounting policies

The financial statements have been prepared under the historical cost convention and are 1n accordance
with the requirements of UK GAAP

The following principal accounting policies have been applied

Basis of preparation

Whilst the results for the year ended 31 December 2011 have been prepared on a going concern basts,
the Board acknowledges that the Group has net liabilities and net current liabihities, and that cash
balances have diminished during the year

The Board has prepared cash flow projections and forecasts for the period to 31 December 2013 These
forecasts are based on the expectation that revenues increase in 2012 and 2013, and as a result, the
Group has sufficient resources to enable it to pay 1ts debts as they fall due throughout this period Under
the alliance with Societe Generale the Group continues to sign new customers, which should underpin
the forecast growth in revenues The Board believes this growth and forecast to be achievable and that
the importance of the research product to Societe Generale’s Asia product range means that Societe
Generale will continue to provide Japaninvest with its full support

The Board continues to monitor income and carefully control costs and should revenues fall short of the
forecast growth rate could take further action to reduce overheads if necessary mn the short-term The
Group also continues to monitor its working capital management

In addition, the warrant signed with Societe Generale gives them the right to subscribe for 24 99% of the
Group’s 1ssued share capital, at the date of exercise, for a subscription price of €2,000,000 (£1,670,565
at the year end exchange rate) The warrant can be exercised from 5 June 2012, or earlier at the Board’s
discretion The Board notes the mcreasing interdependency of the two businesses, as the number of joint
clients under the Alliance continues to rise, and considers it more likely than not that they will exercise
However, the Board are not able to predict the iming of such exercise

The Board recognises the existence of matenal uncertainties which may cast significant doubt about the
Group’s ability to continue as a gomng concern However, 1n consideration of the above mitigating
factors the Board has continued to prepare the financial statements on a gomng concern basis and
accordingly these financial statements do not contan the adjustments that would result in the Group
being unable to continue as a going concern

Basis of consolidation
The consohidated financial statements incorporate the results of Japaninvest Group plc and all of 1its
subsidiaries using the acquisition method of accounting

Turnover

Turnover represents commuissions due under commission share agreements and research fees receivable
from third parties Commussions and research fees are recognised on an accruals basis having regard to
notifications from clients and other information available to directors and accounted for i the pertod to
which 1t relates In the event that commussions or fees are recerved n advance, these amounts are
inciuded 1n deferred income

Cost of sales

Cost of sales represents charges incurred 1n the settlement of equity transactions as part of commission
share agreements

27




Japaninvest Group plec

Notes forming part of the Financial Statements for the year ended 31 December 2011 (Continued)

1

Accounting policies (Confinued)

Depreciation
Depreciation 1s provided to write off the cost, less estimated residual values, of all tangible fixed assets
evenly over their expected useful lives It 15 calculated at the following rates

IT equipment - 25% per annum
Fixtures and fittings - 25% per annum
Leasehold improvements -  amortised over the life of the lease

Foreign currency

Foreign currency transactions of individual companies are translated at the rates ruling when they
occurred  Foretgn currency monctary assets and liabilities are translated at the rates ruling at the
balance sheet dates Any differences are taken to the profit and loss account

The results of overseas operations and their balance sheets are translated into sterling at the rates of
exchange ruling on the balance sheet date Exchange differences which arise from translation of the
opening net assets and results of foreign subsidiary undertakings and from translating the profit and loss
account at the rates of exchange ruling on the balance sheet date are taken to reserves

Deferred taxation

Deferred tax balances are recognised n respect of all iming differences that have originated but not
reversed by the balance sheet date except that the recognition of deferred tax assets 1s limited to the
extent that the company anticipates making sufficient taxable profits in the future to absorb the reversal
of the underlying timing differences Deferred tax balances are not discounted

Operating leases
Rentals payable under operating leases are charged to the profit and loss account on a straight-line basis
over the lease term even 1f payments are not made on such a basis

Share based paymenis

Where share options are awarded to employees, the fair value of the options at the date of grant 1s
charged to the profit and loss account over the vesting period Non-market vesting conditions are taken
into account by adjusting the number of equity 1nstruments expected to vest at each balance sheet date so
that, ultimately, the cumulative amount recognised over the vesting period 1s based on the number of
options that eventually vest Market vesting conditions are factored into the fair value of the options
granted As long as all other vesting conditions are satisfied, a charge 1s made irrespective of whether the
market vesting conditions are satisfied The cumulative expense 1s not adjusted for failure to achieve a
market vesting condition

Where the terms and conditions of the options are modified before they vest, the increase 1n the fair
value of the options, measured immediately before and after the modification, 1s also charged to the
Income statement over the remaining vesting period

Where the equity instruments are granted to persons other than employees, the profit and loss account is
charged with the fair value of goods and services recerved
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Notes forming part of the Financial Statements for the year ended 31 December 2011 (Continaed)

1  Accounting policies (Continued)

Associates
An entity 1s treated as an associated undertaking where the group has a participating iterest and
exercises significant influence over its operating and financial policy decisions

In the group accounts, interests in associated undertakings are accounted for using the equity method of
accounting The consolidated profit and loss account includes the group’s share of the operating results,
(nterest, pre-tax results and attributable taxation of such undertakings based on audited financial
statements In the consolidated balance sheet, interests 1n associated undertakings are shown as the
group’s share of the identifiable net assets, including any unamortised premium paid on acquisition

Valuation of mvestments
[nvestments held as fixed assets are stated at cost less any provision for impairment Investments held as
current assets are stated at the lower of cost and net realisable value

2 Segmental information

Many of the group’s clients are based 1n more than one geographic location so the segmental information
disclosed below 1s by reporting location

UK USA Japan Hong Consolidated
Kong
£ £ £ £ £

Year ended 31 December 2011
Turnover 3,269,382 876,408 2,438,575 - 6,584,365
Loss before interest and tax (869,895  (52,257) (452,310) (358,494) (1,732,956)
Net assets/(liabilities) 1,477,151 37465 (2,151,813) (768,357) (1,405,554)
Year ended 31 December 2010
Turnover 2,163,295 1,016,659 1,113,397 - 4,293351
Loss before interest and tax (1,199,202) 58,089 (453,205) (635,771) (2,230,089)
Net assets/(liabilities) 2,846,676 87,174 (1,600,422) (1,202,785) 130,643

Segmental information by business 1s as follows

Sales and Execution and Consohdated
research commission
advice management
£ £ £
Year ended 31 December 2011
Turnover 6,584,365 - 6,584,365
Loss before interest and tax (1,732,956) - (1,732,956)
Net liabilities (1,405,554) - (1,405,554)
Year ended 31 December 2010
Turnover 4,194,775 98,576 4,293.351
Loss before interest and tax (2,142,616) (87,473) (2,230,089)
Net assets 130,643 - 130,643
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Notes forming part of the Financial Statements for the year ended 31 December 2011 (Continued)

3

Operating loss

This 15 arrrved at after charging/(crediting)

Depreciation

Amortisation of goodwill

Hire of other assets — operating leases (land and buildings)
Auditors’ remuneration {see below}

Exchange differences

Auditors’ remuneration

Fees payable to the company’s auditors
for the audit of the company’s accounts and consohdated
financial statements
for interim reviews

Fees payable to the company’s auditors and their associates
for the audit of the subsidiaries’ financial statements
for taxation advice
for other regutatory work

Included in the amounts above are £55,144 (31 December 2010
BDOLLP

30

Year Year
ended ended
31 Dec 31 Dec
2011 2010

£ £
31,511 49,251
- 25,897
864,527 722,764
127,131 126,179
51,263 (229,164)
34,124 57,080
37,863 38,512
37,130 25,315
14,731 3,697
3,283 1,575
127,131 126,179

£30,587) paid to associate firms of
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Notes forming part of the Financial Statements for the year ended 31 December 2011 (Continued)

4

Employees

Average number of employees — Group
including executive directors

Equity sales and research
Execution and comimission management

Group management & administration

Staff costs for all employees, including executive directors,
consist of

Wages and salaries

Social security costs

The disclosures 1n respect of directors’ emoluments and share options are given in the report of the

Remuneration Committee on pages 17 to 19

31

Year Year
ended ended

31 Dec 31 Dec
2011 2010
Number Number
34 27

- 1

11 9

45 37

£ £
4,371,680 3,226,681
231,647 181,354
4,603,327 3,408,035
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Notes forming part of the Financial Statements for the year ended 31 December 2011 (Continued)

5 Taxation on profit from ordinary activities

Year Year
ended ended
31 Dec 31 Dec
2011 2010
£ £

UK Corporation tax
Current tax on loss of the period - -
Adjustments to tax on profits in prior periods - -

Forergn tax

Current tax on foreign income for the year - -
Adjustments to tax on profits in prior periods (6,235) (5,773)
Taxation on loss on ordmary activities (6,235) (5,773)

The tax assessed for the period differs from the standard rate of corporation tax in the UK The
differences are explained below

Year Year

ended ended

31 Dec 31 Dec

2011 2010

£ £

Loss on ordinary activities before tax (1,732,858) (2,232,716)
Loss on ordinary activities at the standard rate of corporation tax in

the UK of 28% (485,200) (625,160)

Effects of

Expenses not deductible for tax purposes 71,410 10,516

Depreciation 1n excess of capital allowances 8,823 13,067

Differing rates on overseas earnings (22,316) 32,322

Tax losses carried forward 427,283 566,380

Group relief surrendered/claimed - 2,875

Prior year adjustments (6,235) (5,773)

(6,235) (5,773)

A deferred tax asset has not been created on trading losses of £4,433,732 (31 December 2010
£4,006,449) given the inherent uncertainty of future profits The unrecognised deferred tax asset
(including losses brought forward from prior periods) 1s £3,075,475 (31 December 2010 £2,648,192)
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Notes forming part of the Financial Statements for the year ended 31 December 2011 (Continued)

6

7

Company loss for the financial year

The company has taken advantage of the exemption allowed under section 408 of the Companies Act
2006 and has not presented its own profit and loss account in these financial statements The company’s
loss for the year 1s £1,442,520 (2010 loss of £1,546,302)

Tangible assets

Group

Cost

At 1 January 2011
Additions

Disposals

Exchange differences

At 31 December 2011

Depreciation

As 1 January 2011
Charge n period
Disposals

Exchange differences

At 31 December 2011

Net book value
At 31 December 2011

At 31 December 2010

Leasehold 1T Fixtures
improvements equipment and fittings Total
£ £ £ £
130,456 247,057 123,166 500,679
- 28,444 1,064 29,508
- (43,170) (4,755) (47,925)
4,478 3,856 4,848 13,182
134,934 236,187 124,323 495,444
129,933 217,638 101,452 449,023
523 22,902 8,086 31511
- (42,429) (4,697) (47,126)
4478 2,901 4,597 11,976
134,934 201,012 109,438 445,384
- 35,175 14,885 50,060
523 29,419 21,714 51,656
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Notes forming part of the Financial Statements for the year ended 31 December 2011 (Continued)

8 Fixed asset investments

Group £
At I January 2011 396,878
Provision for impairment (28,753)
At 31 December 2011 368,125

The fixed asset investment comprises the residual stake in IND-X (Holdings) Limited, which represents a
6 4% holding, reduced from 21% at 31 December 2010 due to non-participation 1n rights i1ssues 1n the year
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Notes forming part of the Financial Statements for the year ended 31 December 2011 (Continued)

8  Fixed asset investments (Continued)

Investments in Other Total
subsidiaries  investments

Company £ £ £
Cost
At 1 January 2011 695,651 856,527 1,552,178
Additions 765,547 - 765,547
Provision for impairment - (488,402) {488,402)
At 31 December 2011 1,461,198 368,125 1,829,323

Investments m subsidiaries

The subsidiaries of Japaminvest Group ple, all of which have been included n these consolidated financial

statements, are as follows

Proportion of voting

Country of  rights and share

Subsidiary undertakings  incorporation capital held
Japaninvest Limited England 100%
Japaninvest KK Japan 100%
Japanmmvest Inc USA 100%
Japaninvest (Hong Kong) Hong Kong 100%
Limited

JI Asia Research Limited Hong Kong 100%

JI Asia (Holdings) Limited England 100%

Nature of business

Provision of research and analysis
of Japanese companies

Provision of research and analysis
of Japanese companies

Provision of research and analysis
of Japanese compames

Proviston of research and analysis
of Asian {ex-Japan) companies

Provision of research and analysis
of Asian (ex-Japan) companies

Holding company

The addition in the year relates to an increase of HK$9,800,000 i the capital of Japaninvest (Hong Kong)

Limited

Other itnvestments

The other investment comprises the residual mvestment in IND-X (Holdings) Lumited
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9 Debtors
Group Group Company Company
2011 20190 2011 2010
£ £ £ :
Trade debtors 727,542 618,079 - -
Amounts due from subsidiary undertakings - - 1,331,956 1,268,972
Other debtors 487,609 541,297 87,902 159,051
Prepayments and accrued income 142,387 155,026 2,767 17,959

1,357,538 1,314,402 1,422,565 1,445,982

All amounts fall due for payment within one year with the exception of £41,816 (31 December 2010
£39,376) 1n other debtors relating to a regulatory deposit repayable in the event that Japaninvest KK no
longer requires its regulatory permission In addition, £76,857 (31 December 2010 £52,558) 1n other debtors
relates to rental deposits for company provided accommodation for certain employees and directors based 1n
Japan which are cancellable at two months notice Other debtors also include £48,067 (31 December 2010
£128,361) in loans to staff members granted under the Group’s corporate loan programme

10  Creditors: amounts falling due within one year

Group Group Company Company

2011 2010 2011 2010

£ £ £ £

Trade creditors 415,545 489,369 265,023 291,984
Amounts due to subsidiary undertakings - - 1,208,652 146,866
Taxation and social security 79,470 43,218 - -
Other creditors 294,074 267,039 211,907 209,825
Accruals and deferred income 1,815,367 296,805 106,800 101,909

2,604,456 1,096,431 1,792,382 750,584
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11 Creditors: amounts falling due after one year

Group Group Company Company

2011 2010 2011 2010

£ £ £ £

Deferred income 1,085,867 1,687,837 - -
1,085,867 1,687,837 - -

Deferred income reflects an advance of fees from Societe Generale under the Allhance due 1n the third and

fourth years of the agreement
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12 Earnings per share

The calculation of basic earnings per ordinary share 1s calculated on profit on ordinary activities after

taxation as follows

Weighted average number of ordinary shares outstanding
Effect of options over ordinary shares

Diluted number of ordinary shares

L.oss for the period

Basic loss per share
Dhluted loss per share

Loss for the peniod

Basic loss per share
Diluted loss per share

Year Year

ended ended

31 Dec 31 Dec

2011 2010

Number Number

82,303 70,697

82,303 70,697

Continming  Discontinued Total
Operations Operations Operations
2011 2011 2011

£ £ £
(1,726,623) - (1,726,623)
(20.98) - (20.98)
(20.98) - (20.98)
Continuing Discontinued Total
Operations Operations Operations
2010 2010 2010

£ £ £
(2,134,552) (87,473) (2,222,025)
(3019) (i24) (31 43)
(3019 (124) (3143)

The number of potentially 1ssuable shares that have not been included n the above calculation for the
year ended 31 December 2011, in accordance with paragraph 41 of FRS 22, 15 8,822 (31 December
2010 5,467) as the effect would be to reduce the loss per share
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13 Share-based payment

Employee share option schemes

The company operates three equity-settled share option schemes to incentivise employees, these are
described in the Statement of Corporate Governance These schemes are registered as Enterprise
Management Incentive (“EMI”) schemes for UK based employees Options have been issued since the
formation of the company n 2003 and have exercise prices based on a multiple of the share price at
grant date or at the nominal value Options vest over a peniod of up to four years from grant subject to
continual employment and have an expiry date of six to ten years from grant

As at 31 December 2011

Weighted
Options Granted in Cancelled Exercised Options average

Exercise outstanding the Lapsed in in the during the outstanding remaining
Price b/fwd period the period period period c/fwd life (years)
£1.00 5,165 7,004 - - (530) 11,639 8.5
£40.00 1,600 - - - - 1,600 4.0
£75.00 620 - (500) - - 120 0.0
£125.00 420 - - - - 420 0.0
£200.00 100 - (100) - - - -
£338.50 400 - (400) - - - -
Y5,025 - 100 - - - 100 5.9
Y5,685 2,000 - (600) - - 1,400 5.0
Y5,850 - - (50) - - 250 5.6
Y6,090 2,675 300 - - - 2,675 4.1
Y7,200 - 1,200 - - - 1,200 54
Y7,800 - 1,800 (200) - - 1,600 5.1
Y9,015 8,110 - (875) - - 7,235 4.5
Y10,500 825 - (25) - - 800 3.0
Y10,950 500 - - - - 500 3.1
Y21,315 500 - (300) - - 200 2.6
Y84,750 100 - (100) - - - -
23,015 10,404 (3,150) - (530) 29,739 5.9
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13 Share-based payment (Continued)

Exercise
Price

£1 00
£40 00
£75 00

£12500

£200 00

£338 50

£436 50

£497 50
Y5,685
Y6,090
Y9,015

Y 10,500

Y 10,950

Y20,040

Y21,315

Y48,075

Y384,750

As at 31 December 2010

Weighted

Options Granted in Cancelled Exercised Options average
outstanding the Lapsed in 1n the during the outstanding remainmg
b/fwd period the period period period c/fwd Iife (years)
6,530 - (1,215) - (150) 5,165 81
1,600 - - - - 1,600 10
2,420 - (1,800) - - 620 02
420 - - - - 420 10
620 - - (520) - 100 10
1,650 - - (1,250) - 400 10
1,200 - - (1,200) - - -
400 - (200) (200) - - -
- 2,000 - - - 2,000 60
- 2,675 - - - 2,675 51
- 8,110 - - - 8,110 55
825 - - - - 825 40
500 - - - - 500 41
300 - - (800) - - -
1,550 - (200) (850) - 500 36
200 - - (200) - - -
1,550 - (600) (850) - 100 23
20,265 12,785 (4,015) (5,870) (150) 23,015 53

530 options were exercised during the year (31 December 2010 150) The weighted average share price

at the date of exercise was Y4,741 (31 December 2010 Y5,080)

Of the total number of options outstanding at the peniod end, 11,059 (31 December 2010 7,427) had
vested and were exercisable at the end of the period

The following information 1s relevant in the determination of the fair value of options granted during the
year under the employee share option scheme

Option pricing medel used

Weighted average share price at grant date (Y)

Weighted average exercise price (Y)
Weighted average contractual life (yrs)
Expected volatihty (%)
Risk-free interest rate (%)
Expected dividend growth rate

40

31 Dec
2011

Black-Scholes
4,613

2,477

6.0

55

0.55

Nil

31 Dec
2010

Black-Scholes

4,684
7,882
60
55
055
Nil
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13 Share-based payment (Continued)

The volatility assumption, measured at the standard deviation of expected share price returns, 1s based on

a statistical analysis of daily share prices over the last three years of comparable publicly quoted
companies

This period saw a charge of £204,698 (31 December 2010 £403,518) relating to the issuance of share

options The total amount charged to date following the 1ssuance of share options 1s £1,164,548 (31
December 2010 £959,850)

Warrant granted to Societe Generale

As part of the agreement with Societe Generale the Group 1ssued a warrant to them giving the holder the
night to subscribe for 24 99% of the Group’s 1ssued share capital at the date of exercise The 1ssuance of
the warrant met the defimtion of a share-based payment transaction

The charge n the current year n respect of the warrant was £45,714 (31 December 2010 £26,176)

14 Share capital

31 Dec 31 Dec
2011 2010
£ £
Authorised
1,000,000 ordinary shares of £1 each 1,000,000 1,000,000
Allotted, called up and fully pard
Ordinary shares of £1 each 82,402 81,872
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14 Share capital (Continued)

530 ordinary shares of £1 each were allotted on 25 January and 16 August at a subscription price of £1 as

a result of an employee exercising options

15 Reserves

Group
At ] January 2011
Share based payments

Foreign exchange differences on the translation of

subsidiary undertakings on consolidation

Loss for the year

At 31 December 2011

Company

At 1 January 2011
Share based payments
Loss for the year

At 31 December 2011
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Share Profit
premium and loss
account account
£ £
6,925,777 (6,877,006)
- 250,412

- (60,516)

- (1,726,623)
6,925,777 (8,413,733)
Share Profit
premium and loss
account account
£ £
6,925,777 {4,352,252)
- 250,412

- (1,442,520)
6,925,777 (5,544,360)
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16 Reconcihation of movements in shareholders' funds

Group Group Company Company

2011 2010 2011 2010

£ £ £ £

Total recognised gains and losses (1,787,139)  (2,112,229) (1,442,520) (1,546,302)
Issue of ordinary shares 530 400,150 530 400,150
Adjustment 1n respect of share options 250,412 429,694 250,412 429,694
Net movement tn sharecholders’ funds {1,536,197) (1,282,385) (1,191,578) {716,458)
Opening shareholders’ funds 130,643 1,413,028 2,655,397 3,371,855
Closing shareholders’ funds (1,405,554) 130,643 1,463,819 2,655,397

17 Commitments under operating leases

The Group had annual commitments under operating leases as set out below

2011 2010
Land and Land and
buildings buildings
£ £

Operating leases which expire
Within one year 436,944 507,217
In one to two years 120,430 135,988
In two to five years 279,661 -
837,035 643,205

Included above are certain operating leases that are cancellable with 2 to 6 months notice
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18

Financial Instruments

The Group’s financial istruments comprise cash balances and items such as trade debtors and trade
creditors that arise from the normal course of business Sterling and foreign currency cash balances are
invested with the Group’s approved banks Foreign currency cash balances arise from trading operations
as well as through the general course of business in foreign subsidiaries The Group’s policy 1s not to
enter into any derrvative transactions such as interest rate swaps or foreign currency contracts

Currency Risk

The group faces foreign exchange risk n that it holds cash denominated in foreign currencies to fund
overseas operations and as a result of trading activities This risk is monitored by the executive directors
with the aim that foreign currency cash balances are offset by foreign currency liabilities The group has
operations 1n Japan, the USA, Hong Kong and China, 1in addition to the UK, and as such 1t has exposure
to US Dollars (USD), Japanese Yen (JPY), Hong Kong Dollars (HKD), Euro (EUR) and Chinese

Renminbi (RMB)

The table below outlines the Group’s currency exposure with reference to the British Pound (GBP)
Net foreign currency exposure (in GBP)
USD JPY HKD EUR RMB Total

As at 31 December 2011 344,032 (231,032) 183,998 (2,028) (97,328) 197,642
As at 31 December 2010 642,442 263,873 (44,539) 135,489 2,720 999,985

Short term debtors and creditors have been included in the calculation of the Group’s currency exposure

Liquduty Risk

The Group’s apprcach to liqmdity nisk 1s to ensure that sufficient hquidity 1s available to meet
foreseeable requirements, investing cash resources m short term (usually one month or less) money
market deposits with reputable banks These deposits are for one month or less (typically overnight) and
are redeemable without penalty and are therefore treated as cash

Insufficient liquidity has historically been one of the main risks for the Group and whilst the cash
balance has fallen during the year the operating cash outflow has significantly reduced compared to the
prior year (after adjusting for the one-off receipt of fees paid in advance by Societe Generale and the
proceeds from the partial disposal of IND-X)

The operating loss 1s forecast to decrease further during 2012 and therefore the Group believes that there
will be sufficient hquidity for future growth and development of the business
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18 Financial Instruments (Continued)

Interest rate risk
The group 1s exposed to mterest rate risk through its use of short term money market deposits As at 31

December 2011 the group had deposits outstanding as detailed below

Currency Amount Remaining life Interest rate
(days)
UsDh 14,131 152 0.25%
14,131
As at 31 December 2011 GBP 9,092
UsD 14,095 151 025%
14,095
As at 31 December 2010 GBP 9,003
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18 Fwnancial Instruments {confinued)

Fancial assets and liabilities

The group has no financial assets for disclosure under FRS 13 other than £509,046 (31 December 2010
£1,151,975) of cash and short term deposits Of this, £142,762 1s denominated 1n USD, £56,000 1s
denominated 1in JPY, £261,568 1s denominated in HKD, £866 1s denominated in RMB and £10,386 15
denominated 1n EUR (31 December 2010 £234,035 1n USD, £135,147 1n JPY, £61,905 in HKD, £4,175

in RMB and £70,625 in EUR)

The fair value of the group’s financial assets and liabilities 1s not considered to be matenally different

from the book value

19 Reconciliation of operating loss to net cash outflow from operating activities

Operating loss
Depreciation
Amortisation

Increase in debtors
Increase in creditors
Provision for investment
Share based payments

Net cash outflow from operating activities
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Year Year
ended ended

31 Dec 31 Dec
2011 2010

£ £
(1,732,956) (2,643,375)
31,511 49,251

- 25,897
(43,136) (204,750)
906,055 2,162,213
28,753 -
250,412 429,694
(559,361) (181,070)
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20 Reconciliation of net cash (outflow)/inflow to movement in net funds

Year Year

ended ended

31 Dec 31 Dec

2011 2010

3 £

(Decrease)/increase 1n cash in the year (765,067) 766,199

Management of hiquid resources 191,826 (219,148)

Change 1n net funds resulting from cash flows (573,241) 547,051

Exchange movement (69,688) (117,067)

Movement 1n net funds 1n the year (642,929) 429,984

Net funds at the start of the year 1,151,975 721,991

Net funds at the end of the year (note 21) 509,046 1,151,975
21 Analysis of net funds

At Other At

31 December Cash non-cash 31 December

2010 flow changes 2011

£ £ £ £

Cash at bank and 1n hand 1,039,923 (765,067) {69,688) 205,168

Cash on time deposit 112,052 191,826 - 303,878

1,151,978 (573,241) (69,688) 509,046
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22 Related party transactions

Associated companies

IND-X (Holdings) Limited was a related party in the prior year However, as a result of the partial
disposal in February 2010, IND-X (Holdings) Limited was not a related party in the current year
Therefore, while transactions were made 1n the current year, they are not disclosed, as the related-party
relationship did not exist in that year

Year Year
ended ended
31 Dec 31 Dec
2011 2010
£ £
Client commissions received under commission sharing
agreements with IND-X n/a 390,538

The following receivable balances relating to IND-X were included 1n the consolidated balance sheet

Year Year

ended ended

31 Dec 31 Dec

2011 2010

£ £

Trading balances due to IND-X n/a (16,426)
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