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Highlights

Financial highlights

• Revenues up by 64% to £46.5 million (2008: £28.3 million).

• Operating profit before non-recurring items increased by 170% to £10.8 million (2008: £4.0 million).

• Operating profit increased by 48% to £5.9 million (2008: £4.0 million).

• Profit before tax and non-recurring items increased by 122% to £11.3 million (2008: £5.1 million).

• Profit before tax increased by 47% to £7.5 million (2008: £5.1 million).

• Diluted earnings per share before non-recurring items up by 133% to 11.4p (2008: 4.9p).

• Diluted earnings per share after non-recurring items up by 27% to 6.2p (2008: 4.9p)

• The business has generated net cash flow of £28.1 million (2008: £1.6 million) from operating activities resulting in a

year-end cash balance of £20.0 million (2008: £6.3 million).

• £10.6 million was received by the Group on 17 July 2009 from the paying up of previously partly paid shares. 

This increased the Group’s regulatory capital by £8.3 million and so enabled it to more fully distribute retained 

earnings at the interim stage. 

• The Board proposes a final dividend of 5p per share compared to last year’s final dividend of 5p per share. This makes a

total dividend of 20p. 

Business highlights

• Continued success in attracting new institutional and corporate clients helping to grow the Cenkos franchise.

• Taking advantage of the unsettled market conditions and concerns with the banking sector in order to recruit high quality

individuals to our existing teams.

• The successful establishment during the year of a credit markets team.

• We continue to raise funds for our clients even though conditions in equity capital markets continue to be very fragile –

total of £951 million raised in the year (2008: £509 million).

• In February 2010 the Company was appointed sole UK bookrunner and UK listing sponsor to the Anthony Bolton-

managed Fidelity China Special Situations Fund.

1 Highlights

2 Officers and professional advisers

3 The board of directors

5 Chairman’s statement

6 Business and financial review

12 Directors’ report

16 Statement of directors’ responsibilities

17 Corporate governance report

23 Directors’ remuneration report

28 Independent auditors’ report

30 Consolidated income statement

31 Consolidated statement of comprehensive income

31 Company statement of comprehensive income

32 Consolidated balance sheet

33 Company balance sheet

34 Consolidated cash flow statement

35 Company cash flow statement

36 Consolidated statement of changes in equity

37 Company statement of changes in equity

38 Notes to the financial statements

70 Notice of annual general meeting

74 Explanatory notes to the notice of annual general meeting

Contents



Cenkos Securities plc  Annual Report 2009

2

Officers and professional advisers

Directors

John Hodson (Chairman)

Andy Stewart (Non-executive Deputy Chairman)

Simon Melling (Chief Executive Officer)

Paul Roy (Non-executive Director)

Jeff Hewitt (Non-executive Director)

Peter Sullivan (Non-executive Director)

Secretary

Stephen Doherty

Registered Office

6.7.8 Tokenhouse Yard

London

EC2R 7AS

Bankers

HSBC

West End Corporate Banking Centre

70 Pall Mall

London

SW1Y 5EZ

Solicitors

Travers Smith

10 Snow Hill

London 

EC1A 2AL

Auditors

Deloitte LLP

Hill House

1 Little New Street

London

EC4A 3TR

Registrars

Capita Registrars

The Registry

34 Beckenham Road

Kent

BR3 4TU



Cenkos Securities plc  Annual Report 2009

3

The board of directors

John Hodson (63)

Chairman 

John was appointed Chairman of the Company in September 2006. He has over 35 years’ experience in banking, having

joined Singer & Friedlander Group in 1970 as a Private Client Portfolio Manager. Subsequently, John progressed through the

ranks to become Chairman and Chief Executive Officer of Singer & Friedlander Group, before leaving in 2004. He currently

holds a number of non-executive directorships. 

John is a member of the Audit, Remuneration and Nomination Committees. 

Andy Stewart (58)

Non-executive Deputy Chairman

Andy is the founder shareholder of the Company and served as Chief Executive Officer from incorporation till 1 July 2009.

Andy has over 30 years’ experience in the UK securities industry. In 1991 he co-founded Collins Stewart, subsequently listing

it on the London Stock Exchange with a market capitalisation on listing of approximately £326 million. Andy started his career

as a stockbroker in 1969 with Simon & Coates, where he became a senior partner. Simon & Coates was acquired by Chase

Manhattan Bank and he became Chief Executive Officer of Chase Manhattan Securities until the launch of Collins Stewart.

Simon Melling (49)

Chief Executive Officer

Simon was appointed Chief Executive Officer on 1 July 2009. He previously held the role of Group Finance Director and Chief

Operating Officer, to which he was appointed in September 2006 when he joined the Company. He has over 20 years’

experience in the banking and securities industry and is a Chartered Accountant, having qualified with Peat Marwick Mitchell

in 1988. He subsequently joined the Singer & Friedlander Group, ultimately becoming Director of Group Financial Services. In

2001 Simon joined Collins Stewart and was appointed Chief Operating Officer of the Private Client Division in 2001.

Paul Roy (62)

Non-executive Director 

Paul has been a Non-executive Director since the Company commenced trading in April 2005. He has over 35 years’

experience in the banking and securities industry. He is a founder partner of NewSmith Capital Partners and was previously

Co-President of Merrill Lynch’s Global Markets and Investment Banking division with responsibility for the firm’s worldwide

Investment Banking, Debt and Equity Markets businesses. Paul joined Merrill Lynch in 1995 when Merrill Lynch acquired

Smith New Court, where he was Chief Executive Officer. He is also Chairman of the British Horseracing Authority and a

member of the Horserace Betting Levy Board and Chairman of New River Retail Limited. 

Paul is a member of the Audit, Remuneration and Nomination Committees. 

Jeff Hewitt (62)

Non-executive Director

Jeff was appointed a Non-executive Director of the Company in June 2008. Jeff was the Group Finance Director of

Electrocomponents plc from 1996 to 2005 and Deputy Chairman from 2000 to 2005. Prior to 1996 he had various executive

director appointments, having started his career with Arthur Andersen, where he qualified as a Chartered Accountant and

The Boston Consulting Group. He is also a Non-executive Director and Chairman of the Audit Committee of Cookson Group

plc, Chairman of Regenersis plc and deputy Chairman of ZincOx Resources plc. He is the external Chairman of the Audit

Committee of the John Lewis Partnership and Chairman of Electrocomponents Pension Trustees.

Jeff is Chairman of the Audit and Remuneration Committees and a member of the Nomination Committee. 
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The board of directors continued

Peter Sullivan (61)

Non-executive Director

Peter was appointed a Non-executive Director of the Company in June 2008. He was the Chief Executive Officer of Standard

Chartered Bank (Hong Kong) Limited and was responsible for the bank’s daily business and operations. He was also General

Manager of Standard Chartered for the Philippines, Australia and joint ventures in China. He joined Standard Chartered in

1994 having previously spent fourteen years with Citibank where he was Regional Director of Cash Management Services for

Citibank Europe, Middle East and Africa. He is also a Non-executive Director of J P Morgan Indian Investment Trust plc, AXA

Asia Pacific Holdings, Techtronic Industries Limited and Smartone/Vodafone Limited. 

Peter is Chairman of the Nomination Committee and a member of the Audit and Remuneration Committees. 
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Chairman’s statement

I am pleased to announce a strong performance by Cenkos Securities plc (the “Company”) and its subsidiaries (together the

“Group”) in the year to 31 December 2009. The result represents a very significant recovery from the previous year. Whilst

there has been improvement generally, with the economy creeping out of recession and rises in most stock market indices,

for most of the year we are reporting on, the market conditions have been at best fragile.

Global stock markets have risen significantly during the year but this has been driven on low volumes and possibly

anticipates significant increases in corporate earnings that will be slow to come through. As a result investors remain nervous

and exceptionally averse to risk. Good companies are still finding it difficult to raise funds either from the debt or equity

markets. In the United Kingdom, there are major concerns over levels of government debt and its effect on future growth

prospects. We have also moved into a period of political uncertainty, which will only be removed by the expected general

election in May 2010. This means that confidence has stabilised at higher levels than last year but remains weak.

The lack of confidence affects the markets in which Cenkos operates. However, even under these challenging conditions we

were able to raise much needed capital for our clients. This is illustrated by the fact that during the year we raised £951

million (2008: £509 million) for them. We believe that our ability to perform in this area is based on our very strong links with

the institutional investor community, aligned with a deep understanding of our corporate client base.

I am pleased to say that during the year we have continued to capitalise on our position in the market and as a result have

been able to attract high quality individuals. We believe these individuals will fit in well with the Cenkos culture and add value

to the Group, thus enabling us to grow and diversify our income streams. During the year we have not changed our basic

remuneration policy. Unlike a number of other finance sector organisations, we have not given any bonus guarantees. We

continue to believe that bonuses have to be justified by the individual’s actual performance and contribution to the Group.

This approach to remuneration does not open us up to an increase in the Group’s risk profile, as we do not take on long term

liabilities and only pay bonuses when the Group is in receipt of the cash proceeds of a transaction. Whilst continuing to

adhere to the basic principle that the largest proportion of remuneration should be variable, we of course have to ensure that

we still attract and retain high quality individuals.

I have been the Chairman of the Company for the past four years and I have informed the Board that I wish to stand down at

the end of the AGM. The Board have accepted this and Peter Sullivan will take over my position from that date. Andy

Stewart, the founder of your Company, has also decided to move to non-executive Deputy Chairman of your Company with

immediate effect. The Board has instigated a search for additional non-executive directors to add to the resources available

for the management of the Company as it continues to grow.

I am pleased to announce that the Board proposes a final dividend of 5p per share compared to last year’s final dividend of

5p per share. This makes a total dividend of 20p for the year and reflects the Company’s dividend policy of only retaining

profits when the Board considers that it is required to fund the existing business or where attractive investment opportunities

have been identified.

John Hodson

Chairman

25 February 2010
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Business and financial review

We are very pleased to state that, due to our robust business model and the quality, dedication and experience of our

employees, we have performed strongly, being profitable throughout the whole of the year. This has been achieved by being

able to raise money for our corporate clients even in the bleak early months of the year and has continued strongly in the

slightly more benign conditions later in the year. This performance is demonstrated by the fact that during 2009 Cenkos was

ranked 3rd in terms of secondary funds raised on AIM as Nomad, with only JP Morgan Cazenove and KBC Peel Hunt being

placed higher. This is, in my view, a remarkable achievement for a company that is less than five years old.

Total revenue for the period was up 64% to £46.5 million (2008: £28.3 million), which, given the prevailing economic climate,

is a very strong result and bodes well for our future development. A number of our competitors, both independents and

subsidiaries or divisions of banks, have not fared as well as we have through the recent downturn. This puts us in a strong

position to continue our organic growth by adding high quality individuals to our existing teams as well as recruiting new

teams with complementary income streams and who are seeking the entrepreneurial ethos of Cenkos. Any expansion will

only take place in areas that we understand and with which we are familiar.

The table below shows a breakdown of revenue by segment.

2009 2008

£000’s £000’s

Corporate Broking and Advisory 35,837 21,159

Institutional Equities 4,706 3,320

Fund and Wealth Management 5,915 3,796

46,458 28,275

Corporate broking and advisory

This business segment includes the results of our small/mid cap, investment funds and credit market activities, including the

results of our market making capability carried on to support these areas. The segment’s revenue is made up of placing

commission on fund raisings, corporate finance fees and retainer income, market making profits and commissions on

secondary market transactions. Revenue was up 69% from £21.2 million to £35.8 million and profits were up 60 per cent.

from £10.1 million to £16.1 million.

While strong, the results have inevitably been affected by the general lack of equity capital-raising activity. We are therefore

pleased to announce that our clients raised through equity issues a total of £951 million (2008: £509 million). These issues

were secondary market transactions, which is not surprising given the almost total lack of primary market activity. During the

year we continued to increase the number of retained corporate clients and investment funds. The Group was nominated

adviser or corporate broker/financial adviser to 105 companies or trusts (2008: 103) as at 31 December 2009, with a market

capitalisation of £13.4 billion (2008: £13.0 billion). In the year we also maintained the amount of M&A corporate finance fees

as opposed to those related to placings, being involved in 19 transactions (2008: 13).

Our investment funds team provides a broad range of services to investment companies including primary and secondary

sales, market making, research, corporate broking and corporate finance advice. Their sales team services both institutional

and wealth manager clients. Its secondary activities have remained robust despite thin trading volumes, but primary sales

opportunities have all but disappeared as investors have shunned new issues in favour of trading existing investment

companies rated at discounts to net asset values. However, in February 2010 we were appointed sole UK bookrunner and

sponsor to Fidelity China Special Situations Fund. This Fund is targeting a capital raising of £630 million. Their corporate

finance team has been involved heavily in restructuring work and in various equity alternative issues including investment

company subscription shares and convertible bonds.
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The Group continues to undertake market making activities in order to support the other services it provides to its clients.

The Group makes markets in the securities of all the companies where it has a broking relationship. During the year we have

taken the active decision to commit less of the Group’s capital to this activity, which has reduced our market risk exposure

significantly without adversely affecting the revenue generated. The Group does not engage in proprietary trading and applies

position limits and monitoring procedures to ensure controls. The Group does from time to time take stock in lieu of fees and

the market movement on these items is also included in this income stream.

During the year we recruited an experienced team of credit market experts. The team delivers a professional execution

service to financial institutions. It focuses on structured products such as residential mortgage bonds, collateralised loan

obligations and the financial and corporate bond markets. All transactions are carried out on an agency basis. The team

joined us in April 2009 and made a positive contribution to the Group during the year.

Institutional Equities

The Institutional Equities team based in London provides research-driven investment recommendations to institutional clients.

While many of our clients continue to pay for our research services directly, more are choosing to transact business through

Cenkos as well. The demise of the trading capacity of the large international houses has levelled the playing field for other

firms; what matters to institutional investors is being able to get their trades executed (this is no longer the domain of the

larger broking firms). In the same way that Cenkos specialises in researching certain areas of the market, we now specialise

in facilitating business in these same areas.

The year saw us adding expertise in technology, building and construction as well as strengthening our retail team. We now

cover research in the areas of business services, retail, food retail, technology and building/construction and look to add to

that capability when the opportunity arises. These additions saw the Company increase revenues in this segment by 42%

from £3.3 million to £4.7 million. Due to the significant investment in high quality individuals in this area, the segmental profit

has remained at £1.9 million. This reflects the inevitable time lag between individuals joining and being fully productive.

Our execution business within this segment is strictly focused on client facilitation. We do not engage in proprietary trading.

We believe that the continued organic growth of this area will enhance Cenkos’ overall service to its expanding client base. It

is also important to point out that the department’s income also increases the proportion of recurring revenue coming into the

Group.

Fund and Wealth Management

Our offshore fund and wealth management services are provided through Cenkos Channel Islands Limited, a 50% owned

subsidiary based in Guernsey and its own subsidiary based in Jersey. Varying levels of stockbroking services are offered,

from fully discretionary to execution only, to high net worth individuals, financial intermediaries and institutions. The team

recruited in the second half of 2008 has been successfully integrated. We are in the process of building an offshore asset

management business, which made a positive contribution to the full year, having launched a number of funds. The business

during the year has grown both in terms of the number of clients and funds managed. These now stand at 1,669 (2008:

1,150) and £779.4 million (2008: £476 million) respectively.

The onshore fund management business is provided by Cenkos Fund Management Limited, a 45% owned subsidiary. This

operation has an investment management agreement with an AIM-quoted fund. The fund specialises in investing principally

in unquoted companies where we see an exit route within six to thirty six months. A significant amount of the fund is invested

and the company made a positive contribution to the Group during the year.

As a result of the significant progress made in this area, segmented revenue has increased by 55% to £5.9 million (2008:

£3.8 million) and principally due to the operational gearing in these activities segmented profits have increased by 250% to

£1.4 million (2008: £0.4 million).
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Business and financial review continued

Income Statements

We set out below an extract from the income statements shown on page 30. This extract allows, in my view, a better

understanding of the underlying performance of the Group as it removes the effects of the various transactions related to the

paying-up and placing with institutions of a large number of our partly paid B shares, and the implementation of the

Compensatory Award Plan 2009 as set out in Note 8.

2009 2008

£000’s £000’s

Revenue 46,458 28,275

Administrative expenses (35,616) (24,317)

Operating profit 10,842 3,958

Investment income – interest receivable 764 1,277

Finance costs – interest payable (258) (111)

Profit before tax 11,348 5,124

As can be seen, the Group’s revenue was £46.5 million compared to last year’s £28.3 million, representing an increase of

64%. Profits before tax and non-recurring items are up 122% from £5.1 million to £11.3 million. As mentioned in the

Chairman’s statement, this has been earned during a year of considerable uncertainty and when the UK economy has been

in recession. 

Cenkos continues to pursue a policy of maintaining a low fixed cost base and a remuneration policy of low basic salaries and

rewarding net income generation. Our headcount has increased during the period and most of those recruits have been

income generating. Due to the implementation of the Compensatory Award Plan 2009 included in staff cost within

administrative expenses is the bonus paid to option holders, which amounts to £2.3 million. This bonus is linked to dividends

so is entirely dependent on the after tax profits of the Group and therefore totally variable.

Partly paid shares

As set out in our admission document and subsequent financial statements the partly paid B shares held by employees

amounted to 18.7 million shares at 31 December 2008. On 17 July 2009 10.6 million shares were paid up, resulting in a cash

inflow of £10.5 million. The shares under the terms of the original subscription agreement were converted into ordinary

shares and listed. The resulting shares were placed with a number of institutions. The selling employees were granted

options over the Company’s shares, with the exercise price being the price at which the institutions bought the converted

shares. The employees also are entitled to receive a cash bonus equivalent to the dividend stream they would have received.

As a result of these transactions our regulatory capital has increased by £8.3 million and we have surplus operational capital. 

Balance Sheet and Cash Flow

As mentioned above, during the year we have reduced the amount of capital that we have committed to our market making

activities. This has led to net trading investments being reduced by 31% from £8.9 million to £6.1 million. The available-for-

sale investments item is represented by our 3.2% holding in the share capital of PLUS Markets Group plc. We currently hold

very healthy cash levels at £20.0 million (2008: £6.3 million). The year saw us produce a net cash flow from operating

activities of £30.7 million (2008: £6.0 million). This reflects higher cash profits after adjusting for non cash share-based

payments as well as our trade and other receivables being reduced by the receipt in July of £10.6 million from our partly paid

B shares as explained above.
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The Group manages capital to ensure that entities in the Group will be able to continue as going concerns while maximising

the return to stakeholders through the optimisation of the debt and equity balance. The capital structure of the Group

consists of equity attributable to equity holders of the parent, comprising issued share capital, reserves and retained earnings

as disclosed in the Consolidated Statement of Changes in Equity. At present the Group has no gearing and it is the

responsibility of the Board to review the Group’s gearing levels on an ongoing basis. The Group has to retain sufficient capital

to satisfy the UK Financial Services Authority’s capital requirements. These requirements vary from time to time depending on

the business conducted by the Group. As at 31 December 2009 the Group had a solvency ratio of 204% (2008: 194%),

based upon audited profits. 

During the year we have fully implemented the new Internal Capital Adequacy Assessment Process (ICAAP) regime. Our

ICAAP has now been fully reviewed and is considered sufficiently robust by the FSA. The ICAAP process involved financial

modelling of Cenkos’ business model and subjecting it to a number of stress scenarios to ensure that the Group holds

sufficient capital to weather most storms.

Dividend

As we have always stated, we only intend to retain sufficient capital and reserves to meet the Group’s regulatory capital and

operational cash requirement. The Board is therefore proposing to pay a final dividend of 5p per share reflecting the

Company’s dividend policy and the performance of the Group in the six months from 1 July to 31 December 2009. If

approved at the Company’s Annual General Meeting on 29 March 2010, the dividend will be paid on 1 April 2010 to all

shareholders on the register at 5 March 2010.

People 

Whilst the market in which we operate remains unsettled, the continued professionalism of our employees has enabled us to

achieve the strong performance for the year. We are proud to lead a Group of such dedicated and talented individuals. Their

skill, commitment and determination will provide us with a solid platform on which to build our franchise.

We are today announcing a number of changes to the Board. John Hodson has signified that he wishes to step down as

Chairman at the end of the Company’s forthcoming Annual General Meeting. We would like to thank him for guiding Cenkos

through its first years as a public company and for his personal support to me as Finance Director and as the new CEO. We

are pleased that Peter Sullivan has agreed to take on John’s role and our executive team and I look forward to working with

Peter to build on past successes. Andy Stewart has decided to move to a non-executive role, as he wishes to devote more

time to his family, following his son Paul’s tragic accident, as well as to his charitable foundation activities. Without Andy there

would be no Cenkos and we know that everyone in the Company will join in expressing their gratitude for his vision and

determination.

Jimmy Durkin left the Board of the Company on 25 November 2009 and we would like to take this opportunity to thank him

for all his efforts during the years he served as a Director. We are very pleased to state that Jimmy continues to work for the

Company and we are sure he will continue to make a valuable contribution to the Group. 

Principal risks and controls

The principal risks and uncertainties currently faced by the Group are outlined below. The risks outlined are those that the

Group believes have the potential to have a significant detrimental impact on its financial performance and future prospects.

These risks should not be regarded as a comprehensive list of all the risk and uncertainties the Group may potentially face,

which could adversely impact its performance. 
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Business and financial review continued

Economic conditions

The Group is generally dependent on the health of the financial markets and in particular the economic conditions in the UK.

The impact of poor economic conditions on the Group’s clients and markets has the potential to adversely impact on the

Group’s financial performance and prospects. Specific examples that could affect the Group include a reduced level of

securities trading as well as a general decline in the number of new or secondary fundraising issues. The Group has a

business model that seeks to minimise the resulting impact of such scenarios by continually reviewing its cost base and more

importantly by having a flexible remuneration structure which is predominantly geared to financial performance resulting in the

Group having a low fixed remuneration cost base. 

Reputational risk

The Group believes that one of the greatest risks to the Group comes from the potential loss of its reputation. Whilst

entrepreneurial employees are encouraged to develop new clients and streams of revenue, all new business is subject to a

rigorous appraisal process from the New Business Committee to ensure that it meets the Group’s strict criteria. The Group

also aims to demonstrate the highest level of integrity in all of its activities and Group Compliance as well as the Executive

Management Committee instils awareness in all employees of the need to display the highest ethical standards and

confidentiality in all the work that they undertake for the Group.

Employee risk

The Group’s employees are its greatest asset and the future success of the Group depends on the Group’s ability to attract

and retain high quality employees. Failure to recruit or retain such employees could significantly affect the performance of the

Group. The Group seeks to minimise this risk by rewarding employees through an overall remuneration package that is

heavily geared towards performance and share-based payments that align the interests of the employees and shareholders.

Operational risk

Operational risk is the risk that the Group suffers a loss directly or indirectly from inadequate or failed internal processes,

people and systems or from external events. The Group has adopted a formal approach to operational risk event reporting,

which involves the identification of an event, assessment of its materiality, analysis of the cause, the establishment of remedial

action required and escalation to the Chief Executive Officer and the Risk and Compliance Committee. During this process

Group Compliance and senior management closely ensure that this process is followed and that any significant operational

risks and their controls are continually reviewed and assessed and where applicable corrective action plans are put in place.

Market risk exposure

The Group is exposed to market risk arising from its short-term positions in predominantly market making stocks. The Group

manages market risk by establishing individual stock limits and overall trading book limits. There are daily procedures in place

to monitor the utilisation of these limits. These limits are reviewed on a continuous basis by the Chief Executive Officer and

also by the Group Risk and Compliance Committee.

Liquidity risk

The Group has in place an appropriate liquidity risk management framework for the management of the Group’s short,

medium and long-term funding and liquidity management requirements. The Group manages liquidity risk by maintaining

adequate reserves and banking facilities, by continuously monitoring forecast and actual cash flows and matching the

maturity profiles of financial assets and liabilities. Included in note 18 is a description of additional undrawn facilities that the

Group has at its disposal to further reduce liquidity risk. Given the nature of the Group’s business, the Group does not run

any significant liquidity mismatches, financial liabilities are on the whole short-term and the Group has sufficient cash retained

to cover all these liabilities.




