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Dear Shareholder,

I am pleased to report a record set of financial results
for the year ended 31 December 2006 together with
the successful integration of Schlegel Building Products,
which was acquired on 4 April 2006. Group profits,
eamings and cash generation all surpassed previous highs.

Gall Thomson Environmental, which operates primarily in
the oil and gas sector, has had its best ever year beating
2005 in sales, profits, cash generation and also retum
on capital employed.

The nine month contribution from the acquisition of
Schlegel has been very positive. The management has
responded well both to the change of ownership and
new direction and has improved on key performance
indicators over 20095.

Results for the year

It'is very satisfying to be able to detall to you an outstanding
year for your company. Sales, including the acquisition
of Schlegel, were £62,940 million (2005: £7.479 million)
and pre-tax profits increased to £10.013 million

(2005: £2.435 million). Reported earnings per share
jumped to 1.233p (2005: 0.593p). The figures for the
period are not directly comparable as they include a
major acquisition and have been prepared on the basis
of the requirements of UK GAAR, as explained in the
notes to the accounts.

Dividend

A growing dividend is also one of our objectives and we
have been able yet again to achieve this with a series
of dividends.

We are recommending a final dividend for 2006 of 0.334p
(2005: 0.278p), which is an increase of over 20%.

If approved at the AGM, which we will be holding on

16 May 2007, this final dividend will be paid on 23 May
2007 to Shareholders on the register at 9 March 2007.

This, together with the special interim dividend of
0.114p per Ordinary Share in respect of the quarter
ending 31 March 2006 and the further interim dividend
of 0.049p for the first half of 2006, will make a total
dividend for the 2006 year of 0.497p - up 21% from the
0.410p paid in the 2005 year.

...defined strategy, a
sound balance sheet,
good operating activities. ..

It is the intention of the Board to maintain a progressive
dividend policy in the future.

Business of Gall Thomson Environmental Limited
Gall Thomson is the world’s leading supplier of marine
breakaway couplings. Its subsidiary, KLAW is a supplier
of industrial couplings including quick release couplings
and breakaway couplings.

A Gall Thomson marine breakaway coupling is used in
the oil and gas industry to enable a loading line to part
safely and then to shut off the product supply in the
event of a vessel moving off station during the loading
or discharging of oil and gas products, whether at
offshore moorings or jetty terminals. The purpose of the
breakaway coupling is firstly to stop environmental
pollution and secondly to prevent damage to pumping
and transfer equipment. Gall Thomson also supplies the
quick release Welin Lambie camlock coupling which

is used in the hose and loading arm system for the
transfer of oil and gas products.

The greater number of our couplings are designed and
made to order for the major oil producers. Stock and
working capital levels are thus easily visible. There is
also an increasing demand for refurbishment of our
products which have been in use for many years and
exposed to the elements.
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The excellence of the couplings and their technology
together with the significant environmental and financial
consequences of risking less established products gives
Gall Thomson a considerable advantage and strong
market share.

The principal activity of KLAW is that of the manufacture,
assembly and distribution of industrial quick release
couplings for activities such as refining, exploration and
construction. They are also used in the transportation of
product by road and rail.

Both Gall Thomson Environmental Ltd (GTE) and its
subsidiary KLAW Products Ltd (KLAW) have performed
well during the year.

GTE, who operate mainly in the offshore industry, has
benefited from a strong oil price that had encouraged
the major oil producers to commence new projects
worldwide. In addition, the drive towards environmental
improvements continues to have a positive effect.
Approximately 90% of turnover was derived from
exported sales spanning the world from Europe to Asia,
America to the Middle East and Africa. Nearly all sales
are made in pounds sterling so we have limited
exposure to a fluctuating dollar.

In respect of KLAW, who operate in the oll, gas, refining
and petrochemical markets, the underlining business
has continued to develop. New products have been
introduced, namely the cryogenic ERC (Emergency
Release Coupling) for ship to ship transfer of LNG and
the hazardous chemical units, both being received with
much interest. In the case of the Cryogenics ERC,
KLAW has already received significant orders from major
oil companies.

Business of Schlegel Building Products

The £84 million acquisition of Schlegel, a leader in the
manufacture and marketing of door and window seals,
primarily for the worldwide housing market, was
completed on 4 April 2006. Schlegel, which currently
has over 625 employees and more than 5,000
customers, sells over 650 million metres of seals in a
year. Core manufacturing competencies are
continuously moulded urethane foam, narrow fabric
textiles, and extruded plastics. As a leading producer of
urethane foam (compression seals) and woven pile
(sliding seals) for the window and door markets, seals are
sold in more than 75 countries from seven manufacturing
plants located around the world. In addition, Schlegel
supply both manufactured and assembled door and
window locking mechanisms to a number of their key
seal customers.

Also manufactured are related products for the
non-housing markets such as cleaning brushes, static
control devices for copiers and printers, speciality

automotive products as in sunroof seals and truck spray
suppressants, tractor seat trim and sway bar brushes.

In 2006 Schlegel saw many exciting changes, which
produced increased profitability over the previous

year and which we hope to continue to build on.

New customers have been won, productivity has
improved, prices have been raised to compensate for
raw material inputs, sales have been refocused into
higher margin customers, financial controls have been
fightened and resulting action from exhaustive analysis
has vielded higher gross margins. The global market for
housing, both new build and refurbishment, has been
generally satisfactory with the long term worldwide trend
being upwards. As an interational business with
activities across three continents we have a limited
exposure to both dollar currency, and the current

U.S. new build housing market difficulties where we
have taken action to mitigate any effects.

The £84 million acquisition of
Schlegel, a leader in the manufacture
and marketing of door and window
seals, primarily for the worldwide
housing market, was completed on
4 April 2006,

On the corporate front

A comprehensive tax review is being undertaken with an
expected outcome that our worldwide group cash tax
rate will decline from an anticipated 38% band previously
predicted to 36% in 2006 and a lower cash tax rate

in future.

The acquisition of Schlegel has broadened the sphere
of operations of Lupus Capital plc and management has
reviewed the risk profile of the enlarged group.

We continue to seek the development of Lupus through
both organic growth and selective acquisitions.

The excellent cash generation from both our businesses
has enabled Lupus to reduce the net debt taken on to
buy Schlegel (£35m) at a speed quicker than originally
envisaged. At 31 December 2006 net debt stood at
£23.3m. It has also provided funds to increase our
dividend to shareholders for the 2006 year at a higher
rate than forecast at the time of the Schlegel acquisition.
...very disciplined
Strategy with a clear focus...
Our strategy is to build shareholder value through the
acquisition of industrial assets with the potential for
development using a spectrum of funding instruments,
where with the application of our management skills and
systems we can achieve greater profitability. Once they
have been improved, potential long-term growth
configurations installed, and a critical mass built, we
would expect to realise a gain through a variety of
exit mechanisms.

QOur strategy is very similar to that which we developed
at Tomkins plc, with one key exception. Institutional
investors in the public markets are not sympathetic to
public conglomerate organisations; they have, however,
even though with very diverse interests, favoured private
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equity structures. We intend to follow the private equity
principle of timed investment exits when critical mass
and creation of shareholder value have been achieved
by demergers, IPO’s or sales followed by cash returns
to shareholders when appropriate.

The speed of our decision making and the management
experience we possess together with the flexibility of
being able to offer an on-going interest should give us

a competitive edge over private equity competitors when
negotiating transactions. In addition, we have proven
management skills and systems, as well as the
application of standard financial modelling.

Qur approach to sectors will be very disciplined and
with a clear focus. Target companies will be involved in
industrial manufacturing, processing or services or
distribution for industries, businesses or consumers.
Retailing, financial services, property and media are
outside our range of interest. Our key requirements are
asset based, positive cash flow, industrial activities with
potential for development. In addition we will target
fragmented industries, seek consolidations, as well as
develop organic growth opportunities.

We will choose to operate in stable markets where the
technology is low-risk rather than markets exposed to
quick innovation and sudden obsolescence. We prefer
to sell high quantities of inexpensive items or fulfil a high
volume of contracts as opposed to a small number of
very significant cost constituents.

We expect to inject our management skills, operating
systems, financial control mechanisms and strategy
experience to improve profitability and financial efficiency.

Our industrial focus and business experience of
acquiring, stabilising, controlling, investing in and
developing businesses, together with a strong existing
operation gives Lupus Capital plc exciting prospects.

Outlook

Gall Thomson s a reliable business and looks forward to
maintaining its success. There are opportunities in most
areas of the world due to an increase in global floating
production systems, as well as the traditional Single
Point Mooring business. The drive to exploration in
deeper waters (greater than 1,000 metres), which
require off loading techniques as opposed to pipeline
infrastructure, provides a sound basis for the Gall
Thomson business in the short and long term. KLAW
continues to grow as a result of entering new markets
with successfully developed innovative products.

Schlegel operates within the worldwide housing market,
which is likely to continue to grow due to increased
populations and more single housing requirements.

In addition, environmental regulations for energy

conservation, of which seals are an integral part, are
becoming more and more critical to developed and
developing countries. These factors should ensure a
growing future.

We are very excited about the progress that we are making
with Lupus. Our results are good, backed up by strong
cash generation enabling us to continue our progressive
dividend policy. The purchase of Schlegel, a leading
building products manufacturer, was yet another step in
creating a successful growing international business.
We have a defined strategy, a sound balance sheet,
good operating activities generating cash and an
enthusiastic entrepreneurial management team ambitious
to drive Lupus Capital plc forward. | am confident that
your Board has the right platform to deliver further value
for shareholders.

Record order books, comprising both marine and
industrial breakaway couplings, at Gall Thomson and
further opportunities for new products for KLAW together
with a full contribution from the global activities of
Schlegel, enable us to enter 2007 with optimism.

We look forward to another year of growth and
development of Lupus Capital plc.

Greg Hutchings
Chairman
18 March 2007
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The duties of all your directors include promoting the
success of Lupus Capital plc and your non-executive
directors provide general counsel and a different
perspective on matters of concern. The purpose of this
Business Review is to inform shareholders and to help
them assess how the directors have performed their
duty to promote the success of the company.

We have structured the Business Review to provide an
overview of business performance and financial position;
a description of the principal risks and how we are able
to manage them; and to discuss a set of financial and
non-financial Key Performance Indicators (KPIs) by which
we measure and manage the business.

Business Performance and Financial Position
Group sales, including Schlegel, were £62.940m
(2005: £7.479m) and pre-tax profits increased to
£10.013m (20056: £2.435m). Reported earmnings per
share jumped to 1.233p (2005: 0.593p). The figures for
the period are not directly comparable as they include
the effect of a major acquisition during 2006.

Net debt at 31 December 2006 was £23.3m which is
lower than forecast — we have generated more cash from
operations than expected and have used this to reduce
net debt ahead of schedule. Our liquidity is good and
we are in a strong position to consider opportunities as
they arise.

A growing dividend is one of our objectives. We are
recommending a final dividend for 2006 of 0.334p
(2004: 0.278p). This, together with the special interim
dividend of 0.114p per Ordinary Share in respect of the
quarter ending 31 March 2006 and the further interim
dividend of 0.049 for the first half of 2006, will make a
total dividend for the 2006 year of 0.497p up 21% from
the 0.410p paid in the 2005 year.

Gall Thomson Environmental, which operates primarily in
the oil and gas sector, has had its best year yet beating
2005 in sales, profits, cash generation and also returmn
on capital employed. Sales increased to £9.314m
(2005: £7.479m) and one significant new customer was
won in the Middle East. Operating profit was £3.445m
(2005: £3.086m).

The nine-month contribution from Schlegel has been
positive. The management has responded well both to
the change of ownership and to the new direction.

Key Performance Indicators

2006 2005
Adjusted* profit before tax (£000) 10,013 3,176
Dividends declared (p) 0.497 0.410
Eamings per share (p) 1.233 0.593

*2005 adjusted for addback of goodwill amortisation

Principal Risks and Uncertainties
The decline in the US housing market has been reflected in
Schlegel sales, however we have taken action at Schlegel

in the US to mitigate this by adjusting staff numbers,
terms of recruitment for new staff and shift patterns.

We will continue to be alert to the need to manage our
resources in a flexible way also to take advantage in any
market upturn. Our marine coupling business is usually
not affected by ol prices. However we think we are at risk
to some extent from the current high levels, where if
there is a fall, there could be a reduction in demand for
our products. In 2006 we have seen strong oil prices
encouraging oil field development and the purchase of
our specialist valves. We recently saw some good
orders from a new customer in the Middle East. We have
recruited additional staff to take advantage of the strong
oll & gas sector.

As we grow rapidly, risks associated with foreign exchange,
interest rates and raw material prices all increase. It is
recognised by the board that appropriate levels of human
and systems resources are required to help counteract any
increase in risk. We have plans to formalise risk
management in these and other areas — see KPIs below.

Key Performance Indicators

Having acquired Schlegel in April 20086 it is important
that we adjust our KPIs and upgrade our internal
systems to enable us to monitor performance and
control the businesses.

In just over 12 months Lupus has changed from a small
profitable engineering business with 33 staff to an
international company with annualised sales of
approximately £80m and over 650 staff. \We are therefore
reassessing our KPIs, which will evolve as our business
develops. Our KPIs will be part of an ongoing process
of updating our business priorities, our performance and
risk measures and also our personal objectives.

Relying only on historical financial performance can hide
the real issues in any business. Our KPIs will be both
financial and non-financial. There are a number of
non-financial KPIs, which are important to the directors
in developing the business.

e \We have undertaken productivity benchmarking at
different sites — this has resulted in an improvement in
output per hour and scrap rates.

e \We aim to formalise our approach to assessing risk in
all functional areas (eg operations, finance, people, and
information technology) and will assess the likelihood
and possible business impact of these risks.
Responsibilities will be assigned to each key area and
we will be formalising how appropriate risk management
information will be collected and reported.

e Relocating staff into one office has improved the
morale at KLAW. Achievement of this non-financial
KPI' was important. The new product development
team has had successes with a new cryogenic
product and its reputation in the chemical sector
is building.

Group sales, including
Schlegel, were £62.940m
(2006: £7.479m) and
pre-tax profits increased to
£10.013m (2005: £2.435m).
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Executives

Greg Hutchings

Executive Chairman

Greg Hutchings (aged 60) became a director and
Executive Chairman immediately following the Extraordinary
General Meeting on 16 February 2004, in accordance
with the proposals set out in the circular to shareholders
dated 21 January 2004.

Mr Hutchings joined Tomkins plc in 1983 and held the
post of Chief Executive or Chairman from January 1984
until he stepped down in October 2000. Over the
sixteen year period to 30 April 2000 Tomkins plc

annual profit before tax and exceptional items rose from
£1.6 million to £473.6 million with uninterrupted growth,
year on year, in earnings per share. Compound growth
in eamings per share over this period was around 26
per cent per annum and compound growth of dividends
per share was over 24 per cent per annum. In the year
to 30 April 2000 Tomkins plc earnings per share and
dividends increased by 15 per cent.

Denis Mulhall

Executive Director

Denis Mulhall (aged 55) was appointed a director on

23 February 2004. From 1988 to 1993 Mr Mulhall
worked alongside Mr Hutchings at Tomkins plc. He left
Tomkins plc to join Berisford plc, firstly as Chief Financial
Officer and then Chief Operating Officer, seeing the
transformation of the company from a shell to a market
capitalisation of £700 million. Recently he was Chief
Financial Officer at Oxford GlycoSciences Plc.

Secretary Registrar
Cavendish Administration Limited Capita IRG Plc
The Registry

Company number
2806007 Beckenham
Kent, BR3 4TU
Registered office
Crusader House
145-157 St John Street

LLondon, EC1V 4RU

HSBC Bank plc
8 Canada Square

London, E14 5HQ

Auditors

Grant Thornton UK LLP
Grant Thormton House
Melton Street

LLondon, NW1 2EP

Website

Non-executives

Frederic Hoad

Non-executive Director

Frederic Hoad (aged 67) is currently a non-executive
director of a number of private companies and Aviva plc
subsidiaries. Before his retirement in 1996, he spent
28 years at Commercial Union, where, amongst a
number of senior positions, he was head of Corporate
Finance, head of Overseas Division Finance and head
of Private Equity Investment.

Michael Jackson

Non-executive Director

Michael Jackson (aged 57) has a degree in Law from
Cambridge University and is an FCA. He was chairman
of Sage Group plc until 2006, having been a director
since 1983. He is a director of a number of companies,
including Elderstreet Investments, Planit Holdings,
Computer Software Group, Netstore and MediaSurface
and is the non-executive chairman of Party Gaming plc.

Roland Tate

Non-executive Director

Roland Tate (aged 50) is a director of Tiger Corporate
Finance, based in Newcastle. After a period working in
the oil and gas sector, he spent eight years as an
executive and director at three private equity investment
organisations and was appointed a non-executive
director of several venture capital backed businesses.
In 1997 he became a corporate financier, working first
at PricewaterhouseCoopers, then KPMG and
subsequently RMT, as a Corporate Finance Director,
gaining considerable experience in mergers and
acquisitions. He is a Fellow of the Securities and
Investments Institute.

34 Beckenham Road

Nominated adviser and broker

www.lupuscapital.co.uk
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The directors present their annual report and the Group
accounts for the year ended 31 December 2006.

Review of the business

Principal activities

The Company is a holding company. The principal
activities of its main operating subsidiaries are the
manufacture, supply and distribution of building
products and of goods and services to the oil and gas
industries. The Company’s strategy is to build
shareholder value through the acquisition of businesses
with potential for development and the application of
proven management skills and systems.

Future developments

The statement by the Chairman set out on pages 2 to 4
contains details of the progress of the Group during the
year together with an indication of future developments.

Results and dividends

The Group profit for the year after taxation amounted to
£6,408,000 (2005: £1,410,000). The directors are
recommending the payment of a final dividend of
0.334p per share (2005 0.278p per share) absorbing
£2,059,000 (2005: £661,000). This recommended
dividend is not reflected in the financial statements. If
approved by shareholders, the final dividend will be paid on
23 May 2007 to shareholders on the register at 9 March
2007. The aggregate ordinary dividend for the year
amounts to 0.497p per share (2005: 0.410p per share).

The Board

The directors listed on page 6 have held office during
the last financial year and in the subsequent period to
the date of this report; all held office throughout the
period, with the exception of Mr Jackson, who was
appointed by the Board on 17 November 2006.

Except for their shareholdings, the non-executive
directors are entirely independent. There were no
contracts subsisting during or at the end of the year
in which a director was or is materially interested.
The Company maintains a policy of insurance against
directors’ and officers’ liabilities.

A description of the Board's method of operation, its
work during the year and that of its committees, is given
in the report on Corporate Governance on pages 9

to 10.

Re-election of directors
Mr Hutchings and Mr Mulhall retire by rotation and,
being eligible, will seek re-election.

Mr Jackson, having been appointed by the directors
since the last general meeting, is subject to re-election
by shareholders and, being eligible, will seek re-election.

Directors’ interests
The directors’ interests in the share capital, beneficially
held, of the Company were as follows:

31 December 2006 31 December 2005

Ordinary shares Ordinary Shares
Greg Hutchings 26,766,666 23,750,000
Denis Mulhall 4,750,000 2,800,000
Frederic Hoad 533,333 325,000
Michael Jackson 858,730 —
Roland Tate 596,417 160,348

In addition, Mr Hutchings has non-beneficial interests in
2,800,000 shares.

The trustees of the Lupus Employee Share Ownership
Trust (“the lesot”) hold 63,385,676 shares under the
employee incentive arrangements described in the
circular dated 21 January 2004 and approved by
shareholders on 16 February 2004. Of these,
47,639,257 were allotted on 26 March 2004 and have
been allocated for the benefit of the family of Greg
Hutchings, Executive Chairman of the Company. The
remaining 15,846,419 were purchased and allotted on
4 April 2006.

Other matters

Auditors

In accordance with section 385 of the Companies
Act 1985, an ordinary resolution to re-appoint Grant
Thormton UK LLP as auditors will be proposed at the
Annual General Meeting; this is item six in the Notice
of Meeting.
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Substantial shareholders

In addition to the holdings of certain of the directors and
of the lesot described above, at the latest practicable
date before publication of this report the Company had
been notified of, or had identified, the following direct or
indirect interests comprising 3% or more of its issued
share capital:

Ordinary shares %
Cazenove Equity Income 41,621,234 6.7
Schroder Asset Management 35,714,285 5.8
F & C Asset Management 35,633,433 5.8
Unicorn Asset Management 35,623,433 5.8
Framlington Group 31,225,990 5.1
Invesco Asset Management 27,030,269 4.4
Polar Capital 23,671,428 3.8

Equity Partnership Investment Company 22,800,000 3.7
Artemis UK Smaller Companies Fund 20,000,000 3.2

Creditors payment policy

Group operating companies are responsible for agreeing
the terms and conditions under which business
transactions with their suppliers are conducted. It is
Group policy that payments to suppliers are made

in accordance with all relevant terms and conditions.
Creditor days for the Group have been calculated at

34 days.

Safety, health and the environment

The Board recognises that the highest standards in
safety, health and environmental issues are an essential
part of sound business practice. The Board is
committed to improving the impact on the environment
from any of its operations and to incorporating the
principles of sustainable development.

Going concern

After making enquiries, the directors have a reasonable
expectation that the Group has adequate resources to
continue in operational existence for the foreseeable
future and accordingly they have adopted the going
concern basis in preparing the accounts.

By order of the Board
Cavendish Administration Limited

Company Secretary
18 March 2007
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The directors acknowledge the importance of the Principles
set out in the Combined Code, as issued in revised
form in 2003 by the Financial Reporting Council, and
have put in place a framework for corporate governance
which it believes is appropriate for the Company.

The Company, being quoted on AlM, is not required to
comply with the provisions of the Combined Code, but
has chosen to make the following voluntary disclosures:

The Board

Board composition

The Board comprises two executive and three non-
executive directors. Mr Hutchings was appointed
Executive Chairman on 16 February 2004 and

Mr Mulhall has served as an executive director since
23 February 2004. Mr Hoad and Mr Tate have served
as non-executive directors since November 2002.

Mr Jackson joined the Board as a non-executive
director on 17 November 2006. Mr Hoad is the senior
non-executive director.

Both Mr Hutchings and Mr Mulhall are engaged full-time
on the Company’s business and have no outside
interests that conflict with their responsibilities to the
Company. Mr Hutchings is a governor of the Museum
of London. Mr Mulhall is non-executive chairman of
RingProp plc. All non-executive directors are independent.

How the Board operates

The Board meets regularly and is responsible for
strategy, performance and the framework of internal
controls. The Board has a formal schedule of matters
specifically reserved to it for decision. Responsibility

for the day-to-day operational management of Gall
Thomson Environmental Limited and the Schlegel
companies is delegated to the directors of those
companies. To enable the Board to discharge its duties,
all directors receive appropriate and timely information.
The Company Secretary distributes briefing papers to all
directors in advance of Board meetings. All directors
have access to the advice and services of the corporate
Company Secretary, which is responsible for ensuring that
Board procedures are followed and that applicable rules
and regulations are complied with. The appointment and
removal of the Company Secretary is a matter for the
Board as a whole. In addition, procedures are in place to
enable the directors to obtain independent professional
advice in the furtherance of their duties, if necessary, at
the Company’s expense.

Board meetings

During the year ended 31 December 2006, there were
five meetings of the Board. Participation in the meetings
was as follows: Mr Hoad, four meetings; Mr Tate, four
meetings; Mr Hutchings, five meetings; Mr Mulhall, five
meetings; Mr Jackson, who joined the board in
November, attended one meeting.

Re-election of directors

All directors are subject to re-election by the shareholders
at Annual General Meetings at a maximum interval of
three years. The Articles of Association provide that
directors appointed by the Board will be subject to
re-election at the first AGM thereafter.

Remuneration
A report on directors’ remuneration is included on pages
11 to 12

Board Commitees

The Board has formed an Audit and Corporate
Governance Committee, a Remuneration Committee
and a Nominations Committee, each comprised of all
independent, non-executive directors. The existence of
the committees ensures that time is allocated on a
formal basis to consider relevant issues.

Audit and Corporate Governance Committee

The Audit and Corporate Governance Committee meets
at least twice a year and considers the appointment and
fees of the external auditors and discusses the scope of
the audit and its findings. The Committee is also
responsible for monitoring compliance with accounting
and legal requirements and for reviewing the annual and
interim financial statements. This committee is chaired
by Mr Hoad.

During the year ended 31 December 2006 the Committee
held four meetings. Mr Hutchings, Mr Mulhall, Mr Hoad
and Mr Tate each attended all four meetings; Mr Jackson
attended the one meeting that took place after his
appointment.

The Audit Committee also reviews any non-audit
services provided by the auditors. Such services have
been, and are, limited to the provision of transaction
support services, tax compliance work and tax advice.
The Committee considers that such services can be
provided most efficiently and economically by the same
firm as that conducting the audit. The Committee is
satisfied that the provision of such services does not in
any way prejudice the objectivity and independence of
the auditor.

Remuneration Committee

The Remuneration Committee considers and approves
the remuneration and benefits (if any) of the directors.
The Committee also determines the remuneration of the
directors of the Schlegel companies, of Gall Thomson
and of the service providers contracted to perform
executive functions for the Group.

The membership and work of the Committee during the
year ended 31 December 2006 is described in detail in
the Directors’ Remuneration Report on pages 11 to 12,
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Nominations Committee

The Nominations Committee identifies and nominates
candidates for the office of director of the Company.

[t meets as and when required and is chaired by

Mr Tate. The Committee met once during the year
ended 31 December 2006, with all four directors then
in office present.

Internal control

The directors acknowledge that they are responsible for
the Group’s system of internal controls and for reviewing
the effectiveness of those controls. The Board, including
the executive directors, reviews the internal control
framework on an ongoing basis.

Procedures have been developed to safeguard assets
against unauthorised use or disposition and to maintain
proper accounting records to provide reliable financial
information both for internal use and for publication.

In accordance with the guidance of the Turnbull
Committee on internal control, the procedures are
regularly reviewed in the light of an ongoing process to
identify, evaluate and manage the significant risks faced
by the Company. The process has been in place for the
full year under review and up to the date of the approval
of the annual report and financial statements.

The procedures are designed to manage rather than
eliminate risk and can only provide reasonable and

not absolute assurance against material misstatement
or loss.

Relations with Shareholders

Communications with shareholders are given high
priority and there is a regular dialogue with institutional
shareholders.

The Board uses the Annual General Meeting to
communicate with private and institutional investors and
welcomes their participation. Details of resolutions to be
proposed at the Annual General Meeting on 16 May 2007
can be found in the Notice of the Meeting on page 37.

The Company has set up a website www.lupuscapital.co.uk
which shareholders, investors and other interested parties
may access. The website permits users to download
copies of published financial reports, press releases and
Stock Exchange announcements.

Directors’ responsibilities for the financial
statements

The directors are responsible for preparing the
Annual Report and the financial statements in
accordance with applicable law and United Kingdom
Accounting Standards (United Kingdom Generally
Accepted Accounting Practice).

Company law requires the directors to prepare financial
statements for each financial year which give a true and
fair view of the state of affairs of the company and of the
profit or loss of the company for that period. In preparing
these financial statements, the directors are required to:

* select suitable accounting policies and then apply
them consistently;

* make judgements and estimates that are reasonable
and prudent;

¢ state whether applicable accounting standards have
been followed, subject to any material departures
disclosed and explained in the financial statements;

e prepare the financial statements on the going concemn
pasis unless it is inappropriate to presume that the
company will continue in business.

In so far as the directors are aware:

e there is no relevant audit information of which the
company's auditors are unaware; and

¢ the directors have taken all steps that they ought to
have taken to make themselves aware of any relevant
audit information and to establish that the auditors are
aware of that information.

The directors are responsible for keeping proper
accounting records that disclose with reasonable
accuracy at any time the financial position of the
company and enable them to ensure that the financial
statements comply with the Companies Act 1985.
They are also responsible for safeguarding the assets
of the company and hence for taking reasonable steps
for the prevention and detection of fraud and other
iregularities.

The directors are responsible for the maintenance and
integrity of the corporate and financial information
included on the company's website. Legislation in the
United Kingdom goveming the preparation and
dissemination of financial statements may differ from
legislation in other jurisdictions.
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The Company, being quoted on AlM, is not required to comply with the Directors Remuneration Report Regulations 2002 or the disclosure
provisions of Schedule 7A of the Companies Act 1985 and the UKLA Listing Rules, but has chosen to make the following voluntary disclosures:

Remuneration Committee and advisers

As explained on page 9, the Remuneration Committee of the Board comprises all independent non-executive directors of the Company. It is
chaired by Mr Hoad and is responsible for determining and reviewing the terms of appointment and the remuneration of the directors of the
Company.

During the year ended 31 December 2006, the Committee met three times. Mr Hoad and Mr Tate each attended all three meetings; Mr Jackson
attended one meeting. Mr Hutchings was present as an observer at three meetings and Mr Mulhall present as an observer at two meetings.

The Remuneration Committee may utilise independent advice when it considers it appropriate. No such advice was taken during the year ended
31 December 2006.

Remuneration policy
The Company'’s policy is to pay remuneration to directors at a level consistent with their responsibilities and with the scope of the Group.

The Remuneration Committee reviewed the remuneration of both the executive and non-executive directors during the year ended 31 December
2006. It concluded that the very considerable expansion of the Group’s size and activities brought about by the acquisition of Schlegel made it
appropriate to increase the levels of remuneration. The decision was taken to increase the salaries of Mr Hutchings and Mr Mulhall to £250,000
per year and £195,000 per year respectively from 1 May 2006, following the completion of the acquisition in April 2008. In addition, bonuses
were awarded of £150,000 to Mr Hutchings and £90,000 to Mr Mulhall upon completion of the acquisition.

The fees of Mr Hoad and Mr Tate were each increased to £21,000 per year from 1 September 2006. Mr Jackson joined the Board on
17 November 2006 and is entitled to fees of £25,000 per year.

Service Agreements

Under the terms of their service agreements Mr Hutchings and Mr Mulhall are entitied, in addition to their annual salaries, to membership of a
private medical expenses arrangement and permanent health insurance cover. They are entitled to participate from time to time in any bonus
arrangements the Board may establish. These agreements are terminable on not less than 12 months' notice by either party.

The non-executive directors have letters of appointment, which provide a notice period of one month. All directors are subject to re-election by
shareholders at a maximum interval of three years.

Remuneration
The remuneration payable in respect of the year ended 31 December 2006 was as follows:

Total Total

Salary/Fees Bonus Benefits 2006 2005

£ £ 2 £ 2

Greg Hutchings 216,666 150,000 1,865 368,531 150,837
Denis Mulhall 165,000 90,000 1,987 246,987 75,623
Frederic Hoad 18,750 — — 18,750 18,000
Roland Tate 18,750 — — 18,750 18,000
Michael Jackson 3,263 — — 3,263 —
Konrad Legg — — — - 917
Total 412,429 240,000 3,852 656,281 263,277

The fees of Mr Hoad were payable to Hoad & Co (Consultants) Limited, those of Mr Tate were paid to RMT up to 21 January 2005 and thereafter
to Tiger Corporate Finance Limited and those of Mr Jackson to Michael Jackson Associates.
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Payment of remuneration in shares

Mr Jackson and Mr Tate agreed on 17 November 2006 to take payment of their fees in shares of the Company. The relevant letters of
agreement stated that their entitlement to fees for the periods of 12 months commencing on 17 November 2006 and 1 November 2006
respectively, being £25,000 and £21,000 respectively, would be satisfied by the issue to them of new ordinary shares in the company; the issue
of such shares satisfied in full the obligation to make payment of the fees due for the period ending 16 November 2007 and 30 October 2007
respectively; subject to the relevant articles of association of the Company, their service as directors could only be terminated on 12 months’
notice from either side and they agreed to hold the shares issued for at least 12 months.

Pursuant to these agreements, 158,730 new ordinary shares were issued to Mr Jackson and 133,333 to Mr Tate on 17 November 2006, by
reference to the closing mid-market price of the shares on 16 November 2006.

Long term share incentive schemes and bonuses

An incentive scheme and an employee benefit trust were put into place during 2004, in order to provide incentives for the executive directors and
employees to achieve value for shareholders. The details of these were described in the circular to shareholders dated 21 January 2004 and
subsequently approved with amendment at Shareholders” General Meeting.

The service agreements of the executive directors include provision for possible cash bonus scheme arrangements. Any such schemes will be
performance-related and the level of performance bonus will be determined by the remuneration committee in accordance with generally
accepted practice. To date, no such arrangements have been established.

Pensions
During 2006 there were no defined benefit pension entittlements and no pension payments were made in respect of the directors.

By order of the Board

Cavendish Administration Limited
Company Secretary
18 March 2007
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We have audited the financial statements of Lupus Capital plc for the year ended 31 December 2006, which comprise the consolidated profit
and loss account, the balance sheets, consolidated cash flow statement, statement of recognised gains and losses and the related notes 1 to
27. These financial statements have been prepared on the basis of the accounting policies set out therein.

This report is made solely to the Company’'s members, as a body, in accordance with Section 235 of the Companies Act 1985. Our audit work
has been undertaken so that we might state to the Company’'s members those matters we are required to state to them in an auditors’ report
and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Company
and the Company’s members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors
The directors' responsibilities for preparing the Annual Report and the financial statements in accordance with United Kingdom law and
Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are set out in the Statement of Directors' Responsibilities.

QOur responsibility is to audit the group financial statements in accordance with relevant legal and regulatory requirements and International
Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view, whether they are properly prepared in accordance
with the Companies Act 1985 and whether the information given in the Directors' Report is consistent with the financial statements. We also
report to you if, in our opinion, the company has not kept proper accounting records, if we have not received all the information and explanations
we require for our audit, or if information specified by law regarding directors' remuneration and other transactions is not disclosed.

We read other information contained in the Annual Report, and consider whether it is consistent with the audited financial statements. This other
information comprises only the Directors' Report, the Chairman's Statement and the Corporate Governance Statement. We consider the implications
for our report if we become aware of any apparent misstatements or material inconsistencies with the financial statements. Our responsibilities do
not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the group financial statements. It also includes an
assessment of the significant estimates and judgments made by the directors in the preparation of the group financial statements, and of whether
the accounting policies are appropriate to the group's and company's circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us
with sufficient evidence to give reasonable assurance that the group financial statements are free from material misstatement, whether caused by
fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of information in the group
financial statements.

Opinion

In our opinion:

e the financial statements give a true and fair view of the Group's and Company's affairs at 31 December 2006 and of the profit of the
Group for the year then ended;

e the financial statements have been properly prepared in accordance with the Companies Act 1985; and

e the information given in the Directors' Report is consistent with the financial statements for the year ended 31 December 2006.

Grant Thornton UK LLP
Chartered Accountants

Registered Auditor
London
18 March 2007
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Consolidated profit and loss account

For the year ended 31 December
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Consolidated balance sheet

As at 31 December
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Company balance sheet

As at 31 December
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Consolidated cash flow statement

For the year ended 31 December
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Consolidated statement of recognised gains and losses

For the year ended 31 December
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Notes to the Group accounts
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Notes to the Group accounts
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Notes to the Group accounts
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Notes to the Group accounts
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Notes to the Group accounts
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Notes to the Group accounts
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Notes to the Group accounts
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Notes to the Group accounts
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Notes to the Group accounts




Form of proxy

Lupus Capital plc

I/\We

(BLOCK CAPITALS PLEASE)

of

being (a) member(s) of Lupus Capital plc appoint the chairman of the meeting or

(see note 1) of

as my/our proxy to attend and vote for me/us and on my/our behalf at the annual general meeting of the Company to be held at the offices of

Slaughter & May, One Bunhill Row, London, EC1Y 8YY on 16 May 2007 at 14.30 and at any adjournment thereof.

Please indicate with an X in the spaces provided how you wish your votes to be cast on the resolutions specified.

Resolution For Against Abstain
1. To receive and adopt the accounts for the year ended 31 December 2006 together with
the reports of the directors and auditors thereon
2. To declare a final dividend
3. To re-appoint Mr Hutchings as a director who retires by rotation and offers himself for re-election
4, To re-appoint Mr Mullhall as a director who retires by rotation and offers himself for re-election
5. To re-appoint Mr Jackson as a director who retires and offers himself for re-election,
having been appointed by the board since the last general meeting
6. To re-appoint Grant Thornton LLP as auditors to the Company and
to authorise the directors to set their remuneration
Subject to any voting instructions so given the proxy will vote, or may abstain from voting, on any resolution as he may think fit.
SIGNATUME .. Dated this.......c.coovvenn day of 2007
NOTES

1. If you so desire you may delete the words 'chairman of the meeting’ and insert the name of your own choice of proxy, who need not
be a member of the Company. Please initial such alteration

2 The proxy form must be lodged at the Proxy Processing Centre, Telford Road, Bicester, OX26 4LD or by hand to the Company's registrars,

Capita Registrars, The Registry, 34 Beckenham Road, Beckenham, Kent BR3 4TU; not less than 48 hours before the time fixed for the

meeting. In default the proxy cannot be treated as valid.

A corporation must execute the proxy under its common seal or under the hand of an officer or attorney duly authorised.

If this proxy form is executed under a power of attorney or other authority, such power of attorney or other authority or a notarially

certified copy thereof must be lodged with the Registrars with the proxy form.

5. Inthe case of joint holders the vote of the senior shall be accepted to the exclusion of the other joint holders, seniority being
determined by the order in which the names stand in the register in respect of the joint holding.

6. Shareholders wishing to appoint a proxy using CREST should refer to the notes of the Notice of Annual General Meeting.

~w
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BUSINESS REPLY SERVICE
Licence No. RRHB-RSXJ-GKCY

The Proxy Processing Centre
Telford Road

Bicester
OX26 41D
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Notice of meeting
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