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Quayle Munro Holdings PLC is an independent

investment banking group listed on AIM. In corporate

finance its specialisms include Private Finance Initiative

(PFI) advice for both the public and private sectors plus

a specialist debt advisory business covering a broad

spectrum of liability management issues for 

companies and public bodies.

The PFI Infrastructure Company plc, managed 

by Quayle Munro, invests in the equity of PFI/PPP 

single purpose companies.

Quayle Munro invests on its own account and 

has the capacity to invest in transactions where 

it is financial adviser.

Through the combination of advisory work and

investment the Group aims to generate continuing growth

in its assets, together with real dividend growth reflecting

the results of fee earning activities.
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Ian Q. Jones
(Chairman) is the co-founder of
Quayle Munro Limited and has
been Chairman since 1999. He
retired as Chief Executive in August
2002. He is a Director of Morris
Group Limited and Submersible
Television Surveys Limited.

Jo C. Elliot
(Chief Executive) was appointed a
Director in 1996 having been an
Executive Director of Quayle
Munro Limited since 1988. He
became Chief Executive in August
2002. He is a Director of Edinburgh
High Income Trust plc, J W
Galloway Limited and 15 PFI
project companies. He is also a
Governor of Edinburgh College of
Art.

Anthony A.T. Ostrowski
(Finance Director) was appointed a
Director in 1996. He has been a
Director of Quayle Munro Limited
since 1993 and is also the Company
Secretary.

Alan C. Ritchie
(Executive Director) qualified as a
Chartered Accountant with Ernst &
Young and joined Quayle Munro
Limited as an Assistant Director in
1996. He was appointed a Director
in 1999.

Moray D.Watt
(Executive Director) qualified as a
Chartered Accountant with Ernst &
Young and joined Quayle Munro
Limited as an Assistant Director in
1999 after experience in the NHS.
He was appointed a Director in
2001.

Miriam V. Greenwood OBE DL
(Executive Director) joined Quayle
Munro Limited, and was appointed
a Director, in November 2003 from
British Linen Advisers, of which she

was a founder Director and where
she built up the debt advisory and
corporate finance businesses. She
previously worked for S G Warburg,
Hill Samuel and Morgan
Grenfell/Deutsche Bank. She is a
non-executive Director of Gartmore
Global Trust plc and of the Gas and
Electricity Markets Association
(Ofgem). She also sits on the Court
of the Governors of Napier
University.

Stephen C. Bell
(Executive Director) is a Chartered
Civil Engineer. He joined Quayle
Munro Limited in 2001 after
experience as Project Director for
First Group plc, having previously
worked for the Scottish Office. He
was appointed a Director in 
January 2004.

Andrew G. B.Watson
(Executive Director) joined Quayle
Munro, and was appointed a
Director, in February 2004 from
British Linen Advisers, where he
helped found and develop its debt
advisory business. He has
previously worked for Hill Samuel,
Potter Warburg and Deutsche Bank.

Donald G. Sutherland
(Non-Executive Director) was
appointed a Director in 1995 and
was Chairman between 1996 and
1999. He is the Senior Independent
Director. His directorships include
Murray Global Return Trust PLC.

Ian T. McLean
(Non-Executive Director) was
appointed a Director in March
2002. He is now with Durlacher
Limited, having formerly been an
investment manager at Kempen
Capital Management and before
that a Director of Sutherlands
Limited and Charterhouse Securities
Limited.
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Andrew D. Bruce

(Assistant Director) joined Quayle

Munro Limited in August 2001.

Jan K. Love

(Assistant Director) joined Quayle

Munro Limited in April 2002.

Toby T.Tucker

(Corporate Finance Executive)

joined Quayle Munro Limited

in June 2003.

Andrew Coull

(Assistant Director) joined Quayle

Munro Limited in February 2004.

Andrew P. L.Walls

(Financial Controller) joined Quayle

Munro Limited in July 2004.

Paul Mason

(Corporate Finance Executive)

joined Quayle Munro Limited in

August 2004.

BOARD AUDIT COMMITTEE

D. G. Sutherland (Chairman)

I.T. McLean

BOARD REMUNERATION COMMITTEE

D. G. Sutherland (Chairman)

I.T. McLean

LEFT TO RIGHT

A C RITCHIE (Executive Director)

J K LOVE (Assistant Director)

A A T OSTROWSKI (Finance Director)

A COULL (Assistant Director)

S C BELL (Executive Director)

J C ELLIOT (Chief Executive)

I T MCLEAN (Non-Executive Director)

I Q JONES (Chairman)

A D BRUCE (Assistant Director)

D G SUTHERLAND (Non-Executive Director)

A P L WALLS (Financial Controller)

M V GREENWOOD (Executive Director)

T T TUCKER (Corporate Finance Executive)

M D WATT (Executive Director)

P MASON (Corporate Finance Executive)

A G B WATSON (Executive Director)
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C H A I R M A N ’ S

S T A T E M E N T

(CONTINUED)

ance and professional activity have

started the year satisfactorily.

In the twelve months just passed we

have made special distributions

totalling £1 per share and these bring

our total special distributions over the

last three years to £1.75 per share

involving special payments to

shareholders of £6.2 million. This is

in excess of our entire net worth on

flotation in 1993. It remains our

policy to make special distributions if

and when appropriate and also to

continue to increase our revenue

dividend in line with growth in net

income.

We are now a somewhat larger

business than we were a few years

ago, and our net assets are continuing

to grow through good investment

performance. We feel confident that

the future should see continuing

growth in terms of net assets and

professional revenue.

I. Q. JONES

Chairman

16th September 2004
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£47 million

Placing of ordinary shares by

for equity investment in PFI projects

Investment Manager

Q U A Y L E   M U N R O
L I M I T E D

Dealings on AIM commenced on 6 July 2004

£20 million

acquisition of PFI investments from

£28 million Eurobond Issue

Lead Manager

Q U A Y L E   M U N R O
L I M I T E D

Q U A Y L E   M U N R O
H O L D I N G S  P L C

 

The

Infrastructure
Company plc

Infrastructure
Finance Ltd

Infrastructure
Finance Ltd
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. C H I E F

E X E C U T I V E ’ S

R E P O R T

WE HAVE HAD A BUSY YEAR working

for a lengthening list of clients on a

broadening range of activities. This

enabled us to earn corporate finance

fee income for the year of

£1,864,000 compared to

£1,073,000 the previous year, an

increase of 74 per cent. On the

private sector side advice to PFI

project companies remained our

biggest single activity but we also

expanded our work for other private

sector clients, besides advising the

public sector on a range of PFI and

non PFI issues and expanding our

work for universities and colleges.

We also made two major steps

forward which strengthened our

advisory and PFI businesses

respectively.

Towards the end of 2003 we

recruited a specialist debt advisory

team led by Miriam Greenwood

advising companies on all aspects of

debt financing including raising,

structuring and restructuring debt.

They also have a strong track record

in advising universities, and a

presence in PFI. The addition of the

debt advisory team has reinforced

three aspects of our business. Firstly,

it strengthens our private sector

corporate finance business by

bringing a distinctive debt advisory

capability, concentrating on all aspects

of liability management. Secondly, it

brings a substantial presence in

advisory work for universities.

Thirdly, it has strengthened our PFI

business directly through the team’s

PFI experience and client base and

indirectly through its expertise in

project finance.

During the part of the financial year

it has been with us, the debt advisory

business has made a useful

contribution to operating profit. The

biggest and most complex debt

advisory transaction during the year

was for a listed company, Dawson

International PLC and concerned the

issue of subordinated convertible loan

stock.
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C H I E F

E X E C U T I V E ’ S

R E P O R T

(CONTINUED)

The other major step forward during

the year has been a significant

expansion in our specialist fund

management activity. In 2001, with

the support of Bank of Scotland, we

established The Quayle Munro PFI

Fund as a specialist investor in the

equity of primary (new) PFI projects

with a total capital commitment by

the partners of £10 million. This

fund was subsequently enlarged to

£15 million and its mandate

extended to cover, in addition,

secondary PFI investments -

acquisitions of equity from the

original consortium members,

usually once construction is complete

and the facilities commissioned. By

the end of 2003 the fund was

becoming fully committed and it

became a key objective to raise

capital for a successor fund. This has

been fulfilled with the establishment

of The PFI Infrastructure Company

plc (PFI Co).

PFI Co is a specialist investor in

equity of PFI projects, with Quayle

Munro as Manager. It raised £47

million of equity in an institutional

placing and was listed as an

investment company on AIM at the

beginning of July 2004. PFI Co

represents the first "pure play" PFI

investment vehicle in the form of a

listed company, by contrast to the

limited partnerships which have

hitherto been the only vehicles

available for such investment. Just

after the year end PFI Co acquired

the existing Quayle Munro PFI

Fund, plus some directly held PFI

investments, from Quayle Munro and

a Bank of Scotland subsidiary, for an

aggregate price of £20.4 million in

cash. After this investment and initial

expenses, PFI Co has approximately

£23 million to invest.

The establishment of PFI Co

substantially increases our investment

capability in the PFI equity market

while lifting our specialist investment

management activity onto a new

plane. Like its predecessor, The

Quayle Munro PFI Fund, PFI Co

will make both primary and

secondary PFI investments.

The establishment of PFI Co

strengthens the key feature of Quayle

Munro’s business model for PFI,

which is to offer PFI project

promoters a combination of advice

and/or money. During the year we

reached financial close on the Forfar

and Kirriemuir Community

Resource Centre, where we advised

the special purpose project company

and facilitated an investment by The

Quayle Munro PFI Fund.Acting in a

purely advisory capacity, we reached

financial close on St George’s

Hospital, Morpeth and the Newcastle

and North Tyneside LIFT scheme,

both with the Robertson Group.

Through the PFI fund we invested in

health schemes in Lochgilphead and

Salisbury which are now under

construction. We remain convinced

that this dual capacity adds value for

both PFI Co and for our consortium

partners in PFI special purpose

companies (SPCs), through

structuring primary investments for

the benefit of all the shareholders.
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C H I E F

E X E C U T I V E ’ S

R E P O R T

(CONTINUED)

Management of PFI SPC’s is a

growing activity. We now provide

financial control functions for 8

companies in our portfolio of SPC’s

plus the services of a non executive

Director for all 15 of these

companies. SPC management remits

and non-executive directorships for

SPCs and other companies, together

with the fees from PFI fund

management, represent a useful

stream of committed income which

should increase substantially in the

current year as we take on the

management of PFI Co.

We continue to be active in advising

public sector clients. We are reaching

the final stages with NHS Ayrshire &

Arran on the procurement of the

new maternity unit at Crosshouse

Hospital under the PFI, and are mid-

way through a remit with the

Forestry Commission on a Public

Private Partnership (PPP) for their

Forest Holidays business.

AN ARTIST’S IMPRESSION OF THE MAIN ENTRANCE AREA TO ST GEORGES’ PARK,
A NEW MENTAL HEALTH FACILITY CURRENTLY UNDER CONSTRUCTION IN

MORPETH, NORTHUMBERLAND. QUAYLE MUNRO WERE FINANCIAL

ADVISERS TO THE CONSORTIUM.

CONSTRUCTION UNDER WAY ON THE LOCHGILPHEAD HOSPITAL FOR ARGYLL

AND CLYDE HEALTH BOARD.THE QUAYLE MUNRO PFI FUND INVESTED

AT FINANCIAL CLOSE OF THE PROJECT.
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An important development during

the year has been our growing

involvement in the further education

sector, advising Universities and

Further Education Colleges across

the UK on business cases and debt

raising. Activity is driven by their

need to upgrade and develop their

estate to cope with curriculum

delivery and growing student

numbers, with the ultimate

procurement model depending on

individual circumstances. Over the

past year we have worked on advisory

mandates for six Universities and six

FE Colleges.

Besides the three members of the

debt advisory team, (Miriam

Greenwood and Andrew Watson,

Directors and Andrew Coull,

Assistant Director) we have recently

recruited Andrew Walls as financial

controller to strengthen our resources

for SPC management. Paul Mason

has also joined as a corporate finance

executive. The latter two

appointments will support our

investment management activity.

We will continue to concentrate on

areas where we have a distinctive

specialisation and competitive

advantage - in PFI/PPP, debt

advisory, public sector and tertiary

education - and we are confident that

we are well placed to make progress

in these markets while remaining

alert to new opportunities.

J C Elliot

Chief Executive

16th September 2004

C H I E F

E X E C U T I V E ’ S

R E P O R T

(CONTINUED)

AN ILLUSTRATION OF THE PROPOSED MUSIC AND PERFORMING ARTS CENTRE

FOR STEVENSON COLLEGE, EDINBURGH. QUAYLE MUNRO ADVISED THE COLLEGE

ON THE FULL BUSINESS CASE FOR THE NEW CENTRE.
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Seven investments account for 100% of the value of the portfolio and were as
follows:

Morris Group Limited 502 6,690 49

Quayle Munro PFI Fund Limited

Partnership 1,919 2,606 19

Falkirk Schools Partnership Limited 749 1,910 14

LH Project Limited (Larkfield Hospital) 360 1,097 8

KE Project Limited (James Watt College) 280 780 5

Tayside Flow Technologies Limited 900 650 5

Strakan Group Limited 76 50 –

4,786 13,783 100

Cost of

investment

£’000

Closing

mid-market

or directors’

valuation

£’000

Percentage of

total portfolio

at valuation

%

MORRIS GROUP LIMITED

The activities of the Morris

Group Limited are the

construction and sale of houses to

the private market and the

purchase and sale of land

principally in the Midlands and

North West of England.

QUAYLE MUNRO PFI FUND

LIMITED PARTNERSHIP

The partners are Quayle Munro

and a Bank of Scotland subsidiary,

with Quayle Munro acting in the

management role. The Fund has

made investments in the equity 

of PFI special purpose vehicles,

but was effectively sold to The

PFI Infrastructure Company plc

shortly after the year end.

FALKIRK SCHOOLS PARTNERSHIP

LIMITED

Formed as a holding company for

Class 98 Limited, Falkirk Schools

Partnership is Quayle Munro

Holdings PLC’s largest invest-

ment in a PFI company to date.

Class 98 has built and is providing

facilities management for five

secondary schools for Falkirk

Council over a period of 25

years. The schools opened in

2000.

G R O U P

I N V E S T M E N T

P O R T F O L I O
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G R O U P

I N V E S T M E N T

P O R T F O L I O

(CONTINUED)

LH PROJECT LIMITED

The company was formed to

build and maintain Larkfield

Hospital for Argyll & Clyde

Acute Hospitals NHS Trust under

the PFI. The facility opened in

2001.This investment was sold to

The PFI Infrastructure Company

plc shortly after the year end.

KE PROJECT LIMITED

The company is responsible for

the building, maintenance and

facilities management of the

North Ayrshire Campus under a

PFI contract with James Watt

College of Further and Higher

Education. The Campus is

located in Kilwinning and was

handed over in 2000. This

investment was sold to The PFI

Infrastructure Company plc

shortly after the year end.

TAYSIDE FLOW TECHNOLOGIES

LIMITED

Tayside Flow Technologies is an

early stage technology company

funded to develop its unique

understanding of blood flow with

particular application to the

design of vascular grafts and

stents.

STRAKAN GROUP LIMITED

The group is engaged in the

research,development, registration,

manufacture, distribution and sale

of pharmaceuticals and other

similar products and related

services.
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DIRECTORS

The Directors of the Company during the year ended 30th June 2004 were as

follows:

I. Q. Jones (Chairman)

J. C. Elliot (Chief Executive)

A.A.T. Ostrowski (Executive)

A. C. Ritchie (Executive)

M. D.Watt (Executive)

M.V. Greenwood (Executive) appointed 10th November 2003

S. C. Bell (Executive) appointed 23rd January 2004

A. G. B.Watson (Executive) appointed 2nd February 2004

D. G. Sutherland (Non-Executive)

I.T. McLean (Non-Executive)

M.V. Greenwood, S. C. Bell and A. G. B.Watson were appointed Directors during

the year. In accordance with the Articles of Association, and being eligible, they offer

themselves for election.

In accordance with the Articles of Association J. C. Elliot and M. D.Watt retire by

rotation and, being eligible, offer themselves for re-election.

ACCOUNTS AND DIVIDENDS

The Directors present their report and submit the audited financial statements of the

Group for the year ended 30th June 2004. The profit before tax for the year was

£1,229,000 (2003 – £1,091,000).After a tax charge of £251,000 (2003 – £71,000)

the profit for the year attributable to the ordinary shareholders amounted to

£978,000 (2003 – £1,020,000).

The Directors recommend a final dividend of 12p (2003 – 11p) per ordinary share

which, with the interim dividend of 6p (2003 – 5.5p) per ordinary share paid on 6th

April 2004, makes a total of 18p (2003 – 16.5p) per ordinary share amounting to

£663,000 (2003 – £580,000) for the year.The final dividend will be paid on 12th

November 2004 to shareholders on the register on 15th October 2004. In addition,

a special interim dividend of 50p per ordinary share was declared on 3rd March 2004

and paid on 6th April 2004 and this absorbed £1,803,000.

REVIEW OF THE BUSINESS AND FUTURE DEVELOPMENTS

The principal activities of the Group are the provision of corporate finance advisory

services, asset management and the making of investments as principal in companies

in the U.K. and elsewhere. A review of the business and future developments is

contained in the Chairman’s Statement and in the Chief Executive’s Report.

R E P O R T O F

T H E

D I R E C T O R S

TO THE

TWENTY-FOURTH

ANNUAL GENERAL

MEETING OF 

THE COMPANY
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R E P O R T O F

T H E

D I R E C T O R S

(CONTINUED)

OTHER SUBSTANTIAL INTERESTS IN ORDINARY SHARES OF THE COMPANY

The Directors are aware of the following interests in 3% or more of the issued

Ordinary Share Capital of the Company at 16th September 2004 other than the

Directors’ interests set out below:

Uberior Investments PLC 1,019,552 27.3%

The Waterloo Corporation 367,234 9.8%

D. M. Munro 172,982 4.6%

DIRECTOR’S INTERESTS

The directors’ interests in the Ordinary 10p shares of the Company, are as follows:

30th June 2004 30th June 2003
Ordinary shares Ordinary shares

issued under issued under
Ordinary employee share Ordinary employee share

shares – no. scheme – no. shares – no. scheme – no.

Beneficial

I. Q. Jones 528,110 6,255 493,728 6,255

J. C. Elliot 366,923 6,255 346,366 6,255

A.A.T. Ostrowski 80,562 4,983 72,343 4,983

A. C. Ritchie 9,487 2,247 – 2,247

M. D.Watt 5,415 822 – 822

M.V. Greenwood – – – –

S. C. Bell – – – –

A. G. B.Watson – – – –

D. G. Sutherland 10,000 – 4,000 –

I.T. McLean 10,000 – 2,000 –

As Trustee

J. C. Elliot 116,000 – 116,000 –

There were the following changes in the holdings of the above-named directors

between 30th June 2004 and 16th September 2004. On 13th July 2004 I. Q. Jones

exercised options over 55,383 ordinary shares, J. C. Elliot exercised options over

61,004 ordinary shares and A.A.T. Ostrowski exercised options over 8,516 ordinary

shares. On 15th July 2004 A. C. Ritchie sold 500 ordinary shares and A. G. B.Watson

purchased 500 ordinary shares.
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R E P O R T O F

T H E

D I R E C T O R S

(CONTINUED)

SHARE OPTION SCHEMES

An executive share option scheme has been established which extends to selected

employees within the Group including Directors.The scheme has been approved by

the Inland Revenue under paragraph 1, Schedule 9 of the Income and Corporation

Taxes Act 1988. In addition, an unapproved share option scheme was adopted on

15th March 1995.

Under the terms of both of these schemes the Directors are currently empowered

to issue options to subscribe for shares, which in aggregate shall not exceed 15% of

the issued ordinary share capital of the Company.

The directors’ interests at 30th June 2004 in options over ordinary 10p shares of the

Company were as follows:
Executive share options

Options at Options at Date Option Nominal Exercise date
30.06.03 30.06.04 of grant price (p) From To

or date of
appointment

I. Q. Jones 34,382 – – – – –

33,000 33,000 18.12.98 223.5 18.12.01 17.12.05

22,383 22,383 23.09.99 158.5 23.09.02 22.09.06

J. C. Elliot 20,557 – – – – –

46,757 46,757 18.12.98 223.5 18.12.01 17.12.05

14,247 14,247 23.09.99 258.5 23.09.02 22.09.06

14,639 14,639 04.10.01 248.5 04.10.04 03.10.08

– 16,528 28.10.03 430.5 28.10.06 27.10.10

A.A.T. Ostrowski 14,219 – – – – –

8,516 8,516 23.09.99 258.5 23.09.02 22.09.06

8,198 8,198 04.10.01 248.5 04.10.04 03.10.08

– 9,010 28.10.03 430.5 28.10.06 27.10.10

A. C. Ritchie 9,487 – – – – –

4,734 4,734 23.09.99 258.5 23.09.02 22.09.06

1,871 1,871 23.09.99 280.0 23.09.02 22.09.09

6,625 6,625 04.10.01 248.5 04.10.04 03.10.08

– 7,464 28.10.03 430.5 28.10.06 27.10.10

M. D.Watt 5,415 – – – – –

5,622 5,622 04.10.01 248.5 04.10.04 03.10.08

– 3,595 28.10.03 430.5 28.10.06 27.10.10

– 3,470 28.10.03 430.5 28.10.06 27.10.13

S. C. Bell 5,680 5,680 04.10.01 248.5 04.10.04 03.10.08

– 5,998 28.10.03 430.5 28.10.06 27.10.13

CREDITOR PAYMENT POLICY PRACTICE

Payment terms are agreed at the outset of a transaction and are adhered to.There is

a consistent policy that bills will be paid in accordance with the contract, and there

are no alterations to payment terms without prior agreement.At 30th June 2004 the

Group’s trade creditors represented 5 days purchases.
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R E P O R T O F

T H E

D I R E C T O R S

(CONTINUED)

ANNUAL GENERAL MEETING

The Directors consider it advisable that they continue to have a general power to

make allotments of shares for cash to persons other than existing shareholders of a

nominal amount not exceeding 5% of the issued share capital of the Company as at

16th September 2004. For this purpose a resolution will be proposed as a Special

Resolution at the Annual General Meeting as set out in item 9 of the Notice of

Meeting. If granted, this power will lapse at the conclusion of the next following

Annual General Meeting of the Company or on 5th February 2006, whichever is

the earlier.

RECOMMENDATION

The Directors consider that the renewal of the general authority to allot shares and

of Directors’ power to allot shares for cash other than to existing shareholders is in

the best interests of shareholders as a whole.The Directors, accordingly, unanimously

recommend shareholders to vote in favour of Resolution 9 at the Annual General

Meeting.

AUDITORS

A resolution to re-appoint Ernst & Young LLP as Auditors of the Group will be put

to the forthcoming Annual General Meeting.

By order of the Board

A.A.T. OSTROWSKI, Secretary

16th September 2004
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C O R P O R A T E

G O V E R N A N C E

The Group is committed to, and the Board is accountable for, high standards of

corporate governance.As an AIM listed company, the Group is not governed by the

Combined Code. Nevertheless, the Board has determined, where applicable, to

adopt and apply certain core aspects of the Principles of Good Governance and the

Code of Best Practice contained in the Combined Code.This statement describes

how the principles of corporate governance are applied to the Group.

BOARD

At the year end the Board comprised the Chairman, Chief Executive, two Non-

Executive Directors, and six other Executive Directors. The Non-Executive

appointments are considered independent. The senior Non-Executive director is

D. G. Sutherland. In the view of the Board the number of Non-Executive Directors

currently appointed is both sufficient and appropriate for the size of the company.

Biographies appear on page 2 which demonstrate a range of experience and

sufficient calibre to bring independent judgement on issues of strategy, performance,

resources and standard of conduct which are vital to the success of the Group. Non-

Executive Directors are appointed as appropriate. 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 25 and a statement on

going concern is given on page 25. The Board has a formal schedule of matters

specifically reserved to it for decision.

The Board meets regularly, reviewing trading performance, ensuring adequate

funding and setting and monitoring strategy.The Non-Executive Directors have a

particular responsibility to ensure that the strategies proposed by the Executive

Directors are fully considered. To enable the Board to discharge its duties, all

Directors receive appropriate and timely information. Briefing papers are distributed

by the Company Secretary to all Directors in advance of Board Meetings. The

Chairman ensures that independent professional advice is available to all Directors at

the Company’s expense.

REMUNERATION COMMITTEE

This Committee meets at least once a year. It is responsible for reviewing and

endorsing the senior management and organisational structure, reviewing and being

satisfied with the arrangements for succession planning and management

development, determining the remuneration of the Executive Directors and

reporting where appropriate to the Board. For these purposes ‘‘remuneration’’ means

all terms of an employment package, including contractual terms, salary, pension

arrangements, participation in share option schemes, profit sharing, and incentive

remuneration schemes and all other bonuses and benefits. Members of the

Committee are detailed on page 3.
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C O R P O R A T E

G O V E R N A N C E

(CONTINUED)

AUDIT COMMITTEE

This Committee is appointed by the Board and comprises the Non-Executive

Directors. It normally meets twice a year and provides a forum for reporting by the

Group’s external Auditors. Members of the Committee are detailed on page 3.

The Committee assists the Board in observing its responsibility for ensuring that the

Group’s financial and accounting systems provide accurate and up-to-date

information on its current financial position and that the Group’s published

Financial Statements represent a true and fair reflection of this position. It also

ensures that appropriate accounting policies, controls and compliance procedures are

in place, advises the Board on the appointment of external Auditors and on their

remuneration and discusses the nature, scope and results of the audit with external

Auditors. It also keeps under review the cost effectiveness and the independence and

objectivity of the external Auditors.

APPOINTMENTS TO THE BOARD

This Board is responsible for the approval of candidates for appointment to the

Board, having regard to the balance and structure of the Board. A Nomination

Committee has not been established on account of the size of the Company.

RISK MANAGEMENT

The following information is given by the Group in accordance with FRS 13

“Derivatives and other Financial Instruments: Disclosures” to discuss the nature of

the financial risks faced by the Group and the strategies adopted to deal with those

risks. The major risks associated with the Group are market risk, liquidity risk,

interest rate risk and cash flow risk. The Group has established a framework of

managing these risks which evolves continually as the Group’s investment activities

change in response to market developments.

Market risk arises in the listed investment portfolio and is managed through

investment guidelines agreed by the Board and is discussed at each board meeting.

A significant portion of the total investment portfolio is in unlisted investments.This

is actively managed by the management team.

Liquidity risk is managed by investing in listed investments and by retaining cash

balances.

The Group’s uninvested cash balances earn interest at a floating rate.The benchmark

rate that determines the interest received on cash balances held is 7 day LIBOR.

RELATIONS WITH SHAREHOLDERS

Communications with shareholders are given high priority. The Reports on pages

5 to 14 include a detailed review of the business and future developments.

The Board uses the Annual General Meeting to communicate with private investors

and welcomes their participation.As Chairman of both the Audit and Remuneration

Committees, the Senior Non-Executive Director will be available at Annual General

Meetings to answer questions. Details of resolutions to be proposed at the Annual

General Meeting on 5th November 2004 can be found in the Notice of Meeting

on page 51.
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C O R P O R A T E

G O V E R N A N C E

(CONTINUED)

INTERNAL CONTROL

The Directors are responsible for establishing and maintaining the Group’s systems

of internal control and for reviewing its effectiveness.These systems are intended to

manage rather than eliminate the risk of failure to achieve business objectives, and it

should be recognised that as such they can provide only reasonable and not absolute

assurance against material financial misstatement or loss.

The Board obtains its assurance on the effectiveness of the control system from

periodic reviews of performance against budgets, reports from the regular executive

meetings held to monitor and guide the Group’s performance and its compliance

with clearly defined capital investment guidelines.

After due consideration the Directors have decided that the establishment of an

internal audit function is unnecessary.

GOING CONCERN

After making appropriate enquiries, the Directors have a reasonable expectation that

the Company and the Group have adequate resources to continue in operational

existence for the foreseeable future. For this reason they adopt the going concern

basis in preparing the financial statements.

Company law requires the Directors to prepare financial statements for each

financial year which give a true and fair view of the state of affairs of the Company

and of the Group and of the profit or loss of the Group for that year. In preparing

those financial statements the Directors are required to:

– select suitable accounting policies and then apply them consistently;

– make judgements and estimates that are reasonable and prudent; and

– state whether applicable accounting standards have been followed, subject to

any material departures disclosed and explained in the financial statements.

The Directors are responsible for keeping proper accounting records which disclose

with reasonable accuracy at any time the financial position of the Company and of

the Group and to enable them to ensure that the financial statements comply with

the Companies Act. They are also responsible for safeguarding the assets of the

Group and hence for taking reasonable steps for the prevention and detection of

fraud and other irregularities.

S T A T E M E N T O F

D I R E C T O R S ’

R E S P O N S I B I L I T I E S

I N R E S P E C T

O F T H E

F I N A N C I A L

S T A T E M E N T S
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I N D E P E N D E N T

A U D I T O R S ’

R E P O R T

TO THE MEMBERS 

OF QUAYLE MUNRO

HOLDINGS PLC

We have audited the Group’s Financial Statements for the year ended 30th June

2004, which comprise the Group Profit and Loss Account, Group Balance Sheet,

Company Balance Sheet, Group Statement of Recognised Gains and Losses, Note

of Historical Cost Profits and Losses, Statement of Group Cash Flows and the related

notes 1 to 30. These Financial Statements have been prepared on the basis of the

accounting policies set out therein.

This report is made solely to the Company’s members, as a body, in accordance with

Section 235 of the Companies Act 1985. Our audit work has been undertaken so

that we might state to the Company’s members those matters we are required to

state to them in an auditors’ report and for no other purpose.To the fullest extent

permitted by law we do not accept or assume responsibility to anyone other than

the Company and the Company’s members as a body for our audit work, for this

report or for the opinions we have formed.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Directors are responsible for preparing the Annual Report, including the

Financial Statements which are required to be prepared in accordance with

applicable United Kingdom law and accounting standards as set out in the Statement

of Directors’ Responsibilities in relation to the Financial Statements.

Our responsibility is to audit the Financial Statements in accordance with relevant

legal and regulatory requirements and United Kingdom Auditing Standards.

We report to you our opinion as to whether the Financial Statements give a true

and fair view and are properly prepared in accordance with the Companies Act

1985.We also report to you if, in our opinion, the Report of the Directors is not

consistent with the Financial Statements, if the Company has not kept proper

accounting records, if we have not received all the information and explanations we

require for our audit, or if the information specified by law regarding Directors’

remuneration and transactions with the Group is not disclosed.

We read other information contained in the Annual Report and consider whether

it is consistent with the audited Financial Statements. This other information

comprises Directors and Advisers, Chairman’s Statement, Chief Executive’s Report,

Group Investment Portfolio, Report of the Directors, Corporate Governance and

Notice of Annual General Meeting.We consider the implications for our report if

we become aware of any apparent misstatements or material inconsistencies with the

Financial Statements. Our responsibilities do not extend to any other information.
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I N D E P E N D E N T

A U D I T O R S ’

R E P O R T

TO THE MEMBERS 

OF QUAYLE MUNRO

HOLDINGS PLC

(CONTINUED)

BASIS OF AUDIT OPINION

We conducted our audit in accordance with United Kingdom Auditing Standards

issued by the Auditing Practices Board. An audit includes examination, on a test

basis, of evidence relevant to the amounts and disclosures in the Financial

Statements. It also includes an assessment of the significant estimates and judgements

made by the Directors in the preparation of the Financial Statements and of whether

the accounting policies are appropriate to the Group’s circumstances, consistently

applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and

explanations which we considered necessary in order to provide us with sufficient

evidence to give reasonable assurance that the Financial Statements are free from

material misstatement, whether caused by fraud or other irregularity or error. In

forming our opinion we also evaluated the overall adequacy of the presentation of

information in the Financial Statements.

OPINION

In our opinion, the Financial Statements give a true and fair view of the state of

affairs of the Company and of the Group as at 30th June 2004 and of the profit of

the Group for the year then ended and have been properly prepared in accordance

with the Companies Act 1985.

ERNST & YOUNG LLP

Registered Auditor

Edinburgh

16th September 2004
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2004 2003
NOTES £’000 £’000

TURNOVER – group and share of
joint venture’s turnover 2,670 1,567
Less: share of joint venture’s turnover (273) (99)

GROUP TURNOVER 2 2,397 1,468
Movements in work in progress (67) 180

2,330 1,648
Other operating charges 3 (2,114) (1,620)

GROUP OPERATING PROFIT 216 28
Share of joint venture’s operating profit 243 80

TOTAL OPERATING PROFIT 459 108

(Loss)/profit on sales of fixed asset investments (248) 120
Income from investments 4 949 863
Interest receivable 89 25
Loan interest payable (20) (25)

TOTAL PROFIT BEFORE TAXATION 1,229 1,091
Tax charge 8 (251) (71)

PROFIT ATTRIBUTABLE TO

MEMBERS OF PARENT COMPANY 978 1,020
Dividends on equity shares 9 (2,466) (580)

RETAINED (LOSS)/PROFIT FOR THE YEAR (1,488) 440

BASIC EARNINGS PER SHARE 11 27.6p 29.0p

DILUTED EARNINGS PER SHARE 11 26.9p 28.4p

G R O U P

P R O F I T A N D

L O S S

A C C O U N T

FOR THE YEAR ENDED

30TH JUNE 2004
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2004 2004 2003 2003
NOTES £’000 £’000 £’000 £’000

FIXED ASSETS

Tangible assets 12 1,392 1,408
Investment in joint venture

– share of gross assets 2,633 1,614
– share of gross liabilities (27) (54)

2,606 1,560
Investments – listed – 1,122

– unlisted 11,177 14,063

13 13,783 16,745

15,175 18,153 
CURRENT ASSETS

Debtors 15 989 1,193
Work in progress 288 355 
Taxation recoverable 8 35 46
Short term deposits and cash at bank 16 5,252 174

6,564 1,768

CREDITORS:
AMOUNTS FALLING DUE WITHIN ONE YEAR

Bank loan 17 – 43
Creditors 18 657 384
Taxation payable 8 105 112
Proposed dividends 447 387

1,209 926

NET CURRENT ASSETS 5,355 842

TOTAL ASSETS LESS CURRENT LIABILITIES 20,530 18,995

CREDITORS:
AMOUNTS FALLING DUE

AFTER MORE THAN ONE YEAR

Bank loan 17 – (425)
PROVISIONS FOR LIABILITIES AND CHARGES

Deferred taxation 19 (10) (11)

TOTAL NET ASSETS 20,520 18,559

CAPITAL AND RESERVES

Called up share capital 20 360 352
Share premium account 21 946 738
Revaluation reserve 22 8,334 7,795
Other reserves 22 1,356 1,356
Profit and loss account 22 9,524 8,318

EQUITY SHAREHOLDERS’ FUNDS 23 20,520 18,559

The financial statements on pages 28 to 50 were approved by the Board of
Directors on 16th September 2004 and are signed on their behalf by:

I. Q. JONES, Chairman

G R O U P

B A L A N C E

S H E E T

AS AT

30TH JUNE 2004
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C O M P A N Y

B A L A N C E

S H E E T

AS AT

30TH JUNE 2004

2004 2004 2003 2003
NOTES £’000 £’000 £’000 £’000

FIXED ASSETS

Investments – unlisted 13,580 15,537
– subsidiary undertakings 3,373 3,373

13 16,953 18,910 
CURRENT ASSETS

Debtors 15 570 586
Taxation recoverable 8 35 46
Amounts due by subsidiary undertakings – 353
Short term deposits and cash at bank 5,118 5

5,723 990

CREDITORS:
AMOUNTS FALLING DUE WITHIN ONE YEAR

Creditors 18 28 28
Taxation payable 8 43 39
Amounts due to subsidiary undertakings 3,851 2,655
Proposed dividends 447 387

4,369 3,109

NET CURRENT ASSETS/(LIABILITIES) 1,354 (2,119)

TOTAL NET ASSETS 18,307 16,791

CAPITAL AND RESERVES

Called up share capital 20 360 352
Share premium account 21 946 738
Revaluation reserve 22 7,716 7,740
Other reserves 22 3,931 3,931
Profit and loss account 22 5,354 4,030 

EQUITY SHAREHOLDERS’ FUNDS 18,307 16,791

The financial statements on pages 28 to 50 were approved by the Board of
Directors on 16th September 2004 and are signed on their behalf by:

I. Q. JONES, Chairman
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G R O U P

S T A T E M E N T O F

T O T A L

R E C O G N I S E D

G A I N S A N D

L O S S E S

FOR THE YEAR ENDED

30TH JUNE 2004

2004 2003
NOTES £’000 £’000

Profit for the year excluding share
of profit of joint venture 735 940

Share of joint venture’s profit for the year 243 80

Profit attributable to members of Parent
Company 978 1,020

Unrealised revaluation gains of joint venture
during the year 481 –

Other unrealised revaluation gains during the year 2,752 2,627

Taxation credited directly to reserves 8 – 10

TOTAL RECOGNISED GAINS RELATING TO

THE YEAR 4,211 3,657

RETURN PER SHARE 24 118.8p 104.0p

N O T E O F

H I S T O R I C A L

C O S T

P R O F I T S

A N D L O S S E S

FOR THE YEAR ENDED

30TH JUNE 2004

2004 2003
£’000 £’000

Reported profit on ordinary activities before
taxation 1,229 1,091

Realisation of revaluation gain/(loss) 
of previous years 2,694 (121)

Historical cost profit on ordinary activities
before taxation 3,923 970

Historical cost profit for the year retained
after taxation and dividends 1,206 329



Q UAY L E  M U N RO
H O L D I N G S  P L C

32

2004 2003
NOTES £’000 £’000

NET CASH INFLOW/(OUTFLOW) FROM

OPERATING ACTIVITIES 5(a) 688 (338)

RETURNS ON INVESTMENTS AND SERVICING

OF FINANCE

Interest received 85 26

Interest paid (22) (24)

Dividends received 775 432

Loan stock interest received 323 359

NET CASH INFLOW FROM RETURNS ON

INVESTMENTS AND SERVICING OF FINANCE 1,161 793

TAXATION (246) (85)

CAPITAL EXPENDITURE AND FINANCIAL INVESTMENT

Purchases of fixed asset investments (875) (2,619)

Sales of fixed asset investments 7,049 1,617

Purchases of tangible fixed assets (41) (15)

Sales of tangible fixed assets – 2

NET CASH INFLOW/(OUTFLOW) FROM CAPITAL

EXPENDITURE AND FINANCIAL INVESTMENT 6,133 (1,015)

EQUITY DIVIDENDS PAID (2,406) (1,424)

CASH INFLOW/(OUTFLOW) BEFORE USE OF

LIQUID RESOURCES AND FINANCING 5,330 (2,069)

MANAGEMENT OF LIQUID RESOURCES 5(b) 5,077 (464)

FINANCING

Decrease in Debt 5(c) (468) (42)

Issue of ordinary shares 216 –

CASH (OUTFLOW) FROM FINANCING (252) (42)

INCREASE/(DECREASE) IN CASH 5(c) 1 (1,647)

S T A T E M E N T O F

G R O U P

C A S H F L O W S

FOR THE YEAR ENDED

30TH JUNE 2004



Q UAY L E  M U N RO
H O L D I N G S  P L C

33

N O T E S

O N T H E

F I N A N C I A L

S T A T E M E N T S

1. ACCOUNTING POLICIES

Basis of Preparation
The Accounts are prepared under the historical cost convention modified to include
the revaluation of property, fixed asset investments and financial instruments held for
trading in accordance with applicable accounting standards.

Basis of Consolidation
The Group Accounts consolidate the accounts of Quayle Munro Holdings PLC and
all its subsidiary undertakings for the year ended 30th June 2004. No Profit and Loss
Account is presented for Quayle Munro Holdings PLC as permitted by Section 230
of the Companies Act 1985.

Joint venture undertakings, as required by FRS 9, are accounted for by the gross
equity method. The Group, via a subsidiary undertaking, is a general partner in a
limited partnership.This investment is accounted for as a joint venture undertaking
using the gross equity method. Such arrangements are not consolidated as the degree
of control exercised by the general partner is limited by the partnership agreement
with the limited partners thus creating severe long term restrictions on the Group’s
ability to control the partnership. Therefore, control of the limited partnership is
effectively exercised jointly as defined in FRS 9.

Undertakings, other than subsidiary and joint venture undertakings, in which the
Group has an investment representing not less than 20% of the equity are not
regarded as associated undertakings where these investments represent part of the
investment portfolio of the Group.

Revenue Recognition
Fees are credited to the Profit and Loss Account when they are earned and the fee
has been agreed. Income from investments includes income tax deducted at source
from loan stock income. Income from investments is treated on an ex-dividend basis.
Interest income, including loan stock interest, is treated on an accruals basis.

Investments
Listed investments are valued at the middle-market price on the balance sheet date.
Unlisted investments are shown at Directors’ valuation on the bases shown on page
42. Gains and losses on revaluations are taken to the Revaluation Reserve. Subsidiary
undertakings are shown at the lower of cost and fair value of net assets at acquisition
subject to any provision for impairment.The profits or losses on realisations equate
to the excesses or shortfalls of the sale proceeds over the book values of those
investments shown in the Balance Sheet at the commencement of the financial year.
Such profits and losses from the realisation of investments are taken through the
Profit and Loss Account. The unrealised revaluation gains and losses on these
investments at the commencement of the financial year are transferred from the
Revaluation Reserve to retained profits.
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N O T E S

O N T H E

F I N A N C I A L

S T A T E M E N T S

(CONTINUED)

1. ACCOUNTING POLICIES – continued

Taxation
Corporation tax payable is provided on the taxable profits at the current rate.
Taxation on capital gains arising on the realisation of fixed asset investments, after
utilisation of advance corporation tax previously written off, is charged or credited
to the Profit and Loss Account and to retained profits in the same proportion as the
accounting gains.

Deferred Taxation
Deferred Taxation is recognised in respect of all timing differences that have
originated but not reversed at the balance sheet date where transactions or events
that resulted in an obligation to pay more, or right to pay less, tax in future have
occurred at the balance sheet date except that no deferred tax is provided on gains
and losses arising on the revaluation of tangible fixed assets and investments.This is
subject to deferred tax assets only being recognised if it is considered more likely
than not that there will be suitable profits from which the future reversal of the
underlying timing differences can be deducted. Timing differences are differences
arising between the Company’s taxable profits and its results as stated in the financial
statements which are capable of reversal in one or more subsequent periods.
Deferred tax is measured on an undiscounted basis at the tax rates that are expected
to apply in the periods in which timing differences reverse, based on tax rates and
laws enacted or substantially enacted at the balance sheet date.

Depreciation
The cost or valuation of tangible fixed assets is depreciated by equal instalments over
their expected useful lives as follows:

Property 50 years
Office equipment 3 to 4 years
Furniture and fittings 5 to 10 years

Land is not depreciated.The carrying values of tangible fixed assets are reviewed for
impairment in periods when events or changes in circumstances indicate the
carrying value may not be recoverable.

Work in Progress
Work in progress is stated at the lower of cost and net realisable value.

Leasing Commitments
Rentals paid under operating leases are charged to income on a straight line basis
over the term of the lease.
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1. ACCOUNTING POLICIES – continued

Pensions
The Group operates a defined benefits pension scheme, which is now closed to new
members of staff. The defined benefits pension scheme requires contributions to be
made to a separately administered fund. Contributions to the scheme are charged to
the profit and loss account so as to spread the cost of pensions over the employees’
working lives within the Group. The contributions for final salary benefits are
determined by a qualified actuary on the basis of triennial valuations using the
attained age method. For new members of staff, the Group operates a defined
contributions scheme.

Goodwill
Goodwill is the difference between the amount paid on the acquisition of a business
and the aggregate fair value of its separable net assets. Goodwill arising on
acquisitions prior to 30th June 2000 was set off directly to reserves. Goodwill
previously eliminated against reserves has not been reinstated on implementation of
FRS 10. If a subsidiary undertaking, associate or business is subsequently sold or
closed, any goodwill arising on acquisition that was written off directly to reserves
or that has not been amortised through the profit and loss account is taken into
account in determining the profit or loss on sale or closure.

2.TURNOVER

Turnover represents the amounts derived from the Group’s ordinary activities, stated
net of value added tax.

2004 2003
£’000 £’000

Corporate finance fee income 1,864 1,073 
Other fee income 533 395 

2,397 1,468

Turnover was derived in the United Kingdom.

3. OTHER OPERATING CHARGES

Other operating charges include:

2004 2003
£’000 £’000

Staff costs (note 6) 1,493 1,080
Depreciation 57 53
(Gain) on sales of tangible fixed assets – (2)
Operating lease rentals – office equipment 6 6
Auditors’ remuneration – audit fees 26 26

– non audit fees 24 26

4. INCOME FROM INVESTMENTS

2004 2003
£’000 £’000

Dividends 587 503
Loan stock interest 362 360

949 863

Income from participating interests, included above 142 112

N O T E S

O N T H E

F I N A N C I A L

S T A T E M E N T S

(CONTINUED)
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N O T E S

O N T H E

F I N A N C I A L

S T A T E M E N T S

(CONTINUED)

5. CASH FLOWS

5(a) RECONCILIATION OF GROUP OPERATING PROFIT BEFORE TAXATION TO NET

CASH INFLOW/(OUTFLOW) FROM OPERATING ACTIVITIES

2004 2003
£’000 £’000

Group operating profit 216 28
Depreciation 57 53
(Gain) on sales of tangible fixed assets – (2)
Decrease/(increase) in debtors 111 (112) 
Decrease/(increase) in work in progress 67 (180)
Increase/(decrease) in creditors 237 (125)

Net cash inflow/(outflow) from operating activities 688 (338)

5(b) RECONCILIATION OF NET CASH FLOW TO MOVEMENT IN NET FUNDS/(DEBT)

2004 2003
£’000 £’000

Increase/(decrease) in cash in the year 1 (1,647)
Cash outflow from repayment of debt 468 42
Cash used to increase/(decrease) liquid resources 5,077 (464)

Movement in net funds/(debt) in the year 5,546 (2,069) 
Net (debt)/funds at 30th June 2003 (294) 1,775

Net funds/(debt) at 30th June 2004 5,252 (294)

5(c) ANALYSIS OF NET FUNDS/(DEBT)

As at As at
30th June Non-cash 30th June

2003 Cashflow movements 2004
£’000 £’000 £’000 £’000

Cash on hand 174 1 – 175
Deposits repayable after 24 hours – 5,077 – 5,077
Debt due within one year (43) 43 – –
Debt due after one year (425) 425 – –

Total  (294) 5,546 – 5,252

6. STAFF COSTS

2004 2003
£’000 £’000

Wages and salaries 1,192 814 
Social security costs 148 94 
Other pension costs 153 172 

1,493 1,080

The average number of employees during the year was 14 (2003 – 12).
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7. DIRECTORS’ EMOLUMENTS

2004 2003
£’000 £’000

Aggregate emoluments 910 589
Company contributions paid to the defined

benefits pension scheme 95 116
Company contributions paid to defined

contribution pension schemes 17 –

1,022 705

2004 2003
no. no.

Members of the defined benefits pension scheme 4 4
Members of defined contribution pension schemes 3 –

The amounts in respect of the highest paid director are as follows:

2004 2003
£’000 £’000

Emoluments 229 191
Company contributions paid to the defined 

benefits pension scheme 39 58
Amount of accrued pension at end of year 48 42

DIRECTORS’ REMUNERATION
Performance

Salary & related
fees (1) Benefits (2) bonuses Total 2004 Total 2003
£’000 £’000 £’000 £’000 £’000

Executive Directors
I. Q. Jones 100 4 – 104 112 
J. C. Elliot 163 2 64 229 191 
A.A.T. Ostrowski 89 3 35 127 106
A. C. Ritchie 74 1 29 104 87
M. D.Watt 70 2 27 99 77
M.V. Greenwood 83 1 49 133 –
S. C. Bell 25 1 23 49 –
A. G. B.Watson 35 – 14 49 –

Non Executive Directors
D. G. Sutherland 9 – – 9 9
I.T. McLean 7 – – 7 5
D.A. Ross-Stewart – – – – 2

(1) Includes cash alternative to a company car for Executive Directors.

(2) The remuneration package of each executive director includes non-cash benefits,
principally comprising the provision of private healthcare insurance, life insurance and
health club membership.

During the year the aggregate amount of gains made by Directors on the excersises
of share options was £248,368 (2003 – £nil).
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8.TAXATION

2004 2003
£’000 £’000

Group Profit and Loss Account
Corporation tax at 30% (2003 – 30%) 253 151 
(Over) provision in prior years (1) (77) 

252 74
Deferred tax (1) (3)

Tax charge 251 71 

If fixed asset investments were sold at their revalued amounts, a maximum tax
liability of £2,913,000 (2003 – £2,106,000) would arise. The Group has
£1,887,000 of capital losses (2003 – £1,288,000) available for carry forward at 30th
June 2004 against potential future capital gains.

Factors affecting the tax charge for the period
The tax assessed for the period is lower than the standard rate of corporation tax
in the UK.The differences are explained below:

2004 2003
£’000 £’000

Profit on ordinary activities before tax 1,229 1,091

Corporation tax at standard rate of 30% (2003 – 30%) 369 327

Effect of:
UK dividends not taxable (203) (156)
Expenses not deductible for tax purposes 12 11 
Short term timing differences 1 3 
Accounting loss/(profit) on chargeable assets 73 (37)
Adjustments in respect of previous periods (1) (77)

Current tax charge for the period 251 71

Balance Sheet

Group
Tax recoverable 35 46

Corporation tax payable 105 112 

Company
Tax recoverable 35 46 

Corporation tax payable 43 39 

Group Statement of Total Recognised Gains and Losses
Corporation tax at 30% (2003 – 30%) – 10 

9. DIVIDENDS

2004 2003
£’000 £’000

Special interim dividend of 50p (2003 – nil) 1,803 – 
Interim dividend of 6p (2003 – 5.5p) 216 193 
Final dividend of 12p (2003 – 11p) 447 387 

2,466 580
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10. PROFIT ATTRIBUTABLE TO MEMBERS OF THE PARENT UNDERTAKING

The profit dealt with in the financial statements of the parent company was
£533,000 (2003 – £1,685,000).

11. EARNINGS PER SHARE

2004 2003

Basic earnings per share 27.6p 29.0p

Diluted earnings per share 26.9p 28.4p 

The calculation of basic earnings per share is based on earnings of £978,000 (2003
– £1,020,000) and on 3,544,522 ordinary shares, being the weighted average
number of shares in issue during the year (2003 – 3,516,801).

The calculation of diluted earnings per share is based on the weighted average of
3,634,372 ordinary shares (2003 – 3,588,706) and the average share price during the
year, calculated as follows:

2004 2003

Basic weighted average number of shares 3,544,522 3,516,801 
Dilutive potential ordinary shares:
Employee share options 89,850 71,905 

3,634,372 3,588,706

12.TANGIBLE FIXED ASSETS

Furniture
and fittings
and office

Property equipment Total
£’000 £’000 £’000

Group
Cost or valuation
At 30th June 2003 1,265 449 1,714
Additions – 41 41
Disposals – – –

At 30th June 2004 1,265 490 1,755

Depreciation
At 30th June 2003 61 245 306
Charge for the year 20 37 57
Disposals – – –

At 30th June 2004 81 282 363

Net book value
At 30th June 2004 1,184 208 1,392

At 30th June 2003 1,204 204 1,408

The property was externally revalued on the basis of existing use as at 30th June
2000 by CB Hillier Parker Limited, who are qualified in accordance with the RCIS
Appraisal and Valuation Manual.The valuation of the property has not been updated
as the Group has adopted the transitional arrangements permitted by FRS 15.

The historical cost of the property is £1,080,000. If the property had not been revalued
the net book value at 30th June 2004 would be £1,012,000 (2003 – £1,028,000).
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13. INVESTMENTS

2004 2003
£’000 £’000

Group
Valuation
At 30th June 2003 16,745 13,435 
Additions 1,118 2,169 
Disposals (7,313) (1,486) 
Revaluation in year 3,233 2,627 

At 30th June 2004 13,783 16,745 

Of which:
Listed investments – 1,122 
Shares in participating interests 3,273 998 
Loans to participating interests 5,296 560 
Investment in joint venture 2,606 1,560
Other shares 1,966 9,361 
Other loans 642 3,144 

13,783 16,745

Historical cost of investments 5,634 9,135

Movement in Investment in Joint Venture

2004 2003
£’000 £’000

At 30th June 2003 1,560 1,019 
Additions 539 822
Disposals (92) (361)
Revaluation in Year 481 –
Share of profit of joint venture less distributions 118 80

At 30th June 2004 2,606 1,560

Additional disclosures are given in respect of Quayle Munro PFI Fund Limited
Partnership, which exceeds certain thresholds under FRS 9 ‘Associates and Joint
Ventures’, as follows:

2004 2003
£’000 £’000

Fixed assets at cost 1,943 1,290 
Revaluation in year 481 –
Current assets 209 324 

Share of gross assets 2,633 1,614 

Liabilities due within one year 27 54 

Share of gross liabilities 27 54 

Share of net assets 2,606 1,560

2004 2003
£’000 £’000

Turnover 273 99 

Profit before tax 243 80
Taxation – –

Profit after tax 243 80
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13. INVESTMENTS – continued

Valuation of Participating Interests

Investment in Investments
securities in loans

£’000 £’000

At 30th June 2003 998 560
Additions in year – 4,736
Revaluation in year 2,275 –

At 30th June 2004 3,273 5,296

2004 2003
£’000 £’000

Company
Cost or Valuation
At 30th June 2003 18,910 15,122 
Additions 544 1,222 
Disposals (5,734) (361) 
Revaluation in year 3,233 2,927 

At 30th June 2004 16,953 18,910

Of which:
Shares in participating interests 3,274 998
Loans to participating interests 5,296 560 
Investment in joint venture 2,400 1,472 
Other shares 1,968 9,363 
Other loans 642 3,144 
Subsidiary undertakings 3,373 3,373 

16,953 18,910 

Historical cost of investments 9,237 11,170 

Movement in Investment in Joint Venture

2004 2003
£’000 £’000

At 30th June 2003 1,472 1,011 
Additions 539 822
Disposals (92) (361)
Revaluation in year 481 – 

At 30th June 2004 2,400 1,472 

Valuation of Participating Interests

Investment in Investments
securities in loans

£’000 £’000

At 30th June 2003 998 560
Additions in year 334 4,736
Revaluation in year 1,942 –

At 30th June 2004 3,274 5,296

Subsidiary Undertakings

2004 2003
£’000 £’000

At 30th June 2003 3,373 3,373 
Written off in year – –

At 30th June 2004 3,373 3,373
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13. INVESTMENTS – continued

In the opinion of the Directors the valuation above is fair and reasonable having
regard to all the information available.The Directors have given due consideration
to the factors which they consider appropriate for unlisted investments in each case
including:

(a) historic growth rate and potential for future growth in earnings;

(b) the conditions and risks involved in the sector of the industry in which each
company operates; and

(c) all financial and management information available to them.

The holdings of share capital, the percentage of each class of share held, the distributable
profit and the reserves of companies in which more than 20% of the nominal value of
any class of allotted share capital is held, either directly or indirectly were, at the end of
their latest financial years for which accounts are available, as follows:

Percentage Share Profit/(Loss)
of Class capital and for the

Company Class of capital Held reserves period
£’000 £’000

Morris Group Limited ‘A’ Ordinary Shares of
(accounts to 31.3.04) 10p each 24.9 33,232 13,880

KE Project Limited Ordinary Shares of 1p each 42.5 542 137
(James Watt College)
(accounts to 30.6.03)

LH Project Limited Ordinary Shares of 1p each 42.5 167 383
(Larkfield Hospital)
(accounts to 31.3.03)

Submersible Television ‘A’ Ordinary Shares of
Surveys Limited £1 each 46.5 2,325 329
(accounts to 31.12.03) Cumulative Redeemable

Preference Shares of £1 each 24.1
‘B’ Cumulative Redeemable
Preference Shares of £1 each 44.3

Tayside Flow ‘A’ Ordinary Shares of 10p each 16.6 (623) (1,220)
Technologies Limited ‘B’ Ordinary Shares of 10p each 21.7
(accounts to 31.10.03) ‘C’ Ordinary Shares of 10p each 27.8

Subsidiary undertakings

Country of Proportion Nature of
Company Registration Holding Held Business

Quayle Munro Limited Scotland Ordinary
Shares 100% Merchant

Banking

Parrish PLC England Ordinary
Shares 100% Holding

Company

East of Scotland
Investments Limited Scotland Ordinary

Shares 100% Investment
Company

Quayle Munro Fund
Managers Limited Scotland Ordinary

Shares 100% Fund
Manager
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13. INVESTMENTS – continued

Joint venture undertakings

Country of Proportion Nature of
Company Registration Holding Held Business

Quayle Munro PFI
Fund Limited
Partnership Scotland Partnership Tranche A 25% PFI Investment

Tranche B 10% Vehicle

14. FINANCIAL ASSETS AND LIABILITIES

The Company’s financial instruments comprise securities and other investments,
cash balances, bank loans and debtors and creditors that arise directly from its
operations, for example, in respect of sales and purchases awaiting settlement and
debtors for accrued income.

Listed fixed asset investments in the United Kingdom are valued at middle market
prices which equate to their fair values. The fair value of unlisted fixed asset
investments is determined by the Board and is used to determine balance sheet
carrying value.

The interest rate profile of financial assets may be summarised as follows:

Weighted average
Weighted average period until

interest rate maturity
2004 2003 2004 2003 2004 2003

£’000 £’000 % % years years

Non-interest bearing 8,969 11,246 – – – –
Floating rate (LIBOR related) 5,525 704 – – – –
Fixed rate – preference shares – 358 – 9.4 – 0.0

– other 4,814 3,283 6.7 9.5 0.7 1.7

19,035 15,591

15. DEBTORS

2004 2003
£’000 £’000

Group
Trade debtors 538 617
Proceeds due from sales of investments 16 –
Other debtors 22 9
Prepayments and accrued income 413 567 

989 1,193

Company
Other debtors 3 4
Proceeds due from sales of investments 16 –
Amount due from joint venture undertaking 205 88 
Prepayments and accrued income 346 494 

570 586 

Group and Company
Amounts falling due after more than one year
included in prepayments and accrued income 137 233 
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16. CASH AND DEPOSITS

2004 2003
£’000 £’000

Group
Balances repayable within 24 hours 175 174 
Deposits repayable after more than 24 hours 5,077 –

5,252 174 

17. BANK LOANS

2004 2003
£’000 £’000

Group
Amounts repayable in instalments:
After five years – 256 
Between two and five years – 127 
Between one and two years – 42 

– 425 
Within one year – 43 

– 468 

The bank loan, which was repaid during the year, was secured by a fixed charge in
favour of the Bank of Scotland on the property.

18. CREDITORS

2004 2003
£’000 £’000

Group
Trade creditors 39 15 
Other creditors 14 34 
Accruals 418 222 
Other taxes and social security costs 186 113 

657 384 

Company
Trade creditors 5 1 
Accruals 23 27 

28 28 
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19. PROVISIONS FOR LIABILITIES AND CHARGES

£’000

Group
Deferred taxation
At 30th June 2003 (11)
Arising during the year 1

At 30th June 2004 (10)

Deferred taxation provided in the financial statements is as follows:

Group

2004 2003
£’000 £’000

Capital allowances in advance of depreciation (10) (11)
Short term timing differences – –

(10) (11) 

20. SHARE CAPITAL

2004 2003 2004 2003
number number £’000 £’000

Authorised
Ordinary shares of 10p each 5,000,000 5,000,000 500 500

Allotted, called up and fully paid
Ordinary shares of 10p each 3,605,025 3,516,801 360 352

During the year options were exercised over 88,224 ordinary shares at prices ranging
between 239.5p and 280p per share. Details of outstanding share options and the
terms of those options are shown in the Directors’ Report on page 21.

21. SHARE PREMIUM

£’000

Group and Company
At 30th June 2003 738
Arising on share issues 208

At 30th June 2004 946
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22. RESERVES AND PROFIT AND LOSS ACCOUNT

Capital Other Profit
Revaluation Redemption Merger Reserves and Loss

Reserve Reserve Reserve Total Account
£’000 £’000 £’000 £’000 £’000

Group
At 30th June 2003 7,795 127 1,229 1,356 8,318
Appreciation in investments 3,233 – – – –
Transfer to profit and
loss account (2,694) 2,694
Retained loss for year – – – – (1,488)

At 30th June 2004 8,334 127 1,229 1,356 9,524

The cumulative amount of goodwill written off at 30th June 2004 was £2,575,000
(2003 – £2,575,000).

Company
At 30th June 2003 7,740 127 3,804 3,931 4,030
Appreciation in investments 3,233 – – – –
Transfer to profit and 

loss account (3,257) – – – 3,257
Retained loss for year – – – – (1,933)

At 30th June 2004 7,716 127 3,804 3,931 5,354

23. RECONCILIATION OF MOVEMENT IN SHAREHOLDERS’ FUNDS

2004 2003
£’000 £’000

Total recognised gains and losses 4,211 3,657
Dividends (2,466) (580) 

Net addition to shareholders’ funds 1,745 3,077 
Opening shareholders’ funds 18,559 15,482 
Options exercised over ordinary shares 216 –

Closing shareholders’ funds 20,520 18,559 

Shareholders’ funds consist of equity interests only.

24. RETURN PER SHARE

The calculation of return per share is based on total recognised gains of £4,211,000
(2003 – £3,657,000) and on 3,544,522 ordinary shares, being the weighted average
number of shares in issue during the year (2003 – 3,516,801). Return per share
when diluted for options granted is 115.9p (2003 – 101.9p), and the calculation is
based on the weighted average of 3,634,372 ordinary shares (2003 – 3,588,706) and
the average share price during the year.

25. CONTINGENT LIABILITIES

The Company has guaranteed £nil (2003 – £250,000) in respect of a subsidiary
company.

26. OPERATING LEASE COMMITMENTS

The annual commitments under non-cancellable operating leases were as follows:

2004 2003
£’000 £’000

Operating leases which expire within two to five years 6 6
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27. PENSION COMMITMENTS

The Group operates a defined benefits pension scheme which is funded by the
payment of contributions to a separately administered trust fund.This scheme is now
closed to new employees. Under the projected unit credit method the current service
cost will increase as the members of the scheme approach retirement.The Group also
makes payment of defined contributions on behalf of new employees.

(a) Pension costs
The contributions to the defined benefits pension scheme are determined by a
qualified actuary on the basis of triennial valuation using the attained age method.
The most recent formal such valuation was as at 1st July 2002. This showed the
market value of the defined benefit pension scheme’s assets in respect of active and
deferred members was £886,000 and that the actuarial value of those assets held for
the final salary benefits represented 60.6% of the benefits that had accrued to
members after allowing for expected future increases in earnings. The Scheme
actuary recommended that the aggregate contribution rate be increased to 37.8%
with effect from 1st July 2002 in order to eliminate the deficit over the anticipated
remaining service lives of the employees. The assumptions which have the most
significant effect on the results of the valuation were those relating to the rate of
return on investments and the rate of increase in pensionable salaries and pensions:

Rate of return on investments 8% per annum
Rate of salary increases 6.5% per annum
Pension increases 4.5% for pensions accrued after 5th April 1997.

The contributions of the company during the year were 26.8% of pensionable
salaries.The employees’ contribution rate was 11% p.a. of pensionable salaries.The
pension charge for the year was £111,000 (2003 – £150,000).

The pension charge in respect of defined contributions for the year was £43,000
(2003 – £22,000).

(b) FRS 17 retirement benefits
The valuation used for FRS 17 disclosures has been based on the most recent
actuarial valuation at 1st July 2002 and updated by Alba Life Limited to take account
of the requirements of FRS 17, including the adoption of the projected unit credit
method, in order to assess the liabilities of the scheme at 30th June 2004. Under the
projected unit method, for schemes closed to new entrants, the current service cost
will increase as the members of the scheme approach retirement. Scheme assets are
stated at their market value at 30th June 2004.

The financial assumptions used to calculate scheme liabilities under FRS 17 are:

2004 2003 2002

Discount rate 5.4% 5.0% 5.0%
Inflation rate 2.5% 2.5% 2.5%
Rate of salary increases 3.0% 3.0% 3.0%
Increase in pensions in payment for benefits
accrued before 6th April 1997 0.0% 0.0% 0.0%
Increase in pensions in payment for benefits
accrued after 6th April 1997 2.5% 2.5% 2.5%
Rate of increase in deferred pensions 2.5% 2.5% 2.5%
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27. PENSION COMMITMENTS – continued

The assets in the scheme and the expected rates of return were:

Long-term Long-term Long-term
rate of rate of rate of
return return return

expected at Value at expected at Value at expected at Value at
30th June 30th June 30th June 30th June 30th June 30th June

2004 2004 2003 2003 2002 2002
£’000 £’000 £’000

Cash 4.0% 150 4.5% 153 6.2% 137
Fixed interest bonds 5.0% 119 5.7% 94 7.0% 93
Property 5.5% 50 6.5% 37 7.7% 40
Equities 6.5% 901 7.0% 683 8.5% 616

Total market value of assets 6.0% 1,220 6.5% 967 8.0% 886

Present value of scheme liabilities (1,818) (1,707)

Deficit in the scheme (598) (740)
Related deferred tax asset 179 222

Net pension liability (419) (518) 

Group Group
2004 2003

£’000 £’000

Net assets
Net assets 20,520 18,559 
Net pensions liability (419) (518)

Net assets including net pensions
liability 20,101 18,041

Group Group
2004 2003

£’000 £’000

Reserves
Profit and loss account excluding
net pensions liability 11,397 8,318 
Net pensions liability (419) (518) 

Profit and loss account including
net pensions liability 10,978 7,800 

Analysis of the amount that would be charged to operating profit under FRS 17:

2004 2003
£’000 £’000

Current service cost 93 81
Past service cost – –

Total operating charge 93 81

Analysis of the amount that would be charged to other finance costs under FRS 17:

2004 2003
£’000 £’000

Expected return on pension scheme assets 62 62 
Interest on pension scheme liabilities (102) (115) 

Net finance cost (40) (53) 
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27. PENSION COMMITMENTS – continued

Analysis of the amount that would be recognised in a statement of total recognised
gains and losses (STRGL) under FRS 17:

2004 2003
£’000 £’000

Actual return less expected return on pension scheme assets 38 (117) 
Experience gains and losses arising on the scheme liabilities 85 253 
Changes in assumptions underlying the present value of the
scheme liabilities – –

Actuarial gain recognised in STRGL 123 136 

Movement in deficit during the year:

2004 2003
£’000 £’000

Deficit in scheme at beginning of the year (740) (883)
Movement in year:
Current service cost (93) (81) 
Contributions 152 141 
Past service costs – –
Other finance costs (40) (53)
Actuarial gain 123 136 

Deficit in scheme at end of the year (598) (740)

The history of experience gains and losses is as follows:

2004 2003 2002
£’000 £’000 £’000

Difference between expected and actual return on
Scheme assets:

value 38 (117) (407)
Percentage of Scheme assets 3% (12)% (46)%
Experience gains and losses on Scheme liabilities:

value 85 253 188
Percentage of Scheme liabilities 5% 15% 12%
Total amount recognised in STRGL:

value 123 136 (219)
Percentage of Scheme liabilities 7% 8% 12%
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28. NET ASSET VALUE PER SHARE

The net asset value per share was 569.2p (2003 – 527.7p) based on net assets of
£20,520,000 (2003 – £18,559,000) and on 3,605,025 (2003 – 3,516,801) ordinary
shares in issue at 30th June 2004.

The fully diluted net asset value per share was 551.4p (2003 – 508.8p). This is
calculated on the assumption that all options granted were fully exercised at the year
end resulting in a larger number of ordinary shares totalling 3,851,096 (2003 –
3,786,096) and increased net assets of £21,236,000 (2003 – £19,293,000).

The diluted net asset value per share calculated in accordance with FRS 14 is 549.0p
(2003 – 517.1p). This is based on net assets and on 3,737,861 (2003 – 3,588,706)
ordinary shares, being the number of ordinary shares in issue at 30th June 2004 plus
132,836 (2003 – 71,905) ordinary shares, being the notional number of shares that
would have been issued for no consideration using a year end share price of 632.5p
(2003 – 357.5p) to represent the fair value of an ordinary share.

29. RELATED PARTY TRANSACTIONS

A subsidiary undertaking, Quayle Munro Limited, has been appointed the investment
manager of Quayle Munro PFI Fund Limited Partnership for the life of the partnership
and received fees of £136,729 (2003 – £91,000) during the year.

30. POST BALANCE SHEET EVENTS

As detailed in the Chairman’s Statement on page 8 the Group disposed of a majority
of its investments in PFI companies on 6th July 2004 for a sale consideration of
£4.4 million.
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Notice is hereby given that the Twenty-Fourth Annual General Meeting of the
Company will be held at 8 Charlotte Square, Edinburgh, on Friday, 5th November
2004, at 12 noon for the purpose of transacting the following business:

ORDINARY BUSINESS

1. To receive the Reports of the Directors and Auditors and to adopt the Financial
Statements for the year ended 30th June 2004.

2. To declare a final dividend.

3. To elect M.V. Greenwood as a Director.

4. To elect S. C. Bell as a Director.

5. To elect A. G. B.Watson as a Director.

6. To re-elect J. C. Elliot as a Director.

7. To re-elect M. D.Watt as a Director.

8. To re-appoint Ernst & Young LLP as Auditors of the Company and to authorise
the Directors to fix their remuneration.

SPECIAL BUSINESS

9. To consider and, if thought fit, pass the following resolution as a Special
Resolution:

That, pursuant to Section 95 of the Companies Act 1985 (‘‘the Act’’), the
Directors be and are hereby empowered to allot and to make offers or
agreements to allot equity securities (as defined in Section 94 of the Act), as if
Section 89(1) of the Act did not apply to any such allotment, provided that this
power shall be limited:

(a) to the allotment of equity securities in connection with a rights issue in
favour of ordinary shareholders where the equity securities respectively
attributable to the interests of all ordinary shareholders are proportionate (as
nearly as may be) to the respective numbers of ordinary shares held by them
provided that the Directors may make such arrangements in respect of
overseas holders of shares and in respect of fractional entitlements as they
consider necessary or convenient:

and/or

(b) to the allotment (otherwise than pursuant to sub-paragraph (a) above) of
equity securities up to an aggregate nominal value of £18,649, or, if less, 5%
of the issued ordinary share capital from time to time:

and shall expire on the conclusion of the next Annual General Meeting of the
Company or on 5th February 2006, whichever is the earlier, save that the
Directors may before such expiry make offers or agreements which would or
might require equity securities to be allotted in pursuance of such offers or
agreements as if the powers conferred hereby had not expired.
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PROXIES

Only shareholders are entitled to attend or vote at the Meeting.A member entitled
to attend and vote at the Meeting is entitled to appoint a proxy to attend and, on a
poll, to vote instead of him/her.A proxy need not be a member of the Company.A
duly completed proxy card appointing a proxy must be delivered at the office of the
Company’s Registrars not later than 48 hours before the time appointed for holding
the Meeting. Return of a completed Form of Proxy will not preclude a member
from attending and voting personally at the Meeting.

REGISTER OF DIRECTORS’ INTERESTS IN SHARES

The Register of Directors’ Interests in shares of the Company will be available for
inspection at the Annual General Meeting.

Registered Office
8 Charlotte Square
Edinburgh EH2 4DR By order of the Board
16th September 2004 A.A.T. OSTROWSKI, Secretary


