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Funds under management exceed
£10 billion for the first time.

Completion of the acquisition

of the investment management
and private banking business of
Dexia Banque Internationale a
Luxembourg SA, London Branch,
bringing 11 investment managers
and £600 million in funds.

Launch of the Rathbone SIPP to
reflect A-Day pension legislation.

Rathbone High Income
Fund launched.

Announced record interim profits.

Rathbone Pension & Advisory
Services launched to provide
independent financial advice.

Funds under management
Operating income

Profit before tax

Basic earnings per share

Dividends per share

Rathbone Trust Company Jersey
Limited and Rathbone Investment
Management (C.l.) Limited move
to a new headquarters building

in St Helier.

Offshore tax and trust services are
brought under a new umbrella brand
— Rathbone Trust International.

Offshore investment management
services are re-branded
Rathbone Investment
Management International.

Rathbone Unit Trust Management
appointed to Skandia Global Best
|deas Fund manager panel.

Rathbone Income Fund reaches
£1 billion.

Agreement signed to sell the
private banking part of the business
acquired from Dexia to Butterfield
Bank (UK) Limited.

2006 2005 % change

£12.2bn  £95bn  +28.4%
£133.7m £113.2m  +18.1%
£44.7m  £353m  +26.6%
76.62p  60.13p  +27.4%
35.0p 30.0p  +16.7%



| am very pleased to present

our results for the year ended

31 December 2006. Record profits
have been achieved in a year which
has seen helpful stock market
conditions in the UK and overseas,
an important acquisition and some
valuable recruitments. The year has
also seen continuing improvements
in the infrastructure of Rathbones
and an increase in the underlying
rate of net organic growth of funds
under management.

Results and dividend

Profits before tax for the year to 31 December
2006 were £44.7m, compared with £35.3m in
2005 - an increase of 26.6%. Adjusting for profits
from part disposals of the Company’s investment
in London Stock Exchange Group plc of £3.2m

in 2006 and £2.3m in 2005, and aborted
acquisition costs of £1.4m in 2005, underlying
profits have increased by 20.6%.

Reported earnings per share have risen by

27.4% to 76.62p, compared with 60.13p in 2005.
Underlying earnings per share have risen from
59.50p to 71.28p, an increase of 19.8%.

It is recommended that the final dividend be
increased to 21.5p (2005: 18.5p), making a total
of 35.0p (2005: 30.0p) for the year, an increase
of 16.7%.

The record results achieved in 2006 are in large
part attributable to the energy and commitment of
our staff to whom a great debt of gratitude is due.

Rathbones in 2006

During the year the FTSE 100 Index rose by
10.7% and the FTSE/APCIMS Balanced Index,
which most closely reflects the spread of
investments held by our clients, rose by 6.8%.
As we announced on 8 January 2007, funds
under management as a whole have risen by
28.4% to £12.2bn (2005: £9.5bn). The value
of investment portfolios under management
within Rathbone Investment Management rose
by 24.1% to £10.3bn (2005: £8.3bn) and the
value of funds under management in Rathbone

Unit Trust Management rose by 58.3% to
£1.9bn (2005: £1.2bn).

A key performance indicator for Rathbones

is the underlying rate of net organic growth of
funds under management which in Rathbone
Investment Management during the year was
7.2%, compared with 5.8% in 2005, and in
Rathbone Unit Trust Management was
41.7% compared with 37.5% in 2005. These
statistics reflect the impact of our increased
emphasis on marketing generally and especially
marketing to financial intermediaries and,
within Rathbone Unit Trust Management, the
excellent performance record of the Rathbone
Income Fund in particular.



This year has also seen continuing growth in

the range and variety of investment opportunities
that are available to private investors and to

the managers of their investment portfolios.

We have seen further growth in the proportion
of our clients’ assets which is committed

to collective investments, as well as increased

use of funds of alternative assets and the use of
structured products. These developments result
from increased emphasis on asset allocation
decisions and the understanding of the risk
profiles that each of our clients is happy to accept.

Each year your Board takes time outside routine
meetings to examine its stated strategic objectives
and consider any developments, changes or
enhancements that are necessary. The revised
statement of our strategic ambitions is reproduced
on pages 8 to 13 of this report. Our focus remains
the provision of investment management services
to private investors and trustees, the management
of a range of unit trusts and the provision of

trust and tax services in the UK and offshore,

as well as pension services in the UK.

During 2006 profits from Rathbone Investment
Management, through which we provide
segregated investment management services to
private individuals and other investors, and which
is a bank authorised and regulated under the
Financial Services and Markets Act 2000, have
grown by 24.5% and in Rathbone Unit Trust
Management they have grown by 34.2%.

The results from our trust and tax activities
have been less satisfactory, despite some
important reorganisation and management
changes. A combination of the inevitable
disruption suffered during the relocation of
our three offices in Jersey into one building,
competition from other providers of trust and
tax services, and the uncertainty connected
with some proposed unfavourable changes in
trust law announced in the 2006 Budget, have
put pressure on this division and profits fell
by 28.1%. It should be noted, however, that
the major part of this reduction is directly
attributable to one-off property costs in Jersey.

Corporate activity

During the course of the year we have pursued
our policy of seeking attractive acquisition
opportunities and appropriate recruitments

of established professionals from other
organisations. In April we completed the
purchase of the UK investment management
and private banking activities of Dexia. This
business has now been fully integrated into

Rathbone Investment Management and, as
recently announced, the private banking activity
that was acquired has been sold to Butterfield Bank
(UK) Limited as it did not fit strategically into

our existing banking and investment management
activities. The integration was achieved more
quickly than had been planned and we now expect
this acquisition to be earnings-enhancing during
the whole of 2007.

Additionally, we recruited eight new investment
managers in Rathbone Investment Management
during the year and following the Dexia
acquisition and these recruitments, we now
have 160 investment professionals in Rathbones
as a whole.

We continue to look for suitable acquisition
opportunities but only if they meet our strict
criteria of involving professionals who share
our commitment to discretionary investment
management, are earnings-enhancing within a
reasonable timeframe and/or that they broaden
the range of services available to our clients.

James Lifford

At the end of the year James Lifford, who has
been a director since 1996 and responsible for our
investment management offices outside London
and Liverpool, retired from the Board. During the
last ten years he has made a major contribution

to the growth and development of our business
and his experience and wise counsel will be missed
on the Board. We are delighted, however, that he
is remaining a director of our offshore investment
management company and will continue to

focus on the investment affairs of clients from

our Winchester office.

Outlook

Mergers and acquisitions activity generally and
the role of private equity in particular have clearly
had a favourable impact on UK stock markets
during the year. Subject to market conditions,

it seems reasonable to expect a further year of
growth in 2007. We face the future with genuine
optimism.

Chairman
28 February 2007



Rathbones at a glance

Business activity

Investment Management

The investment management

division provides mainly discretionary
investment management services

to private investors and charities

with portfolios held in discretionary
accounts, trust structures, PEP or
ISA accounts or self-invested personal
pensions from offices in the UK

and Jersey. The majority of clients
have a fee-based service with
securities held in a Rathbone nominee
company and surplus cash held by
Rathbone Investment Management,
an authorised banking institution.

Rathbone Pension & Advisory
Services advises clients on retirement
planning options and offers the
Rathbone SIPP.

Funds under management! £1 0 3bn

Operating income? £90.9m
. )

Profits before tax £34.1m

Principal trading names

Rathbone Investment Management
Rathbone Investment Management International
Rathbone Pension & Advisory Services

Employees (full time equivalents)? 503

Offices Bristol Kendal
Cambridge Liverpool
Chichester London
Edinburgh Winchester
Jersey

Business head

Richard Lanyon Investment management
lan Buckley Pension and advisory services

Website

www.rathbones.com
www.rathboneimi.com Offshore services
www.rathbonegreenbank.com Ethical investment

1 asat 31 December 2006
2 for the year ended 31 December 2006
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Unit Trusts

The unit trust division has a
range of unit trusts which are
distributed mainly through
independent financial advisers
in the UK.

These funds are purchased
through financial supermarkets,
life assurance companies and
through direct contact with
financial advisers

Funds cover the UK stockmarket,
embracing small, medium and
large companies to achieve growth
and income. In addition we
manage an ethical bond fund

and one global fund focused on
international opportunities.

Trust and Tax

In the UK, the trust business
provides taxation services
(compliance and planning),
probate services, trust services
(trust formation, administration,
accounting and provision

of trustees and protectors),
and family office services.

Outside the UK, under the
banner of Rathbone Trust
International, the trust business
specialises in the provision of
trustee, corporate and family
office services from offices in
Jersey, Switzerland (Geneva)
and the British Virgin Islands.

£1.9bn -

£14.0m £21.2m

£5.1m £2.3m

Rathbone Unit Trust Management Rathbone Trust Company

Rathbone Trust International

32

201

London

Jersey St Helier

UK London and Liverpool
BVI Tortola

Switzerland Geneva

Peter Pearson Lund

lan Buckley

www.rutm.com

www.rathbones.com/rat/services/onshore
www.rathbonetrustinternational.com Offshore services
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It is a great pleasure to be able

to report that we have achieved our
highest profits ever for the second
year running. In this, our 265th
year, the overall business

has grown solidly and profitably —
we have added staff, clients

and space, during a time when
markets have been positive for

us and our clients.

While I will refer to the business in more

detail below, it is important to emphasise at the
start that what we have achieved this year has
been the result of hard work (and in many cases
long hours) and dedication on the part of our
enormously committed staff.

In our core investment management business
19 investment professionals joined during
the course of the year — 11 from the business
that was acquired from Dexia and eight

by recruitment.

Although recruiting individual investment
managers does not attract headlines in the same
way as a corporate acquisition, it is a very
effective way of growing our business and we
are pleased that 2006 saw so many people
joining us. Many of them have come from
organisations undergoing corporate change and
they have enjoyed joining a stable organisation
committed to private clients and to providing the
highest quality of service. The fact that we are an
independent listed company, with about 20%
owned by staff, retired staff and their families,
helps us attract high quality professionals.



One theme that has attracted considerable

press comment over the year has been the
developing market for self-invested personal
pensions (SIPPs). This is an area of great interest
to us and to our clients, and during 2006 we
consolidated our pension advisory work into a
new regulated company, Rathbone Pension &
Advisory Services Limited. This business received
authorisation and started trading on 1 August
2006, and enables us to give advice on the
establishment of pension arrangements (which
may well include a SIPP) for our existing clients,
as well as attracting new business to Rathbones.

Many existing clients already have (and

many more may well want) a SIPP to run
alongside their main portfolio, as it is a tax-
efficient way of planning for retirement. The
obvious attraction to Rathbones of this business
is that we can use our investment management
expertise to manage the underlying assets in
SIPPs. Indeed SIPPs have sufficient flexibility
that we are able to offer an ethical SIPP

to those clients who require it. In addition

to advising on and running our own SIPP
products, we are also active in the management
of investments for other SIPP providers.

To this end, we have been successful in

building our presence on the panels of a number
of life company-run SIPPs (or similar pension
products). The GE Life relationship is already
resulting in significant fund inflows and we hope
the other earlier stage relationships will prove

as mutually beneficial.

This activity has also increased our profile

in the independent financial adviser market
where we already have a good reputation for
unit trust management, and we are seeing a
growing interest from IFAs in our discretionary
fund management service.

Many shareholders will have noticed our
increased advertising activity for both our
discretionary fund management services and

our unit trusts, particularly the new High Income
Fund. The feedback we have received suggests
this has been beneficial in raising the reputation
and profile of Rathbones amongst a range

of audiences as well as directly attracting

new clients.

The performance of several of our unit trust
funds has led to very favourable press comment
and awards. During the latter part of 2006, the
Rathbone Income Fund went through a
significant milestone when it reached £1 billion.
This is a major achievement given it was under
£50 million five years ago and it is one of the
very few funds in the UK to have been ranked
in the top quartile for each one of the last

seven calendar years.

Other key events included the re-branding

of our international trust business as Rathbone
Trust International. This was designed to
coincide with the move from three legacy
locations in Jersey into a splendid new,
purpose-built building on The Esplanade.
Although this caused some inevitable disruption
to the Jersey business, we believe that the
move into one building will have significant
tangible and intangible benefits. The change

in atmosphere has been remarkable and staff
no longer have to walk miles simply to

meet a colleague! Our offshore investment
management business in Jersey has also been
re-branded as Rathbone Investment
Management International.

It has been an eventful year all in all with
progress being made on all fronts across our
business areas, both large and small. We look
forward with enthusiasm and confidence.

Chief Executive
28 February 2007
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Rathbones’ services

Rathbones’ core businesses are investment
management and trust, tax and pension services.
These are managed in three areas:

e [nvestment management for private
individuals and trustees

e Unit trusts

e Trust and tax

Discretionary investment management services

for private individuals, charities and trustees,

as well as their advisers, are provided by Rathbone
Investment Management in the UK and by
Rathbone Investment Management International
in Jersey. Rathbone Investment Management

is authorised as a bank under the Financial
Services and Markets Act 2000.

We stress the importance of a fee-based investment
management service. Having full discretion,

with securities held in our nominee and surplus
cash held by us as an authorised bank, allows

our investment managers the maximum flexibility
and enables us to provide quality services
efficiently and at a reasonable cost. Advisory
services are also provided. Rathbone Investment
Management acts in the market as an independent
investment manager and continues to develop

its investment process.

Rathbones is actively seeking to expand its
investment management activities, organically as
well as by appropriate acquisitions. The critical
criteria for such acquisitions are that the people
joining us should share our commitment to
provide investment management services of high
quality, that the acquisition should be earnings-
enhancing within a reasonable timeframe and/or
that the acquisition or recruitment should broaden
or improve our range of services in keeping with
our overall corporate strategy.

Rathbones’ approach to the investment of client
funds seeks to manage risk imaginatively. Each
client is the responsibility of a named investment
professional who makes all investment decisions
in the light of his or her clients’ stated objectives,
risk profile and circumstances, paying regard to
the Rathbone Investment Process.

Our Investment Process is constantly evolving
and we continue to invest in the people and
resources required to ensure it remains robust,
flexible and capable of meeting a variety of

needs. Traditionally, our business has focused

on constructing investment portfolios from cash,
bonds and equities. As new asset classes have
developed and become available to private clients,
we recognise that some clients may need us to
construct portfolios incorporating a broader range
of investments and the different risks and rewards
associated with them.

We believe that our independence allows us to
select all investments in a portfolio on the basis
of the best available in the marketplace. There is
participation in the investment process by all
investment professionals across Rathbones which
also ensures that the investments selected are
suitable for our clients.

Our investment managers are able to make

the final asset allocation decisions as well as
investment selection but internal performance
monitoring and risk control processes ensure
that the quality of service and fulfilment of client
objectives is achieved. Clients with more limited
sums to invest are directed, where appropriate,
to collectives on a best-of-breed basis.

The Board believes that it is appropriate

that a minimum of 80 per cent of Rathbones’
business should be in investment management
and unit trusts.

The provision of banking services is limited
to investment management or trust clients

of Rathbones. Short-term loans are made on
a secured basis but mortgages, cheque books,
credit and debit cards are not offered.

Rathbone Pension & Advisory Services offers
clients independent advice on pensions, life
assurance arrangements and on the wider aspects
of estate planning and savings. It also provides self-
invested personal pension (SIPP) administration
services for our clients, many of whom have their
SIPP investment portfolios managed by Rathbone
Investment Management.



Rathbone Unit Trust Management provides unit
trusts and ICVC’s (Investment Companies with
Variable Capital) to a wide range of investors.
Funds under management have grown very
significantly, largely by distribution through
financial advisers.

Rathbone Unit Trust Management has established
a major market share of sales of equity income
products, on the back of long-term performance.
Continuing success is dependent on delivering
consistent long-term performance based on the
Rathbone Investment Process. It has recently
secured a foothold as a manager of investment
mandates from major retailers of investment
products and this area represents a growing part
of the business.

The plan is to build on this success, mindful of
the need to avoid complacency, given the very
competitive environment in which Rathbone Unit
Trust Management operates. This will involve
further strengthening our brand, attracting and
retaining key employees and widening distribution
both in the UK and overseas. It will also involve
growing distribution through intermediaries, life
assurance companies and specialist mandates
rather than ‘in-house’ sales to clients of Rathbone
Investment Management. We may add funds to
our range but only where we believe that we have
the skills necessary to produce above average
investment returns for unit holders.

Rathbones continues to be ambitious in

its plans for Rathbone Unit Trust Management,
acknowledging that unit trust sales are

always dependent on market conditions,
performance statistics, product demand and
consumer confidence.

As with investment management, these services
are provided to clients by named professionals,
frequently qualified lawyers, accountants and
pension specialists. The individual services are
intended to stand on their own as profitable

units but cross-referrals between investment
management and trust, tax and pension activities
are greatly encouraged where they are appropriate
and consistent with integrity and best advice.

Globally, Rathbone Trust International specialises
in the provision of trustee, corporate and family
office services, from offices in Jersey, Geneva and
the British Virgin Islands, affiliated offices in

New Zealand and the Netherlands, and through
partners and associates in other jurisdictions.
Rathbone Trust International prides itself on the
provision of intelligent, pro-active and informed

fiduciary and corporate services for private
individuals, their families and their family
offices wherever they are based. In addition
it has specialist corporate trust expertise.

Within the UK, Rathbones is able to provide
advice on tax planning, including wills and
inheritance tax, family office services and trust
and estate administration. Taxation services
include the preparation of tax returns for
individuals and trusts, income and capital tax
planning as well as the ability to assist with
tax investigations.

In an increasingly complex area, we are
committed to providing the highest possible
level of professional expertise to our existing
and prospective clients.




Rathbones’ infrastructure

The investment management business relies on
three closely integrated systems, marketed together
by Rhyme Systems as ‘RhymeSight’, comprising
Rhyme’s core Quasar processing engine, the
internally developed Rathbone Investment Desk
and Equipos’ STR client reporting package. It

is expected these will remain the core systems for
the foreseeable future.

Rathbones aim to deploy robust and proven
industry standard hardware and IT infrastructure
such as Microsoft software for enterprise

wide systems.

Marketing

Rathbones is justifiably proud of the growth

of its reputation as a very professional provider of
investment management and wealth management
services. It is recognised, however, that our
market places remain extremely competitive and
are constantly changing. A variety of takeovers
have led to significant levels of change in our
competitors and new businesses are constantly
seeking to establish themselves. Increased emphasis
has been placed on marketing and business
development activities generally and through
intermediary audiences in particular.

Our marketing will increasingly emphasise

the ‘rounded’ nature of Rathbones’ services
to individuals, building on the strengths of

all parts of Rathbones.

P

People

As with all professional services businesses,
Rathbones’ greatest asset is its people.

The company is committed to the provision
of stimulating career environments for
employees in all areas.

Through our acquisitions and the operation

of the Share Incentive Plan, we provide equity
participation and rewards that reflect the success
of the business. Additional profit-related schemes
are in place in specific areas for fee-earners.
These are designed to provide appropriate
incentives and rewards for the profitable
operation and development of our businesses.

Rathbones is aware of the need to provide
appropriate training for staff throughout the
business and is committed to acting as an equal
opportunities employer. Increased emphasis

is placed on the benefits to individual members
of staff in the company by the development

of the appraisal process.

Any business providing services to private
individuals relies on the integrity, quality and
honesty of its staff. Great stress is placed on
compliance with all relevant regulation and
statutes and Rathbones will preserve and build
upon its established culture of seeking the highest
possible professional and ethical standards.

This encompasses an active awareness

of environmental and social concerns as well

as a commitment to the wider community.






This Operating and financial
review has been prepared in

line with guidance provided by
the Accounting Standards Board
to provide a balanced picture

of Rathbones’ business and
prospects, without prejudicing
the confidential nature of

commercially sensitive information.

1 External environment

Rathbones provides investment and wealth
management services to private individuals and
trustees predominantly resident in the UK.
Bridgewell Limited, in its report Private Client
Wealth Management (October 2006), estimates
that there are some 125 companies managing an
estimated £300bn of advisory and discretionary
client money in the UK. This implies that
Rathbones has a market share of approximately
4%. The report also suggests the industry is
highly fragmented as it estimates the top ten
players manage around 51% of private client
assets under management, the next 50 manage
47% and the remaining 2% is managed by
around 635 private client wealth managers.

Table 1 shows the largest ten private client
wealth managers in terms of discretionary assets
under management.

Rising values of financial assets over the last
three years has combined with an increasing life
expectancy and an increasing requirement for
provision of funds to generate income in
retirement. This causes commentators to regard
the private client wealth management sector as
providing good medium-term growth potential.




Funds under management (£bn)

Discretionary

£m AUM
UBS 11,108
Rathbones 9,416
Lloyds TSB 9,233
Barclays/Gerrard 8,970
Rensburg Sheppards 8,646
Brewin Dolphin 8,500
HSBC 7,643
Morgan Stanley PWM 6,912
Merrill Lynch 5,379
Goldman Sachs 4,676

Minimum

Advisory Total discretionary
AUM AUM threshold (£)
7,405 18,513 100,000
1,284 10,700 100,000
= 9,233 250,000
20,930 29,900 50,000
4,454 13,100 None
11,200 19,700 None
2,548 10,190 150,000
3,560 10,472 3,000,000
8,068 13,447 1,000,000
8,314 12,990 5,000,000

Source: Bridgewell Limited estimates, Private Client Wealth Management report, October 2006

Changes to the trust regime in the UK have been
introduced by the Finance Act 2006. It is generally
held that these changes have made the creation

of trusts less attractive to individuals in the UK
and for those who already have trusts in place,
their arrangements will need to be reviewed in the
light of the new legislation.

2006 saw growth in most world equity markets
and the FTSE/APCIMS Balanced Index, which we
regard as the market index that most accurately
reflects the portfolio composition of Rathbone
clients, rose by 6.8%.
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Within the UK, the Group’s investment
management, unit trust and pension and advisory
activities are currently regulated by the Financial
Services Authority and the UK trust business

will be subject to regulation in the near future.
Our overseas businesses are also subject to
regulation, particularly in Jersey where

both the trust and investment management
subsidiaries are supervised by the Jersey
Financial Services Commission.
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Two European Directives have a particularly
significant impact on some or all of our UK
regulated subsidiaries — namely the Capital
Requirements Directive (CRD), which came into
force on 1 January 2007, and the Markets in
Financial Instruments Directive (MiFID), which
comes into force on 1 November 2007.

The CRD, which applies to both banks and
investment firms, introduces a more refined, risk-
based approach to the assessment of the capital
that a regulated entity is required to hold and also
imposes disclosure obligations. It is likely that the
CRD will result in an increase in the minimum
amount of regulatory capital we are required to
hold, but our current view is that we will continue
to have sufficient capital.

The new rules for MiFID are due to come into
force in November 2007 and we have a project
underway assessing the impact and addressing the
issues. However, from the consultation papers and
process the Financial Services Authority is
currently going through, this will lead, amongst
other things, to the largest rewrite of its Conduct
of Business rules since they came into force in
2001. We will no doubt have to provide many of
our clients with a major revision to their terms of
business, but it is not yet known what information
we will have to seek from them in return.

2 Rathbone Brothers Plc

Rathbones’ corporate strategy is set out in detail
on pages 8 to 13. To provide a meaningful context
for this Operating and Financial Review, the
Group’s objectives are repeated here:

e To provide investment management and trust,
tax and pension services for private individuals,
charities and trustees.

e To provide shareholders with a growing
stream of dividend income, delivered by steady
and consistent growth in earnings per share as
market conditions allow.

e To provide staff with an interesting and
stimulating career environment, involving a
commitment for all staff to share in the equity
and profits of Rathbones.

The Group’s business activities are summarised
in ‘Rathbones at a glance’ on pages 4 and 5
and set out in more detail in the Group’s
corporate strategy.

The results of the business are reported
segmentally under the following headings:
* Investment management

e Unit trusts

e Trust and tax

Investment management includes the results of the
pension and advisory services business.

For each segment, the results comprise revenue,
direct costs and allocations of various support and
central costs and revenues. Significant revenue or
cost items that are not considered to be relevant in
assessing the ongoing performance of the business
are not allocated to business segments.

Key drivers for Rathbones to deliver growth in

earnings are:

e growth in funds under management organically
and by selective acquisition; and

® maintaining an efficient operation and
controlling the cost base.

2006 2005 % change
Total funds
under management £12.2bn  £9.5bn +28.4%
FTSE/APCIMS
Balanced Index 2950 2762  +6.8%
Underlying rate of net
organic growth in funds
under management 11% 8% +37.5%
Underlying %
operating margin 31.8% 31.0% +2.6%
Underlying basic
earnings per share 71.28p 59.50p +19.8%



3 Segmental performance

Key drivers for growth of revenues and profits are:

e growth in funds under management;
® maintaining gross revenue returns; and
e operational efficiency.

2006 2005 % change
Funds under
management at
31 December! £10.3bn  £8.3bn +24.1%
Underlying rate of
net organic growth
in funds under
management! 7.2% 5.8% +24.1%
Average net
operating income
basis point return? 95bps  99bps -4.0%
Operating % margin3 37.6% 36.5%  +3.0%

1 See Table 5

2 Net operating income (see Table 4) divided by the average of funds
under management on the quarterly billing dates (see Table 6)

3 Investment Management profit before tax divided by net operating
income (see Table 4)

Growth in funds under management in the

year has been achieved through acquisition and
organically. In April, the acquisition of the
investment management business from Dexia
brought in over £600 million of funds under
management. In addition by the end of the year,
funds under management of £200 million had
been attracted in by eight investment directors
recruited from Brown Shipley, Kleinwort Benson,

HSBC and Gerrard.

The rate of net organic growth has been the
highest for some years and reflects investment in
promoting to intermediaries and some national
advertising, as well as a more buoyant market
environment. Investment is also being made in
third-party distribution channels such as life
company self-invested personal pension (SIPP)
products, but this is unlikely to generate returns
until the end of 2007. The non-core private
banking business acquired with the investment
management business from Dexia was sold to
Butterfield Bank (UK) Limited at the beginning of
January 2007 and a modest premium was received.

Rathbone Pension & Advisory Services, a new
company authorised and regulated by the Financial
Services Authority, was launched on 1 August
2006 and in the run-up to that date a number of
financial planning professionals were recruited.
Progress to date is encouraging.

In the prior year’s accounts, reference was made
to a legal dispute concerning the transfer of a
non-core business in 1999 and to a review of past
sales of self-invested personal pensions. The legal
dispute was settled in August 2006 and the review
of past SIPP sales was substantially completed by
the end of the year.

Net operating income for 2006 increased by
21.0% to £90.9 million (2005: £75.1 million).
The business acquired from Dexia accounted
for £4.1 million of net operating income in

2006 of which £0.4 million related to the private
banking division.

The income generated from most client
relationships will be a combination of fees,
commission and interest margin with the mix
being fairly consistent year-on-year. Fee income
increased by 24.7% from £39.6 million to
£49.4 million and compares with an increase
in the average of funds under management on
our four quarterly fee billing dates of 26.3%
(2006: £9.6 billion, 2005: £7.6 billion). In
2006, higher than average levels of liquidity
in client portfolios resulted in higher interest
and lower commission proportions than in

2005 —see Chart 2.

32%

mmm Fees (2005: 53%)
Commission (2005: 35%)
Interest and other income (2005: 12%)

We believe this is due to a combination of factors:

* more fee-only clients;

e some evidence of larger transaction sizes; and

e reduced dealing activity during a period of
increased liquidity in clients’ portfolios.



Operating expenses for 2006 were £56.8 million
compared to £47.7 million in 2005 — an increase
of 19.1%. Expenses for 2006 include £3.4 million
in relation to the acquired Dexia business (of
which £2.0 million is non-recurring) and costs in
connection with the legal dispute and SIPP review
referred to on page 17 amounted to £1.3 million.

The recruitment of investment managers will
result in a decrease in operating margins until
they have attracted in sufficient funds to cover
their employment costs. The impact for 2006,
however, has not been significant given the rate
at which funds have been attracted in.

Investment managers are incentivised through a
number of different schemes to maintain and grow
the value of funds they manage profitably.

For 2007, we should see a full year’s
contribution from the former Dexia team
yielding an operating margin that is significantly
closer to that achieved by the rest of the division
and positive contributions from the investment
managers recruited in 2006. Investment in
developing our links with various intermediaries,
self-invested personal pension providers and some
national advertising will continue. We expect the
pension and advisory services business to build
upon the investment made in 2006.

The extent of the impact of MiFID is still uncertain
(see Regulatory environment on page 15) and

we expect an increase in property costs in London
(see Resources on page 20).

2006 2005

£m £m

Fees 494 39.6
Commission 29.2 26.4
Interest and other income 12.3 9.1
Net operating income 90.9 75.1

Operating expenses (56.8) (47.7)
Profit before tax 34.1 27.4

2006 2005

£bn £bn
As at 1 January 8.3 6.9
Market movement! 0.5 1.0
Inflows2 2.0 0.9
— organic 1.1 0.9
— acquired 0.9 =
Outflows? (0.5) (0.5)
Effect of performance - =
As at 31 December 10.3 8.3
Net organic new business3 0.6 0.4
Underlying rate of
net organic growth# 7.2% 5.8%

1 Increase over 2006 in the FTSE/APCIMS Balanced Index applied to
opening funds under management

2 Valued at the date of transfer in/out

3 Organic inflows less outflows

4 Net organic inflows as a % of opening funds under management

2006 2005

£bn £bn
Valuation dates for billing:
5 April 8.9 71
30 June 9.3 7.3
30 September 9.7 7.8
31 December 10.3 8.3
Average 9.6 76

Key drivers for growth of revenues and profits are:
® maintaining superior fund performance;

e growth in funds under management; and

e operational efficiency.

2006 2005 % change
Funds under
management! £1.9bn £1.2bn +58.3%
Underlying rate of net
organic growth in funds
under management! 41.7%  375% +11.2%
Operating % margin2 36.4% 36.2%  +0.6%

1 See Table 9
2 Unit Trust profit before tax divided by net operating income (see Table 8)



Growth in funds under management has been
generated principally by the Rathbone Income
Fund which was valued at £1.1 billion at the end
of 2006 compared to £0.7 billion at the beginning
of the year. This fund has an excellent long-term
performance record and is the only fund in

the S&P Unit Trust UK Equity Income sector
(approximately 75 funds) to be first quartile

in each of the last seven calendar years.

Fund supermarkets continue to be a key sales
distribution channel for this business accounting
for 40% of the gross retail fund sales in

2006 and, given their growing influence in this
marketplace, dealing terms are likely to move

in their favour.

Other sources of growth include the new
Rathbone High Income Fund, launched in May,
which was valued at £17 million at the end of
the year, and additional funds in multi-manager
mandates of over £100 million.

The Rathbone Special Situations Fund experienced
net redemptions in 2006 with performance of the

fund affected by the poor performance of AIM stocks.

Net operating income was £14.0 million (2005:
£10.5 million). Rebates and trail commission
payable as a percentage of annual management
charge income was 42.5% compared to 40.9%
in 2005, and the managers’ box dealing profits,
as a percentage of net operating income fell from
13.3% t0 9.3%.

Operating expenses were £8.9 million compared to
£6.7 million in 2005 — an increase of 32.8%. This
increase is largely due to the increase in the costs of
the profit share schemes for this business.

The focus for 2007 will be to continue to promote
our top performing funds through existing and
new distributors. We are also planning the merger
of the Rathbone Capital Growth Fund, valued at
just under £5 million, with the Rathbone Income
and Growth Fund, subject to unitholder approval.

2006 2005
£m £m
Initial charges net of discounts 0.9 1.1
Annual management charge 19.5 13.7
Net dealing profits 1.3 1.4
Interest and other income 1.0 0.5
22,7 16.7
Initial commission payable (0.4) (0.6)
Rebates and trail
commiss