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GALMARLEY LIMITED

TRADING AS BULLIONVAULT.COM
STRATEGIC REPORT FOR THE YEAR ENDED 31 OCTOBER 2017

The directors present their strategic report for the year ended 31 October 2017,

Principal activity

The principal activity of the company continued to be that of enabling its customers to buy and sell
high integrity physical gold, silver and platinum bullion, via the interet, and arranging the custody of
the bullion in professional vaults in London, New York, Singapore, Toronto and Zurich. The company
delivers its service through the BullionVault.com website.

Fair review of the business

2017 results

In a quiet market for precious metals the company made modest progress in the year to 31 October
2017, By the year end BullionVault has had 69,341 users (2016 64,147). In this, the tenth full year of
trading bullion, sales amounted to £238m (2016: £417m). We missed sales and revenue from EBT
schemes, but these were always recognised to be a non-recurring revenue stream likely to be lost,
and indeed a change in legislation effective in March 2016 saw their contribution to the year to
October 2017 drop to zero.

Profits before tax fell to £2.94m (2016: £5.64m).

Our custody revenues rose well, again, by 19%. Gold tonnage stored was up again (+4.9%) and silver
tonnage grew healthily (+9%). These improvements continue to compare favourably against our
peers.

Our commission revenues were sharply lower - again reflecting the cessation of the EBT transactions.
Interest received was down again, at £0.2m.

User comments about us on independent sites remain strongly positive, which is a credit particularly
to the quality of our personal style of customer service as well as to the exceptionally low prices at
which we offer bullion and storage. Our ranking on Trustpilot - the leader of the independent review
sites is now 9.4 / 10 [Excelient).

Costs remain well controlled and the company’s accounting policies remain consistent year to year,
Gold

The gold price has been relatively non-volatile, sliding slowly in GBP, recording a 9% price fall (though
of course much of this was because of GBP appreciation).

As at 31 Oct 2017 we were looking after 38.05 tonnes (2016: 36.27 tonnes).

Silver
Silver prices fell 13% in the year in GBP terms.

As at 31 Oct 2017 we were looking after 689.6 tonnes (2016: 633 tonnes),
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GALMARLEY LIMITED

TRADING AS BULLIONVAULT.COM
STRATEGIC REPORT FOR THE YEAR ENDED 31 OCTOBER 2017

Headcount
During the year under review our staff headcount remained stable at 31 with a further 4 Directors.

Financial strength

The company again consolidated its finances, though by less than previously, because having
reached a wholly satisfactory level of reserves the company changed its policy on dividends and paid
out a larger proportion of the profits to shareholders. At the year-end we retain net shareholders'
funds of £33.3 million (2016: £32.8m) which sum is mostly held in immediately marketable bullion, or
in cash held at call. Post balance sheet date this will have been depleted by the January 2018
dividend payment.

The increased dividend of £5.50 returned about £2m to our shareholders in January 2017. The
dividend was maintained at the same level to be paid to shareholders in January 2018 in respect of
2017 profits.

Current market position and trading
BullionVault is by a wide margin the leading supplier of main-market gold bullion to the UK retail
customer and is a significant player on the world stage.

Currency fluctuations in the year to Oct 2017 - namely stronger Sterling - depressed profits reported in
Sterling.

It is likely that the Bitcoin phenomenon also impacted profits in 2017. We believe it will have taken a
proportion of money which was looking to exit the major currencies, and which might otherwise have
found a long-term home in bullion. Despite some commercial pressure we elected to avoid
participating in Bitcoin or indeed any other cryplo currencies. We remain sceptical about them but
retain an open mind for this very youthful marketplace.

As always, we will post lower profits when Sterling appreciates as it did in 2017, however, this is when
our profits are most valuable in global terms, as our Sterling assets buy more gold, silver and indeed
more of everything. Essentially an increase in the purchasing power of our balance sheet assets
arising from strengthening Sterling amounts to a tax-free gain, which offsets the higher tax charge
which we are required to pay - possibly unfairly - when elevated profits are reported in Sterling
primarily because of its fall (as in 2016).

It is worth re-iterating that it is never possible to hedge out of currency risk when you have a
substantial balance sheet, as we do.

We have not changed our sceptical position on Quantitative Easing in Europe and on wider monetary
policy issues which we believe favour gold and gold owners. We regard the ultimate failure of these
sorts of policy experiments as being both relatively likely and materially beneficial to the company -
not necessarily by comparison with direct competitors, who will be similarly advantaged, but more by
comparison with alternatives like more traditional stock and bond markets.

We continue to regard the future with a high degree of confidence.
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GALMARLEY LIMITED

TRADING AS BULLIONVAULT.COM
STRATEGIC REPORT FOR THE YEAR ENDED 31 OCTOBER 2017

WhiskylInvestDirect

We continue to be pleased with the progress of WhiskylnvestDirect. It has attracted over 1500
customers (2016: 1,000) who have between them bought approximately 4.2m LPA of maturing barrel
whisky.

Only two and a half years after launch WID is profitable. It has now eliminated the deficit on reserves
resulting from launch costs. It is in the process of paying down the modest backlog of preference
share dividends. WID is increasingly well known in the trade where more and more distillers are
pleased to sell some of their matuning stock, via WID, to private investors, as part of their wider
stock-holding and maturation strategy.

WID's wholly owned brand subsidiary, James Eadie Ltd, continued to market specialist bottlings, and
re-launched its own historic blend ‘James Eadie - Trademark X' which has been well received by
reviewers and commentators. James Eadie is running at a loss, which is likely to continue for some
years as it develops its market position and presence.

Results and dividends
An interim dividend of £5.50 per £1 ordinary share was paid during the year.

The company paid a further dividend of £5.50 per £1 ordinary share to holders of shares as at 27
January 2018,

Approved by the Board on ZO/Z//S/ and signed on its behaif by:

......... o i~

P G Tustain
Director
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GALMARLEY LIMITED

TRADING AS BULLIONVAULT.COM
DIRECTORS' REPORT FOR THE YEAR ENDED 31 OCTOBER 2017

The directors present their report and the financial statements for the year ended 31 October 2017.

Directors of the company
The directors who held office during the year were as follows:

R P Glynne

G Lockwood
T Levene

P G Tustain

Financial risks
The company incurs certain risks in relation to financial transactions during the course of operating its
business.

Financial risk management and

The key objective in using financial transactions is the maintenance of a float of bullion and currency
in order that the company's bullion trading computer programs have sufficient access to funds and
bullion to be able to trade and settle trades on the BullionVault order board, where the rules require
instantaneous settiement. This means any bullion sold on the order board by the company must
already belong to the company, and be released into the vault before being sold, and any money used
to bid for bullion must already be at the company's bank, and be capable of being immediately
credited to the seller in cleared funds.

So, more specifically, the objectives of our financial transactions are:-

1. To ensure an immediately available inventory of US Dollars, Euros, Yen and Pounds Sterling,
cleared in bank accounts, while not unduly exposing the company to currency risk.

2. To ensure an immediately available inventory of bullion vaulted in London, New York, Singapore,
Toronto and Zurich, while not unduly exposing the company to risks of dramatic bullion price
movements,
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GALMARLEY LIMITED

TRADING AS BULLIONVAULT.COM
DIRECTORS' REPORT FOR THE YEAR ENDED 31 OCTOBER 2017

Policies

To meet these objectives the company engages in two main styles of financial transaction giving rise
to maternial risk.

1. Gold and silver bullion trades, These are executed with reputable London bullion dealers. The
company currently has accounts with three bullion dealing banks. All are members of the London
Bullion Market Association. The company buys bullion from them usually for settlement within 24 or
48 hours and is required to pay before receipt of bullion, on the day settlement is due. Making that
payment prior to delivery exposes the company to a counterparty default.

2. Trades giving rise to a long position in gold or a foreign currency. Given that the company has
shareholders' funds amounting to £33m this has to be held somehow. Leaving it all in sterling (or
hedging positions to create a uniquely sterling based risk profile) eliminates any risk of nominal
sterling profits or losses arising from rises or falls in the prices of currency and bullion. However that
policy would run the risk of a slide in sterling’s value significantly impairing the company's ability to
buy bullion and FX for stock. In order to mitigate to some degree the risk of such a slide in sterling
from impacting the business the company elects to maintain material positions in both bullion and
foreign currency. Currently these do not exceed 50% of shareholders’ funds. Holding assets which are
not sterling gives rise to the possibility of both profits and losses, when, at the end of the year, the
holding is presented at its then market value.

There is no material risk regarding the spot and forward currency transactions which the company
also undertakes, as in these the amount owed (in one currency) is in value terms owing (in another
currency), and both amounts are open with the same counterparty and/or settie at the same time.

The company is not at material risk from customer default because customers can only purchase
bullion with cleared money already received by the company. Similarly customers can only sell bullion
already in the custody of the company.
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GALMARLEY LIMITED

TRADING AS BULLIONVAULT.COM
DIRECTORS' REPORT FOR THE YEAR ENDED 31 OCTOBER 2017

Exposure to particular risks

Bullion Supplier default
Before explaining the nature of the company’s biggest risk it is important to point out that this risks
only the company's money. Neither client money nor client bullion is exposed.

In our view the default of a market counterparty is the company's biggest direct financial risk. Although
we always pay on the day settlement is due we could conceivably pay a counterparty in the morning
for the afternoon delivery of bullion, which might not proceed if the counterparty were to fail after
receiving our money, and before delivering us our bullion.

There is no 100% safe counterparty.

Our counterparties for bullion trades are all LBMA member firms. We have a number of suppliers so
that we can avoid an undue concentration of counterparty risk. As far as we can we arrange our
purchases to prevent too much being settled on one day with one counterparty.

We try to keep settlements below £4m and we are successful in more than 95% of cases. This does
not reduce the risk of a default by a major bullion bank, but does somewhat reduce its consequence.,

We would favour suppliers who segregate money upon receipt, and hold it segregated until we
receive delivery of our bullion. Although there is still the risk of operational abuse by a provider (i.e.
failure to segregate correctly when under duress) we believe segregation probably offers us better
protection than balance sheet size, because modern balance sheets in the banking sector are not
generally both comprehensive and credible.

But our major suppliers do not segregate our money upon receipt, which means they do not have to
finance our purchase for one or two hours with their own funds. This benefits them in lower costs, and
benefits us in their more competitive pncing.

This raises a question of judgment which the board keeps under review. We must weigh the risk of
default in that two hour period against the higher pricing which goes with a segregated service. By
exercising good judgment we would switch from a competitive unsegregated service to a less
competlitive but segregated service al any time which suggested increased risks of default, and we
have to bear in mind that it is exactly when the risk of defaults increases that we are likely to be at our
busiest,
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GALMARLEY LIMITED

TRADING AS BULLIONVAULT.COM
DIRECTORS' REPORT FOR THE YEAR ENDED 31 OCTOBER 2017

Reporting currency risk

In view of the amounts of liquidity injected into the financial system since 2009 we regard it as a
diminishing risk that we will see dramatic financial failures. There is, nevertheless, a risk of currency
failure. This is as serious for us and places us and all other businesses in a difficult dilemma.

Again | stress this is a risk for the shareholders’ funds and not for clients.

We report in Sterling, and manage our gold and FX positions so as to leave them essentially flat. But
if we flatten our gold and foreign currency positions completely, then by definition our £33m of
shareholders' funds are exposed to fluctuations in the purchasing power of Sterling.

A prolonged or dramatic fall in Sterling - which is still a material risk - would lose our shareholders a
great deal of purchasing power, but not generate reportable or tax losses. It would limit our ability to
buy gold and expand our business and it would reduce our balance sheet worth expressed - for
example - in dollars.

Given the level of deficits and the general unreliability of Sterling as a store of value we must consider
diversifying our shareholders’ funds to other assets - whether that be currency, or gold, or something
else again. The board must exercise a difficult judgment here. Howsoever we choose to distribute our
shareholders' funds across monetary assets we risk re-valuation losses. This risk is unavoidable
unless we take the even bigger risk of putting all our eggs in the basket of Sterling.

Bank failure

Lloyds Bank continues to rebuild itself and - so far as its shares are concerned - is close to being
entirely free from the British government's embrace. But it remains the case that its default would be
very serious for Galmarley. There would be long delays before the company could reclaim anything.

Regarding the failure of Lioyds it is supposed to be the case that designated client accounts, such as
those in which BullionVault users’ money is kept, permit those clients to be individually protected by
government backed deposit protection - up to the normal personal limits. Therefore BullionVault
clients ought to remain protected to some extent in the event of a failure of Lloyds. Nevertheless with
a failure of Lloyds it is unlikely that government protection applying on client funds would redeem
client money either quickly, or completely, or with its original purchasing power. Additionally, the
company's own funds would be materially above any deposit protection threshold.

We also have US dollars deposited at Wells Fargo. Whilst this appears to be one of the strongest
banks in certainly the financially strongest country on Earth, for completeness we must reference that
our business is exposed there too. This is automatic for anyone who has a reputational or financial
interest in a bank's solvency.
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GALMARLEY LIMITED

TRADING AS BULLIONVAULT.COM
DIRECTORS' REPORT FOR THE YEAR ENDED 31 OCTOBER 2017

Market risk

The company is exposed to movements in the gold price. It maintains an unhedged gold inventory of
approximately 70kg (previously 50kg) which is allowed to float up and down by a maximum of 24kg
before being corrected by a market trade.

We also keep up to about 32% (£11m) of our shareholders funds in US$, although this was reduced
during the last financial year and is currently maintained at about $2.5m.

We do not seek to hedge these balances entirely out of market risk. At current prices a maximum long
of 84kg undergoing a two percent price fall in gold - which would be a sharp one day move - costs the
company about £58,000 in inventory losses, which is easily absorbed by our financial strength. By the
same token price rises produce similar inventory profits. The $ position produces rather more violent
swings, with a 1% move in $/£ producing profit or loss of up to +/- £80,000.

Neither the gold nor US$ positions, nor the smaller € or silver positions are considered a material risk.

Liquidity risk

The company only operates in bullion and currency markets both of which are among the deepest
capital markets in the world. There is minimal risk of these markets becoming illiquid in normal
circumstances. Gold has had by far the best long term record of deep and liquid markets of any
financial asset in history.

All customers now have direct access to the London Bullion Market - the biggest bullion market in the
world. In any marketplace nothing can guarantee a determined seller access to a willing buyer.
However by providing direct dealing access to all our other customers, and direct access to the
London Bullion Market, the risk of a failure of liquidity is in our opinion as low as it can reasonably be.

Cash flow risk
The company has no current material risk in terms of cash flow. The company has sufficient liquid
assets to meet all expenses at the current level for 5 years - even in the absence of any revenues,

The company's assets are almost entirely held in currency and bullion which are both highly liquid, so
excepting supplier default there is no realistic danger of not being able to raise any cash required in
the short and medium term,

Other financial risks

The most material other financial risk to the business is customer fraud. In the course of normal
business we pay large sums by bank wire to our customers' original funding bank account. We regard
every substantial payment as having a potential for serious loss. Nevertheless we must pay our
customers quickly and efficiently when they demand it. We maintain tight control of our procedures in
this regard.
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