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PART I

INFORMATION ON THE GROUP

Introduction

London Capital Group is a rapidly growing cash generative supplier of financial products with a strong track
record of profitable growth. The Company’s principal trading subsidiary is LCG, whose core activity is the
provision of spread betting products on financial markets to retail clients under the trading name Capital
Spreads. LCG also provides institutional derivatives broking under the trading name Capital Derivatives and
foreign exchange trading services to institutional clients and retail brokers under the trading name Capital
Forex.

A majority of the shares in LCG was acquired by its management in May 2005, with approximately 10 per
cent. minority being retained by the former owner. The Acquisition was substantially funded by the MBO
Loans.

The spread betting division commenced trading in October 2003 and has since enjoyed strong growth, with
the number of trades per month growing from under 3,000 in November 2003 to over 53,000 in October
2005. LCG’s growth has been assisted by a number of White Label partnerships in terms of which third
parties make use of LCG’s trading platforms, typically on a revenue sharing basis, with the third party
providing its own branding and marketing. White Label partners currently include E¥TRADE, who has over
3 million clients. The Directors believe that LCG has acquired a strong position in the UK spread betting
market primarily because LCG offers its customers some of the most competitive prices in the marketplace.
This can largely be attributed to its internet focused trading platform, which allows it to operate off a low
cost base, as evidenced by the fact that approximately 99 per cent. of Capital Spread’s transactions are
executed online. In addition, LCG does not usually offer credit to its spread betting customers, which negates
the requirement for a large and costly credit control team.

Capital Derivatives was launched in September 2002 and since then, the average number of exchange traded
futures and options contracts traded per month has grown to approximately 210,000 for the year ended
30 September 2005.

In July 2005, LCG launched Capital Forex and in October 2005 the Company entered into introducing
broker (“IB”) arrangements with Currenex and Hotspot FX to market FX products to institutional clients.
This unit trades under the name of Capital Forex Pro. These two divisions are trading ahead of management
expectations and have seen the value of trades increase each month since launch.

LCG’s revenue has increased sharply during the course of 2005 which, the Directors believe, is primarily due
to the high quality of the management team, all of whom have extensive experience and proven track records
in the financial services and derivatives markets. This is reflected in LCG’s recent performance, with average
monthly turnover in the third quarter of 2005 being approximately 40.0 per cent. more than that in the first
quarter of 2005. Quarterly EBITDA has doubled from £0.3 million to £0.6 million over the same period. The
Directors expect this trend to continue and the Group has targeted a number of new products and business
opportunities, which are expected to broaden and enlarge the Company’s revenue streams in 2006 and
beyond.

LCG is authorised and regulated by the FSA. In addition, the Company has a European passport and is a
member of the London Stock Exchange, Liffe, Eurex and Euronext, giving it direct access to the major
European markets. Through its relationship with its clearers, LCG also has access to US and Far Eastern
Exchanges.

The Company is seeking to raise approximately £15.0 million (before expenses) in the Placing. The net
proceeds of the Placing will be used to repay the MBO Loans, strengthen the Company’s balance sheet and
fund the Acquisition being the approximate 10 per cent. of LCG that was retained by the vendor at the time
of the MBO. The Directors anticipate that the ongoing profitability and the cash flow generative nature of
the Group will enable the Group to execute its current business plan and that the strengthening of the



Company’s balance sheet out of the Placing proceeds will increase the Company’s profile in the industry and
enhance the Company’s ability to win new customers. It will also ensure that the Company is able to continue
to ensure compliance with the capital adequacy requirements of the FSA.

Historical overview

LCG was originally established in the mid 1990s as a proprietary trading business under different
management. In September 2002, it commenced trading as an institutional broker (now known as Capital
Derivatives) concentrating on the inter-bank futures market. The arrival at LCG of the current management
during 2003 precipitated the launch of LCG’s spread betting division, Capital Spreads
(www.capitalspreads.com) in October 2003.

In May 2005, the MBO Directors (being the current senior management team of the Group) undertook an
MBO, acquiring approximately 90 per cent. of LCG, with LCG’s original founder retaining the balance of
approximately 10 per cent. LCG’s legacy proprietary trading business was hived off in early 2004 to leave
LCG as a pure spread betting and derivatives broking business.

In July 2005, LCG launched its own foreign exchange trading platform, Capital Forex and in October 2005,
the Company also entered into IB arrangements with Currenex and Hotspot FX to market FX products to
institutional clients. This unit trades under the name of Capital Forex Pro.

Market overview

Industry specialists consider that financial spread betting will be one of the fastest growing segments within
the UK financial services industry. According to recent research, 76 per cent. of the UK’s 29 million adult
internet users, admit to regularly placing a bet either online or offline. The Directors believe that some of
these individuals are potential spread bettors, matching the profile of LCG’s strategic target market. Industry
estimates suggest that there are approximately 100,000 active spread bettors in the UK, and this is growing
at a rate of about 25 per cent. a year. For example, one of the largest providers of spread betting by revenue
in the UK market has grown its financial spread betting turnover by a compound annual growth rate of 24.3
per cent. in the three years to May 2005.

Financial spread betting offers a number of potential advantages compared to conventional financial trading.
These advantages include, but are not limited to:

o clients can bet on a wide range of financial instruments including bonds, stock indices, individual
equities, oil and gas, energy, precious and non-precious metals, soft commodities, interest rates and
foreign exchange;

. clients can bet on the margin without having to commit to the full value of the underlying product;
. clients can take short positions and thereby profit from falling prices;

. investors can use spread betting as a hedging tool for their existing share portfolios; and

. gains that are derived from spread betting are currently free of UK capital gains tax and stamp duty.

Spread betting is subject to strict regulation by the FSA. The Directors believe that the regulatory
requirement to operate under a FSA licence acts as an effective barrier to entry and partly explains why there
are far fewer operators in the financial spread betting market than in other betting and gaming markets such
as online sports betting and online poker. The spread betting and online trading sector is growing and new
innovative products are frequently being added to the market.

Due to restrictions imposed under US federal law and US state laws, the Group’s current policy is not to
accept bets from individuals resident in the US. The Group has implemented a number of procedures to
enforce this policy.

LCG currently recognise four main competitors, in its provision of financial products, namely IG Index (part
of IG Group plc), City Index (part of Intercapital Private Group Limited), CMC Markets (part of CMC
Group) and Finspreads (part of IFX Group plc).



Key Strengths
The Directors consider the key strengths of the Group to include the following:

Experienced Management Team

The Executive Directors bring extensive experience to the Group in the markets in which it operates. Each
has a proven track record in developing and commercialising products and brand building in the financial
derivatives market. This has been evidenced in the strong growth of Capital Spreads since the MBO.

Proven Risk Management

LCG does not take proprietary positions based on any expectation of market movements. The Directors
believe that the historic and current hedging policy adopted by the Group have demonstrated improved
visibility of the Group’s earnings.

Tight Spreads

Capital Spreads operates a cost effective service based upon sophisticated systems and aggressive overhead
control. Capital Spreads’ customers benefit from some of the tightest spreads and smaller initial deposit
requirements than those available from its competitors.

Online Offering

Unlike some of its competitors, LCG allows its customers to access the trading platform from any internet
enabled computer worldwide without the need for time costly downloads of specific software to that
computer. The Directors believe that this feature adds to the ease of use of LCG’s product offering.

Education

Capital Spreads recognises a need to expand its current market and achieves this through the use of
educational tools. The Directors believe that LCG’s ‘Demo Account’ offers a significant advantage in that it
mirrors the live trading environment in every respect except for the number of products available and that it
imposes no time limits on its users. LCG also provides an online ‘User Manual’ which guides newcomers
through making their first bets. Capital Spreads also run a number of in-house seminars aimed at improving
beginners’ knowledge of its products.

Flexible Platform

The Capital Spreads website has been designed and developed for versatility and flexibility. It is updated
regularly and the construction of the website means that upgrades can be implemented quickly and
efficiently. The flexibility of the platform has allowed LCG to integrate and launch new products and tools
seamlessly without disruption and in a timely manner. Examples to date include the introduction of rolling
daily bets, a sophisticated orders facility and live streaming charts. This flexibility allows White Label
partners to quickly and easily integrate, adapt and brand the website to meet their requirements. It is intended
that a binary betting product will be available on the website from the end of December 2005.

Commercial Partners

The Group has secured, and expects to continue to secure, valuable commercial partners that assist LCG in
promoting its products. Such arrangements, known as White Label partnerships, enable LCG to increase its
customer base beyond that which is derived directly from its own channels, such as Capital Spreads or
Capital Forex. For example the White Label agreement with one of the UK’s largest online brokers,
E*TRADE, has significantly contributed towards the Group’s increase in revenues and profits in the spread-
betting division by providing access to a greater customer base than LCG could access itself.



Product Offerings

Financial Spread Betting

LCG’s financial spread betting operation trades under its brand, Capital Spreads, which commenced trading
in October 2003, and through its White Label partners. Capital Spreads offers prices on a wide variety of
UK, European and US shares, world indices, commodities, foreign exchange and bonds. Clients can trade in
Sterling, US Dollars or Euros. The Directors believe that LCG’s spread betting division offers its clients
amongst the tightest spreads (or some of the most competitive prices) in the market, which theoretically
should result in its clients increasing their chances of making a profit for any given trade. The Directors
believe that LCG can offer narrow spreads to its clients on a profitable basis as a result of its low cost base,
which has been achieved for a number of key reasons, including:

. Capital Spreads does not usually offer credit to its clients. Every time a client trades with Capital
Spreads an automatic stop-loss is generated which reduces the risk that the client will lose more than
the amount deposited in his or her account. This policy results in a very low level of bad debts and
negates the requirement for an extensive credit control team. In the opinion of the Directors, the policy
also enables clients of Capital Spreads to trade with a smaller initial deposit requirement than they
would need for trading with many of its competitors, which means that clients of Capital Spreads do
not have to tie up large amounts of capital in order to fund their accounts; and

. over 99 per cent. of Capital Spreads’ trades are executed online which enables it to operate on lower
staffing levels compared to operators who execute a higher level of business on the telephone. This
allows staff to focus on client service and relationship management when required.

Sports Spread Betting

Capital Spreads Sport is LCG’s sports spread betting service providing clients with the opportunity to spread
bet on many sporting events. Unlike its financial spread betting products, LCG does not operate its own
trading platform for this product. Instead, Sporting Index provides a White Label service for LCG’s clients.
This partnership was established in October 2004 and provides added value for the Group’s financial spread
betting clients.

Foreign Exchange Trading

LCG launched a foreign exchange trading platform in July 2005 under the Capital Forex brand. The software
platform offers streaming dealable rates and full risk-management and reporting, and is complementary to
LCG’s spread betting software. The Directors believe that Capital Forex offers some of the most competitive
rates in the market and that these will help LCG to gain an increasing share of the foreign exchange market
by attracting intermediate customers.

LCG also operates as an introducing broker for Currenex and Hotspot FX, two major online FX platforms.
This IB operates under the trading name of Capital Forex Pro. Capital Forex Pro provides financial
institutions, hedge funds and professional traders access to the Currenex and HotSpot FX multi-bank portals,
allowing these customers to trade with multiple counterparties at the best possible rates with deep liquidity,
using a prime broker’s credit line.

Institutional Derivatives

Capital Derivatives was established in September 2002 to provide financial asset managers, hedge funds and
investment banks with execution services for exchange traded futures and options in fixed income products.
In addition, Capital Derivatives provides high quality investment strategy, training and advice for
professional money managers.

The Directors believe that the successful growth of Capital Derivatives can be attributed to the depth of
knowledge, quality of execution and professionalism of the management team.



White Label Partnerships

LCG’s spread betting trading platform was designed from inception to be used as a White Label solution for
third parties. LCG offers its White Label partners a comprehensive service, that includes a bespoke website
which is usually branded in the partner’s livery. The typical White Label partnership includes an online and
telephone trading service, a customer support resource, market making services and transparent real-time
reporting. LCG absorbs all the market risk and protects the White Label partner from the losses associated
with clients’ spread betting positions.

The White Label partners agree to market the product to their customers in return for a share of the revenues.
Each White Label site is presented to customers as a stand-alone business and links to LCG are kept to a
minimum, allowing the partner the ability to maintain brand integrity. LCG currently has seven spread
betting partners, the largest of which is E¥TRADE Financial, one of the UK’s largest online brokers. The
relationship with E¥TRADE Financial was established in February 2005 and was the Group’s first White
Label agreement. This relationship currently accounts for approximately one third of all the customers
generated each month for financial spread betting.

LCG’s foreign exchange trading platform (Capital Forex) can also be offered as a solution to brokers wishing
to provide their clients with an online foreign exchange trading facility in a real-time environment. As a
White Label partner of LCG, the broker/partner receives a branded trading platform in their livery. LCG
manages all the market risk and provides telephone support and 24 hour dealing if required. LCG currently
has foreign exchange partners in both Europe and the Far East.

Recent Business Development

LCG intends to build on its achievements to date by broadening its offering with new and complementary
products. These products are designed to appeal to existing clients, increasing their trading volumes, as well
as to encourage new customers to use the Group’s products. The Directors also believe that a diversified
product range, coupled with the Group’s approach to hedging, should lead to an even more stable revenue
stream.

Binary Betting

Binary betting is a relatively new innovation in financial instruments having been introduced into the
financial derivatives market in October 2003 and is a hybrid of spread betting and fixed odds betting, offering
certain features of both. A binary bet is a bet about whether or not a specific event will occur.

For example, the question is “will the FTSE 100 close down on the day compared to the previous day’s
closing price?” If the answer is ‘yes’, the bet settles at 100. If the answer is ‘no’, the bet settles at 0.
The market maker quotes a continuous two-way price between 0 and 100, until just before the market
closes and, as with spread betting, the client can close his bet at any time. For example, if the price
quoted was 15-18 and a client correctly bets that the FTSE will close down on the day with a stake of
£10, the winnings will be calculated as being £820 ((100-18) x £10) or if he was wrong and the FTSE
closed up, the losses would be calculated as being £180 ((0-18) x £10).

Unlike traditional spread betting, potential gains and losses are known in advance. As it is viewed as a fixed
odds product, the FSA does not regulate binary betting therefore its promotion is not as restricted as spread
betting. The account opening process is also much simpler.

LCG plans to add financial binary betting to its online trading platform by the end of 2005 and intends to
offer the product to new and existing clients via White Label partners. Binary betting leverages LCG’s
existing pricing, options and general risk management skills and LCG has supplemented these existing skills
with the recruitment of further experienced personnel.

The Directors will continually reassess the Group’s product offering and anticipate that, in the 12 months
following Admission, it may use its enhanced financial position following Admission to consider entering
into other complementary areas such as the contracts for differences (CFDs) market. In each case, the
Directors will make their assessment based on the scale of the opportunity, the potential competitiveness of
the Company’s offering and the impact on the risk profile of the Company.



The Directors intend to build the LCG overseas client base primarily though White Label partnerships and
to this end, the Group has recently established relationships with three international partners.

Revenue Model

LCG’s ability to generate growth in revenue depends, inter alia, on its ability to grow its active client base
through effective marketing, additional White Label partnering and the development of new product
capabilities.

Client Base

The Group’s revenue is largely determined by the number of active clients (clients that trade at least once a
month), which is itself significantly influenced by the number of new client accounts opened. Since October
2003, Capital Spreads has generated a total of 3,600 clients. Over 73 per cent. of these individuals have
deposited funds into their account and around 30 per cent. are active clients. The average stake per trade has
remained relatively consistent at approximately £4.75 per customer and the average spread on deals traded
by clients was 3.74 points. Of those active clients, the average number of opening trades made per month,
per client was 23, which has shown a significantly higher level of consistency since the MBO.

The online Demo Account which was started in October 2003, has generated in excess of 19,400 accounts,
and of those approximately 12 per cent. have converted across to open a ‘cash’ account and are now actively
trading.

Capital Spreads

Capital Spreads’ revenue is derived from the spread quoted to clients. As the volume of trades has grown,
LCG’s financial return from its spread betting division is approaching that of the value of the spread per
transaction. This is because the number of buy and sell trades is almost equal and this two way trading
negates any significant loss (as there are as many long positions as there are short ones). This has the
consequent effect of reducing the necessity for a hedging position. Capital Spreads, therefore, has adopted
the policy of quoting tight prices which, whilst increasing the client’s chances of winning, the Directors
believes that this also increases the overall trading volumes.

In the year to date, the average spread bet size has been approximately £4.75 a point and the average dealing
spread approximately 3.74 points. On a dealing month of 50,000 trades, for example, which sees 25,000
opening bets, and 25,000 closing bets, the Group would expect to generate approximately £444,000 in
revenue (£4.75x3.74x25,000).

Capital Forex

The Capital Forex clients’ positions are incorporated into the spread betting FX risk model and form part of
the global book.

Capital Forex Pro

The FX platform makes its income from charges levied against every trade made by its clients. Capital Forex
Pro charges approximately between $8 and $12 per $1.0 million traded on its platform, depending on the
client. All market risk is taken by the quoting bank (Royal Bank of Scotland).

Capital Derivatives

Capital Derivatives acts as an institutional broker intermediating between financial institutions. Capital
Derivatives provides trading strategies for its clients using in-house expertise. The unit charges commissions
on all business transacted, the normal revenue being approximately 38p per contract traded.

Hedging

Although client business is increasingly a two-way market, there is often a net customer position in many of
LCG’s quoted contracts. When these net positions reach a pre-determined level, such that LCG considers the
risk to be above set parameters, LCG will then hedge its exposure in the market. Capital Spreads only quotes
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exchange traded products and is therefore able to easily buy or sell the relevant financial instrument to reduce
its exposure.

Every market quoted by Capital Spreads has its individual limit. Every market group (e.g. FTSE 100) has
its overall limit and each sector (indices, FX, commodities etc.) have their limits. LCG’s systems allow it to
continually monitor its exposure against these limits. LCG also operates an overall risk parameter such that,
for example, if in any one day the Group is losing more than £30,000, its dealers will then hedge all client
positions for the remainder of that day. All these permissible limits are liable to variation as and when the
Directors consider that the financial position of the Group justifies the increased risk. Changes to the hedging
policy require the approval of the Chief Operating Officer and the Chief Executive.

The Directors believe that the Group’s hedging policy has been a significant factor in the consistency of the
improved financial performance of the Group over the last 12 months. For example, during September 2005,
LCG’s clients made some exceptional financial gains; however, in spite of the client’s positive outcomes, the
Group also made a significant profit from its hedging activities.

Trading Platforms

All LCG’s online speculative betting products and services are supported by bespoke trading platforms and
specialist IT trading software. The design, management and supervision of these platforms are outsourced to
an online spread betting software specialist, Ariel Communications Limited (“Ariel”). The platforms are
specifically designed to support not only LCG’s expanding active client base but to also provide a complete
White Label solution to third parties. The success of the White Label offering can in part be attributed to the
flexibility of the facility, which allows third parties the ability to market the platform in line with their own
branding. Paragraph 13.3 of Part VI contains further information on LCG’s contract with Ariel.

Marketing and Business Strategy

Marketing constitutes a key element of LCG’s strategy of increasing the Group’s customer base. The Group
places significant emphasis on brand building and brand awareness, and is in the process of bringing all
product logos in line with the Group’s brand. The Group advertises on the internet and in print media.

To date, Capital Spreads’ target market has, in general, been high net worth individuals living in the UK.
LCG’s initial marketing strategy focused on targeting existing spread bettors by promoting tighter spreads
and superior online offerings. Industry experts have identified that spread bettors are not loyal to a brand and
are likely to hold more than one account. Therefore, although this initial campaign has attracted a large
number of customers over a short period of time, LCG is now looking to broaden the geographical spread of
its current client base by appealing to a more international audience by utilising LCG’s White Label partners.
Earlier this year, LCG increased the monthly marketing spend with the launch of a more aggressive
marketing campaign. Recent White Label partnerships have enabled Capital Spreads to provide spread
betting services to customers in Europe. LCG prides itself on its excellent customer support, which allows
traders to liase closely with the Group’s customers, thereby allowing LCG to gain a first hand insight into
their demands and requirements.
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Financial Information

The following summary of financial information relating to the Group’s activities for the period ended
30 September 2005 has been extracted without material adjustment from the pro forma financial information
on the Group set out in Part B of Part IV of this document. Potential investors should read the whole of this
document and not rely only on the following summary information.

Year Year 3 months 9 months

ended 31 ended 31 ended ended 30

December  December | 31 March 30 June 30 September | September

2003 2004 2005 2005 2005 2005

£°000 £°000 £°000 £°000 £°000 £°000

Turnover' 1,025 3,271 997 1,331 1,396 3,724

Gross profit' 440 1,957 675 888 1,040 2,603

Administrative expenses' 1,013 1,112 378 435 424 1,237

EBITDA? (573) 845 297 453 616 1,366

EBITDA margin > (55.9%) 25.8% 29.8% 34.0% 44.1% 36.7%
1 From continuing operations

2 EBITDA represents earnings before exceptional items, depreciation, amortisation, taxation, interest payable on the Group’s

indebtedness and interest receivable on corporate cash balances

Turnover for the nine months ended 30 September 2005 of £3.72 million was some 13.8 per cent. higher than
the turnover for the full year to 31 December 2004. This reflects the increased number of accounts and of spread
betting trades, which, for 2004, averaged 53,522 trades per quarter and in 2005 to date have averaged 113,030
trades per quarter.

During a period of sustained turnover growth, the Group has continued to invest in its infrastructure and in
new products. Although this has resulted in some increase in administrative costs, the top line growth has
enabled the quarterly EBITDA to increase from £845,000 in the full year to 31 December 2004 to
£1,366,000 in the 9 months to 30 September 2005.

The Directors believe that this operational gearing effect will continue to enhance profitability and believe
that the current infrastructure is capable of supporting a significantly larger client base.

Current Trading and Prospects

The results for the first nine months of the year to 30 September 2005 are set out above and in Part IV of
this document.

During the period since 30 September 2005, the Group has performed ahead of the executive Directors’
expectations with transaction volumes, new client account openings and monthly turnover and profits
continuing to be very encouraging. Turnover and EBITDA for the month of October 2005 were
approximately £509,000 and £234,000 respectively, over 9 per cent. and 13 per cent. respectively ahead of
the average monthly numbers for the third quarter. The Directors are therefore confident of a very
satisfactory outcome for the current year.

The Directors also believe that, with the growing number of clients, strong volume of trades and the
introduction of new products, such as binary betting, the Group is well placed to continue the growth in both
revenue and profits.

Reasons for Admission and Use of Proceeds

Admission to trading on AIM and the associated Placing will:

. provide the Group with the funds to repay the MBO Loans and therefore continue to ensure compliance
with the capital adequacy requirements of the FSA;

. free up cashflow to support a wider reaching marketing campaign and the development of additional
innovative betting products;
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. improve the strength of the balance sheet, which, the Directors believe, will be helpful in building the
Group’s profits and stature with customers;

. provide access to capital, or aid the raising of debt, for the future development of the business; and

o enable the founder of the business to complete his exit, which was commenced at the time of the MBO.

Directors and Employees

As outlined in this document, the Chief Executive Officer, Chief Operating Officer and Sales and Marketing
Director undertook an MBO of LCG in May 2005. Brief biographies of the Directors are set out below.
Paragraph 7 of Part VI contains further details of current and past directorships and certain other important
information regarding the Directors.

Executive Directors

Francis Chapman, aged 55 (Chief Executive Officer)

Francis was appointed Managing Director of LCG in April 2004, having been on the board of LCG since
October 2003. Before joining the Group, Francis was a director at Cal Futures, London Investment Trust and
Baring Securities. He has also been a managing director at Deutsche Morgan Grenfell and subsequently
managing director of Amerex Petroleum and Amerex Futures. Throughout Francis’s career, he has been
principally involved in the futures, options and swaps markets in both sales and trading.

Simon Denham, aged 44 (Chief Operating Officer)

Simon designed, commissioned and runs the spread betting unit of LCG. Simon joined LCG in March 2003
and joined the board of LCG in October 2003. Prior to this, Simon ran the options and derivatives desk at
Cantor Index specialising in spread betting for the general public. Before Cantor Index, Simon worked for
Christiania Bank, where he launched the bank’s interest rate derivatives and options desk, trading in
swaptions, swaps, caps/floors, futures, FRAs and government and corporate bonds. Before Christiania Bank,
Simon worked for Bank of Nova Scotia, where he was responsible for the inter-bank and corporate swap
market-making in Italian Lire and Spanish Peseta.

Rachel Brownlow (née Woodford), aged 36 (Sales and Marketing Director)

Rachel is a founding member of Capital Spreads and heads up the Group’s sales and marketing, having
launched the brand in October 2003. Before co-founding Capital Spreads, Rachel spent four years as
marketing manager for Cantor Index where she was instrumental to the launch of Cantor Index, Cantor CFDs
and Cantor Sport, and she worked as Customer Relationship Manager at City Index. Rachel read Humanities
at Greenwich University and holds a Masters degree in Marketing from Guildhall University, London.

Non-executive Directors

Robert Loosemore, aged 39 (Non-executive Chairman)

Robert Loosemore was executive Chairman of Torex Retail plc, a business he brought to, and successfully
floated on, AIM in February 2004. Previously he has been an executive director of Torex Retail plc for 5
years until 2000. Robert has 10 years plc experience in senior management and M&A roles with a proven
track record of developing fast growing public companies.

Geoffrey Forster, aged 64 (Non-executive Director)

Until his retirement in 2001, Geoffrey Forster headed Lloyds TSB Bank Plc Corporate Division for
Oxfordshire, dealing with companies both within and beyond the county and specialising in technology
companies. He is currently a non-executive Chairman of Premier Research Group plc and sits on the board
of one other listed public company.
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Employees

As at the end of the financial period ended 30 September 2005, in addition to the above executive Directors,
the Group had 20 permanent employees, analysed as follows:

Traders/Brokers 1
Customer Support

Technical Support and IT

Support Staff

W W W =

All of the employees are based at the Group’s registered address at 51/55 Gresham Street, London,
EC2V 7EL.

Share Option Schemes

The Directors recognise the need to attract, incentivise and retain employees and, to this end, the Company
has established the Share Option Schemes. Under the Share Option Schemes, the Company can grant options
over up to 10 per cent. of its Enlarged Issued Share Capital to eligible employees and certain self employed
contractors. Options granted following Admission under the Share Option Schemes will not be granted at an
exercise price which is below the greater of average market value of an Ordinary Share on the three business
days immediately prior to grant and the nominal value of an Ordinary Share. Details of the Share Option
Schemes are set out in paragraph 9 of Part VI of this document.

The Company has currently reserved 3,065,329 Ordinary Shares (amounting to 8.0 per cent. of the Enlarged
Issued Share Capital) in order to satisfy options granted under the Share Option Schemes.

Corporate Governance

The Directors recognise the importance of sound corporate governance. The Company intends, following
Admission, to comply with the Combined Code so far as is practicable and appropriate for a public company
of its size and nature. The Company also proposes to follow the recommendations on corporate governance
of the Quoted Companies Alliance (QCA).

The Board has established an audit committee and a remuneration committee both with formally delegated
duties and responsibilities. The audit committee comprises Geoffrey Forster, as the Chairman, and Robert
Loosemore, and the remuneration committee comprises Robert Loosemore as the Chairman, and Geoffrey
Forster. The Board also intends to appoint a Board level Finance Director as soon as possible following
Admission, and in any event by no later than 30 June 2006.

The terms of reference for the audit committee provide that it will receive and review reports from the
Company’s management and the Company’s auditors relating to the annual and interim accounts and the
accounting and internal control systems in use throughout the Group.

The terms of reference for the remuneration committee provide that it will review the scale and structure of
the executive Directors’ remuneration and the terms of their service contracts. The remuneration and terms
and conditions of appointment of the non-executive Directors will be set by the Board. No Director may
participate in any meeting at which discussion or decision regarding his own remuneration takes place. The
remuneration committee will also administer the Share Option Schemes.

The Directors do not consider that, given the size of the Board, it is appropriate at this stage to have a
nomination committee. However, this will be kept under regular review by the Board.

The Company will take all reasonable steps to ensure compliance by the Directors and applicable employees
with the provisions of the AIM Rules relating to dealings in securities of the Company and has adopted a
share dealing code for this purpose.

CREST

CREST is a paperless settlement system enabling securities to be evidenced otherwise than by certificate and
transferred otherwise than by written instrument, in accordance with the CREST Regulations. The
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Company’s articles of association permit the holding of Ordinary Shares to be evidenced in uncertificated
form in accordance with the CREST Regulations. The Directors have applied for the Ordinary Shares to be
admitted to CREST with effect from Admission and CRESTCo Limited has agreed to such admission.
Accordingly, settlement of transactions in the Ordinary Shares following Admission may take place within
the CREST system if Shareholders so wish.

CREST is a voluntary system and holders of Ordinary Shares who wish to receive and retain share
certificates will be able to do so.

Dividend Policy

The Directors expect that, on the basis of their estimates and in the absence of any unforeseen circumstances,
the Company will pay a dividend in respect of the year ending 31 December 2006 and will aim to adopt a
progressive dividend policy which will reflect the earnings and cash flow potential of the Group. The
Directors believe that the Group’s existing business model provides a solid base for such a dividend policy.

City Code on Takeovers and Mergers

The City Code on Takeovers and Mergers (“City Code”) is issued on behalf of the Panel on Takeovers and
Mergers. The City Code is designed principally to ensure fair and equal treatment of all shareholders in
relation to takeovers. Rule 9 of the City Code stipulates, inter alia, that a person or group of persons acting
in concert owning shares carrying (i) 30 per cent. or more but not more than 50 per cent. or (ii) less than 30
per cent. of the voting rights of a public company will incur a mandatory bid obligation and will be required
to make a general offer to shareholders to acquire the balance of the equity share capital of that company if,
in the case of (i) above, they acquire any further shares carrying voting rights which increase his or their
percentage of the voting rights or, in the case of (ii) above they acquire further shares resulting in their
holding voting rights becoming 30 per cent. or more. Rule 9 of the City Code also stipulates that a mandatory
bid must be in cash and at not less than the highest price paid by that person or group of persons acting in
concert with during the offer period and within 12 months prior to its commencement.

For the purposes of the City Code, persons acting in concert comprise persons who, pursuant to an agreement
or understanding (whether formal or informal), actively co-operate, through the acquisition by any of them
of shares in a company, to obtain or consolidate control of that company. Pursuant to the City Code, control
means a holding, or aggregate holdings of shares carrying 30 per cent. or more of the voting rights of a
company. For the purposes of the City Code, the MBO Directors are deemed to be acting in concert and their
respective holdings in the Company are set out in paragraph 6.1 of Part VI of this document.

On the basis that £15.0 million is raised (before expenses) for the Company, the aggregate shareholding of
the MBO Directors following Admission will be 20,000,000 Ordinary Shares representing at 52.2 per cent.
of the Enlarged Issued Share Capital and, for so long as they continue to be treated as acting in concert, may
accordingly be able to increase their aggregate shareholding without incurring any further obligation under
Rule 9. However, individual members of the concert party will not be able to increase their individual
shareholding through a Rule 9 threshold without Panel consent.

Lock-in Arrangements

F. Chapman, S. Denham and R. Woodford, who following Admission will have, in aggregate, an interest in
approximately 52.2 per cent. of the Enlarged Issued Share Capital, have each given undertakings that they
will not sell, charge or grant any interests over any Ordinary Shares held by them (subject to certain
exemptions) for a period from Admission to the publication of the preliminary results for the Group for the
year ended 31 December 2006 and, for a period from that date to the date which falls 24 months after
Admission, to obtain the prior consent of Evolution Securities to any disposal and to make any disposal
through Evolution Securities. The Directors holdings are set out in paragraph 6.1 of Part VI of this document.

The Placing

On Admission, the Company will have 38,292,683 Ordinary Shares in issue and a market capitalisation of
approximately £31.4 million at the Placing Price. The Placing Shares will represent 47.8 per cent. of the

15



Enlarged Issued Share Capital and their issue will raise approximately £15.0 million (before expenses) to
realise approximately £14.0 million (after expenses).

On 15 December 2005, Evolution Securities, the Directors and the Company entered into the Placing
Agreement, pursuant to which Evolution Securities has conditionally agreed to use its reasonable endeavours
to procure placees for the Placing Shares at the Placing Price on behalf of the Company with mainly
institutional investors. The Placing has been fully underwritten by Evolution Securities.

The Placing is conditional upon, inter alia, Admission becoming effective by not later than 8.00 a.m. on
22 December 2005 (or such later date as Evolution Securities may agree being not later than 31 December
2005). Further particulars of the Placing Agreement are set out in sub-paragraph 13.1.2 of Part VI of this
document.

The Placing Shares are or will be in registered form and, on Admission, will rank pari passu in all respects
with the other issued Ordinary Shares and will rank in full for dividends and other distributions declared,
paid or made following Admission in respect of the Ordinary Share capital of the Company.

Taxation

Information regarding United Kingdom taxation with regard to the Placing is set out in paragraph 10 of Part
VI of this document. If you are in any doubt as to your tax position, you should consult your professional
adviser immediately.

Further Information

Your attention is drawn to the risk factors and the further information on the regulatory environment of the
Group set out in Part II and Part III respectively of this document, the financial information on the Group set
out in Parts IV and V of this document and the additional information set out in Part VI of this document.
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PART II

RISK FACTORS

In addition to all other information set out in this document, potential investors should carefully
consider the risk factors described below before making a decision to invest in the Company. If any of
the following risks outlined actually occur, the Company’s business, financial condition, results or
future operations could be materially adversely affected. In such circumstances, the price of the
Company’s shares could decrease and investors could lose all or part of their investment.

This document contains forward-looking statements that involve risks and uncertainties. The Group’s
results could differ materially from those anticipated in the forward looking statements as a result of
many factors, including, without limitation, the risks faced by the Group, which are described below
and elsewhere in the document. The risks listed below do not necessarily comprise all those associated
with an investment in the Company and are not set out in any order of priority. Additional risks and
uncertainties not currently known to the Directors may also have an adverse effect on the Group’s
business.

Changes in UK regulation may affect LCG’s ability to conduct its business and may reduce profitability

The Group’s spread betting and foreign exchange businesses are subject to regulation by the FSA.
Withdrawal or amendment of regulatory approval in respect of all or part of the businesses carried on by the
regulated companies within the Group or in respect of the fitness of one or more individuals to perform their
current roles (including any of the Directors) might oblige the Group to cease conducting a particular type
of business or modify the way in which it is conducted, or allocate responsibility for that business to different
individuals. It is also possible that any non-compliance with applicable regulations could subject LCG to
criminal penalties and civil lawsuits.

The UK financial services regime faces substantial revision in the near future to comply with the current and
proposed Directives which constitute the EU Financial Services Action Plan. In particular, Directive
2004/39/EC on Markets in Financial Instruments (known as “MiFID”) will have wide ranging implications,
requiring firms which deal in complex financial instruments with private clients to obtain certain information
from those clients regarding their knowledge and experience, so as to enable the firm to assess the
appropriateness of the products traded, and inform the client if any product which the client wishes to trade
is considered inappropriate. The obligation will apply even where no advice is requested by or given to the
client. It is currently expected that implementation of MiFID into UK law will be delayed from the current
scheduled date of April 2006 and will become compulsory in June 2008. The manner in which this
requirement will be implemented into national law is subject to consultation by CESR. Under CESR’s
current proposals, all derivatives, which includes certain products offered by LCG, including financial spread
betting, would be subject to these requirements. Depending on the final drafting of the relevant legislation,
the introduction of changes may be required, which could significantly impact on the provisions of
derivatives dealing services to private clients, including those services provided by LCG and the wider
spread betting and derivatives industries. Any such changes could have a material adverse effect on LCG’s
future operations and consequently on its business, financial condition and operating results.

In addition, there can be no guarantee that the FSA will not introduce changes requiring regulated firms to
assess the suitability of products for clients and advise clients as to the suitability for them of products in
which they wish to trade. Any such changes could have a material adverse effect on LCG’s future operations
and consequently on its business, financial condition and operating results.

The rules of the FSA currently permit LCG to offer spread betting products to private clients. There can be
no assurance that the FSA will not change the rules of the FSA to limit the clients to whom spread betting
may be offered to people with investment experience and expertise.

The FSA conduct of business rules prohibit a regulated firm from issuing a direct offer financial promotion
relating to a derivative (including, for example, a spread bet) to a private client unless the firm has first
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assessed the suitability of that derivative for that client. The FSA has indicated that websites can be designed
in such a way that they do not constitute direct offer promotions, while still allowing online account opening.
However, it has also indicated that some changes may be required to maintain adequate capital on a
consolidated basis. In addition, the regulatory capital requirements in the United Kingdom could be subject
to change in the future, in particular as a result of EU directives giving effect to the second Basel Accord
published by the Basel Committee on Banking Supervision. Any changes to the Group’s regulatory capital
requirements could have a material adverse effect on the Group.

LCG’s betting businesses are regulated under the Betting, Gaming and Lotteries Act 1963. Through Simon
Denham, LCG has obtained a bookmakers permit in respect of such operations. Revocation of or failure to
renew these permits would oblige LCG to cease conducting betting and could have a material adverse effect
on LCG’s future operations and consequently on its business, financial condition and operating results.

There can be no assurance that the application of existing or potential future laws and regulations in the
United Kingdom (whether as a result of amendments to existing laws or regulations or the passing of new
laws and regulations) will not have a material adverse effect on LCG’s operations in the future and
consequently on its business, financial condition and operating results.

Servicing clients outside the United Kingdom involves a number of legal and regulatory challenges
that LCG may not be able to meet

LCG currently has clients in a number of jurisdictions outside the United Kingdom with whom it transacts
business.

Historically, the regulation of the gambling industry has been arranged at a national or state level and there
is no international gambling regulatory regime. Many countries have enacted specific legislation prohibiting
online gambling and similar legislation has been proposed but not yet enacted in certain other jurisdictions.
While the Group is satisfied that it complies with the laws and regulations in the jurisdictions from which it
operates, whether, or to what extent, existing domestic legislation in other countries applies to the Group’s
international betting activities is uncertain.

Due to the global nature of the internet, it is possible that, although the servers and infrastructure used to
provide LCG’s online spread betting services are based in the United Kingdom, the governments of other
countries, in particular those countries where the Group currently has, or may in the future have, clients, may
attempt to regulate LCG’s products or services or prosecute it for violations of their laws. Because the
Group’s content is available over the internet around the world, such jurisdictions may claim that the Group
is required to qualify to do business in each such country or that it is required to notify governmental
authorities of its activities, for example, in relation to the collection and processing of data. Any such
legislation or regulation, and/or the application of laws and regulations from jurisdictions other than the
United Kingdom, could make it difficult for the Group to operate its business in its current form.

Courts in the United States have sought to apply US federal and US state anti-gambling law to foreign online
gambling companies. Judicial interpretation of the definition of “online gambling” in relevant United States
Federal Statutes, including the Federal Wire Act, and state law is uncertain and the United States Congress
has to date been unsuccessful in passing new federal legislation to clarify the scope of the internet gambling
prohibition. As a result, online gambling companies are potentially subject to civil and criminal liability in
every US jurisdiction where their services are available online. There can be no assurance that changes to the
content and interpretation of US law will not materially adversely affect the business, financial condition and
operating results of the Group.

LCG has not incurred the cost of investigating the compliance requirements of all other jurisdictions outside
the United Kingdom where clients of the Group are nationals or residents, with the result that LCG could be
failing to comply with, and be in breach of, the laws and regulatory requirements of some or all of those
jurisdictions. This could result in LCG becoming liable to penalties and liabilities, in addition to which it
may be unable to enforce claims against clients who are nationals or residents of those jurisdictions, and such
persons may be able to claim compensation from the Group for their losses.
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There can be no assurance that the application of existing or potential future laws and regulations in
jurisdictions outside the United Kingdom, or the payment of licence fees or levies in any such jurisdictions
of which clients of the Group are residents or nationals, will not prohibit, restrict or otherwise impair the
activities carried on by LCG and any such prohibition, restriction or impairment could materially delay or
restrict or otherwise have a material adverse effect on the development or operation of LCG’s international
activities and consequently on the Group’s business, financial condition and operating results.

Further details on the Regulatory Environment in which LCG operates are included in Part III of this
document.

Changes in tax law could adversely affect the Group’s profitability

Client betting winnings are not currently subject to UK income or capital gains tax and clients pay no UK
stamp duty. Any reform or amendment to tax legislation or to the manner in which tax laws are interpreted
or enforced that might negatively impact the current tax treatment applicable to the Group’s UK-based
clients could have a material adverse effect on the Group’s business and operating results.

Currently, spread betting is not subject to UK stamp duty or SDRT and the Group is exempt from stamp duty
and SDRT on its hedging transactions. There can be no assurance that the UK stamp duty regime (including
the scope of or the rate of duty) will remain unchanged or that any changes would not have a material adverse
effect on the Group’s operating results.

The Group pays general betting duty at different rates on financial spread betting. A change to the rates or
basis of calculation of general betting duty could have a material adverse effect on the Group’s business and
operating results.

Systems failures or delays could harm LCG’s business

The Group’s operations are highly dependent on technology and advanced information systems. Its ability
to provide its clients with reliable, real-time access to its systems is fundamental to the success of the
business. Such dependency upon technology exposes LCG to significant risk in the event that such
technology or systems experience any form of damage, interruption or failure. LCG has disaster recovery
procedures and policies in place which are designed to allow the Group to continue trading in its core
markets and a system testing programme is ongoing in order to verify that these procedures and policies are
effective. However, there can be no assurance that the Group’s disaster recovery planning and testing
programme can account for and protect against all eventualities or that it will be effective in preventing any
interruption to the operations and systems of the Group. Any malfunctioning of the Group’s technology and
systems, even for a short period of time, could result in a lack of confidence in LCG’s services and a possible
loss of existing clients to its competitors, with a consequential material adverse effect on the Group’s
operations and results.

LCG is dependent on information providers and any failures by them or difficulties in LCG’s
relationships with them could harm the Group’s business

The Group is dependent upon data providers and stock exchanges to provide real time market prices and
other information necessary for the operation of its business. There is no guarantee that any of these
providers will be able to adequately expand these services to meet LCG’s needs or to continue to provide
these services in an efficient, cost-effective manner. Any interruption in or cessation of service by any third
party information provider could have a material adverse effect on the Group’s business.

The Group pays fees to certain providers of information in connection with its business. Whilst the Group
has entered into licence agreements with several providers of information for the display of market data,
there is no guarantee that current licence fees are any indication of the future fees that may be levied. Some
providers of information may seek to claim database rights and/or proprietary rights in market data used to
create prices which are used by the Group or displayed on the Group’s websites. Any material increase in
current licence fees or the imposition of new licence fees by these providers of information or the refusal to
grant a licence or any restrictions imposed by these providers of information on the manner in which LCG
may use such information could have a material adverse effect on the Group.
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In addition, any consolidation of these industries could lead to an increase in the negotiating strength of the
third party content providers with regard to their relationship with the Group, which could have a material
adverse effect on the Group’s business.

LCG depends on its senior management team, and if it is unable to retain its current personnel, its
ability to implement its growth strategy and compete in its industry could be harmed

The Group’s future success depends, in part, upon the leadership and performance of its highly experienced
management team, many of whom have significant experience with the Group and would be difficult to
replace. LCG’s continued growth is highly dependent upon having a management team with the appropriate
expertise. The loss of senior personnel or the inability to recruit sufficient, qualified personnel, could have a
material adverse effect on the Group’s ability to run its business and, accordingly, on its financial condition
and operating results. As the Group continues to grow, it will continue to hire, appoint or otherwise change
senior managers and other key executives. There can be no assurance that the Group will be able to retain its
executive officers and key personnel or attract additional qualified members to its management team in the
future.

Loss of White Label partnerships

The Group generates a significant percentage of its revenue through the provision of its services through
White Label partnerships (as further described in the section entitled “Product Offerings” in Part I of this
document) and expects to secure additional White Label partnerships in the future. However, if the Group
were unsuccessful in securing additional White Label partnerships or if one or more of its current agreements
with White Label partners were to be terminated for any reason, or the level of trades generated through them
decreased for any reason, this may have a material adverse effect on the Group’s financial performance,
profitability and growth prospects.

The Group has a number of White Label partnerships where by it provides spread betting services to
customers of third parties on terms which, generally reserve the rights of such third parties to control the
customer base following termination of the White Label partnership. Upon termination, the underlying
customer remains the property of the White Label partner and the Group is prohibited from specifically
targeting or soliciting customers of the White Label partner either during the time of the contract or
thereafter. In particular, the Group has one White Label partnership which currently generates a significant
proportion of the Group’s spread betting revenues. Should this particular White Label partner or several
White Label contracting parties between them terminate the current contracts with the Group for any reason
it could have a materially adverse effect on the Group’s financial operations.

LCG’s revenue is subject to market volatility and other factors

The Group acts as principal in transactions with its clients. Where transactions relate to liquid financial
markets, hedging may be undertaken in order to mitigate market risk. The Group has a formal hedging
policy, which aims to balance volatility of revenue against the cost of hedging. However, a consequence of
the policy is that not all client positions are hedged, for example because the hedging would not be cost-
effective or, as with certain sports and binary bets, hedging is not possible. As a result, the Group’s revenue
may fluctuate and be materially adversely affected as a result of client profits and losses or movements in
market levels or market volatility.

Risk management policies, procedures and practices may not be effective and may leave LCG exposed
to unidentified or unexpected risks

The Group’s policies, procedures and practices used to identify, monitor and control a variety of risks may
fail to be effective. The Group’s risk management methods rely on a combination of internally developed
technical controls, industry standard practices, observation of historical market behaviour and human
supervision. These methods may not adequately prevent future losses, particularly to the extent they relate
to extreme market movements, which may be significantly greater than the historical measures indicate.
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The Group’s risk management procedures and practices are also subject to human error, technological failure
and fraud. There can be no assurance that the Group will continue to set risk management parameters
accurately, that its testing and quality control practices will be effective in preventing technical software or
hardware failure or that its employees will accurately and appropriately apply the Group’s risk management
procedures. Any failures in this regard could materially adversely affect the Group’s financial performance
and operations.

In addition, LCG is exposed to potential losses due to fraud and other misconduct by employees and clients.
For example, employees may bind the Group to transactions that present unacceptable risks, hide from the
Group unauthorised or unsuccessful activities or improperly use confidential information and clients or
people impersonating clients may engage in fraudulent activities, including improper use of legitimate client
accounts and the use of a false identity to open an account. Such activities may be difficult to prevent or
detect and the provisions of LCG’s employment contracts, client agreements or other contractual
arrangements that are intended to protect LCG against such risks and losses may fail to be effective. LCG
may not be able to recover the losses caused by such activities or events and any such losses could have a
material adverse effect on the Group’s business, financial condition and operating results.

LCG has significant credit exposure to financial institutions

The Group has significant deposits with its bankers. The Group also enters hedging transactions with
financial institutions and places significant funds with them as margin to support these transactions. The
business of the Group could be materially adversely affected if a bank or other financial institution with
which it contracts defaults.

LCG’s exposure to possible litigation could adversely affect its business

Because of the extent and complexity of the regulatory environment in which LCG operates and the products
and services the Group offers, many aspects of the Group’s business involve substantial risks of liability. In
recent years, there has been an increasing incidence of litigation involving the financial services industry,
particularly relating to advisory and discretionary management services.

The Group also faces potential liability for claims of negligence, violation of securities laws and claims
based upon the content that LCG distributes online. For example, computer failures may result in the Group
publishing and distributing incorrect data.

LCG’s insurance may not necessarily cover any of the claims that clients or others may bring against the
Group or may not be adequate to protect it against all liability that may be imposed. Any such litigation
brought in the future could have a material adverse effect on the Group’s business, financial condition and
operating results.

Liquidity problems could adversely affect the business

In the event of a significant movement in world markets, LCG could have a short term funding requirement
to meet its payment obligations to brokers or winning clients. Any failure by LCG to meet its payment
obligations could result in brokers closing LCG’s hedge positions which would have materially adverse
consequences for the Group’s business.

LCG must keep up with rapid technological changes in order to compete effectively

To remain competitive, LCG must continue to enhance and improve the responsiveness, functionality,
accessibility and other features of its software, network distribution systems and technologies. The markets
in which LCG operates are characterised by rapid technological change, changes in use and client
requirements and preferences, frequent product and service introductions employing new technologies and
the emergence of new industry standards and practices that could render the Group’s existing technology and
systems obsolete. Development by LCG’s competitors of new products that gain acceptance in the market
could give them a competitive advantage over LCG.
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There can be no assurance that LCG will be able to anticipate and respond to the demand for new services,
products and technologies in a timely and cost-effective manner, to adapt to technological advancements and
changing standards or to retain its clients. The Group’s failure to do any of these could have a material
adverse effect on its financial condition and operating results.

Regulation of the internet and e-commerce is rapidly evolving and changes could adversely affect
LCG’s business

Regulation of the internet and e-commerce is rapidly evolving and there are an increasing number of directly
applicable laws and regulations. It is possible that additional laws and regulations may be enacted with
respect to the internet, covering issues such as user privacy, law enforcement, pricing, taxation, content
liability, copyright protection, and quality of products and services. The adoption of such laws and
regulations could materially adversely affect, directly and indirectly, the Group’s online business.

. Data Privacy

LCG’s operations in the United Kingdom are subject to a number of laws relating to data privacy,
including the Data Protection Act 1998 and the Privacy and Electronic Communications (EC Directive)
Regulations 2003. The requirements of this legislation may affect the Group’s ability to collect and use
personal data in a way that is of commercial use to the Group, if LCG does not continue to ensure its
adherence to appropriate compliance procedures. Furthermore, the legislation may make it hard for
LCG to market its business, particularly by e-mail. Breach of data privacy legislation could result in the
Group being subjected to claims from its users that it has infringed their privacy rights, and it could
face administrative proceedings initiated against it by the UK data protection regulator, the Office of
the Information Commissioner (“OIC”). In addition, any enquiries made, or proceedings initiated by
individuals or the OIC may lead to negative publicity for the Group, which could materially adversely
affect its business.

. Data Security

The secure transmission of confidential information over the internet and the security of LCG’s
systems, in general, is essential in maintaining client confidence and ensuring compliance with data
privacy legislation. If the Group, or any of the third party suppliers on which it relies, fails to transmit
client information and payment details online in a secure manner, or if they otherwise fail to protect
client privacy in online transactions, there is a risk that the Group’s current clients would stop accessing
its online sites or that potential clients would be deterred from using the Group’s online sites. In
addition, there can be no assurance that LCG’s systems will not be subject to disruption by “hackers”
or other security breaches. These types of events could expose the Group to potential liability and could
materially adversely affect its financial condition or operating results.

Competition could negatively impact LCG’s market share and profitability

The market for the Group’s online services is young and rapidly evolving. The Group faces direct
competition from a number of firms in each of its business lines. There is no guarantee that such competitors
entering the Group’s market will not increase their market share through acquisitions of other competitors or
organic growth or through increasing their level of marketing or introducing more competitive pricing
policies or new products. The general financial success of companies within the markets in which LCG
operates may attract new competitors to the industry, such as banks, software development companies,
providers of online financial information and others. These companies may provide a more comprehensive
suite of services than the Group does and LCG may not be able to compete effectively with its current or
future competitors. Any of these factors could have a material adverse effect on the Group’s profits and/or
operating results.

If LCG fails to attract new clients, its growth may be impaired

LCG’s profitability and growth depends on increasing the size of its active client base in a cost-effective
manner. Although the Group has spent significant amounts on advertising and related expenses, and plans to
continue to do so, there are no assurances that these efforts will continue to be cost-effective in attracting

22



new clients. Filter software programmes that negatively impact internet advertising may limit or prevent
LCG’s advertisements or other communications from being delivered to its current and potential clients’
computers. If the Group does not achieve its advertising objectives, its profitability and growth may be
materially impaired.

LCG may suffer losses if its reputation is harmed

The Group’s ability to attract and retain clients and employees may be materially adversely affected to the
extent that its reputation is damaged. Issues that may give rise to reputational risk include, but are not limited
to, failure to deal appropriately with legal and regulatory requirements, money-laundering, fraud prevention,
privacy, record-keeping, sales and trading practices, and the credit, liquidity, and market risks inherent in the
Group’s business. If the Group fails, or appears to fail, to deal with various issues that may give rise to
reputational risk or if it fails to retain clients for any other reason, it could materially harm its business
prospects.

Economic, political and market factors beyond LCG’s control could harm the Group’s business and
profitability

The financial markets in which the Group offers its services are directly affected by many national and
international factors that are beyond LCG’s control. Any one of the following factors, among others, may
cause a substantial decline in the financial markets in which LCG offers its services, resulting in reduced
trading volume. These factors include:

. legislative and regulatory changes;

. economic and political conditions in the United Kingdom, United States, continental Europe and
elsewhere in the world;

. concerns about terrorism and war;

. the level and volatility of equity and commodity markets;

. the level and volatility of interest rates and foreign currency exchange rates;

. concerns over inflation and changes in institutional and consumer confidence levels; and
. the disposable income of the Group’s clients for spending on LCG’s product offerings.

In recent years, the financial markets have been adversely affected by acts of war, terrorism and other armed
hostilities. These or similar acts have in the past increased or prolonged, and may in the future increase or
prolong, negative economic conditions which could have a material adverse effect on LCG’s business and
profitability.

Failure by third party suppliers to deliver high quality products and services could damage LCG

LCG relies on third party licences for the software underlying some of its technology and on third party
maintenance of its hardware and software. Any interruption in its ability to obtain the products or services
of these third party suppliers, or a deterioration in their performance, could impair the quality of the Group’s
own services. If the Group’s third party suppliers fail to deliver high quality products and services, LCG’s
own services will not meet the expectations of its clients and its reputation and brands may be materially
damaged.

LCG’s inability to protect its intellectual property rights could adversely affect its business

LCG’s success and ability to compete in the markets in which it operates depends in part upon its proprietary
intellectual property, which includes, registered trademarks and domain names. Historically, LCG has not
been required to prosecute claims relating to its intellectual property. However, there can be no assurance
that the Group will be able to continue to avoid the misappropriation of its intellectual property, which could
have a material adverse effect on the Group’s business, operating results and the value of its brands.
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The requirement to maintain regulatory capital may affect LCG’s ability to distribute profits

LCG is regulated by the FSA, and is required to meet capital adequacy tests, which include a requirement that
the Group has sufficient capital in order not to put it at significant risk from market moves and client default.
In addition, the Group is subject to consolidated supervision by the FSA and is required to maintain adequate
capital on a consolidated basis. The requirement that LCG maintains sufficient capital to meet regulatory
requirements, and that the Group is required to maintain capital on a consolidated basis, may affect the
Group’s ability to distribute profits which it would otherwise be permitted to distribute under the Act.

LCG’s continuing significant growth places significant demands on management and resources

LCG has experienced significant growth in its business activities over the last several years, which has
placed, and is expected to continue to place, a significant strain on management and resources. Continued
growth will require continued investment in personnel, facilities, information technology infrastructure and
financial management systems and controls.

Failure to make necessary expansions and upgrades to the Group’s systems and infrastructure and maintain
its client service levels could lead to failures and delays, which could cause a loss of clients or a reduction
in the growth of the Group’s clients base, increased operating expenses, financial losses, additional litigation
or client claims, and regulatory sanctions or additional regulatory burdens causing operating margins and
profitability to be materially adversely affected.

Non-availability of future funding may curtail LCG’s ability to grow

In the opinion of the Company, the working capital available to LCG, taking into account the net proceeds
of the Placing, is sufficient for LCG’s present requirements for at least the next 12 months from the date of
the publication of this document. After that time, LCG’s long-term working capital requirements will depend
on many factors including, but not limited to, turnover from operations and expenses incurred. To the extent
that available capital resources in the future are insufficient to fund activities in the long term, or if the
Group’s actual turnover or operating profit is lower than estimated, LCG may need to raise additional funds
through public or private financings. No assurance can be given that additional financing will be available or
that, if available, the terms of such financing will be favourable to LCG or to its shareholders. If adequate
funds are not available to satisfy its requirements, LCG may be required to curtail its operations significantly,
refinance its outstanding obligations or forgo market and acquisition opportunities, all of which could have
a material effect on the Group.

Trading market for the Ordinary Shares

The market price of the Ordinary Shares may be subject to wide fluctuations in response to many factors,
including variations in the operating results of the Group, divergence in financial results from analysts’
expectations, changes in earnings estimates by stock market analysts, general economic conditions,
legislative changes in the Group’s sector and other events and factors outside of the Company’s control.

In addition, stock markets have from time to time experienced extreme price and volume fluctuations, which,
as well as general economic and political conditions, could adversely affect the market price for the Ordinary
Shares.

Admission should not be taken as implying that there will be a liquid market for the Ordinary Shares. It may
be more difficult for an investor to realise their investment in the Company than in a company whose shares
are listed on the Official List of the UK Listing Authority.
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PART III

REGULATORY ENVIRONMENT

Regulatory framework within the United Kingdom

In the United Kingdom, the provision of financial services is subject to a considerable degree of regulation,
under the supervision of the FSA, by the Financial Services and Markets Act 2000 (“FSMA”).

Under FSMA, persons carrying out “regulated activities” in the United Kingdom require authorisation by the
FSA. It is a criminal offence to breach this requirement. Agreements made in the course of the carrying on
of regulated activities by unauthorised persons are unenforceable.

Some of the business undertaken by LCG involves the carrying on of regulated activities. LCG is regulated
by the FSA to carry on regulated activities. As well as carrying on regulated activities in the United
Kingdom, LCG also undertakes business which does not amount to the carrying on of regulated activities.
In summary, the types of contract which LCG offers to its clients in connection with its spread betting
business do constitute the carrying on of regulated activities. However LCG’s binary betting business does
not constitute the carrying on of a regulated activity. The businesses are regulated by the Betting, Gaming
and Lotteries Act 1963, under which LCG is required to hold a bookmaker’s permit. Simon Denham (on
behalf of LCG) currently holds a bookmaker’s permit to allow LCG to carry on the business of receiving
and/or negotiating bets.

LCG’s betting businesses will be governed by the provisions of the new Gambling Act which gained Royal
Assent on 7 April 2005. Under the provisions of the Gambling Act, a new gambling regulatory authority, the
Gambling Commission, is to be established which will have responsibility for the licensing of the UK
gambling operators. LCG’s betting businesses will require an operating licence in much the same way as
they require a bookmaker’s permit under the terms of the Betting, Gaming and Lotteries Act 1963. It is
currently anticipated that LCG’s spread betting business will continue to be regulated by the FSA and not
the Gambling Commission. The Gambling Act does, however, contemplate the possibility that the regulation
of spread betting may come within the ambit of the Gambling Commission’s control if it ceases to be
regulated activity under FSMA.

Regulation by the FSA

The FSA issues rules with which the firms that it regulates must comply. The rules of the FSA seek to ensure
that regulated entities have adequate financial resources, are managed and controlled by fit and proper
persons, have appropriate safeguards in place to protect their clients’ funds and assets and comply with
certain minimum conduct of business standards.

Members of the management of an FSA regulated firm (including all of its directors), the firm’s finance
director and compliance officer and certain members of staff are required to be individually registered with
and approved by the FSA as “approved persons”.

In common with other FSA regulated firms who conduct spread betting business, LCG has been granted
waivers by the FSA from compliance with certain of the FSA’s conduct of business rules. Some of these
waivers impose additional requirements (for example, that prohibit LCG from providing investment advice
to its spread betting clients).

If a breach of the rules of the FSA occur, the FSA has the power to take a wide range of disciplinary actions
against the regulated firm and any FSA approved persons, including the imposition of fines, the suspension
or termination of the firm’s authorisation or the removal of “approved persons” status from individual
members of staff.

In addition to the rules of the FSA, firms which are authorised under FSMA are subject to certain core
principles issued by the FSA. The principles are intended to establish broad rules to ensure fairness and
integrity in the provision of financial services in the United Kingdom. A breach of the principles gives rise
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to a right for the FSA to take direct action against the relevant authorised person (which includes the power
to terminate the firm’s authorisation).

Of the other types of financial services which are regulated in the United Kingdom pursuant to legislation
other than FSMA, only the Consumer Credit Act 1974 is of potential relevance to the Group’s business. The
Directors believe that LCG’s spread betting activities do not fall within the ambit of the Consumer Credit
Act 1974 and have taken steps to ensure that its foreign exchange trading business will, to the extent that it
falls within the scope of the legislation, comply with it.

The rules of the FSA require LCG to maintain adequate regulatory capital at all times. The Group is also
subject to consolidated supervision by the FSA and is required to maintain sufficient regulatory capital for
the Group as a whole. At an individual company level, the main constituents of the regulatory capital
requirement are position risk requirement and counterparty risk requirement. These are amounts of capital
required under the rules of the FSA and are calculated by reference to the company’s market risk and credit
risk respectively. At a consolidated level, the Group has an additional requirement for regulatory capital
equal to its goodwill. The Group’s Ordinary Shares, reserves and subordinated loans all constitute regulatory
capital. The loans will be redeemed and repaid, respectively, on Admission out of the net proceeds of the
Placing payable to the Company plus existing surplus cash.

Internet Regulation

There is no specific regulator for technology or the internet in the United Kingdom or Europe. However,
there are many applicable laws relating to technology, the provision of internet services and use of the
internet and internet-related applications which affect the business of LCG as set out below.

Data protection

Because LCG collects data about its clients and other individuals, it is subject to rules and regulations
concerning the treatment of this information.

The European Union adopted a directive on the protection of individuals with regard to the processing of
personal data and the free movement of such data on 24 October 1995 (the “Data Protection Directive”). The
Data Protection Directive applies to companies established in the European Economic Area (“EEA”) or
using equipment in the EEA to process personal data. The Data Protection Directive has now been
implemented in all European jurisdictions in which LCG has clients. In the United Kingdom, the Data
Protection Directive has been implemented into law by the Data Protection Act 1998 (the “DPA”), which
came into force on 1 March 2000. Both the Data Protection Directive and the DPA impose restrictions on
the collection, use and processing of personal data and guarantee rights to individuals who are the subject of
personal data (“Data Subjects”) with regards to their personal data. These rights include the right to access
to personal data, the right to know where the data originated, the right to have inaccurate data rectified, the
right to recourse in the event of unlawful processing and the right to withhold permission to use data for
direct marketing.

The Data Protection Directive and the DPA also restrict the ability of companies falling within their
application to send data outside of the EEA unless the country to which such data is sent has “adequate” data
protection measures in place. A small number of countries outside the EEA have been found by the European
Commission to provide an adequate degree of protection, but the European Commission has not at this time
reached a favourable conclusion about the majority of countries outside of the EEA in which the Group may
have clients and to which it may wish to send data.

There is also another European Directive which governs privacy and the processing of personal data
specifically in the electronic communications sector (the “Privacy and Electronic Communications
Directive”). The Privacy and Electronic Communications Directive was adopted by the European Union on
12 July 2002 and covers the processing of personal data on all public electronic communication systems, not
just computers and the internet, although service providers operating over the public internet are most
significantly affected. It specifically addresses the issues of direct marketing by e-mail and therefore affects
the way the Group may use the personal data it collects from its clients and other individuals in order to
market its business. The Privacy and Electronic Communications Directive was implemented into law in the
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United Kingdom by the Privacy and Electronic Communications (EC Directive) Regulations 2003 (the
“PECR”), which came into force on 11 December 2003.

The PECR restricts the use of automated calling systems, facsimile machines, e-mail and SMS for direct
marketing purposes. In particular, companies may not send unsolicited e-mail communications for the
purposes of direct marketing unless the recipient has given his/her prior consent. A limited exception applies
in relation to the direct marketing of similar products and services to a company’s existing clients, provided
that the client is, on each occasion, given the opportunity to refuse the use of his/her contact details for such
purposes.

LCG is currently registered under the DPA in the United Kingdom.

Regulatory framework within the European Economic Area

In addition to the UK regime described above, there is a pan-European regime established by the Investment
Services Directive (“ISD”) which regulates the provision of “investment services” throughout the European
Economic Area (the member states of the EU plus Norway, Iceland and Liechtenstein — the “EEA”). The
ISD requires all EEA incorporated entities which are “investment firms” (i.e. which “provide investment
services to third parties on a professional basis”) to be authorised in their state of incorporation (their “home
state”). LCG is an investment firm.

In contemplation of the principles of freedom of provision of services and freedom of establishment within
the common market, the ISD gives investment firms the right to be able to provide investment services on a
cross-border basis to clients located in other member states of the EEA (“host states’) without the need for
separate authorisation by the competent authorities in those host states. The ISD also grants investment firms
a right to establish a branch in those host states without the need for any separate authorisation. These rights
to provide services and to establish branches are commonly referred to as the European investment services
“passport”.

LCG has made the required notifications to allow it to provide investment services on a cross-border basis
into all other member states of the EEA and has a European “passport”.

It should be noted that the scope of the “passport” is limited. For example, it does not cover all financial
instruments. The “passport” does not cover contracts related to commodities including cash settled
commodity derivatives, nor spread bets priced by reference to the outcome of sporting or political events. If
these type of services are licensable in another EEA member state then an FSA regulated firm wishing to
provide such services to clients located in that state may still need to obtain a separate authorisation.

The ISD provides that the provision of investment services into a host state may be subject to the “conduct
of business rules” of that host state. These may differ from UK conduct of business rules. This is, however,
mitigated by the E-Commerce Directive 2002 which enables firms to conduct business electronically with
clients in other EU countries in compliance with the conduct of business rules of their home country.
Therefore, although LCG has taken advantage of the “passport”, this will still be subject to local regulatory
conduct of business rules when it provides services into the host state pursuant to the “passport” to the extent
that the principles in the E-commerce directive are not fully effective to disapply conduct rules in those
states.

The ISD is due to be replaced by a new directive, the Markets in Financial Instruments Directive (“MiFID”).
MiFID is due to come into force on 30 April 2006, but EU member states and the European Commission are
currently discussing delaying this implementation and it is currently expected that it will not come into force
in the United Kingdom until June 2008. MiFID will make important changes to the way in which cross-
border business is conducted. These include an extension to the scope of the “passport” to include contracts
related to commodity derivatives and the revision of conduct of business rules (for more details, see Part II
(Risk Factors)).
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US risk management procedures

Due to restrictions imposed under US federal and US state laws, including the US Federal Wire Act, LCG
does not permit persons located in the United States to open or hold accounts with LCG. LCG has
implemented a number of procedures to enforce this policy. LCG has established restrictions relating to
persons located in the United States which are prominently displayed on LCG’s websites and during the
account opening procedure, including a compulsory declaration by all betting applicants that they are not a
US resident. Other than for binary betting which is due to be introduced later on in the year, LCG’s account
opening procedures also involve internal or third-party verification of certain account information, including
address, prior to account activation. LCG also engages in a periodic review of its existing accounts to ensure
that any accounts which have a US address are suspended.

Restrictions on changes of control

As LCG is a FSA regulated entity, it is subject to certain FSA regulatory restrictions regarding persons who
may act as a “controller”. Broadly, a “controller” for the purposes of the rules of the FSA means a person
who either alone or with associates holds 10 per cent. or more the shares or voting rights in a regulated firm
or its parent company. Any person who alone, or with associates, holds 10 per cent. or more of the Ordinary
Shares or voting rights in the Company will therefore become a “controller” of LCG.

Under FSMA, a person who acquires control over LCG, or who increases their control to 20 per cent. or
more, 33 per cent. or more, or 50 per cent. or more must first notify the FSA and the FSA has up to three
months to approve this change of control. The FSA is permitted to serve a notice of objection to the increase
in control and, if it does serve such a notice, is required to specify in the notice its reasons for the objections.
Breach of the notification requirements is a criminal offence. LCG has notified the FSA of the proposed
change of control that will occur in Tradex on completion of the Sale and Purchase agreement described in
paragraph 13.2.12 in Part VI of this document.

A person who ceases to be a 10 per cent. controller or who reduces an existing shareholding below the
50 per cent., 33 per cent., or 20 per cent. levels is not permitted to do so without first serving on the FSA
prior written notice, although FSA approval is not required. Again, it is a criminal offence to contravene this
requirement.
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PART IV
FINANCIAL INFORMATION

Part A

Accountants Report on the Group for the Period ended 30 September 2005

The Directors

London Capital Group Holdings Plc
51-55 Gresham Street

London EC2V 7EL

HURST MORRISON THOMSON

The Directors o
5 Fairmile Henley-on-Thames

Evolution Securities Limited Oxfordshire RG9 2JR
100 Wood Street
London EC2V 7AN Telephone: 01491 579866

Facsimile: 01491 573097
Email: hmt@hmtgroup.co.uk
www.hmtgroup.com

15 December 2005
Dear Sirs

London Capital Group Holdings Plc (‘the Company”), Tradex Enterprises Limited, London Capital
Group Limited, Capital Spreads Limited and Capital Forex Limited (‘“the Subsidiaries”) together
(“the Group”)

We report on the consolidated financial information for the period ended 30 September 2005 set out below.
This financial information has been prepared for inclusion in the AIM admission document dated
15 December 2005 of the Company (the “AIM Admission Document”) on the basis of the accounting
policies set out in note 1 of this Part A.

Basis of Preparation

Tradex Enterprises Limited was incorporated on 17 January 2005. Tradex Enterprises Limited was dormant
until 11 May 2005 when Tradex Enterprises Limited acquired 90.001 per cent. of the share capital of London
Capital Group Limited.

Whilst the consolidated financial information shows the period from 17 January 2005 to 30 September 2005,
the period of trade is from 11 May 2005 to 30 September 2005.

The consolidated financial information has been prepared to show the consolidated results and net assets of
the Group as if the Company had always been in place from the 17 January 2005, on a basis of a share for
share swap between Tradex Enterprises Limited and the Company. The inclusion of the Company has no
material effect on the consolidated financial information set out in this Part A.

The financial information includes the subsidiaries Tradex Enterprises Limited, London Capital Group
Limited, Capital Spreads Limited and Capital Forex Limited. It excludes financial information on a
subsidiary Elan Capital Partners Limited, on the grounds of immateriality.

Hurst Morrison Thomson LLP is a limited liability partnership registered in England and Wales with registration number OC302994.
A list of members' names 1s available for inspection at the above address.
Registered to carry on audit work by the Institute of Chartered Accountants in England and Wales.
Hurst Morrison Thomson LLP is an appointed representative of Hurst Morrison Thomson which is authorised and regulated for investment business by the Financial Services Authority
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Post Balance Sheet events

On 14 December 2005, the Company increased its authorised share capital from £1,000 to £2,000,000 by the
creation of an additional 1,999,000 ordinary shares of £1.00 each. On the same day, the Company issued
1,999,000 ordinary shares of £1.00 each to the MBO Directors in consideration of the sale of their shares in
Tradex to the Company. Also on the same day, the Company subdivided each of its ordinary shares of £1.00
each into 10 ordinary shares of £0.10 each (“Ordinary Shares”) and subsequently increased its authorised
share capital from £2,000,000 to £5,500,000 by the creation of an additional 35,000,000 Ordinary Shares.
Conditional upon Admission, on the same day, the Company allotted 18,292,683 Ordinary Shares pursuant
to the Placing.

Responsibility
The Directors of the Company are responsible for preparing the financial information on the basis of
preparation set out in note 1 to the financial information.

It is our responsibility to form an opinion on the financial information as to whether the financial information
gives a true and fair view, for the purposes of the AIM Admission Document and to report our opinion to you.

Basis of opinion

We conducted our work in accordance with the Standards for Investment Reporting issued by the Auditing
Practices Board in the United Kingdom. Our work included an assessment of evidence relevant to the
amounts and disclosures in the financial information. It also included an assessment of significant estimates
and judgements made by those responsible for the preparation of the financial information and whether the
accounting policies are appropriate to the entity’s circumstances, consistently applied and adequately
disclosed.

We planned and performed our work so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the
financial information is free from material misstatement whether caused by fraud or other irregularity or
erTor.

Opinion

In our opinion, the financial information gives, for the purposes of the AIM admission document dated
15 December 2005, a true and fair view of the state of affairs of the Company as at the dates stated and of
its profits, cash flows and recognised gains and losses for the period then ended in accordance with the basis
of preparation set out in note 1.

Consent

For the purposes of paragraph (a) of Schedule Two of the AIM Rules we are responsible for this report as
part of the AIM admission document and declare that we have taken all reasonable care to ensure that the
information contained in this report is, to the best of our knowledge, in accordance with the facts and
contains no omission likely to affect its import. This declaration is included in the AIM admission document
in compliance with paragraph 1.2 of Annex I and paragraphs 1, 2 and 10.3 of Annex III of the Prospectus
Rules as required by Schedule Two of the AIM Rules.

Hurst Morrison Thomson LLP
Chartered Accountants

5 Fairmile

Henley-on-Thames
Oxfordshire

RG9 2JR
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PROFIT AND LOSS ACCOUNT

Turnover
Costs of sales

Gross profit
Administrative expenses

Operating profit
Net interest

Profit on ordinary activities before taxation
Tax on profit on ordinary activities

Profit on ordinary activities after taxation
Minority interest

Retained profit for the period

Period to

30 September

Notes 2005

£°000

2 2,447
(434)

2,013
(1,024)

3 989
6 (605)

384
7 (130)

254
92)

162

There are no recognised gains or losses other than those recognised in the profit and loss account.
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BALANCE SHEET

30 September
Notes 2005
£°000
Fixed assets
Intangible assets 8 9,431
Tangible assets 9 177
9,608
Current assets
Debtors 10 777
Cash at bank and in hand 11 1,556
2,333
Creditors: amounts falling due within one year 12 (11,586)
Net current liabilities (9,253)
355
Minority interest (192)
Net assets 163
Capital and reserves
Called up share capital 14 1
Profit and loss account 15 162
Equity Shareholders’ funds 16 163
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STATEMENT OF CASH FLOWS

Net cash inflow from operating activities

Returns on investment and servicing of finance

Interest paid
Interest received

Taxation
Corporation tax paid

Capital expenditure

Acquisitions
Purchase of subsidiary undertaking
Cash acquired with subsidiary

Equity dividend paid

Financing
Issue of ordinary share capital
Net loan advances

Increase in cash

33

Period to

30 September

Notes 2005
£°000

19 1,035

(443)
68

(375)

(10,335)
369

(9,966)
(242)

11,100
11,101
20 1,556



NOTES TO THE FINANCIAL INFORMATION

1.

Accounting policies

The consolidated financial information has been prepared under the historical cost convention and in
accordance with applicable accounting standards.

Basis of Preparation

The financial information set out below has been prepared for illustrative purposes.

The consolidated financial information shows the position as if London Capital Group Holdings Plc
had owned the subsidiaries from the commencement of the period on a basis of a share for share swap.
This would have no effect on the figures if the Group excluded London Capital Group Holdings Plc.

The consolidated financial information for the period ended 30 September 2005 has been extracted
from the audited financial statements of Tradex Enterprises Limited and London Capital Group
Limited.

For the period ended 30 September 2005, the financial information includes financial information on
the subsidiaries Tradex Enterprises Limited, London Capital Group Limited, Capital Spreads Limited
and Capital Forex Limited.

The consolidated financial information excludes financial information on a subsidiary Elan Capital
Partners Limited, on the grounds of immateriality.

The financial information has been drafted in accordance with the accounting policies adopted by
London Capital Group Limited.

The following is a summary of the significant accounting policies adopted by the Group in the
preparation of the consolidated financial information. The accounting policies have been consistently
applied, unless otherwise stated.

(a) Goodwill

Positive purchased goodwill arising on acquisitions is capitalised, classified as an asset on the
Balance Sheet.

(b) Amortisation

Goodwill is not amortised but is reviewed at the end of each accounting period for impairment.

(c) Tangible fixed assets and depreciation

Depreciation is provided on all tangible fixed assets at rates calculated to write the cost of each
asset down to estimated residual values evenly over its expected useful life, as follows:

Furniture and equipment — 33.3% on cost

(d) Deferred taxation

Deferred tax is recognised on all timing differences where the transactions or events that give the
Group an obligation to pay more tax in the future, or a right to pay less tax in the future, have
occurred by the balance sheet date. Deferred tax assets are recognised when it is more likely than
not that there will be suitable taxable profits from which future reversals of the underlying timing
differences can be deducted. Deferred tax is measured on an undiscounted basis at the rates that
are expected to apply in the periods when the timing differences are expected to reverse, based on
rates of tax that have been enacted or substantively enacted by the balance sheet date.
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Accounting policies (continued)

(e)

(e)

(f)

Foreign currencies

Transactions in foreign currencies are translated at the exchange rate ruling at the date of the
transaction. Monetary assets and liabilities in foreign currencies are translated at the rates of
exchange ruling at the balance sheet date. All exchange differences are taken to the profit and loss
account.

Operating lease agreements

Rentals applicable to operating leases where substantially all of the benefits and risks of
ownership remain with the lessor are charged against profits on a straight line basis over the
period of the lease.

Bets and derivative Financial instruments

The Group uses derivative transactions with brokers in order to hedge exposures resulting from
derivative transactions placed by clients.

Bets and derivative financial instruments are carried at fair market value and the resultant profits
and losses are included in sales. Assets or liabilities resulting from gains or losses on open
positions are reported gross in amounts due from/to clients, netted with bank balances. Fair value
is determined by reference to third party market values.

Turnover and segmental analysis

Turnover represents net trading results, rebates received and management services supplied by the
Group. Turnover is attributable to the provision of spread betting, derivatives brokering and foreign
exchange services, which arose wholly in the United Kingdom.

Operating Profit

Profit on ordinary activities before taxation is after charging:

Period to
30 September
2005
£°000
Depreciation:
Owned assets 21
Operating lease rentals
Land & buildings 63
Auditors’ remuneration:
Audit services 6
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Staff costs

Wages and salaries
Social security costs

Period to

30 September
2005

£°000

282

31

313

The average number of persons (including executive directors) employed during the year was:

Administration

Directors’ emoluments

Total emoluments for all directors
Pension contributions to money purchase schemes

Net interest

Interest payable
Interest receivable

36

Period to

30 September
2005

£°000

16

Period to

30 September
2005

£°000

84

84

Period to
30 September
2005
£°000
673
(68)

605



Tax on profit on ordinary activities

Profit on ordinary activities before tax

Standard rate of corporation tax in the UK

Analysis of tax charge in the period
Profit on ordinary activities multiplied by the standard rate of tax
Non taxable income/expenses

Deferred taxation

Intangible fixed assets

Cost
At 17 January 05
Additions

Amortisation
At 17 January 05
Charge for the period

Net book value
At 30 September 2005

Period to

30 September
2005

£°000

384

30%

115
15

130

130

Goodwill
£7000

9,431
9,431

9,431

In May 2005, Tradex Enterprises Limited acquired approximately 90% of the share capital of London
Capital Group Limited and 100% of Elan Capital Partners Limited for £10.1 million and £235,000

COSts.

Tangible fixed assets

On Acquisition

Additions
Disposals

Depreciation
On Acquisition
Depreciation
Disposals

At 30 September 2005
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Total
£°000
222

222

24
21

45
177



10.

11.

12.

13.

Debtors

Amounts falling due within one year
Trade debtors

Other debtors

Prepayments and accrued income

Cash at bank and in hand

Bank balances
Amounts due to clients

Creditors

Amounts falling due within one year
Other Loans

Corporation tax

Other taxation and social security
Other creditors

Accruals and deferred income

Derivatives and other financial instruments

30 September
2005
£°000

644
101
32

77

30 September
2005
£°000
4,362
(2,8006)

1,556

30 September
2005
£°000

11,100
110
22

14

340

11,586

The Group’s principal financial instruments, other than derivative transactions, comprise cash balances
with brokers, clients and other debtors or creditors that arise through the normal course of business,
other cash and short-term deposits. Derivative transactions with brokers are entered into in the normal
course of business in order to hedge market exposures resulting from derivative transactions placed by

clients.

In accordance with FRS 13, the Group has taken advantage of the exemption permitting the exclusion

of short-term debtors and creditors from the following disclosures.

The Board reviews and agrees policies for managing these risks and they are summarised below.

The Group’s computerised trading system enables exposure to market risk to be monitored in real time

and management take action to manage these exposures as limits are approached.
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13. Derivatives and other financial instruments (continued)

Interest rate risk

Financial assets on which no interest is earned and financial liabilities on which no interest is paid
comprise, predominantly, open positions with clients and brokers, and have been marked to market in
accordance with the accounting policy set out in note 1. The majority of positions have an expiry date,
but clients are able to close their positions with the Group at any time up to the expiry date. The
Directors therefore consider that a maturity analysis based on expiry date would not provide a
meaningful representation as to the maturity of open positions and hence no maturity analysis is
provided.

The Group finances its operations through a mixture of retained profits and borrowings.

The interest rate exposure of the financial liabilities of the Group at 30 September 2005 was:

At
30 September
Fixed Floating 2005
interest rate interest rate Total
Sterling: £°000 £°000 £°000
Other Loans 1,100 10,000 11,100
The floating rate other loan bears interest at 11.91% above HSBC Bank Plc base lending rates.
The fixed rate other loan bears interest at 5% per annum.
The floating interest rate exposure of the financial assets of the Group at 30 September 2005 was:
At
30 September
2005
£°000
Sterling 4,649
Euros 192
4,841

Floating rate financial assets comprises bank balances at relevant bank rates, money market deposits at
call rates. The table above includes client’s money and deposits with brokers.

Liquidity Risk
The Group’s policy is to maintain a mixture of short and medium-term facilities to meet foreseeable
requirements.

As at 30 September 2005, the facilities were as follows:
Other loan £10 million
Other loan £1.1 million

Amounts due to clients £2.8 million
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13.

14.

Derivatives and other financial instruments (continued)

The maturity profile of the Group’s financial liabilities at 30 September 2005 was as follows:

Amounts due

Loans to clients
£°000 £°000
Within one year 11,100 2,806

THE GROUP
Total

2005

£°000

13,906

Currency risk

The Group trades in major currencies as principal with its clients. Limits on the exposures which the
Group will accept are set by the board, and the Group hedges its exposure as necessary with market
counterparties. The table below shows the Group transactional currency exposures at 30 September
2005 that gives rise to net currency gains and losses in the profit and loss account. Such exposures
comprise the monetary assets and liabilities of the Group that are not denominated in the functional

currency.

At
30 September
2005
Sterling
£°000
Net monetary assets and liabilities
Functional currency:
Euros 192
USD 11
Fair Value Of Financial Instruments
The fair values of the Group’s financial assets and liabilities are as follows:
30 September
2005
Book value Fair value
£°000
Primary financial instruments held or issued to finance
the Group operations
Financial assets 4,841 4,851
Other loans 11,100 11,100
Amounts due to clients 2,806 2,806
Called up share capital
30 September
2005
£°000
Ordinary shares of £1 each 1
Authorised
2005
£°000
1,000 Ordinary shares of £1 each 1
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15.

16.

17.

18.

Reserves

Profit and
Loss account
£°000
At 17 January 05 -
Retained profit for the period 162
At 30 September 2005 162

Reconciliation of movement in equity shareholders’ funds
30 September
2005
£°000
Shareholders’ funds at 17 January 2005 -
Profit for the financial period 162
New equity share capital subscribed 1
Equity Shareholders’ funds at 30 September 2005 163

Financial Commitments

Lease commitments

The following annual rentals are committed by the Group in respect of non-cancellable operating
leases:

Land and buildings Other
£°000 £°000

Leases which expire:

Within one year - -
In two to five years 150 -
After five years - -

150 -

Other commitments

The Group has, in the normal course of business, given a fixed charge over it’s assets to Fortis Clearing
London Limited. London Capital Group Limited has also given a fixed charge over a rent deposit of
£75,000 in favour of Tullet and Tokyo Liberty (Securities) Limited.

Related Party Transactions

F. Chapman, S. Denham and R. Woodford are Directors and shareholders of the Group. They were also
Directors of London Capital Group Limited before May 2005 when Tradex Enterprises Limited
acquired approximately 90 per cent. of the LCG for £10.1 million.
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19. Reconciliation of operating profit to net cash inflow from operating activities

20.

21.

30 September
2005
£7000
Operating profit 989
Depreciation charges 21
Decrease in debtors 153
(Decrease) in creditors (128)
Net cash inflow from operating activities 1,035
Reconciliation of net cash flow to movement in net debt
30 September
2005
£°000
Increase in cash in the period 1,556
Cash inflow from change in debt (11,100)
Increase in net debt resulting from cash flows (9,544)
Net Debt at 17 January 2005 -
Net Debt at 30 September 2005 (9,544)
Analysis of net Debt
At 17 At 30
January Cash September
2005 Flow 2005
£°000 £°000 £°000
Cash at bank and in hand — 1,556 1,556
Long term loans - (11,100) (11,100)
- (9,544) (9,544)
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Part B

Accountants Report on LCG for the two years and nine months ended 30 September 2005

The Directors

London Capital Group Holdings Plc
51-55 Gresham Street

London EC2V 7EL

HURST MORRISON THOMSON

The Director:
e ectors 5 Fairmile Henley-on-Thames

Evolution Securities Limited Oxfordshire RG9 2JR
100 Wood Street
London EC2V 7AN Telephone: 01491 579866

Facsimile: 01491 573097
Email: hmt@hmtgroup.co.uk
www.hmtgroup.com

15 December 2005
Dear Sirs

London Capital Group Limited (‘the Company’), Capital Spreads Limited and Capital Forex
Limited (‘“‘the Subsidiaries’) together (“LCG”)

We report on the financial information for the two years and nine months ended 30 September 2005 set out
below. This financial information has been prepared for inclusion in the AIM Admission Document dated
15 December 2005 of the Company (the “AIM Admission Document”) on the basis of the accounting
policies set out in note 1.

Basis of preparation

No financial information has been included for the year ended 31 December 2002 as this information, in our
opinion, is not meaningful to the potential investors assessment of the financial or trading position of the
Group, as this information largely relates to discontinued activities.

The financial information set out in this Part B includes the subsidiaries of London Capital Group Limited,
namely Capital Spreads Limited and Capital Forex Limited, which are both dormant, and it excludes
financial information on the London Capital Group Limited’s parent company, Tradex Enterprises Limited
and its subsidiary Elan Capital Partners Limited.

Responsibility
The Directors of the Company are responsible for preparing the financial information on the basis of
preparation set out in note 1 to the financial information.

It is our responsibility to form an opinion on the financial information as to whether the financial information
gives a true and fair view, for the purposes of the AIM Admission Document and to report our opinion to
you.

Basis of opinion

We conducted our work in accordance with the Standards for Investment Reporting issued by the Auditing
Practices Board in the United Kingdom. Our work included an assessment of evidence relevant to the

Hurst Morrison Thomson LLP is a limited liability partnership registered in England and Wales with registration number OC302994.
A list of members' names 1s available for inspection at the above address.
Registered to carry on audit work by the Institute of Chartered Accountants in England and Wales.
Hurst Morrison Thomson LLP is an appointed representative of Hurst Morrison Thomson which is authorised and regulated for investment business by the Financial Services Authority
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amounts and disclosures in the financial information. It also included an assessment of significant estimates
and judgements made by those responsible for the preparation of the financial information and whether the
accounting policies are appropriate to the entity’s circumstances, consistently applied and adequately
disclosed.

We planned and performed our work so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the
financial information is free from material misstatement whether caused by fraud or other irregularity or
error.

Opinion

In our opinion, the financial information gives, for the purposes of the AIM Admission Document dated
15 December 2005, a true and fair view of the state of affairs of the Company as at the dates stated and of
its profits, cash flows and recognised gains and losses for the period then ended in accordance with the basis
of preparation set out in note 1 of this Part B.

Consent

For the purposes of paragraph (a) of Schedule Two of the AIM Rules we are responsible for this report as
part of this document and declare that we have taken all reasonable care to ensure that the information
contained in this report is, to the best of our knowledge, in accordance with the facts and contains no
omission likely to affect its import. This declaration is included in the document in compliance with
paragraph 1.2 of Annex I and paragraphs 1, 2 and 10.3 of Annex III of the Prospectus Rules as required by
Schedule Two of the AIM Rules.

Hurst Morrison Thomson LLP
Chartered Accountants

5 Fairmile

Henley-on-Thames
Oxfordshire

RG9 2JR
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PROFIT AND LOSS ACCOUNT

3 months to 3 months to 3 months to 9 months to  Year to Year to
31 March 30 June 30 Sept. 30 Sept. 31 Dec. 31 Dec.
Interim Interim Interim Audited Audited  Audited
Notes 2005 2005 2005 2005 2004 2003
£°000 £°000 £°000 £°000 £°000 £°000
Turnover
Continuing 997 1,331 1,396 3,724 3,271 1,025
Discontinued — — — — 497 3,388
2 997 1,331 1,396 3,724 3,768 4,413
Costs of sales (322) (443) (356) (1,121)  (1,562) (2,442)
Gross profit
Continuing 675 888 1,040 2,603 1,957 440
Discontinued — — — — 249 1,531
675 888 1,040 2,603 2,206 1,971
Administrative expenses (390) (447) (437) (1,274) (1,433) (1,683)
Exceptional items 3 (269) (146) - (415) (597) (534)
Operating profit/(loss) 4
Continuing 16 295 603 914 1,045 (573
Discontinued — — — — (869) 327
16 295 603 914 176 (246)
Net interest 7 8 18 34 60 (21) (61)
Profit/(loss) on ordinary
activities before taxation 24 313 637 974 155 (307)
Tax on profit on ordinary
activities 8 17 (45) (80) (108) - 94
Profit/(loss) on ordinary
activities after taxation 41 268 557 866 155 (213)
Dividends 9 (242) - - (242) - -
Retained profit for
the year/period (201) 268 557 624 155 (213)

There are no recognised gains or losses other than those recognised in the profit and loss account.
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BALANCE SHEET

Fixed assets
Tangible assets
Investments

Current assets
Debtors
Cash at bank and in hand

Creditors: amounts falling due within one year
Net current assets

Net assets

Capital and reserves
Called up share capital
Profit and loss account

Notes

10
11

12
13

14

16
17

18
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30 September 31 December 31 December
2005 2004 2003
£°000 £°000 £°000
177 200 -
177 200 -
776 1,082 2,414
1,268 353 -
2,044 1,435 2,414
(300) (338) (1,272)
1,744 1,097 1,142
1,921 1,297 1,142
1,055 1,055 1,055
866 242 87
1,921 1,297 1,142




STATEMENT OF CASH FLOWS

Net cash inflow from operating activities

Returns on investment and servicing of finance

Interest paid

Interest received

Taxation

Corporation tax paid
Capital expenditure
Equity dividend paid

Increase in cash

Notes

21

22

47

9 months to Year to Year to
30 September 31 December 31 December
2005 2004 2003

£000 £°000 £°000

1,111 1,582 146
- (29) (68)

60 8 7
60 (21) (61)
- - (20)

(14) (204) -

(242) - -

915 1,357 65




NOTES TO THE FINANCIAL INFORMATION

1.

Accounting policies

The financial information has been prepared under the historical cost convention and in accordance
with applicable accounting standards.

Basis of Preparation

The financial information set out below has been prepared for illustrative purposes.

No financial information has been presented for the year ended 31 December 2002 as this largely
relates to discontinued activities.

The financial information for the years ended 31 December 2003 and 31 December 2004 and 9 months
ended 30 September 2005 have been extracted from the audited financial statements of London Capital
Group Limited. The quarterly interim information is unaudited.

For each of the years ended 31 December 2002 and 2003 and 9 months ended 30 September 2005, the
financial information includes financial information on the subsidiaries of London Capital Group
Limited namely Capital Spreads Limited and Capital Forex Limited which are both dormant.

The financial information excludes financial information on the parent company Tradex Enterprises
Limited and its subsidiary Elan Capital Partners Limited.

The financial information has been drafted in accordance with the accounting policies adopted by
London Capital Group Limited.

The following is a summary of the significant accounting policies adopted by the Company in the
preparation of the financial information. The accounting policies have been consistently applied, unless
otherwise stated.

(a) Tangible fixed assets and depreciation

Depreciation is provided on all tangible fixed assets at rates calculated to write the cost of each
asset down to estimated residual values evenly over its expected useful life, as follows:

Furniture and equipment — 33.3% on cost

(b) Investment

Investments held as fixed assets are stated at cost less provision for any permanent diminution in
value.

(c) Deferred taxation

Deferred tax is recognised on all timing differences where the transactions or events that give the
Group an obligation to pay more tax in the future, or a right to pay less tax in the future, have
occurred by the balance sheet date. Deferred tax assets are recognised when it is more likely than
not that there will be suitable taxable profits from which future reversals of the underlying timing
differences can be deducted. Deferred tax is measured on an undiscounted basis at the rates that
are expected to apply in the periods when the timing differences are expected to reverse, based on
rates of tax that have been enacted or substantively enacted by the balance sheet date.

(d) Foreign currencies
Transactions in foreign currencies are translated at the exchange rate ruling at the date of the
transaction. Monetary assets and liabilities in foreign currencies are translated at the rates of
exchange ruling at the balance sheet date. All exchange differences are taken to the profit and loss
account.
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1.

Accounting policies (continued)

(e) Operating lease agreements

Rentals applicable to operating leases where substantially all of the benefits and risks of
ownership remain with the lessor are charged against profits on a straight line basis over the

period of the lease.

(f)  Bets and derivative Financial instruments

LCG uses derivative transactions with brokers in order to hedge exposures resulting from

derivative transactions placed by clients.

Bets and derivative financial instruments are carried at fair market value and the resultant profits
and losses are included in sales. Assets or liabilities resulting from gains or losses on open
positions are reported gross in amounts due from/to clients, netted with bank balances. Fair value

is determined by reference to third party market values.

Turnover and segmental analysis

Turnover represents net trading results, rebates received and management services supplied by LCG.
Turnover is attributable to the provision of spread betting, derivatives brokering and foreign exchange
services, which arose wholly in the United Kingdom. Discontinued turnover is attributable to

proprietary dealing.

Exceptional items

3 months to 3 months to 3 months to
31 March 30 June 30 Sept.

2005 2005 2005

£°000 £°000 £°000

Proprietary costs - - -
Fixed assets written back - - -
Provision adjustment - - -
Software development - - _
Related party write off - - -
Exceptional income - (120) -
Vendor non recurring cost - 266 -
Bonus 153 - -
Other non recurring cost 116 - -
269 146 -

*Exceptional items relating to discontinued activities.

Operating Profit

Profit on ordinary activities before taxation is after charging:

3 months to 3 months to 3 months to
31 March 30 June 30 Sept.

2005 2005 2005
£000 £°000 £°000
Depreciation:
Owned assets 12 12 13
Operating lease rentals
Land & buildings 38 38 37
Auditors’ remuneration:
Audit services 6 - -
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9 months to  Year to Year to
30 Sept. 31 Dec. 31 Dec.
2005 2004 2003
£°000 £°000 £°000
- 872* -
- (204) -

- (284)* 284*

- - 250%
- 213% -
(120) - -
266 - -
153 - -
116 - —
415 597 534
9 months to  Year to Year to
30 Sept. 31 Dec. 31 Dec.
2005 2004 2003
£°000 £°000 £°000
37 4 -
113 150 150
6 6 6




Staff costs

3 months to 3 months to 3 months to 9 months to  Year to Year to
31 March 30 June 30 Sept. 30 Sept. 31 Dec. 31 Dec.
2005 2005 2005 2005 2004 2003
£°000 £°000 £°000 £°000 £°000 £°000
Wages and salaries 291 179 162 632 588 454
Social security costs 35 20 18 73 63 50
326 199 180 705 651 504
The average number of persons (including executive directors) employed during the year was:
3 months to 3 months to 3 months to 9 months to  Year to Year to
31 March 30 June 30 Sept. 30 Sept. 31 Dec. 31 Dec.
2005 2005 2005 2005 2004 2003
£°000 £°000 £°000 £°000 £°000 £°000
15 15 17 16 18 18
Directors’ emoluments
3 months to 3 months to 3 months to 9 months to  Year to Year to
31 March 30 June 30 Sept. 30 Sept. 31 Dec. 31 Dec.
2005 2005 2005 2005 2004 2003
£°000 £°000 £°000 £°000 £°000 £°000
Total emoluments for all directors 163 36 60 259 109 -
Pension contributions to money
purchase schemes - - - - - -
163 36 60 259 109 -
Net interest
3 months to 3 months to 3 months to 9 months to  Year to Year to
31 March 30 June 30 Sept. 30 Sept. 31 Dec. 31 Dec.
2005 2005 2005 2005 2004 2003
£°000 £°000 £°000 £°000 £°000 £°000
Interest payable - - - (29) (68)
Interest receivable 8 18 34 60 8 7
8 18 34 60 (21) (61)
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10.

Tax on profit on ordinary activities

Profit/(loss) on ordinary
activities before tax

Standard rate of corporation

tax in the UK

Analysis of tax charge
in the period

Profit on ordinary activities
multiplied by the standard

rate of tax
Other

Deferred taxation

Dividends

Ordinary shares of £1 each

Tangible fixed assets

Net book value

At 31 December 2003
Additions/(disposals)
Depreciation

At 31 December 2004
Additions/(disposals)
Depreciation

At 30 September 2005

3 months to 3 months to 3 months to
31 March 30 June 30 Sept.
2005 2005 2005

£°000 £°000 £°000

24 313 637

30% 30% 30%

7 94 191
24) (49) (111)

(17) 45 80

(17) 45 80

3 months to 3 months to 3 months to

31 March 30 June 30 Sept.
2005 2005 2005
£°000 £°000 £°000
(242) - -
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9 months to  Year to Year to
30 Sept. 31 Dec. 31 Dec.
2005 2004 2003
£°000 £°000 £°000
974 155 (307)
30% 30% 30%
292 46 (92)
(184) (46) 2)
108 - -
108 - (94)
9 months to  Year to Year to
30 Sept. 31 Dec. 31 Dec.
2005 2004 2003
£°000 £°000 £°000
(242) - -
Total
£°000
204
4)
200
14
(37)
177



11. Investments

Details of the principal investments in which the Company holds 20% or more of the nominal value of
any class of share capital are as follows:

% of issued

shares held
Country of and voting
Name of Company Principal activity Incorporation rights
Capital Spreads Limited Dormant England & Wales 100%
Capital Forex Ltd Dormant England & Wales 100%
12. Debtors

30 September 31 December 31 December
2005 2004 2003
£°000 £°000 £°000

Amounts falling due within one year
Trade debtors 644 827 2,217
Other debtors 100 187 81
Prepayments and accrued income 32 68 116
776 1,082 2,414

13. Cash at bank and in hand
30 September 31 December 31 December

2005 2004 2003

£°000 £°000 £°000

Bank balances 4,074 1,630 863
Amounts due to clients (2,806) (1,277) (1,867)
1,268 353 (1,004)

14. Creditors

30 September 31 December 31 December
2005 2004 2003
£°000 £°000 £°000
Amounts falling due within one year
Bank overdrafts (note 13) - - 1,004
Amounts owed to group undertakings and
undertakings in which the Company has a

participating interest - - 14
Corporation tax 108 - -
Other taxation and social security 22 17 19
Other creditors 60 166 120
Accruals and deferred income 110 155 115

300 338 1,272
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15.

Derivatives and other financial instruments

LCG’s principal financial instruments, other than derivative transactions, comprise cash balances with
brokers, clients and other debtors or creditors that arise through the normal course of business, other
cash and short-term deposits. Derivative transactions with brokers are entered into in the normal course
of business in order to hedge market exposures resulting from derivative transactions placed by clients.

In accordance with FRS 13, LCG has taken advantage of the exemption permitting the exclusion of
short-term debtors and creditors from the following disclosures.

The Board reviews and agrees policies for managing these risks and they are summarised below.

LCG computerised trading system enables exposure to market risk to be monitored in real time and
management take action to manage these exposures as limits are approached.

Interest rate risk

Financial assets on which no interest is earned and financial liabilities on which no interest is paid
comprise, predominantly, open positions with clients and brokers, and have been marked to market in
accordance with the accounting policy set out in note 1. The majority of positions have an expiry date,
but clients are able to close their positions with LCG at any time up to the expiry date. The directors
therefore consider that a maturity analysis based on expiry date would not provide a meaningful
representation as to the maturity of open positions and hence no maturity analysis is provided.

LCG finances its operations through a mixture of retained profits and borrowings.

The interest rate exposure of the financial liabilities of LCG at 30 September 2005 was:

At 30
September
Fixed Floating 2005
interest rate interest rate Total
Sterling: £°000 £°000 £°000
Other Loans 1,100 10,000 11,100
The floating rate other loan bears interest at 11.91% above HSBC Bank Plc base lending rates.
The fixed rate other loan bears interest at 5% per annum.
The floating interest rate exposure of the financial assets of LCG at 30 September 2005 was:
At 30
September
2005
Total
£°000
Sterling 4,361
Euros 192
4,553

Floating rate financial assets comprises bank balances at relevant bank rates, money market deposits at
call rates. The table above includes client’s money and deposits with brokers.
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15. Derivatives and other financial instruments (continued)

Liquidity Risk
LCG’s policy is to maintain a mixture of short and medium-term facilities to meet foreseeable
requirements.

As at 30 September 2005, the facilities were as follows:
Other loan £10 million

Other loan £1.1 million

Amounts due to clients £2.8 million

The maturity profile of LCG financial liabilities at 30 September 2005 was as follows:

Amounts LCG

due Total

Loans to clients 2005

£°000 £°000 £°000

Within one year 11,100 2,806 13,906

Currency risk

LCG trades in major currencies as principal with its clients. Limits on the exposures which LCG will
accept are set by the board, and LCG hedges its exposure as necessary with market counterparties. The
table below shows LCG transactional currency exposures at 30 September 2005 that gives rise to net
currency gains and losses in the profit and loss account. Such exposures comprise the monetary assets
and liabilities of LCG that are not denominated in the functional currency.

At 30
September
2005
Sterling
£°000
Net monetary assets and liabilities
Functional currency:
Euros 192
USD (11)
Fair Value Of Financial Instruments
The fair values of LCG financial assets and liabilities are as follows:
30 September
2005
Book value Fair value
£°000
Primary financial instruments held or issued to finance
the Group operations
Financial assets 4,553 4,553
Other loans 11,100 11,100
Amounts due to clients 2,806 2,806

54



16.

17.

18.

19.

Called up share capital

Ordinary shares of £1 each

2,000,000 Ordinary shares of £1 each

Reserves

At 1 January 2002
Retained profit for the year

At 31 December 2003
Retained profit for the year

At 31 December 2004
Retained profit for the period

At 30 September 2005

30 September
2005
£°000
1,055

31 December
2004

£°000

1,055

31 December
2003

£°000

1,055

Reconciliation of movement in equity shareholders’ funds

Shareholders’ funds at 1 January
Profit for the financial year/period

Shareholders’ funds at period end

Financial Commitments

Lease commitments

Authorised
2005
£°000
2,000

Profit and
Loss account
£°000
300

(213)
87
155

242
624

866

30 September 31 December 31 December
2005 2004 2003
£000 £000 £°000
1,297 1,142 1,355
624 155 (213)
1,921 1,297 1,142

The following annual rentals are committed by the Group in respect of non-cancellable operating

leases:

Leases which expire:
Within one year

In two to five years
After five years

Land and buildings
30 September 31 December 31 December
2005 2004 2003
£°000 £°000 £°000
150 150 150
150 150 150
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19.

20.

21.

22.

23.

Financial Commitments (continued)

Other commitments

LCG has, in the normal course of business, given a fixed charge over it’s assets to Fortis Clearing
London Limited. LCG has also give a fixed charge over a rent deposit of £75,000 in favour of Tullet

and Tokyo Liberty (Securities) Limited.

Related Party Transactions

During the year to 31 December 2003 Curvalue UK Services Limited (now not a part of the group)
formally a wholly owned subsidiary of London Capital Group Limited, made an inter-company charge

of £195,935 to London Capital Group Limited

Reconciliation of operating profit to net cash inflow from operating activities

Operating profit/(loss)
Depreciation charges

Decrease in debtors
(Decrease)/increase in creditors

Net cash inflow from operating activities

30 September 31 December 31 December
2005 2004 2003
£000 £°000 £°000
914 176 (246)
37 4 -
306 1,332 500
(146) 70 (108)
1,111 1,582 146

Reconciliation of net cash flow to movement in net debt

Increase in cash in the period/year
Cash outflow/(inflow) from change in debt
and lease financing

Decrease in net debt resulting from cash flows
Net cash at 1 January

Net cash at period/year end

Analysis of net cash

Cash at bank and in hand
Bank overdrafts

30 September 31 December 31 December
2005 2004 2003
£°000 £°000 £°000
915 1,357 65
915 1,357 65
353 (1,004) (1,069)
1,268 353 (1,004)
At 1 At 30
January Cash September
2005 Flow 2005
£°000 £°000 £°000
353 915 1,268
353 915 1,268
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23. Analysis of net cash (continued)

Cash at bank and in hand
Bank overdrafts

Cash at bank and in hand
Bank overdrafts
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At ] At 30
January Cash September
2004 Flow 2004
£000 £°000 £°000

- 353 353
(1,004) 1,004 -
(1,004) 1,357 353
At 1 At 30
January Cash September
2003 Flow 2003
£000 £°000 £°000
(1,069) 65 (1,004)
(1,069) 65 (1,004)




PART V

Unaudited Pro forma statement of Net Assets of London Capital Group
Holdings plc

The following unaudited pro forma statement of net assets of London Capital Group Holdings plc as at
30 September 2005, based upon the consolidated balance sheet of London Capital Group Holdings plc at that
date as set out in Part A of Part IV of this document, has been prepared to illustrate the effect of the Placing
and the Acquisition as if the Placing and the Acquisition had taken place on the date reported. The unaudited
pro forma statement of net assets has been prepared for illustrative purposes only and, because of its nature,
may not give a true picture of the current financial position of London Capital Group Holdings plc.

The pro forma consolidated financial information set out below has been prepared in accordance with the
accounting policies adopted by London Capital Group Holdings plc.

The accompanying notes are an integral part of the pro forma financial information.

Net assets Pro forma
of the Net assets
Group Adjustments of the
(note 1) (note 2) Group
30 September 30 September 30 September
2005 2005 2005
£7000 £°000 £°000
Fixed Assets
Intangible assets 9,431 2,948 @ 12,379
Tangible assets 177 - 177
9,608 2,948 12,556
Current Assets
Debtors 777 - 777
Cash at bank and in hand 1,556 (677)® 879
2,333 (677) 1,656
Creditors: amounts falling due
within one year (11,586) 11,537 ® 49)
Net Current (liabilities)/assets (9,253) 10,860 1,607
Total assets less current liabilities 355 13,808 14,163
Minority interest (192) 192 © -
Net Assets 163 14,000 14,163
Notes:
1. The net assets of the London Capital Group Holdings Plc as at 30 September 2005 have been extracted, without material
adjustment, from the consolidated balance sheet of London Capital Group Holdings Plc as set out in Part A of Part IV of this
document.
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Adjustments have been made to reflect the effect of the Placing, the repayment of the MBO loans and the Acquisition of the
10% minority interest in LCG that was previously owned by the MBO vendor:

£
Gross proceeds of the Placing 15,000,000
Less: Estimated costs of Admission and the Placing (1,000,000)
Repayment of MBO Loans and accrued interest (see below) (11,537,000) @
Acquisition cost of minority interest (3,140,000)
Adjustment to cash at bank and in hand (677,000) ©
Acquisition cost of minority interest 3,140,000
Less: Carrying value of minority interest (192,000) ©
Goodwill created on Acquisition 2,948,000 @
Loans and outstanding interest comprises:
Capital balance on term loan 10,000,000
Interest on tem loan 426,000
Capital balance on vendor loan 1,100,000
Interest on vendor loan 11,000

11,537,000 @

No adjustment has been made to reflect the trading or transactions of the Group subsequent to 30 September 2005.
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The Directors
London Capital Group Holdings plc
51-55 Gresham Street

HURST MORRISON THOMSON

London
EC2V 7EL
5 Fairmile Henley-on-Thames
Oxfordshire RG9 2JR
Telephone: 01491 579866
The Directors Facsimile: 01491 573097
Evolution Securities Limited Email: hmt@h?tgm“P-w-“k
100 Wood Street www.hmtgroup.com
London EC2V 7AN
15 December 2005
Dear Sirs

Pro forma statement of net assets of the Group

Words and phrases defined in the document dated 15 December 2005 in which this report appears shall have
the same meaning in this report, save where the context requires otherwise. We report on the pro forma
statement of net assets set out in Part V of this document which has been prepared, for illustrative purposes
only to provide information about how the Placing and Acquisition might have affected the statement of net
assets presented by the Group.

Responsibilities
It is the responsibility solely of the Directors of London Capital Group Holdings plc to prepare the pro forma

consolidated statement of net assets in accordance with Annex II of the prospectus rules published by the
Financial Services Authority (the “Prospectus Rules”).

It is our responsibility to form an opinion, as required by the Prospectus Rules, on the pro forma consolidated
statement of net assets and to report our opinion to you. We do not accept any responsibility for any reports
previously given by us on any financial information used in the compilation of the pro forma statement of
net assets beyond that owed to those to whom those reports were addressed by us at the dates of their issue.

Basis of opinion

We conducted our work in accordance with the Statements of Investment Circular Reporting Standards and
Bulletin 1998/8 “Reporting on pro forma financial information pursuant to the Listing Rules” issued by the
Auditing Practices Board.

Our work, which involved no independent examination of any of the underlying financial information,
consisted primarily of comparing the unadjusted financial information with the source documents,
considering the evidence supporting the adjustments and discussing the pro forma consolidated statement of
net assets with the Directors.

Consent

We consent to the inclusion in this document of this report in the form and context in which it appears for
the purposes of paragraph 23.1 of Annex I and paragraph 10.3 of Annex III of the Prospectus Rules.

Hurst Morrison Thomson LLP is a limited liability partnership registered in England and Wales with registration number OC302994.
A list of members' names 1s available for inspection at the above address.
Registered to carry on audit work by the Institute of Chartered Accountants in England and Wales.
Hurst Morrison Thomson LLP is an appointed representative of Hurst Morrison Thomson which is authorised and regulated for investment business by the Financial Services Authority
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Opinion

In our opinion:
(a) the pro forma consolidated statement of net assets has been properly compiled on the basis stated; and

(b) such basis is consistent with the accounting policies of the London Capital Group Holdings plc.

Hurst Morrison Thomson LLP
Chartered Accountants

5 Fairmile

Henley-on-Thames
Oxfordshire RG9 2JR
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PART VI

ADDITIONAL INFORMATION

1. RESPONSIBILITY STATEMENT

The Directors who names appear on page 4 of this document and in paragraph 6 below, accept responsibility
for the information contained in this document. To the best of the knowledge and belief of the Directors (who
have taken reasonable care to ensure that such is the case) the information contained in this document is in
accordance with the facts and does not omit anything likely to affect the import of such information.

2. THE COMPANY
2.1.  The Company was incorporated and registered in England and Wales under the Companies Act 1985

with registered number 5497744 on 4 July 2005 as a private company limited by shares with the
name of Pitcomp 368 Limited.

2.2.  On 14 December 2005, the Company was re-registered as a public limited company with the name
London Capital Group Holdings plc.

2.3. The Company operates under the Act and the liability of its members is limited.

2.4.  The Company is domiciled in the United Kingdom.

SHARE CAPITAL

3.1.  The Company was incorporated with an authorised share capital of £1,000 divided into 1,000
ordinary shares of £1.00 each of which one was issued nil paid to the subscriber to the memorandum
of association. On 2 December 2005 one subscriber share was transferred to Francis Chapman and
the subscriber share was paid up in full.

3.2. By a written resolution passed on 14 December 2005 the authorised share capital of the Company
was increased from £1,000 to £2,000,000 by the creation of 1,999,000 ordinary shares of £1.00 each
in the capital of the Company.

3.3.  On 14 December 2005 the Company issued a further 999 ordinary shares of £1.00 each at a
subscription price of £1.00 per share.

3.4. On 14 December 2005 a total of 1,999,000 ordinary shares of £1.00 each were issued and allotted at
par and credited as fully paid to Francis Chapman, Simon Denham and Rachel Woodford in
consideration of the transfer of the entire issued share capital of Tradex Enterprises Limited to the
Company pursuant to the terms of the acquisition agreement described in paragraph 13.1.3 of this
Part VL.

3.5. By written resolutions passed on 14 December 2005, resolutions were passed to, inter alia:

3.5.1. subdivide each of the then existing ordinary shares of £1.00 each in the capital of the
Company into 10 ordinary shares of 10p each;

3.5.2. increase the authorised share capital of the Company from £2,000,000 to £5,500,000 by the
creation of 35,000,000 new Ordinary Shares of 10p each;

3.5.3. authorise the Directors to allot relevant securities (as defined in section 80 of the Act) in the
Company up to an aggregate nominal amount of £3,500,000, such authority to expire on the
earlier of the next annual general meeting or 14 March 2007; and

3.5.4. empower the Directors to allot equity securities (as defined in section 94 of the Act) for cash
as if section 89(1) of the Act did not apply to any such allotment, such power limited to: (a)
the allotment of 18,292,683 Ordinary Shares in connection with the Placing; (b) the
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3.6.

3.7.

3.8.

3.9.

3.10.

3.11.

3.12.

allotment of new Ordinary Shares pursuant to the exercise of options granted under the
Share Option Schemes; (c) the allotment of equity securities in relation to a rights issue and
other pre-emptive issues in favour of ordinary shareholders; and (d) otherwise up to an
aggregate nominal amount of £191,463 such power to expire on the conclusion of the next
annual general meeting or 14 March 2007.

As at the date of this document, and immediately following completion of the Placing and
Admission, the Company’s authorised and issued share capital is, and is expected to be, as follows:

Existing Following Admission
and the Placing
Number of Number of
Nominal Ordinary Nominal Ordinary
Value (£) Shares value (£) Shares
Authorised 2,000,000.00 20,000,000  5,500,000.00 55,000,000
Issued and fully paid 2,000,000.00 20,000,000  3,829,268.30 38,292,683

The balance of the authorised but unissued share capital of the Company immediately following the
Placing and Admission, amounting to 16,707,317 Ordinary Shares will remain unissued and
unreserved save for 3,829,268 Ordinary Shares over which options are to be granted pursuant to the
Share Option Schemes as detailed in paragraph 9 of Part VI of this document.

Subject to the Share Option Schemes and save in connection with the Placing and Admission, no
share or loan capital of the Company is proposed to be issued or is under option or agreed,
conditionally or unconditionally, to be put under option.

There are no shares in the capital of the Company currently in issue with a fixed date on which
entitlement to a dividend arises and there are no arrangements in force whereby future dividends are
waived or agreed to be waived.

There are no outstanding convertible securities issued by the Company.

The provisions of section 89(1) of the Act (which, to the extent not disapplied pursuant to section 95
of the Act, confer on the shareholders rights of pre-emption in respect of allotments of equity
securities which are, or are to be, paid up in cash) apply to the balance of the authorised but unissued
share capital except to the extent disapplied by written resolution of the Company referred to in
paragraph 3.5.4 above.

The International Security Identification Number for the Ordinary Shares is GBOOBORHGY93.
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4.

COMPANY AND ITS SUBSIDIARY UNDERTAKINGS

The Company acts as the holding company of the Group, the current principal activities of which are
financial spread betting, online trading and institutional broking. The Company has the following subsidiary
companies each of which is wholly owned or ultimately wholly owned:

Name of Country of Number of Percentage of Principal
company incorporation  shares held issued shares held activity
Tradex Enterprises England 1000 ordinary 100% held by Intermediate
Limited shares of £1 each the Company holding company
London Capital Group  England 1,055,258 ordinary *100% held by Financial spread
Limited shares of £1 each the Company betting, online trading
(90.001% held and institutional
by Tradex broking
Enterprises Limited
and 9.999% held
by the Company)
Capital Forex Limited England 1 ordinary 100% held by Dormant
share of £1 London Capital
Group Limited
Capital Spreads Limited England I ordinary 100% held by Dormant
share of £1 London Capital
Group Limited
Elan Capital Partners Gibraltar 2000 ordinary 100% held by Dormant
Limited shares of £1 each Tradex Enterprises
Limited
* Assumes the Company has acquired the minority interest in LCG immediately at Admission
5. MEMORANDUM AND ARTICLES OF ASSOCIATION

In this paragraph 5, “Statutes” means the Act and every other statute or statutory instrument, rule, order or
regulation from time to time in force concerning companies so far as they apply to the Company.

5.1

5.2.

Memorandum of association

The objects of the Company are set out in clause 4 of the Company’s memorandum of association
and its principal objects are, among others, to carry on business as a general commercial company
and to do all such things as are incidental or conducive to the carrying on of any trade or business

by it.

Articles of association

The articles of association of the Company (“Articles”), which were adopted by written resolution
dated 14 December 2005, contain provisions, among others, to the following effect:

5.2.1.

Voting rights

Subject to any special terms as to voting upon which any share may be issued, or may be
held, and subject to the provisions of the Articles, on a show of hands every member of the
Company (“Member”) present in person or by proxy and entitled to vote shall have one vote
and on a poll every Member present in person or by proxy and entitled to vote shall have one
vote for every share of which he is the holder.

No Member is entitled to be present or to be counted in the quorum or vote, either in person
or by proxy, at any general meeting or at any separate meeting of the holders of a class of
shares or on a poll or to exercise other rights conferred by membership in relation to the
meeting or poll, unless all calls or other moneys due and payable in respect of the Member’s
share or shares have been paid.
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5.2.2.

5.2.3.

5.24.

5.2.5.

Where a notice is served by the Company under section 212 of the Act (a “section 212
notice”) on a Member, or another person appearing to be interested in shares held by that
Member, and the Member or other person has failed in relation to any shares (the “default
shares” which expression includes any shares issued after the date of the section 212 notice
in respect of those shares) to give the Company the information required within 14 days
from the date of service of the section 212 notice then, unless the Board otherwise decides,
the Member is not entitled in respect of the default shares to be present or to vote (either in
person or by proxy) at a general meeting or at a separate meeting of the holders of a class of
shares or on a poll or to exercise other rights conferred by membership in relation to the
meeting or poll.

Dividends

Except as otherwise provided by the rights attached to shares, all dividends shall be declared
and paid according to the amounts paid up on the shares in respect of which the dividend is
declared and paid. Dividends shall be apportioned and paid proportionately to the amounts
paid up on the shares during any portion or portions of the period in respect of which the
dividend is paid.

Any dividend which has remained unclaimed for a period of 12 years from the date it
became due for payment is forfeited and ceases to remain owing by the Company.

Where a section 212 notice is served on a Member, or another person appearing to be
interested in shares held by that Member, and the Member or other person has failed in
relation to any default shares to give the Company the information required within 14 days
of the service of the section 212 notice and the default shares represent at least 0.25 per cent
in nominal value of the issued shares of their class then, unless the Board otherwise decides,
any dividend (or any part of a dividend) or other amount payable in respect of the default
shares shall be withheld by the Company, which has no obligation to pay interest on it and
the Member is not entitled to elect to receive shares instead of a dividend.

Distribution of assets on a winding up

If the Company shall be wound up (whether the liquidation is voluntary, under supervision
or by the Court) the liquidator may, with the authority of an extraordinary resolution and any
sanction required by the Act, divide among the Members in specie the whole or any part of
the assets of the Company and whether or not the assets consist of property of one kind or
of different kinds and may for this purpose set such value as he deems fair on any class or
classes of property and may determine on the basis of that valuation and in accordance with
the then existing rights of Members how such division shall be carried out as between the
Members or different classes of Members. The liquidator may, with the same authority, vest
the whole or any part of the assets in the trustees upon such trust for the benefit of Members
as the liquidator may think fit but so that no member shall be compelled to accept any asset
in respect of which there is a liability or potential liability.

Purchase of own shares

Subject to the Statutes, the Company may purchase its own shares (including any
redeemable shares) or enter into such agreement (contingent or otherwise) in relation to the
purchase of its own shares on such terms and in such manner as may be permitted by the
Statutes and any shares to be so purchased may be selected by the Board in any manner.

Variation of class rights

Subject to the Statutes, the rights attached to any class of shares may be varied or abrogated
(a) in such manner (if any) as may be provided by those rights or (b) in the absence of
provision, either with the consent in writing of the holders of at least three fourths in nominal
value of the issued shares of the class or with the sanction of an extraordinary resolution
passed at a separate meeting of the holders of that class and then only subject to the
provisions of section 127 of the Act.
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5.2.6.

5.2.7.

Transfer of shares

Subject to the provisions of the Articles, any Member may transfer all or any of his
certificated shares by instrument of transfer in writing in any usual form or in such other
form as the Board may approve and the instrument must be executed by or on behalf of the
transferor and (except in the case of a share which is fully paid up) by or on behalf of the
transferee but need not be under seal. The transferor is deemed to remain the holder of the
share until the name of the transferee is entered in the register of Members in respect of it.

Subject to the following paragraph, the Board may refuse to register a transfer of a
certificated share unless it is (a) in respect of only one class of shares, (b) in favour of not
more than four joint transferees, (c) duly stamped (if required), and (d) delivered for
registration to the office of the Company where the register of Members is situated from time
to time or at such other place as the board may decide accompanied by the certificate for the
shares to be transferred (save in the case of a transfer by a recognised person to whom no
certificate was issued) and such other evidence as the Board may reasonably require to prove
the title of the transferor and the due execution by him of the transfer or, if the transfer is
executed by some other person on his behalf, the authority of that person to do so. The Board
may impose restrictions on the transfer of a certificated share which is not fully paid,
provided that the restrictions are not such as to prevent dealings in the shares from taking
place on an open and proper basis.

Subject to the CREST Regulations, the Board may permit shares of any class to be held in
uncertificated form and to be transferred by means of a relevant system and may determine
that any class of shares shall cease to be a participating security.

The Board may refuse to register the transfer of an uncertificated share in any circumstances
permitted by the UKLA, the London Stock Exchange, the CREST Regulations and the rules
and practices of the operator of the relevant system.

Where a section 212 notice is served on a Member, or another person appearing to be
interested in shares held by that Member, and the Member or other person has failed in
relation to any default shares to give the Company the information required within 14 days
from the date of service of the section 212 notice and such shares represent at least 0.25 per
cent. in nominal value of the issued shares of their class, then, unless the Board otherwise
decides, no transfer of any of the default shares shall be registered unless the transfer is an
“excepted transfer” (as defined in the Articles) or the Member is not himself in default in
supplying the in