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Notes to the financial statements

for the year ended 30 September 2011

Northern Venture Trust PLCis a
Venture Capital Trust (VCT) managed
by NVM Private Equity Limited.

The trust was one of the first VCTs
launched on the London Stock Exchange
in 1995. It invests mainly in UK
unquoted companies and aims to
provide high long-term tax-freereturns
to shareholders through a combination
of dividend yield and capital growth.
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Financial summary

Year ended 30 September. 2011 2010
Net assets £62 6m £50 4m
Net asset value per share 87 8p 85 2p
Return pershare

Revenue 15p 12p
Capital 8 8p 6 8p
Total 10 3p 8 Op
Dividend per share declared in respect of the year 6 Op 75p
Cumulative return to shareholders since launch

Net asset value per share 87 8p 85 2p
Dwidends paid per share* 96 5p 39 0p
Net asset value plus dividends paid per share 184 3p 174 2p
Share price at end of year 77 Op 72 5p
Share price discount to net asset value 12 3% 14 9%

*Excluding proposed final dividend

Key dates

Sednsbbdndenenens aanasescse CesEEdsebrannan “decsrrrananannernitbiieany

Results announced
9 November 2011

Shares quoted ex dividend
23 November 2011

Annual general meeting

14 December 2011 {11 30am, institute of Directors,
116 Pall Mall, London, SW1Y 5ED)

Final dividend paid (to shareholders
on register on 25 November 2011)

16 December 2011
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Chairman’s statement

Your directors believe that the outcome for
the year is satisfactory and maintains your
company's position among the leading
long-term performers in the VCT market.

The past year has been challenging but
successful for our company, once more against
a backdrop of turbulent financialmarkets and

a strugghng UK economy Theinvestment
portfolio has continued to make good progress,
and after a well-recesved tender offerand share
1ssue the company’s net assets have exceeded
£60 million for the first time

Results and dundend

The NAV per ordtnary share at 30 September
2011 was 87 8p, compared with 85 2p ayear
earlier The return per share before dividends
as shown in the iIncome statement was 10 3p,
equivalent to 12 1% of the opening net asset
value We are pleased that the increase in the
size of the company has led to econarmes of
scale as envisaged in our November 2010 share
offer prospectus, with the total expense ratio
falling to 2 54% of average net assets this year
compared with 2 65%in the corresponding
pertad Given the challenging market conditions
prevailing over the past year, your directors
believe that the outcome for the yearis
satisfactory and maintains your company’s
position ameng the leading long-term
perfarmersin the VCT market

The board’s stated objective 1s to pay an annual
dividend to shareholders of at least 6 Op per
share, although in recent years it has been
possible an a number of occasions to exceed this
target Anwnterim dvadend of 3 0p per share for
the year ended 30 September 2011 was paid in
June 2011 and after careful consideration we
have decided to recommend a final dividend
also of 3 Op, making a total of 6 Op for the year,
inhne with our objective Quraims to achieve
abalance between providing an attractive and
consistent dradend yield to shareholders and
maintaining the company’s capital base as a solid
platform far the future In the current economic
cimate we believe that a 6 Op dividendis the
rnight level and one which we can realistically
hope to maintain in the short to medium term
on the 71 3 mullon shares now in 1ssue

Investment portfoho

The business review on pages 6 to 10 gives
details of movements in the ivestment
partfolio dunng the year Seven new venture
capital holdings were acquired at a total cost of
E6 4 million As expected, adverse market
conditions meant that exit opportunities were
imited, and the only sigmificant sale was that of
Promanex Group Holdings which brought cash
proceeds of £2 1 million as wellas a £0 5 million
inflow of aceurnulated loan stock interest The
sale price was in line with our latest carrying
value and represented a gain of 26% over cost, a
good result in the current economic climate In
addition a further £ 9 millton of deferred
proceeds from the September 2009 sale of DxS
was recognisedin the year, bringing the
cumulative receipts to £9 6 million from an
onginalinvestment of £1 1 million

Share 1ssue and tender offer

InNovemnber 2010 the company made a
tender offer to purchase 10% of the issued
share capital at a 3% discount to NAV, alang
similar lines to a previous tender offer in 2005
The tender offer was fully taken up with
approximately 5 9 milhon sharesbeing re-
purchased at a cost of £4 7 million Shareholder
feedback has been postive and your boardwill
keep under revtew the possibihty of a further
tender offer in the future

In Novernber 2010 a new pubkic offer of
ordinary shares was launched with a target of
raising

£15 millton before expenses The offer proved
popular with investors, closing fully subscribed
in mid-February, and was we believe the only
2010/11 generalist VCT offer to sell out before
the end of the tax year Many of our existing
shareholders took the opportunity to make a
further investment, and 1 would like to thank
all of our shareholders for their continuing and
valued support
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Share buy-back policy

It was announced in August 2010 that in
order to assist th the provision of iquidity to
shareholders, the company would follow a
policy of buying back its shares in the market
at a 15% discount to the latest published NAV,
subject to market conditions and the avallability
of cash resources and distributable reserves
In the event it has not been necessary for the
company to use its buyback powers since the
completton of the tender offer in December
2010, as secondary market demand for the
shares has rermained strong Thisisnot
surprising given the attracttve tax-free yield
which our eurrent distribution policy offers

The mid-market share priceranged between a
low of 70%p and a high of 79p during the year,
and the discount to NAV at the end of the year
was 12 3%

VAT on management fees

During the year a further £132,000 was
recovered in relation to VAT previously paid

on investment management fees, taking the
cumulative total to £634,000 Our managers
continue to pursue a claim against HM Revenue
& Customs for the payment of compound rather
than simple interest on VAT repayments,

but we have been advised that this will take

a considerable ume toresclve and in the
meantime no credit has been takenin our
accounts for possible future recovenes

VCT qualifying status

The company has maintained its approved
venture capital trust status with HM Revenue
& Customs The company’s compllance with
the VCT qualifying conditions 1s closety
momnitored by the board, who recewe regular
reports from our managers and from our VCT
taxation adwisers, PricewaterhouseCoopers LLP




Corporate governance

Theboard's detailed staterment on corporate
governance mattersis set outon pages 20to 24
The company cantinues to comply with the
provisions of the Association of Investment
Companies Code of Corporate Governance and
the directors review the rote and effectiveness
of the hoard, 1ts committees and individual
directors annually During the past year we
have adopted the Code’s recommendation that
directors who have served for more thannine
years should seek re-election at each annual
general meeting The board's remit includes
approving all investment and divestment
decisions and dunng the year we met seven
tumes inpersonand 17 times by conference call

Board of director s

Pnmrase Scott retired from the board at
the close of the annual general meeting n
December 2010, at which time | expressed
the board’s gratitude to Prmrose for her
contnbution over the first 15 years of the
company’s hife

Annual ?eneral meeting and
shareholder presentation

The 2011 annual general meeting will take place
in central London on Wednesday 14 December
2011 Details of the formal business of the
meeting are set out in a separate aircular which
1s being sent to shareholders with the annual
report We look forward tameeting shareholders
on that occasion and also at NVM Private
Equity’s VCT serminar on Tuesday 24 January
2012

Outlook

Despite the unhelpful business environment it
15 encouraging to note that many of our
portfolio companies have continued to make
good progress Itis clear that areturnto
consistent growth in the UK economy 1s some
way off, and this will mewitably constramn the
performance

of individual Investments to a certain extent

By wartue however of our fund-raising and
successful realisations we are nowholding a
stgmificant amount of cash, which we plan to use
selectively over the shortto medium term to
take advantage of reasonably-priced pnvate
equity epportunities - some of which we expect
to result from the difficulty which many smali
and medium sized companies are experiencing
in obtaiming funding from UK cleanngbanks we
wall seek to maintain the company’s excellent
long—term performance record by continuing
to apply the principles developed aver many
years and we believe that this should continue
ta produce good returns for our shareholders

John Hustler
Chairman g November 2011
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Directors and advisers

John Hustler FCA MCSI CF
{Chatrman)

aged 65, was for ten years a corporate finance
partner at KPMG, where he was head of venture
capital, he formed Hustler Venture Partners
Limited, a specialist adviser to small firms, in
1993 He 1s non-executive chairman of Octopus
Titan VCT 2 PLC and a non-executive director of
Hygea VCT plc He was apponted to the board
1n 1995 and became charrman i 2009

Nigel Beer FCA

aged 57, was formerly London Head of
Corporate Finance at KPMG He has over

20 vears’ expenence of private equity and
carporate transactions and investments

He 1s a non-executive director of Commumnty
Health Partnerships Lmited which invests

1n health sector infrastructure, and three
cammercial property investment companies

Michael Denny

aged 68, was chairman of NVM Private Equity
Limited untii his retirement in 2008 Heisanon-
executive director of Northern 2 VCTPLC and 15
a past chawrman of the British Private Equity and
Venture Capital Association He was appainted
tothe board in 1995

Ross Peters MA

aged 68, was a director of Murray Johnstane
Limited for fifteen years and chief executive
and founder of their venture capital actiaties
He formed Stevenson Stewart, an adwiser to
technology based companses, in 1992 Heis

a non-executive director of a number of private
companies He was appointed to the board

n 2001

Hugh Younger LLB

aged 53, 15 senior partner at Murray Beith
Murray, aleading firm of solicitors based

in Edinburgh He has more than 25 years’
expernence of private chient work and brings
a perspective on matters relating to wealth
management and asset protection He was
appomted to the board in 2009

Secretary and registered office

Chnistopher Mellor FCA MCSI
Northurnberland House
Princess Square

Newcastle upon Tyne NE1 8ER
Telephone 0191 244 6000
Fax 0191 244 6001

Email nvt@nvm co uk

Registered number
3090163

Investment manager
NVM Private Equity Limited
Northumberland House
Princess Square

MNewcastle upon Tyne NE1 8ER

Fweed-interest investment
aduisers

Sarasin & Partners LLP

Juxon House

100 5t Paul's Churchyard

London ECAM 8BU

Independent auditors
KPMG Audit Ple

Saltire Court

20 Castle Terrace

Edinburgh EH1 2EG

Taxation aduvisers
PricewaterhouseCoapers LLP
1 Embankment Place

London WC2N 6RH
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Sohlcitors

Dickinson Dees LLP

St Ann’s Wharf

112 Quayside

Newcastle upon Tyne NE99 15B

SJBerwin LLP
10 Queen Street Place
London EC4R 1BE

Stockbrokers

Singer Capital Markets Limited
1 Hanover Street
London W151YZ

Bankers

Bank of Scotland
Head Office

The Mound
Edinburgh EH11Y2

Registrars

Equenits Limited

Aspect House

Spencer Road

Laneing BN99 6DA

Shareholder helpline 0300028 2349
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Shareholder information

The trust invests mainly in unquoted
venture capital holdings.

The Company

Northern Venture Trust PLCIS a Venture Capital
Trust (VCT) which has been histed on the London
Stock Exchange since 1995 The company
invests mainly in unquoted venture capital
haldings, with its rematning assets invested

in a portfolio of hsted fixed-interest and equity
nvestments and bank deposits

The company s amember of the Association
of tnvestment Companies {AIC)

Northern Venture Trustis managed by NVM
Private Eguity imited (NVM), an independent
specialist firm of venture capital managers
based in Newcastle upon Tyne and Reading
NVM also acts as manager of three other listed
nvestment companies, Northern Investors
Company PLC, Northern2 VCTPLC and
Narthern 3 VCT PLC, and has a total of over £200
milhonunder management

Venture Capttal Trusts

Venture Capital Trusts (VCTs) were introduced
by the Chancellor of the Exchequer inthe
November 1994 Budget, the relevant legislation
being contatned in the Finance Act 1995 VCTs
are intended to provide a means whereby
pnvate indmiduals can invest in small ungquoted
trading companies in the UK, with an incentive
in the form of a range of tax benefits With
effect from 6 Apnl 2006, the benefits to eligible
nvestors include

* income tax relief at up to 30% on new
subseriptions of up to £200,000 per tax
year, provided the shares are held for at
least five years,

+ exemption from income tax on dividends
paid by VCTs {such dividends may inctude the
VCT's capital gains as well as its ncome), and

« exemption from capital gains tax on
disposals of shares in VCTs

Subscnbers for shares in VCTs between

6 Apnl 2004 and 5 Apnl 2006 were entitled to
income tax reltef at 40% rather than 30% and
the shares had tobe held for at least three years
rather than five years Prior (o6 Apri 2004,
subscribers for shares in VCTs were entitled
taincome tax relief at 20% and could also
obtan capital gains deferral relief Capital gang
deferred by pre-6 Apnl 2004 subscriptrons are
not affected by the subsequent changes in VCT
tax reliefs

Financaal calendar

The company’s financal calendar for the year
ending 30 September 2012 1s as follows

May 2012

Half-yearly financial report for six months
ending 31 March 2012 published

Junez2012
Intenm dividend paid

November 2012

Final dividend and results for year ending
30 September 2012 announced, annual
report and financial statements published

December 2012
Annual general meeting, final diwvidend paid

Share price

The company’s share prices carried daily
n the Finanaal Times, the Darly Telegraph,
the Newcastle Journal and The Herald The
company's FTSE Actuaries classification is
“Investment Cornpames —VCTs"

Arange of shareholder information i1s provided
on the internet at www shareview co uk by the
company’s registrars, Equinitt imited, including
details of sharehaldings, indicative share prices
and information on recent dividends {see page 4
for contact details for Equimiti Limited)

Share price nformation can also be obtainedwia
the NVM website at www nvm co uk

Dwidend nvestment scheme

The company operates a dividend investment
scheme, gvng shareholders the option of
reinvesung their dividends in new ordinary shares
in the company with the benefit of the taxreliefs
currentlyavailable to VCT subscribers Infarmation
about the plan can be obtained from the Company
Secretary{see page 4 for contact details)
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Business review

The company’s objective is to provide high long-
term tax-free returns to investors through a
combination of dividend yield and capital growth,
by investing in a portfolio mainly comprising
holdings in UK unquoted companies.

This review has been prepared by the directors
n accordance with the requirements of Section
417 of the Companies Act 2006, and forms part
of the directors' report to shareholders The
cormpany's independent auditors are required
by law toreport an whether the information
given in the directors' report (induding the
business review) s consistent with the financial
statements The auditors' opinionis included in
their report on page 26

Objectives and investment policy

The company’s objective 1s to provide high
long-term tax-free returns to investors through
a combination of dividend yield and capital
growth, by investing in a portfolio mamnly
comprising holdings in UK unguoted companses

The company 1s a Venture Capstal Trust
appraved by HM Revenue & Customs Inorder
tomaintain approved status, the company must
comply on a continuing basis with the provisions
of Section 274 of the Income Tax Act 2007, in
particular, the company s required at all times
to hold at least 70% ofits investments (as
defined inthe legislation) in VCT-gualifying
holdings, of which at least 30% must comprise
ehgible ordinary shares For this purpose a
"WCT-qualifying holding” consists of up ta

£1 mullion invested in any one year in new
shares or secunties of a UK unquoted company
{which may be quoted on AIM) which 1s carrying
on a qualifying trade, and whose gross assets at
the time of investment do not exceeda
prescribed it The definition of “qualifying
trade” excludes certain activities such as
property investment and development,
financial services and asset leasing

The company’s iInvestment policy has been
destgned to enable the company to comply with
the VCT qualifying conditions set out above The
directors intend that the long-term disposition
of the company’s assets will be approximately
80% in a portfolio of VCT-qualifying unquoted
and AlM-quoted investments and 20% in other
investments {including listed fixed-interest and
equity securnittes and bank deposits), to pravide
a reserve of iquidity which will maximise the
company’s flexibility as to the tming of
nvestment acquisitions and disposals, dividend
payments and share buy-backs Within the
VCT-qualifying portfolio investments wili be
structured using various listed and unlisted
investrment instruments, including ordinary and
preference shares, loan stocks and convertible
securities, to achieve an appropriate balance

of income and capital growth, hawing regard
tothe VCTlegisiation The portfolio willbe
diversified by investing in a broad range of
VCT-qualifying industry sectors and by holding
investments incompanies at different stages
of matunityin the corporate development cycle
Thenarmal investment holding period will be
in the range from three to sevenyears Upto
approximately 10% by cost of the company’s
investments may be in early stage companies
with bigh growth potential

The target size range for VCT-qualifying
Investments s from approximately £250,000

to £1 million {the maximum permitted within
any tax year), with an average investrnent of
over £750,000 Asaresult, and based onthe
company’s present gross assets of
approximately £63 milhon, no single investment
would normallty represent in excess of 2% of the
company’s total assets at the time of
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acquisition However shareholders should

be aware that the company’s VCT-qualifying
investments are held with a view to long-term
capital growth as well as incorme and will often
have limited marketability, as aresult itis
possible thatindividual holdings may grow
invalue to the point where they representa
significantly higher proportion of total assets
priorto a realisation opportunity being
avatlable Investments will narmally be made
using the company’s equity shareholders’
funds and it is not intended that the company
will take on anylong-term borrowings

The carmpany 1s entitled to participate prorata
tonet assetsin all investment oppartunities
developed by NVM Private Equity Limited
{NVM) and regularly invests alongside the
other funds managed by NVM, enabling the
funds together to undertake Investment
commitments In any one investee company
of up to approxumately £7 million Undera
co-Investment scheme introduced in 2006,
NVM executives are required to invest
personally alongside the funds in each new
investee company on a predetermined basis




Table 1 Venture capital portfolio cash flow

New Sales Netinflow/
investment praceeds {outflow}

Year ended 30 September £000 £000 £000
2007 7,691 6,390 {1,301)
2008 9,006 13,386 4,380
2005 2,187 9,978 7,791
2010 7,333 6,023 {1,310)
2011 6,399 4,199 (2,200}
Total 32,616 39,976 7,360

Table 2 Movements in net assets and net asset value per share

Pence per
ordinary
£000 share
Net asset value at 30 September 2010 50,414 852
Netrevenue {Investment Income less revenue expenses and tax) 975 15
Capital surplus 2nsing on investments
Realised net gains on disposals 1,277 19
Movements in fair value of Investments 5,125 77
Management expenses allocated to capital account {net of tax relief) {518} {08)
Total return for the year as shawn tn income statement 6,859 103
Proceeds of 1ssue of new shares (net of expenses) 14,782 -
Shares re-purchased for cancellatton {4,696} {02)
Net movement for the year before dividends 16,945 101
Netasset value at 30 September 2011 before dividends recogmised 67,359 953
Dividends recognised in the financial statements for the year {4,789) {7 5)
Net asset value at 30 September 2011 62,570 878

Investment management

NWVM has acted as the company's investment During the year under review Northern
manager since inception NVM has an Venture Trust achieved a total returnto
expenenced team of venture capital executives ordinary shareholders, before divdends,
basedn its offices in Newcastle upon Tyne and of 10 3p per share, equivalent to 12 1% of
Reading and currently has over £200 million the opening net asset value per share of 85 2p
under management in three VCTs and one The movement intotal net assets and net asset
irwvestrment trust value per share 1ssummarised in Table 2

Overview of the year

The board’s management engage ment
committee reviews the terms of NVM’s
appointment as investment manager on
aregular basis The principal terms of the
company’s management agreement with
NVM are set outin Note 3 to the financial
staterments

The netinvestment in the venture capital
portfolio dunng the yearwas £2 2 million,
comprising new thvestrnents of £6 4 million
less sales proceeds and repayments of

£4 2 milion Partfolio cash flow aver the
past five yearsis summansed inTable 1

During the year the company raised

£14 8 million (net of expenses) through a pubhec
offer of newshares and returned £4 7 mitlion to
shareholders through a tender offer After
taking account of other cash flows, the
company’s total cash and deposits increased
over the year by £4 0 million to £28 3 million In
additron the company holds hsted fixed-mnterest
and equity mvestments valued at £6 0 milhon,
reduced shghtly from £6 2m at 30 September
2010
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Business review continued

Age of investment
® Upto 1year 15 9%
® 1-3 years 295%
@ 3-Svyears 28 1%
® 5-7 years 18 1%
@ Over7vyears 12 4%

Dundends

The directors have declared dividends totalling
6 Op per share in respect of the year, comprising
1 2p revenue dividend and a 4 8p dividend from
reahsed capital gains

Investment portfolo

During the year ended 30 September 2011,
seven new holdings were added to the venture
capital portfolio at a cost of £5 9 mllion, and
additional investments totalling £0 5 million
were made n existing portfolio companies
The portfolio at 30 September 2011 compnsed
43 holdings with an aggregate value of

£38 1 muiliton

Asummary of the venture capital holdings at
30 September 2011 s givencn page 11, with
information an the fifteen largest investments
onpages 12ta 15

New investments

The new investments completed during the
year were

+ Brady(£142,000) - AIM-quoted developer
of software solutions for glabal commodity
trading, Cambridge

* Cawood Saentific {£1,073,000) —laboratory
services for land based industries,
Bracknell/Cawood

* Altacor (£477,000} - developer of
specialty ophthalrmic pharmaceutical
products, Cambndge

~ o9
%) ~
@ o0

803

o —
r~ [=]
-] ot
2007 2008 2009 2010 2011

Net asset value (p)

Control Risks Group Holdings {£746,000) —
international specialist nsk consultancy,
London

+ Closer2 Investments (£888,000) —business-
ta-business exhibition management (sister
company to Closerstll Haldings), London

= Kitwave One (£1,582,000} — wholesaler
of confectionery, soft drinks, snacks, beers,
wines and tobacco, North Shields

+ Tinglobal Holdings {£988,000} — supplier
of refurbished mid-range computer
equipment, Cirencester

Investment realisations

Detalls of Investment sales during the year
are given in Note 9 on page 35 The most
sighificant realisations (onginal cost or sales
proceeds in excess of £0 5m) are summansed
inTable3

Promanex Group Holdings was sold to Costain
Group for cashin August 2011n a deal which
not only generated a capital surptus aver the
ongnal cost, but also facihitated the payment
of approximately £0 S rmillion of accrued
Investment ihcome nat previously recogrised
in Northern Venture Trust’saccounts Afurther
£886k of deferred proceeds from the 2009 sale
of Dx5 was recogrised during the year Frontier
Foods, which had been written down tonil
value in the 30 September 2010 accounts, went
into admimistration following a period of trading
underperformance

1526
1541
166 3
174 2
184 3

2007 2008 2009 2010 2011

Net asset value plus cumulatve
dimndends paid per share (p)
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Industry sector

® Computer 36 8%
® Construction 10 6%
& Consumer 99%
® Industnal/manufactunng 11 5%
@ Services 20 5%
® Healthcare/biotechnology 8 1%
@ Other 2 6%

Por tfolio composition

The pie charts above show the composition
of the venture capital investment portfolio at
30 September 2011 by value according to age,
industry sector, financing stage and whether
quoted or unquoted The portfolia s well
diversified and the company has continued to
invest primanly in manufacturing and service
businesses which meet the managers’ key
cnteria of good value, growth potential, strong
management and ability to generate cash

Given the generally difficult market conditions,
the portfolio has on the whole made
satisfactory progress during the year The
directors have continued to take a prudent
approach to investment valuation but have
been able to recognise encouraging
perfarmance by a number of companies,
notably Alaric Systems, Closerstiil Holdings and
Kerndge Commercial Systems |nthe AIM
quoted portfolio there have been significant
value gains for Tikit Group, IDOX and Advanced
Computer Software Group However the short-
term economic outlook remains negative and
this will inewitably present challenges to our
companies

[= wy wn wn o
o ~ ~ ~ w

2007 2008 2009 2010 2011

Dividend per share (p)
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Financing stage

47 1%

44 4%
85%

® Expanston
® MBO/MBI
® Early stage

Table 3 Swgnificant tnvestment realisations

Realised
Date of Onginal Sales  surplus/
original cost proceeds {deficit)
Company investment £000 £000 £000
Promanex Group Holdings —trade sale 2047 1,695 2,136 441
DxS —deferred consideration 2001 - 886 886
Closerstil Holdings —loan stock
repayment 2008 750 750 -
Frontier Foods —in adminestration 2007 579 - {579)
Table 4 Investment valuation by category
% of
Numberof Valuation portfolio
Category investments £000 by value
Unquoted investments at directors’ valuation
Earmings multiple 14 16,413 43
Original eost 11 12,683 33
Original cost less provision 4,357 11
Independent valuation 1 896 3
Quoted investments at bid price
Listed on London Stock Exchange 1 375 1
Quoted on AlM 10 3,409 9
Total 23 38,133 100
[=] v o [Fal (%] [+=] ~ - T3} =t
- o v P o w (=11 w 0 uw
P~ M~ (5] [} (-1} ™~ o~ o~ ~ ~

2007 2008 2009 2010 2011

Cumulabtive dividends
pershare (p}

2007 2008 2009 2010 2011

Total expense rahio (%)

Quotation

8 Ungquoted 90 1%

0 AIM 89%

[ JL3: 10%
Valuation policy

Unquoted investments are valued in accordance
with the accounting policy set outon page 31,
which takes account of current industry
guidelnes for the valuation of venture capital
portfolios Provision against cost s made where
aninvestmentis under-performing significantly

As at 30 September 2011 the number of
investments falling Into each valuation category
was as shown in Table 4

Key performance mdicators
The directorsregard the following as the
keyindicators pertaining to the company’s
performance

Net assetvalue and total return to
shareholders the charts on the bottom of
the opposite page show the movement innet
assetvalue and total retumn (net asset value
plus cumulative drndends) per share over
the past five financial years

Dividenddistributions the charts on the bottomn
of this and the opposite page show the dmdends
(indluding proposed final dividends) dedared

in respect of each of the past five financial years
and onacumulative basts since nception

Total expense ratio the chart below shows

the total annual running expenses {including
Investment management fees charged to capital
reserve) asapercentage of the average net
assets attnbutable to shareholders for each

of the pastfive financial years
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Business review continued

Malintenance of VCT qualifying status the
directors believe that the company has at all
ttrmes since inception comphed with the VCT
qualifying conditions laid down by HM Revenue
& Customs

Risk management

The board carnes out a regular review of the nsk
environrment in which the company operates
The pnnapal nsks and uncertainties identified
by the board are as follows

tnvestmentrisk the majonty of the company’s
investments are in small and medium-sized
unquoted cornpanies which are VCT qualifying
holdings, and which by their mature entail a
higher level of risk and lower liquidity than
investments in large quoted companies The
directors and the managers aim to hmut the
nsk attaching to the portfolio as a whole by
careful selection, close monitoring and timely
realisation of investments, by carrying out
ngorous due diligence procedures and by
rmamntaining a wide spread of holdings in
terms of financing stage, industry sector and
geographical location The board reviews

the investment portfolio with the managers
on a regularbasis

Financiakrisk as mostof the company’s
nvestments nvolve a medium- ta long-term
commutrment and are relatively iliquid, the
directors consider thatitis inappropriate to
finance the company’s acuvities through
borrowing except on an occasional short-term
basis Accordingly they seek to maintaina
proportion of the company’s assets in cash or
cash equivalents in order to be in a position to
take advantage of new unquoted investment
opportuntties The company has very ittle
direct exposure to foreign currency rnisk and
does not enter into derivative transactrons

Economic nisk events such as economic
recesston ar general fluctuation in stock
markets and interest rates may affect the
valuation

of Investee compantes and their ability to
zccess adequate financial resources, as well
as affecting the company’s own share price
and discount to net asset value

Stock market risk Sorne of the company's
venture capital investments are quoted on

the London Stock Exchange or AIM and willbe
subject to market fluctuations upwards and
downwards External factors such as terronst
activity can negatively impact stock markets
worldwide in times of adverse sentiment there
can be very little, if any, market demand for
shares in smaller quated companies

Liquidity risk the company’s investrments may
be difficult to realtise The fact thata stocks
quated on a recogmised market does not
guarantee its hquithty and there may be alarge
spread between bnd and offer pnces Unquoted
investments are not traded ona recogrused
stock exchange and are inherently ifliquid

Intemal control risk. the board regularly
reviews the system of internal controls, both
financial and non-financial, operated by the
company and the manager These include
controls designed to ensure that the company’s
assets are safeguarded and that proper
accounting records are maintained
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VCT qualifying status risk the company s
required at all tmes to observe the conditions
lasd down in the Incorme Tax Act 2007 for the
maintenance of approved VCT status The loss
of such approval could lead to the company
losing its exemnption from corporation tax on
capital gains, to nvestors being liable to pay
income tax on dividends recewved from the
company and, tn certain circumstances, to
investors bewng required to repay the initial
income tax relief on therr investment The
manager keeps the company’s VCT qualifying
status under continual review and reports to
the board on a quarterly basis The board has
alsa retaimed PricewaterhouseCoopers LLP

to undertake an independent VCT status
monitonng rale

Future prospects

The autlook for the UK economy and financial
markets 1s currently uncertain The company
has awell-diveraified investrment portfolio and
a strang reserve of liguid assets, and the board
and manager will continue to focus on the
objective of generating a good flow of dividends
tginvestors whilst maintaming the campany’s
assetbase

By order of the Board

C D Mellor

Secretary g November 2011




Investment portfolio

as at 30 September 2011

Cost Valuation % of net assets
£000 £000 by value
Fifteen largest venture capital investments (see pages 12 to 15)
Kerridge Commercial Systems 1,740 3,672 59
Weldex {International) Offshore Holdings 3,262 3,262 52
Alanc Systems 2,175 2,602 42
CGI Group Haoldings 3,449 1,965 31
CloserStll Holdings 1,000 1,731 28
Paladin Group 1,709 1,601 26
Kitwave One 1,582 1,582 25
Envirotec 313 1,263 20
Areigh International 775 1,210 19
Axial Systems Holdings 1,004 1117 18
Cawouod Scientific 1,073 1,073 17
Evolve Investments 995 935 16
RCC Ufesciences 995 985 16
Tinglobal Holdings 988 988 16
Wear Inns 979 979 15
22,539 25,035 400
Other venture capital investments
Promatic Group 1,229 922 15
Tikit Group* 754 916 15
Advanced Computer Software Group®* 381 9086 15
Control Risks Group Holdings 746 896 14
Claser2 Investrients 838 888 14
1DOX™ 298 873 14
KP) Software Services 995 870 14
Lanner Graup 832 832 13
1G Doors 308 670 11
Mantis Deposition Holdings 613 613 10
S&P Coil Products 240 581 09
Direct Valeting 433 564 09
Interiube Systems 88 559 09
e-know net 360 529 08
Optilan Group 1,000 500 08
Altacor 477 477 08
Stnclair 1S Pharma* 425 375 06
Vectura Group™* 211 375 06
Gentronix 535 242 04
Brady* 142 169 03
Brulines Group* 184 139 02
Warmseal Windows {Newcastie) 400 100 02
Spectrum Interactive 277 71 01
RTC Group* 436 12 -
Summit Corporation® 195 12 -
Twenty® 198 7 -
Astbury Marsden Holdings 1,177 - -
Plethora Solutions* 22 - -
Total venture capital Investments 36,383 38,133 610
Total hsted equity investments 3,993 3,458 55
Total hsted fixed-interest nvestments 2,811 2557 41
Total fixed asset investments 43,187 44,148 706
MNet current assets 18,422 294
Netassets 62,570 1000

* Queted an AIM
** Listed on Lendon Stock Exchange
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Fifteen largest private equity investments

Kerridge Commercial Systems Lumited

Cast

Valuatton

Basis of valuation
Equity held
Business/location

History
Other NVM funds

nvesting
Incatne 1n year

£1,740,000

£3,672,000

Earmings multiple

8 B% {NVM funds total 45 C%)

Software developer for wholesale and retail
distnibution sectors, Hungerford

Management buy-out from ADPinc,
March 2010, led by NVM Private Equity

Marthern Investars Campany, Northern 2 VCT,
Northern 3 VCT

Dwvidends nd, loan interest £125,000

Audited financial mformation

Period ended 30 September 2010*
£m
Sales 116
Profit before tax 07
Profit after tax 05
Net assets 17

*6 mgnthsended 30Septernber

Weldex (International) Offshore Holdings Limuited

Cost

Valuation

Basis of valuation
Equity held
Business/location

History
Other NVM funds

investing
Income in year

£3,262,000

£3,262,000

Cost

5 0% {NVM funds total 10 0%)

Hire of large crawler cranes to the construction
industry, inverness

Institutional buy-out n June 2010, led by
Dunedin Capital Partners

Northern Investors Company
Nil
Audited financial mformahon

First audited accounts will be for the period ending
30 November 2011

Alaric Systems Limited

Cost

valuation

Basis of valuation
Equity held
Business/location

History
Other NVM funds

investing
Income 1n year

£2,175,000

£2,602,000

Earmings multuple

15 6% {NVM funds 36 5%)

Developer of electronic payment protection
software, London

Developrment capital financing in November 2000,
led by NVM Private Equity

Northern Investors Company, Northern 2 VCT

Nil

Audited financral mformation

Year ended 31 March 2011 2010

£m £m
Sales 55 39
Profit befare tax 04 01
Profit after tax 04 01
Net llabilities {11) {15)

CGI Group Holdings Lurated

Cost

Valuation

Basis of valuation
Equity held
Business/location

Histery

Other NVM funds
investing

Incarme tn year
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£3,449,000

£1,965,000

Cost less prowvisian

17 5% (NVM funds total 26 2%)

Manufacture of fire resistant and safety glass,
Warnington

Retapitalisation in Apnil 2008 of CG1Group
{oniginally a management buy-out tnvestment
in February 19499), led by Dunedin Capital
Partners

Northern Investors Company

Nil

Audited financial information

Yearended 31 December 2009 2008*
£m fm
Sales 116 107
Loss befare tax {05) (11)
Loss after tax {07) ({12)
Net liabtlitres {09) (02)

*1¢ menths ended 31 December




CloserStill Ioldings Limited

Cost

Valuation

Basis of valuation
Equity held
Business/location

History
Other NVM funds

investing
Income 1n period

£1,000,000

£1,731,000

Earnings multiple

12 0% {NVM Funds 47 6%)

Business-to-business exhibition management,
London

Acquisition capital financing in September 2008,
led by NVM Private Equity

MNorthern Investors Company, Northern 2 VCT,
Northern 3 VCT

Dividends nil, loan stock interest £59,000

Audhtted finanaial informahon

Paladin Group Limited
Cost £1,709,000
valuation £1,601,000

Basis of valuation
Equity held
Business/location
History

Other NVM funds
investing

Income in year

Earnings multiple
14 7% {NVM funds total 50 8%)
Prowvider of property management services, Bath

Development capital investment, June 2006,
led by NVM Pnivate Equity

Northern lnvestors Company, Northern 2 VCT,
Northern 3VCT

Dvidends al, loan stock interest
£61,000

Audited financtal information

Year ended 31 December 2010 2009* Year ended 31 March 2011 2010
£m Em £m fm
Sales - - Sales 16 6 196
Loss before tax {05) (06} Profit/{loss) before tax 01 (11)
Loss after tax (05) (06) Profit/{loss) after tax 01 (0 9)
Net assets 03 Q9 Net assets 12 12
*16 rmonths ended 31 December

Kitwave One Linuited Enuvirotec Linuted

Cost £1,582,000 Cost £813,000

Valuation £1,582,000 valuation £1,263,000

Basis of valuation
Equity held
Business/location

snacks,

History

Other NVM funds
Investing

Cost
8 1% (NVM funds total 41 6%)
Wholesaler of confecttonery, soft dnnks,

beers, wines and tobacco, North Shields

Growth capital investment in March 2011, led
by NVM Private Equity

Northern Investors Company, Northern 2 VCT,
MNorthern 3 VCT

Audited finanaal information

First audited accounts will be for the period ending
30Apnl 2012

Basis of valuation
Equity held
Businessflacation

History
investor,

Other NVM funds
investing

Earmings multiple
9 7% {NVM funds total 35 0%)

Manufacture of air curtains and air handling
equipment, High Wycambe

Management buy-out frorn institutional

January 2005, led by NVM Private Equity

Nerthern Investors Company, Northern 2 VCT,
Narthern 3VCT

Audited financral information

Year ended 28 February 2010 2009

£m fm
Sales 82 18 6
Profit before tax 10 21
Profit after tax 10 13
Net assets 41 42
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Fifteen largest private equity investments
continued

Arleigh International Linuted

Cost

Valuation

Basis of valuation
Equity held
Business/location

History
Other NVM funds

investing
Income In year

£775,000
£1,210,000

Earnings multiple

10 4% {NVM funds total 41 6%)

Suppliers of accessories and spares to the
haliday hame and boating markets, Nuneaton

Management buy-out from Firstserve,
Dctober 2004, led by NVM Private Equity

Northern Investors Company, Northern 2 VCT,
Northern 3 VCT

Dividends £26,000, loan stock interest £67,000

Audited financal infor mation

Year ended 31 December 2010 2009

£m £€m
Sales 132 120
Profit before tax 03 09
Profit after tax 05 06
Net assets 07 17

Axial Systems Holdings Lunited

Cost

Valuation

Basis of valuation
Equity held
Business/flocation

History
Other NVM funds

Investing
Income in year

£1,004,000

£1,117,000

Earmings multiple

8 2% (NVM funds total 45 7%)

Supplier of distributed network management
solutions, Mardenhead

Management buy-out from private ownership,
March 2008, led by NVM Private Equity

Narthern investors Company, Northern 2 VCT,
Northern 3VCT

Dividends nil, loan stock interest £41,000

Audited financial mformahon

Yearended 31 May 2011 2010

£m fm
Sales 171 133
Profit before tax o4 02
Profitafter tax 01 -
Net assets 14 13

Cawood Scientific Limited

Cost

Valuation

Basis of valuation
Equity held
Busmness/location

History
Other NVM funds

investing
income in year

£1,073,000

£1,073,000

Cost

11 9% {NVM funds total 45 6%}

Laboratory services for land-based industries,
Bracknell/Cawood

Management buy-out financing in
December 2010, led by NVM Private Equity

Morthern Investors Company, Northern 2 VCT,
Narthern 3 VCT

Drvidends nil, loan stock interest £62,000

Audited finanaal mformation

Period ended 31 March 2011*
£m
Sales 22
Profitbefore tax 01
Loss after tax {0 3)
Net assets 06

*11maonths ended 31 March

Evolve Investments Limuted

Cost

valuation

Basis of valuation
Equity held
Business/location

History
Other NVM funds

Investing
Income 1n period
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£995,000

£995,000

Cost

15 5% {(NVM funds total 46 5%)

Acquisition vehicle for underperforrming and
undercapitalised businesses, Birmingham

Acquisition capital financeing m April 2010, led
by NVM Private Equity

Northern 2 VCT, Northern 3 VvCT
Nl
Audited financial informaton

First audited accounts will be for the period ended
31 March 2011




RCC Lifesciences Lirmited

Cost

Valuation

Basis of valuation
Equity held
Busmess/location
History

Other NVM funds
investing

Income in year

£995,000

£995,000

Cost

15 8% (NVM funds total 47 4%)
Development of ifescience products, Londan

Acquisition capital financing in March 2010, led
by NVM Private Equity

Northern 2 VCT, Northern 3VCT
Nil
Audited finanaal mformation

First audited accounts will be for the period ended
31 March 2011

Tinglobal Holdings Limited

Cost

Valuation

Basts of valuation
Equity held
Business/lacation

History

Other NVM funds
Invesung

Income in year

E988,000

£988,000

Cost

12 8% (NVM funds total 38 4%)

Suppher of refurtished mid-range computer
equipment, Cirencester

Management buy-out from venture capital
ownership intune 2011, led by NVM Private
Equity

Northern 2 VCT, Northern 3 VCT

Nl
Audited fingnaal information

First audited accounts will be for the period ending
31 May 2012

Wear Inns Limuted
Cost £979,000
Valuation £979,000

Basis of valuation
Equity held
Business/location

History
Other NVM funds

Investing
Income in year

Cost
12 1% {NVM funds total 52 3%}

Owner of managed public hauses,
Newcastle upon Tyne

Acquisition capital finanoing in February 2006,
led by NVM Private Equity

Northern tnvestors Company, Northern 2 VCT,
Northern 3 VCT

Dreidends nil, loan stock interest £77,000

Audited financial mformation

Year ended 31 March 2011 2010
£m Em
Sales 62 38
Profit/{loss) before tax 01 {01)
Profit/{loss) after tax 01 {01)
Net assets 02 01
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Directors’ report

The directors have managed the affairs of the
company with the intention of maintaining its
status as an approved venture capital trust

The directors present their report and the
audited financial statements for the year
ended 30 Septernber 2011

Actwnhes and status

The pnnapal actmty of the company dunng
the year was the making of long term equity
and loan investments, mamnly in unquoted
companies

The directors have managed the affairs of the
company with theintention of maintaining its
status as an approved venture capital trust for
the purpases of Section 274 of the Income

Tax Act 2007 Thedirectars consider that the
company was not at any time up to the date of
this report a close company within the meaning
of Chapter 2 of Part 10 of the Corporation Tax
Act 2010 The company’s registered number

15 3090163

The directors arerequired by the articles of
association to propose an ordinary resolution at
the company’s annual general meeting n 2016
that the company should continue as a venture
capital trust for a further five year period, and at
each fifth subsequent annual general meeting
thereafter Ifanysuchresolution isnot passed,
the directars shall within four months convene
an extraordinary general meeting to constder
proposals for the reorgarisation or wending-up
of the company

Business review

The directors arerequired by Section 417 of

the Comparnies Act 2006 to indude a business
review n their report to shareholders The
bustness review s set out on pages 6to 10and s
included tn the directors’ report by reference

Corporate governance

The statement on corporate governance set out
on pages 20 to 2415 included in the directors’
report by reference

Results and dundend

The return on ardinary activities after tax for
theyear of £6,859,000 has been transferred
toreserves

The final dividend of 4 5p per share inrespect
of the year ended 30 September 2010 and an
interim dividend of 3 Op per share n respect of
the year ended 30 Septernber 2011 were paid
durtng the year at a cost of £4,789,000 and have
been charged to reserves

The proposed final dwvidend of 3 Op per share
for the year ended 30 September 2011 will, if
approved by sharehaolders at the annual general
meeting, be paid on 16 December 2011 to
shareholders on the register on 25 Navember
2011

Prouiston of information

to audtitors

Each of the directors who held office at the date
of approval of this directors’ report confirms
that, so far as he s aware, there 1s no relevant
auditinformation of which the company’s
auditors are unaware and that he has taken
allthe steps that he could reasaonably be
expected to have taken as a director in order
tomake hirnself aware of any retevant audit
information and ta establish that the company’s
auditors are aware of that information

Going concern

After making the necessary enguines, the
directors believe that iti1sappropnate to
continue to apply the going concern basis
n preparing the finanoial statements
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Dhrectors

Thedirectors of the company durning the year
and their interests in respect of which
transactions are notifiable to the company
under Disclosure and Transparency Rule 3 1 2R
{and so far as the company is, or ught upon
reasonable enquiry to become, aware, the
interests of thesr connected persons)in the
issued ordinary shares of 25p of the company
as at 30 September 2011 are shown in Table 1

All of the directors” share interests were held
beneficially There have been no changes

in the directors’ share interests between

30 September 2011 and the date of this report

None of the directors has a contract of service
with the company and, except as mentioned
below under the heading “Management”, no
contract or arrangermnent subsisted duning or

at the end of the year in which any director was
matenally interested and which was significant
in relation to the company’s business

Directors’ and officers’ hability
msurance

The campany has, as permitted by the
Companies Act 2006, maintained insurance
cover on behalf of the directors and secretary
indemnifytng therm against certain habwhttes
which may be incurred by any of themn
relation to the company

Creditor payment policy

The company’s payment policy for the
forthcoming financia! year i1s to agree terms of
payment before business is transacted and to
settle accounts in accordance with those terms
There were no amounts owing to trade
creditors at 30 September 2011




Table 1 Directors’interests in ordinary shares

30September 2011 1 October 2010
1R Hustler {Chairman) 117,182 112,924
N Beer 77,537 14,722
EM P Denny 125,000 123,983
RS Peters 151,656 130,000
PSScott (retired 16 December 2010) - 10,000
HPYounger 24,051 18,000

Management

NVM Private Equity Limited {NVM} has acted
as Investment adwiser and manager to the
companysince incorporation The pnncipat
terms of the company’s management
agreement with NVM are set outin Note 3to
the finanaal statements Mr EM P Denny was
an executive director of NVMuntill April 2008
and a shareholder in NVM’s ultimate parent
company untl January 2009

With effect from April 2006 a management
performance Incentive scheme was introduced
under which investment executives employed
by NVM are required to invest personally (and
on the same terms as the company and other
funds managed by NVM) in the ordinary share
capital of investee companies in which the
company invests The directors review the
operation of

the scheme annually

As required by the Listing Rules, the directors
confirm thatin thewr opinion the continuing
appointment of NVM as investment manager
on the terms agreed 15 in the interests of the
campany’s shareholders as a whole Inreaching
this conclusion the directors have taken into
account the performance of the investment
portfolio and the efficient and effective service
provided by NVM to the company

Share capital — purchase
of shares

Durning the year the company purchased
through a tender offer and cancelled 5,913,941
of its own shares, representing 10 0% of the
called-up share capital of the company at the
begmning of the year, for a consideration,
including expenses, of £4,696,000

At the 2010 annual general meeting held in
Decemnber 2010 shareholders authorised the
company to purchase in the market up to
5,913,941 ordinary shares (equivalent to
approximately 10% of the then 1ssued ordinary
share capttal) at a minimum price of 25p per
share and a maximum price per share ofnot
more than 105% of the average market value
for the ordinary shares in the company for the
five business days pnor to the date onwhich
the ordinary shares were purchased Asat

30 September 2011 no shares had been
purchased under this authority, which at that
date remained effectiveinrespect of 5,913,941
shares, the authority will lapse at the conclusion
of the annual general meeting of the company
on 14 December 2011

Share capital — 1ssue of shares
Duning the year the company issued 17,305,824
new ordinary shares of 25p for a cash
consideration of £15,000,000 through public
offers for subserniption and 747,079 shares for a
cash consideration of £619,000 pursuant to the
company’s dividend investment scheme

Fixed assets
Movementsn fixed asset investments during

the year are set out in Note 8 to the financial
statements

Annual general meeting

Notice of the annual general meeting to be held
on 14 December 201118 set out In a separate
circular toshareholders along with explanatory
commentson the resolutions

Substantial shareholdings

No disclosures of rmajor sharehold ings had been
made to the company under Disdosure and
Transparency Rule 5 {Vote Holder and Issuer
Notification Rules) as at the date of thisreport

Independent auditors

KPMG Audit Plc have indicated their willingness
to continue as auditors of the company and
resolutions to re-appoint them and to authorise
the directors to fix thewr remuneration will be
proposed atthe annual general meeting

By order ofthe Board

C D Mellor

Secretary g9 November 2011
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Directors’ remuneration report

The board currently comprises five directors,
all of whom are non-executive.

This report has been prepared by the directars
in accordance with the requirements of the
Compantes Act 2006 A resolution to approve
the report will be proposed at the annual
general meeting

The company’s independent auditors, KPMG
Audit Plc, are required to give their optmon on
certaininformation included in this report, as
indicated below Their report onthese and
other mattersis set out on page 26

Board of directors

The board currently comprises five directors,
all of whom are non-executive The board does
not have a separate remuneration committee,
as the company has no employees or executive
directors The board has established a
nomination committee, chaired by MrJ R
Hustler and comprising all the directors, which
considers the selection and appointment of
directors and makes recammendations to the
board as to the level of directors’ fees The
board has not retained external advisersin
relation

to remuneration matters but has access ta
infarmation about directors’ fees paid by
other companies of a similar size and type

Remuneratwon policy

The board constders that directors’ fees shauld
reflect the time commitment required and the
high level of responsibility borne by directors,
and shoutd be broadly comparable to those
paid by similar companies Itis not considered
appropnate that directors’ remuneration
should be performance-related, and none of
the directors 15 eligible for bonuses, pension
benefits, share options, long-term incentive
schemes or other benefits iInrespect of thew
services as non-executive directors of the
company Mr E M P Denny, who retrred as an
executive director of NV in Apnil 2008, has
aresdualinterest in performance incentive
arrangernents established for the benefit of
certamn executives of NVM, as descnbedin
the directors’ report on page 17

Directors’ fees were reviewed by the
nomination committee during its meeting in
September 2011, when it was recommended
that fees should remain at £27,000 per annurm
for the chairman and £20,000 for other
directors

for the year ending 30 September 2012 The
articles of association place an overall limit
{currently £150,000 per annum} on directors’
remuneration

Directors’ fees

(audtted information)

The fees paid to individual directors in respect
of the years ended 30 September 2011 and
30September 2010are shown in Table 1
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Terms of appowntment

The articdles of association provide that directors
shallretire and be subject tore-election at

the first annual general meeting after thewr
appointment and any director who was not
appointed or re-appointed at one of the
preceding two annual general meetings shall
retire and be subject to re-election at each
annual general meeting None of the directars
has a service contract with the company On
being appointed ar re-elected, directors receive
a letter from the company setting out the terms
of their appointment and their specific duties
and responsibilities A director’s appamntment
may be terminated on three months’ notice
being given by the company and in certain other
arcumstances

Company performance

The graph opposite compares the total return
{assuming all dvidends are re-invested) to
ordinary shareholders in the company over the
five years ended 30 September 2011 with the
total return from a nottonal investment in the
FTSE All-Share index over the same period This
index s considered to be the most appropriate
broad equity market index for comparative
purposes

Byorder ofthe Board

CD Mellor

Secretary 9 November 2011




Table1 Drrectors’fees

Year ended Year ended

30 September 2011 30 September 2010

JR Hustler {Chatrman) 27,000 23,000
NJ Beer 20,000 18,000
EM P Denny 20,000 18,000
RS Peters 20,000 18,000
P 5 Scott {retired 16 December 2010} 4,210 18,000
H P Younger 20,000 18,000

Return to shareholders in Northern Venture Trust PLC

five years to 30 September 2011 (September 2006 = 100)
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Corporate governance

The company is committed to maintaining
high standards in corporate governance.

The board of Northern Venture Trust PLC has

considered the principles and recommendations

of the Association of Investment Companies
Code of Corporate Governance [AIC Code) by
reference to the related Assaciation of
Investment Companies Corporate Governance
Guide for Investment Companies (AIC Guide)
The AIC Code, as explained by the AIC Guide,
addresses all the prinaples set outin the UK
Corporate Governance Code, as well as setting
out additional pninciples and recommendations
onissues that are of specificrelevance to the
cornpany The AIC Code can be viewed at

www theare co uk/Documents/Technical/AIC
CodeofCorporateGovernanceMarch2010 pdf

The board considers that reporting against the
principles and recommendations of the AIC
Code, and by reference ta the AIC Guide {which
incorporates the UK Corporate Governance
Code}, will prowide betterinformation to
shareholders

The company 1s committed to maintaining high
standards in corporate governance and during
the year ended 30 Septernber 2011 complied
with the recommendations of the AIC Code

and the relevant provisions of the UK Corporate
Governance Code, except as set out below

The UK Corporate Governance Code includes
provisions relating to the rale of the chief
executive, executive directors’ remuneration
and the need for an internal audit function

For the reasons set out i the AIC Guide, and i
the preamble to the UK Corporate Governance
Code, the board considers these provisions
are not relevant to the position of Northern
Venture Trust PLC, which 1s an externally
managed venture capital trust The company
has therefore not reported furtherin respect
of these provisions

Board of directors

The company has a board of five non-executive
directors, the majonity of whom are considered
to be independent of the company’s investment
manager, NVM The board meets regularly on

a quarterly basis, and on other occasions as
required The board isresponstble to
shareholders for the effective stewardship of
the company’s affairs and has a formal schedule
of matters specifically reserved for its decision
which include

+ consideration of long-term strategic 1ssues,

+ valuation of the unquoted investment
portfolio, and

+ ensuring the company’s compliance with
good practice in corporate governance
matters

A bnief biographical surnmary of each director
1S given on page 4

The chairman, Mr I R Hustler, leads the board
in the determinatron of its strategy and in the
achievernent of its abjectives The chairmanis
responsible for organising the business of the
board, ensuring its effectiveness and setitng
its agenda, and has no nvolvementn the day
to day business of the company He facilitates
the effecuve contribution of the directors and
ensures that they recewve accurate, imelyand
clear information and that they cornmunicate
effectively wath shareholders

The board has established a formal process,
led by the chairman, for the annual evaluation
of the perforrance of the board, (ts pnnapal
committees and individual directors The
directors are made aware on appointment that
therr performance will be subject to regular
evaluation The perfarmance of the chairman
1s evaluated by a meeting of the other board
members under the leadership of Mr N1Beer

20 Northern Venture Trust PLC Annual Report and Financial Statements 2011

Thecompany secretary, Mr C DMellor, 15
responsible for advising the board through the
chairrman on ali governance matters All of the
directors have access to the adwice and services

of the company secretary, who has administrative
responsibihty for the meetings of the board and its
committees Directors may also take ndependent
professional advice at the company’s expense
where necessary in the performance of their
duties As all of the directors are non-executive,
itis not considered appropriate to identfy a
member of the board as the senior non-executive
director of the company

The company’s articles of association and the
schedule of matters reserved to the board for
decision provide that the appointment and
rermoval of the tornpany secretary Is a matter
forthe board

The company’s articles of association requare
that one third of the directors should retire by
rotation each year and seek re-election at the
annual general meeting, and that directors
newly appointed by the board should seek re-
appointmentat the next annual general meeting
The board complies with the requirernent of the
UK Corporate Governance Code that all directors
arerequired to subrmit themselves for re-election
at least everythree years



Independence of directors

The board regularly reviews the independence
of its members and 15 satisfied that (with the
exception of Mr E M P Denny, who was until
April 2008 an executive director of NVM, the
company’s Investment manager, and dunng
the year held directorships of other companies
with the same investment manager) the
company’s directors are independent in
character and jJudgement and there are no
relationships or aircumstances which could
affect their objectivity

The AIC Code recommends that where a
director has served for more than nine years,
the board should state its reasons for believing
that the individual remains independent The
board 1s of the view that a term of service in
excess of nine years Is not in itself prejudicial
to a director’s ability to carry out his/her duties
effectively and from an independent
perspective, the nature of the company’s
business 1s such that individual directors’
experience and continuity of board membership
can significantly enhance the effectiveness of
the board as awhole However the board has
as amatter of good practice adopted the AIC
Code recommendation that directors who
have served for more than nine years should
seek annual re-election, and acknowledges
that regular refreshment of its membership

1s desirable

Board comnuttees

The board has appointed three standing
committees to make recommendations to the
board in specific areas The board doesnot
have a separate remuneration committee, as
the company has no employees or executive
directors Detarted information relating to

the remuneration of directorsis given in the
directors’ remuneration report on pages 18
and 19

Audit Commuttee

buring the year the audit committee comprsed

Mr NJ Beer (Chairman from 16 December 2010}
Mr E M P Denny

Mr J R Hustler

Mr RS Peters

Miss P S Scott {retired 16 December 2010}

Mr HP Younger

The audit committee’s terms of reference
include the following roles and responsibifities

.

monitaring and making recommendations
to the board in relation to the company’s
published financial staternents and other
formal announcements relating to the
company’s financial performance,

monttoring and making recommendations
to the hoard in relation to the company's
internal contral {including Internal financial
control) and nsk management systems,

penodically considering the need for an
internal audit function,

making recommendations to the board
inrelation ta the appointment, re-
appontment and removal of the external
auditors and approving the remuneration
and terms of engagement of the external
auditors,

reviewing and monitonng the external
auditors’ independence and ohjectivity and
the effectiveness of the audit process,
taking into consideration relevant UK
professional and regulatory requirements,

monitoring the extent towhich the external
auditors are engaged to supply non-audit
services, and

ensuring that the investment manager

has arrangements in place for the
Investigation and follow-up of any concerns
raised confidentially by staff in relation
tothe propniety of financial reporting
orother matters

The committee reviews its terms of reference
and its effectiveness annually and recommends
to the board any changes required as a result

of the review The terms of reference are
available on request from the company
secretary and on the NVM Private Equity
website, www nvm co uk The audit committee
meetsthree tmes per year and has direct access
to KPMG Audit Ple, the company’s external
auditors The board considersthat the members
of the committee are mdependent and have
collectively the skills and experience required

to discharge their duties effectively, and that

the chairman of the committee meets the
requirements of the UK Corporate Governance
Code as to recent and relevant financial
experience

The company does not have an independent
mternal audit function asitisnot deerned
appropriate given the size of the company and
the nature of the company’s business However,
the committee considers annually whether
there isaneed for such a function and 1f so
would recommend this to the board
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Corporate governance continued

During the year ended 30 September 2011 the
audit committee discharged its responsiblities by

¢ reviewing and approving the external
auditors’ terms of engagement and
remuneration,

reviewing the external auditors’ plan for the
audit of the company’s financial statements,
including idenuficauon of key risks and
confirmation of auditor independence,

* reviewing NVM’s statement of internal
controls operated in relation to the
company’s business and assessing the
effectiveness of those cantrols is minimising
theimpact of key risks,

reviewing periadic reports on the
effectiveness of NVM's compliance
procedures,

reviewing the appropriateness of the
company's accounting policies,

* reviewing the company’s draft annual
financial statements, half-yearly results
statement and interirm management
statements prior to board approval,
including the proposed fair vatue of
investments as deterrmined by the directors,

reviewing the external auditors’ detaited
reports to the committee on the annual
financial statements, and

» recommending to the board and
shareholders the reappointment of KPMG
Audit Plc as the auditors of the campany

Nomnation Commuttee

During the year the nomination committee
comprised

MrJ R Hustler {Chairman}

Mr NJ Beer

MrEMP Denny

Mr RS Peters

Miss P S Scott {retired 16 Decermnber 2010)
MrHP Younger

The nomination committee considers the
selection and appomtment of directors and
makes annual recommendations to the board
as to the level of directors’ fees The committee
momitors the balance of skills, knowtedge and
expenence offered by board members, and
satisfies itself that they are able to devote
sufficient time to carry out their role efficiently
and effectively When recommending new
appointments to the board the committee
draws onits members’ extensive business
experience and range of contacts to identify
sutable candidates, the use of formal
advertisernents and external consultants 1s not
considered cost-effective given the company’s
suze New directors are provided with briefing

matenal relating to the company, its Investrment
managers and the venture capital industry as
well as to ther own legal responsibilities as
directors The committee has wntten terms

of reference which are reviewed annually and
are avadlable on request from the company
secretaryand on the NVM Private Equity
website, www nvim ¢o uk

Management Engagement
Commuittee

Dunng theyear the management engagement
committeecomprised

MrJ R Hustler {Chairman)

Mr N J Beer

Mr R S Peters

Miss P S Scatt {retired 16 December 2010}
Mr H P Younger

The management engagement committee
undertakes a penodic review of the
performance of the investment manager,
NVM, and of the terms of the management
agreement including the level of fees payable
and the length of the notice periad The
principal terms of the agreement are set outn
Note 3 tothe financial statements on page 32

Following the latest review by the committee,
the boardconcuded that the continuing
appointment of NV M was in the interests of
the cormpany andits shareholders as a whole
NVM has demonstrated its commitment to
and expertise i venture capital investment
aver an extended period, as a result of which
the company has established a consistent
long-termperformance record NVM has
also perfarmed its company secretanal and
accounting duties effictently and effectively

Attendmnce at board and
comnuttee meehings

Table 1 sets out the number of formal board and
commuittee meetings held during the year ended
30 September 2011 and the nurmber attended
by eachdirector compared with the maxymum
possible attendance

Corporate responsibility

The board aims to ensure that the company
takes a positive agproach to corporate
responsibility, in relation bath to rself and
to the compames it invests in This entails
maintaining a responsible attitude to ethical,
environmental, governance and sooal 1ssues,
and the encouragement of good practice in
investee companies. The board seeks to avord
mvesting It companies which do not operate
wathin relevant ethical, environmental and
sociat legislation or othenaase fail to comply
with appropnate industry standards
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Investor relations

In fulfilment of the chawrman’s obligations
under the UK Carporate Governance Code, the
chairman gives feedback to the board onissues
rarsed with him by shareholders wath aview to
ensunng that members of the board develop
an understanding of the views of shareholders
about their company The board recognises the
value of maintaiming regular communications
with shareholders Formal reports are sent to
shareholders at the half-year and year-end
stages, and an opportunity 1s given to shareholders
at the annual general meeting to question the
board and the investment manager on matters
relating to the company’s operation and
performance Proxy votng figures foreach
resolution are announced at general meetings
and are made available publicly following the
relevant meeting

Further information can also be abtained wia the
NVM website at www nvm co uk

Internal control

The directors have overall responsibility for
ensuring that there are in place systems of
internal control, both financial and non-
financial, and for reviewing their effectiveness
The purpose of the internal financial controls

1s to ensure that properaccounting records

are maintained, the company’s assets are
safeguarded and the financial information
used withun the business and for publication 1s
accurate and reliable, such a system can provide
only reasonable and not absolute assurance
against matenial misstatementorloss The
board regularly reviews financial performance
and results wath the investment manager
Responsibility for accounting, secretanal
services and phystcal custody of documents of
title refaung to venture capital investments has
been contractually delegated ta NVM under the
management agreement NVMhas established
1ts own system of internal controls in relation
to these matters, details of which have been
reviewed by the audit committee

Non-financial internal controls include the
systems of operational and comphiance controls
mamzained by the investment manager in
relationto the company's bustness as well as the
management of key nsks asreferred 10 1n the
section headed “Risk management” opposite




Table 1 Diwrectors’ attendance at meefings

Management

Audit  Nommation  engagement

Board  committee  committee comruttee

Number of meetings held 7 5 1 1
Attendance [actual/possible)

J RHustler {Chairman) /7 5/5 /i 1/1

N J Beer 7 5/5 1/1 1/1

EMP Denny 5/7 3/5 0/1 N/A

RS Peters 7 5/5 1/1 1/1

P S Scott (retired 16 December 2010) 2/3 1/1 0/0 0/0

H P Younger /7 5/5 1/1 1/1

The directors confirm that by means of the
procedures set out above, and in accordance
with “Internal Controls Guidance for Directors
on the Combined Cade”, published by the
institute of Chartered Accountants in England
and Wales, they have established a continuing
process for identifymng, evaluating and
managing the significant patential nsks faced
by the caompany and have reviewed the
effectiveness of the internal control systems
This process has been in place throughout

and subsequent to the accounting penod
under review

Risk management
Risk management is discussed in the bustness
revtew on page 10

Share capital, rights attaching

to the shares and restrictions

on voting and transfer

As at 30 September 2011 71,278,380 ordinary
shares were in1ssue {as at that date none of the
1ssued shares were held by the company as
treasury shares) Subject to any suspension or
abrogation of rights pursuant to relevant law or
the company’s articles of association, the shares
confer on thewr holders {other than the company
in respect of any treasury shares) the following
pnncipal rights

{3} the nght to receve out of profits available
for thstribution such didends as may
be agreed to be paid {in the case of a final
dividend in an amount not exceeding
the amount recommended by the board
as approved by shareholders in general
meeting or in the case of an intenim
dividend in an amount determined by
the board) All dvidends unctaimed for
a penod of 12 years after having become
due for payment are forfeited
automatically and cease toremain owing
by the company,

{b} theright, onareturn of assetsona
liquidation, reduction of capital or
otherwise, to share in the surplus assets
of the company remarning after payment
of its liabilities pan passu with the other
holders of ordinary shares, and

{¢) theright to receive notice of and toattend
and speak and vote 10 person or by proxy
at any general meeting of the cormpany
On a show of hands every member
present of represented and voung has one
vote and on a poll every member present
orrepresented and voting has one vote for
every share of which that member is the
halder, the appaintiment of a proxy must
be recewved not less than 48 hours before
the time of the holding of the relevant
meeting or adjourned meeting or, in the
case of a polltaken otherwise than at or
on the same day as the relevant meeting
or adjourned meeting, bereceived after
the poll has been demanded and not less
than 24 hours before the time appointed
for the taking of the poll

These rights can be suspended Ifa member,

or any other person appeanng to be interested
in shares held by that member, has falled to
comply within the time limits specified tn the
company’s articles of assocciation with a notice
pursuant to Section 793 of the Compantes Act
2006{notice by company requining information
aboutinterestsn its shares), the company can
until the default ceases suspend theright to
attend and speak and vote at a general meeting
and if the shares represent at least 0 25% of
therr class the company can also withhold any
dindend or other money payable in respect

of the shares (without any obligation to pay
interest) and refuse to accept certain transfers
of the relevant shares

Shareholders, either alone or with other
shareholders, have other rights as set cutin
the company’s artides of association and in
the Companies Act 2606

A member may choose whether his shares are
evidenced by share ceruficates (certificated
shares} or held n etectronic {uncertificated)
formin CREST {the UK electronic settlerment
system) Any member may transfer all or any

of his shares, subject in the case of certificated
shares tothe rules set outin the company’s
articles of association or in the case of
uncertificated shares to the regulations
governing the operation of CREST (which allow
the directors to refuse toregister a transfer as
thereinset out), the transferor remarins the
holder of the shares untll the name of the
transferee 1s entered in the register of

members The directors may refuse to register a
transfer

of certificated shares in favour of more than
four persons jointly or where there s no
adequate evidence of ownership ar the transfer
15 not

duly stamped (iIf so required) The directors may
alsorefuse to register a share transferifitisin
respectofa certificated share which 1s not fully
paid uporon which the company has a lien
provided that, where the share transferisin
respectofany share admitted to the Official List
maintained by the UK Listing Authority, any such
discretionmay not be exerased so as to prevent
dealings taking place on an open and proper
basis, orif in the opinion of the directors

{and with the concurrence of the UK Listing
Authonty) exceptional circumstances so
warrant, provided that the exerase of such
power will not disturb the market in those
shares Whilst there are no squeeze-out and sell
out rulesrelating to the shares in the company’s
articles of association, shareholders are subject
to the compulsory acquisition provisions in
Sections 374 to 991 of the Companies Act 2006
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Corporate governance continued

Amendment of articles
of association

The company's articles of association may be
amended by the members of the company by
speciatresolution {requiring a magonty of at
least 75% of the persons voting on the relevant
resolution)

Appomntment and replacement
of directors

A person may be appainted as a director of

the company by the shareholders in general
meeting by ordinary resolution {requiring a
stmple majonty of the persons voting on the
relevant resolution) or by the directors, no
person, other than a director retiring by rotation
or otherwise, shall be appointed or reappointed
adirector atany generalmeeting unless heis
recommended by the directors or, notless than
seven nor more than 42 clear days before the
date appointed for the meeting, notice 1s given
to the company of the intention to propase that
person for appointment or re-appointmentin
the form and manner set out in the company’s
articles of association

24

Each director who s appotnted by the directors
{and who has notbeen elected as a director of
the company by the members at a genera!
meetng held in the interval since his
appointrment as a director of the company}

1s to be subject to election as a director of the
company by the members at the first annual
general meeting of the company following his
appointment At each annual general meeting
of the company ane third of the directors for
the time being, or if thetr number s not three
or anintegral multiple of three the number
nearest to but not exceeding one third, are
tobe subject tore-election

The Companies Act 2006 allows sharehoiders
W general meetung by ordinary resciution
{requinnga simple majority of the persons
voting on the relevant resolution) to remove
any director before the expiration of his or her
penod of office, but without prejudice to any
claim for damages which the directar may have
for breach of any contract of service between
him or her and the company A personalso
ceases to be a directorf he or she resigns in
writing, ceases to be a director by virtue of

any provision of the Companies Act, becomes
prohibited by law from being a director,
becomes bankrupt or is the subject of a relevant
nsolvency procedure, or becomes of unsound
mind, or if the board so decides following at
least sixmonths’ absence without leave orifhe
or she becomes subject to relevant procedures
under the mental health laws, as set outin the
company’s articles of association
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Powers of the directors

The company’s articles of assoclation specify
that, subject to the prowisions of the Companies
Act 2006 and artidles of assaciation of the
company and any directions given by
shareholders by special resolution, the business
of the company 1s to be managed by the
directors, who may exercise all the powers

of the company, whether relating to the
management of the business or not, except
where the Companies Act 2006 or the articles
of assoaiation of the company otherwise
require |nparticular the directars may exercise
on behalf of the company its powers to
purchase its own shares to the extent permitted
by shareholders Autharity was given atthe
campany’s 2010 annual general meeting to
make market purchases of up t0 5,913,941
ordinary shares at any time up to the 2011
annual general meeung and otherwise

on the terms set out in the relevant resolution,
and authonity 1s being sought at the arnual
generalmeeting to be held on 14 Decermnber
2011 asset outin aseparate circular

By aorder of the Board

C D Mellor
Scercta g November 2o11

———

. m



Directors’responsibility statement

The directors are responstble for prepanng the
annual report and the financial statements in
accordance with applicable law and regutations

Company law requires the directors to prepare
financial statements for each finanoial vear
Under that law the directors have elected to
prepare the financial statements in accordance
with UK Accounting Standards and applicable law
{UK Generally Accepted Accounting Practice}

tInder company law the directors must not
approve the financial statements unless they
are satisfied that they give a true and fairview
ofthe state of affairs of the company and of the
profit or loss of the campany far the period

in preparing these financial statements, the
directors are required to

» select sustable accounting policies
and then apply them consistently,

» make judgements and estimates
thatare reasonable and prudent,

= state whether applicable UK Accounting
Standards have been followed, subject
to any material departures disclosed and
explatned in the financial statements, and

+ prepare the financial statements on the
gaing concern basisunlessitis
tnappropriate to presume that the company
will continue in business

The directors are responsible for keeping
adequate accounting records that are suffiaent
to show and explain the company's transactions
and disclose with reasonable accuracy at any
nme the financial position of the company

and enable them to ensure that its financal
statements comply with the Comparnes Act
2006 Theyhave general responsibility for taking
such steps as are reasonably open to them to
safeguard the assets of the company and to
prevent and detect fraud and otherirregulanties

Under zpphicable law and regulations, the
directors are also responstble for prepanng
adirectors’ report, directors’ remuneration
report and corporate governance statement
that comply with that law and thoseregulations

The company’s financial statements are
pubhshed on the NVM website, ww nvm to uk
The mamntenance and integney of this website
1sthetespansibility of NVM and not of the
company The work carned out by KPMG Audit
Pl asindependent auditors of the company does
notinvolve consideration of the marntenance
and integrity of the website and accardingly they
acceptno responsibility for any changes that
have oeeurred to the financial staterments since
theywere imitially presented on the website
Visitors to the website shoutd be aware that
legislation In the United Kingdom governing the
preparation and dissermination of the financial
statements may differ from tegislation in their
Junsdiction

By order of the Board

C D Mellor
Sec ¢ November 2011




Independent auditors’ report

To the members of NORTHERN
VENTURE TRUST PLC

We have audited the finanaal statements of
Northern Venture Trust PLC for the year ended
30 September 2011 set out on pages 28 to 40
The financial reporting framework that has been
applied in their preparation is applicable law
and UK Accounting Standards {UK Generally
Accepted Accounting Practice)

This report 1s made solely to the company's
rembers, as a body, in accordance with
Chapter 3 of Part 16 of the Comparues Act 2006
Our audit work has been undertaken so that we
might state to the company's mermbers those
matters we are required to state totherminan
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 wark, for this report, or
for the opinions we have formed

Reflpectwe responsibilihes

of directors and auditors

As explained more fully in the Directors’
Responsibility Staterment set out on page 25, the
directors are responsible for the preparation of
the financia! statements and for being satisfied
that they give a true and fair view Qur
respanstbiity 1S to audit and express an cpinion
on the financial statements in accordance with
applicable law and Internatianal Standards ont
Auditing (UK and ireland) Those standards
require us to comply with the Auditing Practices
Board’s {APB's) Ethical Standards for Auditors

Scope of the audit of the
Jfinancal statements

A desenption of the scope of an audit of
financial statements 1s provided on the APB's
web-site at

www fre.org uk/apb/scope/private cfm

Opinion on financial staternents
In our opinion the financial statements

+ give atrue and far view of the state of the
company’s affairs as at 30 September 2011
and of its profit for the year then ended,

» have been properly prepared in accordance
with UK Generally Accepted Accounting
Practice, and

= have been prepared in accordance with the
requirements of the Compamnes Act 2006

Optriion on other matters
prescribed by the Companies
Act 2006

[n our optnion

the part of the Directors' Remuneration
Report to be audited has been properly
prepared in accordance with the Companies
Act 2006,

the information given in the Directors' Report
for the financial year for which the financral
statements are preparedis consistent with
the financial statements, and

the information given in the Corporate
Governance Statement set out on pages 20
to 24 with respect to internal control and
risk management systems n relation to
financial reporting processes and about
share capital structures 15 consistent with
the financial statements
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Matters on which we are
requred to report by exception
We have nothing to report in respect of the
following

Under the Compantes Act 2006 we arerequired
1o report ta you if, In our opinion

= adequate accounting records have not been
kept, orreturns adequate for our audit have
not been recewed from branches notvisited
by us, or

the financial statements and the part of
the Directors' Remuneration Report to
be audited are not in agreement with
the accounting records and returns, or

« certaindisclosures of directors’
remuneration specified by law are
not made, or

« we have not received all the information and
explanations we require for our audit, or

= aCorporate Governance Statement has
not been prepared by the company

Under the Listing Rules we are required
to review

= thedirectors' statement, set out on page 16,
in relation to going concern,

« the part of the Corporate Governance
Statement relating to the company's
complance with the nine prowisions of
the June 2008 Combined Code specified
for ourreview, and

» certain elements of the report to
shareholders by the board on directars’

remuneration gm
Simon Pashby
(Semor Statutory Auditor}

forand on behaif of KPMG Audit Ple,
Statutory Auditor Chartered Accountants,
Edmburgh

9 November 2011




Financial statements

Morthern Venture Trust PLC Annual Report and Finanaiat Statements 2011 27




Income statement

for the year ended 30 September 2011

Year ended 30 September 2011

Year ended 30 September 2010

Revenue Capital Total Revenue Capital Total

Notes £000 £000 £000 £000 £000 £000

Gain on disposal of investments 8 - 1,277 1,277 - 3,119 3,119
Movements in fair value of investments 8 - 5,125 5,125 - 1,493 1,493
- 6,402 6,402 - 4,612 4,612

income 2 1,845 - 1,845 1,350 - 1,350
Investment management fee 3 {289) (867) {1,156) (244) (733) (977)
Recoverable VAT 33 a9 132 - - -
Other expenses 4 {350) {14} {364) {326) - {326)

Return on ordinary activities before tax 1,239 5,620 6,859 780 3,879 4,659
Tax on return on ordinary activities 5 {264) 264 - (95) a5 -

Return on ordinary activities after tax 975 5,834 6,859 685 3,974 4,659
Return per share 7 15p 8 8p 10 3p 12p 6 8p 8 Op

The total column of this statement is the profit and loss account of the company The supplementary revenue return and capital return columns

have been prepared under guidance published by the Association of Investment Companies, as set out in the accounting policies note
* There are no recogmised gains or losses other than those disclosed in the income statement

+ Alliternsin the above statement derive from conbinuing operations
* The accompanymgnotes are an Integral part of this statement

Reconciliation of movements

in shareholders’ funds

for the year ended 30 September 2011

Year ended Year ended
30September 2011 30 September 2010
Notes £000 £000
Equity shareholders’ funds at 1 October 2010 50,414 47,875
Return on ordinary activities after tax 6,859 4,653
Dividends recognised in the year 6 {4,789) {1,781}
Net proceeds of share 1ssues 14 14,782 {35}
Shares purchased for cancellation 14 {4,696) {304}
Equity shareholders' funds at 30 September 2011 62,570 50,414

*The accompanying nctes are an integral part of this statement
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Balance sheet

as at 30 September 2011
30September 2011 30 September 2010
Notes £000 £000
Fired assets
Investments 8 44,148 35,096
Current assets
Debtors 12 218 1,063
Cash and deposits 18,294 14,323
18,512 15,3386
Creditors {amounts falling due within ane year} 13 (90} {68)
Net current assets 18,422 15,318
Net assets 62,570 50,414
Capital and reserves
Called-up equity share capital 14 17,820 14,785
Share premium 15 10,491 12,222
Caprital redemption reserve 15 14,353 12,875
Capital reserve 15 17,053 14,280
Revaluation reserve 15 961 (5,020)
Revenue reserve 15 1,892 1,272
Total equity shareholders’ funds 62,570 50,414
Net asset value per share 16 87 8p 852p

The financial statements on pages 28 to 40 were appraved by the directors on 9 November 2011 and are signed on their behalf by

JR Hustler
Director
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Cash flow statement

for the year ended 30 September 2011

Year ended Year ended
30September 2011 30 September 2010
£000 £000
Net cash inflow from operating activities 1,324 1,595
Taxation
Corporation tax paid - {261)
Ftnancial investment
Purchase of investmenis (10,925) {8,688)
Sale/repayment of investments 8,275 10,124
Net cash {outflow)/ inflow from financial investment {2,650} 1,436
Equity dividends pawd {4,789} {1,781)
Net cash inflow/{outflow} before financing {6,115) 989
Financing
Issue of shares 15,618 -
share 1ssue expenses {836) (35)
Purchase of shares for cancellation {4,696) {304)
Net cash inflow/{outflow]} from financing 10,086 {339)
Increase in cash and deposits 3,971 650
Reconcihiation of return before tax
to net cash flow from operating activities
Return on ardinary activities before tax 6,859 4,659
Gain on disposal of (nvestments (1,277} {3,119)
Movements n fair value of investments {5,125} {1,493)
Decrease in debtors 845 1,622
Increase/{decrease) in creditors 22 (74}
Net cash inflow from operating activities 1,324 1,595

Analysis of movement in net funds 1 Qctober 2010 Cash flows 30 Septernber 2011

£000 £000 £000

Cash and deposits 14,223 3,971 18,294
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Notes to the financial statements

for the year ended 30 Septermber 2011

1 Accounting pohcies

A summary of the prinapal accounting policies,
all of which have been consistently applied
throughout the year and the preceding year,

15 set out below

{a) Basis of accounting

The financial statements have been prepared on
agoamng concern basis under the histoncal cost
convention, except for the revaluation of certain
financtal instruments, and i accordance with
UK Generally Accepted Accounting Practce (UK
GAAP) Where presentational guidance set out
in the Statement of Recommended Practice
{SORP) “Financial Statements of Investment
Trust Camparues”, revised inJanuary 2009, s
consistent with the requirements of UK GAAP,
the directors have soughtto prepare the
financral statements on a consistent basis
compliant with the recommendatiens of the
SCRP

{b) Valuation of investments
Purchases and sales of nvestments are
recogmsed in the financial staterments at
the date of transaction (trade date)

The company’s investments have been
designated by the directors as far value through
profit and boss at the time of acquisition and are
measured at subsequent reporting dates at far
value Inthe case of iInvestments quoted ona
recognised stock exchange, fairvalueis
established by reference tothe closing bid price
on the relevant date or the last traded price,
depending on the convention of the exchange
on which the investment 1s quoted Inthe case
of unguoted investments, fair valueis
established in accardance with the International
Private Equity and Venture Capital valuation
guidelines by using measurements of value such
as price of recent transaction, earnings multiple
and net assets, where noreliable fair value ¢an
be esumated using such technigues, unquoted
Investments are carried at cost subject to
prowision forimpairment where necessary

Gains and losses ansing from changes in fair
value of Investments are recognised as part of
the capital return within theincome statement
and allocated to the revaluation reserve
Transaction costs attributable to the acquisitron
or disposal of investments are charged to capital
return within the income statement

Those venture capital investments that may be
termed associated undertakings are carned

at fair value as determined by the directorsin
accordance with the company’s normal policy
and are not equity accounted as required by
the Camnparies Act 2006 The directors consider
that, as these investments are held as part of
the company’'s portfolio with a view to the
ultitmate realisation of capital gains, equity
accounting would not give atrue and fair view
of the company’sinterests in these investments
Quantsfication ofthe effect of this departure

1s not practicable Carrying investrments at fair
value Is speeifically perrmitted under Financial
Reporting Standard 9 “Associates and Joint
Ventures”, where venture capital entities hold
investments as part of a portfolio

{c) Income

Dwndends receivable on quoted equity shares
are brought into account on the ex-dvidend
date Dividends recervable on unguoted equity
shares are brought into account when the
company’s nght to recerve payment (s
established and thereis no reasonable doubt
that payment will be received Fixed returmns
on non-equity shares and debt securities are
recognised on an effective interest rate basis,
prowided there 15 no reasonable doubt that
payment will be recerved in due course

(d) Expenses

All expenses are accounted foron an accruals
basis Expenses are charged torevenuereturn
within the tncome staternent except that

+ expenses which arencidental to the
acquisiton or disposal of an investment are
allocated to camital return as incurred, and

« expenses are split and allocated partly to
capital return where a connection with the
maintenance or enhancerment of the value of
the investements held can be demonstrated,
and accordingly the basic elernent of the
Investment management fee has been
aftocated 25% torevenue returnand 75%
to capital return, in order ta reflect the
directars’ expected long-term view of the
nature of the iInvestment returns of the
company

{e¢) Revenue and capital

The revenue column of the income statement
includes all income and revenue expenses of the
company The capital colurnn includes realised
and unrealised gains and losses oninvestments
and that part of the nvestment management
fee which s allocated ta capital return

(f) laxation

UK corporation tax payable 1s prowvded on

taxable profits at the current rate The tax charge
for the year 1s allocated between revenue return
and capital return on the “marginal basis” as
recommended in the SORP

Prowision s made for deferred taxatuon on all
timing differences calculated at the current
rate of tax relevant to the benefit or hability

(g) Dividends payable

Divdends payable are recognised asdistnbutions
in the finanoial statements when the company’s
liability to make payment has been established

(h) Provisions

Aprovision 1s recognised in the balance sheet
when the company has alegal or constructive
obligation as a result of a past eventand it 1s
probable that an outflow of economic benefits
will be required to settle the obligaton No
provision Is established where a reliable
estimate of the abligation cannot be made
Prowisions are allocated to revenueor capital
depending on the nature of the circumstances

(1) Capital reserve

The followang are accounted for in the capital
reserve gans orlosses on the realisation of
investments, realised and unrealised exchange
differences of a capital nature, the cost of
repurchasing ordinary shares imcdudingstamp
duty and transaction costs, and other capital
chargesand credits charged to this account in
accordance with the above policies

() Revaluation reserve
Changesin the fair value of investments are
dealt with in this reserve
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Notes to the financial statements continued

for the year ended 30 September 2011

2 Income
Year ended Year ended
30September 2011 30 September 2010
£000 £000
Franked investment income
Unquoted companies 155 389
Quoted companmes 93 34
Interest recevable
Bank deposits * 99 134
Loans to unquoted companies 1,356 553
Listed fixed-interest investments 142 240
1,845 1,350
* Denctes Income ansing from investments not designated as fair value through prefit ar loss at the time of acguisition
3 Investment management fee
Year ended 30 September 2011 Year ended 30 September 2010
Revenue Capital Total Revenue Capital Total
£000 £000 £000 £000 £000 £000
Investment management fee 289 267 1,156 244 733 977

NVM Private Equity Limited (NVM) provides investment management and secretanat services to the company under an agreement dated 6 Novermnber

1997, which may be terminated at any time by notless than twelve menths' notice being given by either party

NVM receives a management fee, payable quarterly in advance, at the rate of 2 06% of gross assets less current iabilities, calculated at half-yearly

intervals as at 31 March and 30 September NVM also provides administratve and secretaral services to the company for a fee of £57,000 per annum

{linked to the movement inthe RPI fram April 2006 onwards) This feeis included in other expenses (see Note 4) NVM bears the cost of Sarasin & Partners
LLP's fees for managing the listed fixed-interest portfolio

The total annual running casts of the company are capped at 2 9% of its net assets and NV has agreed that any excess will be refunded by way ofa
reductioninits fees

4 Other expenses

Year ended Year ended

30September 2011 30 September 2010

£000 £000

Administrative and secretanal services 57 54
Directors’ remuneration 119 113
Auditors' remuneration —audit services 17 16
Legal and professional expenses 40 39
Share |ssue promoter's commission 15 -
Irrecoverable VAT 15 14
Other expenses 87 90
350 326

Information an directors’ rermuneration s given in the directors' remuneration report on pages 18and 19
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5 Taxon returnon ordmary activities

Year ended 30 September 2011

Year ended 30 September 2010

Revenue Capital Total Revenue Capital Total
£000 £000 £000 £000 £000 £000
(a) Analysis of charge/{credit) for the year
UK corporation tax payablef{recoverable}
on the return for the year 264 {264) - 95 (95) -
(b} Tax reconciliation
Return on ardinary actrvities before tax 1,239 5,620 6,859 780 3,879 4,659
Return on ordinary actraties multrpled
by the standard rate of UK corporation tax
of 27% (2010 28%) 334 1,517 1,851 218 1,086 1,304
Effect of
UK dividends not subject to tax (67) - {67) {118} - (118)
Capital returns nat subject to tax - (345) (345) - {873) (873)
Movements i fair value of iInvestments
not subject to tax - (1,384) {1,384} - {418) {418}
Margmnal relief (3) 3 - {5) 5 -
Increase tn surplus managerment expenses - - - - 105 105
Utiisation of pnor year surplus
management expenses — {55) {55) - — -
Current tax charge/{credit) for the year 264 {264) - 95 {95) -

(c} Factors which may affect future tax charges

The company has not recognised a deferred tax asset in respect of surplus management expenses carried forward of £174,000 (30 Septemnber 2010

£377,000), as the company may not generate sufficient taxable income in the foreseeable future to utilise these expenses There is no other unprovided

deferred taxation

Approved venture capital trusts are exempt from tax on capital gatns within the company Since the directors intend that the companywill continue to

conduct its affairs so as to maintan 1ts approval as a venture capital trust, no deferred tax has been prowidedinrespect of any capital gans or losses ansing

on the revaluation or disposal of iInvestments

Areduction in the UK corporation taxrate from 28% to 26% with effect from 1 April 2011 was enacted during the pericd The Government has announced

its intention to further reduce the UK corporation tax rate to 23% by 1 April 2014

6 Dundends
Year ended 30 September 2011 Year ended 30 September 2010
Revenue Capital Total Revenue Capnal Total
£0CO £000 FOOO £000 £000 £000
{a} Recognised as distnbutions in the
financial statements for the year
Previous year's final dwidend - 2,661 2,661 - - —
Current year's mtenm dividend 355 1,773 2,128 594 1,187 1,781
355 4,434 4,789 554 1,187 1,781
b} Pzid and proposed in respect of the year
Intenm paid — 3 Op (2010 3 Op) per share 355 1,773 2,128 594 1,187 1,781
Final proposed — 3 0p (20104 5p) per share 499 1,639 2,138 - 2,661 2,661
854 3,412 4,266 594 3,848 4,442

The revenue dividends paid and proposed in respect of the year form the basis for determiming whether the company has complied with the requirements

of Section 274 of the Income Tax Act 2007 as to the distnbution of investment income
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Notes to the financial statements continued

for the year ended 30 September 2011

7. Return per share

The calculation of the return per share 1s based on the return on ordinary activities after tax for the year of £6,859,000 (2010 £4,659,000} and on
66,533,370 (2010 57,887,209 shares, being the weighted average number of ordinary shares in issue during the year

8 Fuxed asset investments

Allinvestments are designated as fair value through profit or loss an mitial recognition, therefore all gansand losses anse on investments designated at
fair value through profit orloss

Finanoal Reporting Standard 29 ‘Financial Instruments Disclosures” (FRS 29) requires an analysis of investments vatued at fair value based on the
reliability and significance of the information used to measure their fairr value The levelis deterrmined by the lowest {that s the least reliable or
independently observable) level of input thatis sigruficant to the fair value measurement for the individual investment in its entirety as follows

* Level 1 —investments with quoted prices in an active market
= Level 2 -investments whase fair value1s based directly on observable current market prices or indirectly being derived from market prices

= Level 3 - investments whose fair value 1s determined using a valuation technique based on assumptions that are not supported by observable
current market prices or based on observable market data

30Septernber 2011 30 September 2010

£000 £000
Level 1
Quoted venture capital investments 3,784 2,566
Listed equity investments 3,458 -
Listed fixed-interest investments 2,557 6,222
Level 2
None - -
Level 3
Unguoted venture capital investments 34,349 26,308
44,148 35,096
Movements ininvestments durmg the year are summarised as follows
Venture capital Venture capital Listed Listed
—-unquoted —quoted equity fixed-interest Total
£000 £000 £000 £000 £000
Book cast at 1 October 2010 30,312 3,451 - 6,353 40,116
Unrealised appreciation at 1 October 2010 {4,004) (885) - {131} (5,020)
Valuation at 1 October 2010 26,308 2,566 - 6,222 35,096
Movements in the year
Purchases at cost 6,107 292 3,993 533 10,925
Disposals— proceeds {4,195) (4} - (4,076} {8,275)
—net realised gains/(losses) on dispasal 1,295 (14) - (4) 1,277
Movements in fair value 4,834 944 {535) {118) 5,125
Valuation at 30 September 2011 34,349 3,784 3,458 2,557 44,148
Comprising
Book cost at 30 September 2011 33,138 3,245 3,993 2,811 43,187
Unrealised appreciation at 30 September 2011 1,211 539 {535) (254) 961
34,349 3,784 3,458 2,557 44,148
Equity shares 11,323 3,784 3,458 - 18,565
Preference shares 360 - - - 360
Interest-beaning secunties 22,666 - - 2,557 25,223
34,349 3,784 3,458 2,557 44,148
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8 Fuwced asset investments connnued

The gans and losses included in the above table have all been recognised in the Income Statement on page 28

FRS 29 requires diselosure, by ¢lass of financial instrument, if the effect of changing one or more Inputs to reasonably possible alternative assumptions
would resuit (n a sigmificant change to the fairvalue measurerment Theinformation used in determination of the fair value of Level 3 investments s

chosen with reference to the speaific underlying circumstances and position of each investee campany On that basis the directors consider that the
impact of changing one or more of the inputs to reasonably possible altemative assumptions would not change the fair value significantly

9 Investinent disposals
Disposals of venture capital investments during the year were as follows

Directors' valuation at Realised gain/{loss)
30 September against camying
Onginal cost 2010* Disposal proceeds value
£000 £000 £0C0 £000
DxS {deferred proceeds} - - 836 886
Frontier Foods 579 37 - {37)
Closerstll Holdings 750 750 750 -
Promanex Group Holdings 1,695 1,853 2,136 283
Others 756 278 426 148
3.780 2,918 4,198 1,280

*induding subsequent additions at cost

10 Unquoted investments

The cost and carrying value of matenal investments inunguoted companies held at 30 September 2011 are shown below For this purpose any
investment included in the table of the fifteen largest venture capital investments on pages 12 to 15, or in the correspondeng table i the previous year's
annualreport, 1s regarded as matenal

30 September 2011 30 September 2010
Toral Carrying Total Carrying
cost value cost value
E£00¢ £000 £000 £000
Kerridge Commercial Systems Limited
Ordinary shares 175 2,107 175 175
Loan stack 1,565 1,565 1,565 1,565
1,740 3,672 1,740 1,740
Weldex (International) Offshore Holdings Limited
Ordinary shares 51 51 51 51
Loan stack 3,211 3,211 3,211 3,211
3,262 3,262 3,262 3,262
Alarlc Systemns Limited
Ordinary shares 1,704 1,623 1,703 372
Loan stock 471 979 471 979
2,175 2,602 2,174 1,351
CGI Group Holdings Limited
Ordinary shares 175 - 175 -
Loan stock 3,274 1,965 3,274 1,725
3,449 1,965 3,449 1,725
Closerstill Holdings Limsted
Ordinary shares 191 922 191 535
Loan stock 809 809 1,559 1,559
1,000 1,731 1,750 2,114
Paladin Group Limited
Ordinary shares 432 324 432 147
Loan stack 1,277 1,277 1,020 1,020
1,709 1,601 1,452 1,167
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Notes to the financial statements continued

for the year ended 30 Septemnber 2011

10 Unquoted mvestments connnued

30 September 2011 305eptember 2010
Total Carrying Total Carrying
cost value cost value
£000 £000 £000 £000
Kitwave One Limited
Ordinary shares 161 161 - -
Loan stock 1,421 1,421 - -
1,582 1,582 - -
Envirotec Limited
Ordinary shares 188 513 188 438
Loan stock 625 750 625 625
813 1,263 813 1,063
Arleigh Internattonal Limited
Ordinary shares 38 473 38 453
Loan stock 737 737 771 771
775 1,210 209 1,224
Axial Systerns Holdings Limited
Ordinaryshares 144 138 144 286
Loan stock 860 859 860 860
1,004 1,117 1,004 1,146
Cawood Scientific Limited
Ordinary shares 124 124 - -
Lean stock 949 9249 - -
1,073 1,073 - -
Evolve Investments Limited
Ordinary shares 100 100 100 100
Loan stack 895 895 895 895
995 995 995 995
RCC Lifesciences Lmited
Ordinary shares 100 100 100 100
Loan stock 8395 895 895 895
995 995 995 995
Tinglobal Holdings Limited
Ordinary shares 228 228 - -
Loan stock 760 760 - -
988 988 — —
Wear tnns Limited
Ordinary shares 242 242 242 242
Loan stock 737 737 737 737
979 979 979 979
Promatic Group Limited
Ordinary shares 103 - 103 -
Loan stock 1,126 922 1,126 922
1,229 922 1,229 922
KP) Software Services Limited
Ordinary shares 100 - 100 100
Loan stock 895 870 295 895
995 870 995 395

Additenal information relating to matenial investments in unguoted companies 1s given on pages 1210 15
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11 Swgnificant interests

Details of shareholdings in those companies where the company's holding at 30 September 2011 represents (1) more than 20% of the allotted equity

share capital of any dass, (2} more than 20% of the total allotted share capital or (3) mare than 20% of the assets of the company 1itself, are given below All

of the companies named are incorporated in Great Britain

Class of shares (naminal value

Propostion of
class held

Company £1 unless stated) Number heid
Direct Valeting Limited Ordinary (1p) 119,760 12 0%
Redeemable preference 360,000 24 0%
Paladin Group Limited Ordinary (10p) 5,783 99%
Redeemable preference 289 28 9%
Promatic Group Limited Ordinary 12,141 12 5%
Preferred ardinary (1p) 284 28 4%
12 Debtors
30 September 2011 30 September 2010
£000 £000
Prepayments and accrued income 218 284
Other debtors - 779
218 1,063
13 Creditors (amounts falling due within one year)
30 September 2011 30 September 2010
£000 £000
Accruals and deferred incorne S0 68
14 Called-up equuty share capital
305eptember 2011 30 September 2010
£000 £000
Allotted and fully paid
17,820 14,785

71,278,380({2010 59,139,418) ordinary sharesof 25p

The capital of the company 15 managed in accerdance with its investment pohcy with a vtew to the achievementof its investment objective, as set cuton

pages6and 7

The company is not subject to externally imposed capital requirements

During the year the companyissued 18,052,903 ordinary shares of 25p forcash at an average premium of 61 Sp per share through offers for subscnption

5,913,941 shares were re-purchased for cancellation at a cost of £4,596,000
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15 Reserves

Capital

Share redemption Caputal Revaluation Revenue

premium reserve reserve reserve reserve

£Q00 £000 £000 £000 £000

At 1 October 2010 12,222 12,875 14,280 (5,020} 1,272
Premium on issue of ordinary shares 11,105 - - - -
Share issue expenses (836) - - - -
Shares purchased for cancellation - 1,478 {4,696) - -
Transfer on reduction of share premium account {12,000) - 12,000 - -
Share premium reduction expenses - — (14} - -
Realised on disposal of investments - - 1,277 - -
Transfer on disposal of iInvestments - - {856) 856 -
Movements in fair value of investments - - - 5,125 -
Management fee capuitalised net of associated tax - - (603) - -
VAT recovered - - 99 - -
Revenue return on ordinary activities after tax - - - - 975
Dividends recognised in the year - — {4,434) - (355)
At 30 September 2011 10,491 14,353 17,053 961 1,892

At 305eptember 2011 distributable reserves amounted to £18,945,000 (30 Septernber 2010 £15,421,000), compnsing the capital reserve, the revenue
reserve and that part of the revaluaton reserve relating to holding gains/losses on readily realisable listed fixed-interest investments

16 Net asset value per share

The calculation of net asset value per share as at 30 September 20111s based on net assets of £62,570,000 {30 September 2010 £50,414,000) divided by
the 71,278,380 (30 September 2010 59,139,418) ordinary shares in issue at that date

17 Fmanaal instruments

The company's financial instruments compnise equity and fixed-interest Investments, cash balances and liquid resources including debtors and creditors
The company halds financial assets in accordance with its iInvestment policy of investing mamly in a portfoha of VCT-qualifying unguoted and AIM-quoted
securities whilst holding s proportton of its assets in cash or near-cash investments morder to provide areserve of hquidity

Fixed asset investments (see Note 8) are valued at fair value For quoted investmentsthis 1s either bid price or the latest traded price, depending on the
convention of the exchange on which the investment is quoted Unquoted investments are carried at fair value as determined by the directors in
accordance with current venture capital industry guidelines The fair value of all other financial assets and liabilities is represented by their carrying value
in the balance sheet

In carrying anits Investment activities, the company 1s exposed to vanous types of nskassociated with the financial instruments and markets in which it

invests The most significant types of finanaal risk facing the company are market nsk, crecit risk and hguidity risk The company's approach to managing
these risks 1s set out below together with a description of the nature and amount of the financial instrurments held at the balance sheet date
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17 Financial mstruments contnued

Market risk

The company’s strategy for managing investment nskis determmned with regard to the company’s investment chjective, as outlined in the business
review on pages 6 and 7 The management of market nisk s part of the investment management process andis acentral feature of venture capital
investment

The company's portfolio is managed in accordance wath the policias and procedures described in the corporate governance statement on pages 20to 24,
having regard to the possible effects of adverse price movements, with the objective of maxrmising overal! returns to shareholders Investmentsin
unquoted compames, by thewr nature, usually involve a higher degree of nisk thaninvestments in companies gquoted on a recognised stock exchange,
though the risk can be mitigated to a certain extent by diversifying the portfolio across business sectors and assetclasses The overall disposition of the
company's assets 1s momtored by the board on a quarteriy basis

Details of the company’s investment portfolio at the balance sheet date are set out onpage 11 Ananalysis ofinvestments between debt and equity
instruments s given in Note 8

11 6% (30 September 2010 5 1%) by value of the cornpany’s net assets comprise equity securities {isted on the London Stock Exchange or quoted on AIM
A 5% increase In the bid price of these secunities as at 30 September 2011 waould have increased net assets and the totai return forthe year by £362,000
{30 September 2010 £1 28,000}, a corresponding fall would have reduced net assets and the tatal return for the year by the same armount

55 0% (30 September 2010 52 2%) by value of the company’s net assets compnse investments in unquoted compantes held at fair value The valuation
methods used by the company include the application of a pnce/eamings ratio derwved from hsted companies with simtlar characteristics, and
consequently the value of the unquoted element of the portfolio can be indirectly affected by pnice movemnents on the London Stock Exchange A

5% averall increase in the valuation of the unquoted investments at 30 September 2011 would have increased net assets and the total return for the
year by £1,721,000 (30 Septemnber 2010 £1,315,000), an equivalent change 1n the opposite direction would have reduced net assets and the total return
for the year by the same amount

Interestrate risk

Some of the company’s financial assets are interest-bearing, of which sorme are at fixed rates and some variable As a result, the company is exposed to fair
value interest rate nsk due to fluctuations in the prevailing levels of market interestrates

(a) Fixed rate investments
The table below summarises weighted average effective interest rates for the company's fixed rate interest-bearing financial instruments

30 September 2011 30 Septermber 2010

Werghted Weighted

Woeighted average Weighted average

Total average period for Total average period for

fixed rate Interest which rate fixed rate interest which rate

portfolio rate 15 fixed portfolio rate 15 fixed

£000 % Years £000 % Years

usted fixed-interest investments 2,557 3 9% 20 6,222 4 7% 14

Fixed-rate Investments in unquoted companies 4,857 76% 43 5,091 9 1% 27
7,414 11,313

Due tathe relatively shart penod to matunty of the fixed rate investments held wathin the portfolio, it1s considered that an increase or decrease of 25
basis potnts In tnterest rates as at the reporting date would not have had a significant effect on the company's net assets or total return for the year

{b) Floating rate Investments

The company's floating rate investments campnse floating-rate loans to unquoted companies and cash held ininterest-beanng deposit aceounts The
benchmark rate which determines the rate of interest receivable on such investments 1s the UK bank base rate, which was 0 5% at 30 September 2011
{30 September 20100 5%) The amounts held in floating rate investments at the balance sheet date were as follows

30 September 2011 30 September 2010

£000 £000

Floating rate loans to unquoted companies 17,809 15,649
Interest-bearing deposit accounts 18,294 14,323
36,103 29,972
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17 Financial instruments contnued

Credrt risk

Credit niskis the nsk that a counterparty to a financal mstrument will fail to discharge an obligation or commitment that it has entered into wath the
campany The investment manager and the board carry out a regular review of counterparty risk. The carrying values of financial assets represent the
maximum credit risk exposure at the balance sheet date

At 30 September 2011 the company's financial asse ts exposed to credit risk comprised the following

30September 2011 30 September 2010

£000 £000

Listed fixed-interest investments 2,557 6,222
Fixed-rate investments in unquoted companies 4,857 5,091
Fleating rate loans to unquoted companies 17,809 15,649
Interest-bearing deposit accounts 18,294 14,323
Accrued dividends and interest receivable 198 988
43,715 42,273

Credit nsk relating to hsted fixed-interest mvestments is miugated by investing in a portfolio of investmentnstruments of high credit quaity, comprising
securities issued by the UK Government, European Unian governments and major UK and international companies and institutions Credit nisk relating
toloans to and preference shares in unguoted companies 1s considered to be part of market nsk

Those assets of the company which are traded on recognised stock exchanges are held on the company's behalf by third party custodians {Bank of New
Yark Mellonn the case af listed fixed+nterest (nvestments and Brewin Dolphin Limited i the case of quoted equity securities) Bankruptey or msolvency
of a custodian could cause the company’s rights with respect ta secuntias held by the custodian to be delayed or imited

Credit nsk ansing on transactions with brokers relates to transactions i quoted securities awaiting settlement Risk relating to unsettied transactuons s
considered to be low due to the short settlement period nvolved and the high credit quahity of the brokers used The board further mitigates the risk by
maonitoring the quality of service prowvided by the brokers

The company's interest-bearing deposit accounts are maintained with major UK banks

There were no significant concentrations of credit risk to counterparties at 30 September 2011 or 30 September 2010 No individual investment exceeded
5 9% of the company's net assets at 30 September 2011 (30 September 2010 6 5%}

Liquidity nisk

The company’s financial assets Include investments in unquoted equity secunues which are not traded on a recogmised stock exchange and which
generally may beilligud As aresuit, the company maynot be able to realise some of its investments in these instruments quickly at an amaunt close
totheir far vatue in order to meet its iquidity requirements, or to respond to specific events such as adetenioration in the creditworthiness of any
particular issuer

The company’s listed fixed-interest investments are considered to be readily realisable as they are of high credit quality as outlined above

The company’s hquidity nisk 1s managed on a continuing basis by the investrnent manager in accordance with policies and procedures laid down by the
board The company’s overall iguidity nsks are monitored on a quarterly basis by the board

The company maintains sufficient nvestments sn cash and readily realisable securities ta pay accounts payable and accrued expenses At 30 September
2011 these nvestments were valued at £20,851,000 (30 September 2010 £20,545,000}

18 Conhngencies

At 30 September 2011 contingent assets in respect of potential deferred proceeds from the sale of investee compantes not recogrused in these financial
staternents amounted to approximately £1,124,000 {30 September 2010 £4,254,000) The extenttawhich these amounts will become receivables
dependent on future events and accordingly 1t 1s not considered appropriate to recognise them in the financial staternents at this stage

At 30 September 2011 the company had a potential iiability of £nil (30 September 2010 £37,000) inrespect of a guarantee given to secure certam liabilities
of an investee company
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