

















Crude oil prices soar

Qil surges to a high of $78 a barrel
on worries about supply disruptions.

Business review 1 7

Stocks fall while bonds rise Pump prices increase

Stock markets around the world rapidly Fuel prices in several European
begin to slide as ‘safe haven’ assets countries are driven to record levels.
such as US treasury bonds climb.

Almost 100,000 updates

a second are carried over
our networks.

As electronic trading gathers momentum, "The simple issue is that electronic

we are giving our customers new ways of trading is cheaper, faster, more

P gl e efficient and less open to ‘market
I . .

In 2006, we launched: abuse’. Electronic trading can

* Reuters NewsScope, which codes and handle greater volumes and

delivers news stories in machine-readable  combines a lower cost base

formats so they can be interpreted athigh  with genuine g|oba| distribution.”

speed by trading engines and used to Patrick L. Young, ODL Monaco
trigger decisions to trade. '

* Reuters Trading for Exchanges, which helps
brokers to find the best counterparties for
their trades through our global network.
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18 Speed of change in the media world

Muzaftarabad,
widespread destruction
Reuters newsdesk *” images of

in India “* an image appears on

a Canadian blogger questions

is reaching the
blogs appear
concerns over the

Kashmir “"Reuters

minister askmg

the story is reported -
in newspapers and online, and
is broadcast worldwide.
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takes photos of children orphaned
, @8 devastated the city of
=2 demonstrating the
the photos arrive at
children appear on a website
22 sites globally
the speed at which the aid
victims of the disaster *” six more
P cxpressing their
humanitarian crisis in
guotes a Pakistani
for an extra $800 million to cover
year on from the earthquake

As the commingling of professional and "\We can see that the pipe of

amateur_ conter_wt refsha_pes the medla world, news content is now flowmg
Reuters journa lists continue to bring

in both directions. It ought

something extremely important to each . .
to be possible to integrate

A4 story they cover. They sift through the facts, ) . ; 3
provide perspective and give context. prOfeSSK)nal Journahsm with
They are committed to an editorial code user—generated content in a

and brand that stand for independence, valuable way for our audiences.”
integrity and freedom from bias. Tom Glocer. CEO. Reuters




20 Speed of change inreuters

And to keep ahead of the game
we have to transform ourselves
constantly. This requires bold thinking
and smart execution.

Nandan M. Nilekani, CEO, Infosys

and Non-executive director, Reuters,

gives his perspective on the opportunities
and challenges presented by globalisation.

Over the last few years, Reuters has
simplified and refocused its business.

It has opened content centres in
Bangalore and Gdansk. It has shifted
development to Bangkok and Beijing.
And it has increased its focus on growth
markets such as India, China, the Middle
East and Eastern Europe.

Opposite page: A bird flies
past a giant globe-shaped
building in Shanghai, China.
(Photographer: Aly Song)
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Global markets, global talent
Developing countries have become more
credible players in the global economy,
together contributing more than half the
global gross domestic product. It is a much
larger economic world, with more places to
do business, and also more competition.

In addition to new customers, there is a

new pool of skilled workers in emerging
economies. Ten years ago, few of these
groups were part of the global workforce.

The global distribution of revenue (customers)
and costs (talent) is changing, and companies
have no choice but to hire a more diverse,
global workforce. This will be easier because
the world is increasingly wired.

Increases in technology and regulations
As the cost of technology has plunged
dramatically, its usage has soared. Emerging
nations are leaping past the 20th century
and landing squarely in the 21st. In four
years, China will have more broadband
connections than there are US households.

As large new populations gravitate toward
the information highway, there are new
expectations for information security and
privacy, cutting across geo-political
boundaries and leading to a plethora of
regulation. High-profile regulations such as
Markets in Financial Instruments Directive
(MIFID) in Europe and Regulation NMS in
the US will bring about sweeping change in
the way companies like Reuters look at their
business models and revenue streams.

These changes will require bold thinking
and smart execution to operate successfully
in the years ahead.

Together, these trends — emerging economies,
shifting demographics, increasing technology
and proliferating regulations — are flattening
the business landscape.

New challenges

Most companies now recognise the new
challenges arising from these trends:

in particular, the increasing competition,
especially from industries and geographies
previously considered insignificant.

Reuters trading business is facing challenges
from competition and changes in business
models. Exchanges are being ‘democratised’,
with regulation levelling the playing field,
making location almost irrelevant. In the US,
market regulations are driving some
investors to other continental exchanges,
causing a structural shift in revenues. In
addition, as the types of instruments traded
on exchanges rise and transactions across
countries and markets rise, there is a

need for new kinds of information, tools

and solutions.

Progressive, innovative companies are
adopting new strategies to address such
new opportunities and challenges. | believe
that companies who want to win in this
flattening world must shift their operational
priorities to make the most of the new
opportunities available to them.



Operational shifts

Reuters has already taken significant steps
in this direction. It is moving software
development to Bangkok and Beijing,
working to consolidate data centres from
250 down to 10 by 2010, and planning to
move to a common technology platform.
It is increasing capacity and efficiency
through new content management centres
in Bangalore and Gdansk.

Further, by focusing on the needs of markets
such as India, China, the Middle East and
Eastern Europe, Reuters is ensuring that it
stays relevant to these growth markets.

These operational shifts are positioning
Reuters well for future growth and profitability.
Reuters DataScope products, which enable
computers to use real-time information for
algorithmic trading, are an example of
innovative use of technology to meet the
needs of the more demanding financial
services industry.

As its current [T-related initiatives evolve into
comprehensive global sourcing capabilities,
Reuters will benefit from improved cost and
efficiency. With the increase in competitive
intensity, the ability to respond quickly to
changing customer behaviour will rise
correspondingly. Companies have to focus
on drawing market and operational insights
from information collected from their
operations and those of their partners.

Accessing the global talent pool

Equally important, its recent global initiatives
also enable Reuters to access the global
talent pool. This last point is especially
important as industry after industry has
shown that as global locations (such as Asia)
become global operations centres for
certain activities and functions, a greater
proportion of the innovation comes from the
same regions. Investment in global talent
pools today paves the way for tapping them
for product and process innovation in years
to come.
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Business review

As markets become increasingly price-
driven, rapid innovation is the key to
customer loyalty.

Reuters has made substantial strides in
becoming more focused and efficient.

The global trends driving the business world
are still in full swing. Over the next few years,
as these trends further affect the business

landscape, only companies that shift their
operational priorities will win in the flat world.

Rapid
innovation
is the key
to customer
loyalty.
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22 Interview with the Chairman

The strength of the Group’s corporate
values, its reputation and its ability to

deliver a successful business depend in
part on the effectiveness of its corporate
governance system.

The Role of the Board — Niall FitzGerald,
Chairman, in discussion with Rosemary
Martin, Reuters General Counsel and
Company Secretary

Rosemary: Niall, when you became
Chairman of Reuters in 2004 you proposed a
set of principles to guide the Reuters Board.
Why did you do that and what are they?

Niall: The Board needed to refine how it
worked together. The company was in
transition from survival to restructuring,

and preparing for a new phase of growth.
Board membership, style and focus needed
to change to be responsive to the challenges
ahead. We needed a dialogue around the
Board table about our role and how we
could work together more effectively. We
agreed some working principles, such as
limiting formal presentations and our desire
for short and sharp Board papers. We
needed our time and energy deployed on a
few forward-looking issues of real substance.

Rosemary: You say the principles are not a
strict set of rules and yet you are adamant that
Board papers are kept concise and that Board
time is not consumed by formal presentations.
Why is this so important to you?

Niall: Board time is limited and we have to
use our time smartly. Formal presentations
constrict dialogue and put walls around
an issue. The deal is that executives and
advisers coming to a Board meeting can
assume that the Directors have done their
pre-reading and therefore there is no need
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to go over the background and the facts.
These are communicated in advance of the
Board discussion. It is good discipline to be
concise, distilling issues to their essence.
No guff. Just the issues.

But we can do better, so this year we've
been working on improving the quality of
information that the Board receives, in part
in response to comments in the 2005 Board
effectiveness review. We've refined the
monthly performance report to make it less
dense, more sharply focused and forward-
looking. We still have some way to go.

Rosemary: Looking back over 2006
what would you say were the main areas
of attention for the Reuters Board?

Niall: In 2006, beyond ‘business as usual’
items such as monitoring financial and
operational performance, succession
planning and approving the budget and
plan for the year ahead, we focused on

a number of significant initiatives. These
included the creation of FXMarketSpace,
acquisition of Application Networks Inc,
disposal of Reuters interest in Factiva and
negotiations with the trustees of Reuters
two UK final salary pension schemes to
substantially fund the pension deficit.

We also examined our preparedness for
any significant interruption to business, such
as a flu pandemic, and reviewed an incident
in which Reuters inadvertently published

a photograph that had been digitally
manipulated by a freelance photographer
working for us in Beirut.

The Audit Committee was very busy with
Sarbanes-Oxley and preparations for
compliance with section 404 of the Act.
They briefed the full Board regularly.

In June the Board met in Palo Alto, California
to discuss strategy. Stepping outside our
norms gave us the chance to spend more
time with the executive management team
and together consider new developments in
technology and business models. The visit
reinforced the importance of continuous
innovation and creative partnerships. As
Asia is a growing source of technological
innovation, and we are focused on growing
our business across this region, the Board

is planning to visit Asia during 2007.

Rosemary: This leads us to the question

of how you ensure the Reuters Board has the
right mix of Directors to lead Reuters in the
first decade or so of the 21st century?

Niall: | chair the Nominations Committee
which includes Dick Olver and lan Strachan.
We meet to review the structure, size and
composition of the Board. We have a view
as to the ideal blend of experience and
expertise. These include financial services,
technology, media, government and
regulatory affairs, general commercial
acumen, a mix of geographic experience,
knowledge of Reuters industry sectors and
an understanding of our customers.



We identify which specific skills and
experiences individual directors have and
we look for any gaps. In 2005 we agreed it
would be advantageous to add a Director
who is currently a chief executive and with
extensive knowledge of business in Asia
and of technology. We were delighted when
Nandan Nilekani, one of the founders of
Infosys, agreed to join Reuters Board from

1 January 2007.

In addition the Nominations Committee has
to ensure there are robust succession plans
for Board Committees. During the year Dick
Olver said he wanted to step down from

the chairmanship of the Audit Committee,
arole he filled with distinction since 2000.

| discussed with Board colleagues the
appointment of Lawton Fitt as his successor
and this was unanimously approved by the
Board in October. Continuity will be
provided as Dick will remain a member of
the Audit Committee. He is also remaining
Reuters Senior Independent Director.

Rosemary: \What about succession planning
for senior executive roles during 2006? There
have been several changes in the senior
executive team in the last year. What is the
Board’s role in relation to this?

Niall: It's the Chief Executive’s responsibility
to ensure the best senior executives are
appointed to help him manage the
company's business. For many roles the
talent already exists within our ranks —

for example, it was pleasing to see the
promotion of Mark Redwood to become
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Niall FitzGerald

Head of the Sales & Trading Division,
Michael Peace to Head of the Research

& Asset Management Division and David
Schlesinger to Editor-in-Chief. It is also
important to bring in new talent to the firm.

Last year Stephen Dando joined as Group
HR Director from the BBC, Roy Lowrance as
Chief Technology Officer from Capital One,
Gerry Campbell as Global Head of Search
and Strategic Development from AOL, and
Lee Ann Daly as Chief Marketing Officer
from ESPN. In March, David Craig joined us
from McKinsey as Group Strategy Director.

The Board's role is to oversee the quality of
management and the processes for finding
and developing outstanding talent. We do
that by meeting regularly with managers
below Board level and by reviewing twice

a year the succession plans and talent
management process. In 2006 it was agreed
that Board members would each mentor
one or more high-potential executives.

Rosemary: One of the principles that you
have articulated for the Board is the
requirement to maintain “a governance
framework that facilitates substance and not
merely form”. What do you mean by this?

Niall: ‘Governance’ is much discussed but
often poorly understood. The directors must

act in the long-term interests of shareholders.

We will not be serving our shareholders
well if we become myopically focused on
governance in a 'box ticking’ way and fail to
look at the wider picture of how to capture

"Good governance should
be a powerful fuel for
growth. | want Reuters to
use the principles of good
governance in this way.”

and build sustained shareholder value.

We need to use sound governance tools —
proper internal controls and processes, a full
understanding of risk, a rigorous approach
to performance management, insistence

on transparency and integrity — to help us
create a high-performing company. Good
governance should be a powerful fuel for
growth. | want Reuters to use the principles
of good governance in this way.

Rosemary: One final question: at the end of
2006 the new Companies Act was introduced
in the UK. Although it will take a while for

the new law to be implemented in full, do
you see it as requiring any major changes

to the way Reuters Board operates today?

Niall: | have no doubt a great deal will be
written and spoken about the implications

of the new Companies Act for UK companies.
There has already been much discussion
about the new requirement for directors to
have regard in their decision making to such
things as the impact on the environment and
the interests of employees. All well-run
companies focus on these and other issues
which are key to sustainable business
performance. The Companies Act is about
codifying existing best practice into law.
Provided it is applied sensibly, little will
change inside the boardrooms of high-
performance companies. But let's see what
happens — and please, no more boxes to tick!
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24 Note to the Board

From the Chairman’s
note to the Board

20 September 2004

We must be clear and agreed on the role
of the Board. It is a unitary Board with one
group sharing common objectives and
united in purpose. The Board does not run
the business but reviews how the business
is run.

It does this by:
* Agreeing the strategic framework and
keeping it under vigorous review

* Monitoring the implementation of strategy
through the operational plans

* Focusing on long-term sustainable value
creation

e Safeguarding the longer-term values of the
company, including the brand and
corporate reputation

* Overseeing the quality of management
and how it is maintained at world class
levels

* Maintaining a governance framework that
facilitates substance and not merely form

* The over-riding theme of the Board should
be profitable growth within an acceptable
risk profile

The Chairman’s role is to lead the Board in

a manner that allows the CEO to run the
company effectively. This demands skilful
motivation and management of the board to
build a cohesive team. The Chairman must
support and counsel the CEO and be the
ultimate judge as to his effectiveness.
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This requires the correct balance between
detachment — thereby avoiding interference
—and being sufficiently engaged and
informed to know when to intervene. The
Chairman and CEO must work on a basis of
trust, mutual respect and understanding.

Content

The Board agenda must reflect its role.

This will require at each meeting:

® Report on operational and financial
performance and progress against plan

* Update on markets, competitors,
customers and investors

* Progress on strategic issues
* Developments on important people issues
* Review in depth one key strategic issue

e Short presentation from one senior/high
potential leader

* Other matters that the CEO believes
needs the engagement of the Board

Periodically the Board will discuss:

* The strategic framework

® The brand

® The principles

* People and succession plans

* Longer-term scenario development

® Reports from audit and remuneration
committees

» Assessment of its own performance

Information to the Board will be:
* Timely — a week prior to the meeting

e Concise — exceeding two pages by
exception

* Open and transparent

We will work on the assumption that all
papers have been read and use our time for
debate and discussion. Formal presentations
to the Board will be rare and usually
preceded by a background paper. At the
end of each Board meeting we will spend
five minutes to review the effectiveness of
the meeting.

Style

Board members should not intrude on the
management of the business but must
ensure that they are adequately informed

to judge when intervention may be needed.
Our discussions should always be open,
candid and trusting. We must be prepared
to challenge, confront, disagree, and probe,
but always in a way that is constructive and
supportive of the business agenda. Nothing
should be left unsaid within a team that is
committed to team success. Consistent high
quality communication between the
Executive and the Board is essential.



Boa rd Governance 25

01 Niall FitzGerald, KBE
02 Tom Glocer

03 David Grigson

04 Devin Wenig

05 Lawton Fitt

06 Penny Hughes

Nominations Committee

Niall FitzGerald, Chairman 07 Ed Kozel

\Dap ‘S‘ga;cham 08 Sir Deryck Maughan
fcever 09 Nandan Nilekani

Audit Committee ’ 10 Ken Olisa

Lawton Fitt, Chai 7

Dk Olvar | ren - 11 Dick Olver

Ken Olisa p 12 lan Strachan

Nandan Nilekani

Remuneration Committee
lan Strachan, Chairman
Penny Hughes
Ed Kozel

For biographies of our directors, see pages 26-27.
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