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Henderson High Income Trust plc invests in a

prudently diversified selection of both well known and

Predictable and progressive income
stream

Top holdings

Lloyds TSB

Shell Transport & Trading
BAT

NatWest

British Telecommunications

Proven performance

Potential for capital growth

Independent board of directors

Shares easy to buy

smaller companies to provide a high
income stream and prospects of

capital growth.

Approximately three quarters of the Company's assets
are invested in ordinary shares of listed UK companies
with the balance in listed fixed interest stocks. The
portfolio is selected to provide shareholders with a
predictable high income which increases progressively,
paid out four times a year. As at the year end, the gross
dividend yield was 5.5%"

Abeut half of the portfolio is invested in companies
included in the FTSE 100 Index and the selection process
seeks to identify companies with strong balance sheets
and healthy dividend and earnings cover. There is & focus
on well-managed companies whose qualities may have
been temporarily overlooked and which offer potential for
capital appreciation over the medium term,

Henderson High Income Trust won the 1997 Moneywise

Investment Trust Award for the UK High Income category.
The net asset value total return of the Company over five

years is 97.1%".

The directors, a majority of whom is independent of the
management company, meet regularly with representatives
of Henderson Investors to consider investment strategy
and monitor performance,

Details of how shares can be bought through the
Henderson Investors Investment Trust Share Plan and
the Selection PEP are given on the back cover of
this report.

*Source: AITC Services Limited



Directors

Sir Anthony
Beaumont-Dark
{Chairman)

is a consultant to Brewin
Dolphin (Birmingham} and
Deputy Chairman of

J Saville Gordon plc. He
joined the Board in 1989
and is Chairman of the
Audit Committee and the
Management Engagement
Committee.

Sir Wiltiam Stuttaford, CBE

(Deputy Chairman}
is a director of
AMVESCAP PLC and of

INVESCO Europe Limited.

He is also a director of
Towry Law plc and of
several listed investment
trusts. As the former
Chairman of Henderson
Highland Trust plc, he
joined the Board in April
1997 and is a member of
both the Audit Committee
and the Management

Engagement Committee,

P C J Dalby

is a partner of Cazenove
& Co. and 3 former
director of Henderson
Highland Trust plc. He

joined the Board in April

1997 and is a member of
the Audit Committee and
the Management
Engagement Committee.

Management

Kate Murphy
is the Portfolio Manager.

Alex Crooke
is the Deputy Portfolio
Manager.

J 5 Curtis

is a director of Henderson
Investors Limited and was
the Company’s Pertfolio
Manager from 1989 fo
1895. He jeined the
Board in 1994.

C Dunkerley
is a Latymer Partner,
Coutts Group. He joined
the Board in 1989 and is
a member of the Audit
Committee and the
Management
Engagement Committee.

Rachel Fieldwick, ACIS
acts as Company

Secretary and is a director
of Henderson Secretarial
Services Limited, the
Corporate Company
Secretary.

is a senior member of the
t.aing & Cruickshank
Investment Management
team. He joined the Board
in 1989 and is a member
of the Audit Committee
and the Management
Engagement Committee,

The Rt Hon. Sir John
Stanley, MP
is a former Minister of

State. He is a non-
executive director of
Fidelity Japanese Values
PLC and a former girector
of Henderson Highland
Trust ple. He joined the
Board in April 1997 and is
a member of the Audit
Committee and the
Management Engagement
Commiitee.



Financial Highlights

31 December 21 December %
Per OrdiNatY ShAIR e 1097 ] 199 Change
Net asset value 165.2p 138.6p" +19.2
Earnings 7.33p 681p +7.6
Share price 153.0p 120.5p +27.0
Annual dividend 6.70p 6.45p +39

*Restated fo include the assets and earnings of Renderson Highland Trust plc. See note 1b on page 21,

Performance
1 Year 3 Years 5 Years
BSOSO S VO i
Share price +314 +46.3 +806
Net asset value +23.1 +59.4 +97.1
FTSE All-Share Index +23.1 +73.4 +105.5
Building Society +3.9 +12.8 +23.1

Source: AITC Services Limited

b year review

Net asset value  Share price per Earnings per  Dividends per

Yearlo 31 Decamber v Netassels perardinaryshare  ordinary share  ordinary share —ordinary share
1993 £335m 137.9p 146.0p 6.79p 600p
1924 £98.7m 119.7p 120.0p 6.28p 6.10p
1995 £32.7m 131.0p 126.0p 654p 6.40p
1995 £729m 1386p 1205p _ 881p 6.45p
e e T paa et

*Reslated to include the assets and earnings of Henderson Hightand Trust ple. See note 1b on page 21.

Dividend Information

Gross dividend vield at 31 December e AT 1698
Henderson High Income Trust plc* 5.5% 6.7%
FTSE All-Share Index! 3.2% 3.7%

A fourth interim dividend of 1.70p per ordinary share for the year ended
31 December 1997 will be paid on 30 April 1998 to shareholders
registered on 13 March 1998, The shares will be quoted ex-dividend
from 9 March 1998.

Details of dividends paid and declared for the year ended 31 December
1997 are given in note 10 to the Accounts on page 25.

*Source: AITC Senvces Limited
tSource: Datastream




Chairman's Statement

Review

This has been a year of considerable progress for your Company. The Group net assets have

grown to £86.9m at the year end. The substantial increase, compared to last year, results from
the successful merger with Henderson Highland Trust plc and from the pleasing performance

of the portfolio of investments.

| am delighted that the merger has brought benefits to shareholders in such a short time. The
Company’s shares are more highly rated in the market than they were and they are included in
the FTSE All-Share Index in 1998, Already administrative expenses are reduced on a per share
basis and we expect a further reduction in the future. Once again the Company comfortably
met its income objective enabling it to increase the quarterly dividend rate in the year.

Sir Anthony Beaumont-Dark

Asset performance

investment returns in our markets have been good this
year. Both UK equities and gilts handsomely outstripped
returns available from a building society. The net asset
value per share rose from 139.7p, as reported in last
year's accounts, to 165.2p which is an increase of 18.3%.
This year the accounts are reported on a merger
accounting basis, as if the Company and Highland were
combined at the 31 December 1996. The net asset value
per share at 31 December 1996 was 138.6p on this
basis, producing an increase of 19.2% over the year.

Turning to the total return, the net asset value per share,
assuming net dividends were reinvested rose by 23.1% in
the year to the 31 December 1997. This is a very
satisfactory outcome and matches the performance of the
UK investor's main benchmark, the FTSE All-Share Index.
The Company had a substantially higher gross dividend
yield at 5.5% than that of the Index at 3.2%, as at the
year end,

Share price

| am pleased 1o report that the share price of the
Company rose by 27.0% from 120.5p to 153.0p during
the year, The discount of the shares to the asset value
closed in the second half of the year. The Board is keen
to act in any way it can to ensure that the share price
more fully reflects the underlying value of the assets.
Therefore, we are seeking shareholders’ authority at the
AGM to allow us to make market purchases of up to 3%
of the Company's shares for cancellation, using the
revenue reserve. This power would be used only if the
discount widened and the purchase of shares led to an



Chairman’s Statement

continued

enhancement of shareholder value, We continue to work
with Henderson Investors to promote the Company to
interested investors.

Earnings and dividends

Earnings per share rose by 7.6% in the year. The gross
revenue, primarily income received from our portfolio of
investments, exceeded our expectations for yet another
year. It was enhanced by the payment of special dividends,
but underlying dividend growth was also ahead of
forecasts. Administrative expenses declined as a
percentage of gross revenue even in the first year of the
merger, but the full benefit in reduced costs borne on a
per share basis will be seen in future years.

This year's healthy revenue, supported by comfortable
revenue reserves, lay behind the Board's decision to
increase the third interim dividend payment, accelerating
the dividend growth rate for the year. A fourth quarterly
payment at the same rate of 1.70p net per share has
been declared, taking this year's total to 6.7p net per share,
This increase of 3.9% is greater than the rate of inflation.

The dividend payment has increased by more than the
forecast at the time of the merger. Your Board is keen to
see that it continues to grow prudently over time.

The Board of Directors

i would like to extend my thanks to Roddy Maclean for his
contribution to the Company's activities since its flotation. He
retired from the Board after the completion of the merger
with Henderson Highland Trust plc, making way for
representatives of the Highland Board, Sir William Stuttaford,
CBE, Patrick Dalby and The Rt Hon Sir John Stanley, We
miss Roddy's valuable involvement, but it is generously
compensated for by the new members of the team.

Corporate Governance

We continue to monitor the governance of companies in
our portfolio and have responded to the cases where
executive remuneration seemed excessive in relation to
the company’s performance. Monitoring this issue over a
number of years we have noticed an improving trend, but
we will continue to vote actively where we feel it is
merited,

Prospects

I am confident that the Company enters the year well
placed to weather any challenges the stock market may
offer, The successful merger with Henderson Highland
Trust plc creates an efficient, low cost investment trust
with comfortable revenue reserves and a clear strategic
focus. The improvement in the share price of the
Company verifies the Board's belief ai the time of the
merger that there is appetite among investors for a
conservative investment trust which produces a high
running yield relative to other investments whilst
showing capital and income growth.

It is difficult to predict with any confidence that
investment returns in 1998 will match those of the

past few years. Most economists now agree that growth
in the UK will slow in 1998, but opinion differs on how
sharp the decline will be and whether it will be enough
10 keep inflation under control so that interest rates

can fall.

Under these conditions both equities and gilts would
normally struggle to appreciate. However there is a
shortage of stock in the UK market, the impact of which
should not be underestimated. Global merger mania is
likely to continue and with if the frend to buy back
shares. The number of shares bought back by
companies looks set to exceed new equity issues in
1998. This should support the market, so it may be
unwise to be too pessimistic.

As you will read in the Investment Review, we enter the
year with the portfolio fully but cautiously invested.

Aevern D -

Sir Anthony Beaumont-Dark
Chairman
5 March 1998




Investment Review

Kale Murphy

Investment Policy and Process

The shares held in the portfolio are chosen for the combination of their income and growth
prospects. The Investment Manager is charged to deliver, when possible, a total return in line
with that of the FTSE All-Share Index and above all to deliver long term growth ahead of that
achieved in a Building Society without taking undue risk.

The portfolio is structured around the main UK benchmark index, the FTSE All-Share Index,

which represents the industrial mix of the UK economy. In recognition of the income bias, the
FTSE 360 Higher Yield index is also used as a comparator.

The portfolio is diverse, having over 100 investments. This is to ensure that no single holding puts at risk the
sustainability of the income generated by the portfolio. Investments are selected with an eye to long term value currently
not reflected in the share price. The very best opportunities are found when a company is totally out of favour and credit
is not given for a change in its fortunes, but these do not come up all that often.

Using the economic, industry specific and quantitative research available to alt clients of Henderson Investors, the Investment
Manager focuses on themes and sectors of the market deemed appropriate for each stage of the economic cycle. The aim is
to achieve consistent long term performance.

UK Gilts: 1997 Price Performance
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Review of the year to 31 December 1997

Both UK equity and fixed interest investments delivered good returns. Nevertheless
they were middle ranking in the global context The total return of the FTSE All-Share
Index with net income reinvested was 23.1% in the year. The Government All Stocks
Index returned 12.3% in 1997, giving its highest annual return since 1993. Gilts
performed well because inflation remained under control and government finances
were strong, but the principal driver was convergence towards German bunds as it
became apparent that European Monetary Unicn was a realily. The performance of
gilts underpinned that of equities.

On reflection perhaps the most surprising fact of the year was that both equities
and gilts responded so well to a change in the government of the country. One
reason was the Chancellor's astute transfer of responsibility for monetary policy to
the Bank of England. This move gave the markets confidence that policy would be
independent of political influence.

Tumning to equities, the best performance was found among the big companies.
Around the world, investors wanted to own the big global players in each market.
Undoubtedly the interest of foreign investors in the UK stock market polarised the
focus on larger companies with a predictable earnings outlook. The clear winners
were the financials and the pharmaceutical sectors.

The strength of sterling had 2 significant influence on performance this year.

Even before the collapse of the Far Eastern currencies, sterling was strong
against the major European currencies. Industrial companies exporting goods from
the UK suffered as they struggled to compete and many announced profit
warnings. This was not a year in which any question-mark over a company's
prospects was tolerated.



Investment Review

continued

Sector Analysis of the Equity Portfollo
as at 31 December 1997
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The sheer weight of money available for investment in the market helped to drive
valuations higher. Institutional and private investors received windfalls from the
demutualisation of the building societies as well as from quoted companies wishing
to provide better returns for shareholders by addressing their corporate structure.
Many of the latter handed back surplus capital to shareholders by paying special
dividends or buying back shares. In addition there was a noticeable increase in
corporate take over activity later in the year, as is often the case at the end of the
economic cycle.

Portfolio Activity

The most significant event of the year was the merger of the Company with
Henderson Highland Trust, completed in April. The two portfolios were very similar
in structure and theme and the only notable impact of the merger was to increase
the proportion of the assets invested in equities compared to last year, with a
corresponding reduction in fixed interest exposure. The equity portfolio remained
heavy in financials, where consolidation and cost cutting are bringing benefits, and
in utilities. Both sectors continued to perform well against a background of falling
bond yields,

We did not make a significant switch to medium or smaller sized companies during
the year leaving over half the portfolio invested in companies capitalised at more
than £2bn. Among the larger companies, we increased investment in the oil sector
with a new holding in BP early in the year. We also built up a position in Diageo,
formed by the merger between Grand Metropolitan and Guinness, now one of
the largest global consumer companies in the world.

Several of the largest holdings were reduced in size. HSBC was reduced after its
exceptional performance, using an option strategy.

We generally resisted increasing the portfolio's exposure to industrial companies,
even though valuations are becoming compelling. However domestic construction
related companies, such as the housebuilders and UK quarrying companies, proved
too tempting because their particular prospects are improving. Persimmon and
Aggregate Industries were bought at low prices compared to their asset value so
you will see increased exposure to the building sectors.

Qur fixed interest investments have had a predominantly financial focus for some
time. During the year the aim to spread investment across a greater range of
industrial sectors was achieved. New investments include bonds issued by
Kingfisher and Stagecoach for example.

We benefited from take over activity in the year and it continues into 1998.

Cash offers for MAM and Triplex Lloyd enhanced performance in 1997, In the
current year we are seeing the benefit of the merger of Commercial Union and
General Accident and competing bids for the Energy Group.



Investment Review

continued

Henderson High Income Trust ple
Dividends Increasing over § years
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Alex Crooke

660

680

income

The revenue received from the portfolio was very healthy this year. The underlying
dividend growth of the investments outstripped our expectations. In addition, we
received some one-off payments, resulting from the restructuring of companies'
affairs described above. British Telecommunications paid a substantial
payment in August and the other large contributions came from London
Merchant Securities and Boots.

We expect more special dividend payments but we do not include any in our
forecasts. in addition, we take the view that the rate of dividend growth across the
market will slow in 1998 in line with earnings growth. On the basis of these
conservative forecasts, the revenue projected for the Company is healthy and it is
backed by the revenue reserves.

Prospects

We enter the year with the portfolio invested cautiously with no gearing. In general,
equity valuations, particularly those of the favoured larger companies, are high but
corporate activity is developing o justify them. The most compelling argument for
remaining in the market is the shortage of available stock. There are simply not
enough new equity issues to replace the share buybacks that are taking place.

Industrial companies face a huge challenge in export markets against more
competitive European and Far Eastern companies. For a long time the
manufacturing sector seemed to withstand the strength of sterling, but it is now
suffering and share prices reflect the uncertainty looking ahead. At some point in
1998 it will be right to move from some of the highly rated large companies to
cheaper smaller ones in cyclical industries.

The UK economy is in a healthy state, even if growth is slowing this year. However,
as a result of falling exports the UK trade balance is worsening and the impact of
the Asian crisis is only just beginning to take effect. While interest rates are
unlikely to rise much further with these uncertainties pending, unemployment in the
country is at a historic low and consumer demand remains strong. There is
therefore a possibility that inflation could rise, but on balance the risk is unlikely to
destabilise the fixed interest market, the valuation of which supports equities.

Kate Murphy
Alex Crooke
5 March 1998



LISTED IN GREAT BRITAIN:

19987

Preference Shares
Others

CONVERTIBLES

EQUITIES

Mineral Extraction
Extractive Industries

Qil, Integrated

Qil Exploration & Preduction

General Industrials

Building & Construction

Building Materials & Merchants
Chemicals

Diversified Industrials

Electronic & Electrical Equipment
Engineering

Engineering, Vehicles

Paper, Packaging & Printing

Consumer Goods
Alccholic Beverages

Food Producers

Househeld Goods & Textiles
Pharmaceuticals

Tobacco

Services

Leisure & Hotels

Media

Retailers, Food

Retailers, General

Breweries, Pubs & Restauranis
Support Services
Telecommunications

Transport

6.6
7.9

145

8.3

0.2
4.6
0.1

4.9

1.8
18
0.9
27
1.3
3.3
0.9
o7

13.4

2.5
28
04
2.0
4.1

1.8

04

2.3
24
26
1.2
24
2.1

134

Classification of Investments

at 31 December 1997

1998
%

74

17.5
8.2

0.3
3.2

35

1.0
1.4
45
2.1
1.4
1.2
0.7

123

0.8
4.0
1.0
18
37

1.3

1.4
08
25
1.5
13
0.4
33
21

133

1997 1996
% %
Utilities

Electricity 36 4.6
Gas Distribution 0.8 086
Water 3.3 5.1
7.7 103

Financials
Banks, Retail 1141 104
Insurance 59 37
Life Assurance 30 37
QOther Financial 3.0 23
Property 20 2.1
Investment Trusts - 0.4
25.0 206
TOTALS 100.0 100.0




ST RLING XD N TR e

Preference Shares
Abbey National 10%%
Bank of Scotland 9%%
Brent Intl 9%

H P Bulmer 8%%
Commercial Union 8%%
Co-operative Bank 9%%
Genera! Accident 87%
Hyder 7%a%

Royal & SunAlliance 7%%
Standard Chartered 77a%

Total Preference Shares

Others

Caily Mail 10% 2021

Eastern Group 8%% 2012
Imperial Chemicals 9%4% 2005
Kingfisher 8%:%

Lloyds Bank 8% 2023

P &0 1170 2014

Scottish Amicable 8Yx% 2049
SPI Finance 8%% 2049
Stagecoach 7%:% 2007

Total Others

TOTAL FIXED INTEREST

Investments: Equities

Valuations at 31 December 1997

MINERAL EXTRACTION

Extractive Industries
RJB Mining

Qi, Integrated
British Petroleum
Shell Transport & Trading

Qil Exploration & Production
LASMO OPS

Total Mineral Extraction

E000

560
1,288
225
311
1,130
694
430
238
427
405

5,711

933
844
837
889
806
826
340
808
737

6,820

12,531

800
3116

81

4,193

et ivarii i AN

Building & Construction
Persimmon
Tilbury Douglas

Building Materials & Merchants
Aggregate Industries

Hanson

Hepworth

Chemicals
Albright & Wilson
BTP

660
853

729
330
505

344
392

Investments: Fixed Interest and Convertibles

Valuations at 31 December 1997

CONVERTIBLES

Amec 6%p Conv Cum Red Pref

BAA 5%% Conv Bonds

BAA 5%9% Conv Bonds (Regd)

BICC 10.75p Conv Cum Red Fref

Blue Circle 7%9% Conv Cum Red Pref
British Aerospace 7.75p Conv Cum Red Pref
British Airways §%9% Conv Bonds
Caradon 7.25p Conv Cum Red Pref
Carlton Comm 6.5p Conv Cum Red Pref
Compass Group 5%% Conv Bonds

Dixons Group 5p Conv Fref

Premier Famell 82.2p Conv Cum Red Pref
Rank Group 8%p Conv Cum Red Pref
Reckitt & Colman 9'/+% Conv Bonds
Rexam 7%% Conv Cum Pref

Slough Estates 8% Conv Cum Red Pref
Wagen Inds 7.25p Conv Pref

‘Williams Holdings 8p Conv Cum Red Pref

TOTAL CONVERTIBLES

GENERAL INDUSTRIALS continued

Diversified Industrials
Adwest Group

Powell Duffryn

Tormkins

Electronic & Electrical Equipment
Genera! Electric
Volex Group

Engineering
British Steel

BTR

Carclo Engingering
McKechnie

Triplex Lloyd

Engineering, Vehicles
T&N

Paper, Packaging & Printing
Ce La Rue
Ferguson International

Total General Industrials

710
406

470
795
479
414
790

746

515
11

11,522



Investments: Equities

continued

CONSUMER GOODS . ooeerrsreosnson

Alcoholic Beverages
Allied Domecq
Diageo

Food Producers
Booker

Fisher

Hillsdown
Unigate

Household Goods & Textiles
William Baird

Pharmaceuticals
Glaxe Wellcome

Tobacco

BAT Industries
Gallaher Group
Imperial Tobacco

Total Consumer Goods

SERVICES

.l._eisilre . Hote|5

Rank Group

Retailers, Food
Safeway
Watson & Philip

Retailers, General
Boots

Save Group

W H Smith

Breweries, Pubs & Restaurants
Bass

Greenalls Group

Vaux

Support Services
Davis Service Group
Williams

Telecommunications
British Telecommunications

Transport

Ocean Group
Railtrack

Transport Development

Total Services

£'000

869
1,455

714
216
527
992

359

1,728

2372
484
633

10,149

373

1,151
829

1,108
253
722

1,417
439
383

387
6542

2,105

591
967
226

11,564

UTILITIES

Electricity

Energy Group

National Grid

National Power
Scottish Hydro-Electric
Southern Electric

Gas Distribution
BG

Water

Anglian Water
Severn Trent
South West Water
United Utilities

Total Wtilities

FINANCIALS

Banks, Retail

Bank of Ireland
Barclays

HSBC Holdings

Lloyds TSB

National Westminster
Royal Bank of Scotiand

Insurance
Aberdeen Lloyds
Bradstock Group
Commercial Union
General Accident
Lambert Fenchurch
LIMIT

Royal & SunAlliance
Syndicate Capital

Life Assurance
Britannic Assurance
Morwich Union
Prudential

United Assurance Group

Other Financial

ED & F Man

Gerrard Group

Mercury Asset Management
Provident Financial

Property

Great Portland Estates
Land Securities

London Merchant Securities

Total Financials

TOTAL EQUITIES

725

415
948
974
496

6,689

560
971
1,457
3,155
2,922
1,180

138
124
1,916
791
358
566
1,032
166

497
367
1,273

559
251
527
1,275

783
485
432

21,515

65,632



Directors’ Report

The directars present the Group audited accounts and
their report for the year ended 31 December 1997.

Activities and Business Review

A review of the business is given in the Chairman's
Statement on pages 4 and 5 and in the Investment
Review on pages 6 to 8,

Status

The Company is an investment company as defined in
Section 266 of the Companies Act 1985 and operates as
an investment trust in accordance with Section 842 of the
Income and Corporation Taxes Act 1988, Inland Revenue
approval of the Company's status as an investment trust
has been received in respect of the year ended

31 December 1996 and the Company has subsequently
directed its affairs so as to enable it to continue to obtain
such approval.

The Company intends to continue as a fully qualifying
investment trust company under the Personal Equity Plan
Regulations.

Assels

Total Group net assets at 31 December 1897 amounted to
£86,905,000 compared with £72,914,000 at 31 December
1996, assuming the Company had merged with Henderson
Highland Trust plc at that date (see note 1b on page 21).

Revenue and Dividend

Group net revenue after taxation for the year was
£3,857,000. Earnings per ordinary share amounted to
7.33p. Two quarterly dividends of 1.65p each and one
quarterly dividend of 1.70p have been paid and a fourth
interim dividend of 1.70p will be paid on 30 Aprit 1998
making a total of 6.70p for the year. Former Henderson
Highland Trust shareholders were not entitled to receive
the first interim dividend paid on 31 July 1997,

Directors

Sir Anthony Beaumont-Dark, Mr J S Curtis,

Mr C Dunkerley and Mr W D Eason all held office
throughout the year. Sir William Stuttaford, CBE, was
appointed Deputy Chairman, and Mr P C J Dalby and
The Rt Hon Sir John Stanley, MP were appointed as
directors on 24 April 1997, Mr L. R Maclean resigned as
a director on 24 April 1997.

The director retiring by rotation is Sir Anthony
Beaumoni-Dark who, being eligible, offers himself for re-
appointment. In accordance with the Articles of
Association, Sir William Stuttaford, Mr P C J Dalby and
Sir John Stanley will retire at the forthcoming Annual
General Meeting and, being eligible, offer themselves for
re-appointmant,

MrJ S Curtis is an employee of the management
company. Mr P C J Dalby is a partner of Cazenove & Co,
which is one of the brokers through whom the Company
buys and sells investments on an arm’s length basis in the
normal course of business.

There were no contracts during or at the end of the year
in which a director of the Company is or was materially
interested and which is or was significant in relation to the
Company's business. No director has a contract of service
with the Company.

The directors' interests in the ordinary share capital of the
Company are as shown in the table below:

Qrdinary shares 31,1297 010197

With beneficial interest:

Sir Anthony Beaumont-Dark 36500 21,500
Sir William Stuttaford” 18,906 -
J & Curlis 12,000 12000
# C J Dalby” 4,537 -
C Dunkerley 6,181 6,181
W D Eason 9,600 9,600
Sir John Stanley” 945 -

*date of appointment 24 April 1987
There have been no changes in the directors’ interests
since the end of the financial year and the date of this
report.

Substantial Share Interests

As at b March 1998 the following notifiable interests in
the Company's issued ordinary share capital had been
declared to the Company:

Henderson Investors Limited (discretionary managed clients)

Witan Investment Company plc 5.8%
Others 6.4%
12.2%
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Change Of Company Name

At the: Annual General Meeting held on 21 March 1987 a
special resolution to change the name of the Company to
Henderson High Income Trust plc was proposed and
approved. The change of name was effective on 21 March
1997. Share certificates in the former name of TR High
Income Trust PLC continue to be valid.

Merger with Henderson Highland Trust plc

At an Exiraordinary General Meeting held on 21 March
1997 an ordinary resolution was proposed and approved
that a merger between the Company and Henderson
Hightand Trust plc ("Highland") be effected by means of a
Scheme of Arrangement under Section 425 of the
Companies Act 1985. On 21 April 1897 the High Court
of Justice sanctioned the Scheme and the merger
became effective on 23 April 1997. The Company issued
24,821,894 new ordinary shares of 25p to the former
Highland shareholders based on the relative Formula
Asset Values of the two companies at the close of
business on 16 April 1897,

Authorised Share Capital

At an Extraordinary General Meeting held on 21 March
1997 the authorised share capital of the Company was
increased from £8,750,000 to £20,000,000 divided into
80,000,000 ordinary shares.

Management Company

Investment management, accounting, secretarial,
administrative and UK custody services are provided to
the Company by subsidiaries of Henderson plc
(*Henderson”).

The management agreement between the Company and
Henderson provides for the payment of a composite annual
management fee of 0.6% paid quarterly in advance based
on the average value of assets under management on the
last day of each of the two years preceding the calendar
year in respect of which the calculation is made. Additional
funds raised by the Company by way of an issue of
securities are subject to a supplemental fee from the date
on which the net proceeds are received and are added to
the value of assets at the 31 December preceding such
fund-raising for the purpose of calculating the following
year's management fee. Investments in any funds managed
by Henderson are wholly excluded from charge.

On 9 May 1997 the notice period for termination of the
management contract was reduced from two years to one
year.

Offer for Management Company

On 3 February 1998, an offer was announced by AMP, an
Australian financial services company, for the shares of
the ultimate owner of the trust's management company,
Henderson plc.

The directors of Henderson plc have recommended the
offer for acceptance by its shareholders.

Duration of the Company

In accordance with the Company's Articles of Association,
an ordinary resolution was proposed and passed at the
Annual General Meeting on 21 March 1987 to continue
the life of the Company. A similar resolution will be
proposed in 2002 and thereafter at five-year intervals. If
the resolution is not approved, proposals for the
Company's liquidation or reconstruction will be put to
shareholders within three months.

Issues of New Shares

The directors consider that the authority granted at the
Extraordinary General Meeting held on 21 March 1997 to
issue new shares for cash should be renewed.

If new ordinary shares are to be allotted for cash, Section
89(1) of the Companies Act 1985 requires such new
shares to be offered first to existing shareholders in
proportion to their existing holdings of ordinary shares.
This entitlement is known as a “pre-emption right”

In certain circumstances it is beneficial for the directors to
allot shares for cash otherwise than pro rata to existing
shareholders and the Companies Act 1985 provides for
shareholders to give such power to the directors by
waiving their pre-emption rights. Therefore, a special
resolution will be proposed at the Annual General Meeting
which, if passed, will give the directors power to allot
ordinary shares for cash on a non pre-emptive basis up to
an aggregate nominal amount of £657,548 (equivalent to
2,630,192 ordinary shares of 25p or 8% of the
Company's existing issued ordinary share capital), as if
Section 89(1) of the Companies Act 1985 did not apply.
This authority will lapse unless renewed at the Company's
Annual General Meeting in 1999,
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Authority to make market purchases of the Company's
own shares

At the Annual General Meeting, a special resolution will be
proposed to give the directors authority to make market
purchases of the Company's own issued ordinary shares
up to a maximum of 3% (1,578,115 shares) for
cancellation. The directors will only exercise this authority
if in their view this might lead to an acceptable
enhancement of shareholder value, and so far as is
compatible with maintaining a prudent level of revenue
reserves, of the Company. As at 31 December 1997
these reserves stood at £973,000.

The maximumn purchase price which may be paid for an
ordinary share wilt not be more than 5% above the
average middle market share price for the shares as taken
from the London Stock Exchange Daily Official List for the
five business days preceding the date of purchase and the
minimum price will be 25p, being the nominal value per
ordinary share. Ordinary shareholders should note that,
because any shares purchased by the Company will be
cancelled, the number of ordinary shares in issug will be
reduced accordingly.

Auditors

The auditors, Deloitte & Touche, have expressed their
willingness 1o continue in office. A resolution to re-appoint
them and to authorise the directors to determine their
remuneration will be proposed at the Annual General
Meeting.

Creditors’ Payment Policy

it is the Company's payment policy for the forthcoming
financial year to 31 December 1998 to obtain the best
terms for all business and therefore there is no single
policy as to the terms used. In general, the Company
agrees with its suppliers the terms on which business will
take place and it is the Company's policy to abide by such
terms, There were no trade creditors at 31 December
1997,

By order of the Board !

: 3
R E Fieldwick QALL F .
Henderson Secretarial Services Limited,

Secretary
5 March 1998
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Analysis of Ordinary Shareholders

at 31 December 1897

‘Individual Holders
“*Institutional Holders

Number of Number of
Holders Y% Shares Held %
3,i78 685 13512380 25.7
1,460 315 39,091,485 74.3
4638 1000 52,603,865 100.0

*Individual Holders include 1,039 participants in the Henderson Investors Invesiment Trust Share Plan.
*“Institutional Holders include nominee and other companies which hold shares on behaif of individual investors, including

PEP participants.

Nominee Code

¢ Henderson High Income Trust plc undertakes to
provide copies of shareholder communications to
nominee operators, who have indicated in advance a
wish to receive them, for the purpose of distribution to
their customers.

e Nominee operators are encouraged to advise
investors that they are able to atiend meetings, and to
speak at meetings when invited by the Chairman.

e Any benefits and incentives to registered
shareholders will, so far as is practicable, be oifered
to nominee shareholders.

Investors in the Henderson Investors Investment Trust
Share Plan, the Henderson Investors Selection PEP and,
the Hendersan Investors Investment Trust PEP receive all
shareholder communications. A letter of direction is
provided io facilitate voting.



Statement of Directors’ Responsibilities in
respect of the Accounts

Company law requires the directors to prepare accounts

for each financial year which give a true and fair view of

the state of affairs of the Company and of the Group and
of the net revenue of the Company and of the Group for
that period. In preparing those accounts, the directors are
required to:

o 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 accounts; and

Report of the Auditors

to the members of Henderson High Income Trust plc

We have audited the accounts on pages 18 to 29, which
have been prepared under the historical cost convention,
as modified by the revaluation of investments, and the
accounting policies set out on page 21.

Respective responsibilities of directors and auditors
As described above, the Company's directors are
responsible for the preparation of the accounts. It is our

responsibility to form an independent opinion, based on our

audit, on those accounts and to report our opinion to you,

Basis of opinion

We conducted our audit in accordance with Auditing
Standards issued by the Auditing Practices Board. An
audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the accounts, it
also includes an assessment of the significant estimates
and judgements made by the directors in the preparation
of the accounts, and of whether the accounting policies
are appropriate to the Group'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

i6

e prepare the accounts on the going concern basis,
unless it is inappropriate to presume that the Group
will continue in business.

The directors are responsible for ensuring that proper
accounting records are kept which disclose with
reasonable accuracy at any time the financial position of
the Company and of the Group and enable them to
ensure that the accounts comply with the Companies Act
1985. They are also respensible for safeguarding the
assets of the Company and of the Group and hence for
taking reasonable steps for the prevention and detection
of fraud and other irregularities.

necessary in order to provide us with sufficient evidence
to give reasonable assurance that the accounts 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 accounts.

Opinion

In our opinion the accounts give a true and fair view of
the state of the Company and of the Group’s affairs as at
31 December 1997 and of the total return and cash
flows of the Group for the year then ended and have
been properly prepared in accordance with the
Companies Act 1985.

Mi[;{{ /zf/&\«%\a

Deloitte & Touche

Chartered Accountants and Registered Auditors
Stonecutter Court

1 Stonecutter Street

London EC4A 4TR

5 March 1998



Corporate Governance

The directors consider that during the year the Company
has complied fully with The Code of Best Practice (*the
Code"} issued by the Cadbury Committee on the Financial
Aspects of Corporate Governance.

The Board and Committees

The Board comprises wholly non-executive directors and
meets regularly throughout the year. A majority of the
directors is independent of the Company's investment
manager. The Board has established audit and
management engagement committees with specific terms
of reference and details of the membership of these
committees are set out on page 2. Matters specifically
reserved for decision by the full Board have been defined
and a procedure adopted for directors, in the furtherance
of their duties, to take independent professional advice at
the expense of the Company.

Internal Financial Controls

The directors are responsible for the internaf financial
control systems of the Group and for reviewing their
effectiveness. These aim to ensure the maintenance of
proper accounting records, the relizhility of the financial
information upon which business decisions are made and
which is used for publication and that the assetis of the
Group are safeguarded. The internal financial contrels
operated by the Board include the authorisation of the
investment strategy and regular reviews of the financial
results and investment performance. The Board has
contractually delegated to external agencies, including the
investment manager, the management of the investment
portfolio, the custodial services {which include the
safeguarding of the assets) the registration services and
the day to day accounting and company secretarial
requirements. Each of these contracts was entered into
after full and proper consideration by the Board of the
quality and cost of services offered, including the financial
control systems in operation, in so far as they relate to the
affairs of the Group. The investment manager has
established an internal control framework to provide
reasonable assurance on the effectiveness of financial
internal controls operated on behalf of its clients. The
effectiveness of the internal financial controls is assessed

by the investment manager's compliance and internal
audit departments on an ongoing basis.

The Company's audit committee meets with
representatives of the investment manager and receives
reporis upon the quality and effectiveness of the
accounting records and management information
mairttained on behalf of the Group. It reviews the half year
and annual accounts and reviews the nature and scope of
the statutory audit and the findings therefrom.

These systems of internal financial control are designed to
provide reasonable, but not absolute, assurance against
material misstatement or loss. By the procedures set out
above the directors have kept under review the
effectiveness of the internal financial controls throughout
the period,

Going Concern

The directors believe that it is appropriate to continue to
adopt the going concern basis in preparing the accounts
as the assets of the Group consist mainly of securities
which are readily realisable and, accordingly, the Group
has adequate financial resources to continue in
operational existence for the foreseeable future.

Reporting

The auditors, Deloitte & Touche, have confirmed that, in
their opinion, with respect to the directors' statements on
internal financial control and going concern above, the
directors have provided the disclosures required by the
Listing Rutes of the London Stock Exchange and such
statements are not inconsistent with infoermation of which
they are aware from their audit work on the accounts; and
that the directors’ other statements above appropriately
reflect the Company's compliance with the other aspects
of the Cadbury Code specified for their review by Listing
Rule 12.43()). They were not required to perform the
additional work necessary to, and did not, express any
opinion on the effectiveness of either the Group’s system
of internal financial control or its corporate governance
precedures nor on the ability of the Group to continue in
operational exisience,
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Henderson Investors Investment Trust Share Plan

The Henderson investors Investment Trust Share Plan offers a simple and flexible way of investing in
Henderson High Income Trust plc. The Share Plan offers the foliowing:

# Regular savings from £50 per month/quarter or lump sum investments from £500

s A Share Exchange Service, whereby you can sell existing UK company shares, unit trusts or
gilts, and reinvest the proceeds in the Company

¢ An income reinvestment facility. Alternatively, dividends can be paid to your bank or building
society account

* All paperwork and documentation is simplified and reduced to a minimum

o Haif yearly valuations and complimentary newsletters

Henderson Investors Selection PEP
You can invest directly in Henderson High Income Trust ple through the Hendersen Investors Selection
PEP. The PEP offers the following facilities:

¢ Tax free income and tax free growth

¢ No initia PEP charges

¢ Fixed annual management charge of £30 (+VAT)

s Regular savings frbm £100 per month, or lump sum investmentis from £2,000

« Quarterly income withdrawal facility

e Half yearly valuations, reports and complimentary newsletters

Further Information

For a full information pack on the Henderson Investors Investment Trust Share Plan and the Henderson
Investors Selection PEP, please write to;

Henderson Invesiors, FREEPOST, Newbury, RG14 2ZZ.

No stamp is required. Alternatively, please contact your Professional Adviser for further information or
call our Investor Services Depariment at local rate on 0345 212 256 quoting the reference REPORT.
Please call (44) 171 452 1315 if you are telephoning from abroad.

Please remember that the value of an investment and the income from it can fali as well as rise as a
result of market and currency fluctuations and you may not get back the amount criginally invested.

Tax assumptions may change if the faw changes and the value of tax relief will depend upon your
individuat circumstances. Please note that the Government has cutiined plans for Individual Savings
Accounts, a new vehicle, to replace PEPs in Aprit 1999. However, it appears certain that existing PEPs
will retain their tax advantage until April 1999,

Issued by Henderson Investors which is the name under which Henderson Investors Limited and Henderson
Investment Funds Limited (both regulated by IMRO and the Personal Investment Authority) and Henderson
Administration Limited (regulated by IMRO), provide investrment products and services. The above companies
have their registered office at 3 Finsbury Avenue, London EC2M 2PA. Telephone 0171 410 4100.

Henderson

Investors

H1218/1997




