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CHAIRMAN’S STATEMENT
Jor the year ended 31 Decernber 2010

I am pleased to present the report and accounts for the vear ended 31 December 2010

* Profit of £169m before tax, which includes a profit of £1 38m atmbutable to the
acquisiton of certamn assers of The Clarkson Hill Group Plc (in Admumstraoon) in
December 2010 (2009 loss of £0 9m)

*  430% mcrease i turnover through organic growth and acqusinon

e 58,000 clhients who are invested through our IFAs or 1 our structured products (2009

10,000)

Orver £950 mullion of client assets under management and advice (2009 £100m)

£350 mulhion of gross assets in Merchant Capital

Team of some 180 employees and advisors operating from seven offices

* Two successful acquisinons dunng the year
® Reviewing further acquisinon opportunties

I am pleased to report on a vear of considerable progress at Merchant House Group Plc
(“MHG” or “the Group”)

When I became Chief Executive less than three years ago, the Group was heavily loss making
and had been since 1ts formanon in 2000, while several strategies to build a corporate finance
business had been unsuccessful

We began by shmming down the team and making deep cuts in costs MHG then embarked on a
strategy to attract teams from larger financial insumutions with the Group providing the
regulatory and operational infrastructure on which teams could build their busmesses This
strategy has so far proved successful and has allowed the Group to grow at a rapid rate by being
effective at selecting and attracung the nght teams The Group now comprises the following
principal businesses

1 A foreign exchange proprietary trading infrastructure solution for a team of proprietary traders
formerly working for major investment banks was set up in partnership with Merchant Trading
LLP 1n 2009 Progress so far has been good, as announced on 30 June 2010 and 30 September
2010, with recurnng monthly net fees eamed by the Group exceeding $100,000 when daily
trading exceeds a nommal of $100bn This partnership agreement 1s currenty under
renegouaton

2 The acqusition of two structured product books, as announced on 4 December 2009 and 28
Apnl 2010, and the recrmtment of 2 new structured products team 1o Merchant Capital Limited
(the FSA regulated subsidiary of MHG) means the Group now admimsters {350 milion of
structured products and £13 mullion of cash for 17,000 chents Income is denved both through
monthly admunistraton fees and commussion on 1nvestments made The division works with
Barclays Capital, Nomura and Morgan Stanley, amongst others, to create both standard and
talored products for clients Ten new products were 1ssued dunng the peniod under review In a
poll of the top ten performing growth plans maturing in 2010 published by “Money Marketung”
(31/5/2011), six were Merchant Capital products Furthermore, 1n the same survey, Merchant
Capital ranked first and fifth i the ten top performing “kick-out” plans matuning 1n 2010 Since
the year end, six new sales people have joined the business

3 The estabhshment of a Dublin based UCITS IIT umbrella fund began in 2009 and was

successfully launched on 18 January 2010 This was descrbed in an RNS dated 9 December

2009 Three funds were launched 1n the pertod under review, Merchant European Equtes Fund,

Merchant Global Resources UCITS Fund and Merchant Galaxy China Absolute Return UCITS
2




Fund, which, 1n aggregate, manage $90 0 mullion on which the Group charges management and
petformance fees Since the vear-end, the Russian Phoenix UCITS Fund has been approved by
the Central Bank of Ireland, a second fund 1s being prepared for submussion and three more are
i advanced discussion If each fund 1s approved and launched with the expected seed capital,
there will be eight funds managing 1n excess of $200 milhion berween them

Furthermore, the experience of developing and managing investment funds gained from the
launch of the UCITS umbrella fund has led to further discussions with major insatutions since
the vear-end 1n relation to the management of €500 mullion 1n non-UCITS funds and the launch
of a Merchant turnaround fund based m Jersey Whilst these can only be viewed as potential
opportunities, they are mdicauve of the benefits of the expenence gamed in developmng the
UCITS umbtrella

4 Following the acquisition of cerrain assets from an IFA busmess which was 1n administration,
MHG established Merchant House Financial Services Limuted (MHFS) towards the end of 2010
and the team appointed to run the business subsequently attracted 118 advisers i early 2011 By
the end of 2010, MHFS had secured in excess of 30,000 of the former IFA’s chents and
approximately £400 million of clienr assets under advice In the first few weeks of 2011, this rose
to 41,000 chents and over £500 million of chient funds

The IFA busmess was The Clarkson Hill Group Plc (in admunistranon) (CHG) from which
certamn assets were purchased on 17 December 2010 These assets include the nght to pipeline
and trail or renewal mncome Other than a share owed to the administrators, which 1s estmated
by the auditors to be £600,000, there are no additional liabilites on the mcome To date,
£2,147,595 of pipeline and trail mcome has been collected from which the Group has denved
profits of £138 mullion in the year ended 31 December 2010 Based on the records and
statements of CHG, 1t 1s estimated by the Group that up to £850,000 of pipeline income remains
to be collected The trail ot renewal income 1s estimated at £2 mullion per year and 1s expected to
continue to be paid throughout each year unless clients move to another firm

In 2010, MHG businesses were grown in two ways First, where possible, middle and back office
functions were contracted out to keep MHG’s costs as low cost as possible while leaving the
Company m a positon to scale each business without the need to increase personnel
significantly Second, the board idenufied and implemented cross-sales synergtes between the
businesses as a low cost way of dnving growth

In the second half of the vear under review, the MHG board was strengthened with the
appointment of Chnstopher Day as Chief Executive Chrstopher was MD of Dresdner Bank’s
Far East investment management business, where he managed operations 1n mne countres and
was part of a team that grew assets under management from $600 million to $2,500 millon At
the last AGM, Martin Eberhardt stepped down at the end of his term as Chairman and 1 was
elected by the board Chnstopher and I are the two execunve directors and Marun 1s the
independent non-executive director As reported above and, including the 118 independent
advisers working with Merchant House Financial Services, the team 1s now 180 strong working
from seven offices located 1n London (2), Cardiff, Northampton, Plymouth, Truro and Wisbech

The performance in the first half of 2011 1s in hne with Board expectatons We are continuing
to review possible acqusition opportunities in stockbroking and asset management Shareholders
will be updated 1n due course

Aside from the possible mvestments, the directors are working to grow revenues while
controlling costs The MHG board are of the view that the current market capitahisanon does
not reflect the excellent progress made both organically and by acquisiton over the last three
years




Shareholders should note that the accounts contain a qualificaion This 1s solely in respect of the
lack of audited accounts or other up to date financial informanon avalable on two investments
held bv the Group One 1s in our books at mil value and the other has a valuanon in our books
based on an external, third partv valuanon which has been reviewed by the auditors

I would like to thank my board colleagues, sentor management and the whole team for the part
they have playved 1n the turnaround of MHG, which has resulted in a sohd profit, as well as
shareholders who have remamed with the Group during the last three years The tmes remam
uncertain and, 1n a growing company, cashflow conunues to need careful management, there can
be no certainty of success but the board look to the future with a measure of renewed
confidence

James Holmes
Execuove Chatrman
30 June 2011



REPORT OF THE DIRECTORS
Jfor the year ended 31 December 2010

The Directors present their report together with the audited Group financial statements for the year ended 31
December 2010

Principal Activities
The prncipal acusity of the Company and the Group during the year was the provision of financial services The
Companv 1s domuciled 1n England and was incorporated in England and Wales

Business Review and Future Developments
A review of the Group’s businesses and future developments 1s contained within the Charrman’s Statement on page 2
o 4

Results and Diwvidends
The profit for the year on ordmnary activiues before tax amounted to £1,690,446 (2009 loss £915,263) The Directors
do not recommend the payment of a dividend

Share Capital
Details of the share capital are given i note 17 to the financial statements

Directors and their Interests
The Directors who served during the year and their interests in the Company’s Ordimary Shares were as follows

At At
31 December 31 December
2010 2009
No. No.
M Eberhardt 55,645,161 -
J Holmes 53,225,805 -
C Day (appointed 31 Aungust 2010) 62,615,706 -
Warrants
Dunng the year warrants were 1ssued to the Directors as follows
Number Date 1ssued Exercise price Lapse on
M Eberhardt 45,086,998 1 September 2010 0 05p per share 31 August 2015
J Holmes 90,173,995 1 September 2010 0 05p per share 31 August 2015

Ditrectors’ interests in contracts are disclosed 1n Note 19 of the financial statements

Share Opuons
At the balance sheet date there are no Options granted to the Directors



REPORT OF THE DIRECTORS Conunued
Significant Shareholdings
On 1 June 2011 the following shareholders held 3% or more of the 1ssued share capital of the Company

Percentage of

No. of 1ssued

Ordinary Ordinary

Shares Shares

Prism Nominees Lumuted 499,255 464 2782
LL Nomunees Limited 103.034,631 574
Jordasic Investment Holdings Liruted 100,000,000 557
TD Waterhouse Normunees (Europe) Limited 89,996,572 502
Darungton Portfolio Nomnees Limited 75,500,000 421
P Drew 69,172,932 385
] Keane 69,172,932 385
Barclayshare Nominees Limited 67,685,000 377
HSDL Nomnees Limuted 63,761,196 355
Peel Hunt Holdings Eamted 62,828,156 350
P Shakeshaft 60,000,000 334
Alhiance Trust Savings Nominees Limited 55,045,161 310

Corporate Governance

As Merchant House Group Plc 1s not a fully bsted Company, 1t 15 not required to comply with the Code of Best
Practce published by the Commuttee on the Financial Aspects of Corporate Governance (“the Combined Code”)
However, the Directors do place a high degree of importance on ensuring that high standards of corporate
governance are mantained As a result, most of the relevant principles set out m the Combmed Code have been
adopted during the period and these are summansed below

Directors

The Company supports the concept of an effectuve Board leading and controling the Company The Board 1s
responsible for approving the Company’s policy and strategy It meets frequently and recesves and reviews on a umely
basts financial and operating nformation appropnate to being able to discharge 1ts duties Directors are free to seek
any further mformation they consider necessary Directors submut themselves for re-electon every two years by
rotaton in accordance with the Arucles of Assoctanon Given the size of the Company 1t 1s not considered
appropnate that there should be a separate nomnanon committee It 1s the view of the Board that the appointment of
new Directors should be a matter for consideranon by the Board as a whole All appomtments to the Board are
subject to confirmation by shareholders at the following AGM

Relations with Shareholders

The Company values the views of its shareholders and recognises their interest in the Company’s strategy and
performance The Board 1s available to discuss current events with 1ts insntugonal and prnvate shareholders and
pos:tvely encourages attendance at General Meetngs

Audit Commaittee
The prinaipal functions of the Audit Commuttee are to review the intenim and annual financial statements before they
are presented to the Board and to review the effecuveness of the Company’s internal control and nisk management

systems The Audit Commuttee comprises the Company’s Directors  Currently 1t comprises M Eberhardt (Chairman)
and ] Holmes



REPORT OF THE DIRECTORS Conanued

Remuneration Committee

The Remuneranon Commuttee compnses the Company’s Directors  Currently 1t comprises ] Holmes (Charman) and
M Eberhardt Details of the Directors’ emoluments are set out in the financial statements However, there 1s no
separate report of the Remuneration Commurttee It 1s the Company’s policv that the remuneration of Directors should
be commensurate with services provided by them to the Company

Internal Financial Control and Risk Management

The Directors are responsible for the Company’s system of internal financial control and also for idenufying the major
business nisks faced by the Company The system of internal financial control 1s designed to provide reasonable, but
not absolute, assurance against matemal musstatement or Joss In fulfiling these responsibiliues, the Board has
reviewed the effectveness of the svstem of mternal financial control The Directors have established procedures for
planning, budgeung and for monitoring, on a regular basts, the performance of the Company and for determining the
appropriate course of achon to manage any major business risks The Board has considered the need for an internal
auchit function but has decided the sice of the Company does not jusufy it at present However 1t will keep the decision
under annual review

Suppher Payment Policy

Provided there are no disputes concerning the supply of goods or services 1t 1s the Company’s normal pracuce to pay
suppliers 1n accordance with their agreed terms and conditons At the peniod end, trade creditors amounted to 212
days (2009 223 days)

Political and Charitable Donations
There were no political or chantable donatens made during the year

Financial Instruments and Risk Management
See Note 20 to the financial statements

Principal Risks and Uncertainties

The principal risk 1s that uncertainty i the credit market will have an adverse impact on the group’s trading
activittes to the extent that this involves arranging finance and that uncertainty resulung from government
policy will affect decisions to invest i the group’s products

Auditors

Sawin & Edwards have indicated their willingness to continue in office A resolution to reappomt Sawmn & Edwards
for the enswing year will be proposed at the Annual General Meeung i accordance with Section 489 of the
Comparnues Act 2006

Subsequent events
Subsequent events have been disclosed 1n note 22

(I ﬁ u—\

By order of the Board
Hugh Fleming
Company Secretary

30 June 2011



STATEMENT OF DIRECTORS’ RESPONSIBILITIES
Jor the year ended 31 December 2010

The Directors are responsible for prepanng the annual report and the group and parent company financial
statements 1n accordance with applicable law and regulatons

Company law requires the Directors to prepare group and parent company financial statements for each
financial year Under that law, the direcrors have elected to prepare the group and parent companv Financial
Statements 1n accordance with International Financial Reporting Standards and applicable law Under
company law, the directors must not approve the financial statements unless thev are satisfied that they give
a true and fair view of the state of affairs of the Group and parent company and of the profit or loss of the
group for that pertod

In prepanng these 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,

- state whether applicable accounting standards have been followed, subject to any matenal departures
disclosed and explamed in the financial statements, and

- prepare the financial statements on the going concern basis unless 1t 1s mnappropnate to presume that the
group and parent company will continue 1n business

The Directors are responsible for keeping adequate accounnng records that are sufficient to show and
explam the company’s transacnons and which disclose with reasonable accuracy at any ume the financial
position of the company and the Group and to enable them to ensure that the financial statements comply
with the Compamies Act 2006 The Directors are also responsible for safeguarding the assets of the
Company and the Group and hence for taking reasonable steps for the prevenuon and detection of fraud
and other wrregulanines

The Directors are responsible for the maimntenance and mtegnty of the corporate and financial information
ncluded on the Company website Legislation 1n the United Kingdom goverming the preparauon and
dissemunation of financial statements may differ from legislanon i other junsdictions

The Directors confirm that so far as they are aware, there 1s no relevant audit informanon (as defined by
section 418(3) of the Comparues Act 2006) of which the Company’s auditors are unaware They have taken
all the steps that they ought to have taken as directors in order to make themselves aware of any relevant
audit informauon and to establish that the Company’s auditors are aware of that informaton




INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS
for the year ended 31 Decernber 2010

We have audited the Group and parent company financial statements of Merchant House Group Plc for
the year ended 31 December 2010 which compnse the Consolidated Income Statement, the Consolidated
Statement of Comprehensive Income, the Consolidated and Company Statements of Financial Position,
the Consolidated and Company Statement of Changes 1n Equity, the Consolidated and Company Cash
Flow Statements and the related notes numbered 1 to 28 The financial reporung framework that has been
applied in their preparation 1s applicable law and International Financial Reporung Standards (IFRSs) as
adopted by the European Usuon and, as regards the parent company’s financial starements, as applied 1n
accordance with the provisions of the Companies Act 2006

This report 1s made solely to the Company’s members, as a body, in accordance with Chapter 3 Part 16 of
the Comparues Act 2006 Qur audit work has been undertaken so that we mught state to the company’s
members those matters we are required to state to them 1n an auditor’s report and for no other purpose
To the fullest extent permutted by law, we do not accept or assume responsibility to anyone other than the
companv 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

As explained more fully in the Directors’ Responsibiliies Statement set out on page 8, the directors are
responsible for the preparation of the financial statements and for being sausfied that they give a true and
fair view

Our responsibility 15 to audit and express an opmion on the financial statements 1n accordance with
applicable law and Internatonal Standards on Audiung (UK and Iteland) Those standards require us to
comply with the Audiing Practices Board’s Ethical Standards for Auditors

Scope of the audit

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from martenal musstatement,
whether caused by fraud or error This includes an assessment of whether the accounting policies are
appropnate to the Group’s and parent company’s circumstances and have been consistently applied and
adequately disclosed, the reasonableness of significant accounting esumates made by the directors, and the
overall presentatton of the financial statements

Qualified opinion ansing from limitation in audit scope

The share of the profit or loss for the associated company Merchant Tummaround Ple for the penod ended
31 December 2010 1s not disclosed because we were unable to obtain any financial mformanon for the
purpose of our audit The financial year end of Merchant Turnaround Ple 1s 31 January 2011 and there are
therefore no financal statements available for the penod ended 31 December 2010, nor have the financial
statements for the year ended 31 January 2011 vet been prepared We were unable to obtain sufficient
appropnate audit evidence as to the exstence of the Associate’s accounung records by using other audit
procedures

The share of the profit or loss for the associated company Merchant Corporate Recovery Ple for the
peniod ended 31 December 2010 1s not fully disclosed because we were only able to obtain informanon on
the adjustment for the fair value of investments at 31 December 2010 for the purpose of the our audit
The financial year end of Merchant Corporate Recovery Plc 1s 31 January 2011 and there are therefore no
financial statements available for the peniod ended 31 December 2010, nor have the financial statements
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for the year ended 31 January 2011 yet been prepared We were unable to obramn sufficient appropnate
audit evidence as to the existence of the Associate’s accounung records by using other audit procedures

Except for the financial effects of such adjustments, 1f any, as nughrt have been determuned to be necessarv
had we been able to sansfy ourselves as to the results of the associated companies, 1n our opinion

e the financial statements give a true and fair view of the state of the Group’s and the Parent
Company’s affairs as at 31 December 2010 and of the Group’s profit for the year then ended and

e the group financial statements have been properly prepared 1n accordance with IFRSs adopted by
the European Union
e the parent company’s financial statements have been properly prepared 1n accordance with IFRSs as

adopted by the European Union and as apphed in accordance with the provisions of the Companies
Act 2006, and

® the financial statements have been prepared in accordance with the requirements of the Companies
Act 2006

Opmion on other matters prescribed by the Companies Act 2006

In our optnion the information given 1n the Directors’ Report for the financial year for which the financial
statements ate prepared 1s consistent with the financial statements

Matters on which we are required to report by exception

In respect solely of the limitauon on our work relating to the two associate companies, described above

® we have not obtamed all the information and explanations that we considered necessary for
the purposes of our audit, and
® we are unable to determine whether adequate accounting records have been kept

We have nothing to report mn respect of the following matters where the Companues Act 2006 requires us
to report to you if, in our opion:

e adequate accounting records have not been kept by the parent company, or returns adequate
for our audit have not been recerved from branches not visited by us, or

e the Parent Company’s financial statements are not 1n agreement with the accounting records
and returns, or

s certain disclosures of directors’ remuneration specified by law are not made; or
we have not recerved all of the informaton and explanations we require for our audit

St & o

Keeley Edwards — Seruor Statutory Auditor
For and on behalf of Sawin & Edwards
Statutory Auditors

15 Southampton Place

London WC1A 2A]J

30 June 2011
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CONSOLIDATED INCOME STATEMENT
Jor the year ended 31 December 2010

Revenue

Cost of sales

Gross profit
Surplus of fair value over the purchase cost

Admimistrauve expenses
Impairment of associate
Other operating income
Realised gain on current asset investments

Unrealised (loss)/gain on current asset investments

Profit/(Loss) from operations
Share of operating profit i associate undertakings
Finance expense

Investment income

Profit/ (Loss) Before Taxation

Income tax exXpense

Profit/(Loss) for the financial peniod

Profit/ (Loss) per share (pence)

Diluted profit/(loss) per share (pence)

The Company has taken advantage of Secnon 408 of the Compantes Act 2006 not to publish 1its income

statement

Note

Year to Year to

31 December 31 December
2010 2009

£ L

2 2,151,181 404,359
(610,867) (59,264)
1,540,314 345,095

9 1,915,026 -
(2,631,377) (1,279,635)

- (23,700)

116,481 36,140

- 2,500

(4,463) 2,210

3 935,981 (917,390)
665,490 -

(7,507) (8,776)

96,482 10,903

1,690,446 (915,263)

6 (80,756) -
1,609,690 (915,263)

8 0.38p (0 77p)
8 0.07p (0 29p)
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
Jfor the year ended 31 Decermber 2010

Year to Year to

31 December 31 December

2010 2009

£ £

Profit/(Loss) for the year attnibutable to the parent’s equity holders 1,609,690 (915,263)
Total comprehensive income/ (expense) for the year attributable to

the parent’s equity holders 1,609,690 (915,263)
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

ASSETS
Non Current Assets

Property, plant and equipment

Investment in group undertakmgs

Cutrent Assets
Trade and other recervables
Cash and cash equivalents

Investments

Total current assets

TOTAL ASSETS

EQUITY AND LIABILITIES
Current Liabilities:

Trade and other payables
Convernble loan notes

Non current iabilities:
Convertible loan notes
Subordinated loan

Equty and Reserves
Called up share capital
Convernuble lean notes

Share premium

Retained Earnings

Total Equuty

TOTAL LIABILITIES

371 Decernber 2010

Note

10
9

11
12
13

14
14
14

16
16

17

16/15

2010 2009

£ L

17,230 1,844
665,490 ]
682,720 1,844
3,434,083 311,444
309,376 5267
502,847 507,310
4,246,306 824,021
4,929,026 825,865
2,933,425 1,810,854
185,200 449 318
3,118,625 2,260,172
123,957 -
100,000 100,000
3,342,582 2,360,172
671,199 542,350
293,043 18,682
2,139,775 1,031,924
(1,517,573) (3,127,263)
1,586,444 (1,534,307)
4,929,026 825,865

These financial statements were approved by the Directors on 30 June 2011 and are signed on their behalf by

] Holmes N
Director
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COMPANY STATEMENT OF FINANCIAL POSITION
31 December 2010

2010 2009
Note £ £
ASSETS
Non Current Assets
Property, plant and equpment 10 17,230 1,844
Investment m group undertakings 9 641,001 641,001
658,231 642,845
Current Assets
Trade and other recervables 11 2,020,391 25,389
Cash and cash equivalents 12 4,160 5,024
Investments 13 2,847 7,310
Total current assets 2,027,398 37,723
TOTAL ASSETS 2,685,629 680,568
EQUITY AND LIABILITIES
Current Liabilities;
Trade and other payables 14 1,872,586 1,785,201
Convertible loan notes 14 185,200 449,318
14 2,057,786 2,234,519
Non current habilities:
Convernble loan notes 16 123,957 -
2,181,743 2234519
Equity and Reserves
Called up share capiral 17 671,199 542,350
Convernble loan notes 16/15 293,043 18,682
Share premium 2,139,775 1,031,924
Retamned Earmngs (2,600,131) (3,146,907)
Total Equity 503,886 (1,553,951)
TOTAL LIABILITIES 2,685,629 680,568

These financial statements were approved by the Directors on 30 June 2011 and are signed on their behalf by

Diarector

Company Registranon Number 04034645
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STATEMENT OF CHANGES IN EQUITY

Group

Balance at 1 January 2010

Total Comprehensive Income for the vear
Movement in Equty

Transactions with owners recorded
directly 1n equity

Contnbution by owners

Share 1ssue

Shares to be issued

Balance at 31 December 2010

Company

Balance at 1 January 2010

Total Comprehensive Income for the year

Movement in Equty

Transactions with owners recorded
directly 1n equuty

Contributon by owners
Share 1ssue

Shares to be 1ssued

Balance at 31 December 2010

Jor the year ended 31 Decernber 20710

Convertible Share Share Retained Total
Loan Note Capital Premuum  Earnings
£ £ £ £ £
18,682 542350 1,031,924 (3,127,263) (1,534,307)
- - - 1,609,690 1,609,690
274,361 - - - 274,361
293,043 542350 1,031,924 (1,517,573) 349744
- 70,992 719,015 - 790,007
- 57,857 388,830 - 446,693
293,043 671,199 2,139,775 (1517,573) 1,586,444
Convertible Share Share Retamned Total
Loan Note  Capital Premuum  Earnings
£ £ £ £ £
18,682 542350 1,031,924 (3,146,907) (1,553,951)
_ ] - 546,776 546,776
274 361 - - - 274,361
203043 542,350 1031924 (2,600,131)  (732,814)
" 70992 719,015 790,007
- 57857 388836 . 446,695
293,043 671,199 2,139.775 (2,600,131) 503,886
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Group

Balance at 1 January 2009

STATEMENT OF CHANGES IN EQUITY Continued

Jor the year ended 31 December 2010

Total Comprehensive Expense for the yvear -

Movement in Equity

Transactions with owners recorded

directly in equity
Contnbunon by owners

Share 1ssue

Balance at 31 December 2009

Company

Balance at 1 January 2009

Total Comprehensive Expense for the year
Movement in Equity

Transactions with ownetrs recorded

directly 1n equity
Contribunon by owners

Share 1ssue

Balance at 31 December 2009

Converuble Share Share Retained Total
Loan Note Capital Premium  Earnings

£ £ £ £ £

48,346 539,350 1,005,924 (2,212,000) (618,380)

- - (915,263)  (915,263)

(29,664) ] ) ) (29.664)

18,682 539,350 1,005,924 (3,127,263) (1,563,307)

- 3,000 26,000 - 29,000

18,682 542350 1,031,924 (3,127,263) (1,534,307)

48.346 539,350 1,005,924 (2,220,357) (626,737}

: ; T (926,550)  (926,550)

(29,664) - - - (29,664)

18,682 539,350 1,005,924 (3,146,907) (1,582,951)

- 3,000 26,000 - 29,000

18,682 542350 1,031,924 (3,146,907) (1,553,951)
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CONSOLIDATED CASH FLOW STATEMENT

Sfor the year ended 31 December 2010

Reconciliation of operating loss to net cash flow from
operating activities

Operaung profit/(loss)

(Increase) in trade & other recervables

Increase in trade & other payables

Depreciation

Impaiwrment of associate

Realised gain on current asset nvestments

Unrealised loss/(gamn) on current asset investments

Net cash (outflow)/inflow from operaang activities

Investing Activities

Interest receved

Purchase of investments

Sales of imvestments

Purchase of plant & equipment
Investment 1n associate

Nert cashflow from mmvesting activities

Financing activities
Proceeds from share 1ssue
Loan

Loans repaid

Interest paid

Net cash inflow from financing activities

Increase/(decrease) in cash & cash equivalents

Reconciliation of net cash flow to movement in net
debt

Increase/(decrease) 1n cash in the penod

Cash inflow from 1ssue of loan note

Loan note repaid

Loan notes converted to ordinary shares
Movement in year

Net (debt) brought forward

Net (debt) carned forward

17

2010 2009
£ £
935,981 (917,390)
(3,122,639) (221,927)
1,239,464 1,422,328
5,414 2,082
- 23,700
- (2,500)
4,464 (2,210)
(937,316) 304,083
96,482 10,903
- (500,000)
. 7,500
(20,800) (465)
- (23,700)
75,682 (505,762)
790,008 29,000
417,000 100,000
(59,800) -
(7,507) 8,776)
1,139,701 120,224
278,067 (81,455)
278,067 (81,455)
(417,000) -
59,800 -
223,000 -
143,867 i
(462,733) (381,278)
(318,866) (462,733)




CONSOLIDATED CASH FLOW STATEMENT Contunued

Atl Cashflow Other At 31

January s non Decembe

2010 cash r 2010

" Analysis of changes 1n net (debt) £ changes £

Cash at bank and m hand 5,267 304,109 - 309,376

Bank overdraft - (26,042) - (26,042)

Cash and cash equivalents 5,267 278,067 - 283,334
Debt due wathin one vear

Secured loan notes (408,000) 24 800 223,000 (160,200)

Unsecured loan notes (60,000) (382,000) - (442,000

(462,733) (79,133) 223,000  (318,866)
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COMPANY CASH FLOW STATEMENT
for the year ended 31 December 2010

Reconciliation of operating loss to net cash
(outflow) from operating activities

Operaung profit

(Increase)/decrease 1n trade & other recervables
Increase in trade & other payables

Depreciation

Impairment of associate

Realised (gamn) on current asset investments
Unreahsed loss/(gain) on current asset investments

Net cash flow from operaung activines

Investing Activities

Interest recerved

Sales of investments

Purchase of plant & equipment
Investment 1n associate
Investment 1n subsidiary

Net cashflow from mvestng actvities

Financing activities
Proceeds from share 1ssue
Issue of loan notes

Loan notes repaid
Interest paid

Net cash inflow from financing acaviaes

(Decrease)/Increase 1n cash & cash equivalents

Cash at bank and in hand
Bank overdraft
Cash held 1n stockbreker’s chent accounts

Cash and cash equivalents

2010 2009

£ £

554,282 (917,779)

(1,995,002) 12,767

285,035 1,420,425

5,414 2,082

- 23,700

- (2,500)

4,463 (2,210)

(1,145,808) 536,485

- 5

- 7,500

(20,800) (465)

- (23,700)

- (526,000)

(20,800) (542,660)

790,008 29,000

417,000 _

(59,800) _
(7,507) (8,776)

1,139,701 20,224

(26,907) 14,049
At1 January At 31 December
2010 Cashflows 2010
£ £
5,024 {(865) 4,159
- {26,042) {26,042)
5,024 (26,907) (21,883)
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NOTES TO THE FINANCIAL STATEMENTS
Jor the year ended 31 December 2010

1 Accounting policies

Basis of accounting
The financial statements have been prepared m accordance with Internanonal Financial Reportung
Standards (IFRSs)

The financial statements have been prepared on the histoncal cost basis except that certan financial
mstruments are accounted for at fair values The principal accounung policies adopted are set out
below

Standards applied
The Group has adopted the following relevant standards which were effective on 1 January 2010

IFRS 2 (amended) Share-based payment

[FRS 8 (amended) Operating segments

[AS 1 (revised and amended) Presentation of financial sratements

IAS 7 (amended) Statement of cash flows

[AS 17 (amended) Leases

IAS 36 (amended Impairment of assets

IAS 39 (amended) Financial mstruments — recogmtion and measurement

The Group has adopted the following relevant standards which were effective on 1 July 2009

IFRS 3 (revised) Business combinanons
IAS 38 (amended) Intangible assets

The adoption of these standards did not have a matenal impact on the Group and Company’s financial
position or performance

New standards and interpretations not applied

The IASB has 1ssued the following relevant standards which are not effecuve and have not been early
adopted for these financial statements

IFRS 3 (amended) Busmess Combmatons effecuve date 1 July 2010

[FRS 7 (amended) Disclosures effectuve date 1 January 2011

IFRS 9 Financial Instruments effecuve date 1 January 2013

IAS 1 (amended) Presentation of financial statements effecuve date 1 January 2011

IAS 24 (revised) Related party disclosure effecave date 1 January 2011

IAS 27 (amended) Consolidated and separate Financial statements effecave date 1% July 2010
LAS 32 (amended) Financial Instruments effecuve date 1 February 2010

LAS 34 (amended) Intenm Financial reporung effective date 1 January 2011

The directors do not anncipate that adopuon of these standards will have 2 matenal impact on the
Group and Company’s financial position or petformance
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NOTES TO THE FINANCIAL STATEMENTS (continued)
1L Accounting policies (continued)

Basis of consolidation (conunued)

The consolidated financial statements incorporate the financial statements of the Companv and enanes
controlled by the Company (its subsidianies) made up to 31 December each year Control 15 achieved
where the Company has the power to govern the financial and operanng policies of an investee entity
50 as to obtamn benefits from 1ts acuvines

On acquisition, the assets and habiliies and contngent habilities of a subsidiary are measured at their
fair values at the date of acqusiton Any excess of the cost of acquisiion over the fair values of the
idennfiable net assets acquired 1s recogrused as goodwill Any deficiency of the cost of acqusition
below the fair values of the idennfiable net assets acquired (1 ¢ discount on

acquisiion) 1s credited to profit and loss in the period of acqusiton The nterest of minonty
shareholders 1s stated at the munonty’s proportion of the fair values of the assets and habilines
recognised  Subsequently, any losses applicable to the minonty mterest in excess of the nunonty
interest are allocated agamst the interests of the parent

The results of subsidiaries acquired or disposed of dunng the year are included m the consolidated
income statement from the effective date of acquisiton or up to the effecuve date of disposal, as
approptiate

Where necessary, adjustments are made to the financial statements of subsidianes to brng the
accounting policies used mnto line with those used by the Group

All intra-group transactions, balances, mcome and expenses are elimmated on consolidanon

Investments in Assoclates

An associate 15 an entity over which the Group 1smn a position to exercise sigruficant mnfluence, but not
control or jowmnt control, through parucipation 1 the financial and operating policy decisions of the
imnvestee

The results and assets and habihities of associates are incorporated in these financial statements using
the equity method of accounting Investments 1n associates are carried m the balance sheet at cost as
adjusted by post-acqusition changes in the Group’s share of the net assets of the associate, less any
impatrment 1n the value of individual investments Losses of the associates 1n excess of the Group’s
tnrerest 1n those assocrates are not recognised

Where a Group company transacts with an associate of the Group, profits and losses are elimnated to
the extent of the Group’s wnterest in the relevant associate Losses mav provide evidence of an
impairment of the asset transferred 1 which case appropnate provision 1s made for impairment

Revenue recognition

The group recognises mcome from its corporate finance acuviues when it has performed the services
corresponding to agreed fees Income from retamner fees 1s recognised when these fall due under the
contracted terms Management fees are recogmsed at the end of each month for management and
office services provided to the subsidiarv undertaking 1n the normal course of business Work in
progress 1s recogmised at reahsable invoice value where fees and commissions have been earned n
respect of contracred periods
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NOTES TO THE FINANCIAL STATEMENTS (continued)
1. Accounting policies (continued)

Revenue recogniuon (continued)

Any chent money no longer treated as client money 1n accordance with the FSA handbook 1s only
treated as ncome following a prudent assessment based on experience of likely claims to be made
good

In respect of the independent financial adviser busimess acquired during the year, income 1s recognised
when 1t can be reliably measured and 1t 1s probable that furure economic benefits will flow to it The
pownt at which income 1s recogmsed on all new business 1s when a commitment from the client 1s
recerved to proceed with the transaction Fund based commussions are recogmised on an accruals basis
according to the level of funds under the influence of the Company Income represents the value of
the work done 1n the year and 1s stated net of appropnate provisions for claw-back and wastage Any
surplus ansing from the fair value of this acquired mncome over purchase cost 1s treated as a direct
credit to the Income Statement in accordance with IFRS 3

Property, plant and equipment

Office equipment and fixtures and fitangs are stated at cost less accumulated depreciation and any
recogmsed impatrment loss Depreciation 1s charged so as to wnte off the cost of assets over their
estmated useful lives, using the straight line method on the following bases

Office equipment 3 years straight hne
Fixtures and fitungs 3 years straight line

The gain or loss ansing on the disposal or returement of an asset 1s detertnined as the difference
between the sales proceeds and the carrying amount of the asset and 1s recognised as income.

Taxaton

The tax expense represents the sum of the tax currently payable and deferred tax The tax currently
payable 1s based on taxable profit for the year Taxable profit differs from net profit as reported 1n the
income statement, because 1t excludes 1tems of income or expense that are taxable or deductble 1n
other years and 1t further excludes items that are never taxable or deductible The Group’s liability for
current tax 1s calculated using tax rates that have been enacted or substantively enacted by the balance
sheet date

Deferred tax 1s the tax expected to be payable or recoverable on differences between the carrying
amounts of assets and Labilities 1n the financial statements and the corresponding tax bases used 1n the
computation of taxable profit, and 1s accounted for using the balance sheet liability method Deferred
tax habilines are generally recogrused for all taxable temporary differences and deferred tax assets are
recognised to the extent that 1t 1s probable that taxable profits will be avaidable against which
deductible temporary differences can be ualised Such assets and habilities are not recogrised if the
temporary difference anses from the onginal recognition of other assets and habihities 1n a transacnon
that affects neither the tax profit nor the accounting profit

The carrying amount of deferred tax assets 1s reviewed at each balance sheet date and reduced to the

extent that 1t 1s no longer probable that sufficient taxable profits will be available to allow all or part of
the asset to be recovered

22




NOTES TO THE FINANCIAL STATEMENTS (continued)
L Accounting policies (continued)
Taxation (conunued)

Deferred tax 1s calculated at the tax rates that are expected to apply 1n the penod when the habihiry 1s
settled or the asset 1s reabsed Deferred tax 1s charged or credited in the income statement, except
when 1t relates to ttems charged or credited directly to equuty, n which case the deferred tax 1s also
dealt with m equty

No recognition has been made for the deferred tax asser amsing in respect of current losses as the
directors are of the opimon that this may not be realisable 1n the foreseeable furure

Financial mnstruments
Financial assets and financial lLabilines are recogrused on the balance sheet when the Company
becomes a party to the contractual provisions of the mstrument

Trade receivables
Trade recewvables do not carry any interest and are stated at their nommnal value as reduced by
appropnate allowances for estumated irrecoverable amounts

Investments
Non current asset investments are carried at cost less provisions for any permanent diminution 1n
value Current asset nvestments are carried at market value

Cash and cash equivalents
Cash and cash equivalents compnse cash held at bank and on short term deposits

Financial liabilities and equuty

Financial liabiliies and equuty instruments are classified according to the substance of the contractual
arrangement entered 1nto An equity mstrument 1s any contract that evidences a residual interest n the
assets of the Group after deducung all of its habilines

Convertible loan notes

Convertble loan notes ate regarded as compound mstruments, consisung of a habihty component and
an equuty component At the date of 1ssue, the fair value of the hability component 1s estumated using
the prevailing market interest rate for similar non-convertble debt The difference between the
proceeds of issue of the converuble loan notes and the fair value assigned to the habihty component,
tepresenting the embedded opuon to convert the lability into equty of the Group, 15 included in
equuty, where matenal

[ssue costs are apportioned between the lability and equity components of the convertible loan notes
based on their relative carrying amounts at the date of 1ssue  The portion relanng to the equty
component 1s charged directly against equuty, where matenal

Trade payables

Trade payables are not interest beanng and are stated ar therr nomunal value
Subordinated loan

The subordinated loan bears interest at 10%, 1s stated at its nomunal value and repayment 1s
subordinated to all other creditors
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NOTES TO THE FINANCIAL STATEMENTS (continued)
1. Accounung policies (continued)

Equity mnsttuments
Equity mnstruments 1ssued by the Company are recorded at the proceeds recerved The costs of 1ssuing
new equity are charged against the share premium account

Pensions

The Company does not operate a pension scheme and does not make contributions to the personal
pension schemes of any Directors A subsidiary company operates a stakeholder pension scheme and
makes defined contnbunons to 1t

Operating lease agreements

Rentals applicable to operatnng leases, where substannally all the benefits and nsks of ownership
remain with the lessor, are charged to the income statement on a straight line basis over the term of
the lease

Foreign currencies

Transactons m foreign currencies are translated into sterhing at the rate of exchange ruling at the date
of the transacton Monetary assets and labilines denominated 1n foreign currencies are translated at
the rate of exchange ruling at the balance sheet date The resulung exchange gamn or loss 1s dealt with
in the mcome statement

Going concern

The financial statements have been prepared on a going concern basis, which contemplates conanuity
of normal business activittes and the realisation of assets and settlement of liabilines 1n the ordinar
course of busimness Taking account of the forecast for the following year, the directors have concluded
that 1t remains approprate to prepare the financial statements on a going concern basis. The financial
statements do not include the adjustments that would result if the company was unable to continue as
a going concern

2. ‘Turnover

Segmental analysis for the group 1s given below

Geographical
2010 2009
£ £
Turnover
United Kingdom & Europe 2,147,681 394,359
Usa 3,500 10,000
2,151,181 404,359
Profit/(Loss) before tax
United Kingdom & Europe 1,687,696 {(892,628)
USA 2,750 (22,635)
1,690,446 (915,263)
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NOTES TO THE FINANCIAL STATEMENTS (continued)

2. Turnover (conunued)

Net Assets/(Liabilities)

United Kingdom & Europe
USA

2010
£

1,586,444

1,586,444

2009
£

(1,534,307)

(1,534,307)

Due to himuted actvity in the group noted, the directors consider that this 1s the only segment which requures

disclosute under IFRS 8
3. Operating profit/(loss)

Group operating profit/(loss) 1s stated after charging/(crediting)

Auditors’ remuneration - audiung of the financial statements of the
company pursuant to legislanon
- auditng of accounts of associates of the
company pursuant to legislation
- other services relaung to taxation
- other services
Operating leases - land and bulding

- other

Office services mncome recerved

Depreciaton

25

2010

17,317

18,250
795
2,000
161,604

2,996
(31,048)
5,414

2009

9,758

4,750
770
4513
74,940

4,230
(24,609)
2,082




4, Particulars of employees

NOTES TO THE FINANCIAL STATEMENTS Continued

The average number of staff emploved by the group dunng the financial year amounted to

2010 2009
No. No.
Number of administratve staff 22 5
Number of professional staff 2 3
24 8
The aggregate payroll costs of the above (excluding directors) were
2010 2009
£ £
Wages and salanies 91,635 309,387
Social secunity costs 8,492 34,718
Emplover’s pension costs 1,015 -
101,142 344,105
5. Directors’ emoluments
The Directors’ aggregate emoluments 1n respect of qualifying services were
2010 2009
£ £
Directors’ emoluments 108,748 65,000
Socal secunty costs 17,417 8,320
126,165 73,320
Emoluments
James Holmes 47,555 30,000
Martun Eberhardt 56,193 35,000
Chrstopher Day - -
103,748 65,000
During the year warrants were 1ssued to the Directors as follows
Number Date 1ssued Exercise price Lapse on
M Eberhardt 45,086,998 1 September 2010 0 05p per share 31 August 2015
] Holmes 90,173,995 1 September 2010 0 05p per share 31 August 2015
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NOTES TO THE FINANCIAL STATEMENTS Continued

6. Taxation

2010 2009

Analysis of tax year in charge

Corporation Tax - -

Factors affecting tax charge for the year

Profit/(loss) on ordinary acuviaes before tax — group 1,690,446 (915,263)

Profit/(loss) on ordinary acavines multplied by standard rate of UK

corporation tax of 28% (2009 28%) 473,325 (256,274)

Effects of

Expenses not deductible for tax purposes 10,306 6,782

Share of associated company profit (186,337) -

Marginal rate tax relief (12,427 -

(Decrease)/Increase in UK tax losses (204,111) 249,492

Tax charge 80,756 -

Potenual UK Tax credits available multplied by standard rate of UK

corporaton tax of 28% (2009 28%) (1,243,701) (1,447,812)
7. Profit attributable to members of the patent Company

The profit before dividends dealt with 1n the accounts of the parent company was £546,775 (2009
loss £926,550)

8. Profit/ (loss) per share
2010 2009
Profit/(loss) per ordinary share (pence) 0.38p (077p)
Diluted profit/(loss) per ordinary share (pence) 0.07p (0 29p)

The profit/(loss) per share has been calculated on the net basis on the group surplus/{deficit) for the
financial year, after taxanon, of £1,609,690 (2009 £(915,263)) using the weighted average number of
ordinary shares 1n 1ssue of 424,618,438 (2009 118,555,080)

Diluted earnings per share have been calculated using the weighted average number of ordinary shares
issue, diuted for the effect of loan conversion nghts, convertuble preference shares and warrants There
wete unexercised loan conversion nghts, convertible preference shares and warrants on 1,777,797,247 shares
in existence at the year end (2009 200,066,667)
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NOTES TO THE FINANCIAL STATEMENTS Conunuved

9. Non Current Asset Investments (Unhsted)
Group Company Group Company
2010 2010 2009 2009
£ £ £ £
Subsidiary Undertakings
Cost
At 1 January - 641,001 - 115,001
Addinons - - - 526,000
At 31 December _ &_1_901 _ 641.001
Net Book Value
At 31 December ~ 641.001 _ 641,01
Group Company Group Company
Associate Undertakings 2010 2010 2009 2009
Cost
At 1 January - - - -
Addinons - - 23,700 -
Impairment - - (23,700) -
Share of profit in associate undertaking 665,490 - - -
At 31 December 665,490 - - -
Net Book Value
At 31 December 665,490 - - -

The mvestment 1n associate undertakings consists of a 49% holding 1n Merchant House Finance Limited, a
company mncorporated 1n the UK, which was acquired durning 2006 and whose principal busmess 1s that of
asset leasing, a 29% holding 1n Merchant Corporate Recovery Plc, a company incorporated 1n the UK on 30
January 2009, which was acquired dunng 2009 for a ml consideration and whose principal business 1s that of
providing turnaround finance and a 29 9% holding 1n Merchant Turnaround Plc, a company mncorporated m
the UK on 5 January 2010, which was acquired durning 2010 for a nil consideration and whose principal

business 1s that of providing turnaround finance

At 31 December 2009, following an impairment review, the directors considered that an impairment
adjustment of £23,700 (Company £23,700) should be recognised 1in relation to the investment in Merchant

House Finance Limited
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NOTES TO THE FINANCIAL STATEMENTS Continued

9. Non Current Asset Investments (Unlisted) Conunued
Country of
Subsidiary undertaking Incorporation Holding
Merchant Capital Ltd UK Ordinary Shares
Merchant House Secunues Lid UK Ordinary Shares
Aldermary Secretanes Ltd UK Ordinary Shares
Merchant House Financial Services UK Ordinary Shares

Lid

Proportion

of voting
shares held

100%
100%

100%
100%

Nature of business
FSA Regulated Busmness
Secunty Trustee

Not Trading

FSA Regulated Business
(as an appomted
representative)

The Company has a 50% controlling partnership interest in Merchant Trading LLP, which 1s a subsidiary Merchant
Trading LLP does not trade, actng as a distnbutor of income payable to group companies Distribunions 1n the year
have already been mcluded 1n the income of the Group companies

The results and net assets of the subsidianies for the year ended 31 December 2010 are as follows

Merchant Capstal Linuted
Merchant House Securities Limuted
Aldermary Secretanes Limuted

Merchant House Financial Services Ltd

Net assets at

31 December
Profit in year 2010
£380,724 £1,041,368
_ £1
; £1
£77,965 £77,965

On 17 December 2010 a subsidiary company Merchant House Financal Services Limited acquired certam assets of
The Clarkson Hill Group Ple (in Admunistration) for consideration of £600,000 payable in subsequent years, as a
consequence of which a surplus of fair value over the purchase cost arose 1 the amount of £1,915,026 and a profit

1n the year of £77,695

The above subsiliaries have all been mcluded m the consolidated financial statements.
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NOTES TO THE FINANCIAL STATEMENTS Continued

10. Non current assets - Property, plant and equipment
Office Fixtures and
Egqupment Fittings Total
Company and Group L £ £
Cost
At 1 January 2010 29,595 11,972 41,567
Addinons 18,897 1,903 20,800
At 31 December 2010 48,492 13,875 62,367
Depreciation
At 1 January 2010 27,751 11,972 39,723
Charge for the year 4,938 476 5414
At 31 December 2010 32,689 12,448 45137
Net book value
At 31 December 2010 15,803 1,427 17,230
Office Fixtures and
Equipment Fittings Total
Company and Group £ £ £
Cost
At 1 January 2009 29,130 11,972 41,102
Additions 465 - 465
At 31 December 2009 29,593 11,972 41,567
Depreciation
At 1 January 2009 25,669 11,972 37,641
Charge for the year 2,082 - 2,082
At 31 December 2009 27,751 11,972 39,723

Net book value
At 31 December 2009 1,844 - 1,844

>
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NOTES TO THE FINANCIAL STATEMENTS Continued

11 Current assets - trade and other receivables
Group Company
2010 2010
£ £
Trade recervables 2,747,757 37,097
Other receivables 73,980 14,335
Prepavments and accrued income 261,190 68,763
Receivables from related parues 351,156 1,900,196
3,434,083 2,020,391
12. Current Assets - Cash and Cash Equivalents
Group Company
2010 2010
£ L
Cash held at bank and 1n hand 309,376 4,160
309,376 4,160
13. Current assets - Investments
Quoted mvestments held as current assets ate as follows
Group Company
2010 2010
£ £
Investments at fair value 502,847 2,847

Group Company
2009 2009

£ £
8,057 1,181
65,659 12,659
198,617 11,549
39,111 -
311,444 25,389
Group Company
2009 2009

£ L
5,267 5,024
5,267 5,024
Group Company
2009 2009

£ £
507,310 7,310

The fair value of these investments 1s based on quoted market price, when quoted, or cost
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NOTES TO THE FINANCIAL STATEMENTS Continued

14, Trade and other payables: Amounts faling due within one year
Group Company Group Company
2010 2010 2009 2009
£ £ £ £
Trade pavables 603,677 565,462 619,210 604,654
Other pavables 972,750 612,937 776,233 761,559
Accruals 759,827 53,372 203,504 194,241
Taxaton and social secunty 437,474 325,814 152,385 144,730
Payables to related parues 133,655 288,959 59,522 80,017
Bank overdraft 26,042 26,042 - -
2,933,425 1,872,586 1,810,854 1,785,201
Convertible loan notes (note 15) 185,200 185,200 449,318 449,318
3,118,625 2,057,786 2,260,172 2,234,519

Included 1n other payables are loans amounting to £209,616, of which £30,000 was a short term loan bearing no interest
which was repaid after the year end A loan of £179,616 was made to the Company in December 2010 The loan bears
interest at 12% per annum, 1s repayable within one year and was secured by a debenture over the undertaking and assets
of the Company registered in February 2011 and sansfied m April 2011 An advance on commussions of £270,000 was
made to the Company in December 2010 m connecnon with the business assets acquired 1n that month by a subsidiary
company, which sum 1s deductble from commission payments due to the subsidiary by agreement of the parties or
repayable on demand

15. Converuble Loan notes - Group and Company
Unsecured Secured Total
Convertible Convertible Convertible
Loan Notes Loan Notes Loan Notes
£ £ £
Balance at 1 January 2010 60,000 408,000 468,000
Loans repaid or converted (35,000) (247,800) (282,800)
Balance at 31 December 2010 25,000 160,200 185,200

Total converuble loan notes amounnng to £185,200 (2009 [£468,000) are analysed as

2010 2009

£ £

Liabiity component 185,200 449,318
Equtv component - 18,682
185,200 468,000




NOTES TO THE FINANCIAL STATEMENTS Continued
15. Convertuble Loan notes - Group and Company (Continued)
The Secured 2010 loan 1s secured by a first debenrure over all the assets and undertakings of the Company

Full details of the Unsecured and Secured loans 2010 were set out in the circular to shareholders dated 1
August 2005

16. Non current liabihties — Group and Company
Group Company Group Company
2010 2010 2009 2009
£ £ £ £
Convertible loan notes 417,000 417,000 - -

Total convernble loan notes amountng to £417,000 (2009 £Nil) are analysed as

2010 2009

£ £

Liabihity component 123,957 -
Equty component 293,043 -
417,000 -

The convertible loan was made on 31 August 2010, 1s repayable after five years and one day and the
principal amount bears no interest and it 1s unsecured Full details of the Unsecured loan 2015 were set out
in the circular to shareholders dated 3 August 2010

Group Company Group Company

2010 2010 2009 2009

£ £ £ £

Subordinated Loan 100,000 - 100,000 -

The subordmated loan was made on 24 July 2009, is repayable after five years and one day and the principal
amount bears interest at 10% per annum and 1t 1s unsecured

17. Share capital — Group and Company
2010 2009
£ £
Authonsed shate capatal:
2,362,247,600 Ordinary shares of 0 01p each 11,811,238 11,811,238
4,000,000 Preference shares of £1 each 4,000,000 4,000,000

15,811,238 15,811,238
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NOTES TO THE FINANCIAL STATEMENTS Continued
17. Share capital -~ Group and Company (contnued)

At an Extraordinary General Meenng of the Companyv held on 7 Apnl 2008 resolutions were passed
mcreasing the companv’s authonised share capital from £10,436,238 to £15,811,238 by the creaton of
275,000,000 ordinary shares of 05p each and 4,000,000 8 per cent convertible cumulaove redeemable
preference shares of £1 00 each The converuble preference shares are convertible into ordinary shares at
any time after 30 June 2011 at an effective conversion price of 2 5p per share Full details of the converuble
preference shares were set out 1n the circular to shareholders dated 12 March 2008

2010 2009
No. L No. £
Allotted, called up and fully paid
Ordinary shares of 0 01p 847,792,203 84,779 137,870,148 13,787
Ordmary shares of 0 01p to be 1ssued 578,560,764 57,857 - -
Deferred shares of 0 49p/- each 107,870,148 528,563 107,870,148 528 563
671,199 542,350

On 18 February 2010 the Company 1ssued 15,000,000 Ordinary 0 01p shares at a price of 0 15p per share
On 18 February 2010 the Company ssued 24,556,507 Ordinary 0 01p shares at a price of 0 2p per share
On 24 March 2010 the Company 1ssued 50,000,000 Ordinary 0 01p shares at a price of O 5p per share

On 13 May 2010 the Company 1ssued 13,700,000 Ordinary 0 01p shares at a price of O 45p per share

On 27 May 2010 the Company sssued 22,700,000 Ordinary 0 01p shates at a price of O 3p per share

On 16 July 2010 the Company 1ssued 71,428,571 Ordinary O 01p shates at a price of 0 14p per share

On 23 August 2010 the Company 1ssued 16,666,067 Ordinary 0 01p shares at a price of 0 165p per share
On 31 August 2010 the Company 1ssued 272,615,706 Ordinary 0 01p shares at a price of 0 05p per share
On 31 August 2010 the Company 1ssued 4,000,000 Ordinary 0 01p shares at a price of 0 125p per share
On 31 August 2010 the Company 1ssued 70,384,238 Ordinary 0 01p shares at a price of 0 01p per share
On 31 August 2010 the Company 1ssued 108,870,966 Ordinary 0 01p shares at a price of 0 155p per share
On 7 September 2010 the Company 1ssued 40,000,000 Ordinary 0 01p shares at a price of 0 05p per share

The Company has warrants i 1ssue as follows

Exercise
Numbet Pnce Date from which Exercisable Latest Expiry Date
16,666,667 05p 29 October 2008 29 October 2013
667,130,580 005p 31 August 2010 31 August 2015
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NOTES TO THE FINANCIAL STATEMENTS Conunued
18. Ultimate controlling party
The Company has not been noufied of any immediate controlling party
19. Related party transactions

Dunng the year ended 31 December 2010, M Eberhardt was also a director of Merchant Capital Ltd and
Hollywood Media Services Ple During the year the Company incurred fees totalling £16,508 1n respect of
consultancy services provided by Eberhardt Consulung Services and issued to M Eberhardt 55,645,161
Ordinary 0 01p shares at a price of 0 155p 1n respect of arrears of salary

Dunng the year ended 31 December 2010, ] Holmes was also a director of Merchant Capital Ltd, Merchant
House Finance Ltd, Hollywood Media Services Plc, Deo Petroleum Ple, Merchant Corporate Recovery Plc,
and Merchant Turnaround Ple During the year the Company remmbursed £5,000 travel and entertamment
costs incurred by J Holmes, and 1ssued to him 53,225,805 Otdinary 0 01p shares at a price of 0 155p n
tespect of arrears of salary

Durning the year ended 31 December 2010, C Day was also a director of Merchant Capatal 1.td, Merchant
House Financial Services Ltd, Jordasic Investment Holdings Limited, Independent Portfolio Managers Ltd
and a member of Merchant Trading LLP Dunng the vear the Company 1ssued 62,615,706 ordinary 0 01p
shares at a price of 0 05p per share to Jordasic Investment Holdings Limited 1 respect of conversion of
loan

At the year end current asset mvestments held by the company at market value was

2010 2009

L £

Deo Petroleum Ple 2,847 7,310

Durning the vear transactions took place as follows

Sales Sales
included in included in
Sales debtors at Sales debtors
(Gross) year end (Gross) at year end
2010 2010 2009 2009
L L £ £
Catenng for Events plc - 387 - 387
Independent Portfolilo Managers Ltd 12,000 12,000 - -
Hollvwood Media Services Plc - - 30,510 23,142
Merchant House Finance Ltd 24,016 24,016 23,700 -

Merchant House Finance Ltd 1s an associate company

Merchant Corporate Recovery Pic 1s an associate company, i which the Company acquired a 29%
shareholding for mil consideranon dunng 2009, and the principal actvity of which 1s providing turaround
finance At the year end the Company owed Merchant Corporate Recovery Plc £132,330 (2009 £59,522)
Dunng the year ended 31 December 2010, Merchant House Group Plc recovered expenses totalling
£29,353 (2009 £94,816) 1n respect of transacuons with Merchant Corporate Recovery Plc
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NOTES TO THE FINANCIAL STATEMENTS Conunued
19. Related party transactions (continued)

Merchant Turnaround Plc 15 an associate company, m which the Company acquired a 29% shareholding for
ml consideracon duning 2010, and the ponerpal actrity of which 15 providing rurnaround finance At the
year end the Company owed Merchant Turnaround Ple £1,325 (2009 frul) Dunng the vear ended 31
December 2010, Merchant House Group Plc recovered expenses totaling £144,489 (2009 fnil) in respect
of transactions with Merchant Turmnaround Ple

During the year ended 31 December 2010, Merchant House Group Ple recerved £986,000 (2009 £295,000)
in management fees from Merchant Capital Limited, a wholly owned subsidtary At the period end the
balance 1t owed to Merchant Capirtal Ltd was £155,304 (2009 £20,495)

During the jear ended 31 December 2010, Merchant House Group Plc recerved £1,545,600 including VAT
(2009 ¢£Nil) n management fees from Merchant House Financial Services Ltd, 2 wholly owned subsidiary
Merchant House Group Plc also incurred expenses totalling £354,596 on behalf of Merchant House
Financial Services Ltd At the period end the balance 1t was owed by Merchant House Financial Services Ltd
was £1,900,196 (2009 £Nil)

Merchant House Group Plc 15 a partner 1n Merchant Trading LLP and duning 2010 Merchant Trading LLP
made partnership distibunons to Merchant House Group Plc totaling £276,655 (2009 fml) Merchant
House Group also mcurred expenses totalling £72,766 (2009 £nil) on behalf of Merchant Trading LLP and
Merchant Trading LLP loaned Merchant House Group Pl £209,617 (2009 fml) dunng the year At the
penod end the balance Merchant House Group Plc owed to Merchant Trading LLP was £163,080 (2009

£rul)

On 30 March 2009, Merchant Capital Limited 1ssued 2,000,000 0 5p ordinary shares fully paid, on 1 May
2009 1t 1ssued 3,200,000 0 5p ordinary shares fully paid and on 30 November 2009 1t 1ssued 100,000,000 0 5p
ordinary shares fully paid to the parent company, Merchant House Group Ple

At the end of the year the amount due to Catenng for Events Ple was £5,015 (2009 £5,015)
20. Financial instruments

The Group’s pancipal financial mstruments comprise cash and short term deposits and equty shares
Together with the 1ssue of equaty share capital and convertible loan notes, the mamn purpose of these 1s to
finance the Group operanons and expansion The Group has other financral mstruments such as trade
recetvables, inventory which consists of quoted mnvestments and trade payables which anse direcdy from
normal trading

The Group has not entered into any denvanve or other hedging instruments

The Company holds shares as current investments In additon the Company also deals in shares Share
trading 1s accounted for at the trade date

T'he main nsks ansing from the Group’s financial instruments are interest rate risk and hqudity nsk The
Board reviews and agrees policies for managing each of these nsks and these are summansed below

Interest rate risks

The Company finances its operauons through secured and unsecured converuble loan notes which beat
wnterest at a floanng rate of 100 basis points above Barclays Bank Plc base rate
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NOTES TO THE FINANCIAL STATEMENTS Conunued
20. Financial instruments {(continued)

The Company also finances its operations through the use of cash deposits at vanable rates of interest for a
variety of short term penods, depending on cash requirements The rates are reviewed regularly and the best
rate obtained 1n the context of the Group’s need

Liquidity nsks

The Group’s policy throughout the year has been to ensure that 1t has adequate hqudity by careful
management of 1ts working capital The interest rate exposure of the Group’s cash deposits and overdraft
facibity was as follows -

2010 2009
Sterling cash deposit £- £-

Credit risk

Credit risk refers to the nsk that a counterparty will default on 1ts contractual obliganons resulung n
financial loss to the Company and Group, and anses principally from trade recewvables and VAT refund due
which are considered by the directors to be recoverable m full

The carrying amounts of the financial assets recognised 1 the balance sheet best represents the Company
and Group’s maximum exposure to credit risk at the reporting date In respect of these financial assets and
the credit nsk embodied within them, the Company and Group hold no collateral as security and thete are
no other sigmficant crecdit enhancements m respect of these assets The credit quality of all financial assets
that are neither past due nor imparred 15 appropnate and 1s consistently monitored 1 order to idenufy any
potenual adverse changes 1n credit quality There are no financial assets that have had renegotated terms
that would otherwise, without that renegotiation, have been past due or impaired

Fair Values

The directors have given senious consideration and have reached the conclusion that there 1s no sigmficant
difference between book values and fair values of the assets and lLabilities of the company as at 31
December 2010

Currency risks

The Group, wherever possible invoices in sterling, but mn the rare instances when the Group 1mnvoices 1n 2
foreign currency the Group does not hedge the asset and converts the currency recerved 1nto sterhng at the
earhest opportunity

Extent and nature of financial instruments

The Group held the following financal assets at the year end

2010 2009

£ £

Trade and other receivables 3,434,083 311,444
Investments held as current assets 502,847 507,310
Cash and cash equivalents 309,376 5,267
Total 4,246,306 824,021

Short-term deposits are held at Lloyds TSB Plc and Custodian client money bank accounts The weighted
average rate of interest earned on these deposits was 0 5% (2009 0 5%) No funds are held on fixed rate
terms
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20. Fimancial instruments (continued)

The Group held the following financial habihines at the year end

2010 2009

£ £

Trade and other pavables — current 3,118,625 2,260,172
Other payables - non current 223,957 100,000

3342582  2360,172

21. Operating lease commitments — Group and Company

The total rentals of commutted operating leases at 31 December 2010 are as follows

2010 2010 2009 2009
Land and Land and
Company and Group Buildings Other Buildings Other
Not later than one year 75,075 3,877 - £1,058
Later than one year but not later than five
years 206,456 7,431 - -
22, Subsequent events

On 12 January 2011 the Company 1ssued 397,384,294 new ordinary shares of 0 01p each 1n the capital of the
Company at a price of 005p per share, pursuant to the proposals approved by shareholders at the
Company’s general meeting held on 31 August 2010

On 9 February 2011 the Company 1ssued 50,000,000 new ordinary shares of 0 01p each 11 the capatal of the
Company at a price of 0 05p per share, pursuant to these proposals

On 11 February 2011 the Company issued 8,823,529 new ordinary shares of 0 01p each 1n the capital of the
Company at an effecuve price of 0 145p per share, pursuant to these proposals

On 11 March 2011 the Company 1ssued in aggregate 490,518,717 new ordinary shares of 0 01p each n the
capital of the Company, of the total 283,000,000,000 were 1ssued at a price of O 05p per share in respect of
the conversion of loan and 207,518,717 were 1ssued at a prce of 0 16625p per share 1n respect of a placing

On 7 June 2011 the Company 1ssued a Convertible Loan Note to Barnard Nominees Lid 1n the principal
amount of £295,000 which carries interest at 6 5% per annum and which 1s repayable 1 full on or befote 7
June 2016, unless converted mnto the Company’s ordmary shares at the conversion rate of 922 Ordinary
shares at a price of 0 1085p per share for each £1 of principal loan

Merchant House Financial Services Ltd has advanced to FSA Approved Persons (Independent Financial
Advisers) a toral of £965,666 1n the year commencing 1™ January 2011 under the terms of agreements entered
nto with them following its acquisition of certain assets from the Admurustrators of The Clarkson Hill Group
(n Adminstration) on 17 December 2010
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NOTES TO THE FINANCIAL STATEMENTS Continued
23. Associate Undertakings
Merchant House Finance Limited

In November 2005 the Companv acquired 49% of the 1ssued £1 ordinarv share capital of Merchant House
Finance Limited, a company incorporated in the UK and whose principal business 1s that of asset leasing

At 31 December 2009, the directors of Merchant House Group Plc carned out an impairment review and
wrote down 1its investment in Merchant House Finance Limuted to £Nil The company had a history of
losses and there was no indication or evidence that the company would mcur a profit in the furure During
2010, Merchant House Finance Limited incurred further losses and no further wnte down was considered
necessarv In this respect, as the investment was already fully impaired

Merchant Corporate Recovery Plc
In January 2009 the Company acquired 29% of the 1ssued O 1p ordinary share capital of Merchant Corporate
Recovery Plc, a company incorporated in the UK and whose principal business 1s thar of providing

turnaround finance, for £l consideration

The Company’s share of the results, assets and liabilities of Merchant Corporate Recovery Plc at 31 January
2010, adjusted for the fair value of investments at 31 December 2010 was as follows

2010

£

Audited profit before tax at 31 January 2010 239,190
Share of profit before tax following increased value of investments 426,300
Taxation -
Profit after tax 665,490
Non current assets 1,005,575
Current assets 439,550
Current habihnes (41,966)
Long term habilites (565,118)
838,041

The share of the profit or loss for the associated company Merchant Corporate Recovery Plc for the period
ended 31 December 2010 1s not fully disclosed because we were only able to obtan informaton on the
adjustment for the fair value of mnvestments at 31 December 2010 for the pwrpose of our audit The
financial vear end of Merchant Corporate Recovery Plc 1s 31 January 2011 and there are therefore no
financial statements available for the period ended 31 December 2010, nor have the financial statements for
the year ended 31 January 2011 yet been prepared We were unable to obtan sufficient appropnate audit
evidence as to the existence of the Associate’s accounung records by using other audit procedures

Merchant Turnaround plc
In January 2010 the Company acquired 299% of the issued 0 1p ordinary share capital of Merchant

Turnaround Plc, 2 company mcorporated in the UK and whose prncipal business 1s that of providing
turnaround finance, for £l consideraton
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23. Associate Undertakings (continued)

The Company’s share of the results, assets and liabilines of Merchant Turnaround Ple at 31 December 2010
1s not disclosed The financial year end of Merchant Corporate Recovery Plc 1s 31 January 2011 and there
are therefore no financiai statements available for the penod ended 31 December 2010, nor have financial
statements for the period ended 31 January 2011 yet been prepared We were unable to cbtain sufficient
appropmate audit evidence as to the existence of the Associate’s accountng records by using other audit
procedures

The Company ascmbes no value to its investment i Merchant Turnaround Plc’s 1ssued ordinary share
capital at 31 December 2010

24. Share based payments

Dunng the year the company 1ssued in aggregate 407,966,851 Ordmary 0 01p shares as conversion of loans
made to the company Of this total 262,615,706 were 1ssued at a price of 0 05p per share, 24,556,507 at a
price of 0 2p per share, 71,428,571 at a price of 0 14 p per share, 16,666,067 at a prce of 0 165 p per share,
4,000,000 at a prce of 0 125p per share and 15,000,000 at a prce of 015 p per share and 13,700,000 at a
price of 0 45 p per share The total value of the shares 1ssued was £25,000 in excess of the value of the loans
outstanding

During the year the company 1ssued 50,0000,000 Ordinary 0 01p shares at a price of 0 15p per share 1n
settlement of debt During the year the company 1ssued 108,870,966 Ordinary 001p shares at a pnce of
0 155p per share in settlement of arrear of directors’ salary

25. Conungent Liabihty

There 1s a contingent hiability to pay a former director 13,000 under the terms of a compromise agreement

26 Authorisatnon of financial statements

The board of directors has authonsed the 1ssue of these financial statements as set out 1n the consohdated
statement of financial posion

27 Management of Capital Requirements

The Group 1s subject to Financial Services Authonty consolidated capital requirements and the directors of
the Company momitor the performance of the Group on a regular basis and manage the use of Group
capital resources 1 accordance with those requirements

28. Secured obhgation
Allied Dunbar Assurance Plc has secunity in respect of a hability of a subsidiary company for £500,000
included in trade and other pavables in the form of a free and floaung charge over the undertaking and all

property and assets of the subsidiary company The Company has 1ssued a guarantee to the subsidiary
company 1n respect of this obligation
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