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Directors’ Report
The Directors present the annua! repert and audited financial statements of Arbuthnot Latham & Co, Limited for the
year ended 31 December, 2009

Principal activities

Arbuthnot Latham & Co, Limited 1s a banking institution which 1s authonsed and regulated by the Financial Services
Authonty It provides investment management and financial planning services, all within the European Union It also
packages and distributes structured products to the intermediary market

Business review

Arbuthnot Latham's underlying profitability continued to grow in 2009, despite the well documented turmoil In the
economy and financial services sector This achievement reflects Arbuthnot Latham's strategy and strong balance
sheet fundamentals The Directors believe that the bank i1s well placed for the future

In November 2009, Dean Proctor took over as CEQ from Mike Bussey The existing strategy will be unchanged going
forward

2009 2008 Mvmt
Profit before tax on continuing operations £0 5m £0 Om £0 5m
Profit for year £02m £0 3m £(0 1)m
Customer loans and advances £186 6m £158 4m £28 2m
Loans and advances to banks & debt secunties held- £1657m £134 8m £30 9m
to-maturity
Deposits £341 8m £280 6m £61 2m
Total assets £371 5m £311 5m £60 Om
Tier 1 Capital ratio 10 7% 11 1% (0 4)%
Capital ratio 12 6% 13 0% 04)%

The profit for the year of £173k (2008 £272k), includes the £536k pre-tax cost to the company of launching Gillat
Financial Solutwons

The bank 1s run as three separate business lines, with a common management team Pnvate banking and Gilliat
Financial Solutions are included in continuing operations, whilst the leasing business, Musical Instrument Finance, 15
discontinued

Private banking, covenng core banking and wealth management, contributed £772k pre-tax earnings (2008 £216k)
The bank continues to be run from a strong capital and hquidity base, and with a conservative lending policy

The private banking strategy 1s to provide wealth management solutions to its clients through financial planning and
discretionary investment management, and to grow its lending book with caution

In 2009 deposits grew by £61 2m to £341 8m This 22% growth over 2008 includes £37 6m of incremental chent
deposits  This achievement refiects the bank's ability to provide a high quality service to is clients  The remaining
£23 6m of balance growth was from other companies within the Arbuthnot Banking Group, mainly Secure Trust Bank

Customer loans and advances grew by £28 2m to £186 6m, a 18% growth over 2008 The bank continued to lend
throughout the credit cycle, and was able to widen shghtly lending margins on new business Lending was of high
quality, with credit losses below 1% of the asset book

Loans and advances to banks & debt secunities held-to-matunty grew by £30 9m to £165 7m as the loan to deposit ratio
was maintained at the conservative level of approximately 60%  The bank continued to keep a strong liguidity ratio
despite the relatively low yield on treasury assets, compared to the cost of new deposits, and believes this is the nght
strategy going forward

Treasury assets are held in CDs, FRNs and money market deposits in highly rated banks (minimum rating A2, with
majonty held in UK cleanng banks) The majonty are on 12 month or shorter durations




The bank continues to be well capitalised with the capital ratic at 12 6%, and Tier 1 capital ratio at 10 7%

Being part of the Arbuthnot Banking Group allows the Company to adopt an opportunistic approach and this was seen
clearly in the launch in July 2009, of Gililat Financial Soluttons This business packages and distnbutes structured
products to the financial intermediary market The total launch costs were £1,086k in 2009 The net cost to the company
was £536k, after the £550k contribution by Arbuthnot Banking Group Plc

The wind-up of the in house company pension scheme allowed a one-off benefit of £312k in 2009 The pension scheme
funds for current staff were transferred to a group personal pension wath an insurance company Former staff were
bought out of the scheme by the Trustees, and funds placed with an insurance company

After a number of years of trying to bulld a scatable platform with the leasing business, Musical Instrument Finance, i
was decided to exit The consumer lending business was transferred within the Arbuthnot Banking Group to Secure
Trust Bank PLC which 1s much better placed to cperate this business within its asset finance book The remainder of the
business {(manly operating leases to schools} was sold in Feb 2010 The MIFCO division lost £342k pre-tax in 2009
(2008 £286k profit)

Financial results
The profits for the year after tax were £173k (2008 £272k) The Duectors paid an intenm dwdend of £626k in
December (2008 £3,000k) The Directors do not recommend the payment of a final dividend (2008 £nil)

Going Concern

After making approprate engquires which assessed strategy, profitability, funding and capital resources, the directors
are satisfied that the Company has adequate resources to continue in operation for the foreseeable future The
financial statements are, therefore, prepared on the going concern basis

Financial Risk Management
Details of how the Campany manages nsk are set out in both the financial statements of Arbuthnot Banking Group PLC
and also in Note 4 to these Financial Statements

Tangible fixed assets
Movements in tangible fixed assets during the year are shown in Note 21 to the financial statements

Directors
The Directors of the Company who served duning the period were as follows

H Angest

MA Bussey

DM Proctor appointed 8" July, 2009, appointed CEO 3™ November, 2009
JR Cobb

RAE Herbert

SM Hicks

SP Kelly appointed 16™ September, 2009

WB Mathews resigned 31* January 2010

J Reed resigned 20" March, 2009, re-appeinted 17" December, 2009
AA Salmon

AD Turrel}

RJJ Wickham

Mr DM Proctor, Mr SP Kelly and Mr J Reed retire under the Articles of Association and, being eligible, offer themselves
for re-election

The Drrectors due to retire by rotation are Mr H Angest, Mr MA Bussey and Mr SM Hicks wha, being eligible, offer
themselves for re-election




Insurance of Directors
The Company maintains msurance to provide hability cover for Directors and officers of the Company

Supplier payment policy
The Company's policy 1s to make payment in line with terms agreed with individual supphers, payment being effected on
average within 30 days of invoice

Auditors
Dunng the year PnceWaterhouseCoopers LLP resigned as audtors to the Company, and KPMG Audit Plc were
appointed

A resolution to re-appoint KPMG Audit Plc as auditors to the Company will be proposed at the Annual General Meeting,
n accordance with section 487 of the Companies Act 2006

Statement of Directors' responsibilities 1n respect of the Directors’ report and the financial statements
The directors are responsible for prepanng the Directors’ 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 they have
elected to prepare the financial statements in accordance with IFRSs as adopted by the EU and applicable law

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 company and of the profit or loss of the company for that period in
preparing these financial statements, the directors are required to

- select sutable accounting policies and then apply them consistently,

* make judgments and estimates that are reasonable and prudent,

* state whether they have been prepared in accordance with IFRSs as adopted by the EU, and

- prepare the financial staterents on the going concern basis unless it 1s inappropriate to presume that the

company wtll continue in business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company'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 Companies Act 2006 They have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of the Company and to
prevent and detect fraud and other iregularties

Statement of disclosure of iInformation to auditors
The directors confirm that,
a so far as each director 1s aware, there 1s no relevant audit information of which the Company’s auditors are
unaware, and
b  the directors have taken all the steps they ought to have taken as directors to make themselves aware of any
relevant audit information and to establish that the Company's auditors are aware of that information

By order of the Board

JR Kaye
10" March, 2010

Company Registered Number 819519




Independent Auditors’ Report of Arbuthnot Latham & Co, Limited

We have audited the financial statements of Arbuthnot Latham & Co , Limited for the year ended 31 December 2009 set
out on pages 7 to 33 The financra! reporting framework that has been applied in thewr preparation ts applicable law and
International Financial Reporting Standards (IFRSs) as adopted by the EU

This report 1s made solely to the company's members, as a bedy, 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 auditors' 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
bady, for our audit work, for this report, or for the opimtons we have formed

Respective responsibiities of directors and auditors

As explained more fully in the Directors' Responsibilities Statement set out on page 5, the directors are responsible for
the preparation of the financial statements and for being satisfied that they give a true and farr view Our responsibility 1s
to audit the financial statements in 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 web-site at
www frc org uk/apb/scope/UKNP

Cpimon on financial statements
in our opinion the financial statements
* give a true and fair view of the state of the company's affairs as at 31 December 2009 and of its profit for the
year then ended,
= have been properly prepared in accordance with IFRSs as adopted by the EU, and
* have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opimon the infformation given in the Directors’ Report for the financial year for which the financial statements are
prepared Is consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you
if, 1 our apinion
* adequate accounting records have not been kept, or returns adequate for our audit have not been receved
from branches not visited by us, or
» the financial statements are not in agreement with the accounting records and retums, or
+ certan disclosures of directors’ remuneration specified by law are not made, or
* we have not received all the information and explanations we require for our audit

Mﬂlf\-—

G R Simpson {Semor Statutory Auditor}

For and on behalf of KPMG Audit Plc, Statutory Auditor
Chartered Accountants

One Canada Square

London

E14 5AG

10™ March, 2010




Arbuthnot Latham & Co., Limited

Statement of comprehensive income

Year ended 31 December

2009 2008 '
Note £000 £000
Interest and similar income 12,535 13 980
Interest expense and simiar charges {4 163) (10 B3B)
Net interast income L] B8 372 3 152
Fee and commission income 7 4 344 4,704
Fee and n expense (565) (716}
Net fee and commission income 3778 3 988
Operating income 12 151 12 140
Imparment losses on loans and advances B {836) (529)
Other income 9 2,755 2 356
Gatin on sale of business assets 34 - 301
Operating expenses 10 {13 522) (14,312)
Profit / {loss} before income tax from cont/inuing operations 548 (44)
Income tax (expense) / credit 12 (233) 110
Profit / {loss) after income tax frem contlnuing operations 315 66
Discontinued operations profit / {loss) after income tax 35 (142) 206
Profit / {loss} for the year 173 272
Other comprehensive income, net of tax . N
173 272

Total comprehensive income for the year attributabte to equity holder of the company

(1) The comparatives have baen reciassifiad 19 align with cument year presantaton (see nete 37)
{2) The comparatives have been represenied for discontinued operations  (see note 35)

The notes on pages 11 to 33 are an integral part of these financial statements




Arbuthnot Latham & Co., Limited

Statement of financial position

At 31 December

2009 2008 ("
Note £000 £000
ASSETS
Cash 13 143 157
Loans and advances to banks 14 51 196 7435
Loans and advances to customers 15 185 608 158,379
Debt secunties held-to-matunty 16 114 465 127 376 I
Financial mvestments avadable for sale 17 4,592 3070
Denvative financial instruments 18 236 -
Shares in subsidiary undertakings 19 56 56 '
Assels classified as held for sale 35 2 062 -
Intangible assets 20 5830 8271 I
Property, plant and equipment 21 892 2 546 |
Other assets 22 5,540 6109 1
Deferred lax asset 23 98 130 I
Total assets 371,518 311,529
EQUITY AND LIABILITIES
Equity attributable to ownars of the parent
Share capital 29 15,000 15000
Relained eamings 30 8 045 8498
Total equity 23 045 23,498
LIABILITIES
Deposits from banks 24 33,616 6,791
Qernvative financial instruments 18 - 942
Deposits from customers 25 308,155 273760
Liabilttes relating to assets classified as held for sale 35 247 -
Other habilties 26 3354 3420
Debt secunties in 1ssue 27 3100 3100
Current tax habihty 12 1 18
Total liabilities 348,473 288,031
71,518 311,529

Total equity and llabllities

{1} The comparatives have been rectassified 1o align with ¢urrent year presentaton  (see note 37)

The financial statements on pages 7 to 33 were approved by the Board of drectors on 10 March 2010 and were signed on behalf by

o/
i

DM Proctorolrwor/

SP Kelly Dwector

Company registration number 8198519

The notes on pages t1 to 33 are an integral pan of these financial statements




Arbuthnot Latham & Co., Limited

Statement of changes in equity

Retaned

Share capital eamings Total

Note £000 £000 E000

Balance at 1 January 2008 15 000 12,158 27158
Total comprehensive incoma for 2008, net of tax - 272 272
Total comprehensive income for period - 272 272
Final dvdend relating to 2007 {£0 06 per share) - {932) (832)
Intenm dvdend relating to 2008 (£0 20 per share) 31 - {3 00D) {3 000)
Total contnbutions by & distnbutions to owners - {3,932) (3 932}
At 31 December 2008 15 000 B 498 23 498
At 1 January 2009 15,000 8 498 23,498
Total comprehensive income for 2009 net of tax - 173 173
Total comprehensive income for penod - 173 173
Interim dndend relating to 2009 (£0 04 per share) 31 - (626) (626)
Total contnbutions by & distnbutions to owners - {626) (626)
15 000 B 045 23045

At 31 Decamber 2009

The notes on pages 11 te 33 are an integral pan of these financial statements







Arbuthnot Latham & Co., Limited

Statement of cash flows

Year ended 31 Decembar

2009 2008 ™

Note £000 £000
Cash flows from operating activities
Interest and similar income received 13 043 18 547
interest and similar charges paid (4,183) (10 431)
Fees and commssions recerved 4 5268 5405
Qther income 2755 2356
Cash payments to employees and suppkers (13,773) {18 162)
Taxation receved / (pard) (17 958
Cash flows from operating {losses) / profits before changes i operatng assets and hablities 23M1 873
Changes in operating assets and habities
- net decrease / {increase} In loans and advances to customers (29 408) (12 287)
- net decrease / {Increase} in other assets (444) (987) |
- nel {decrease) / increase In deposits from other banks 26,825 6373
- net {decrease) / increase In amounts due to customers 34,385 {2112}
- nal {decrease) / Increase in other lkabdiles (761) Z 844
Net cash {outflow) / nflow irom gperating activities 32978 (5,476)
Cash flows from investing activities
Disposal of financial nvestments - 1258
Purchase of financial mvestments 17 {1522) -
Purchase of computer software 20 (70) (152)
Purchase of property plant and equpment 21 {287 (500)
Proceeds from disposal of businesses 310 653
Proceeds from sale of property, plant and equipment 21 53 196
Purchases of debl secunties held to matunty 18 {248 509) (194 557)
Proceads from sale of debt secunties held to matunty 16 254 420 184 514
Net cash from invasting activities 3305 {8 588)
Cash flows from financing activities
Dwidends pawd 3 (626) (3,932)
Net cash used in financing actrties (626) (3 932}
Net decrease in cash and cash equivalents 35747 (17 9986)
Cash and cash equivalents at begnning of year 15 592 33 588
Cash and cash equivalents at end of year 32 51338 15 592

(1) The camparauvas have been reciassibed to align with current year presentation [(see note 37}

For the cashflow movements of discontinued operations refer to note 35

The notes on pages 11 to 33 are an integral part of these financial statements
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Arbuthnot Latham & Co., Limited

Principal accounting policies

The pnncipal accourding policies applied in tha preparation of these financial statements are set out below These policies have been consistenily apphed to all
the years presented, unless olherwise stated

11 Reporting entity
Arbuthnet Latham & Co  Limited 1s a company domiciled in United Kingdom The registered address of the Arbuthnot Latham & Co, Limited 1s Arbuthnot House
20 Ropemaker Street London, EC2Y 9AR The Company 1s primanly nvolved in banking and financial services

12 Basis of presentation

The Company's financiat stalements have bean prepared in accordance with [nternational Financial Reporting Standards (IFRSs as adopted and endorsed by the
EU), IFRIC Interpretations and the Companies Act 2006 apphcable to compames reporting under IFRS  They have been prepared under the hustoncat cost
convention as modified by the revaluation of land and buildings available-for-sale financial assets and financeal assets and financial labiihies at far value
through profit or loss

The preparation of financial statements i conforrity with IFRS requires the use of certam cibical accounting estimates It also requires management {o exercise
its judgement in the process of applying the Company's accounting polices  The areas involving a higher degree of judgement or complexity or areas where
assumptions and estimates are significant to the financial statements are disclosed i notes 2 and 4

The Company's business activittes and financral position tha factors likely to affect its future development and performance and its objectives and poiicias in
managing tha financial nsks o which it 1s exposed and its capital are discussed i the Birectors' Report The Directors havae assessed in the ight of current and
anticipated economic conditions, the Company's ability to continue as a going concem The Directors confirm they are satisfied that the Company have adequate
resources to continue in business for the foreseeable future Feor this reason they continué e adopt the gomng concem' basis for prepanng accounts

1 2 a) Standards, interpretations and amendments effective in 2009

- IAS 1 (Revised) Presentation of financial statements Revises the overall requirements for the presentation of financial staterments, guidance for their structure
and minimum content requirements The revised standard requires the presentation of all non-owner changes in equity within a statement of comprehensive
Income

IFRS 7 (Amendment) ‘Financial nstruments Disclosure The amendment requires enhanced disclosures about far value measurements and liquidity nsk in
respect of financial mstruments The main change relates to farr value measurements which should now be disclosed in a 3 level hierarchy that reflects the
significance of the nputs Specific disclosures are required for Level 3 (significant unobservable nputs) movements between level 1 and 2 and around changes
in valuation techniques between different periods

1 2 b) Standards, amendments and interpretations to existing standards {applicable to the Company} that are not yet
effective and have not been early adopted by the Company

The following standards and amendments to exisung standards have been published and are mandatory for the Company’s accounting pencds beginuing on or
after 1 January 2010 or later penods but the Company has not earty adopted them

IAS 24 (Revised) Related party disclosures (effective from 1 January 2011) The revised standard includes an exemption from the disclosure requiremants for
related party transaclons between "state-controlled” entities and includes a revised defirubion for related parties The revised standard wall not have a matenal
impact en the Company's financial accounts

« IFRS 8 ‘Financial instruments (effactive from 1 January 2013) This standard deals with the classification and measurement of financial assets and will replace
I1AS 39 The requirements of this standard represent a significant change from the existing requirements in IAS 39 The standard contains two pnmary measurement
calegones for financial assels amorlised cosl and far value The standard eiminates the exsting IAS 3% categones of ‘'held to matunty’ ‘available for sale’ and
loans and receivables' The potential effect of this standard Is currently bemng evaluated but it 1s expected to have a pervasive impact on the Company’s financial
statements, due (o the nature of the Company's operatons

13 Foreign currency translation
(a} Functronal and presentational currency
The financia statements are presented in pounds steriing, which 1s the Company’s functional and presentational curency

{b} Transactions and balances

Fereign currency transactions are transtated into the functional curmency using the exchange rates prevaiing at the dates of the transactions or valuation where
items are remeasured Foreign exchange gans and tasses resulting from the setitement of such transactions and from the translation at year-end exchange rates
of monetary assets and liablites denominated in foreign currencies are recogrised in tha income statement

14 Interest income and expense
Interest Income and expense are recognised in the statemenl of comprehenswve income for all instruments measured at amortised ¢ost using the affective interest
method

The effective mteresl method is a method of calculaling the amortised cost of a financial asset or a financial habiity and of allocating the mterest income or interest
expensa over the relevant penod  The effective interest rate 1s the rate that exactly discounts estimaled future cash payments of receipls (hrough the expected

l¥e of the financial nstrument or when appropnate a shorler penod to the net camying amount of the financial asset or financial lizbity When calculating the
effective interest rate the Company takes wito account all condractual terms of the financial mstrument but does net consider fulure credil lbsses The calculation
includes all fees paid or recened between parlies to the coniract thal are an integral part of the effectiva interest rata transaction costs and all ather prermiums or
discounts

Once a financial asset or a group of simular financial assets has been wntten down as a result of an impawment loss interest income 15 recognised using the rate
of interas! used o discount the future cash flows for the purpose of measunng the impaurment loss

11




Arbuthnot Latham & Co., Limited

Principal accounting policies

15 Fee and commission income

Fees and commissions which are not considered integral to the effective mierest rate are generally recogused on an accrual basis when the senace has been
provided Loan commitment fees are deferred and recogrised as an adjustment to the effective interes! rate on the loan Commussion and fees ansing from
negotiatng or participatng in the negotiation of, a transaction for a thrd party — such as the 1ssue or the acquisition of shares or other secuntes or the purchase
of sale of businesses — are recognised on completion of the undertying transaction Assel and other management, advisory and senace fees are recogmsed
based on the applicable service contracts, usually on a tme apportioned basis The same principle is appled for financial planrung and insurance services that are
continuously provided over an extendad penod of kme

16 Financial assets and financial liabilities

The Company classifies s financial s and fi | kabities 1 the followeng categones financial assets and financial babibties at far value through profit
or loss loans and recevables, held to-matunty tvestments, available-for-sale financial assets and deposits Management determunes the classification of its
investments at intial recognition A financiat asset or financial hability 15 measured inittally at far value plus, for an item not at fair value through profit or loss
transacton costs thal are directly attnbutable to its acquisition of issug

{2) Financial assets and financial kabuittes at far value through profit or loss

Financial assets and liabiities at fair value through profit or loss compnsing of denvatives are initially recognised on trade-date — the date on which the Company
becomes a party to (he contractual provisions of the instrument Financial assets and financial iiabilities at far value through profit or loss are subsequently carned
at far value

(b} Loans and receivables

Loans and recewvables are non-denvative financial assets with fixed or determinable payments that are not quoted in an active market They anse when the
Company provides money, goods or services diractly to a debtor with no intention of irading the receivable Loans are recognised when cash 1s advanced to the
borrowers Loans and receivables are camed at amortised cost using the effective interest method

(c) Held-to-matunty
Held-te-matunty investments are non-denvative financial assets with fixed or determinabie payments and fixed matuntes that the Company’s management has the
posilive mtention and abilty to hold to maturity Held-to-matunty investments are carmed at amortised cost using the effective interest method

(d) Avaiable-for-saie

Availlable-for-sale mvestments are those intended to be held for an indefinite penod of time, which may be sold i response to needs for iquidity or changes in
interest rates exchange rates or equity pnces Unquoted equity secunties whose fair value cannol reliably be measured are camed at cost All other
avallable-for-sale investments are camed at farr value Fair value changes on the equity secunties are recognised in other comprehensive income (fair value
reserve) unhil the investment i1s sold or impalired Once sold or impawred the cumulative gains or losses previously recognised in other comprehensive income 15
rectassified to profit or loss

(e) Deposits
Deposits are non-denvative financial babiities with fixed or determenable payments Deposits are recognised when cash 1s recewved from the depositors Deposus
are carmed at amortised cost using the effective interest method

(f) Derecognition

Fmancial assets are derecognised when the nghts {o receive cash flows from the financial assels have expirad or where the Company has transterred
substantially all nsks and rewards of ownership Any interest in transferred financral assets that qualify for derecognition that 1s created or retained by the
Company Is recogmised as a separale asset or liabikty in the statement of financial position In transactions in which the Company neither retains nor transfers
substantially all the nsks and rewards of ownership of a financral asset and it retains control over the asset the Company continues to recognise the asset to the
extent of ts continuing involvement determuned by the extent to which it is exposed to changes m tha value of Ihe transferred asset There has not been any
nstances where assets have only been parlially derecogrised

The Company derecognises a financial liability when its contractual obligations are discharged or cancelled or expire

fg) Amartised cost measurement
The amornsed ¢cost of a financial asseat or financal liability 15 the amount at which the financ:al assel or financial habikty 1s measured at inial recognition minus

pnncipal payments plus or minus the cumulative amortisation using the effectve interest method of any difference between the imtial amount recognised and the
matunty amount, minus any reduction for imparment

th) Fair value measurement

Fair value is the amount for which an asset could be exchanged, or a hability settled, between knowledgeable wilhng parties in &n arm's length transacion on the
measurement date The fair value of assets and #abiliies traded i active markets are based on cument bid and offer pnces respectively if the market 1s nol active
the Company establishes a far value by using appropriate valuation fechniques These include the use of recent arm's length transaclions, reference to other
mnstruments that are substantally the samae for which market observable pnces extst net present value and discountad cash flow analysis

17 Derivative financial instruments
All denvabives are recogrised at thexr far value Denvatives are shown in the statement of financial posiion as assels when thewr far value s positive and as
lrabiliies when their fair vatue 15 negative  Changes in the fair value of derrvatives are recognised immediately in the statement of comprehensive ncome

18 Offsetting financial instruments

Financial assets and habiibes are offset and the net amount reported (n the balance sheet when there is a legally enforceable nght to offset the recognised
amourits and there 1s an intention to setlle on a net basis or realise the asset and settle the kabflity simoltaneousty

12




Arbuthnot Latham & Co., Limited

Principal accounting policies

19 Impairment of financial assets

(a} Assets camed at amortised cost

©On an ongomng basis the Company assesses whether there Is objective evidence that a financial asset or group of financlal assets 1s impaired A financial asset
or a group of financial assets 15 impared and impairment losses are incurred i, and only d, there ts objective evidence of imparment as a resuit of one or more
events that occurred after the mbal recogrution of the assat (a loss event’) and that loss event (or avents) has an impact on the estmated tuture cash flows of

the financial asset or group of financial assets that can be refiably estimated

The ¢ntena that the Company uses to determune that there 1s objective evidence of an impairment loss include but are not kmited lo, the following
Delinquency in contractuat payments of pnnaipal or interest
Cash flow difficulties expenenced by the bomrower,
Iniiation of bankruplcy proceedings,
+ Detenoration in the value of collateral
Detenoration of the borrower's competitive positicn,

If there 15 objective evidence that an impairment loss on loans and recesvables or held to-matunty investments camed at amortised cost has been incurred, the
amount of the loss s measured as Lhe differenca batween the assel 5 camying amount and the present value of estimated future cash flows discounted at the
financial asset's onginal effectiva interest rate The carrying amount of the asset 1s reduced through the use of an allowance account and the amount of the

loss 15 recognised in the income statement If a loan or held-to matunty investment has a vanable interest rate the discount! rate for measunng any impawmen! loss
1s the current effective interest rate delermined under the contract VWhen a lean 1s uncollectibla, it 1s wntten off against the retated prowision for loan imparment
Such loans are written off after all the necessary procedures have been compieted and the amount of the loss has been determined Subsequent recovenes of
amounts previously wntten off decrease the amount of the provision for loan impairment in the incoma statement

{b) Assets classified as avalable for sale

The Company assesses al each balance sheet date whether there 1s objective evidence that a financial asset or a group of financial assets s imparred In lhe
case of equily investments classified as available-for-sate a sign:ficant or prolonged dechne in the farr vatue of tha secunty below its cost 1s considered as an
Indicator that the secunties are impared |f any such evidence exists for available-for-sale financtal assets the cumulative loss — measured as the difference
batween the acquission cost and the current far value less any iImpairment loss on thal financeal asset previously recognised in profit or loss - is removed from
squity and recogmised I the incomne statement ImpaimMment losses recognised N the income statement on equily instruments are not reversad through the income
statement

110 Intangtble assets

(a) Googwilt

Goodwill represents the excess of the cost of an acquisihon gver the fair value of the Company's share of the net identfiable assets of the acquired business
Goodwill on acquisitions of businesses ts included n intangible assets Gains and losses on the disposal of an entity include the ¢arryng amount of goodwill
relating to the entity sold

The Company reviews the goodwill for impairment at least annually or when events or changes in economic crcumstances ndicate that imparment may have
taken place and carry goodwill at cosl less accumulated impairment losses Assets are grouped together into the smallest group of assels that generates cash
mflows from contnuing use that are largely ndependent of the cash inflows of other assets or groups of assets (the "cash-generating unt” or "CGU™)

For impawrment testing purposes goodwill can not be alocated to a CGU that 15 greater than a reported operating segment CGUs to which goodwill has been
allocated are aggregated so that the level at which impairment is tested reflects the lowest level at which goodwll s monitored for intamal reporting purposes
Goodwill acquired in a business combination is allocated to groups of CGUs that are expecied lo benefit from the synergies of the combination

The recoverable amount of an asset or CGU 1s the greater of its value in use and its fair value less costs to sell Management considers the value in use for the
Arbuthngt Latham core banking CGU to be the discounted cash flows over 5 years with a lerminal value (2008 5 years with a {erminat value) generated through
s prvate banking and wealth management actvities The 5 year plan wath a terminal value 1s considered to be appropeate as the goodwill relates to an ongeoing
wall established business and not underhying assets with finite lives A growth rate of 7% (2008 7%) was used for Income and 4% (2008 4%) for expenditure
from 2010 10 2012, and & 4% (2008 4%) growth rate for incoma and expenditure thereafter These rates were the best esimate of future forecasted
performance with a more conservatrve approach taken for latter years, as these were not budgeted for in detail as per the three year plan approved by the
Owectors Cash flows were discounted at a pre-tax rate of 12% (2008 12%) to ther net present value The discount rate of 12% 1s consiered to be appropnate
after evaluating current market assessments of the ime value of money and the nsks specific to the assets or CGUs

impairment losses are recognised in profit or loss 1f the carmying amounts exceeds the recoverabie amounts
(b) Computer software
Acquired computer software icences are capitalised on the basis of the costs incurred to acquire and bnng to use the specific software These cosis are

amortised on the basis of the expected useful Iives (three Lo five years)

Costs associated with developing or maintaiming computer software programs are recogmised as an expense as incurred
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Principal accounting policies

111 Property, plant and equipment
Plant and equipment 15 stated at lustorical cost less depreciation Hrstoncal cost includes expenditure that is directly attnbutable to the acquisition of the items

Depreciation on other assets 1s calculated using the straighl-ine method to allocate their cost to thewr residual values over ther estimated useful ives, applying the
following annual rates, which are subject to regular review

Operating Leases 5% to 10%
Qffice equipment 5% to 15%
Computer equipment 20% to 33%
Motor vehicles 25%

Gains and ksses on disposals are deterrmined by companng proceeds with camying amount These are included in the Income statement

112 Leases

(a) As a lessor

Assets leased to customers under agreements which transfer substantally all the nsks and rewards of ownership with or without uitimate (egal title, are
¢lassified as finance leases When assets are held subject to finance leases the present value of the lease payments I1s recognised as a receivable The
difference between the gross recevable and the present valua of the recevable 1s recognised as uneamed finance income Lease income 1s recognised over the
term of the lease using the net nvestment method, which reflects a constant penodic rate of returm

Assats leased to customers under agreements which do nat transfer substantiatly all the nsks and rewards of ownership are classified as operating leases
When assets are held subjett o operating leases, the underlying assets are heid at cost less accumulated depreciation the assets are depreciated down to their
estimated residual values on a straight line basis over the lease term Lease rental mcomne is recogrused on a straight ine basis over the lease term

{h) As a lessee
Rentals made under operating leases are recogrused in the income statement on a straight line basis over the term of the lease

Leases in which the Company assumes substantially all the nsks and rewards of ownership of the leased asset are classified as finance leases Leased assets
by way of finance leases are slated at an amount equal to the lower of their far value and the present value of the mimimum lease payments at inceptien of the
lease less accumulated depreciation Minimum lease payments are apportioned between the finance charge and the reduction of the outstanding hiabiity The
finance charge 15 allocated (o each period dunng the lease lerm $o as to produce a constant penodic rate of interest on the remaining balance of the habiity

113 Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprises of cash on hand and demand deposils and cash equivalents comprise
highly bquid invesiments that are convertible into cash with an insignificant nsk of changes in value with a matunty of three months or less at the date of
acquisition including lsans and advances to banks and bulding sociatas and short-term highly iguid debt secunties

114 Employee benefits
The Company contnbutes to a defined ¢contnbution scheme and to individual defined contnbution schemes for the benefit of certain employees The schemas are
funded through payments to insurance companies or trustee-admunistered funds at the contnbution rates agreed with ;sndividual employees

The Company has no further payment obligatiens once the coninbutions hava been paid The contnbuhions are recognised as an employee benefit expense when
they are due Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in the future payments Is avalable There are no
post retirement benefits other than pensions

115 Taxation
Current income tax whuch 1s payable on taxable profits 18 recogrused as an expense m the period in which the profits anse Income tax recoverable on tax
allowable losses 1s recognised as an asset only to lhe extent that it 1s regarded as recoverable by offsel agamnst current or future taxable profits

Deferred tax s provided in full, on temporary differences ansing between the tax bases of assets and habiibes and ther camying amounts in the financial
slatements However deferred tax is not accounted for f it anses from the itial recogrition of goodwill the inibial recognition of an assel of hability In a
transaction other than a business comb:natien that at the ime of the transaction affects netther accounting nor taxable profit or loss and diffarences relating to
nvestments n subsidianes to the extent that they probably will not reverse in the foreseeable future Deferred tax 1s determined using lax rates (and laws) hat
have been enacted or substantrvely enacted by the statement of financial positron date and are expected to apply when the related dafaned tax assel is reatised
or the deferred tax habdity 15 setlled

Deferred tax assets are recognised where 1t is probable that future taxable profits wall be availzble against which the temporary differences can be utibised

116 Issued debt and equity secunties

Issued finanwal instruments or therr components are classified as kabilities where the contractuzl arangement results n the Company having a present obligation
1o either deliver cash or another financial asset to the holder (o exchange financial instruments on terms that are potentially unfavourable Issued financial
instruments or their components, are classified as equity where they meet the defintion of equity and confer on the holder a residual interest n the assets of the
Company The components of issued financial nstruments Lhat contain both lability and equity elements are accounted for separately with the equity component
being assigned the residual amount after deducting from the instrument as a whole the amount separately determied as the far value of the liability component

Financial kabiities dasignated al far value except for denvatives are camed at amortsed cost using the effective interest method as set oul in policy 1 4

Equity smstruments inchuding share capital are initially recognised at nel proceeds after deduciing transaction costs Drwidend and other payments to equity
holders are deducted from equity
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Principal accounting policies

117 Share capital

{a) Share 1ssue cosis

Incremental costs diractly attnbutable to the 15sue of new shares or options or to the acquisiton of a business are shown in equity as a deduction net of tax
from the proceeds

{b} Drvidends on ordmary shares
Dnadends on ordinary shares are recogmused i equity i the penod in whuch they are approved

118 Fuduciary activities
The Company commonly acts as trustees and i other fiduciary capacities that result in the hotding ¢r placing of assets on behalf of ndividuals, trusts retirernent
benefit plans and other institutions These assels and ncome ansing thereen are excluded from these financial statements as they ara not assets of the Company

119 Business combinations
In accordance with the exemption offered by IFRS3, the Company deals wath intemnal corp

reony ions by transfernng assets at their camying value

The purchase method of accounting ts used to account for the acquisition of businesses by the Company The cost of an acquisibion 1s measured as the far value
of the assets given equity instruments 1ssued and liabikties sncurred or assumed at the date of exchange, plus costs drectly attnbutable to tha acquisiion
Identifiable assets acquired and liabiiies and contingent lrlabiities assumed in a business acquisbon are measured iutially al thewr far values at the acquisiion
date, wrespective of the extent of any minonty interest  The excess of the cost of acquisibon ovar the far vatue of the Company s shares of the identifiable net
assets acquired 1s recorded as goodwall  If the cost of acquisition is less than the tar value of the net assets of the subsidiary acquired the difference 1s
recogmsed directly in the income statement

120 Inventory

Inventory compnses stock of assets purchased but not yet leased 1t 1s valued at the lower of cost or net realisable value

121 Guarantees
The Company Issues guaraniees to third parhies on behalf of ks customers These tems which are normally secured on customer assets, are recorded as
contingent labdihes at the contracted value of the guarantea
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Notes to the financial statements

2 Cntical accounting estimates and judgements in applying accounting policies

The Company makes esumates and assumplions that affect the reported amounts of assets and liabilities within lhe next financial year Estimates and judgements
are cantinually evaluated and are based on histoncal expenence and other factors including expectations of future events that are belleved to be reasonable
under the crcumstances

21 Estimation uncertainty

Cradit losses

The Company reviews its loan portfolios and helg-to-matunty and available for sale investments {o assess impawiment at least on a hali-yearly basis The basis for
evaluating impaiment losses 1s descnbed n accounting policy 1 8@ Where financiat assets are individually evaluated for impawrment, management uses their best
estimates n calculating the net present value of future cash flows Management has to make judgements on the financial position of the counterparty and the net
raalisable value of collateral in determining the expected future cash flows

In determining whether an impairment loss should be recorded in the income statement the Company makes judgemenis as to whether there 1s any observable
data indicating that there 1s 2 measurable decrease in the eshmated future cash flows from a portfolic of loans or held-to-matunty investments with similar credit
charactensbes befere the decrease can be identified with an individual loan in that portfolio This ewdence may include observable data indicating that there has
been an adverse change in the payment status of borrowers in a group or national ¢r local economic conditions that correlate with defaulls on assets in the
group Management uses estimates based on histoncal loss expenence for assels with credit sk charactenstics and objective evidence of impawrment similar
to those in the portfoho when scheduling its future cash flows The methedology and assumptions used for estimating both the amount and timing of future cash
flows are reviewed regularly to reduce any differences between loss estimates and actual Joss expenence

Goodwlll impairment

The accounting policy for goodwill 15 descnbed in note 1 10 (a) The Company reviews the goodwill for impairment at least annually or when evenls or changes In

economic crcumstances ndicate that impasrment may have taken place Signsficant management judgements are made in estmations 1o evaluale whether an

impairment of goodwll 15 necessary Impairment testing 1s done at CGU level and the following two items wilh judgements surrounding them, have a significant

Impact on the estimations used n determining the necessity of an imparrment charge

= Future cash flows - Cash Row forecasts reflect managemenis view of future business forecasts at the time of the assessment A detaled three year budget s
done every year and management alse uses judgement in applying a growth rate

= Discount rate - Management aso apply Judgement in determining the discount rate used to discount future expected cash flows The discount rate is denved
trom the cost of capital for each CGU

At the ume of the impairment testing If the future expected cash flows decline and/or the cost of capital has increased then the recoverable amount will reduce
22 Judgements

Impalrment of equity securities held as available for sale
A significant ar prolonged dechne in the fair value of an equity secunty 1$ objeciive evidence of imparment The Company regards a decline of more than 20 per
centn fair value as "signficant” and a dechne in the quoted market price that persisis for nine menths or lenger as "prolonged”

Valuation of financial Instruments

Fair values of financial assets and financal habdities thal are traded in actve markets are based on quoted market pnces If the market is not aclive the Company
astablishes a far value by using appropnate valuation techmques Thesenciude the use of recent arm's length transactions reference to other insiruments

that are substantially the same for which market cbservable pnces exist, net present value and discounted cash flow analysis The objective of valuation
lechnigues 1s to determine the fair value of the financial mstrument st the reporting date as the pnce that would have been agreed batween active market
participants in an arm s length transaction

The Company measure far value using the following fair valua hierarchy that reflects the significance of the mnputs used in making measurements
+ Level 1 Quoted pnces (unadjusted) n aclve markets for identcal assets or habilities

Level 2 Inputs other than quoted pnces included wathin Level 1 that are observable for the asset or habdity, ether direclly (1 e as pnces) or indiractly
(1e denved from pnces)

Level 3 inputs for the asset or labdity that are not based on observable market data (unobservable inputs)

The tables below analyses financial instruments measured at fair value by the level in the far value hierarchy nto which the measurement 1s categonsext

Level 1 Level 2 Loval 3 Total
At 31 December 2009 Note £000 £000 £000 £000
Dernvalive financial mstruments 18 - 236 - 236
Level 1 Lavel 2 Lavel 3 Total
At 31 December 2008 £000 £000 E000 £000
Dernvalrva financial instruments 18 - (842) - (942)

There were no transfers between level 1 and level 2 dunng tha year
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Notes to the financial statements
3 Matunty analysis of assets and liabiities

The table below shows the matunty analysis of asseis and babilies as at 31 December 2009

Due within Due after more

one year than one year Total
At 31 December 2009 £000 £000 £000
ASSETS
Cash 143 - 143
Loans and advances 1o banks 51186 - 51,196
Loans and advances to customers 160,637 25971 186,608
Debt secunties held-to-matunty 106,427 8 038 114,465
Financial mvestments available for sale - 4 592 4 592
Denvative financiat instruments 236 - 236
Shares in subsidiary undertakings - 568 56
Assels classified as held for sale 2062 - 2 062
Intangible assels - 5830 5830
Property plant and equipment - 692 692
Qther assets 3 460 2080 5540
Deferred tax asset - 98 o8
Total assets 324,161 47 357 371 518
LIABILITIES
Deposits from banks 33616 - 33616
Denvative financial instruments - - -
Deposits from customers 308 739 14186 308 155
Liabikties relating to assets classified as held for sale 247 - 247
Other habilities 3031 323 3,354
Debt secunties in 1ssue - 3100 3100
Current tax iiability 1 - 1
Total Liabllities 343 634 4,839 348,473
The table below shows the matunty analysis of assets and liabiities as at 31 December 2008

Due within Due after more

one year than one year Total "
At 31 December 2008 €000 €000 EQ0D
ASSETS
Cash 157 - 157
Loans and advances lo banks 7 435 - 7,435
Loans and advances lo customers 140 282 18,097 158 379
Debt secunties held-to-matunty 127,376 - 127 376
Financial investments available for sale - 3070 3,070
Denvative financial mstruments - - .
Shares in subsidiary undertakings - 56 56
Assels classified as held for sale - - -
Intangible assets - 6,271 6271
Property, ptant and egquipment - 2546 2 548
Qther assets 3829 2280 6109
Deferred tax asset - 130 130
Total assets 279079 32 450 311 529
LIABILITIES
Deposus from banks 6,781 - 6791
Denvatrve financial mstruments 942 - 942
Deposits from customers 272924 836 273760
Liabilities relating to assets classtfied as held for sale - - -
Other habdiies 2757 663 3420
Debt securilies in issue - 3100 3100
Cumrent tax kability 18 - 18
Total habilibes 283 432 4,590 288,031

(1) The comparatives have been reclassifigd to abgn with current year presentaton (see note 37)
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4 Financial nsk management

Strategy

By thewr nature, the Company's activities ara pancipally related to the use of financial instruments  The Directors and senior management of the Company have
formally adepted Policies which sets out the Board 5 attitude to nsk and intemnal controls Key nsks identfied by the Directors are formally reviewed and assessed
at least once a year by the Board i addition to which key b nsks are dentdied, evaluated and managed by operating management on an ongoing basis
by means of procedures such as physical controls credit and other authorisaton mits and segregation of duties The Board also receves regular reports on any
nsk matiers that need to be brought to its attention Signtficant nsks tentifled in connaction with the development of new activibies are subject to consideration by
the Board Thera are well-established budgetng procedures in place and reports are presented regularly to the Board detailing the results of each pnncipal
business unit vanances agamst budget and pnor year and other performance data

The pancipal non-operational risks inherent in the Company’s business are credn market and hquidity nsks

4 a) Credit risk

The Company takes on expoesure to credit nsk, which is the nsk that a counterparty will ba unable to pay amounts in full when due Impairment provisions are
provided for losses that have been incurred at the balance sheet date Significant changes in the economy or in the health of a particular ndustry segment that
represents a concentration in the Company's portfolio could result in losses that are different from those prowvided for at the balance sheet date Credi nsk 1s
managed by the Credit Commitiee through an annually reviewed pohcy sanclioned by the Board of Directors with significant exposures also being approved by
Committes of Arbuthnot Banking Group Plc

The Company stnuctures the lavels of credil nsk it undertakes by placing imits on the amount of nsk accepted in relation to one bomower or groups of borrowers
Such risks are monitored on a revolving basis and subject to an annual or more frequent review The hmuls are approved penodically by the Board of Directors
and actual exposures against imits are monitored daly

Exposure lo credit nsk 1s managed through regular analysis of the ability of borrowers and potential borrowers to meet interest and capital repayment obhigations
and by changing these lending Iimits where appropnate Exposure 1o credi risk is also managed in part by obtaining coltateral and corperate and personal
guarantees

The Company employs a range of policies and practices {o mitigate credit nsk  The most traditonal of these 15 the taking of collateral for fund advances which 1s
common practice The pnncipal collateral types for loans and advances inciude but are not hmited to
Charges over residential and commercial properties
« Charges over business assets such as premises, inventory and accounts recervable
- Charges over financial nstruments such as debt secunties and equities
- Personal guarantees and
+ Charges over other chattels

Upon imitial recagniticn of loans and advances, Lhe far value of collateral 1s based on valuation techmques commonly used for the comesponding assets  in order
te mimimise any potential credit loss the Company will seek addiional capital from the counterparty as scon as impairment ndicators are noticed for the relevant
indnndual loans and advances Repossessed collateral not readily converiible into cash, 1s made avaiable for sale in an crderly fashion with the proceeds used
to reduce or repay the outstanding indebtedness Vhere excess funds are available after the debt has been repaid, they are available ether for other secured
lenders wth lower pnonty or are returmed to the customer

Commuetments to extend cradit represent unusad portions of authorisaions to extend credit in the form of loans guarantees or letters of credit With respect to
credit nsk on commitments to extend credd, the Company s potentially expased to loss 1n an amount equal to the total unused commitments However the lkely
amount of loss 1s less than the total unused commiments as most commitments to axtend credit are contingent upon customers mantaining specific credit
standards

The Company's maxmum axposure fo credit nsk before coltateral held or olher ¢redit enhancements 15 as follows

2009 2008 ™
£000 £0600
Credit nsk exposures retaling to on-balance sheet assels are as follows
Loans and advances to banks 51196 7435
Loans and advances to customers 186,608 158 379
Debt securities held-lo-matunty 114 465 127 378
Financial investments avadable for sale 4 592 3,070
Other assets 5,540 6109
Credit nsk exposures relating to off-balance sheet assets are as follows
Guarantees 1,135 686
Loan commitments and other credit related habilites 14 163 15 061
At 31 December 377,699 3tB 116

(1) The comparatives have been reclassified to align with curent year presentation (see note 37)

The above table represents the maximum credit risk exposure {(net of impairment) to the group at 31 December 2009 and 2008 without taking account of any
collateral held or other credit enhancements attached For on-balance-sheet assels, the exposures are based on the net camying amounts as reported in the
balance sheet

Management is confident of s ability to continue to control the credit exposure to the Company resulting from both its loan and advances portfolio and debt
secunties based on the following

- All of the exposures to banks including debt secunties, have at feast an A2 credit rating

- 94% of the loans and advances to customers are considered to be neither past due nor impawed (2008 91%),

- Only 1% of the loans and advances Lo custemers are considered indnadually impared (2008 3%)

- The average loan fo collateral value of the loans and advances Lo customers 1s 54% (2008 42%)
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4 b ) Market nisk

Currency risk

The Company takes on exposure to the effects of fluciuations n the prevaiing forewgn currency exchange rates on its financia! posiion and cash flows The
Board sets hmits on the level of exposure for both overrught and intra-day positions, which are montored daity The tabie below summanses the Company's
exposure to forewgn currency exchange rate nsk at 31 December 2009

GBP (£) usD ($) Euro {€) Other Total
At 31 December 2009 £000 £000 £000 £000 £000
ASSETS
Cash 143 - - - 143
Loans and advances to banks 44 585 4 587 816 1209 51 196
Loans and advances to cusiomers 151,599 3579 31,430 - 186 608
Debt secunties held-to-maturity 114,465 - - - 114 465
Financial nvestments avalable for sale 1450 68 3074 - 4,582
Denvative financtal nstruments 236 - - - 236
Shares in subsidiary undertakings 56 - - - 56
Assets classified as held for sale 2,062 - - - 2,062
intangible assets 5830 - - - 5830
Property plant and equipment 692 - - - 692
Other assels 5 363 41 136 - 5,540
Deferred tax asset a8 . - R 98
Total asseats 328,579 8,275 35 456 1209 371 518
LIABILITIES
Deposits from banks 33588 7 21 - 33816
Denvative financial instruments - - - - -
Deposds from customers 279 404 8720 18,827 1,204 308 155
Liabilities relating to assets classified as held for sale 247 - - - 247
Other habiities 3351 1 1 - 3354
Dabt secunties in1ssue 3100 - - - 3100
Current tax iabiity - - - - 1
Total liabllities 319,690 8729 18 849 1204 348 473
Net on-balance sheet position 6 8B9 (453) 16 608 4 23 045
Credit commitments 15,000 3 205 - 15,298

The table below summanses the Company's exposure to foreign currency exchange nsk at 31 December 2008

GBP [£) usD (5} Euro [€) Other Total ™
At 31 Dacembar 2008 £009 £000 £000 £000 £000
ASSETS
Cash 157 - - - 157
Leans and advances to banks 1,877 4,410 1002 56 7 435
Loans and advances to customers 131,347 3,160 23872 - 158 379
Debt secunties held-lo-matunty 127 376 - - - 127,376
Financial investments - 57 3,013 - 3070
Denvatwve financial snstruments - - - -
Shares in subsidiary undentaings 56 - - 56
Assets classified as held for sale - - - - -
Intangible assets 6271 - - - 6271
Property plant and squipment 2548 - - - 2 546
Other assets 4875 383 871 - 8109
Deferred tax asset 130 - - - 130
Total zssets 274 635 7.990 28 848 56 311529
LIABILITIES
Deposits from banks 6,716 11 64 - 6,791
Denvative financial mstruments 942 - - - 942
Deposts from customers 245,924 7 905 19 890 41 273 760
Other abilities 3207 33 181 [4}] 3,420
Dabt secunties in tssue 3100 - - - 3 100
Current tax hability 18 - - - 18
Total habilities 259 907 7 948 20 135 40 288,031
Net on balance shest position 14,728 41 8713 16 23 458
Credit commitments 15382 1 364 - 15,747

{1} Tha comparatives have baen rectassified to align with current year presentation {see note 37)

A 10% strengtheming of the pound against the US dollar would lead to £45,000 increase (2008 £4 000 decrease) m Company profits and equity whie a 10%
wezkerng of the pound agamst the US dollar would lead o the same decrease in Company profits and equity Simitarly a 10% strengthening of the pound
against the Eurc would lead to £9 000 decrease {2008 £10 000 increase) i Company profits and equity, whie a 10% weakening of the pound agamnsi the Euro
wolld lead to the same increase in Group profits and equity The above resuits are afler taking into account the effect of derivative financial instruments (see
note 18} which covers most of the net exposure in each currency
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Interest rate nsk

interest rate nsk s the potential adverse impact on the Company's future cash flows from changes in interest rates and anses from the difenng interest rate nsk
charactenstics of the Company's assets and kabiiies In particular, fixed rate sawvings and borowing products expose the Company to the nsk that a ¢change in
interest rates could cause either a reduction in interest tncoma or an increase 1n interast expense relative to variable rate nterest flows The Company seeks Lo
“match” mterest rate nsk on ether side of the balance sheet However this is nol a perfecl match and interest rate nsk 1s present on Money market deposits of a
fixed rate nature, Fixed rate loans and Fixed rate savings accounts The interesl rate mismatch 1s monitored on a daily basis in conjurction with iquidity and capital
The interest rate mismaich is dally monitored, throughout the matunty bandings of the beck, on a parallel scenano for both 50 and 100 basis points  This typcally
rasults in a pre-tax mismatch of £0 1m to £0 2m (2008 £0 1m to £0 2m}, wath the same impact to equity pre-{ax

4 c ) Liguidity nsk

The Company 15 exposed to daily calls on its available cash resources from overmight deposits, current accounts, matunng deposits, loan drawdowns and
guarantees The Company does not mamntan cash resources (o meet all of these needs, as expenence shows that a muemum level of remvesiment of matunng
funds can be predicted with a high level of certainty The Company’s liguidity is therefore managed on a mismatch basis the mismaich being the difference

between the levels of assets and habdiies in the same matunty bands The Company's aim is to maintan a prudent bquidity margin when compared with the
mismatch cntena set by the regulators The Company matntains long-term committed bank facifities and use 1s made of certificates of deposit (debt secunties) m
the management of iquidity The matchung and controlled mismatching of the matunties and interest rates of assets and labtities 1s fundamental to the management
of the Company It 1s normal practice for banks to operate iquidity on a mismatch basis

The table below analyses the contractual undiscounted cashflows into relevant matunty groupings at 31 December 2009

More than 3

Gross nominal months but More than 1
Carrying inflow/ Not more than less than 1  year but less More than §
amount {outflow) 3 months year than 5 years years
At 31 December 2009 £000 £000 £000 £000 £000

Liabllities

Deposits from banks 33,616 {33,665) (30 633) (3,032) . -
Denvative financial Instruments - - - - - -
Deposits from customers 308155 (308 333) (265.863) (40,955) {1,510) -
Liabilies relating to assets classified held for sale 247 {247) (247) - - -
Other hiabilities 31354 (3 354) (2617) (414) {323) -
Debt secunties in Issue 3100 (3 100) - - (3 100) .

Total llabilitles 348,472 (348,699) (299,365) (44 401) {4 933)

Off-Balance Shaet

Issued guarantee contracts 1135 {1135) {1 135) - - -
Unrecognised loan commitments 14 163 (14,163) {14,163) - -
Total off balance sheet cradit commitmenis 15,298 (15,298) (15,298) - - -

The table below analyses the contractual undiscounted cashflows into relevant matunty groupings at 31 December 2008

More than 3
Grosas nominal months but More than 1
Carrying inflow! Not more than less than 1 yeaarbut less More than 5
amount (outflow) 3 months year than § years years
At 31 December 2008 ! £000 £000 £000 £000 £000 £000
Liabilities
Deposits from banks 670 {8,912} (3,845) (3 067) - -
Denvatve financlal instruments 842 (942) (842) - - -
Deposits from customers 273 780 (275 003) {231 967) (42,200) (B38) -
Liabilibes refating to assets classified held for sale - - - - -
Other habikies 3,420 (3,844} (1,211) (1 770) (663} -
Debt secunties in issue 3100 {3 100} - - {3,100) -
Issued guarantee contracls 686 {658) (659} - - -
Unrecognised loan commitments 15 061 {15,061} (15 061) - - -
Total hzbilities 303,760 {305,321) {253 685) {47,037) (4 599) -
Off-Balance Sheet
Issued guarantee coniracts 686 {658) {859) - . -
Unrecognised loan commitments. 15 061 {15 061} {15 061) 208 - -
Total off balance sheet credit commitments 15,747 {15,720) {15 720) 208 - -

(1) The comparatives have been reclassified to slign with current yaar presentation {sea nate 37)

The maturities of assets and babilities and the ability to replace at an acceplable cost interest beanng habdibes as they mature are important factors in assessing
the liquidity of the Company and its exposure to changes in interest rates and exchange rates
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4 d ) Fair value rnisk

Falr values of financial assqts and liabilities
The carmmying amounts of those financial assets and iabiites not presented on the Company’s balance sheet at far vatue are not matenally different from ther faw
values

Fiduciary activities

The Company provides trustee investment management and advisory services to third parties which involve the Company making allocabon and purchase and
sale decisions i relabon to a wide range of financiat instruments Those assets Lhat are beld in a fiduciary capaaty are not included in these financial statements
These services give rise to the nsk that the Company may be accused of maladmimistration or underperformance Al the balance sheel date the Company had
investment management accounts amounting to approximately £179 miflion (2008 £193 mutlion) Additionally the Company provides mveéstment advisory services

4 ¢ ) Operational Risk

The Company's objective 1 to manage operational nsk so as to balance the avoidance of financial losses and damage to the Company’s reputation with overall
cost eflectiveness and to avoid control procedures that restnct inbiatives and creatiaty

Comphance with Company standards 15 supported by a programme of penodic reviews undertaken by Intemal Audit The results of the Intemal Audit reviews are
discussed with the company's senior management with summanas submtied to the Arbuthnot Banking Group Plc Audit Committee

5 Capital management
The Company's capital management policy 18 focused on optmising shareholder value There is a clear focus on delivenng orgamic growth and ensunng capital
resources are sufficient to suppont ptanned levels of growth The Board regularly reviews the capital position

Capital adequacy and the use of regulatory capital are monitored daily by the Company's management employing techniques based on the guidelines developad
by the Basel Committee and the European Community Direcives as impiemented by the Financial Services Authanty {FSA), for supenasory purposes Mot alt
matenal nsks can be mitigated by capital bul where capiial 1s appropnate the Board has adopled a “Pillar | plus”™ approach 1o determine the level of capial the
Company needs to hold This methed takes the Pillar | ¢capital formula calculations (standardised approach for credit market and operational nsk) as a starling
point and then considers whather each of the calculabions deliver a sufficient capital sumn adequately to cover managements’ anticipated nsks Where the Board
considered that the Pillar | calgulations did not reflect the nsk an addittonal capitat add-on in Pillar 1l 1s applied, as per the Individual Capital Guidance 1sswed by the
FSA

The Company's regulatory capital is divided into two liers
Ter 1 compnses shareholders' funds after deducting goodwill and other intangible assets

Lower ter 2 compnses qualifying subordinated loan capital Lower ker 2 capital cannot exceed 50% of tier 1 capital

The following table shows the regulatory caprtal resources as managed by the Company

2009 2008
Note £000 £000
Tior 1
Share capital 29 15 000 15000
Ratained earmings 30 8 045 8483
Goodwill 20 (5,415) (5725)
Computer Software 20 (415) (546)
Total ter 1 capital 17 215 17,227
Tier2
Debt secunties In 15sue 27 3100 3100
Total ter 2 capital 3100 3100
Total tier 1 & uer 2 capital 20,315 20327
Investment 1s subsidianes 19 (58) (56)
Total capital after deductions 20 259 20271

Arbuthnot Banking Group Fic completes a consolidated Indnvidual Capital Assessment Process (ICAAP) ncorporating all group companies  The ICAAP 1s
embedded in the nsk management framework across the Group and Is subject to ongoing updates and rewisiens when necessary However at a mintmum, the
ICAAP 1s updated annually as part of the business planning process The ICAAP 1s a process Lhat bnngs together management framework (1 e the policies
procedures strategies and systems that the Group has implemented to identify, manage and mitigate its nsks) and the financial disciplines of business plannng
and capital management

The Arbuthnet Banking Group Plc ICAAP includes a summary of the captal required to mitigate the wentified risks in Arbuthnot Latham, and the amount of capital
the Group has available The FSA's last review of the Group's ICAAP was conducted in December 2007 (the next review 15 scheduled to be completed 1n Q1

of 2010) and the regulatory capital requirements for Arbuthnot Latham were subsequently agreed as part of this process The company has comphed with

all of the extemnally impesed capial requremnents to which they are subject
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6 Netinterestincome

Interest income to customers includes loan-related fees of £845 000 {2008 £9839 000) which have been recognised under the effactive interesl rate

2009 2008 "
£000 €000
Interest income
lL.oans and advances
- To banks 157 498
- To customers 8 669 10 991
8 826 11 489
Debt secunties 3,709 7501
Total Interest income 12,535 18,990
Interest expense
Deposits from banks {218} {149)
Deposils from customers {3922} {19,551)
Interest on subordinated ioan {23} (138)
Total Interest Expense {4,163) (10.838)
Net interest income 8,372 8,152
(1) The comparatives have bean reclassified 10 align with cument yaar prasentaton (see nole 37)
(2) The camparatives have been represented for discontinuad operations  (see nota 35)
Interest incoma of £79,000 (2008 £109 000) has been accrued on impaired loans and advances and 15 included in the impairment charge (see note 15}
7 Fee and commission income
2009 2008 %
£000 EQOUO
Credi related fees 380 256
Banking commissions 1,071 1158
Investment management fees and commissions 1922 1997
Financial planning fees and commissions 941 1,203
Structured product commissions 30 -
4 344 4,704
(1) The comparatives have been reclassified 10 align with current yaar prosentation (3ee note 37)
(2) The comparatves have been representad for disconunued operations (3ea nole 35)
8 Allowances for impairment of loans and advances
A reconciliabon of the allowance account for losses on loans and advances by class s as follows
2009 2008 "'
£000 £000
At 1 January 684 1
Impaurment iosses on conlinuing operations 836 429
Impairment losses on discontinued oparations 343 30
Loans wniten off dunng the year as uncollectble (391) (156)
At 31 December 1472 684

(1) The comparatives have been reclassified 10 align with current year presantation (see note 37)
{2) The cornparatives have been representad for discontinued operations {see note 35)

9 Other Income

Other mcome pnmanly represents cross charges made to other members of Arbuthnot Banking Group for the shared use of prermises and information tachnology

infrastructure  The wind-up of the tn house company pension scheme allowed a one-off benefil of £312k in 2009
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10 Operating expenses

Operaling expenses compnse 2009 2008 @
£000 £000

Staff costs, including Directors
Wages and salarles 6082 5,623
Social secunty costs 825 663
Pension costs 486 526
Amortisation of computer software (Nota 20} 201 210
Depreciation {Note 21) 205 363
Financial Services Compensation Schame Levy 228 319
Operating lease rentals 1,786 1775
Restructunng costs 85 413
Other adminsstrative expenses 3,724 4,420
Total operating expenses 13,522 14,312

(2) The comparatives have baen represanted for discontinued opatations {see nota 35)

The auditers' remuneration for the audit of the Company s accounts was £75 000 (2008 £110000) Remuneralion of the audiiors for non-audil services was
sarvices related to taxatton Enil (2008 £6 000) and alt other services £ni (2008 £nil)

11 Average number of employees

2009 2008
Private banking 87 117
Leasing 6 g
Structured products 18 -
121 126
12 Income tax (credit) / expense
2009 2008
Note £000 £000
United Kingdom corporation tax at 28% (2008 28 5%)
- Current - 18
- Adjustment in respect of prior years 1 (32)
1 (14)
Deferred tax
- Current {16) {18)
- Adjustment i respect of pnor years 48 -
23 32 (16)
Income tax {credit) / expense 33 (30)
Income tax {credit) / expense from continung operations 233 {110)
Income tax {credit) / expense from discontinuad operations 35 {200) 80
Income tax (credlt) / expense a3 (30
Tax reconcillation
Profit tor the year 173 272
Total ncome tax expense 33 (30
Profit excluding income tax 206 242
Tax at 28% (2008 28 5%) 58 69
Permanent differences (74) {67)
Pror penad adjustments 49 (32)
Corporation tax (credit) / charge for the year 33 (30)
13 Cash
2009 2008
£000 £000
Cash in hand included in cash and cash equivalents {Nota 32) 143 157
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14 Loans and advances to banks

2009 2008
£000 £000
Placements with banks inctuded in cash and cash equivalents (Note 32) 51,196 7.435

The table below presents an analysis of loans and advances to banks by rating agency designation as at 31 December, based on Moody's long term ratings

2009 2008
£000 £000
Aaa - 5973
Aal - 83
Aal a1 1234
Aad 51104 165
Unrated intra Group Loan 81 -
51196 7 435
Nene of the loans and advances to banks 1s erther past due or impaired
15 Loans and advances te customers
2009 2008 "
E000 £000
Gross loans and advances 188 080 159 063
Less allowances for nmpawrnent on loans and advances (Note 8) (1,472} (684)
186 608 158 379
{1) The comparatves have been reclass:fied to ahgn with current year presentation (see note 37)
For a matunty profile of joans and advances to customers refer to Note 3
Loans and advances to customers include finance lease recevables as follows 2009 2008
£000 E000
Gross investment in finance lease receivables
- No later than 1 year 158 1 485
- Later than 1 year and no tater than 5 years 111 108
- Later than § years 2 -
271 1583
Uneamed future finance mcome on finance leases {14} {96)
Net mvestment! in finance leases 257 1497
The net investmant in finance leases may be analysed as follows
- Nolater than 1 year 150 1396
- Later than 1 year and no tater than 5 years 105 101
- Later than 5 years 2 -
257 1497
Loans and advances to customers can be further summansed as follows
2009 2008 ¥
€000 E000
Neither past due nor impaired 174 768 146 482
Past due but not impaired 10 968 10,145
lmpaired 2,344 2052
Gross 188,080 158 679
Less allgwance for impairment (1,472) (684)
Nel 186 608 157 995
(1) Tha comparatves have baen reclassified to align with cument year presentaton {see note 37}
a ) Loans and advances past due but not impasred
Gross amounts of leans and advances to customers that were pasl due but not impatred were as follows
2009 2008
€000 £000
Past due up to 30 days 85 325
Past due 30 - 60 days 787 386
Past due 80 - 90 days 1710 3182
Over 90 days 8,408 § 242
Total 10,968 10 145

Loans and advances normally fa)l into this category when there 1s a delay i erther the sals of the underiying collateral or the completion of formalities to extend
the credit facdities for a further penod Management have no matenal concems regarding the quality of the collateral that secures the lending
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15 Loans and advances to customers (Continued)

b )} Loans and advances renegohated

Restructunng activities include exiemal payment armangements, modification and deferral of payments Following restructunng, a previously overdue customer
account 15 reset to a normal status and managed together with other similar accounts Restructunng pelicies and practices are based on indicators or ¢ntena
whuch n the yudgement of management indicate that payment will most likely conunue These policies are kept under continuous review Renegotiated loans that
would othermise be past due or impaired totalled ENIL (2008 E283 000)

¢ ) Collateral held
An analysis of loans and advances to customers past due or impawred by reference to the far value of the undertying collateral s as follows

2009 2008 "

£000 £000

Past due but not impaired 20215 31,657
Impared 1275 1 507
21490 33,164

Fair value of collateral heid
{1) The comparatves have been rectass:fied 1o elign with cument year presentation  (see note 37)

The gross amount of indvidually impaired loans and advances to customers before taking into account the cash flows from coltateral held 1s £2 344 000
{2008 £E4 410 000)

16 Debt securities held-to-maturity
Debt securities represent certificates of deposit and fixed rated notes The Company’s intention is to hold them to matunty and therefors, they are stated in the
balance sheet al amorlised cost Amounts include £ Nil (2008 £8 000,000) with a matunty when placed of 3 menths or less included in cash and cash

equivalents (Note 32)

The movement in debt secunties held to matunty may be summansed as follows

2008 2008 "

£000 £000

At 1 January 127 376 122 306
Exchange difference on monetary assets - 61
Additiens 248 509 261 248

Redemptions {262 420) {256 339)
114 465 127 378

At 31 Decembar

{1) The comparatves have been reclassified 10 akgn with cumen! year presentation (s&e note 37)

The table below presents and analysis of debt secunties by rating agency designation at 31 December based on Moody's long term ratings

2009 2008
£000 £000
Aaa - -
Aal - 38417
Aa2 7 000 76037
Aal 107,465 12922
A1l - -
114 465 127 376
None of the debt secunhies held-te-matunty are erther past due or imparred
17 Financial investments available for sale
2009 2008
£Q00 £000
Financial investments compnsa
- Listed secuntes 1068 57
- Unlisted secunties 3,524 3013
4 592 3070

Total finangial nvestments

a ) Listed secuntres
The Company holds investments in isted secunties

b ) Unhsted secunties

The Company has made equity investments in unlisted special purpose vehicles set up to acquire and enhance the value of commercial properties These
investments are of a medium term nature There ts no open market for these nvestments therefore the Company has valued them using appropnate valuation
methodologies The Directors intend to dispose of these assets when a sutable buyer has been identfied and when the Directors beleve that the undertang
assets have reached ther maximum value
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18 Denvative financial instruments

2009 2008
Contractf Contract/
notional Fair value Fair value notional Fair value Fair value
amount assets liabllities amount assats liabititles
£000 £000 £000 £000 £000 £000
Currency swaps 18,516 236 - 8 817 - 942
18516 238 - 8 817 - 942
The pnncipal derivatives used by the Company are exchange rate confracts Exchange rate related contracts include forward foreign exchange contracts and
currency swaps A forward foreign exchange contract s an agreement to buy or sell a specified amount of foreign currency on a specified future date at an
agreed rate Currency swaps generally involve the exchange of interes! payment obligahons denominated in different currencies exchange of pnncipal can be
notional or actual
The Company only uses invesiment graded banks for denvative financial instruments
19 Shares in subsidiary undertakings
2008 2008
£000 £000
Al 1 January and 31 December 56 6
The subsidrary underiakings of the company at 31 December 2008 & 2009 were
Country of Interest % Pnnclpal activity
incorporation
The Musical instrument Finance Company Ltd UK 100 Dormant
Artillery Nominees Limited UK 100 Dormant
Arbuthnot Property Administration Limied UK 100 Dormant .
Arbuthnot Latham (Nomenees} Limited UK 100 Dormant
John K Giiat & Co , Limited UK 100 Dormant
UK Regional Hotel Property Fund Manager Limited UK 100 Unit Trust Manager
(1) Al the above subsidiary undertakings are included in the Arbuthnot Banking Group PLC consolidated financial stalements and have an accounting reference
date of 31 Decamber
(w) All the above intarests relate wholly to ordinary shares
No investments n subsidiary undertakings are inpared
20 Intangible assets
Goodwill 2008 2008
£000 £000
Opening net book amount 5725 6077
On acquisition - -
On disposal (310) {352)
Closing net book amount 5415 5725
Computer software 2009 2008
£000 £000
Cost
At 1 January 1700 1548
Addiions 70 152
Disposals . .
At 31 December 1770 1700
Accumulated amortisation
At 1 January {1154) (944)
Amortisation charge (201) {210)
Disposals - .
At 31 December {1,35%) {1,154}
Nat book amount
Al 31 December 2008 546 546

Al 31 December 2008

415 -
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20 Intangible assets (Continued)

Total intangible assets 2009 2008
E000 £000
Googwill 5415 5,725
Computer scftware 415 546
Net book amcunt at 31 December 5 830 6271

21 Property, plant and equipment

Assets
acquired under Computer and
finance leases other Operating Motor
equipment leases vehicles Total

£000 £000 £000 £000 £000
Cost or valuaton
At 1 January 2008 - 2,110 1934 262 4,306
Additions 206 57 157 B0 500
Disposals - - - (342) (342}
At 31 December 2003 208 2,167 2081 - 4,464
Additions a9 244 4 - 287
Disposals (85) - - - (85}
Transfer 1o Assots held for Sale - - (2 095) - {2 095)
At 31 December 2009 160 2411 - - 257
Accumulated depreciation
AL 1 January 2008 - (1273) (181) (118) (1 550)
Depreciation charge {29) (304) {151} (30) (514)
Dispesals . - - 146 146
At 31 December 2008 {29) (1577} (312} - {1918)
Depreciation charge (56) (249) (156) - (461)
Dispesals 3z - - - 32
Transfer to Assets held for Sale - - 468 - 468
At 31 Decembar 2009 {53) (1,826) - - {1879)
Nat book amount
At 31 December 2008 177 590 1779 - 2 546
At 31 December 2008 107 585 - - 692

Depraciation on Continuing Operations amounted to £305 000 (2008 £363 000) while depraciation on discontinued operations amounted to £156 000
{2008 £151 000)

Qperating leases have been transferred to assets held for sale {refer note 35)

The Company leases vehicles under non-canceltable finance lease agreements with onginal lease terms of three years Assels acquired under finance leases
are as follows

2009 2008

£000 £000

Cost - capialised finance Jeases 150 206

Accumulated depreciation (53} (29)

Net hook amount 107 177
22 Other assets

2008 2008

£000 £000

Inventory - 358

Trade receivables 1,918 2023

Prepayments and accrued income 1672 1815

Other Assels 1950 1913

5540 8 109

{1} The comparatves have been reclassified ta align with cument year prasantaton  (se6 note 37)
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23 Deferred taxation

2009 2008

£000 £000
The deferred tax asset compnses
Accelerated capilal allowances and other short term uming difterences 98 130
Tax lpsses - -
Deferred tax asset 98 130
At 1 January 130 114
Profit and loss account - accelerated capial allowances and other short term timing differences {32) 18
Deferred tax asset ] (hability) at 31 Decamber S8 130

Deferred tax assets are recopnised for tax losses 1o the extent that the realisabion of the related tax benefit through future taxable profits 1s probable

24 Deposits from banks

2009 2008
£000 £000
Deposits from other banks 33618 6,781

{1) The comparaives have been reclassified to align with current year presentation ({ses nate 37}

Included in Depasits from other bartks is £33,338,000 (2008 £6,546 000) from Secure Trust Bank PLC {part of the Arbuthnot Banking Group)

25 Deposits from customers

2000 2008 ™"
£000 £000

Retal customers
- curent/demand accounts 147 778 117223
- term deposits 160 377 156 537
308,155 273 760

(1) Tha comparativas have been reclass:fied to align with curent year presentation (see nate 37)

Included in customer accounts are deposits of £15 440 000 (2008 £11,185 000} held as collateral for loans and advances For a matunty profile of deposits
from customers, refer to Note 3

26 Other lLabilities

2009 2008 ™
£000 £000
Trade payables 1199 1,911
Finance lease kabilities 112 181
Accruals and deferred income 2043 1328
3354 3420

{1) The comparatives have bean reclassihad to aign with cument year presentation (£ee note 37)

The Financial Services Compensalion Scheme (FSCS) provides compensation to customers of financial institutions i the event that an nstitution i1s unable, or is
hkely 1o be unable, o pay ¢ckaims aganst @ Dunng 2008 a number of nstitutions faled In order to mest its obligations to the depositors of these institutions the FSCS
has borrowed £18 7 billion from HM Treasury, which is on an interest only basis until September 2011 These borrowings are anticipated to be repaid wholly or
bstanbally from the realsalion of the assets of the above named institutions The FSCS raisas annual Jevies from the banking industry to meat its management
expenses and compensation costs Individual iInsttulions make payments based on ther of market participation (in the case of deposits the proportion that their
prolected deposits represent of total market protected deposits) at 315t December each year If an institution 1s a market participant on this date it is obligated (o
pay alevy The Company was a market parucipani at 31st December 2008 and 2009 The Company has accrued £414 000 withun "Accruals and deferred income
for 115 share of levies that will be raised by the FSCS including the interest on the loan from HM Treasury in respect of the lavy years to 31st March 2010 The
accrual ncludes the Directors’ esbmates for the interest FSCS wall pay on the loan and estimates of the Company's market pariicipation in the relevant penod
Interest wall continue to accrue on the HM Treasury loan to the FSCS untd September 2011 and wall form part of future FSCS management expenses levies If Lhe
assets of the faled mstitutions are insufficient to repay the HM Treasury loan in 2011, the FSCS will agree a schedule of repayments with HM Treasury which
will be recouped from the industry in the form of additional levies Al the date of these financial statements, it 1s not poassible to estimate the quantumn and trning
of addibonal levies on the ndustry, the level of the Company's markel paricipation or other factors that may affect the amounts ar timing of amounts that may
ultimately become payable nor the effect that such lewes may have upon operating results in any particular financial penod
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26 Other liabilitres (Continued)
a } Finance lease babiibes
Leasa habilties are effectively secured as the nghts to the leased asset ravert to the lessor in the avent of default

2009 2003
£000 £000
Gross finance lease habdiies - minumum lease payments
Within 1 year 81 95
Later than 1 year and no later than 5 years 58 o5
Later than 5 years - -
118 190
Future finance charges on finance leases (7} (9}
Present value of finance tease llabilities 112 181

The present value of finance lease kabiliies 15 as follows

Within 1 year 58 90
Later than 1 year and no later than § years 54 N
Later than 5 years . -

112 181
27 Debt securities in issue

2009 2008

£000 £000
Subordinated loan notes 3,100 3100

The subordinated loan s provided by Arbuthnot Banking Group PLC It had a matunty date of 30 August 2012, which was extended to 30 August 2014 1n
August 2008 The subordinated loan cames interest at the interbank rate for one week deposids

28 Contingent habilities and commitments

Capital commitments
At 31 December 2009, the Company had no capral commitments (2008 ENIL) in respect of equipment purchases

Credit commitments
The contraciual amounts of the Company s off-bafance sheet financial instruments that commut it to extend cradit to customers are as follows

2009 2008
£000 £000
Guarantees and other ¢contingent habibhies 1,135 686
Commitments to extend credit
- Onginal term to matunty of one year or lass 14 163 15 081
15 298 15 747
QOperating lease commitments
Whera the Company is the lessee the future aggregate lease payments under non-cancellable operating leases are as follows
2009 2008
£000 £000
Expinng
Within 1 year 1,848 1848
Later than 1 year and no later than 5 years 1967 3783
Later than 5 years 89 120
3904 5 751

QOther commitments
Al 31 December 2008 a commitment exists to make further payments with regard to the Financial Compensation Scheme Levy for 2010 and thereafter Due to
uncertaintios regarding the calculation of the levy and the Company's share theraof the Directors consider Ihis cost to be unquantifiable (see note 26)

29 Share capital
Number of

shares Ordinary shares

Authonsed, allotied, called up and fully pad shares of £1 sach £000
At 31 December 2008 and 31 Decamber 2009 15,000,000 15 000
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30 Reserves and retained earnings

2009 2008

E£000 £000
Retained eamings B 045 8 498
Total reservaes as 31 Decemnber B,045 8 498
Movements in retained 2armings wera as follows

2009 2008

£000 £000
At 1 January 8,498 12158
Profit for the year 173 272
Interm dradend for the year (626) (3,000)
Final dnadend for pnor year - {932)
Al 31 Decomber 8,045 8 498

31 Dmidends
The Directors padd an intenm dwidend of £626 000 i December (2008 £3,000,000)  This ts £0 04 per sharg (2008 £0 20 per share) The Directors do not
recommend the payment of a final dividend (2008 £ nil)

32 Cash and cash equivalents
For the purpeses of the cash flow statement cash and cash equivalents compnse the following balances with less than three months matunty from the date of
acquisition

2009 2008 ™

£000 £000

Cash (Note 13) 143 157
Loans and advances ta banks {Note 14) 51 196 7 435
Debt secunties held to matunty {Note 16) - 8,000
51339 15 592

{1) The comparatives have been reclassified to align with current year presentation  (see nole 37)

33 Related-party transactions

Related partes of the Company includes Arbuthnot Banking Group Plc and its subsidianes, Key Management Personnel close family members of Key Management
Personnel and entihies which are controlled jomtly controlled or ssgnificantly nfluenced or for which significant voling power Is held, by Key Management

Personnel or therr close family members

A number of banking transactions are entered into with related parties w the normal course of business on normal commercial terms  These include loans and
deposits The volumes of refated-party transactions outstanding balances at the year end, and relakng expense and income for the year are as follows

) Transactlons with group companles

2009 2008 "
€000 £000
Loans
Loans outstanding at 1 January B,439 9483
Loans 1ssued dunng the year 15 203 724
Loan repayments dunng the year {14 913) {1.768)
Loans outstanding at 31 December 8 729 8438
Interest incoma eamed 82 470
2009 2008
£000 £000
Depaosits
Deposits at 1 January 25 266 18,609
Deposits receved dunng the year 133,098 16 436
Deposits repaid dunng the year {109 522) (12 779)
Deposits at 31 December 48 842 25 266
Interesl expense on deposils 343 703

{1) The comparatives have been reclassified to align with current year presentation  (see note 37)
Arbuthnot Banking Group PLC contributed £550,000 to the start-up costs of Gilliat Financial Solutions a struciured products provider launched in July 2009

The Company uses Arbuthnot Secunties Limited a fellow group undertaking, to execute a number of secunties transactions on behalf of dscretionary asset
management clients During 2009, commussions of £14,000 were paid {2008 £18 000) There were no balances outstanding at 31 December 2009

Inchaded in the Income Statement are costs recharged to Arbuthnot Banking Group PLC and Arbuthnot Secunties LUimited wn respect of property costs, IT support
and usage of fixed assets, amountng to £2 283,000 (2008 £2,216 000) The balances outstanding at 31 December 2009 were £538 000 (2008 £832 000}

Arbuthnot Banking Group PLC provides the Company with a subordinated loan (note 27)

The Company paid a £626 000 ntenm dndend to Arbuthnot Banking Group PLC i December {(note 31)
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33 Related-party transactions (Continued)

n Transactions with directors and key management personnel

2009 2008
£000 €000
Loans
Loans outstanding at 1 January 1071 715
Loans 1ssued dunng the year 1814 1419
Loan repayments dunng the year {115) {1 063)
Loans cutstanding at 31 December 2770 1071
Interest income eamed 115 48
The Ivans ssued 10 directors dunng the year consist of credit card transactions and term loans Al loans were on nommal commercial terms and are all
repayabie on demand No provisions have been recogrused in respect of loans given to related parties (2008 £nl)
2009 2008
£000 £000
Deposits
Deposils at 1 January 4,226 1260
Deposits receved dunng the year 8,328 T 737
Deposits repaid dunng the year {4 344) (4,771)
Deposits at 31 December 6210 4 226
Interast expense on deposits 43 68
Directors' ramuneration
The Directors’ emoluments (including pension contnbutions and benefits m kind) for the year were as follows
2009 2008
£000 £000
Fees 4 8
Other emoluments 864 58
Compensation for loss of office 30 50
Pension contnbutions 43 7
941 1093

Pension contnbutions are being accrued under money purchase schames for 3 directors (2008 4 directors) i respect of qualifeng service The emoluments of
H Angest JR Cobb AA Salmon, PN Shenff, AD Turrelt and RJJ Wickham were paid by the immediate parent company which makes no recharge to the Company

Their total emoluments are disclosed in the financial staternents of the parent company

The Directors’ remuneration includes amounts paid to the highest paid Duector in raspect of

2009 2008

£ £

Emoluments 251 3 351 450
Amounts payable lo a money purchase pensicn scheme - -
251 391 351 450

34 Gan on sale of business assets

In June 2008, the Company sold its pension administration business to Premier Pension Services This generated a gan on disposal of business assets of

£301 000
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35 Discontinued Operations 2009 2008
Note £000 £000

Interest and sinilar income 508 829
Net interest income 508 829
Fee and comumission ncome 406 494
Net fee and commission income 406 494
QOperating income 914 1323
Impairment losses on loans and advances (343) (30}
Operating expenses (913) (1,007)
Profit / (loss) before income tax (342) 286
Income tax {expense) / credit 12 200 (80)
Profit / (loss) for the year (142) 206
Discontinued operations reprasents the leasing business, Musical Instrument Finance  The Company transferved its consumer lending book n June 2006 to
Secure Trust Bank PLC (part of the Arbiuthnol Banking Group) at par The remainder of tha leasing business {(ma:nly operating leases to schools) was sold on
26 February 2040 There was no gain or loss on disposal with sale proceeds of £1 945 000 and associated costs of disposal equvalent to the net book value
of the assets and habiltigs held for sale (refor Note 38)
Cash flows from discontinued operation 2009 2002
Net cash (outflow) / nflow from operating aclivities 1,113 927
Net cash from investing activities 310 .
Cash flows from finanging achvities - -
Net cash flows from discontinued operabion 1,423 927
Assaeta classlfled as held for sale 2009

£000
fnventory 358
Trada receivables 56
OCperating Leases 1627
Prepayments and accrued income 21

2062

Liabllities relating to assets classified as held for sale 2009

£000
Deferred Income 247

247

36 Ultimate controlling party

The Directors regard Arbuthnet Banking Group PLC, a company registered in England and Wales as the ultimate parent company Henry Angest the Group

Chaurman and CEQ has a beneficial interest in 52 6% of the issued share capuital of Arbuthnot Banking Group PLC and is regarded by the Directors as the ulimate
controling entity A ¢copy of the consolidated financial statements of Arbuthnot Banking Group PLC may be obtaned frem One Asteston Way Solibull BSO 4LH
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37 Reclassification of 2008 numbers

The reclassifications below took place to align with the current year presentation Loan credit related fees have been reclassified from fee and commission
ncome (o interest and sumidar income  Denvative financial instruments have been separated out from other assets and other Labilites onto separate lines
Interes! recervable was reclassiied from other assets lo oans and advances (o banks loans and advances lo customers and debt secunues held-to-matunty

Interest payable was reclassified from other
outstanding

The followang reclassfications took place on the statement of comprehensive income for 2008

1o deposits from customers Interest receivable and payable 1s now reflectad with the pnncipal amount

Batance as Comparatve
per 2008 Reclas- balance 2009
financial  sification of Discontinued financial
statemants interost m statements "
Interest and sumular mcome 18 880 939 {829) 18 990
Fee and commission income 8 137 (938) {494) 4704
{1} The comparatives have been further representated for discontinuing operations {see note 35)
The following reclassifications took place on the statement of financal position for 2008
Balance as Reclas- Comparative
per 2008 siflcation of balance 2009
financial interest/ other financlal
sta t statements
ASSETS
Leans and advances to banks 7435 - 7,435
Loans and advances to customers 15¢,008 (1 529) 158 379
Debt secunties heid-to-matunty 124 644 2732 127,378
(Other assets 7,312 (1 203} 8109
299,299 - 299,299
LIABILITIES
Deposits from banks 6789 2 87N
Dervative financial nstruments - 842 942
Deposits frem customers 272,614 1146 273 760
Chther habiities 5510 (2 090} 3,420
284,813 - 284,913
The followng reclassfications took place on the statement of cash flows for 2008
Balance as Roclas- Comparative
par 2008 sification of balance 2009
financlal interest! other financlai
statements assots statoments
Changes in operating assets and liabilities
- net decreasa / (increase) in loans and advances to cusiomers (13 816) 1529 {12,287)
- net decrease / (increase) in other assels 562 (1 529) {987)
- net {decrease) / ncrease in deposits from banks 6,375 2) 6373
- net {(decrease) / ncrease in amounts due to customers (966) {1 146) (212)
- ngt {decrease) / mcrease in other habilites 1,698 1148 2844
Nel cash (outflow) from operating activiues {5,476) - (5476)

38 Events after the balance sheet date

Assels and liabilities held for sale represents the remaining portion of the leasing business, Musical Instrument Finance This leasing business {mainly

operating leases to schools) was sold on 26 February 2010 There was no gain or loss on disposal with sale proceeds of £1,845 000 and associated costs of

disposal equivalent to the net book value of the assets and habifties hekd for sale (refer note 35)

33




