Collins Stewart Tullett

Annual Report 2005

COLLINSSTEWARTTULLETT



chairman’s statement

The Company achieved a good set of results in 2005. Revenue was £798m (2004: £584m) and
operating profit before exceptionals was £131m (2004: £88m) reflecting the benefit of the acquisition
of Prebon in October 2004 and reorganisation of the inter-dealer broking (“IDB”) business. Earnings
per share before exceptional items were up 46% at 42.2p per share. Total shareholder return was 53%
in comparison to the return of 30% achieved by both the FTSE mid 250 Index and the FTSE General
Financials Index. From the Company’s flotation in 2000 up until the end of 2005, total shareholder
return was 108% in comparison to the return of 57% achieved by the FTSE mid 250 Index and 2%
achieved by the FTSE General Financials Index. The Board has decided to propose an increased final
dividend per share of 11p (2004: 5.75p) bringing the total dividend for the year to 14p, an increase of
65%. This increase in dividend reflects the growth in the Company’s underlying earnings.

We announced in November that the Board had terminated talks with all third parties about a possible
take-over of the Company after concluding that the terms of any such offer would not match
shareholders’ reasonable expectations for the valuation of the Company. At the same time, the Board
announced that it would focus on other means to deliver significant further value to shareholders.

To this end the Board has decided to demerge the Collins Stewart stockbroking business and to return
at least £300m excess capital to shareholders. The rules which will govern regulatory capital
requirements from 1 January 2007 have not yet been finalised and will affect the timing and manner of
the return. The transactions will involve the introduction of a new holding company using a court
approved scheme of arrangement followed by a capital reduction to achieve the demerger and facilitate
the return of capital. We will provide an update at the AGM. Following a demerger, Terry Smith will
remain the Group Chief Executive of the Company as well as taking on the role of Chairman of the
stockbroking business.

During the year we were delighted to appoint Richard Kilsby as a Non-executive director. Richard has
a wealth of experience in the financial markets, having been Vice Chairman of the virt-x stock
exchange and an executive director of The London Stock Exchange. He has since taken over the
chairmanship of the Audit Committee.

Since the year end the Company has settled its long running libel litigation with the Financial Times.
Collins Stewart received an apology in the UK edition of the Financial Times and on FT.com,
compensation and payment of all its legal expenses. The Board regards this as a very satisfactory
outcome and wishes the new editorial team at the Financial Times well.

The current outlook for both of our businesses is positive and the Board is confident that the corporate
restructuring proposed above will deliver significant value to the Company’s shareholders.

Keith Hamill
Chairman

27 April 2006
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The directors, in preparing this Operating and Financial Review, have sought to
comply with the Reporting Standard 1: Operating and Financial Review issued by
the Accounting Standards Board in 2006.

OBJECTIVES, STRATEGY AND KEY PERFORMANCE INDICATORS

The Board’s principal objective for the Group is to maximise returns to
shareholders over the medium to long term with an acceptable level of risk. This
includes both fundamental returns generated by the business and the returns
delivered through share price appreciation and dividends.

Our strategy is to act as a consolidator in the inter-dealer broker sector, seeking
to attain the economies of scale which will deliver superior returns; and to
develop the pre-eminent independent equity stockbroking business in London
and the Channel Islands focusing on mid market corporate finance, independent
research and private clients.

The Board has established a framework which is designed to facilitate the
delivery of its strategy and to monitor the Company’s performance against its
targets. At a strategic level the Board utilises key performance indicators such as
return on average capital employed to assess performance and assist in decision-
taking. In addition, the Board monitors total sharcholder return, both in an
absolute sense and relative to various stockmarket indices.

At an operational level, detailed planning and the production of a comprehensive
annual budget, regular reforecasts and monthly financial information enable
performance to be monitored by executive management of the Group’s two
businesses and by the Board. Daily performance information is also produced to
assist executive management at different levels.

Financial information tabled to the Board compares actual performance against
budgets, forecasts, the prior year and the performance of competitors, and
contains both trend analysis and key performance indicators to facilitate
interpretation of results. Turnover, contribution and operating margin analyses
are the most important high level performance indicators. At an operational level
more detailed indicators such as employee costs as a percentage of revenues,
revenues per broker and broker to support staff ratios are utilised. Cash flow
forecasts are also a key control both at a local and group level.

OVERVIEW OF 2005

The year 2005 was another successful year for the Group, both in terms of
progress with its strategic development and the financial performance of both the
IDB and stockbroking businesses.

The integration of the Tullett Liberty and Prebon businesses was completed
during the year in line with plan. The IDB business now trades as Tullett Prebon
in most jurisdictions and utilises common systems, infrastructure and facilities in
virtually all locations. The success of the integration exercise is demonstrated by
the scale of the enlarged business (some 1,700 brokers generating more than
£670m in revenues and offices in 26 countries) and its performance — underlying
operating margin before exceptionals and double running costs on the combined
Tullett Prebon turnover was 14.8% compared to 11.6% achieved by Tullett
Liberty in 2004.
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Notwithstanding the integration exercise we continued to hire brokers to enhance
our capabilities in certain product areas and locations and stabilise the Singapore
and Hong Kong offices which had been damaged by the aggressive recruitment
tactics of our competitors in the first half of the year. The most significant hiring
involved the acquisition of the former Burlington Cash Equities business in New
York. We also strengthened our Fixed Income business in London. At the same
time we have entered some new product areas, notably forward freight
agreements and property derivatives. In October 2005 we launched a partnership
with Capital Shipbrokers, Island Shipbrokers in Singapore and MJLF of
Stamford, Connecticut to develop a forward freight agreement trading business.
In November 2005 we established a strategic partnership with international
property advisers, DTZ, to generate new products for the growing property
derivatives sector.

We also achieved two “firsts” in Asia Pacific which evidence the health of our
business in that region despite the staff changes that have occurred. In May we
opened the first IDB business in South Korea to be wholly owned by a foreign
firm. In December, together with our partner, Shanghai International Trust &
Investment Corporation Limited, a subsidiary of Shanghai International Group,
one of China’s largest state-owned enterprises, we opened a joint venture in
Shanghai, the first inter-dealer broker in that country to include foreign
participation.

Collins Stewart marginally increased its revenues and operating profits. During
the year the firm once again pioneered another new corporate finance technique,
introducing the concept of the Special Purpose Acquisition Corporation to the UK
market. This technique and the AIPO™ developed in 2003 confirm the firm’s
status as a leading innovator in the stockbroking sector.

Also in 2005 Collins Stewart developed its private client business by acquiring
the Jersey and Isle of Man based stockbroking and asset management business of
Insinger de Beaufort (International) Limited. The acquisition brought with it £0.4
billion of funds under management and further strengthens Collins Stewart’s
already leading position in the Channel Islands and the Isle of Man.

Both our IDB and stockbroking divisions received important awards in 2005.
Clients voted Tullett Prebon as Risk Magazine’s No.l Broker in the same year
that we completed our integration of the Tullett Liberty and Prebon businesses.
We were also ranked No.1 by our clients in 23 categories - more than any other
firm. In addition, in the FX Week Best Banks Awards for 2005, Tullett Prebon
was named Best Broker in both Forward FX and Emerging Markets Forward FX.

Collins Stewart’s client, Foseco, was named IPO of the year by Shares Magazine,
for which the firm was credited with being both sole Broker and Financial
Adviser. The Private Client business also won three awards from Investors
Chronicle: Best Advisory Stockbroker — Security and Administration; Best
Advisory Stockbroker for Customer Service; and Best Portfolio Manager. Two
other Corporate Finance clients collected AIM Awards: Media Square plc for
Best Use of AIM and Hamworthy plc for Best Technology.
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Financial Performance

The following table shows the results for 2005 compared with those for 2004.
These results are presented in accordance with International Financial Reporting
Standards (“IFRS”) and the comparative figures have been re-stated accordingly.
The principal IFRS adjustments in 2004 are detailed below in the IFRS section.
The Group’s full accounting policies, as well as reconciliations of the
comparative information to the UK GAAP numbers reported last year, are set out
in the notes to the consolidated financial statements.

Revenue

Inter-dealer broking 676.4 464.9

Stockbroking 121.7 119.0
798.1 583.9

Operating profit before exceptional items

Inter-dealer broking 91.4 48.6

Stockbroking 40.0 39.2
131.4 87.8

Operating profit after exceptional items 93.1 393

Profit before tax 97.6 342

Earnings per share

Basic 29.3p 10.5p

Diluted 28.9p 10.3p

Basic before exceptional items 42.2p 29.0p

Revenues increased by £214m (37%) and operating profit before exceptional
items by more than £43m (some 50%) compared to 2004. The bulk of both
increases was attributable to the development of the IDB business which now
accounts for 85% (2004: 80%) of revenues and 70% (2004: 55%) of operating
profit before exceptional items.

The Group operating margin before exceptional items was 16.5% compared with
15.0% for 2004 despite the enlargement of the IDB business which structurally
has lower margins than stockbroking. The uplift in margin principally reflects the
benefits of the integration of the IDB business.
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Reported basic and diluted earnings per share have been calculated after £38.3m
of exceptional items (2004: £48.5m) charged to the profit and loss account in
respect of the costs of reorganising the IDB business, and in 2004, in respect of
both reorganisation costs and the contribution to the split capital investment trust
settlement fund. Importantly, earnings per share before exceptional items rose
46% from 29.0p to 42.2p. The average return on capital employed during the year
was 23.8% (2004: 22.2%). This was measured by dividing reported operating
profit before exceptional items by average sharcholders’ funds (after adding back
cumulative amortised goodwill and the post tax impact of reorganisation costs)
plus average long term debt less cash and cash equivalents.

The Tullett Prebon IDB Business
The following tables analyse revenue by region and product group. The 2004

revenue figures include Prebon from 13 October and the North American Energy
broking business acquired from Natsource from the end of June.

Europe 317.2 47 221.9 48
North America 287.5 42 196.0 42
Asia Pacific 71.7 11 47.0 10
676.4 100 464.9 100
Fixed Income Securities 193.9 29 179.5 39
Treasury Products 180.9 27 98.5 21
Interest Rate Derivatives 163.1 24 113.3 24
Equities 71.8 10 422
Energy 533 8 21.5
Information Sales 13.4 2 9.9 2
676.4 100 464.9 100

The absolute increase in revenues primarily reflects the impact of the Prebon
acquisition. Whilst the geographic distribution of revenues is, by and large,
unchanged, the business now has a much better product balance. Revenues from
Treasury Products, Interest Rate Derivatives and Energy, all products where
Prebon had a leading position, were significantly higher year on year. In Equities
the increase in revenues primarily reflects the acquisition of the Burlington
Capital Markets business at the start of the year.
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Exchange rate volatility throughout the year and our strong position in the non-
bank cash markets drove the performance in Treasury Products. Similarly,
movements in the yield curve and interest rate changes assisted our Interest Rate
Derivatives business. Customer feedback, demonstrated by our success in a
number of league tables in important trade journals, indicates that we have
leading positions in a number of these product areas. The improvement in Fixed
Income Securities revenues was driven by the stronger platform the business now
has in Credit Derivatives. This more than offset the adverse impact of relatively
low levels of corporate new issuance and pressure on commissions on Cash Bond
products. Acquisitions have enhanced both the Cash Equities and Equity
Derivatives areas, particularly in North America. Similarly the Tullett Prebon
Energy franchise has grown as a result of a number of recent acquisitions and was
well placed to take advantage of markets which have become steadily more active
in recent years owing to the increased participation of banks and investment
banks as principals.

Tullett Prebon’s operating profit before exceptional items was £91.4m, a £43m
increase over 2004. This equates to an operating margin before exceptionals of
13.5% for the combined business compared with the 11.6% margin achieved by
Tullett Liberty last year and the 5-6% margins reported by Prebon prior to
acquisition. The significant improvement in profits and returns is a testimony to
the success of the integration exercise. The reorganisation was phased over the
course of the year and the “double running” costs associated with staff and
technology made redundant and premises vacated are estimated to amount to
£9m. Adding back these costs the underlying operating profit before exceptional
items for the Tullett Prebon business would have been £100.4m and the
underlying margin 14.8%.

The reorganisation of the broking desks in North America and Europe was
substantially completed by the end of 2004. The focus for 2005, therefore, was
on integrating the broking operations in the Asia Pacific region and completing
the rationalisation of IT infrastructure, support functions and premises in all
regions. These exercises were essentially finished by the end of the third quarter.
Some 280 staff left the business during the year as part of the integration process
with nearly 170 staff leaving from IT and other support functions. A further
£38.3m of reorganisation costs were incurred during the year, taking total costs
for the reorganisation programme to £86.9m (including £10.1m of contractual
completion payments reported as a cost of acquisition in 2004). This has achieved
annualised savings of some £72m compared to the aggregate 2004 cost run rates
of Tullett Liberty and Prebon, some £12m higher than the savings initially
targeted when we acquired Prebon.

Average revenues per broker in 2005 for the Tullett Prebon business were
approximately £370,000 compared with £350,000 per broker for the Tullett
Liberty business (excluding Prebon) in 2004. As broker productivity at Prebon
was at least 15% less than that at Tullett Liberty this again demonstrates the
strength of the combined business. Broker employment costs averaged some 58%
of broking revenues compared to 56% in Tullett Liberty in 2004 (excluding
Prebon). Prebon employment costs were higher than those in Tullett Liberty, and
in a year of reorganisation some slippage in this ratio was always likely. At year
end the average ratio of brokers to support staff, a measure of operational
efficiency, was 2.4: 1 compared with 2.1: 1 for Tullett Liberty (excluding Prebon)
during 2004.
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In Europe the Prebon acquisition has enabled us to make further improvements
to the profile and performance of the business. The fact that the integration
process of the broking desks in London was essentially complete by the start of
the year also clearly assisted performance. Treasury Products - spot, forward and
derivatives activities in foreign exchange and cash deposit business - accounted
for nearly 40% of the region’s turnover. Revenues from Interest Rate Derivatives
and Energy, where Prebon’s activities were complementary to those of Tullett
Liberty, also grew significantly. A number of under-performing desks were
closed. Operating profits before exceptional items for the region increased from
£19m to £42m and operating margins before exceptionals improved from 8.6%
to 13.1%.

The London based IDB business suffered disruption at the end of August owing
to a fire in the basement of our head office, Cable House. This interrupted trading
in some products but the implementation of our disaster recovery programme
ensured that most products were fully operational again very soon after the fire.
Insurance claims have been made, and in large part settled, in respect of the costs
incurred and the revenues lost as a result of the fire.

North American revenues increased by £92m with the former Burlington Cash
Equities business contributing around £20m to this growth. Prebon did not have
significant securities broking operations and therefore the growth has been in
Treasury Products, Interest Rate Derivatives and in Energy. All these product
groups made much better profits and returns than Tullett Liberty achieved on a
standalone basis in 2004. However, there was no significant improvement in the
fixed income markets over 2004 and accordingly Fixed Income Securities
revenues were flat year on year. Whilst many broking desks were integrated by
the end of 2004, it was only in May that the Interest Rate Derivatives teams were
merged and by mid-year most product groups and support functions were co-
located in New Jersey. Operating profits before reorganisation costs from the
region increased from £25m to £41m and operating margins before exceptionals
improved from 12.8% to 14.3%.

Asia Pacific suffered significant disruption during the year as a result of
competitor activity and integration processes in three key locations. Some 50
Prebon brokers in Singapore were poached by BGC in February 2005, leading us
to integrate the separate Tullett Liberty and Prebon offices in this location more
quickly than originally planned. We continue to seek appropriate compensation
from BGC. In April the two Hong Kong offices were merged and in September
the separate Sydney businesses were brought together following the agreed
transfer of a team to ICAP. Despite all these changes the revenues generated in
the region were double those delivered by Tullett Liberty in 2004. We have strong
Treasury Products and Interest Rate Derivatives franchises in the region, the latter
encompassing a joint venture in Tokyo which has a leading position in the local
market. As noted above, in May we commenced trading onshore in Korea and in
December we opened a joint venture with SITICO in Shanghai.

The Asia Pacific region reported operating profits before exceptional items of
£8.7m for the year compared to £4.6m for 2004. It should be noted that these
results were boosted by a number of payments from competitors associated with
staff changes.

600z Modar [enuue I[N, MM SUI[[0)D)



operating and financial review

Collins Stewart Tullett annual report 2005

Information Sales revenues increased as a result of the Prebon acquisition. A new
management team in this area is working on new products and markets and to
derive benefits from the increased pricing information available from the
integrated business.

The Collins Stewart Stockbroking Business

Smaller Companies 42.0 35 41.4 35
Larger Companies and QUEST™ 26.9 22 27.7 23
Private Clients 37.8 31 33.6 28
Investment Trusts 8.2 7 8.9 8
Trading 6.8 5 7.4 6

121.7 100 119.0 100
Market making 8.0 7 13.5 11
Commissions 49.0 40 47.8 40
Corporate finance income 46.4 38 423 36
Management fees 15.3 12 13.4 11
Other 3.0 3 2.0 2

121.7 100 119.0 100

Collins Stewart produced revenues and operating profits before exceptional items
2% above 2004. The operating margin was once again over 30% at 33% (2004:
33%) reflecting the breadth and strength of Collins Stewart’s business. The 2004
revenue figures have been restated in line with industry practice to include
interest earned on client money which was previously included in other operating
income. This amounted to £1.5m in 2004.

The prior year analysis of revenue has been amended following the creation of a
new division, Trading, which includes the Fixed Interest teams and Australian
securities market making. This resulted in a re-categorisation of £1.0m of revenue
from Smaller Companies to Trading. Additionally, where Larger Companies and
Trading participated in transactions led by Smaller Companies, £2.7m of revenue
has been reclassified from Smaller Companies to Larger Companies (£2m) and
Trading (£0.7m).

During the year the Smaller Companies team advised on 56 transactions (2004:
40) raising £1.0 billion of funds for clients (2004: £0.7 billion). Noteworthy
within the overall picture of growth, the firm maintained its reputation for
innovation with the introduction to the UK market of Special Purpose Acquisition
Corporations (“SPACs”), three of which were launched during the year. Although
the value of funds raised in 2005 exceeded those raised in 2004, 2004 benefited
from the AIPO™ of PD Ports.
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The Private Client business continued to grow steadily, with funds under
management rising from £2.5 billion at the end of 2004 to £3.2 billion at the end
of 2005. Discretionary funds accounted for £2.5 billion (2004: £1.9 billion). The
acquisition in October of the Jersey and Isle of Man based private client business
of Insinger de Beaufort (International) Limited contributed £1.6m to revenue and
£0.4 billion of the increase in funds under management. The integration of this
business was completed before the year end and we are already growing revenues
and achieving cost savings. At the end of 2005 we also transferred the London
settlement function to our office in Guernsey to improve operating efficiency.

The Investment Trust team achieved a creditable performance with revenue of
£8.2m (2004: £8.9m) despite the fact that most of the original team left the firm
in July. During the second half of the year the team was substantially rebuilt and
executed two significant fundraisings, with £0.1 billion of the £0.3 billion raised
in the year being achieved by the new team.

The mainstay of the Trading business in 2005 continued to be the fixed interest
business whose trading activity was adversely impacted by challenging
conditions in the convertibles markets. Other trading areas performed well. At the
end of the year, Collins Stewart incorporated its Proprietary Trading interests into
a partnership with a leading team who were formerly with First New York
Securities, LLC. The team will be developing its business through a new joint
venture named Berkshire Investment Managers LLP.

Other Operating Income

Other operating income at £23.9m in 2005 was significantly above the 2004 level
of £3.5m. The majority of the increase related to insurance claims in respect of
costs incurred and revenues lost as a result of the fire at the Group’s head office
in August 2005 and to staff movements in Asia. The additional costs giving rise
to the insurance claims and compensation payments were included in
administrative expenses.

Litigation

In December the court adjourned the long-running legal case with CSFB HOLT
in the USA to allow settlement discussions to take place. It is expected that this
litigation will be settled shortly. In January 2006 the Company also settled its
litigation with the Financial Times as reported in the Chairman’s statement. The
other significant outstanding litigation is the Tullett Prebon’s claim for damages
against BGC, following the unlawful poaching of staff in Singapore.

Exceptional Items

The exceptional items of £38.3m all related to the costs associated with the
integration of Prebon. The integration exercise was completed before the year end
and accordingly no further integration costs are anticipated. The 2004
comparative of £48.5m comprised reorganisation costs of £38.5m and a £10m
contribution to the split capital investment trust settlement fund.
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Net Finance Income

The Group had net finance income in 2005 of £4.5m compared to a net finance
expense in 2004 of £3.7m. An unrealised gain on the equity swap entered into to
hedge the Company’s obligations under the Tullett Liberty Equity Incentive Plan
more than offset the higher interest cost of the Company’s eurobond which was
issued in August 2004.

Taxation

The effective rate of tax on profit before exceptional items reduced from 42.4%
in 2004 to 37.5%. Owing to the integration of the IDB business and the
distribution of exceptional items taxable profits are far more heavily weighted to
Europe in 2005 (where the UK standard tax rate of 30% is the key determinant)
whereas in 2004 the majority of taxable profits arose in North America (where
effective tax rates are nearer 50%). The improved performance and growth in
profits from the IDB business have also reduced the impact of disallowable items
on the effective rate. The stockbroking business benefits from the lower corporate
taxes payable in the Channel Islands.

The underlying effective rate of tax for the year, calculated after excluding
exceptional items and prior year adjustments, was 35%, with the IDB business
having a rate of approximately 41% and the stockbroking business a rate of 24%.

Dividends

The Board is proposing a final dividend per share for 2005 of 11p per share. The
final dividend, if approved, is payable on 15 June 2006 to shareholders on the
register on 26 May 2006. This brings the total ordinary dividend per share
payable out of 2005 earnings to 14p (2004: 8.5p), an increase of 65%.

The dividend cover based on earnings before exceptional items was 3.0 (2004:
3.2). The increase in dividend reflects the Group’s strong underlying performance
in 2005, successful completion of the integration of the IDB business and the
positive trading outlook for 2006.

Acquisitions

We made a number of small acquisitions during 2005: the Burlington Cash
Equities business in New York in January, the minority shareholdings of our long-
standing Tullett Liberty associates in Singapore in February and the Jersey and
Isle of Man based Private Client stockbroking business of Insinger de Beaufort
(International) Limited in October. The consideration paid in respect of all these
acquisitions amounted to £8.8m and deferred consideration of up to £3.8m is
payable in the next two years in respect of the Private Client acquisition.
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Cashflow

During the year the Group generated cash from its operations before tax and
interest of £126m (2004: outflow of £37m) from operating profits after
exceptional costs of £93m (2004: £39m). Non-cash items such as depreciation
and the write down of assets acquired with Prebon accounted for £22m (2004:
£18m) of the difference. Working capital management produced £10m cash,
compared to an outflow in 2004 of £94m (which was affected by the settlement
of a number of Prebon related liabilities and an increase in year end trading
positions and receivables).

The Group had a net interest outflow in the year of £2.4m (2004: inflow of
£0.1m) which reflected the full year cost of the Eurobond issued in August 2004.

The Group paid tax of £24m in 2005 (2004: £40m), benefiting from tax relief on
reorganisation costs and utilisation of Prebon’s tax losses.

There was comparatively little financial investment in the business in 2005 as the
focus was on reorganisation. Net investment (excluding interest received) of
£23.3m was largely on fixed assets purchased to facilitate the reorganisation of
the IDB business. This compared to the £58.0m outflow in 2004 as a result of
investment in Prebon and the Natsource Energy business.

Cash used in financing activities amounted to £18.7m primarily reflecting
dividends paid — there were minimal new funds raised or repaid. This compares
to the inflow in 2004 of £91.4m as the Company raised funds to acquire Prebon
and to refinance its borrowings.

Net cash and cash equivalents increased by £57.5m in 2005 (2004: decrease of
£43.6m) and net funds increased by £68.3m to £123.1m at the end of 2005.

Receipts from and Returns to Members

There were no returns to members, other than dividends, in either 2005 or 2004.
Receipts from shareholders amounted to £1.3m on the exercise of share options.
In 2004 total cash raised through share issues net of costs and option exercises
amounted to £58.1m.

Financing and Treasury

The Group maintained its investment grade credit ratings from Fitch and
Moody’s at BBB and Baa2 respectively, throughout the 2005 integration period.
During the year we improved the focus on liquidity and cash management to
ensure that a high degree of financial flexibility was maintained. To this end, all
free cash generated by the operating companies is returned to and controlled by
the Group treasury function. At 31 December 2005 the Group had net cash and
cash equivalents of £234.2m (2004: £169.1m) and net funds of £123.1m (2004:
£54.8m).
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Profits from the Group’s overseas subsidiaries are translated at average exchange
rates. The Group has in place FX option contracts to hedge income arising in US
dollars. These contracts currently hedge US$60m of revenues and will mature in
the period to June 2006. The contracts will reduce the impact to the Group should
the US dollar depreciate beyond US$1.82: £1 over the period to 30 June 2006.

The Group’s major balance sheet translation exposure is to the US dollar. The
gross exposure amounts to some US$176m, represented by US and Hong Kong
net tangible assets and the net exposure, after taking account of a structural cross
currency hedge, amounts to some US$59m.

Regulatory Capital

The Group maintained regulatory capital comfortably in excess of its
requirements throughout the year. During the year the Group obtained an FSA
waiver from the requirement to meet a consolidated capital adequacy test under
the current regulatory regime.

We continue to monitor developments in, and liaise proactively with the FSA
with regard to, the regulatory capital framework which governs our business — in
particular the EU Capital Requirements Directive which is currently expected to
come into effect in 2007 and will impact the proposed capital return to
shareholders.

International Financial Reporting Standards (“IFRS”)

With effect from 1 January 2005 the Group has prepared its financial statements
in accordance with IFRS. This required the Group to adopt new accounting
policies in a number of areas, restate 2004 results as well as the opening and
closing balance sheets for 2004 using these policies, and to make changes to the
format of the primary reporting statements.

Probably the most significant change to the statutory accounts under IFRS is the
balance sheet treatment of settlement balances. Under IFRS the Group can no
longer follow the convention whereby each side of IDB matched principal
transactions are included in the balance sheet only if they remain unsettled on the
due settlement date. Instead, each side is now reported in the balance sheet on the
date when the transactions are agreed. The change to trade date accounting has
increased gross current assets and liabilities by £64 billion at 31 December 2005
(£71 billion at 31 December 2004). This new treatment does not represent any
change in the nature of the underlying transactions or the risk profile of the Group
as matched principal trades are subject to a “delivery versus payment” settlement
regime and typically involve high quality assets and counterparties. Previously
the outstanding balances were reported by way of a note to the accounts.

As a result of the changes in accounting policies it has also been necessary to:
change the basis on which share options are charged to the Income Statement;
financial assets as well as a small number of derivatives transactions entered into
for financial risk management purposes are marked to market; and to end the
amortisation of goodwill. As it is necessary to report shares of profits from
associated companies net of tax, these are now shown below the taxation line in
the Income Statement. A goodwill impairment test was carried out at the balance
sheet date and no adjustment to the Group’s results was necessary.
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The table below reconciles the prior year results before tax previously reported
under UK GAAP with those included in this announcement.

As previously reported under UK GAAP 90.1 21.7
Impairment provision and reversal of

goodwill amortisation (2.2) 17.4
Pension costs and interest 0.1) (1.0)
Adjustment to share option charges 1.5 1.5
Valuation of financial instruments (1.5) (4.9)
Associates - 0.5)
As restated under IFRS 87.8 342

* before goodwill amortisation, exceptional items and associates

The notes to the statutory accounts include a complete list of the Group’s revised
accounting policies as well as detailed reconciliations of the opening and closing
balance sheets and prior year income statements under UK GAAP and IFRS. The
most material adjustments to consolidated shareholders’ funds relate to cessation
of goodwill amortisation and the treatment of the final dividend as a non-
adjusting post balance sheet event.

The Statement of Recognised Income and Expense (“SORIE”) contains a number
of adjustments that did not feature in the former Statement of Total Recognised
Gains and Losses. As well as the exchange differences arising on translation of
the net assets of overseas activities and the offsetting hedge revaluation, the
SORIE includes changes in the actuarial assessment of the net deficit on the
Group’s defined benefit pension schemes, tax associated with the fair value of the
various derivative contracts and the charge in respect of share option awards.

In accordance with IFRS, dividends are now no longer shown on the face of the
Income Statement, but as a movement in Retained Earnings, disclosed in the
Reconciliation of shareholders’ funds note. Dividends are now booked in the
period in which they are declared by the Board.

The adoption of IFRS has had no impact on the Group’s cash flow, risk profile,
funding arrangements or dividend policy and no material impact on the Group’s
regulatory capital position.

Although the Group accounts are now produced under IFRS, the parent company
accounts (and the UK subsidiary company accounts) continue to be produced
using UK GAAP. This is largely to prevent the volatility in earnings caused by
some of the I[FRS accounting policies from affecting the Group’s dividend policy
or tax charge. The Group continues to be obliged to disclose the parent company
(the Company) balance sheet and accordingly this has been included in the
accounts together with the accounting policies used to prepare the Company
accounts and notes to the Company balance sheet.
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KEY RISKS AFFECTING THE BUSINESS

The key risks which the Group faces in its day to day operations can broadly be
categorised as credit, market, operational and reputational risk. The governance
structure in place to manage risks is described in the Corporate Governance
Report. Further information on the specific risks which affect the financial assets
and liabilities of the Group is also provided in note 21.

Credit risk is the risk of financial loss to the Group in the event that a client or
counterparty fails to settle its contractual obligations to the Group. As a large
proportion of the Group’s business is contracted on an agency or intermediary
basis, the main credit risk is actually more akin to a market risk, as the exposure
in such cases is to movements in stock prices and foreign currency.

The Board has approved the general parameters within which credit risk is taken
through a credit exposure framework. Within this overall framework specific
limits are granted by the relevant Credit or Executive Committees or a number of
Executive directors acting in accordance with their delegated authority. All
counterparties are subject to regular review and assessment.

Cash management policies are also in place to ensure that funds not committed
to supporting the Group’s activities are only placed with approved institutions.

Market risk is the vulnerability of the Group to movements in the value of
financial instruments: The stockbroking business takes positions in a number of
preference shares, convertibles and equities within modest and tightly controlled
limits. Aside from these activities, market risk can arise in those instances where
one or both counterparties in a matched principal transaction fail to fulfil their
obligations (i.e. an initially unsettled transaction) or through trade mismatches or
other errors. The risk in these situations is restricted to short-term price
movements in the underlying stock held or to be delivered by the Group and
movements in foreign exchange rates. Policies and procedures exist to reduce the
likelihood of such trade mismatches and, in the event that they arise, the Group’s
policy is to close out such positions immediately or, with senior management
approval, to carry them with an appropriate hedge in place. All market risks
arising across the Group are identified and monitored on a daily basis.

The corporate finance business will at times underwrite new issues of securities.
Underwriting risk is the risk that the market or sub-underwriters fail to subscribe
as anticipated to the security issue and the Group is obliged to take up the offering
at the issue price. If the market price of the shares or securities falls below the
issue price, a loss may be incurred. Underwriting arrangements are structured so
as to mitigate the effect of this risk to the extent possible.

Operational risk is the risk of loss resulting from inadequate or failed internal
processes, people, systems or external events. The overall objective of the
Group’s operational risk management approach is not to attempt to avoid all
potential risks, but proactively to identify and assess risks and risk situations in
order to manage them in an efficient and informed manner, always recognising
the cost relative to the benefits. This approach enables the Group to exploit
existing opportunities, increase business success, and protect and enhance
shareholder value.
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The Group’s operational risk management framework is designed to:

improve operational risk awareness and risk transparency in general;
identify, measure and monitor key operational risks which affect the Group
from both internal and external environments;

s identify and manage risks effectively so as to derive commercial benefit by
minimising regulatory (and consequently economic) capital requirements as
a result of a lower risk profile;

m provide operational risk information to executive management and the Group
Risk Committee on the status of operational risk within the Group, and to act
as an early warning on risks that could prejudice the future value or viability
of the Group; and

s protect the Group’s stakeholders.

Line managers in front office and support functions have the day to day
responsibility for ensuring that the Group operates in accordance with its
operational risk management framework.

Reputational risk is the risk that the Group’s ability to do business will be
damaged as a result of its reputation being tarnished. Clients rely on the Group’s
integrity and probity. The Group has policies and procedures in place to manage
this risk to the extent possible which include, inter alia, procedures for employee
hiring and the taking on of new business, approving corporate finance
transactions and conduct of business rules.

FUTURE DEVELOPMENTS AND OUTLOOK

In the first week of 2006 we launched TradeBlade™, our new electronic trading
platform, with US dollar Repo trading, the first of a planned roll out of products.
This represents the first stage of our development of an electronic broking
capability which will form part of our future strategic plans. The new platform
has had a successful start and is already supporting significant trading volumes.
We initiated this project at the request of our clients and look forward to their
support, particularly as more products are rolled out on the platform in the
coming months.

The Company is in the process of establishing the boards and senior management
teams which will take the inter-dealer and stockbroking businesses forward
following the Group reorganisation and demerger of the Collins Stewart business.

The Group has had a strong start to 2006 with both the IDB and stockbroking
businesses producing revenues and profits substantially ahead of the same period
last year. Collins Stewart’s corporate finance order book is strong and the firm has
had a record start to the year in terms of number of transactions completed. Tullett
Prebon has so far achieved margin and revenue targets ahead of our expectations.
Conditions are favourable in most areas of the markets in which the Group
operates and the Board is accordingly positive about the prospects in the first half.

Terry Smith
Chief Executive
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Keith Hamill (aged 53) — Chairman

Keith Hamill joined the Board as Chairman (which is a non-executive role) in
September 2000. He is currently chairman of Travelodge and Luminar plc, a non-
executive director of Electrocomponents plc and Pro-Chancellor of Nottingham
University. He is a chartered accountant and worked for Price Waterhouse from
1975 to 1988, becoming partner in 1987. Subsequently he was director of
financial control at Guinness, finance director of United Distillers, Forte plc and
WH Smith. He was also previously a member of the Urgent Issues Task Force of
the Accounting Standards Board and Chairman of the CBI Financial Reporting
Panel. He is Chairman of the Nominations Committee.

Terry Smith (aged 52) — Chief Executive

Terry Smith started his career with Barclays Bank and became a stockbroker in
1984 with W Greenwell & Co. He was top rated bank analyst in London from
1984 to 1989, during which period he also worked at BZW and James Capel. In
1990 he became head of UK Company Research at UBS Phillips & Drew, a
position he left in 1992 following the publication of his best selling book,
Accounting for Growth. He joined Collins Stewart shortly after and became a
director in 1996. Terry Smith is an Associate of the Chartered Institute of
Bankers, has an MBA from The Management College, Henley and is qualified as
a Series 7 Registered Representative and a Series 24 General Securities Principal
with the NASD.

Stephen Jack (aged 48) — Group Finance Director

Stephen Jack trained as a chartered accountant with Price Waterhouse. He worked
for Midland Bank International before joining Kleinwort Benson Group where he
became Finance Director of Kleinwort Benson Limited, the group’s banking
business and, after the acquisition of Kleinwort Benson by Dresdner Bank in
1995, joint Financial Controller of Dresdner Kleinwort Benson and Deputy Chief
Operating Officer for London. In 1999 he joined ING Barings as Global Chief
Financial Officer. He joined Tullett Liberty as Group Chief Financial Officer in
September 2001. He was appointed to the Collins Stewart Tullett Board on 10
March 2003 and as Group Finance Director with effect from 1 January 2005.

Louis Scotto (aged 55) — Executive Director, IDB Business

Louis Scotto started his career as Marketing Manager of AT&T. He joined Garban
in 1981 as head of Technology and became President of Garban Computer
Systems. In 1984 he left to join Mabon Nugent, becoming General Partner and
Chief Administrative Officer. In 1993 he joined Liberty Brokerage as Managing
Director, responsible for creation of US Corporate Bonds and Mortgage-Backed
Bond business. Based in London from 1994 to 1999, he built the business of
Liberty Eurasia. In 1999, he was named Global Chief Operating Officer of
Liberty Brokerage and then Group Chief Operating Officer of Tullett Liberty and
subsequently named Chief Executive in April 2004. He was appointed to the
Group Board in June 2004.
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David Clark (aged 58) — Independent Non-executive Director

David Clark worked for Bankers Trust, Commerzbank and Midland Bank before
being appointed Treasurer, Europe of HSBC Holdings in 1992. In 1995 he joined
Bankgesellschaft Berlin AG becoming Managing Director of Bankgesellschaft
Berlin (UK) plc until June 1999. He was Senior Adviser to the Major Financial
Groups Division of the Financial Services Authority until March 2003. He is non-
executive chairman of Charity Bank and a non-executive director of Caf Bank.
He was appointed as a non-executive director of Tullett Liberty in September
2000 and to the Collins Stewart Tullett Board on 10 March 2003. He is a member
of the Audit Committee and the Nominations Committee.

Michael Fallon MP (aged 53) — Independent Non-executive Director

Michael Fallon joined the Board in September 2004 and is chairman of the
Remuneration Committee and a member of the Audit Committee and the
Nominations Committee. He is the founder of Just Learning Limited, a company
which builds and operates nurseries, and the Conservative MP for Sevenoaks. He
is also a member of the Treasury Select Committee of the House of Commons,
chairing the Sub-Committee which scrutinises the Inland Revenue and Customs
and Excise Departments. He was Opposition spokesman on Trade and City
matters from 1997-1998. He was previously a director of Quality Care Homes
PLC.

Richard Kilsby (aged 53) — Independent Non-executive Director

Richard Kilsby joined the Board on 3 June 2005 and is chairman of the Audit
Committee and a member of the Remuneration and the Nominations Committees.
He currently holds a number of board positions in privately held financial sector
companies and is a founding partner of Efficient Frontiers, a consultancy firm
specialising in capital markets. He has formerly held many positions in finance
and the City including: Vice Chairman of the virt-x stock exchange (created by
the merger of the Swiss Exchange with Tradepoint), Chief Executive of
Tradepoint (an AIM quoted electronic exchange), and an Executive director of
the London Stock Exchange responsible for listing, secondary regulation and the
introduction of the SETS trading system. He was previously an audit partner at
Price Waterhouse.

Bernard Leaver (aged 59) — Independent Non-executive Director

Bernard Leaver was appointed a director in August 2003 and is a member of the
Remuneration Committee and the Nominations Committee. He was formerly a
Managing Director of Lehman Europe from 1988 to 2002 and a member of the
Lehman European Board. Prior to that he was the senior partner of C T Pulley and
a main board director at Hoare Govett.

John Spencer (aged 62) — Senior Independent Non-executive Director

John Spencer was appointed a director in September 2000 and is the senior
independent Non-executive director, and a member of the Audit, Remuneration
and Nominations Committees. He qualified as a chartered accountant with
KPMG and in 1969 he joined Barclays Bank where he held a variety of posts
including head of group finance and planning, president of Barclays Bank of New
York, chief executive of the USA Banking division and deputy chief executive of
BZW. He was non-executive chairman of Regent Inns plc from 1995 to 1998 and
was previously non-executive chairman of Softtechnet.com plc, a director of
Numerica Group PLC and Chief Executive of Snell & Wilcox Limited.
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The directors present their report, together with the audited financial statements
of the Company and its subsidiaries for the year ended 31 December 2005.

Principal Activities

Collins Stewart Tullett plc is a financial services group comprising two trading
groups: the second largest global inter-dealer broking business, trading as Tullett
Prebon, and a leading independent UK stockbroking business, trading as Collins
Stewart. The main subsidiary undertakings through which the Group conducts its
business are set out in note 41 to the consolidated financial statements.

Results and Dividends

The results of the year are set out in the consolidated income statement on page
43.

The directors recommend a final dividend for the year of 11p (2004: 5.75p) per
ordinary share, bringing the total dividend per ordinary share to 14p (2004: 8.5p).
The final dividend, if approved, will be paid on 15 June 2006 to ordinary
shareholders whose names are on the register on 26 May 2006.

Review of the Year and Future Developments

A review of the Group’s trading during the year and its future developments is set
out in the Operating and Financial Review.

Directors
The directors who held office throughout the year were as follows:

Keith Hamill (Non-executive Chairman)

Terry Smith (Chief Executive)

Stephen Jack (Group Finance Director)

Louis Scotto

Terry Hitchcock — resigned 31 March 2005

David Clark (Independent Non-executive director)

Michael Fallon (Independent Non-executive director)

Richard Kilsby (Independent Non-executive director) — appointed 3 June 2005
Bernard Leaver (Independent Non-executive director)

John Spencer (Senior Independent Non-executive director)

Richard Kilsby was appointed since the last AGM and accordingly offers himself
for election at the forthcoming AGM. In accordance with the Company’s Articles
of Association, Keith Hamill, Terry Smith and Bernard Leaver retire by rotation
at the next AGM and, being eligible, offer themselves for re-election.
Biographical details of the directors who are in office at the date of this annual
report are set out on pages 18 to 19.
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The interests (all beneficial) of those persons who were directors at the end of the
year in the ordinary share capital of the Company, together with comparatives for
the previous year or the date of appointment, were as follows:

Keith Hamill 58,299
Terry Smith 8,800,000
Stephen Jack 154,239
Louis Scotto 68,112
David Clark -
Michael Fallon 2,000
Richard Kilsby -
Bernard Leaver -
John Spencer 32,897

46,299
8,800,000
146,739
55,612

39,542

Note: The Collins Stewart Tullett plc Employee Share Ownership Trust held 367,758 shares at 31
December 2005 (2004: 435,258) which had not been allocated to staff or had not been subject to
share options. The beneficiaries of the trust are the employees of the Group, including the executive
directors. Under Schedule 13 of the Companies Act 1985 the executive directors are deemed to be

interested in these shares.

On 5 January 2006 Terry Smith acquired 5,779 ordinary shares following the
exercise of an option granted under the Collins Stewart Tullett plc Sharesave
Scheme 2000. Since the year end there have been no further changes to the

directors’ shareholdings.

Directors’ share options are set out in the Report on Directors” Remuneration.

Substantial Interests

At the date of this document, the following (not being directors, their families or
persons connected, within section 346 of the Companies Act 1985) had notified
the Company that they were interested in 3% or more of the issued ordinary share

capital of the Company:

Toscafund Limited 29,469,754
Legal & General Group plc 23,675,085
Barclays plc 12,494,274
Morgan Stanley Securities 8,369,285
Lazard Freres & Co LLC 6,748,065
Aviva plc 6,578,144
Deutsche Bank AG 6,424,299

13.9
11.2
5.9
39
32
3.1
3.0
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Social, Environmental and Ethical Matters

The Board has adopted policies with regard to the social, environmental and
ethical matters which affect the business. These govern, inter alia, the type of
business which is transacted, the way in which business is conducted and the
approach to training and incentivising staff. In particular:

s The Board takes regular account of social and ethical matters affecting the
business; environmental issues are not considered on a regular basis as these
are not regarded as a high risk;

s The Board periodically carries out formal assessments of the significant risks
to its business which take account of social and ethical matters affecting both
short and long term value. The opportunities to create value arising from
certain social and ethical stances are taken into account when formulating
policies;

s The Board considers that it receives adequate information to make
assessments of the social, environmental and ethical matters which affect its
business; and

m There are systems of risk management in place to manage the significant
risks which could affect the business.

The Group’s risk management process is described in the Corporate Governance
Report and a brief overview of the significant risks which could affect the
business is included in the Operating and Financial Review.

Environmental Policy

The nature of the Group’s activities is such that it has a minimal direct effect on
the environment. However, the Board has agreed that it will seek to adopt policies
to safeguard the environment to meet statutory requirements or where such
policies are commercially sensible. Currently some waste paper is recycled and
some energy saving practices are employed.

Staff

It is the Group’s policy to give appropriate consideration to applications for
employment from all persons, having regard to their particular aptitudes. For the
purposes of training, career development and promotion, the Group is committed
to fairness and its policy is not to discriminate against any persons with regard to,
inter alia, gender, age, disability, sexual orientation, religious or political beliefs
but to develop and promote based on individual ability and the needs of the
business.

The Group has a policy of keeping employees informed about major
developments in the business. In particular, announcements are made available to
employees when released to the public. The ownership of shares in the Company
is encouraged by the Board, who consider share ownership as an important aspect
of incentivising employees and aligning their interests with other shareholders.

Health and Safety Policy
The Board has a policy of adopting procedures, appropriate to its activities, to

monitor, maintain and, where relevant, improve health and safety standards to
safeguard the Group’s staff.
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Policy of Payment to Suppliers

It is the Group’s policy that all transactions are settled in accordance with relevant
terms and conditions of business agreed with the supplier, provided all such terms
and conditions have been complied with.

Special Business at the Annual General Meeting

At the Annual General Meeting to be held on 8 June 2006 resolutions 9 to 11 will
be proposed under special business.

Under resolution 9 it is proposed to grant the directors authority to allot unissued
shares in the capital of the Company up to a nominal amount of £17,694,844
representing approximately 33% of the issued share capital of the Company as at
the date of this document.

Resolution 10 seeks to renew, in accordance with section 89 of the Companies
Act 1985, the directors’ authority to allot further shares for cash, without first
offering them to existing shareholders under the statutory pre-emption procedure.
It is also proposed that any shares which are purchased by the Company, held in
treasury and subsequently resold for cash will be covered by this authority. This
authority is limited to the issue of equity securities in connection with rights
issues, open offers or similar issues and otherwise up to a nominal amount of
£2,654,226 representing approximately 5% of the Company’s issued share capital
as at the date of this document.

Resolution 11 seeks to obtain authority for the directors to purchase up to
21,233,813 ordinary shares, being 10% of the share capital in issue at the date of
this document. The maximum price that may be paid under the authority will be
limited to 105% of the average middle market quotations of the Company’s
shares as derived from the Daily Official List of the UK Listing Authority for the
five business days prior to any purchase (exclusive of expenses payable by the
Company in connection with the purchase). The minimum price which may be
paid for an ordinary share will be 25p (exclusive of expenses payable by the
Company in connection with the purchase). The directors will exercise this
authority only if they are satisfied that any purchase will be in the interests of
shareholders.

It is not the directors’ present intention to allot any ordinary shares except to
satisfy share options that may be exercised under the Company’s share option
schemes or to purchase any ordinary shares in the market. The authorities
contained in resolutions 9 to 11 will expire at the conclusion of the annual general
meeting to be held in 2006 or 15 months after the passing of such resolutions
(whichever is the earlier).

For this forthcoming AGM shareholders will be able to utilise the CREST proxy
voting service to lodge their proxy votes. Details of how this will operate are
included in the notes to the notice of annual general meeting at the back of this
report and accounts and on the proxy form.
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Events since the Balance Sheet Date

Events since the balance sheet date are summarised in note 39 to the consolidated
financial statements.

Political and Charitable Donations

During 2005 no political donations were made by the Group (2004: nil).
Charitable donations amounting to £0.1m (2004: £0.1m) were made to various
charities globally.

Auditors

A resolution to re-appoint Deloitte & Touche LLP as the auditors will be
proposed at the forthcoming Annual General Meeting.

BY ORDER OF THE BOARD

Diana Dyer Bartlett
Company Secretary

27 April 2006
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The directors are responsible for the corporate governance of the Group. They
support the principles of good corporate governance and code of best practice laid
down by the Revised Combined Code adopted by the Financial Services
Authority following the Higgs and Smith reviews.

Throughout the year ended 31 December 2005 the Board believes it has complied
with the principles and provisions recommended by the Revised Combined Code.

The manner in which the Company has applied the principles of good governance
set out in the Revised Combined Code during 2005 is outlined below.

Directors

The Board comprises three Executive directors, five Non-executive directors and
the Chairman, whose biographies are set out on pages 18 to 19. All of the Non-
executive directors are considered to be independent under any of the relevant
codes and regulations.

The Chairman’s role under the Company’s arrangements is as a non-executive
and the current Chairman, Keith Hamill, is independent of the Company and the
management under most general definitions. The Chairman is responsible for the
conduct of the Board and its oversight of the Company’s affairs and strategy and
the administration of the Board. The Chief Executive, Terry Smith, is responsible
for the management of the business, the co-ordination of its activities and the
development of strategy. John Spencer has been nominated by the Board as
Senior Independent Non-executive director. The Senior Independent Non-
executive director has responsibility for dealing with any shareholders who have
concerns, which contact through the normal channels of Chairman, Chief
Executive or Group Finance Director has failed to resolve, or for which such
contact is inappropriate. The Board believes that these arrangements facilitate the
effective management of the business and provide a strong control environment.

The directors’ biographies demonstrate a range of experience and sufficient
calibre to bring independent judgement on issues of strategy, performance,
resources and standards of conduct which is vital to the success of the Group. The
Board is responsible to shareholders for the proper management of the Group. A
statement of the directors’ responsibilities in respect of the accounts is set out on
page 40 and a statement on going concern is set out below.

The Board has established Audit, Remuneration and Nominations Committees to
which it has delegated some of its responsibilities. Each of the Committees has
detailed terms of reference and a schedule of business to be transacted during the
year. The responsibilities of each of the Committees together with an overview of
their meetings during the year are described below.
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The Board and Committee attendance record of the directors who held office at
the end of the year is as follows:

Executive directors

Terry Smith 10/10
Stephen Jack 10/10
Louis Scotto 10/10

Non-executive directors

Keith Hamill 10/10 4/4 1/1
David Clark 10/10 4/5 1/1
Michael Fallon 10/10 4/5 3/3 1/1
Richard Kilsby 6/6 3/3

Bernard Leaver 9/10 2/3 1/1
John Spencer 9/10 4/5 3/3 1/1

*excludes meetings of committees of the Board appointed to complete business approved by the
Board or routine business.

In addition to the above the Chairman met twice with the Non-executive directors
without the Executive directors being present and the Senior Independent Non-
executive director met once with the other Non-executive directors without the
Chairman being present to evaluate the Chairman’s performance. Appropriate
feedback was provided following these meetings.

Board Administration

The Board has a schedule of eight meetings per annum to discuss the Group’s
ordinary course of business. Every effort is made to arrange these meetings so
that all directors can attend; additional meetings are arranged as required. During
the year additional meetings were required to deal with specific projects such as
the discussions regarding the possible offer for the Company.

The Board is provided with appropriate information on a timely basis to enable it
to discharge its duties. It has a formal schedule of matters reserved to it for
decision, including, inter alia, developing the future direction of the Group’s
business, agreeing policies and procedures, approving material transactions,
budgets and borrowings and monitoring the Group’s progress. All directors
receive written reports prior to each Board meeting which enable them to make
an informed decision on corporate and business issues under review. All Board
meetings are minuted and any unresolved concerns are recorded in such minutes.
Beneath the Board there is a structure of delegated authority which sets out the
authority levels allocated to the individual directors and senior management.
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The terms of the directors’ service agreements and letters of appointment are
summarised in the Report on Directors’ Remuneration. All directors are subject
to election by shareholders at the first annual general meeting of shareholders
after their appointment. Thereafter, all directors are required to retire by rotation
and one third of the Board will seek re-election at each future annual general
meeting. At the forthcoming AGM, in June, Richard Kilsby will be subject to
election as this will be the first AGM after his appointment. The Board considers
that Richard Kilsby’s extensive knowledge of the City and the financial sector
will be of value to the Board and accordingly proposes that he should be elected.
Keith Hamill, Terry Smith and Bernard Leaver will retire by rotation and, being
eligible, seek re-election.

Reviews of the performance of the Board, its Committees and individual
directors in respect of the previous financial year have been undertaken. In this
process, consideration was given to whether the Board or Committee fulfilled its
terms of reference satisfactorily, whether the terms of reference needed to be
revised, whether the administration operated effectively and whether individual
directors performed their roles effectively. The Non-executive directors are
responsible for assessing the effectiveness of the Chairman (in his absence). The
Chairman has confirmed that the performance of the Non-executive director
seeking re-election (Bernard Leaver) has been reviewed and that he continues to
make a valuable contribution to the Board and demonstrate commitment to his
role. Resolutions proposing his election are set out in the Notice of Annual
General Meeting at the back of this document.

In the event that any of the Executive directors wished to take up a non-executive
appointment with another company, the Board would be amenable to such a
proposal, provided that the time commitment involved would not be too onerous.

The terms and conditions of appointment of the Non-executive directors will be
available for inspection during normal business hours on any weekday (other than
public holidays) at the Company’s offices from the date the notice of Annual
General Meeting is posted until the conclusion of the Annual General Meeting.

All directors have access to the services of the Company Secretary and there are
procedures in place for taking independent professional advice at the Company’s
expense if required. The Company arranges insurance cover in respect of legal
action against the directors. The Company Secretary is responsible for ensuring
that the Board keeps up to date with key changes in legislation which affect the
Company.

Audit Committee

The Board requested Keith Hamill to continue to chair the Audit Committee until
a new Non-executive director was appointed who could be classified as a
“financial expert” for governance and regulatory purposes. On 5 December 2005
the Board appointed Richard Kilsby as chairman of the Audit Committee.
Following Richard’s appointment, Keith Hamill is no longer a member of the
Audit Committee but attends Committee meetings by invitation. The other
members of the Audit Committee are John Spencer, David Clark and Michael
Fallon, all of whom are independent Non-executive directors.
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The Company’s external auditors, the Chairman, the Executive directors and the
heads of Risk Control and Internal Audit may attend Committee meetings by
invitation. The Committee has a discussion with the external auditors at least
once a year without Executive directors being present, to ensure that there are no
unresolved issues of concern. The Audit Committee met five times during the
course of 2005.

Throughout 2005 the Committee’s terms of reference included monitoring the
integrity of the financial statements, reviewing the scope and findings of the
external audit, assessing the independence and objectivity of the external auditors
and making recommendations for the re-appointment or removal of the external
auditors, monitoring the internal audit function, reviewing the effectiveness of the
Company’s internal control procedures, and overseeing and assessing the risk
control system. These terms of reference were extended during the year to include
responsibility for reviewing arrangements by which staff may, in confidence,
raise concerns about improprieties.

During the year the Audit Committee reviewed the cost effectiveness, objectivity
and independence of the external auditors and the level of fees received in respect
of the various services provided by them in addition to the audit during 2005. The
auditors confirmed to the Audit Committee that they did not believe that the level
of non-audit fees had affected their independence. The Audit Committee
additionally considered the professional and regulatory guidance on auditor
independence and was satisfied with the auditors’ representations. The Audit
Committee’s policy is to use the most appropriate advisers for non-audit work,
taking account of the need to maintain independence. To this end, the Committee
concluded that the auditors would be best placed to provide work required in
connection with the discussions regarding the possible offer for the Company.
The Committee considered the detailed knowledge of the Company and the
sector would enable the auditors to complete the work on a more timely and cost
effective basis than another firm. The Audit Committee did not consider that the
level of fees associated with such a project would be of such significance to its
auditors that their objectivity or independence would be called into question.

The Audit Committee is responsible for reviewing the interim and preliminary
announcements of results and the statutory accounts prior to their approval by the
Board. When conducting the review, the Committee considers the continuing
appropriateness of the accounting policies, judgements made in the production of
the numbers and the adequacy and appropriateness of disclosures. The
Committee has been given regular updates on the Group’s progress with respect
to the introduction of International Financial Reporting Standards and the likely
impact on the financial statements.

The Committee has reviewed arrangements by which staff may, in confidence,
raise concerns about improprieties in matters of financial reporting or other
matters. In conducting the review, the Committee also took into account whether
the policies were in line with the recommendations set out in CP101 published by
the Financial Services Authority.

The Audit Committee received reports from the internal audit function during the
year and reviewed the schedule of work proposed by the internal audit
department, the resources available to carry out the schedule and key findings. A
system of reporting to follow up on all matters raised by both internal and
external audit was taken into account in assessing the effectiveness of the internal
audit function.
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The terms of reference of the Audit Committee will be available for inspection
during normal business hours on any weekday (other than public holidays) at the
Company’s offices from the date the notice of Annual General Meeting is posted
until the conclusion of the Annual General Meeting.

Remuneration Committee

The Remuneration Committee comprises Michael Fallon, who is the
Committee’s Chairman, Bernard Leaver, John Spencer, and since the year end,
Richard Kilsby, all of whom are independent Non-executive directors. The Board
has delegated the following responsibilities to the Remuneration Committee:
agreeing the remuneration of the Executive directors and the Chairman,
recommending and monitoring the structure of remuneration of senior
management and granting share options under the Company’s share option
schemes.

The terms of reference of the Remuneration Committee will be available for
inspection during normal business hours on any week day (other than public
holidays) at the Company’s offices from the date the notice of Annual General
Meeting is posted until the conclusion of the Annual General Meeting.

The Chief Executive and Chairman attend certain parts of meetings of the
Remuneration Committee by invitation. Further details of the Company’s policies
on remuneration, servic