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Close Brothers Group plc is a UK based financial
services group. It operates through three divisions,
Banking, Securities and Asset Management, and its
clients include small and medium sized companies,
individuals and financial institutions. Close Brothers
was established in 1878, is listed on the London
Stock Exchange and is a constituent of the

FTSE 250. The group employs over 2,500

people, principally in the UK.

Front cover: Close Brothers, 10 Crown Place head office in London (right)



Overview

Group Results

for the six months ended 31 January 2011

Financial Highlights

£65.4m

(2010: £62.0m)

Adjusted1 operating
profit from continuing
operations

£55.8m

010: £61.8m)

Operating profit before
tax from continuing
operations

£14.6m

0010: £46.1m)

Proflt attributable
to shareholders
from continuing
and discontinued
operations

34.1p

(2010: 32.1p)
Adjusted' earnings per
share from continuing
operations

27.4p

(2010: 31.9p)

Basic earnings per
share from continuing
operations

10.1p

©010: 32.2p)

Basic earnings per
share from continuing
and discontinued
operations

Close Brothers Group plc
Interim Report 2011

13.5p

2010 13.5p)

Ordinary dividend
per share

£739.0m

(2010 £735.4m)
Total equity

Stated before exceptional items, goodwill impairment and amortisation of intangible assets on acquisition.

All data within this report relates to the six month period to 31 January, unless otherwise indicated.
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Chairman’s and Chief Executive’s Statement

Strone Macpherson Chairman Preben Prebensen Chief Executive

The group delivered a good overall performance for
the first half of the financial year. The Banking division
had a strong performance and continued to grow

its specialised lending businesses. The Securities
division had another good result, driven by strong
activity levels at Winterflood. The Asset Management
division is in the process of implementing its strategy
and established good momentum in attracting Private
Client assets both directly and through acquisitions.
As expected, the division recorded a small loss in the
first half.

The group continues to focus on developing its three
key business areas: pursuing growth in Banking;
maintaining its position as a leading market-maker in
Securities; and transforming Asset Management to
create a leader in UK wealth and asset management.
The group recently announced the sale of its UK
offshore trust, fund administration, asset management
and banking business (‘UK offshore business”),
adding further focus to the group’s operations, and

IS evaluating alternatives with regards to its business
in the Cayman Islands.

Results and Dividend

Adjusted operating profit from continuing
operations increased 5% to £65.4 million
(2010: £62.0 million) driven by a strong
contribution from the Banking division.
Adjusted earnings per share from
continuing operations increased 6% to
34.1p (2010: 32.1p) whilst basic earnings
per share from continuing operations
decreased 14% to 27.4p (2010: 31.9p)
as a result of exceptional items and

an impairment of goodwill in Asset
Management.

The group recorded a £24.7 million
estimated loss on disposal of the UK
offshore business which resulted in
basic earnings per share from continuing
and discontinued operations of 10.1p
(2010: 32.2p).

The group has continued to improve the
quality and efficiency of its balance sheet
whilst remaining focused on maintaining
a sound liquidity position. Loans and
advances to customers (“the loan book”)
increased 9% to £3.2 billion (31 July
2010: £2.9 billion) whilst treasury assets
reduced 23% to £1.6 billion (31 July
2010: £2.0 billion). This reflects the
redeployment of funds from lower
yielding treasury assets into the loan
book and into high quality liquid assets.

The group remains strongly capitalised
and has flexibility to pursue growth
opportunities whilst remaining
comfortably above the new regulatory
minimum proposed under Basel 3. At
31 January 2011, the core tier 1 capital
ratio was 13.1% (31 July 2010: 13.9%)
and the total capital ratio was 14.9%
(31 July 2010: 15.8%).

The board has declared a maintained
interim dividend of 13.5p (2010: 13.5p)
per share.

Divisional Performance

The Banking division continued to build
on its leading position in specialised
finance in the UK whilst retaining its
disciplined approach to lending.

The division has developed its
infrastructure and sales capabilities
over the last twelve months, which

has allowed it to take advantage of a
favourable operating environment. This
has resulted in an increase in new



business volumes across the division,
particularly in asset finance within
Commercial. At the same time, the
division has enjoyed good customer
retention and high levels of repeat
business.

As a result the division achieved organic
loan book growth of 9% to £3,169.6
million (31 July 2010: £2,912.6 million) in
the six months. This additional lending
has been achieved at strong margins
with the overall net interest margin
improving to 10.0% (2010: 9.7%).
Impairment losses on loans and
advances also reduced slightly to 2.4%
(2010: 2.5%) and as a result, adjusted
operating profit increased 33% to
£48.6 million (2010: £36.5 million).

In the Securities division, Winterflood
continues to focus on maintaining its
leading market position in UK market-
making to retail brokers. It has also been
exploring opportunities to expand its
business and increase order flow from
the US and Europe and is investing in
technology and key personnel to
promote its expertise in outsourced
dealing and execution.

Winterflood had a good performance
during the first half with adjusted
operating profit of £25.0 million (2010:
£27.6 million). Winterflood has again
demonstrated consistency in its trading
performance with no loss days (2010:
two loss days) in the period. However,
adjusted operating profit reduced 9%
compared to a very strong prior year
period.

In the other Securities businesses,
Seydler has benefited from an increase
in German equity and debt capital
markets activity and improved its
adjusted operating profit to £4.9 million
(2010: £3.0 million). This was offset by
lower associate income from Mako,
which is currently being impacted

by low volumes and low volatility but
remains well positioned for a recovery
in its markets.

Overall, adjusted operating profit from
the Securities division reduced 9% to
£31.1 million (2010: £34.0 million).

The Asset Management division is
in the early stages of implementing its

strategy to become a leading provider
of UK wealth and asset management
and is making good progress on its
propositions for mass affluent to high
net worth private clients.

The division is also making good progress
on asset gathering both organically and
through acquisition. The Private Clients
business had net inflows of £172 million
in the six months to 31 January 2011
reflecting good sales to high net worth
clients. Additionally, since 31 July 2010,
the group has acquired over £1.1 billion
of advisory and execution only client
assets including Chartwell Group
Limited (“Chartwell”), with client assets
of £705 million, in September 2010 and,
post period end, Allenbridge Group plc,
a London-based execution only retail
broker with client assets of around
£440 million, in February 2011.

Overall, in the six months to 31 January
2011, Funds under Management (“FuM”)
increased 20% to £8,317 million (31 July
2010: £6,954 million) driven by the
Chartwell acquisition, net inflows and
positive market movements. This
excludes the UK offshore business,
classified as a discontinued operation
under IFRS 5, which had FuM of £457
million (31 July 2010: £474 million), but
includes the Property funds business
with £554 million FuM at 31 January
2011, the sale of which was announced
in October 2010 and completed post the
period end.

Adjusted operating income from
continuing operations increased 13%
to £34.8 million (2010: £30.8 million)
reflecting higher FUM and a stable
revenue margin. However, as a result
of its ongoing investment, the division
made a small loss in the first half of
£4.0 million (2010: profit of £2.2 million)
from continuing operations.

Board Changes

Geoffrey Howe was appointed as an
independent non-executive director of
Close Brothers Group plc with effect
from 4 January 2011. Geoffrey is
currently chairman of Nationwide
Building Society and of Jardine Lloyd
Thompson Group plc.
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Outlook

The group remains strongly capitalised
and is well positioned to support future
growth opportunities.

Given the Banking division’s loan book
growth in the first half, it expects a good
performance in the second half of the
year with a modest improvement in bad
debts for the financial year as a whole.

The Securities division remains well
positioned in its markets, and since
the half year end trading activity has
been resilient.

The Asset Management division
continues to invest in implementing

its strategy and as a result expects

a further small loss for the second half
of the financial year.

Overall, the group is confident that it will
deliver a satisfactory performance for
the 2011 financial year.
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Overview

Group Income Statement

First half First half
2011 2010 Change
£ million £ million %
Continuing operations’
Adjusted operating income 280.1 249.1 12
Adjusted operating expenses (177.5) (156.5) 13
Impairment losses on loans and advances (37.2) (30.6) 22
Adjusted operating profit 65.4 62.0 5
Exceptional items (4.5) -
Impairment losses on goodwill (4.5) -
Amortisation of intangible assets on acquisition (0.6) ©0.2)
Operating profit before tax 55.8 61.8 (10)
Tax (15.8) (15.9) 1)
Non-controlling interests (0.5) 0.2
Profit attributable to shareholders:
continuing operations 39.5 45.7 (14)
(Loss)/profit from discontinued operations (24.9) 0.4
Profit attributable to shareholders:
continuing and discontinued operations 14.6 46.1 (68)
Adjusted earnings per share: continuing operations®*  34.1p 32.1p 6
Basic earnings per share: continuing operations 27.4p 31.9p (14)
Basic earnings per share: continuing and
discontinued operations 10.1p 32.2p (69)
Ordinary dividend per share 13.5p 13.5p -

'Results from continuing operations for first half 2011 and first half 2010 exclude the trading result from the UK offshore
business, the sale of which was announced on 10 March 2011.

2Adjusted earnings per share: continuing operations excludes exceptional items, impairment losses on goodwill,
amortisation of intangible assets on acquisition, discontinued operations and the tax effect of such adjustments.

Close Brothers Group plc (“Close Brothers”) has
achieved a good performance in the first half of the
2011 financial year with an increase of 5% in adjusted
operating profit from continuing operations to £65.4
million (2010: £62.0 milion). The Banking division
continued to see good momentum with 9% growth in
loans and advances to customers (“the loan book”) in
the first hatf and a 33% increase in adjusted operating
profit. Securities also had a good performance
underpinned by a 7% increase in trading volumes at
Winterflood, although adjusted operating profit
reduced 9% compared to a very strong prior year
period. The Asset Management division is in the
process of implementing its growth strategy in wealth

and asset management and, as expected, investment

during the period resulted in a small loss.

Close Brothers Group plc
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Adjusted operating income from
continuing operations increased 12%,
or £31.0 million, to £280.1 million (2010:
£249.1 million) principally reflecting
strong income in the Banking division
from good growth in the loan book.

Adjusted operating expenses from
continuing operations increased 13%,
or £21.0 million, to £177.5 million (2010:
£156.5 million). In the Banking division,
costs increased £11.7 million reflecting
volume related growth and an increase
in headcount as the division added to its
sales capacity in the second half of the
2010 financial year. Costs in the Asset
Management division increased due

to £5 million of planned non-recurring
investment spend and an increase in
staff and infrastructure costs associated
with the transformation of the division.

Impairment losses on loans and
advances (“bad debts”) as a percentage
of the average loan book (“bad debt
ratio”) reduced to 2.4% (2010: 2.5%).
However, as a result of the 23% growth
in the average loan book over the
period, the charge for bad debts
increased £6.6 million to £37.2 million
(2010: £30.6 million).



The group reports adjusted operating
profit before exceptional items,
impairment losses on goodwill and
amortisation of intangible assets on
acquisition. During the period, the group
had an exceptional charge of £4.5 million
relating to an onerous lease provision
taken in conjunction with the sale of the
UK offshore trust, fund administration,
asset management and banking
business (“UK offshore business”).
Additionally, as part of the strategic
development process for the Asset
Management division, a review of the
division’s goodwill was carried out at

31 January 2011 for indications of
impairment in the last six months. As a
result, an impairment charge on goodwill
of £4.5 million has been recognised in the
period relating to the group’s Cayman
Islands business. The group also incurred
a charge for amortisation of intangible
assets on acquisition of £0.6 million
(2010: £0.2 million). There were no
exceptional items or impairment losses
on goodwill in the prior year period.

Operating profit before tax from continuing
operations, after these items, decreased
10% to £55.8 million (2010: £61.8 million).

The tax charge on continuing operations
for the first six months was £15.8 million
(2010: £15.9 million) which represents an

effective tax rate of 28% (2010: 26%),
broadly in line with the statutory tax rate.

Adjusted earnings per share from
continuing operations increased 6% to
34.1p (2010: 32.1p) and basic earnings
per share from continuing operations
decreased 14% to 27.4p (2010: 31.9p)
reflecting the impairment losses on
goodwill and exceptional items in the
Asset Management division.

On 10 March 2011, the group
announced the sale of the UK offshore
business for a cash consideration of
£29.1 million subject to adjustment by
reference to the net asset position of the
business at the time of completion. This
business has been classified as a
discontinued operation under IFRS 5
“Non-Current Assets Held for Sale and
Discontinued Operations” for the period.
The post tax loss from discontinued
operations was £24.9 million. This
includes an estimated loss on disposal
of £24.7 million, including an £11.2
million impairment of goodwill, and a
£0.2 million trading loss in the six
months to 31 January 2011. Additionally,
in conjunction with the disposal, the
group recorded a provision of £4.5
million for an onerous lease commitment
and this has been treated as an
exceptional item in the period.

Divisional Adjusted Operating Profit (Continuing Operations)

First half 2011 First half 2010 Change

£ million % £ million % %

Banking 48.6 64 36.5 50 33
Securities 31.1 4 34.0 47 ©)
Asset Management (4.0) (5) 2.2 3 -
Total divisions 75.7 100 72.7 100 4
Group (10.3) (10.7) 4)
Adjusted operating profit 65.4 62.0 5

Close Brothers Group plc
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As a result, profit attributable to
shareholders from continuing and
discontinued operations was £14.6
million (2010: £46.1 million), a 68%
reduction. Basic earnings per share from
continuing and discontinued operations
reduced 69% to 10.1p (2010: 32.2p).

The board has declared a maintained
interim dividend of 13.5p (2010: 13.5p)
per share. The dividend will be paid on
20 April 2011 to shareholders on the
register at 25 March 2011.

Divisional Performance

The group’s good performance in the
first half reflects a significant contribution
from the Banking division with adjusted
operating profit up 33% to £48.6 million
(2010: £36.5 million) due to good loan
book growth. As a result, the division’s
contribution to adjusted operating profit
before group net expenses from
continuing operations increased to 64%
(2010: 50%).

In the Securities division, Winterflood had
a good performance benefiting from
strong retail activity. Close Brothers
Seydler Bank (“Seydler”) also performed
well although this was offset by a lower
contribution from Mako. Overall, the
division contributed £31.1 million (2010:
£34.0 million), or 41% (2010: 47%) to
group adjusted operating profit before
group net expenses from continuing
operations.

The Asset Management division is in the
process of implementing its wealth and
asset management strategy and made a
small loss of £4.0 million (2010: profit of
£2.2 million) from continuing operations
as expected, reflecting investment
during the period.

Group net expenses were slightly lower
at £10.3 million (2010: £10.7 million).
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Overview continued

Balance Sheet

In accordance with IFRS 5, the
operations of the UK offshore business
have been treated as held for sale

at 31 January 2011 and separately
disclosed on the balance sheet. This
has resulted in a total of £190.3 million
of assets and £562.4 million of liabilities
held for sale at 31 January 2011 with the
difference principally reflecting those
funds which were on deposit with the
Banking division at the balance sheet
date. In accordance with IFRS 5, the
prior period has not been restated.

The group has maintained a strong
balance sheet position whilst enhancing
its efficiency. During the period, total
assets increased 4% to £6,488.1 million
(31 July 2010: £6,259.6 million) mainly
through organic growth in the loan book
of 9% to £3,169.6 million (31 July 2010:
£2,912.6 million). The loan book is
predominantly secured, originated on
conservative loan to value ratios and
short term, with an average maturity of
twelve months (31 July 2010: twelve
months).

Cash and loans and advances to banks
increased £254.8 million to £866.0 million
(81 July 2010: £611.2 million) primarily
driven by an increase of £219.3 million in
cash on deposit at the Bank of England
to £671.9 million (31 July 2010: £452.6
million).

Non trading debt securities, which
includes the group’s certificates of deposit
(“CDs"), gilts and government guaranteed
debt and floating rate notes (“FRNS”),
reduced £678.3 million to £903.8 million
(31 July 2010: £1,582.1 million) as £388.3
million of CDs matured and £171.2 million
of FRNs were sold or matured. A further
£151.2 million of non trading debt
securities held in the UK offshore business
were reclassified as held for sale at the
balance sheet date. To improve the
efficiency of the balance sheet, the group
has redeployed the cash from the sales
and maturities of these assets to fund
loan book growth and to increase the
group’s holding of high quality liquid
assets, notably deposits with the Bank

of England.

Group Balance Sheet

Close Brothers Group plc
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31 January 31 July
2011 2010
£ million £ million
Assets
Cash and loans and advances to banks 866.0 611.2
Settlement balances, long trading positions and
loans to money brokers! 915.6 713.3
Loans and advances to customers 3,169.6 2,912.6
Non trading debt securities 903.8 1,582.1
Intangible assets 1111 107.5
Other assets 331.7 332.9
Assets held for sale 190.3 -
Total assets 6,488.1 6,259.6
Liabilities
Settlement balances, short trading positions and
loans from money brokers 814.3 597.8
Deposits by banks 24.3 481
Deposits by customers 2,657.4 3,1155
Borrowings 1,471.4 1,472.0
Other liabilities 219.3 271.8
Liabilities held for sale 562.4 -
Total liabilities 5,749.1 5,505.2
Equity 739.0 754.4
Total liabilities and equity 6,488.1 6,259.6

‘Includes £50.3 million (31 July 2010: £54.1 million) long trading positions in debt securities.

At 31 January 2011, the group had £444.1
million (31 July 2010: £615.4 million) of
FRNs classified as available for sale.
These had a negative mark to market
adjustment to equity of £2.9 million
during the period, net of tax, resulting in
an aggregate negative mark to market
adjustment on FRNs at 31 January 2011
of £15.6 million (31 July 2010: £12.7
million), net of tax.

Settlement balances, long and short
trading positions and loans to and from
money brokers relate to the group’s
market-making activities in the Securities
division. The net balance was stable at
£101.3 million 31 July 2010: £115.5
million). On the asset side these increased
to £915.6 milion (31 July 2010: £713.3
million) and on the liability side these
increased to £814.3 million (31 July 2010:
£597.8 million) largely due to higher
settlement balances, principally reflecting
higher market levels at the balance

sheet date.

Intangible assets increased to £111.1 million
(31 July 2010: £107.5 million) and
principally reflects an increase in
goodwill and intangibles as a result of
the acquisition of Chartwell Group
Limited (“Chartwell”) partly offset by
impairment losses on goodwill in Asset
Management.

Deposits by customers, which include
deposits from both retail and corporate
clients, decreased 15%, or £458.1 million,
to £2,657.4 million (31 July 2010: £3,115.5
million). The reduction in the period
reflects the classification of £549.3 million
customer deposits in the UK offshore
business as held for sale. Excluding this,
customer deposits increased by £91.2
million. Deposits by banks reduced to
£24.3 million (31 July 2010: £48.1 million).
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31 January 31 July
2011 2010 Change
£ million £ million £ million
Drawn and undrawn facilities' 1,4254 1,487.5 ©2.1)
Group bond 198.0 197.8 0.2
Deposits by customers? 2,656.1 3,114.3 (458.2)
Equity 739.0 754.4 (15.4)

Total available funding

50185 55540 (535.5)

Includes £165.9 million (31 July 2010: £227.0 million) of undrawn facilities and excludes £13.9 million (31 July 2010: £13.7

million) of non-facility overdrafts included in borrowings.

2Deposits by customers at 31 January 2011 exclude £549.3 million (31 July 2010: £nil) of deposits relating to the UK
offshore business classified as held for sale, and £1.3 million (31 July 2010: £1.2 million) of deposits held within the

Securities division.

Group Funding Maturity Profile

Less than Oneto Greater than
one year two years two years Total
£ million £ million £ million £ million
Drawn and undrawn facilities' 5171 411.4 496.9 1,4254
Group bond - - 198.0 198.0
Deposits by customers? 2,263.7 346.3 46.1  2,656.1
Equity - - 7390 7390

Total available funding at
31 January 2011

2,780.8 757.7 1,480.0 5,018.5

Total available funding at 31 July 2010

3,996.4 4314 1,126.2 5,554.0

Drawn facilities exclude £13.9 million (31 July 2010: £13.7 million) of non-facility overdrafts included in borrowings.
?Deposits by customers at 31 January 2011 exclude £549.3 million (31 July 2010: £nil) of deposits relating to the UK
offshore business classified as held for sale, and £1.3 million (31 July 2010: £1.2 million) of deposits held within the

Securities division.

Borrowings include the group’s loans and
overdrafts from banks, debt securities in
issue, non-recourse borrowings and
subordinated loan capital. Overall total
borrowings were broadly unchanged at
£1,471.4 million (81 July 2010: £1,472.0
million) as loans from banks that matured
during the period were replaced with
additional borrowings and a non-
recourse securitisation.

Total equity decreased £15.4 million

to £739.0 million (31 July 2010: £754.4
million) principally due to profit
attributable to shareholders for the
period of £14.6 million, including a loss
from discontinued operations of £24.9
million, less a dividend payment in the
period of £36.4 million.

During the period to 31 January 2011,
the group released shares due to the
exercise of options and share awards.
As a result, the shares held in treasury
reduced to 4.5 million (31 July 2010:
4.8 million).

Funding and Liquidity

The group has retained its strong and
diversified funding position with good
levels of liquidity. Total available funding
at 31 January 2011 was £5.0 billion

(31 July 2010: £5.6 billion) corresponding
to 1.6 times (31 July 2010: 1.9 times) the
loan book of £3.2 billion at 31 January
2011 (81 July 2010: £2.9 billion). This
excludes £0.5 billion of UK offshore
deposits classified as held for sale.

The group’s approach to funding is

to maintain a diverse mix of funding
sources and a prudent maturity profile
whilst considering cost efficiency. This
approach gives the group sufficient
flexibility to meet existing funding
requirements and support future growth.

Total drawn and undrawn facilities were
broadly unchanged at £1.4 billion (31 July
2010: £1.5 billion). During the period,

the group has further diversified its
wholesale funding sources by raising

an additional £1.0 billion of long-term
funding including a securitisation, a
syndication and a repurchase
agreement, which replaced short-term
funding maturing in the period.
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The group has a resilient customer
deposit base of £2.7 billion (31 July
2010: £3.1 billion) including term retail
and shorter term corporate deposits.
This includes £0.4 billion (31 July 2010:
£0.2 billion) of deposits with a maturity
over one year at the balance sheet date.
Post the period end, the group has
announced the acquisition of the retail
structured deposit book of Dunbar Bank
plc. On completion, which is expected
by the end of the current financial year
subject to court approval, Close
Brothers will assume approximately
£0.3 billion of deposits with an average
maturity of 19 months.

At 31 January 2011, the group had

£2.2 billion (31 July 2010: £1.6 billion) of
available funding with a residual maturity
over one year (“term funding”) which
includes drawn and undrawn facilities,
the group bond, customer deposits

and equity. This corresponds to 45%

Close Brothers Group plc
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Treasury Assets
31 January 31 July

2011 2010 Change
£ million £ million £ million
Gilts and government guaranteed debt 280.6 285.6 (6.0
Bank of England deposits' 671.9 452.6 219.3
Certificates of deposit 177.0 672.1 (495.1)
Liquid assets 1,129.5 1,410.3 (280.8)
Floating rate notes 446.2 624.4 (178.2)
Treasury assets? 1,575.7 2,034.7 (459.0)

"Excludes £0.1 million (31 July 2010: £0.1 million) deposits with central banks held by the Securities division.
2Excludes £151.2 million (31 July 2010: £nil) treasury assets relating to the UK offshore business classified as held for sale.

(31 July 2010: 28%) of total funding and
had a weighted average maturity,
excluding equity, of 34 months (31 July
2010: 48 months). This term funding
covers 71% (31 July 2010: 53%) of the
group’s £3.2 billion (31 July 2010: £2.9
billion) loan book, which has an average
maturity of twelve months.

The strategic focus of the group’s
treasury activities is on funding the loan
ook and holding an appropriate level
and mix of liquid assets. The group
maintains a strong liquidity position and
believes it is well positioned for the FSA's
recently introduced new liquidity
framework (Individual Liquidity Adequacy
Standards).

Over the last two years, the group has
enhanced the quality of its treasury
assets and in the period the group has
further increased its holding of high
quality liquid assets by increasing its

deposits at the Bank of England to
£671.9 million (31 July 2010: £452.6
million).

At the same time the group has
continued to improve balance sheet
efficiency by managing down its
portfolio of less liquid FRNs to £446.2
million (31 July 2010: £624.4 million).
The cash that was funding these lower
yielding assets, and that received from
CDs that matured in the period, has
been primarily redeployed into the loan
book and as a result, total treasury
assets decreased to £1,575.7 million
(31 July 2010: £2,034.7 million).

The credit ratings for Close Brothers
Group plc, issued by Fitch Ratings
(“Fitch”) and Moody’s Investors Services
(“Moody’s”), have remained at A/F1 and
A3/P2 respectively. Close Brothers
Limited (“CBL”), the group’s regulated
banking subsidiary, has credit ratings of



A/F1 by Fitch and A2/P1 by Moody’s.
During the period to 31 January 2011
Fitch upgraded both Close Brothers
Group plc and CBL outlooks to stable
whilst Moody’s remained unchanged
with negative outlooks.

Capital

The group has maintained a strong capital
position with a core tier 1 capital ratio of
13.1% (31 July 2010: 13.9%) and total
capital ratio of 14.9% 31 July 2010:
15.8%). These strong capital ratios have
allowed the group to support both growth
in the loan book as well as an acquisition
in the Asset Management division.

Core tier 1 capital has reduced to £587.2
million (31 July 2010: £603.3 million)
principally reflecting a £15.4 million
decrease in equity as a result of the

loss on discontinued operations. Risk
weighted assets increased by £158.4

Group Capital Position
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31 January 31 July

2011 2010

£ million £ million

Core tier 1 capital 587.2 603.3

Total regulatory capital 669.2 683.8

Risk weighted assets 4,4971 4,338.7

Core tier 1 capital ratio 13.1% 13.9%

Total capital ratio 14.9% 15.8%
Group Key Financial Ratios

First half First half

2011 2010

Operating margin' 23% 24%

Expense/income ratio? 64% 64%

Compensation ratio® 40% 41%

Return on opening equity* 13% 13%

'Adjusted operating profit on adjusted operating income.

?Adjusted operating expenses on adjusted operating income.

“Total staff costs excluding exceptional items on adjusted operating income.
“Adjusted operating profit after tax and non-controlling interests on opening total equity.

Note: All KFRs exclude associate income, exceptional items, impairment losses on goodwill and amortisation of intangible

assets on acquisition, and are in respect of continuing operations.

million, or 4%, to £4,497.1 million (31 July
2010: £4,338.7 million), primarily reflecting
growth in the loan book during the
period. This includes £68 million of risk
weighted assets attributable to assets
held for sale at the balance sheet date.

Based on information available to date,
the group does not expect to be
materially impacted by proposed
changes under the new Basel 3 regime.
Close Brothers’ capital ratios are already
comfortably above the new regulatory
minimum proposed under Basel 3.

In addition, the group does not have
complex trading book exposures and
therefore does not expect a significant
impact under the new counterparty
credit risk rules. The group will continue
to monitor any future changes to
requirements set by the European
Commission and the FSA.

The group has maintained a conservative

capital position and prudent approach
to capital management. This gives it

flexibility to pursue growth opportunities,

which may result in capital ratios

moderating somewhat over the coming

periods, whilst remaining comfortably

above the minimum regulatory

requirements.

Key Financial Ratios

The group’s key financial ratios (“KFRs”),

which it uses to monitor performance,

have remained consistent with the prior

year period. The group’s expense/
income ratio remained unchanged

at 64% (2010: 64%) whilst the

compensation ratio reduced slightly to

40% (2010: 41%). The operating margin
also reduced slightly to 23% (2010: 24%)

whilst return on opening equity was
unchanged at 13% (2010: 13%).

09
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Business Review

Banking

e Adjusted operating
profit up 33% to
£48.6 million

e 9% loan book
growth to
£3.2 billion since
31 July 2010

e 24% increase in
adjusted operating
income to
£158.7 million

¢ Return on equity
of 20%

Close Brothers Group plc
Interim Report 2011

Key Figures
First half First half
2011 2010 Change
£ million £ million %
Adjusted operating income 158.7 128.3 24
Net interest and fees on loan book | 1514 119.4 27 |
Retail 63.2 50.4 25
Commercial 67.1 51.9 29
Property 21.1 171 23
Treasury and other non-lending income | 7.3 8.9 (19) |
Adjusted operating expenses (72.9) 61.2) 19
Impairment losses on loans and advances (37.2) (30.6) 22
Adjusted operating profit 48.6 36.5 33
Net interest margin' 10.0% 9.7%
Bad debt ratio? 2.4% 2.5%
Closing loan book 3,169.6 2,577.7 23

"Net interest and fees on average net loans and advances to customers.
2Impairment losses on average net loans and advances to customers.

The strong performance in the Banking
division has continued in the six months
to 31 January 2011. The division has
benefited from good new business
levels driven by investment in sales
teams and the development of its
distinctive business model in a
favourable operating environment.

Adjusted operating income increased
24% to £158.7 million (2010: £128.3
million). Growth of 27% in net interest
and fees on loan book to £151.4 million
(2010: £119.4 million) was driven by a
23% year on year increase in the
average loan book to £3,041.1 million
(2010: £2,471.3 million) and a strong net
interest margin of 10.0% (2010: 9.7%)).
Treasury and other non-lending income
declined 18% to £7.3 million (2010: £8.9
million) due to a reduced holding of
treasury assets.

Adjusted operating expenses increased
19% to £72.9 million (2010: £61.2 million)
reflecting volume related growth and an
increase in staff which were recruited

largely in the second half of the last
financial year. The division is continuing
to build its infrastructure in order to
increase the capacity of its lending
operations whilst retaining the distinctive,
localised business model which delivers
strong net interest margins. The expense/
income ratio reduced to 46% (2010: 48%),
despite an increase in headcount across
the division over the last year of 13%, or
180 people.

The bad debt ratio has reduced slightly
t0 2.4% (2010: 2.5%) notwithstanding
the impact of a bad debt in the legacy
Property portfolio in the first quarter of
the financial year. Commercial saw
modest improvements whilst Retail has
remained at low levels. The charge for
impairment losses on loans and advances
increased £6.6 million to £37.2 million
(2010: £30.6 million) as a result of 23%
loan book growth over the prior year
period. For the 2011 financial year as a
whole, the bad debt ratio is expected to
be slightly down on the 2.4% reported in
the 2010 financial year.



Loan Book Analysis

31 January 31 July

2011 2010 Change

£ million £ million %

Retail 1,3482 1,201.9 12
Premium finance 611.3 553.6 10
Motor finance 736.9 648.3 14
Commercial 1,2504 1,162.9 8
Invoice finance 270.1 262.1 3
Asset finance 980.3 900.8 9
Property 571.0 547.8 4
Closing loan book 3,169.6 2,912.6 9

In the six months to 31 January 2011,
the loan book increased 9%, or

£257.0 million, to £3,169.6 million

(31 July 2010: £2,912.6 million) driven by
organic growth across all the lending
businesses.

In Retail, the loan book increased 12%
to £1,348.2 million (31 July 2010:
£1,201.9 million). Expansion of the
branch network and sales teams in
motor finance, in the second half of the
last financial year, resulted in an increase
in the number of intermediating dealers
to over 6,000 (81 July 2010: 5,800) and
14% loan book growth. The premium
finance loan book increased 10% as it
continued to benefit from good new
business levels, particularly in personal
lines. Income increased 25% to £63.2
million (2010: £50.4 million) reflecting a
25% increase in the average loan book
over the last twelve months.

Banking Key Financial Ratios

.

The Commercial loan book increased
£87.5 million, or 8%, to £1,250.4 million
(31 July 2010: £1,162.9 million). Good
demand led to an increase in the
average loan book of 26% over the
prior year period and strong margins,
resulting in a 29% increase in income to
£67.1 million (2010: £51.9 million). In the
six month period, asset finance
increased its loan book by 9% following
investment in its sales capacity,
benefiting from a favourable operating
environment. Despite the ongoing
impact of the economic environment
on its small and medium enterprise
borrowers, invoice finance increased

its loan book by 3%.

The Property loan book increased 4%
to £5671.0 million (31 July 2010: £547.8
million) driven by shorter term bridging
loans. The benign competitive
environment has enabled the business

First half First half

2011 2010

Operating margin 31% 28%
Expense/income ratio 46% 48%
Compensation ratio 27% 27%
Return on opening equity 20% 18%
Return on net loan book! 3.2% 3.0%

Banking division adjusted operating profit before tax on average net loans and advances to customers.

Note: All KFRs exclude associate income, exceptional items, impairment losses on goodwill and amortisation of intangible

assets on acquisition.

Close Brothers Group plc
Interim Report 2011

1

to continue to lend selectively and
improve the quality of its loan book
whilst maintaining its disciplined lending
criteria. Income increased 23% to £21.1
million (2010: £17.1 million) as the
average loan book increased 14% over
the year.

The division’s operating margin improved
to 31% (2010: 28%) principally reflecting
the strong growth in income. Improved
profitability also led to an increase in
return on opening equity to 20% (2010:
18%), in line with the ten year average,
and the return on net loan book has
improved to 3.2% (2010: 3.0%).
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Business Review

Securities

e Adjusted operating
profit down 9%
from very strong
prior year period

¢ \Winterflood
average bargains
per trading day
up 7% to over
48,000

e Seydler adjusted
operating profit
improved to
£4.9 million

e Associate income
from Mako
reduced to
£1.2 million

Close Brothers Group plc
Interim Report 2011

Key Figures
First half First half
2011 2010 Change
£ million £ million %
Adjusted operating income 86.7 89.6 3)
Adjusted operating expenses (55.6) (55.6) -
Adjusted operating profit [ 3141 34.0 Q|
Winterflood 25.0 27.6 ©)
Seydler 4.9 3.0 63
Mako (associate income after tax) 1.2 3.4 (65)

The Securities division had a good
overall performance, although adjusted
operating income decreased 3% to
£86.7 million (2010: £89.6 million)
compared to a very strong prior year
period. Winterflood had a good
performance reflecting strong retail
activity, whilst an improved performance
from Seydler was offset by a lower
contribution from Mako. Total adjusted
operating profit for the division
decreased 9% to £31.1 million (2010:
£34.0 million) and as a result return on
opening equity reduced marginally to
45% (2010: 46%). The operating margin
and expense/income ratio remained
unchanged at 35% (2010: 35%) and
65% (2010: 65%) respectively. The
compensation ratio reduced 2% to
44% (2010: 46%).

Winterflood adjusted operating income
was £69.1 million (2010: £73.0 million), a
5% decrease on a very strong prior year
period. Retail investor activity was

strong, particularly in the second quarter
of the financial year, with good flows in
AIM listed stocks. Overall, average
bargains per trading day increased 7%
to 48,401 (2010: 45,262), the highest in
any financial half year period to date.
The total number of bargains traded

in the period was 6.1 million (2010: 5.7
million), up 7%, although income per
bargain decreased 12% to £11.24 (2010:
£12.80) against the very strong prior
year period.

Winterflood continued to demonstrate
consistent trading performance with no
loss days (2010: two loss days) out of a
total 127 (2010: 126) trading days.

Adjusted operating expenses decreased
3% to £44.1 million (2010: £45.4 million)
reflecting lower variable costs as
adjusted operating income reduced.

As a result, adjusted operating profit
decreased 9% to £25.0 million (2010:
£27.6 million).



Seydler performed well as the business’s
strong corporate relationships enabled it
1o take advantage of good levels of
activity in the German mid-cap capital
markets. Adjusted operating profit
increased 63% to £4.9 million (2010