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For help relatng to dwidend payments, shareholdings and share certificates
please contact Capita Registrars Limited

Tel 0871 664 0300 (calls cost 10p per minute plus network extras, lines are
open 8 30am - 5 30pm, Mon — Fn)

Emall ssd@capitaregistrars com

Website www capitaregistrars com

Shareholders can access holdings and valuation information regarding any of
therr shares held with Capita Registrars by registenng on Capita’s website

For enquines relating to the performance of the Fund please contact
Albion Ventures LLP

Tel 020 7601 1850 (Iines are open 9 00am - 5 30pm, Mon - Fn,
calls may be recorded}

Emal info@albion-ventures co uk

Website www albron-ventures co uk

Independent Financial Adwisers with questions please contact
Albicn Ventures LLP

Tel 020 7601 1850 {(ines are open 8 00am - 5 30pm, Mon - Fn,
calls may be recorded)

Emall info@albion-ventures co uk

Website www albion-ventures co uk




Investment policy

The Company i1s a Venture Capital Trust The new investment policy, approved by shareholders at the General Meeting held
on 10 February 2011, 15 intended to produce a regular and predictable dividend stream with an appreciation In caprtal value
as set out below

The Company intends to achieve its strategy by adopting an amended nvestment policy for new investments which over
time will rebalance the portfolio such that approximately 50 per cent of the portfolio compnses an asset-based portfolio
of lower nsk, ungeared businesses, pnncipally operating in the healthcare, emvironmental and leisure sectors (the
“Asset-Based Portfolio”) The balance of the portfolo, other than funds retaned for hquidity purposes, will be invested in
a portiolio of higher growth businesses across a vanety of sectors of the UK economy These will range from lower nsk,
income producing businesses to a Imited number of higher rnisk technology companies (the “Growth Portfolio™)

In neither category would portfolio companies normally have any external borrowing with a charge ranking ahead of the
VCT Up to two thirds of qualifying investments by cost will comprise loan stock secured with a first charge on the
porticlio company's assets

The Company’s investrnent portfoho will thus be structured to provide a balance between income and capital growth for
the longer term The Asset-Based Portfolio 15 designed to provide stabiity and income whilst still mantaining the
potential for capital growth The Growth Portfolio 1s intended to provide highly diversified exposure through its portfolio
of iInvestments in unquoted UK companies

Funds held pending investment or for iquidity purpases will be held as cash on deposit or in fioating rate notes or similar
instruments with banks or other financal institutions with a Moody's rating of ‘A’ or above

Financial calendar

Annual General Mesting 16 May 2011
Ex-Didend date for dividend {providing approved by shareholders) 25 May 2011
Record date for dmdend (prowiding approved by shareholders) 27 May 2011
Payment date of dwidend (providing approved by shareholders) 24 Jung 2011
Announcement of intenm results for the six months ended 30 June 2011 August 2011
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Financial highlights

31 December 2010
{pence per share)

31 December 2009
{pence per share)

31 December 2008
{pence per share)

Net asset value

Dwidends
Dmwidends paid dunng the year
Cumulative dradend paid to 31 December 2010

Total net asset value return™

To shareholders of Kings Arms Yard VCT PLC
(formerly SPARK VCT plc)

Total net asset vatue return ncluding tax benefits®

166

50
587

75.3
853

TJotal net asset value return to former shareholders of

Quester VCT 2 plc, per 100p invested in
shares of that company™®
Total net asset value return ncluding tax benefits®

Quester VCT 3 plc, per 100p invested in
shares of that company*
Total net assst value return including tax benefits®

612
812

351
551

27

74
95 4

623
823

361
561

268

28
537

805
1005

66 5
865

401
601

{1)  Net asset value plus cumulative dwvidend per share to ordinary sharehoiders in the Company since the launch of the Company (then

called Quester VCT pichin Apni 1996

{2)  Return after 20 per cent income tax refef but excluding capital gans deferral

(3)  Total return to onginal shareholders in Quester VCT 2 ple, launched in March 1998, which was merged with the Company (then calfed
Quester YCT plc) in June 2005, the share exchange ratio for former shareholders in Quester VCT 2 plc being 1 0248

{4)  Total return to onginal shareholders in Quester VCT 3 pic, launched m February 2000, which was merged with the Company (then
calfled Quester VCT pich in June 2005, the share exchange ratio for former shareholders in Quester VCT 3 pic being 0 9816

Source Albion Ventures LLP

Proposed final dividend for the year ended 31 December 2010
The Directors propose a final dvidend of 0 67 pence per share for the year ended 31 December 2010, to be approved by

shareholders at the Annual General Meeting
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Chairman’s statement

Introduction

2010 was a very active year for the Company In February 2010 the Board announced the conclusion of a major strategic
review and the intention {0 move investment policy away from high nsk early stage technology investments towards lower nsk
opportunities where investee companies would be able to provide positive cash flow towards the payment of dmidends

At that time the Board was constramed in the extent to which this policy could be accelerated both by the Continuation Vote
and by the investment focus of our then Managers, SPARK Venture Management Limited

The Continuation Vote was held at the Company's Annual General Meeting on 7 May 2010 and gained the participation of an
unprecedented number of sharehclders with over 64 per cent voting in favour

Following this confirmation of the Company's continuation the Board was able to embark on a process of selecting the most
suitable managers to implement, subject to shareholder approval, a radical shift In mvestment strategy An exhaustive exercise
of selection was narrowed to formal proposals from four possible managers, all with exceflent credentials, of whom Albion
Ventures LLP (“Albion™) were eventually selected as announced to sharehelders in December 2010

At a General Meeting on 10 February 2011 the changse in the Company's name to Kings Arms Yard VCT PLC (being the
address of our new Managers) was agreed and the new investment strategy, which murrors that successfully followed by other

VCTs managed by Albion, was approved by over 80 per cent of shares voted

Meanwhile our new Managers, who assumed this role formally on 1 January 2011, have been very actve both in getting to
grips with the Company's existing portfolio and in proposing new investments in accordance with this strategy

Performance
The movement N net assets 1S summansed in the table below

Bonds and net

Investments current assets Total pence per

£'000 £'000 £'000 share

Net asset value at 31 December 2009 14,870 10,160 25,030 227
Net gains on disposal 1,576 - 1,576 14
Income net of operating expenses - {581) 581) 05
Net loss on valuation of investments {(2.209) - (2.209) 20
Net investment (1.887) 1,887 - -
Net assets before dwvdends 12,350 11,466 23816 216
Dmdends pard - (5.533) (5,533) 50

Net asset value at 31 December 2010 12,350 5,933 18,283 166

In the year to 31 Decernber 2010 net assets per share fell rom 22 7 pence to 16 6 pence chiefly as a result of the payment of
aggregate dmvdends dunng the year of 5 pence per share

Particular attention was agan pad to the carrying values of the unquoted venture capital portfolio and, although some
improvernents were recorded in the value of certain investments, the overall effect was negative

The most significant reduction in attnbuted value has been that of Sift Limited, the developer of wrtual communities for the
professional services sector, where there had been a very real expectation in the last quarter of 2010 of an imminent and
satisfactory exit As this has not yet been achieved we have considered it prudent to reduce the value of this mvestment We
have also consdered 1t necessary to reduce the carmyang value of Vivacta Limited, a medical dagnostics company with a
patented technology ior rapid blood analysis Whilst Vivacta 1s making good progress, it remains an early stage, pre revenue
company The third significant mark down has been in Cluster Seven Ltd which fell behund target in the second half of the year

Further details on indmdual investments are given in the Portfolio companies information on page 13
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Chairman’s statement (continueq)

Two successful exits were made dunng the year from the unquoted portfollo The first, Secerno Limited, the database secunty
software busingss, was sold to Oracle Corporation in June 2010, realising a gain over camying value of £655,000 Net cash
proceeds of £917,000 have alfready been received and a further £293,0001s due to be recewed, subject to any warranty
clams, in June 2012

In October 2010, Community Internet Group Limited, an Internet Service Prowider, was sold to a private equity backed vehicle
for a gan of £914,000 over its carrying value, with £790,000 already receved and a further £335,000 expected dunng the
course of 2011

Limited realisations, amounting to £56,000 in total, were made from the small AIM quoted portfolio, but the rematning
valuations have continued to detenorate

As a result of the vanous disposals, and despite the Company's significant dwvidend payments, cash and qud mvestments
at the end of the year exceeded £5,446,000, gving the new Managers satisfactory iquidity to make new investments within
the strategy recently agreed by shareholders but no new investments have yet been made

VCT qualifying status

On 31 December 2010, 80 per cent of total investments were In qualfying holdings It 1s anticipated that this margin of
compliance will be enhanced if the dmdend recommended below 1s approved by shareholders The Board remamns very
conscious of the necessity of ensuring that qualifying investments comfertably exceed the minimum threshold of 70 per cent
required for the Company to continue to enjoy VCT tax status and the Board will continue to monitor the position carefully

Annual General Meeting

The Annual General Meeting of the Company wall be held at the City oi London Club, 19 QOid Broad Street, London EC2N 105
at 2 pm on Monday 16 May 2011 Full details of the business to be conducted at the Annual General Meeting are given in
the Notice of the Meeting on page 46 and an explanation for the approvals sought are gwen on page 49 Your Board
welcomes your attendance at the meeting as it gives an opportunity for shareholders to ask questions of the Board and
Investment Manager If you are unable to attend the Annual General Meeting in person, we would encourage you to make use
of your proxy votes

Board composition

On 1 January 2011, as part of the change of Manager to Albion Ventures LLP, Patnck Reeve, the Managing Partner of Albion,
was appointed to the Board of Directors, and Andrew Carruthers, Managing Director of SPARK Venture Management Limited,
resigned from the Board The Board wishes to express ts thanks to Andrew for tus contribution dunng his tenure

Following the successful cutcome of the Board's strategic review, the Company's change of management and the adoption
by shareholders of the new investment policy, David Adams indicated that he wished to stand down and will be leaving the
Board today Dawd has played a significant role n assessing and redirecting the Company and the Board would like to thank
him for kus very valuable coninbution

The Board are pleased to welcome Mr Martin Fiennes, who was appointed a Director on 5 Apnl 2011 and who will be
proposed for election at the next Annual General Meeting Mr Fiennes is a corporate finance adviser specialising in fund-raising
and mergers and acguistions for UK technology companies Martin worked for 9 years with Top Technology Ventures where
he was responsible for making investments in early stage UK companies Pnor to entenng the venture capital sector Martin
had wide expenence in marketing and management roles, and as an executive director in a start up 1n the leisure sector

Dmdends

As stated n the shareholder crrcular 1ssued on 19 January 2011, it 1s the Board's intention to establish a sustainable and
progressive dvidend stream to shareholders The Board therefore proposes a final dradend of O 67 pence per share in respect
of the year ended 31 December 2010 which will be subject to shareholder approval at the forthcoming Annual General
Meeting
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Chairman’s statement contnveq)

Dvidend reinvestment scheme

Enclosed with this Report 1s an explanatory circular and a form allowing shareholders to participate in a dwvidend reinvestment
scheme whereby a shareholder may receve didends in the form of new Qrdinary shares which are eligible for up-front tax
relief Addiuonal copies of the circular and form can be found on the Company’s web page at www albion-ventures co uk/Qur
Funds/Kings Arms Yard VCT PLC/Dmdend reinvestment scheme

Share buy-backs

In order to maintain resources for dvidends and the implementation of the new investment policy, the Board does not intend
to buy back any shares in the financial year to 31 Decernber 2011 However, it ntends to smplement a similar share buy-back
policy to that practised by the other Albion managed VCTs once the effect of the new mvestrment policy has begun to show

In general, the other Albion managed VCTs have a share buy-back policy of making purchases in the market in the region of
a 10 to 15 per cent discount to net asset value, so far as market condiions, iquidity and reserves permit Such buy-backs
are subject to the overall constraint that such purchases are in the Company’s interest, including the maintenance of sufficient
resources for investment N existing and new nvestee companies and the continued payment of dvdends

It 1s hoped that this approach, together with the dividend policy, will encourage a more actwe secondary market i the
Company's shares

Costs

Management and administration fees will be reduced as a consequence of the change of Manager to Albion Ventures LLP
Albion has agreed to waive its management and administration fees for the first year to 31 December 2011 and SPARK
Venture Management Limited will be pad a management fee until 30 Novemnber 2011 based on the Company’s net asset
value at 31 December 2010, adjusted by dividends paid and by any realisations made above or below the 31 December 2010
net asset value Thereafter, Albion will be entitled to an annual management fee of 2 per cent of net asset value, along with
an administraton fee of £50,000 per annum This represents no change in the management fee and a reduction in the
administration fee Furthermore, under the terms of the Investment Management Agreement with Albion, the aggregate fees
payable for management and administration {including the management and admuinistration fees due to Albion, directors’
remuneration, registrars’ fees, stockbrokers' fees, company secretanal fees and the fees of the Company's auditors) are
subject to an aggregate annual cap of 3 per cent of net asset value This 1s a reduction from the previous aggregate cap of
3 25 per cent

Outlook

The Board 1s very conscious that the long term performance of the Company has been far from satisfactory and have been
very active in attemphing to address this The majonty of the Company's asseis are still nvested in businesses that do not pay
regular dvidends Nevertheless, the Board believes that the Company already has enough liquid assets to start its new
investment policy In addition, there remain ecpportunities to add to these resources by selective exits from the existing portfolto
n ne with the Board's strategy to realise as much of the existing portfolic as scon as swuitable exits are avallable By shifting
the portfolio towards assets that offer an immediate yield we believe that the Company will be able to offer investors a gradual
recovery in capital value and a sustanable long term dividend

Robin Field
Chalﬂ'ﬂan \
19 Apni 2011
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Manager’s report

Portfolio review

A number of developments took place in the portfolio dunng the last year Some companies have begun to perform strongly
including Level Four and UniServity Against that, trading at Sift has detenorated and whilst progress at Vivacta has been
positive, it remains pre-cormmercial revenue

The distnbution of assets by sector Is shown i the pie chart below

Source Albon Ventures LLP

An overview showing the holding penod and the revenue profile of each of the {op ten investments in the unquoted portfolio (as
at 31 December 2010} and which compnse nearly 90 per cent of the unguoted portfolio, 1s set out below

% of total
Valuation unquoted Date of first Revenue

£'000 portfolio investment profile Basis of valuation
Etateral Holdings Limited 2,064 17 2% 1999 £5m-L10m  Revenue multiple
UnmServty Limited 1,640 14 1% 2007 £3m-£5m Revenue multiple
Imagesound plc 1,632 13 6% 2005 £5m-£10m  Earnings multiple
Level Four Software Limited 1,321 11 0% 2005 £1m-£3m Revenue multiple
Cluster Seven Ltd a65 72% 2005 £1m-£3m Revenue multiple
Haemaostatix bimited 870 6 7% 2006 Pre revenue  Price of recent

investment

Workshare Limited 618 51% 2006 £10m-£15m  Revenue multiple
Sift Limited 611 51% 1999 £5m-£10m  Earnings multiple
Lab M Heldings Limited 440 37% 1998 E3m-E5m Eamings muluple
Vivacta Limited 45 34% 2006 Pre revenue Cost renewed for
Total 10,576 87 1% recent performance

Since our appointment on 1 January 2011, we have been actively engaged in portfolo management To date, Albion partners
have joined the boards of Elateral, Lab M and UniServity

8 Kings Arms Yard VCT PLC




Manager’s report (ontnued

Valuation changes

The changes in the valuation of the unquoted and quoted portfokos are set out In note 11 Key changes in valuation were
dnven by a number of factors, pnmanly performance in 2010 aganst plan, along with the level of third party offers receved
for those investments which were marketed dunng the year

We have valued all nvestments in ine with International Private Equity and Venture Capital Valuation ('IPEVCV') gudelnes and
have valued most investments in the portfolic using erther

®  the pnce of recent third party investment imparred in the event of any underperiormance agamnst plan, or

® an estmate of mamntanable revenues or earnings, multiplying this by the trading multples of comparable quoted
companes and apphang a discount to reflect the difference in marketability between a listed company and an unguoted
company

Realisations
The successful sale of Community Internet Group Limited and Secerno Limited realised a profit on disposal of £1,545,000 A
number of companies in the portfolio are currently being marketed and should result in successful realisations in 2011

New investments
No investments were made in new companies In 2010 Follow-on investments In the year amounted to £536,000 (as set out
in note 11) Since the year end, the Company has mnvested further funds in Perpetuum (£160,812) and Vivacta (£180,902)

We hope to achieve a number of exits dunng 2011 and to make mnvestments in a combmation of lower nsk, yelding
investmenis as well as a small number of smaller nvestments in earlier stage companes with the prospect of substantial
capital gans We expect to make our first Investment in May 2011

Albion Ventures LLP

Manager .
19 Apnl 2011 dg /@V
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The Board of Directors

The following are the Directors of the Company, all of whom
operate I a non-executive capacity

Robin Field, (59) (Chairman), appointed 21 January
2009, began his commerctal career with Jardine Matheson &
Co n the Far East where he fulfilled a number of managenal
roles, including that of general manager of the largest
ndependent shipping agency in Tawan He then ganed a
MBA with distinction at INSEAD before serving as a strategy
consultant with the LEK Partnership He was chief executive
of Filofax Group plc when the company floated on the
London Stock Exchange in 1996 He 15 a non-executive
director of Artermis VCT plc and a non-executive director of a
number of private companies

David Adams, (55) (Chairman of the Audit Commuttee),
appointed 30 March 2008, 1s an independent consultant
providing strategic and transachion adwvice to corporate
clients, prnvate investors and family owned businesses He
has over 25 years of expenence as a corporate lawyer,
including 19 years as a corporate partner at leading London
law firm, Travers Smith Dawd retwed from the legal
profession i June 2006 and 1s currently the non-executive
charman of a private property company, a non-executive
Dwrector of Core IV VCT PLC and sits on the management
board of FRP Adwsory LLF, the independent restructuring
and soblvency firm

Patrick Reeve, [50), appointed 1 January 2011, qualfied
as a chartered accouniant with Delotte Haskins & Sells
before joining Cazenove & Co where he spent three years in
the corporate finance department He joined Close Brothers
Group plc in 1989, nitially n the development capital
subsidiary, where he was a drector specialising In the
financing of smaller unquoted compames He joined the
corporate finance dwvision in 1991, where he was also a
director He established Albion Ventures LLP {formerly Close
Ventures Limited) with the taunch of Albion Venture Capital
Trust PLC (formerty Close Brothers Venture Capital Trust
PLC) n the spnng of 1996 He i1s the managing partner of
Albion Ventures LLP and 15 director of Albion Technology &
General VCT PLC, Albion Income & Growth VCT PLC, Albion
Pnme VCT PLC and Albion Enterprise VCT PLC, all managed
by Albion Ventures LLP He 1s also a drector of Healthcare &
Leisure Property Fund Limited, for whom Albion Ventures
LLP acts as an investment adviser

10 Kings Arms Yard VCT PLC

Martin Fiennes (50), appointed 5 April 2011 Martin 15 a
self-employed corporate finance adviser He trades as
Gatehouse Capital, a technology comporate finance business
based in Oxiord which specialises in fund-raisings and M8A
for UK technology compames Pnor to starting Gatehouse
Capital, Martin worked for 9 years with Top Technology
Ventures where he was responsible for making investments
in early stage UK technology companies Martin has wide
expenence n marketing and management rofes, and as an
executive director in a start-up in the lessure sector and was,
untl its sale in 2011, a non-executive director of Focus
Solutions Group plc Martin 1s also a Trustee of the HDH Wills
1965 Chantable Trust

Dunng the year ended 31 December 2010, all the Directors
werg non-executive and independent of the Manager,
SPARK Venture Management Limited, with the exception of
Andrew Carruthers, who 1 managing director of SPARK
Venture Management Limited Andrew Carruthers resigned
on 1 January 2011 Greg Lockwood resigned on 7 May
2010

Since 1 January 2011 all the Directors have been non-
executive and independent of the Manager, Albion Ventures
LLP, with the exception of Patrick Reeve, who is Managing
Partner of Albion Ventures LLP

At the Annual General Meeting, Patnck Reeve and Martin
Fiennes, who were appointed since the last Annual General
Meeting, will retire and be subject to election No Directors
are due to retire from the Board by rotation in accordance
with the Company's Articles of Association and Companies
Act 2006




The Manager

Albion Ventures LLP 15 authornsed and regulated by the
Financial Services Authonty and 1s the Manager of Kings Arms
Yard VCT PLC [n addition to Kings Arms Yard VCT PLC, Albion
Ventures LLP manages a further exght venture capital trusts and
cunently has total funds under management of approximately
£230 millon Albion Ventures LLP was awarded “VCT Manager
of the Year” at the “Unquote” Bntish Private Equily Awards
2009 and “VCT of the Year” for Albion Development VCT PLC
at the 2009 Investor AllStar Awards

The followang are specifically responsible for the management
and administration of the YCTs managed by Albion Ventures
LLP, including Kings Arms Yard VCT PLC

Patnck Reeve, MA, ACA, (50), detals included in the Board
of Directors section

Will Fraser-Allen, BA {(Hons), ACA, (40), qualfied as a
chartered accountant with Cooper Lancaster Brewers i 1996
and then joned ther Corporate Finance Team provding
corporate finance adwice to smal and medum sized
businesses He joned Albion Ventures in 2001 since when he
has focused on leisure and healthcare nvesting Will became
deputy managing partner of Albion Ventures in 2009 Will has a
BA n History from Southampton Unnersity

Isabel Dolan, BSc (Hons), ACA, MBA, (46), qualfied as a
chartered accountant with Moore Stephens From 1993 to
1997 she was Head of Recovenes at the Specialised Lending
Services of the Royal Bank of Scotland plc and from 1897 to
2001 she was at 31 plc, latterly as a portiolio director She joned
Albion Ventures in 2005, having previously been finance
director for a number of unquoted comparnes Isabel became
operations partner at Albion Ventures in 2009 She has a BSe
in Bicchemistry with Phammacology from Southampton
University and an MBA from London Business School

Dr Andrew Elder, MA, FRCS, {40). joined Albion Ventures in
2005 and became a partner in 2009 He intially practsed as a
surgeon for six years, speciaising in neurosurgery, before
joning the Boston Consutting Group (BCG) as a consultant n
2001 Whist at BCG he specialised in healthcare strategy,
gamng expenence with many large, global clients across the full
spectrum of healthcare including biotechnology,
pharmaceuticals, servce and care prowvders, software and
telecormnmunications He has an MA plus Bachelors of Medicine
and Surgery from Cambndge Unversity and 1s a Fellow of the
Royal College of Surgeons (England)

Emil Gigov, BA (Hons), ACA, (41), graduated from the
European Business School, London, with a BA {Hons) Degree
N European Business Administration in 1994 He then joined
KPMG in ther financial servces dwision and qualfied as a
chartered accountant in 1997 Following this he transferred to
KPMG Corporate Finance where he speciaised in the lewsure,
media and marketing senices sectors acting on acquisitions,
dhisposals and fundraising mandates He joined Albion Ventures
N 2000 and has since made and exited investments in a
number of industry sectors, Including healthcare, education,
technology, leisure and engineenng Emil became a partner in
Albion Ventures in 2009

David Gudgin, BSc (Hons), ACMA, (38), qualfied as a
management accountant with |CL before spending 3 years at
the BBC In 1999 he joned 31 plc as an investor in European
technology based m London and Amsterdam In 2002 he
moved to Foursome Investments (now Frog Capital) as the lead
investor of an environmental technology and a later stage
development capital fund Dawd joned Albion Ventures in 2005
and became a partner in 2009 Dawvd has a BSc n Economics
from Warwick Unwersity

Michael Kaplan, BA, MBA, (34) Pnor to joining Albion
Ventures In 2007, Michael was a Project Leader with the
Boston Consutting Group (BCG) where he focused on the retal
and financial services sectors More recently, Michae! was part
of BCG's growng Private Equity practice — which provides
strategic due diigence to some of the world's biggest PE funds
Pror to hus tirne with BCG, Michael was the chief financial officer
for Widevine Technologies, a secunty software company based
in Seattle Michael has a BA from the University of Washington
and an MBA from INSEAD He becarmne a partner in Albion
Ventures in 2010

Ed Lascelles, BA (Hons) (35), joned Albion Ventures in 2004
He previously worked for ING Banngs in the corporate finance
department, focusing on smaller UK companies Pnor to ING
Banngs, Ed worked in the corporate broking department of
Charterhouse Secunties where he assisted mn equity
fundraisings and other comorate transachons for quoted UK
companes Ed graduated from UCL with a first class degree in
Phiosophy He became a partner n Albion Ventures in 2009
Henry Stanford, MA, ACA, (45), qualfied as a chartered
accountant with Arthur Andersen before joiring the corporate
finance depariment of Close Brothers Group in 1992,
becoming an assistant director In 1886 He moved to Albion
Ventures n 1998 Henry became a partner in Albion Ventures in
2009 He holds an MA degree in Classics from Oxdord
Unwvergity

Robert Whitby-Smuth, BA (Hons), MSI, ACA, (36). After
graduating in History at Reading Unnversity, Robert qualified as
a chartered accountant at KPMG and subsequently worked In
corporate finance at Credit Suisse First Boston and ING
Banngs Since joming n 2005, Robert has assisted n the
workout of three VCT portfolios (Mumay VCT PLC, Mumay VCT
2 PLC and Mumay VCT 3 PLC now renamed Crown Place VCT
PLC) formesty managed by Aberdeen Mumray Johnson and 1s
responsible for investments in the manufacturng and
technology sectors Robert became a partner in Albion
Ventures in 2009

Marco Yu, MPhil, MA, MRICS, (33), spent two and a half
years at Bouygues (UK}, developing cost management
systemns for PFl schemes, before moving to EC Hams in
2005 where he adwsed senior lenders on large capital
projects He joined Albion Ventures in 2007 and became an
investment manager in Albion Ventures in 2009 Marco
graduated from Cambndge Unwersity with a first class
degree in economics and 1s a Chartered Surveyor
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Portfolio of investments

Change in
Equity | Accounting % of | value for
Industry Equity % held cost®  Valuation fund by | the year
sector % held by AVL® £'000 £000 value £'000
Unquoted investments
Elateral Holdings Limited TMT 23 4% 36 7% 1,009 2,064 11 4% 74
UniSerwty Limited T™T 20 5% 49 2% 1,208 1,640 93% 433
Imagesound plc T™T 117% 12 2% 2,848 1,632 90% (288)
Level Four Software Limited TMT 12 9% 24 8% 984 1.321 7 3% 337
Cluster Seven Ltd T™T 9 0% 14 8% 1,569 965 4 8% (234)
Haemostatix Lrmited Life sciences 13 0% 21 1% 584 870 4 4% 285
Workshare Lmited T™MT 18% 11 3% 696 618 34% (312)
Sift Lmited T™MT 22 5% 31 4% 2,658 611 3 4% (1,171)
Lab M Holdings bimited Ufe sciences 26 4% 26 4% 690 440 24% -
Vivacta Limited Life sciences 80% 13 1% 1,3 415 23% @11)
Antenova Limited TMT 53% 123% 1,307 406 22% 62
Perpetuum Limited TMT 7 0% 11 4% 685 382 21% 155
Atego Group Limited TMT 11 3% 11 3% 120 281 16% 161
We7 Limited T™MT 8 2% 13 0% 816 167 09% (167)
Symetnca Limited TMT 2 4% 34% 108 114 06% -
Acadermia Networks Limited TMT 41% 58% 03 103 06% (176}
Skinkers Limited TMT 4 0% 52% 1,178 54 03% -
Teraview Limited Life sciences 4 8% 9 6% 1,172 24 01% (76)
Oxonica Linited Life sciences 1 5% 21% 205 19 01% (B}
Isango! Limited T™T 15 3% 15 8% 1,000 12 01% (236)
Total unquoted investments 20,332 12,138 66 2% (2,072)
Quoted investments
MediGene AG (Frankfurt) Life sciences 01% 05% 316 83 05% 77
Allergy Therapeutics plc (AIM) Life sciences 03% 09% 772 72 0 4% (54)
Celldex Therapeutics Inc
{NASDAQ) Life sciences 0 2% 05% 504 57 03% (6)
Total quoted investments 1,592 212 12% (137)
Total investments 21,924 12,350 67 5% (2.209)
Cash and other net assets 5,933 5833 32 5%
Net assets 27.857 18,283 1000%

{1) Equity held by Albion Ventures LLP managed companigs

{2) Amounts shown as accounting cost represent the acquisition cost in the case of investments originally made by the
Company and/or the valuation attnbuted to the investments acquired from Quester VCT 2 plc and Quester VCT 3 plc at
the date of the merger in 2005, plus any subsequent acquisiion costs, as reduced in certain cases by amounts written
off as representing an imparment in value

Details of movements in valuation of investments over the twelve months to 31 December 2010 are set out in note 11 of the
Financial Statements
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Portfolio companies

The top ten fixed asset mvestments by total aggregate value of equity and loan stock are as follows

Elateral Holdings Limited
Development and sale of brand marketing automation software

31 March

Audited resutts for year ended 2010
£'000

Tumover 5977
Profit before tax 854
Profit after tax 1005
Not assets/{liabiinies) 591

Co-mnvestment - Kings Arms Yard VCT 2 PLC

History — Quester funds jomed an expangion round N 1999 post 3 seed funding

31 March Website www elateral com
2009 Investment information

£'000 £'000

5,127 Income recogrused n the year -

158 Accounting cost 1,009

168 Valuatron 2084

{405) Equity helg 23 4%

Basis of valuahon Revenue multple

UniServity Limited
Learrung platform solution provider for schools and local authonties

31 July

Audrted rasults {or year ended 2010
£'000

Turnover 1273
Profit/floss) before tax 595
Profit/floss) aiter tax 658
(Net habilities) 883)

Co-mvestment - Kings Arms Yard VCT 2 PLC

History - Early stage nvestment in 2007, nduding joan stock from angel mvestors

31 July Website www unisenaty com
2009 Investment information*
£'000 £'000
3422 Income racogmsed in the year -
(2,269) Accounting cost™ 1,208
(1745) Valuation 1640
{2 042) Equity hetd 20 5%

Basis of valuahon Revenua multiple

Imagesound plc

Audrted results for year ended

£'000
Turnover 7,757
Profit/loss) before tax 29
Profit/loss) after tax 352
Net assets 8303

Co-investment — Kings Arms Yard VCT 2 PLC

Prawiger of digital media i the form of audio or wdea to the corporate sector
31 December 31 December
2009 2008

History — Initial investment by Quester VCTs 2 & 3 in 2000 expansien finance

Website www imagesound co uk
Investment information.

£'000 £'000
9,146 income racognised in the year 50
(4591) Accounting cast ! 2848
(268) Valuatiors 1632
7 894 Equity held 117%
Basts of valuation Earrengs muthple

Level Four Software Limited
Speciatst prowder of ATM software schubions

30 June

Audited results for year ended 2010
£'000

Turnover 2675
{Loss) before tax (598)
{Loss) after tax (570)
{Net labdities) (430}

History - Earty stage wvestment by Quester funds i 2005

Co-mwestment - Kings Arms Yard VCT 2 PLC and Quester Venture Partnership

30 June Wabsita www levetfour com

2009 Invegtment information
£'000 £'000
2,000 Income recogrused in the year -
(803) Accounting cost? 984
(754) Valuation 1321
{3,709) Equity held 12 8%
Basis of valuation Revenus multple

Cluster Seven Ltd

Design and development of spreadsheet management software for nsk control and compliance
31D ther 31 Dy b

Webgite wwuw clusterseven com

Audited results for year ended 2009

£'000
Turnover 2080
(Loss) before tax 51)
Profit/floss) after tax 123
(Nat liabdties) (3272

History — Quester funds investment in 2005 nstituional round  earty stage

Co-investment - Kings Arms Yard VCT 2 PLC and Quester Veniure Partnership

2008 Investment nformatior:

£'000 £'000
1483 Incorme recognised In the year -
(1.683)  Accounting cost”’ 1 569
(1.529) Vatuation 965
(3422) Equrty held 90%

Basis of valuation Revenue multiple
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Haemostatix Limited

31 March

Abbrewiated audited resuits for year ended 2010
£'000

(Net habdites) {3 185)

History — Lachesis ongmally mvested n 2002 Cuester followed in 2005

31 March
2009
£:000

{2 404

Biopharmaceutical company developing platelet replacermnent and haemostatic therapies for blood clottng disorders

Weabsite www hasmostatix com
Investment infarmation

£'000
Income recogrised in the year -
Accounting cost” 584
Valuation 870
Equity held 130%

Basis of valuation Price of recent mvestment

Co-nvestment - Kings Arms Yard VCT 2 PLC, Cuester Venture Partnership, Lachesis Seed Fund LUmited Partnership

Workshare Limited

Development marketing, seling and supporting document companson and collaboration software providing nsk management

History = Onginal investment by Quester VCT in 1998

and securty
31 March 31 March Website www workshare com
Audited results for year ended 2010 2009 Investment information
$'000 $'000 £'000
Turnover 20707 25983 Income recogmsed n the year -
Profit/floss) before tax 20 {2 634) Accounting cost™ 696
Profit/loss) after tax 319 {2315 Valuaton 618
{Net habilities) (3551) (4 295) Equity held 18%
Basss of valuation Revenue muttiple
History - Expansion finance n 2006 Quester sole wwestor in 2002
Co-rwestment — Kings Armis Yard VOT 2 PLC and Quester Venture Partnership
Sift Limrted
Web based provison of online business and community management solutions
310 b 31 D b Website www sift com
Audsted results for year ended 2009 2008 Investment information
£000 £'000 £'000
Turnover 6,893 7223 income recognised in the year 22
{Loss)profit before tax (36) 520 Accounting cost” 2658
Profit after tax 35 616 Valuation 611
Net assets 1172 810 Equity held 22 5%
Basis of vatuation Earnings multiple
History — Development capital Quester co-ted 1999
Co wvestment — Kings Arms Yard VCT 2 PLC
Lab M Holdings Limited
Range of microbiologeeal testing products
30 Aprd 30 Apnl Waebsite www labm com
Abbrewtated audited results for year ended 2010 2009 Investmant inforrmation.
€000 £'000 £'000
{Net habiities) 27 (2} income recognisad In the year 19
Accounting cost 890
Valsation 440
Equity held 264%
Basis of valuation Earnings multiple

Vivacta Limited

wmmunoassay markers of disease from whole blood at the point of care

31 Juty

Audrted results for year ended 2010
£'000

Turnover -
{Loss) before tax {4 095)
{Loss) after tax {3,653}
Net assets 1,118

History — Industnal spin-out Quester sole nvestor in 2006 start up

Co-nvestment - Kings Arms Yard VCT 2 PLC and Quaster Venture Partnership

31 July
2009
£'000

{4 186)
{3781)
4750

Madcal diagnostics company developing and commerciaising a patented technology for the rapdd quantitative detecton of

Website www vivacta com
Investment mformation:

£'000
Income recagnised in the year -
Accounting cost® 1391
Valuation 415
Equtty heid 80%

Cost renewed ior
recent performance

Basis of valuation

(1)  Amounts shown as accounting cost represent the acquisition cost In the case of investments onginally made by the Company and/or
the valuation attnbuted to the investments acquired trom Quaester VCT 2 plc and Quester VCT 3 plc at the date of the merger in 2005,

plus any subsequent acquisition cost

2) The dates of the audited accounts for portfolio companies are those of accounts as filed at Companies House
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Directors’ report and business review

The Directors present therr Annual Report and the audited
Financial Statements on the affars of Kings Arms Yard VCT
PLC (the “Company”) for the year ended 31 December 2010

Principal activity and status

The pnncipal actvity of the Company dunng the year is that
of a venture capital trust making investments, mamnly in
unguoted companies The Company has recewved approval
by HM Revenue & Customs (“HMRC") as a Venture Capital
Trust tn the opinion of the Directors, the Company has
conducted its affars so as to enable it to continue to comply
with HMRC rules in order to maintan its status under Venture
Capital Trust legislation The Company was not at any time
up to the date of this report a close company within the
mearing of Section 414 of the Income and Corporation
Taxes Act 1988

The Company’s ordinary shares of 5 pence are listed on the
London Stock Exchange

Under current tax legislation, shares in the Company provide
tax-free capital growth and income distribution, in addition to
the income and capital gains tax relief some investors would
have obtained when they invested in the onginal share offers

Statement of corporate governance

The Statement of corporate governance, which 1s required by
DTR 7 2 1s set out on pages 22 to 26 and forms part of this
Report

Caprtal structure
Details of the Company's share capital 1s shown in note 15

The Company's share captal compnses Ordinary shares
which carry a nght to receve discretionary dwidends Intenm
dwvidends are determined by the Directors, whereas the
proposed final dmdend 15 subject to shareholder approval
On a winding up, after meeting the habilities of the Company,
the surplus assets will be paid to Ordinary shareholders in
proportion to ther shareholdings

Every shareholder who s present in person or by a duly
authonised representative, and every proxy for any
shareholder (regardless of the number of shareholders for
whom he is a proxy), shall have one vote on a show of hands
On a poll, every shareholder present in person or by proxy or
by representative shall have one vote for each share of which
he 15 the holder, proxy or representative Instruments
appointing a proxy to vote at a general meeting of the
Company have to be executed in accordance with the
Company's Articles of Association and delivered to the
Company or such other place specified in the Notice

convening the meeting, not less than 48 hours before the
time that the meeting 1s to commence

The Company's Articles of Association can be amended only
by a special resolution of the members, requinng a majonty
of not less than 75 per cent of such members as vote n
person or by proxy

Substantial interests and shareholder profile

As at 31 December 2010 and at the date of this report, the
Company was not aware ¢f any beneficial interest exceeding
3 per cent of any class of the issued share capital and there
have been no disclosures in accordance with Disclosure and
Transparency Rule 5 made to the Company dunng the year
ended 31 December 2010, and up to the date of this report

The table below shows the sharsholder profile, including
nominee accounts, as at 15 Apnl 2011 for the Company’s
Ordinary shares of 5 pence

Number of % %
shares held shareholders share capital
1-10,000 47 5 101
10,001 - 50,000 430 374
50,001 - 100,000 66 187
100,001 - 500,000 26 166
500,001 - 1,000,000 02 60
1,000,001 = 5,000,000 01 112

Financial results and dividends

Dunng the year the Company paid total dwdends of 5 pence
per Ordinary share, being a fina! dvidend of 4 pence per
Ordinary share for the year ended 31 December 2009 and an
intenm dividend of 1 penny per Ordinary share for the year
ended 31 December 2010 No dwdends were paid dunng
the year ended 31 December 2009

The Dwrectors recommend a final dwidend of 0 67 pence per
share in respect of the year ended 31 December 2010, which
will be subject to shareholder approval at the Annual General
Mesting on 16 May 2010

The key performance indicators of the Company show, in the
Income statement on page 30 of the Financial Statements,
that investment income has decreased to £132,000 (2009
£220,000) due to the reduced receipts from lhsted fixed
interest secunties and lower interest on cash deposits and
investments held in cash funds

The net loss atinbutable to shareholders for the year ended
31 December 2010 was £1,214,000 (2009 loss of
£4,623,000) as a result of losses on nvestments and the
expenses of the Company
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As at 31 December 2010, the Company had accumulated
investment holding losses (net of gains) of £9,574,000 (2009
£7,941,000) and retaned a balance on its profit and loss
account of £893,000 {2009 £3,852,000) Dunng the year, a
transfer of £2,161,000 has been made from the special
reserve to the profit and loss account to offset capital losses
ansing in the year on dispeosals, being current year losses and
unrealised losses of pnor years now treated as wntten off and
to fund the payment of the dwdend from the special reserve

The balance sheet on page 31 of the Financial Statements
shows that the net asset value per Ordinary share has
decreased over the last year to 16 6 pence per share (2009
22 7 pence per share) as a result of the loss for the year and
the payment of a dvidend of 5 O pence per share dunng the
year

The cash flow for the business has been negative for the year
due to dwidends pad, general running costs and
nvestments made, partially offset by proceeds of the sale of
invastments

After adjusting for non-recurmnng costs, rrecoverable VAT and
dmdends of 50 pence per share pad dunng the year, the
Comany's total expense ratio for the year end 31 December
2010 was 3 0 per cent {2009 3 55 per cent )

The Company continues to comply with HMRC rules in order
to maintain its status under Venture Capital Trust legislation

Investment policy

The Company I1s a Venture Capital Trust The new investment
policy, approved by shareholders at the General Meeting held
on 10 February 2011, 15 intended te produce a regutar and
predictable dvdend stream with an appreciation in capital
value as set out below

® The Company intends to achieve its strategy by
adopting an amended investment policy for new
investments which over time will rebalance the portfolio
such that approxmately 50 per cent of the portfolio
compnses an asset-based portfolo of lower nsk,
ungeared businesses, pnncipally operating in the
healthcare, environmental and leisure sectors [the
“Asset-Based Portfolio”) The balance of the portfolio,
other than funds retained for hquidity purposes, will be
invested in a portfolio of higher growth businesses
across a vanety of sectors of the UK economy These
will range from lower nsk, mcome producing
businesses to a limited number of higher nsk
technology companies (the “Growth Portfolio™)

® Inneither category would portfolic companies normally
have any external borrowing with a charge ranking
ahead of the VCT Up to two thirds of qualifying
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investments by cost will compnse loan stock secured
with a first charge on the portfolio company's assets
The Company's investment portfolio will thus be
structured to provide a balance between income and
capital growth for the longer term The Asset-Based
Portfolio 15 designed to prowde stability and income
whilst still maintaining the potential for capital growih
The Growth Portfolio 1s intended to provide highly
dversified exposure through its portfolic of investments
in unquoted UK comparues

Funds held pending investment or for iquidity purposes
will be held as cash on deposit or in floating rate notes
or similar nstruments with banks or other financial
institutions with a Moody's rating of ‘A’ or above

The Company's investment allocation and nsk
dwersification policies are substantially driven by the
relevant HMRC rules and 1t 15 the intention of the
Company to apply the following policies in this respect

(1) The Company's income will be derved wholly or
mainty from shares and secunties,

(2) At least 70 per cent of the HMRC value of its
investments will be represented throughout the year
by shares or secunties that are classified as
‘qualifying holdings’,

{3) At least 30 per cent by HMRC value of its total
qualfying holdings will be represented throughout
the vear by holdings of 'eigible shares’,

{4) At no time in the year wii the Company's holdings
n any one company exceed 15 per cent by HMRC
value of its investments,

{5) The Company will not retain more than 15 per cent
of its income earned in the year from shares and
securities, and

(8) Elgible shares will compnse at least 10 per cent by
value of the total of the shares and secunties that
the Company holds tn any one portfolio company

These tests drive a spread of nvestment nsk through
disallowing holdings of more than 15 per cent In one
portfolio compary

‘Qualifying hoidings’, for the Company include shares or
secunties (includng loans with a five year or greater
matunty period) in companies which operate a
‘qualifying trade’ wholly or manly 1n the United Kingdom
‘Qualifying trade' excludes, amongst other sectors,
dealing in property or shares and secunties, insurance,
banking and agncutture The Company may not control
a portfolio company
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®  There s an annual Investment limit of £1 milbon in each
portfolio company

The Company wll co-invesi with the cother eight VCTs
managed by Albion Ventures LLP and allocation to new
investmenis between the Albion Ventures LLP VCTs will be n
accordance with the ratio of funds avalable for investment,
subject to the investment policy of each VCT and a imited
number of provisions to protect each participating company

Geanng

As defined by the Articles of Association, the Company's
maximum exposure In relation to geanng is restncted to the
amount equal to the Adjusted Capital and Reserves Gearnng
will not normally be employed As at 31 December 2010, the
Company had no exposure and its actual short term and
long term geanng at this date was £nd {2008 ©ni) The
Directors do not currently have any intention to utlise long
term gearing

Current portfolio sector allocation

Details of investments made by the Company and ther
relevant sectors are shown in the Portfolo of nvestments
and Portfolio comparnies sections on pages 12 1o 14

Valuation of investments

As described in note 1 of the Financial Statements, the
Company's unquoted investments are valued at farr value
through profit or loss In accordance with the International
Prvate Equity and Venture Capital Valuation Guidelines
These gudelnes set out recommendations, intended to
represent current best practice on the valuation of venture
capital investments These investments are valued on the
basis of forward looking estmates and judgements about the
business itself, its market and the enmaronment in which it
operates, together with the state of the mergers and
acquisitions market, stock market conditions and other
factors In malung these jJudgements the valuation takes into
account all known matenal facts up to the date of approval
of the Financial Statements by the Board

The Company's quoted investments are valued at therr
bid pnces

Review of business and future changes

The detaled review of the Company’s business durng the
year and future prospects are included in the Directors’
report by reference and can be found n the Charman’s
statement on page 5 and Manager’s Report on page 8
Details of signficant events which have occurred since the
end of the financial year are listed in note 22 Detals of
related party transactions are shown in note 23 The
Directors do not foresee any major changes in the actmty

undertaken by the Company in the current year The
Company continues with its objective to invest in unquoted
compantes throughout the United Kingdom with a view to
providing both capital growth and a reliable dvidend income
to shareholders over the long term

Financial instruments
Information on the Company’s objectives and policies In
relation to financial nsk and its management and exposure of
market nsk, liquidhty and credit nsk 1s provided in note 19 to
the Financial Statements

Principal nsks and uncertainties
The Board considers that the Company faces the following
maor nsks and uncertanties

1 Investment nsk

This 15 the nisk of nvestment in poor quality assets
which reduces the capital and income returns 1o
shareholders, and negatively impacts on the
Company's reputation By nature, smaller unquoted
businesses, such as those that qualfy for venture
capital trust purposes, are more fragile than larger, long
established businesses

To reduce this nsk, the Board places reliance upon the
skills and expertise of the Manager and ts strong track
record for investing in this segment of the market In
addition, the Manager operates a formal and structured
investment process, which includes an investment
committee, compnsing Investment professionals from
the Manager and at least one external investment
professional The Manager also invites comments from
non-execuiive Directors of the Company on nvestments
discussed at the investment committee meetings
Investments are actively and regularty monitared by the
Manager (investment managers normally sit on rwestee
company boards) and the Board recewves detaled
reports on each investment as part of the Manager's
report at quartery Board meetings

2 Venture Capital Trust approval nsk

The Company's current approval as a venture capital
trust allows investors to take advantage of tax reliefs on
intbat investment and ongoing tax free capital gains and
dvidend income Falure to meet the quahfying
requirements could result in investors losing the tax
rehief on initial Investment and loss of tax relef on any
tax-free income or capital gains receved In addition,
fallure to meet the qualifying requirements could resutt
in a loss of isting of the shares
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To reduce this ngk, the Board has appomnted the
Manager, who has a team with significant expenence in
venture capital irust management, used to operaing
within the requirements of the venture capital trust
legislation In addion, to prowvide further formal
reassurance, the Board has appointed Grant Thornton
UK LLP as its taxation advisers Grant Thornton UK
LLP report annually to the Board to independently
confirn compliance with the venture capital trust
legistation, to highlight areas of nsk and to inform on
changes n legislation

3 Complance risk
The Company 1s isted on the London Stock Exchange
and s required to comply with the rules of the UK
Listing Authonty, as well as with the Comparues Act,
Accounting Standards and other legislation Failure to
comply with these regulations could result In a
delisting of the Company’s shares, or other penalties
under the Companies Act or from financtat reporting
oversight bodies

Board members and the Manager have expenence of
operating at sentor levels within quoted businesses In
addiion, the Board and the Manager receve regular
updates on new regulation from the Company's
Auditors, lawyers and other professional bodies

4 Internal control nsk
Failures in key controls, within the Board or wathin the
Manager's business, could put assets of the Company
at nsk or result in reduced or inaccurate information
being passed to the Board or to shareholders

The Audit Committee will meet with Albion Ventures
LLP's internal auditors, Littlejohn LLF, at least once a
year, receiving a report regarding the last formal internal
audit performed on the Manager and providng the
opportunity for the Audit Committee to ask specific and
detaled questions The Manager has a comprehensive
busmess contnuty plan in place n the event that
operational continuty 15 threatened Further details
regarding the Board’s management and review of the
Company's internal controls through the Implementation
of the Turnbull gudance are detalled on page 24

Measures are 1n place to mitigate information nsk in
order to ensure the mtegnty, avalability and
confidentiality of mformation used within the business

5 Refiance upon third parties nsk

The Company 1s relant upon the services of Albion
Ventures LLP for the provision of investment
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management and administratve functons There are
provisions  within  the Investment Management
Agreement for the change of Manager under certain
crcurnstanceas (for more nformation, see the Investment
Management Agreement details in note 4) In addition,
the Manager has demonstrated to the Board that there
15 no undue reliance placed upon any one indmdual
within Albion Ventures LLP

6 Financial nsks
By sts nature, as a venture capital trust, the Company
15 exposed to investment nsk {which comprises
investment price nsk and cash fiow interest rate nsk),
credit nsk and lquidity nsk The Company's policies for
managing these nsks and its financial nstruments are
outhned in full in note 19 to the Financial Statements

All of the Company’s income and expenditure IS
denominated :n sterding and there are two foreign
currency quoted portiolic Investments whose total
value at 31 December 2010 15 £140,000 The
Company 1s financed through equity and does not have
any borrowings The Company does not use denvatve
financial instruments for speculative purposes

Environment

The management and admristration of the Company I1s
undertaken by the Manager Albion Ventures LLP recognises
the importance of its environmental responsibilities, monitors
its impact on the environment, and designs and implements
policies to reduce any damage that might be caused by its
actmvities Intiatives designed to rminimise the Company’s
impact on the environment include recycling and reducing
energy consumption as 1s shown in the financial statements
of Albion Ventures LLP

Directors

The Directors of the Company, who served dunng the year
and ther nterests in the issued Ordinary shares of 5 pence
each of the Company at 31 December 2010, were as
follows

31 December 31 December

2010 2009

RA Feld (Chairman) 48,993 10,911

DY Adarns 38,082 -
GK tockwooed {resigned

7 May 2010) - -
AB Carruthers (resigned

1 January 2011) 38,082 -
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There have been no changes to the share hoidings of Robin
Field and Dawid Adams since 31 December 2010

Patrick Reeve, who was appointed on 1 January 2011 holds
29,448 Ordinary shares

Martin Fiennes, who was appointed on 5 April 2011 does not
hold any shares

All of the Directors’ share interests shown above were held
beneficially and no nght to subscnbe for shares in the
Company was granted to, or exercised by, any Diector
durning the year

Andrew Carruthers 1s a Director of SPARK Venture
Management Limited which was the Manager untl 1 January
2011 Save for the Investment Management Agreement and
the Termination Agreermnent as detaled in note 4, no
contracts existed dunng or at the end of the year in which
any Dwector was matenally interested Patrick Reeve is the
managing partner of Albton Ventures LLP which has been the
Manager since 1 January 201t Save for the Invesiment
Management Agreement with Albion Ventures LLP dated
8 December 2010, no contracts existed durng or at the end
of tha year in which any Director was maternally interested
Disclosures required by Financial Reporting Standard (FRS)
8, “Related Party Disclosures” are set out in note 23 of the
Financial Statements

Information about the appontment of Directors, their terms
and pencd of appointment and therr re-election are given In
the Statement of corporate governance on page 22

Re-election of Directors

Directors’ retrement and re-election s subject to the
Company's Articles of Association and the Combined Code
on Corporate Governance At the Annual General Meeting,
Patnick Reeve and Martin Fiennes, who have been apponted
since the last Annual General Meeting, will resign and offer
themselves for election Patnck Regve 15 not considered to
be independent as he 15 the managing partner of the
Manager, Albion Ventures LLP, and as such will retirg on an
annual basis All other independent Directors will retire and
offer themselves for re-election every three years, until they
have served for longer than nine years, when they will retire
on an annual basis

Insurance

As prowvided for in the Company's Articles of Association, the
Company has contnued to mantan Directors’ and Officers’
hability nsurance up to an indemnity hmit of £5 million

Employees
The Company I1s managed by Albion Ventures LLP and
hence has no employees other than its Drectors

Change of manager

The Board's strategy 1s to realise as much of the existing
portfolio as soon as suitable exts are available and to focus
new mvesiment on relatively low rnisk opportunities in more
developed Investee companies  SPARK  Venture
Management Limited, a specialist technology nvestor,
decided to move its fund management focus away from retall
funds towards regional and institutiona! funds The Board
believes that the appomtment of a new Manager with
expertise of growing more mature businesses across a broad
range of sectors would provide a sustainable future for the
Company whilst delivering a steady annual yield

On 1 January 2011, Albion Ventures LLP was appointed as
Manager to the Company Albion Ventures LLP s one of the
largest and most long established VCT managers The
busingss was started in 1996, and prior to taking over the
management of two venture captal trusts from SPARK
Venture Management Limited, managed seven VCTs, totaling
wst under £200 milion of funds, with a broad policy of
balancing income generating, asset-based nvestments with
higher growth compares

The Board wishes to thank SPARK Venture Management
Limited for its efforts in stabilising the portfolio and starting
the work in realising investments A number of potential exits
from the existing investment portfolio are In progress and
SPARK Venture Managernent Limited has agreed to work
alongside Albion Ventures LLP durng the termination notice
period in order to assist with these investments

Investment manager

The pnncipal terms of the Company's Investrment
Management Agreement as applicable during the penod
ended 31 December 2010 and the Termination Agreement
between the Company and SPARK Venture Management
Urmited which was dated 8 December 2010 and which
became effective 1 January 2011, are set out in note 4 of the
Financial Statements

Albion Ventures LLP signed an Investment Management
Agreement with the Company on 8 December 2010, which
came into effect on 1 January 2011 Detads of ths
agreement are also set out In note 4

Dunng the year, OLIM Limited acted as adwiser to the
Company In respect of investments in isted equities and
fixed interest secunties and had imited discretion to manage
this portfolic This arrangement has now ended

Kings Arms Yard VCT PLC 19




Directors’ report and business review (contnues

Performance incentive fee

As at 31 December 2010, the date of termination of the
Investment Management Arrangement, SPARK Venture
Management Limited's management perfarmance incentive
arrangements had not been implemented Accordingly, no
performance incentive payments were paid or fall due

The Company has agreed with Albion Ventures LLP that no
performance or ncentive fee will be payable to Albion
Ventures LLP for any years pnor to 31 December 2012

Evaluation of the Manager

The Board will continue to rewiew the progress made by
SPARK Venture Management Limited in its task to complete
those exit processes begun prior to the change of Manager

In respect of Allion Ventures LLP, the Board will evaluate
future returns generated from new inNvestee companies,
together with the long term prospects of those nvestments
currently held which do not form part of ext processes
currently being handled by SPARK Venture Management
Lmited Additionally the Board will review the continued
achievernent of the requirements for Venture Capital Trust
status, the terms of the Management Agreement and the
services provided therein, and wili benchmark the
performance of the Manager to other service providers

The Board believes that it 1s in the interests of shareholders
as a whole, and of the Company, to continue the
appointment of Albion Ventures LLP for the forthcoming year

Directors’ indemnity

Each Director has entered into a deed of indemnity with the
Company which ndemniiies each Cirector, subject 1o the
provisions of the Companies Act 2006 and the Iimitations set
out In each deed, against any lability ansing out of any claim
made agamnsi him In relation to the performance of his duties
as a Director of the Company A copy of each deed of
indemnity entered into by the Company for each Director 18
available at the registered office of the Company

Operational arrangements

Dunng the year to 31 December 2010, the Company
delegated the investment management of the portfolio to
SPARK Venture Management Limited, which 1s authonsed
and regulated by the Financial Services Authonty SPARK
Venture Management Limited also provided company
secretanal and other accounting and administrative support
to the Company From 1 January 2011, the Company has
delegated all the above management and services to Albion
Ventures LLP, which 1s also authonised and regulated by the
Financial Services Authonty Further detals regarding the
terms of engagement of the Manager are shown in note 4
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Auditor

The cumrent auditors, Grant Thornton UK LLP, have indicated
their wilingness to continue as Auditors to the Company A
resolution to re-appoint Grant Thornton UK LLP as Auditors
will be proposed at the Annual General Meeting on
16 May 2011

Supplier payment policy
The Company's payment policy 15 to ensure settlement of
supplier nvoices N accordance with therr standard terms

The Company’s policy 15 to pay all supplier invoices wathin
30 days of the invoice date, or as otherwise agreed As at
31 December 2010, trade creditors totalled £5,000 (2009
£7,000) Crediior days as at 31 Decermber 2010 were 2 days
(20098 3 days)

Annual General Meeting

The Annual General Meeting will be held at the City of
{.ondon Club, 18 Old Broad Street, London EC2N 1DS at
2pm on Monday 16 May 2011 The Notice of Annual
General Meeting 1s at the end ¢of thus document

The proxy form enclosed with this Annual Report and
Financial Statements permits shareholders to disclose votes
‘for', ‘aganst' and ‘withheld A 'vote withheld' 1s not a vote in
law and will not be counted i the proportion of the votas for
and against the resolution Summary of proxies lodged at the
Annual General Meeting will be published at www albion-
ventures co uk within the ‘Our Funds’ section by clickeng on
Kings Arms Yard VCT PLC

Patnck Reave and Martin Fiennes, having being appointed to
the Board of Diectors since the Company's last Annual
General Meeting will retire and offer themselves for election

Resolutions retating to items of special business, for which
shareholder approval i1s required in order to comply either
with the Companies Act or the Listing Rules of the Financial
Services Authority, will be proposed at the Annual General
Meeting, and are explaned on page 49

Recommendation

Your Board behieves that the passing of the resolutions
proposed at the Annual General Meeting 1S In the best
nterests of the Company and sts Shareholders as a whole,
and unanimously recommends that you vote in favour of all
the proposed resolutions, as the Directors intend to do in
respect of ther own beneficial shareholdings
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Statement of Directors’ responsibility

The Dwectors are responsible for preparing the Directors’
report and business review, the Directors’ remuneration
report and the Financal Statements in accordance with
applicable law and regulations They are also responsible for
ensunng the Annual Report includes information required by
the Listing Rules of the Financial Services Authority

Company law requires the Diectors to preparg Financial
Statements for each financial year Under that law the
Directors have elected io prepare the Financial Statements in
accordance with United Kingdom Generally Accepted
Accounting Practice (Untted Kingdom Accouniing Standards
and applicable law) Under company !aw the Directors must
not approve the Financial Statements unless they are
satisfied that they give a true and far view of the state of
affars of the Company and of the profit or loss of the
Company for that year

In preparng those financial statements, the Directors are
required to

®  select sutable accounting policies and then apply them
consistently,

@ make judgements and estimates that are reascnable
and prudent,

® state whether apphcable UK accounting standards
have been followed, subject to any matenal departures
disclosed and explaned in the Financial Statements,
and

® prepare the Financial Statements on the going concern
basis unless 1t 1s nappropriate to presume that the
Company will continue in business

The ODirectors are responsible for keepmg adequate
accounting records that are sufficient to show and explain
the Company's transactions and disclose with reasconable
accuracy at any time the financial position of the Company
and to enable them to ensuwre that the Financial Statements
comply with the Companies Act 2006 They are also
responsible for safeguarding the assets of the Company and
hence for taking reasonable steps to prevent and detect
fraud and other regulanties

The Diectors are responsible for the mantenance and
integrity of corporate and financial information included on
the Company’s web page on the Manager’s website
(www albion-ventures co uk) The maintenance and integnty
of the Manager's website 1s, so far as it relates to the
Company, the responsibility of the Manager

The work camed out by the Auditor does not involve
consderation of the mantenance and integnty of this website

and, accordingly, the Auditor accepts no responsibility for
any changes that have occurred to the Financial Statements
since they were mitially presented on the website Vistors to
the website need 1o be aware that legislation in the United
Kingdom governing the preparation and dissemination of the
Fimancial Statements and other informaton included in
annual reports may differ from legslation 1n other
junisdictions

Under applicable law and regulations, the Directors are
responsible for prepanng a Diwectors’ report, Directors'’
remuneration report and Corporate governance statement
that comply with that law and those regulations

The Drectors confirm to the best of ther knowledge that

@® the Financial Statements, prepared in accordance with
applicable UK Accounting Standards, gve a true and
far view of the assets, labilites, financial position and
loss of the Company, and

® the management repart ncluded within the Chairman's
statement, Manager's report and Directors’ report and
enhanced business review includes a far review of the
development and performance of the business and the
position of the Company, together with a descnption of
the pnncipal nsks and uncertanties that the
Company faces

The names and functions of all the Directors are stated on
page 10

Disclosure of information to Auditors
In the case of the persons wha are Directors of the Company
at the date of approval of this report

®  so far as each of the Directors are aware, there 1s no
relevant audt information of which the Company's
Auditors are unaware, and

@® each of the Directors has taken all the steps that he
ought to have taken as a Drector to make himself
aware of any relevant audit nformation and to establish
that the Company's Audiors are aware of that
informatton

This disclosure 15 gven and should be interpreted in
accordance with the prowision of s418 of the Comparnies
Act 2006

By order of the B
! dl&g\

Albion Ventures LLP
Company Secretary
19 April 2011
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Statement of corporate governance

Background

The Financial Services Authority requires all isted companies
to disclose how they have appled the prncples and
complied with the provisions of the Combined Code 1ssued
by the Financial Reporting Council (“FRC”) in July 2003 (“the
Code™) and updated n June 2006 and June 2008

The Board of Kings Arms Yard VCT PLC has also considered
the prnciples and recommendations of the AIC Code of
Corporate Governance (“AlC Code”) by reference to the AIC
Corporate Governance Gude for Investment Compames
(“AlIC Guide™) The AIC Code, as explained by the AIC Guide,
addresses all the principles set out in Section 1 of the
Combined Code, as well as setting out additional pnnciples
and recommendations on issues that are of specific
relevance to the Company

The Board considers that reporting against the prninciples and
recommendations of the AIC Code, and by reference to the
AIC Guide, will provide better infformation to shareholders
than reporting under the Code alone

Application of the Principles of the Code

The Beard attaches importance to matters set ocut in the
Code and applies its principles However, as a venture capital
trust company, most of the Company's day-to-day
responsibilites are delegated to thrd parties and the
Directors are all non-executve Thus, not all the provisions of
the Code are directly applicable to the Company

The Company has complied with the recommendations of
the AIC Code and the relevant provisions of Section 1 of the
Combined Code, except as set out below

Board of Directors

The Board consists solely of non-executive directors Since
all Directors are non-executive and day-to-day management
responsibiities are sub-contracted to the Manager, the
Company does not have a Chief Executive Officer

Mr Robin Field, Chaimman, and Mr David Adams, Chairman
of the Audit Committee and Mr Martin Fiennes, are
considered independent Directors Mr Andrew Carruthers,
who resigned on 1 January 2011, was not considered an
independent Director as he 1s managing director of SPARK
Venture Management Lumuted, the previous Manager
Mr Patrick Reeve, who was appointed on 1 January 2011, 1s
not considered an mdependent Director as he 1s the
managing partner of Albign Ventures LLP, the Manager The
mayjority of the Board will continue to act ndependently of the
Manager and the Dwectors consider that the size of the
Board 1s adequate to meet the Company's future needs
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The Board has considered whether 1t 1s appropnate to
appoint a Senior Independent Director and has concluded
that, due to the size of the Board, the size of the business
and its lack of complexity, it 15 nappropnate for the time
being The appointment of a Seror Independant Director 1s
reviewed annually

The Articles of Asscciation require that all Directors be
subject to re-election procedures by rotation at the Annual
General Meeting Al Dwectors, in accordance with the
Combined Code, will submit themselves for re-election at
least once every three years Directors appointed since an
annual general meeting will retire and be subject to election
at the next annual general meeting Directors not considered
to be independent or who have served for longer than nine
years, will be subject to annual re-election The Board does
not have a policy of imiting the tenure of any Dwector as the
Board does not consider that a Director's length of service
reduces his ability to act independently of the Manager Mr
Patrick Reeve and Mr Martm Fliennes, having been appointed
since the last Annual General Mesting, will retre and offer
themselves for election Mr Patnck Reeve will be subject to
annual re-election as he 15 not considered to be an
independent Director

Under the terms of appointment of all Directors, the liability of
the Company on terrmination of a directorship is hmited to any
unpad fees due at the date of termination

Information regarding the terms of appointment of the non-
executive Directors 1s available on request

The Directors have a range of business and financial skills
which are relevant to the Company, these are descnbed in
the Board of Directors séction of this Report, on page 10
Directors are provided with key information on the
Caompany’s actwties, including regulatory and statutory
requirements, and internal controls, by the Manager The
Board has access to secretanal adwice and complance
senvices by the Manager, who 15 responsible for ensuning that
Board procedures are followed and applicable procedures
complied with All Directors are able to take independent
professional advice in furtherance of therr duties if necessary
In accordance with the Code, the Company has in place
Direciors’ & Officers” Liability Insurance

The Board met six times dunng 2010 as part of its regular
programme of Board meetings The Beard also met to
discuss and approve the change of Manager
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Scheduled Scheduled

Board Audit Committee

meetings meetings

R A Field {Charman) 6/6 2/2

DY Adams (Audit

Committee Chairman) 6/6 2/2
A B Carruthers (resigned

1 January 2011) 6/6 n/a
G K Lockwood (resigned

7 May 2010) 3/6 1/2

The Charman ensures that all Directors recewe, In a timely
manner, all relevant management, regulatory and financal
information  The Board receves and considers reports
regularly from the Manager and other key adwisers, and ad
hoc reports and infarmation are supplied to the Board as
requred The Board has a formal schedule of matters
reserved for it and the agreement between the Company and
its Manager sets out the matters over which the Manager has
authonty and hmits beyond which Board approval must
be sought

The Manager has authonty over the management of the
nvestment portfolio, the organisation of custochal,
accounting, secretanal and administrative services The main
1ssues reserved for the Board include

® the consideration and approval of future developments

or changes to the investment policy, including nsk and

asset allocation,

the consideration and approval of portfolio valuations,

consideration of corporate strategy,

applcation of the pnnciples of the Combined Code,

corporate governance and internal control,

® review of sub-committee recommendations, mncludng
the recommendation to sharsholders for the
appointment and remuneration of auditors,

® recommendation of the appropnate dmdend to be paid
to shareholders,

@ the appontment, evaluation,
remuneration of the Manager,

® the performance of the Company, mcluding monitonng
of the discount of the net asset value and the
share prnice,

®  share buy-back and treasury share policy, and

® monitoring shareholder profile and considering
shareholder communications

removal  and

Committees’ and Directors’ performance evaluation
Performance of the Board and the Directors 1s assessed on
the following bases

®  attendance at Board and Commuittee meetings,

® the contrbution made by mdmduat Directors at, and
outside of, Board and Commuittee meetings, and

® completion of a detaled internal assessment process
and annual performance evaluation conducted by the
Charman The Audit Committee Chairman reviews the
Charrman’s annual perforrmance evaluation

The Board believes that it has the nght balance of
ndependence, skills, expenence and knowledge for the
effective governance of the Company The Board considers
any skills gaps In existence and takes action to remedy these
where necessary

Directors are offered trarung, both at the time of joining the
Board and on other occasions where required The Board
also undertakes a proper and thorough evaluation of its
committees on an annual basis

In hght of the structured performance evaluation, Mr Patrick
Reeve and Mr Martin Fiennes are considered to be effective
and to demonstrate strong commitment to the role, and the
Board believes it to be in the best interest of the Company
that they continue in therr positions

Remuneration and Nomination Committees

Since the Company has no executve directors, the detalled
Directors’ Remuneration disclosure requirements set out in
Listing Rules as they relate to Combined Code Prowvisions are
not relevant

The Board as a whole 1s responsible for the appointment and
remuneration of Directors and, gven the small size of the
Board, separate Remuneration and Nomination Committees
are not considered appropnate

Audit Committee

The Audit Committee consists of Mr David Adams, who 1s
Audt Committee Chairman, Mr Robin Field and Mr Martin
Fiennes {with effect from 5 Apnl 2011) In accordance with
the Code, at teast one member of the Audit Committee has
recent and relevant financial expenence Mr Martin Fiennes
will become Audit Committee Chawman when Mr Dawd
Adams steps down from the Board

Whiten terms of reference have been constituted for the
Audit Commitiee as follows

® the Committee be compnsed of ndependent non-
executrve directors,

® the Charman of the Audit Commitiee to be appointed
by the Board and be one of ths independent non-
executive Directors,
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® the Manager and represeniatives from the external
auditors and any other relevant party may attend
meetings at the invitation of the Committee,

® representatives of the external Auditors will attend at
least one meeting per year,

® the company secretary shall be secretary of the
Committee,

® the Committee shall meet at least twice per year, the
meetings being scheduled to comncide with the
Company's reporting timetable The external Auditors
may request a meeting If they consider that cne Is
necessary,

® the Committee 1s authonsed by the Board to
nvestgate any actmwty within its terms of reference,
seek any informaten that it requires from any employee
of the Manager and obtan independent legal or
professional adwice and such adwisers may attend the
meetings as necessary,

@ to consider the appointment and independence of the
external Auditor,

® to consider the level of audit fee and to monitor the
level of any fees in respect of non-audit services
provided by the external Auditors to ensure that the
provision of non-audit services does not impar the
external Auditor's independence or abjectivity,

® to consider, before the external audit commences, and
together with, or through, the Manager the nature and
scope of the audt,

®  toreview the external Auditor's management letier and
management’s response,

@ to review the Manager's regulatory standing with the
FSA, including a review of any correspondence from
the FSA and to consider annually the requirement for
an nternal audit function,

® to review the Company's procedures for handing
allegations from whistle blowers,

® toreview management’s reports on the effectiveness of
the Company's systems and controls, including the
quarterly report on the review of internal controls and
the percewed greatest nisks,

® to consicder and rewiew the valuation process
supporting the nvestment valuations to be reported in
the intenm and annual reports,

®  atleast one member of the Committee must attend the
Board meeting at which the accounts are approved,

® copies of the minutes should be crcutated to all
members of the Board,

® the terms of reference should be reviewed at least
annually by the Committee and recommendations
should be made to the Board if appropnate,

® dutes and actmties shall be disclosed n the Annual
Report and Financial Statements, and
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® at least one member of the Audt Committee,
preferably the Charman, shall attend the Annual
General Mesting and answer questions on the
Committee’s activities and responsitilities

During the year under review, tha Commuttee discharged the

responsibiiies descnbed above lts actvities included

® formally reviewing the final Annual Report and Financial
Statements, the Half-yearly Report, the Intenm
Management Statements and the associated
announcements, with parhcular focus on the man
areas requinng judgement and on cntical accounting
policies,

® reviewing the effectiveness of the internal controls
system and examination of the Iniernal Contrels Report
produced by the Manager,

® meeting with the external Auditors and reviewing ther
findings, and

® reviewing the performance of the Manager and making
recommendations regarding therr re-appointment to
the Board

The Committee reviews the performance and continued
suitabiity of the Company’s external Auditors on an annual
basis They assess the external Auditors’ independence,
qualfication, extent of relevant expenence, effectiveness of
audtt procedures, as well as the robustness of their quality
assurance procedures In advance of each audt, the
Committee obtains confirmation from the external Auditors
that they are independent and of the level of non-audit fees
earned by them and ther affiiates Where non-audit fee
levels are considered significant, the Committee considers
the appropnateness of the independence safeguards put in
place by the Auditors Note 6 detals the total fees paid to
Grant Thornton UK LLP in the financial year to 31 December
2010 The Committee considers Grant Thornton UK LLP to
be independent of the Company and that the provision of
non-audit services does not threaten the objectmty and
independence of the audit As part of its annual review
procedures, the Committee has obtained sufficient
assurance from their own evaluation and the audit feedback
documentaton Based on the assurance obtaned, the
Committee has recommended to the Board that Grant
Thornton UK LLP 1s reapponted and that a resolution to this
effect be proposed at the Annual General Meeting

internal control

In accordance with principle C 2 of the Code, the Board has
an established process for identifying, evaluating and
managing the significant nsks faced by the Company This
process has been in place throughout the year and continues
to be subject to regular review by the Board in accordance
with the Internal Control Guidance for Directors in the Code
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published in September 1999 and updated in 2005 (the
“Turnbull guidance” The Board 1s responsible for the
Company's system of internal control and for reviewing Its
effectiveness However, such a system 15 designed to
manage, rather than eiminate, the nsks of falure to achieve
the Company’s business objectves and can only provide
reasonable and not absolute assurance aganst materal
misstatement or loss

The Board's monitoning covers all controls, including financial,
operational and compliance controls, and nsk management
The Board receves each year from the Manager a formal
report, which detalls the steps taken to monitor the areas of
nsk, including those that are not directly the responsibility of
the Manager, and which reports the detals of any known
internal controt fallures Steps are, and continue to be taken
to embed the system of internal control and nsk management
int¢ the operations and culture of the Company and its key
supplers, and to deal with areas of mprovernent which come
to the Manager's and the Board's attention

The Board has performed a specific assessment for the
purpose of this Annual Report This assessment considers all
significant aspects of internal control arising dunng the year
The Audit Committee assists the Board in discharging s
review responsiblities

The main features of the internal control system with respect
to financial reporting, impiemented throughout the year are

® segregaton of duties between the preparation of
valuations and recording into accounting records,

® reviews of valuations and financial reports are camed
out by the Manager,

® bank and stock reconciiations are camed out monthly
by the Manager In accordance with the FSA
requirements,

® all published financial reports are reviewed by the
Manager's Comphance department,

® the Board reviews finangial information, and

® a separate Audit Committee of the Board reviews
published financial information

Foliowing the appointment of Albion Ventures LLF, the Board
will have access to Littlejohn LLP, which, as Internal Auditor
for Albion Ventures LLP undertakes pencdic examunation of
the business processes and conirols environment at Albion
Ventures LLP, and ensures that any recommendations to
implement improvements i controls are carned out
Littigiohn LLP will report formally to the Board on an annual
basis The Board wal continue to monitor its system of
internal control In order to prowide assurance that it operaies
as intended

Going concern

In accordance with Going Concern and Liquidity Risk
Guidance for Directors of UK Companies 2009 ssued by
Financial Reporting Council, the Board has assessed the
Company's operation as a going concern The Company has
significant cash and hquid resources, and the major cash
outflows of the Company (namely investments and
dmdends) are within the Company's control  Accordingly,
after making diltgent enguines the Directors have a
reasonable expectation that the Company has adequate
resources to continue in operational existence for the
foreseeable future For this reason, the Directors have
adopted the going concern bass in prepanng the accounts

The Board's assessment of hquichty ngk and detals of the
Company's policies for managing s capital and financial
nsks are shown in note 19 The Company's business
actvities, together with details of its performance are shown
n this Directors' report and business review

Conflicts of interest

Directors review the disclosure of conflicts of mnterest
annually, with any changes reviewed and noted at the
begnning ¢of each Board meeting A Director who has
conflicts of interest refers to an independent Director to
authonse those conflicts Procedures to disclose and
authonse conflicts of interest have been adhered to
throughout the year

Capital structure and Articles of Association

Detals regardng the Company’s capital structure,
substantial interests and Directors’ powers to buy and 1ssue
shares are detalled in full on pages 15 of the Directors’ report
and business review Detalls regarding the Directors’ powers
to buy and issue shares are shown on page 48 The
Company 1s not party io any significant agreements that may
take effect, alter or terminate upon a change of control of the
Company following a takeover bid

Any amendmenis to the Company’s Articles of Association
are by way of a special resolution subyect 1o ratification by
shareholders

Relationships with shareholders

The Company's Annual General Mesting on 16 May 2011 will
be used as an opportunity to communicate with investors
The Board, including the Chairman of the Audit Commuittee,
will be available to answer guestions at the Annual General
Meeting

At the Annual General Meeting, the level of proxies lodged on
each resolution, the balance for and against the resolution,
and the number of votes withheld, are announced after the
resolution has been voted on by a show of hands
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The Annual General Meeting will also include a presentation
from the Manager on the portfoho and on the Company, and
an Albion Venture nvestment manager will make a
presentation on the strategy for emvironmental investment

Shareholders are able to access the latest mforrmmation on the
Company via the Albion Ventures LLP website www albion-
ventures co uk under the “Our Funds” section

Any enqurries relating to shareholdings and share certificates
or changes to personal detals can be directed to Capita
Registrars Limited

Tel 0871 664 0300

{calls cost 10p per minute plus network extras, hnes are open
8 30 am - 5 30 pm, Mon - Fri)

Emall ssd@capitaregistrars com

Specific engquines relating 10 the performance of the Fund
should be directed to Albion Ventures LLP

Tel 020 7601 1850

(calls may be recorded. fines are open 900 am - 5 30 pm,
Mon - Fn)

Emarl infe@altion-ventures co uk
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The Company's shares are quoted on the London Stock
Exchange and should investors, after due consideraiion of
ther personal tax position, wish to sell ther shares they
should approach a broker to undertake the sale Banks may
be able to assist shareholders with a referral to a broker
within thetr banking group

Statement of compliance

The Dwectors consider that, with the exception of the
requirement for the appointment of a Semor Independent
Director and the appointment of separate Remuneration and
Nommnation Commitiees, the Company has compled
throughout the year ended 31 December 2010 with all the
relevant provisions set out in Section 1 of the Code and with
the AIC Code The Company continues to comply with the
Code as at the date of this report

LAWY
By arder of the Board
Albion Ventures LLP
Company Secretary
19 Apnl 2011




Directors’ remuneration report

Introduction

This report 15 submitted 1n accordance with Section 420 of
the Companies Act 2006 The report also meets the relevant
rules of the Listing Rules of the Financial Serices Authonty
and descnbes how the Board has applied the pnnciples
relating to the Directors’ remuneration

The Company's Auditor s required to report on certan
information contained within this report (see below) The
Auditor's opinion is Included within the Auditor's report an
page 29

As required by the Act, a resolution to approve the report will
be proposed at the Annual General Meeting

UNAUDITED INFORMATION

Remuneration Commuttee

Since the Company's Beard consists solely of non-executive
Diwectors and there are no executive employees, a
Remuneration Committee 1s not considered necessary

Directors’ remuneration policy

The Company’s policy 1s that fees payable to non-executive
Directors should reflect therr expertise, responsibilities and
time spent on Company matters and should be sufficient to
enable candidates of high calibre to be recruted In
determining the level of non-executive remuneration, market
equivalents are considered n companson to the overall
actvities and size of the Company

The Company's Articles of Association limit fees payable to
the Directors to £80,000 in aggregate and amendment to
this 1s by way of a special resolution subject to ratification by
shareholders Directors' fees payable during the year totalled
£45,000 (2008 £70,000) as set out below and In note 7 to
the Financial Statements

No Drector's or former Dwector's remuneration 1S
performance related and Directors are not eligible for
bonuses, retrement benefits, share options, long term
incentive schemes or other benefits, nor does the Company
make a contnbution to any pension scheme on behalf of
Directors It 15 the ntention of the Board that the above
remuneration policy will continue to apply in the forthcoming
financial year and in subsequent years

Service Contracts

There 15 no notice penod stipulated n the service contracts
with any of the Directors No compensation 1S payable to
Dwectors on leaving office

The Company's Articles of Associatton prowide for the
resignation and, if approved, re-election of the Dwrectors every
three years at the Annual General Meeting In accordance with
the recommendations of the AIC Code, Dwectors who have
served the Company for longer than nine years are subject i
annual re-glechion, and any non-independent Directors are also
subject to annual re-glection

Mr Dawvid Adams will step down from the Board on
19 Aprii 2011

At the Annual General Meeting to be held on 16 May 2011,
Patrick Reeve and Martin Fiennes, who were appaointed since
the last Annual General Meeting will retire from the Board and
be subject to electon

Performance

The Dwectors consider that total return {defined as the net
asset value per share of the Company plus cumulative
dwvdends paid) to ordinary shareholders since the date of
launch of the Company 1s the most appropnate ndicator of
the performance of the Company The total return {excluding
tax benefits of 20p per share) of 75 3p, which 1s gven on
page 4, can be compared aganst the 1ssue pnce of 100p at
the date of launch of the fund

The graph below shows the Company's shares total return
against the FTSE All-Share Index total return, in both cases,
with dividends reinvested, since 2005 The ODirectors
consider the FTSE All-Shares index to be the most
appropnate benchmark for the Company investors should,
however, be reminded that shares in VCTs generally trade at
a discount to the actual net asset value of the Company

Source Albion Ventures LLP
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Directors’ remuneration report (contnueq)

AUDITED INFORMATION

DCirectors’ remuneration

The following table shows an analysis of the remuneration of
indmdual Directors who served dunng the year, exclusive of
national insurance or VAT

Year ended Year ended
31 December 31 December
2010 2009
£'000 £'000
R A Field {Chairman) 22,500 23,171
DY Adams ™ 16,621 12,015
A B Carruthers @ - -
G K Lockwood
{resigned 7 May 2010) 6,154 14,130
J D Buney
(resigned 8 May 2009) - 8,597
T P Scoke
(resigned 8 May 2009) - 6,733
G d B Wright
(resigned 8 May 2009) - 5312

45,275 69,958

(1) Amounts of £793 and £1,621 included in the totals above
were pard to GK Lockwood and DY Adams respectively in
their capacity as Audit Commuttee Chairnan

2) A B Carnruthers waived his entitfernent to Directors’ fees for alf
accounting perods ended on, or prior to, 31 December 2010
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In addition to Directors’ remuneration, the Company pays an
annual premiumn in respect of Directors’ & Officers’ Liabity
Insurance of £7,000 (2008 £29,000)

An ordinary resolution for the approval of this report will be
put to shareholders at the Annual General Meeting on
16 May 2011

The Dwrectors’ remuneration report was approved by the
Board of Drregtors and signed on 1ts behalf by order of the

Board l n‘(kn

Albion Venture:
Company Secretary
1 King's Armsg Yard
London EC2R 7AF
19 Apri! 2011




Independent Auditor’s report
to the Members of Kings Arms Yard VCT PLC

We have audited the Financial Statements of the Company for the year ended 31 December 2010 which compnse the Income

statement, Balance sheet, Cash flow statement, Reconciliation of movements in shareholders' funds and the related notes

The financial reporting framework that has been applied in ther preparation 1s applicable law and United Kingdom Accounting

Standards (Urited Kingdom Generally Accepted Accounting Practice)

This report 1s made solely o the Company’s members, as a body, in accordance with Chapier 3 of Part 16 of the Companies

Act 2006 Qur audit work has been undertaken so that we might state to the Company's members those matters we are

required to state to them n an auditor’s report and for no other purpose  To the fullest extent permitted by law, we do not

accept or assume respensibiity to anyone other than the Company and the Company's members as a body, for our audit

work, for this report, or for the opirions we have formed

Respective responsibilities of Directors and Auditors

As explained more fully in the Directors’ responsibility statement set out on page 21, the Drectors are responsible for the

preparation of the Financial Statements and for being satisfied that they give a true and fair view  Our responsibility 1s to audit

and to express an opinion on the Ftnancial Statements in accordance with applicable law and International Standards on

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 Financial Statements

A description of the scope of an audit of Financial Statements 1s provided on the APB's website at

www frc org uk/apb/scope/private ¢fm

Opimion on Financial Statements

in our opinion the Financial Statements

® gwve atrue and far view of the state of the Company's affarrs as at 31 December 2010 and of its return for the year then
ended,

® have been properly prepared in accordance with United Kingdom Accounting Standards (Urited Kingdom Generally
Accepted Accounting Practice), and

® have been prepared in accordance with the requirements of the Companies Act 2006

Opimon on other matters prescribed by the Companies Act 2006

In Qur opINION

® the part of the Directors' remuneration report to be audited has been properly prepared in accordance with the
Companies Act 2006, and

® the information given in the Directors’ report for the financial year for which the Financial Statements are prepared 1s
consistent wath the Financial Statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following

Under the Companies Act 2006 we are required to report to you If, In our opinion

@ adequate accounting records have not been kept, or returns adequate for our audt have not been recewved from
branches not visited 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

®  certan disclosures of directors’ remuneration specified by law are not made, or

®  we have not recewved all the information and explanations we require for our audit

Under the Listing Rules, we are required to review

® the Dreclors’ statement, set cut on page 25, in relation to going concern,

® the part of the Statement of corporate governance relating to the Company’s compliance with the nine provisions of the
June 2008 Combined Code specified for our rewew, and

® certan elements of the report to the Shareholders by the Board on Directors remuneration

Julian Bartlett (Seror Statutory Auditor)
For and on behalf of Grant Thornton UK LLP, Statutory Auditor Chartered Accountants
19 Apnl 2011
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Income statement

Year ended 31 December 2010 | Year ended 31 December 2009
Revenue Capnal Total | Revenue Capita) Total
Note £'000 £'000 £000 £'000 £'000 £'000
Losses on valuation of mvestments at far value
through profit and loss i3 - | (2,209) | (2,209) - | 3933 | (3933
Profit/(loss) on disposals of investments at
farr value through profit or loss 11 - 1,576 1,576 - (40) (40)
Investment income 2 132 - 132 220 - 220
Recoverable VAT 3 49 - 49 21 - 21
Investment management fees 4 (412) - 412) {549) - {549)
Other expenses 6 (350) - (350) (342) - (342)
Loss on ordinary activities before tax {581) (633) | (1,214) (650) (3,973) | (4,623)
Tax on ordinary activities 8 - - - - - -
Loss on ordinary actmities after tax (581) {633) | (1,214) {650) (3,973) (4,623)
Basic and diluted loss per share {pence) 10 (0 5) (0.6) (1.1) {0 6) {(36) 42)

The accompanying notes on pages 34 to 45 form an integral part of these Financial Statements

The ‘Total' column of this Income statement represents the profit and loss account of the Cempany The supplementary
revenue return and capital columns have been prepared in accordance with The Association of Investment Comparnies’
Statement of Recommended Practice

All revenue and capital items in the above statement derve from continuing operations

The Company has only one class of business and denves its income from investments made i shares and secunties and
from bank deposits

There are no recognised gains or losses other than the results for the year disclosed above Accordingly a statement of total
recognised gains and losses 1s not required

The difference between the reported loss on ordnary activities before tax and the historical cost profit/loss) 15 due to the far
valuge movements on nvestments As a result, a note on histonical cost profits and losses has not been prepared
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Balance sheet

31 December 31 December
2010 2009
Note £'000 £'000
Fixed asset investments i1 12,350 14,870
Current assets
Trade and other debtors 13 686 457
Current asset investments 13 3,230 6,713
Cash at bank and in hand 2,216 3,190
6,132 10,360
Creditors: amounts falling due within one year 14 (199) {200)
Net current assets 5,933 10,160
Net assets 18,283 25,030
Capital and reserves
Called-up share capital 15 5,519 5,519
Share premium 150 150
Capital redemption reserve 765 765
Special reserve 20,524 22,685
Investment holding losses {9,574) (7,941}
Profit and loss account 899 3,852
Total equity shareholders’ funds 18,283 25,030
Basic and diluted net asset value per share (pence) 16 16.6 227

The accormpanying notes on pages 34 to 45 form an integral part of these Fnancial Statements

The Financial Staterments were approved by the Board of Directors and authonsed for issue on 19 Apnl 2011 and were signed
on its behalf by

Robin Field T —
Chairman

Company number 3139019
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Reconciliation of movements in shareholders’ funds

Called- Caputal Invest- Profit
up Share |redemp- ment and
share |premium tion Special | holding loss
capital | account | reserve | reserve losses | account Total
£'000 £'000 £'000 £'000 £'000 £'000 £000
At 31 December 2008 5553 150 731 23,751 (4,842) 4,388 29,731
Shares purchased for cancellation (34) - 34 (78) - - {78)
Realisation of pnor years' net recognised
fosses on investments - - - - 834 834) -
Transfer from special reserve ta profit and
loss acceunt - - - (988) - 988 -
tnvestment holding loss on valuation
of investments - - - - (3,933) 3,833 -
Loss on ordinary actviies after taxation - - - - - (4,623) {4 623)
At 31 December 2009 5,519 150 765 22,685 (7.241) 3852 25030
Realsatien of pnor years' net recognised losses
on investments - - - - 576 (576} -
Transfer from special reserve to profit and
loss account - - - (2,161) — 2,161 -
Investment holding loss on valuation of
ynwvestments - - - - (2,209) 2,209 -~
Loss an ordinary actmties after taxation - - - - - (t 214} (1.214)
Dividends - - - - - (5,533) (5,533
At 31 December 2010 5,519 150 765 20,524 (9,574) 899 18,283

The accompanying notes on pages 34 to 45 form an mtegral part of these Financial Statements

The special reserve 1s a distnbutable reserve, created by the cancellaton of the share premium account This allows the Company, amongst
other things, to fund the buy back of its Ordinary shares and to pay dvidends o shareholders earlier than would otherwise have been
possible Transfers can be made from this reserve o the profit and loss account to offset losses on disposal of investments and, for
Investments that have been far valued to zero with no chance of recovering the cost of these investments

A transfer of £2,161,000 (compnises £34,000 representing losses on disposal of investments dunng the year, £127,000 representing losses
of previous years now treated as recognised or wntlen off and £2,000,000 for divdend purposes) has been made from the special reserve
to the profit and loss account

Other unrealsed gains and losses ansing on nvestments held at far value are transferred to the mvestment holding losses reserve
The total distnbutable reserves are £11,849,000 (2009 £18,586,000), compnsing the special reserve and the profit and loss account, less

net investment holding losses
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Cash flow statement

Year ended Year ended
31 December 31 December
2010 2009
Notes £'000 £'000
Net cash flow from operating activities 18 {524) 529
Taxation
UK corporation tax recovered/(paid) - -
Financial investments
Purchase of fixed asset nvestments 1 (536) (854)
Purchase of current asset investments - (118
Disposal of current asset mvestments 3,480 -
Disposal of fixed asset investments 2,139 2,397
Net cash flow from investing activities 5,083 1,425
Equity dvidends pad 9 {5,533) -
Net cash flow before financing (974) 1,954
Financing
Purchase of own shares 15 - (78}
Net cash flow from financing - (78}
Cash flow in the year 17 (974) 1,876

The accompanying notes on pages 34 to 45 form an integral part of these Financial Statements
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Accounting policies

A summary of the pancipal accounting policies, all of which
have been apphed consistently In current and pnor perods, 1S
set out below

Basis of accounting

The Financial $Statements have been prepared in accordance
with the histoncal cost convention, except for the
measuremant of far value of investments, and In accordance
with applicable UK law and accounting standards and with
the Statement of Recommended Practice ‘Financial
Statements of Investment Trust Companies and Venture
Capital Trusts' (“SORP") issued by The Association of
Investment Companies {(“AIC") In January 2008 As disclosed
n the Statement of corporate governance on page 25, the
accounts are prepared on a going concern basis

Fixed asset investments

The Company's business Is investing n financial assets with a
view to profiting from ther total return in the form of iIncome and
capital growth This portfolio of financial assets s managed and
its performance evaluated on a far value basis, n accordance
with a documented investment policy, and information about
the portfolio 1s prowded intemalty on that basis to the Board

Upon itial recognition {using trade date accounting}
investments are designated by the Company as ‘at far value
through profit or loss' and are Included at thew inimal farr value,
whch 1s cost (excluding expenses incdental to the acquistion
which are wntten off to the profit and loss account)

Subsequently, the Investmants are valued at ‘far value , which
18 measured as fallows

| 4 Investments listed on recognised exchanges are
valued at thew bid prices at the end of the accounting
penod or otherwise at far value based on pubhshed
price quotahons,

] Unquoted nvestments, where ther 15 not an actve
market, are valued using an appropriate valuation
technigue in accordance with the IPEVCV guideines
Indicators of far value are derved using established
methodologtes Including earnings muttiples  pnces of
recent nvestment rounds, net assets and Industry
valuation benchmarks Where the Company has an
Investment 1n an early stage enterpnse the pnce of a
racent nvestment round 1s often the most appropnate
approach to determining far value in situations where a
penod of tme has elapsed since the date of the most
recent lransaction, consideration 15 gven to the
arcumstances of the Investee company since that date
n determuning farr value This includes consideration of
whether there 15 any swvidence of detenoration or strong
definable ewidence of an increase in value In the
absence of these indicators, the investment In question
i5 vaued at the amount reported at the previous
reporting date Examples of events or changes that
could mdicate a dmmubon nclude

® the performance and/or prospects of the underlying
business are sigruficantly below the expectatons on
which the investment was based,
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] a signficant adverse change either In the nvestee
company'’s business or in the technological, market,
economic legal or regulatory environment i which the
business operates, or

® market conditions have deteriorated, which may be
indicated by a fall m the share pnces of quoted
businesses operating m the same or related seciors

It 15 not the Company's policy io exercise control or sigmficant
influence over Investee companies Therefore in accordance
with the exemptions under FRS 9 “Associates and Jont
Ventures®, those undertakings in which the Company holds
more than 20 per ¢ent, but less than 50 per cent, of the
equity of an investment company, and the investment
company is not & subsidiary, are not regarded as associated
undertakings

Curmrent asset investments

In accordance with FRS 26, units held in funds used for cash
management ars designated as farr value through profit and
loss These nvestments are classified as current asset
Investrments as they are investments held for the short term
and comparative classification in the Balance sheet and Cash
flow statements have been restated accordingly

Gams and losses on investments

Gains and losses ansing from changes in the far value of the
nvestments are included in the Income statement for the year
as a Capital item and are allocated to Investment holding
losses

Investment Income

Drvidends recevable on quoted equity shares are recognised
it account on the ex-dvidend date Income recewable on
unquoted equity and non-equity shares and loan notes 1s
recogrused when the Company’s nght to receive payment and
expect settlement 1s estabhshed Fixed returns on non-equity
shares and debt securities are recegnised on a tume
apporttonment basis (including amortisation of any premium
or discount to redemption) so as to reflect the effective interest
rate, provided there 1s no reascnable doubt that payment will
be receved n due course Income from fixed interest
secunttes and deposit nterest 1s included on an effective
interast rate basis

Expenses

All expensas, including expenses incidental to the acquisiion
or disposal of an investment, are accounted for on an accruals
basis and are charged wholly to the profit and ioss account
Costs associated with the Issue of shares are charged to the
share premium account Costs associated with the buy back
of shares are charged to the special reserve

All other expenses Including management fges, are
presented within the Revenue column of the Income
statement




Notes to the Financial Statements continuea

Accounting policies (continued)

Taxation

Corporation tax 1$ applied to profits chargeable to corporation tax, if any, at the applicable rate for the penod The Company has not
provided {or deferred tax on any capital gans or losses ansing on the revaluation or disposal of investments as these items are not
subject to tax whilst the Company maintains its Venture Capital Trust staius The Company intends to continue to meet the condtions
required for 1t to hold approved Venture Capital Trust status for the foreseeable future Deferred tax assets in respect of surplus
managerment expenses are only recogmised 10 the extent that such assets are likely to be recoverable against future taxable profits of
the Company

Foreign exchange

The currency of the pnmary economic environment In which tha Company operates (the functional currency) 1s pounds Sterling
{“Sterling™), winch 1s also the presentational currency of the Company Transactions invohing currencies other than Sterling are recorded
at the exchange rate ruling on the transaction date At each Balance sheet date, monetary items and non-monetary assets and habiltes
that are measured at far value which are denomunated In foreign currencies, are retransiated at the closing rates of exchange
Exchange differences arsing on settlement of monetary tems and drom retranslating at the Balance sheet date of investments and
other financal instruments measured at far value through profit or loss, and other monetary items, are included i the Profit and loss
account Exchange differences relating 1o snvestments and other financial nstruments measured al far value are subsequently included
n the transfer to the Investment holding losses

Dvidends
Dwidends payable to equity shareholders are recognised when they are paid, or have been approved by shareholders at an Annual
General Megting

Investment income

Year ended Year ended
31 December 31 December
2010 2008
£000 £'000

Interest recenvable
- Listed fixed interest secunties 3 103
— Loans to venture capital investes companies i) | 50
— Bank deposits 16 8
Other income (The Royal Bank of Scottand Global Treasury Fund pic) 22 59
132 220

Recoverable VAT
HM Ravenue and Customs (“HMRC") 1ssued a business bnefing on 24 July 2008, which permitted the recovery of hustonc VAT that
had been charged on management fees, and which made these fees exempt from VAT with effect from 1 October 2008

in 2009, the Manager paid to the Company an amount of £322,000 that it had receved from HMRC for the repayment of hustonc VAT
It 15 possible that additonal amounts of VAT wili be recoverable in due course and a claim has been submited However, the Directors
are unable at this stage to quantify the sums involved

Dunng the year ended 31 December 2010 an amount of £49,000 (2009 £21,000} was recerved from QUM Limited in respect of VAT
previously charged on therr management fees and which had also become exempt from VAT following the above decision

Investment management fees

Year ended Year ended

31 December 31 December

2010 2009

£'000 £ 000

Investment management fees 412 549

Dunng the year to 31 December 2010, SPARK Venture Management Limited prowded nvestment management services to the
Company under an amended and restated agreement dated 20 May 2005 SPARK Venture Management Limited 15 a wholly owned
subsidiary of SPARK Venture Management Holdings Limited, a company of which Andrew Carruthers 1s an executive director and in
which he 1s a beneficial shareholder Andraw Carruthers 15 also an executive director of SPARK Venture Management Limited

SPARK Venture Management Limited was entitled to receve a management fee, determined quarterly in arrears, at the annual rate of
2 0 per cent on the value of the Company's net assets at the end of each quarter This fee 1s capped to ensure that the Company's
running ¢osts do not exceed 3 25 per cent of closing net asset value There was no reduction in the management fee in respect of
the cap for the year ended 31 December 2010 (2009 £4,000}
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investment management fees {continued)
SPARK Venturs Management Limited also provided adminstrative and secretanal services 1o the Company for which it was entitled to
a fee of £68,000 for the year (2009 £66,000)

The Company and SPARK Ventures Management Limited entered into a Termination Agreement on 8 December 2010, pursuant to
which the Company has agreed to pay SPARK Veniure Management Limited the management and admimistration fees due under the
Investment Management Agreement for the period until 30 November 2011 Under the Terminaticn Agreement, the management fee
shall be calculated by reference to the net asset value of the Company as at 31 December 2010 subject to appropnate adjustments
in respect of dvidends or realisations made dunng 2011 SPARK Venture Management Limrted and the Company have agreed that
the Termination Agreement 1$ 1n séttlement of all clams against each other

Albion Ventures LLP signed an investment Management Agreement with the Company on 8 December 2010, which came into effact
on 1 January 2011 Albion Ventures LLP will provide investmeni management company secretanal and administrative services to the
Company Albion Ventures LLP has agreed to wave ts management and adminisiration fees for the first year to 31 December 2011
Thereatter Albion Ventures LLP will be entitled to an annual management fee of 2 per cent of net asset value, along with an annual
administration fee of £50,000 This represents no ¢hange in the management fee, but a reduction in the administration fee

Under the terms of the Investment Management Agreement with Albion Ventures LLP, the aggregate payable for management and
administration (normal running costs) are subject 1o an aggregate annual cap of 3 per cent of the year end closing net asset valus,
commencing the year ending 31 December 2012 This i1s a reduction from the pravious aggregate annual cap of 3 25 per cent

The investment Management Agreement 1s for an nitial penod expiring on 31 December 2013 Thersafter 1t can be terminated by either
party on 12 months' notice and 1s subject to earlier termination in the event of certain breaches or on the inscivency of erther party

The Manager ts antitled to arangement fees payable by investee companies (up to a maxmum of 2 per cent of the amount InNvested)
and to fees charged for the monitoning of Investments (up to a maximum of £15,000 per annum) The maximums are ncreased by the
Retadl Prices index each year

Performance incentive fee
As at the year ended 31 Decemnber 2010, the Company had no performance incentive fee amangements

The Company has agreed with Albion Veniures LLP that no performance or incentive fee will be payable to Albion Ventures LLP for
any years prior to 31 December 2012

QOther expenses

Year ended Year ended
31 December 31 December
2010 2009
£'000 £000
Administratve and secretanal services 68 66
Dirgctors’ remuneration (note 7) 49 0

Auditors remuneration
— Fees payable for audit of the financial statements 18 17
— Fees payable for other services relating to tax 9 8
Legal and professional expenses 89 47
Insurance 19 28
Management fees payable to OLIM Lirnited 1 it
Irrecoverable VAT 35 30
Other expanses 62 65
350 342

Directors' fees

Year ended Year ended
31 December 31 December
2010 2009
£000 £'000
Amount payable to Directors 45 67
National insurance 4 3
49 70

Further information regarding Directors’ remuneration can be found in the Directors” remuneration report on page 27
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8 Tax on ordinary actmities

Year ended Year ended

31 December 31 December

2010 2009

£'000 £'000

UK Corporation tax payable - -
Reconciliation of loss on ordinary activites to taxation charge

Year ended Year ended

31 December 31 December

2010 2009

£'000 £°000

Loss on ordinary actmties befora taxation {1,.214) (4,623)

Tax on loss on ordinary actriies at standard UK corporation tax rate of 28% (2009 28%) 340 1294

Effects of
Mon taxable items — UK dividends and net losses on investments (177} (1.112)
Unutiised management expenses (163) {182)

The Company has excess trading losses of £8,642,000 (2002 £8 061,000) that are available for offset against future profits A deferred
tax asset of £2,420,000 (2008 £2,257.000) has not been recognised in respect of those losses as they will be recoverable only ta the

extent that the Company has sufficient future taxable profits

9 Dmndends

Year ended Year ended
31 December 31 December
2010 2009
£'000 £'000
Final dwvidend of 4 pence per share pad on 11 June 2010 in respect of the year ended

31 December 2009 4,430 —

Intenm dimdend of 1 penny per share paid on 24 September 2010 in respect of the year ended
31 December 2010 1,103 -
5,533 -

The Directors propese a final dvidend of O 67 pence per share for the year ended 31 December 2010 to be approved at the Annual

General Meeting, which will amount 1o approximately £739 000

10  Earnings per share

The revenue loss per share of 0 5 pence (2009 loss 0 6 pence) 1s based on the revenue loss on ordinary activities after tax of £581,000
(2009 loss £650,000) and on the number of ordinary shares in 1ssue dunng the year of 110,370,135 (2009 110,631 989)

The capital ioss per share of 0 6 pence (2009 loss 3 6 pence) 1s based on the capital loss on ordinary actvties after tax of £633,000
(2009 loss £3 973,000} and on the number of ordinary shares i ssue dunng the year of 110,370,135 (2009 110,631,989)

The total loss per share of 1 1 pence (2008 loss 4 2 pence} s based on the loss on ordinary actavties after tax of £1,214,000 (2009

loss £4,623,000) and on the number of ordinary shares in tssue dunng the year of 110,370,135 (2009 110,631,989)

There s no diution effect n respect of the year ended 31 Dacember 2010 (2009 nif)
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1 Fixed asset investments
Summary of fixed asset investments

31 December 31 Daecember
2010 2009
£'000 £000
Unguoted equity 9,784 12,366
Unguoted loan stock 2,354 2,074
Quoted equity 212 430
12,350 14,870

Movements in fixed asset investments
£'000
Cost at 1 January 2010 2281
Investment holding losses at 1 January 2010 {7.941)
Valuation at 1 January 2010 14,870
Purchases at cost 536
Oisposal proceeds (2,423)
Realised gains 1,576
Unrealised losses {2,209)
Valuation at 31 December 2010 12,350
Cost at 31 December 2010 21,924
Investment holding losses at 31 December 2010 {9,574)
Valuation at 31 December 2010 12,350

Amounts shown as cost represent the acquision cost In the case of investments made by the Company and/or the valuation
attnbutable to the invesiments acquired from Quester VCT 2 and Quester VCT 3 at the date of rmerger in 2005, plus any subsequent

acquIsSion Cost

Losses on fixed asset investments

The overall loss on investments at far value through profit or loss disclosed in the Income statement 1S analysed as follows

31 December 31 December
2010 2009
£'000 £°000
Loss on valuation of Investments at far value through profit and loss
Net loss on valuation of Investments {2,209) {3,933)
Loss on disposal of nvestments at far value through profit and loss
Net gains/(losses) on disposals 1,544 (132}
Recovenes made n respect of Investments previously wntten off 32 92
1,576 {40)
(633) {3.973)

“Net gans/{losses) on disposals” represents the difference between proceeds receved and the carrying values of these investments

sold during the year

Movements in unrealised losses

£'000

QOpening accurnulated unrealised losses
Transfer of previously unrealised losses to realised reserve on disposal of investments
Movernent in unrealised (losses)

Accumulated unrealised losses at 31 December 2010
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1 Fixed asset investments {continued)
Histone cost basis

£'000
Opening book cost 22,811
Purchases at cost 536
Sales at cost (1,423)
Book cost at 31 December 2010 21,924
Fixed asset mvestment valuation methodologies
Unguocted investments are valued In accordance with the IPEVCV guidelines as follows
31 December 31 December
2010 20089
£'000 £000
Revenue multiple 7,152 5,965
Earnings muttiple 2,963 1,920
Pnce of recent invastrment 1,679 4,814
Cost reviewed for recent performance 325 1,741
Bid price 212 430
Expected distribution 19 -
12,350 14,870

The valuation will be the most appropnate valuation methodology for an Investment within its market, with regard to the financial heafth
of the investment and the September 2009 IPEVCV Guidelines The Directors believe that the metheds used are the most appropnate

methods of valuation as at 31 December 2010

Value as at
31 December
2010 Explanatory
Change n valuation methodology (2009 to 2010) £'000 note
Pnce of recent investment to revenue multiple 3.367 More relovant mdustry benchmarks avalable
Prce of recent investment to earnings multiple 281 More relevant industry benchmarks avaitable

Cost reviewed for recent performancs to recent pnoe of iInvestmert 385

Cost reviewed for recent performance to earnings muttiple 440
Revenue muttiple to earnings multiple 611
Cost reviewsd for recent performance to revenue multiple 138

Fair value hierarchy

New investment made within the past year
More relevant industry benchmarks available
Company making profits

Company making profits

The amended FRS 29 'Financial Instruments Oisclosures’ requires the Company to disclese the inputs to the valuation methods
applied to its nvestments at farr value through profit or loss in a fair value hierarchy according to the following definiions

Fair value hierarchy Defirition

Level 1
Level 2
Level 3

Unadjusted quoted (tnd) prices applied where an active market exsts
Inputs to valuation are from observable sources and are directly or ndirectly derved from pnces
Inputs to valuations not based on observable market data

Fixed asset investments at farr value through profit or loss as at 31 December 2010 are categonsed in accordance with FRS 29 as

follows
31 Dacember

2010 Level 1 Level 2 Level 3
£°000 €000 £'000 £°000
Unguoted equity 9,784 - - 9,784
Unquoted loan stock 2,354 - - 2,354
Quoted equity 212 212 - -
12,350 212 - 12,138
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1

12

Fixed asset nvestments (continued)
Fixed asset investments at far value through profit or loss as at 31 Decernber 2009 are categonsed in accordance with FRS 29 as
follows

31 December

2008 Level 1 Level 2 Level 3
£'000 £'000 £ 000 £'000
Unguoted equity 12 368 - - 12,366
Unquoted loan stock 2,074 - - 2,074
Quoted equity 430 430 - -
14,870 430 - 14,440

Level 3 reconciliation
31 December 31 December
2010 2008
£'000 £ 000
Valuation as at 31 December 2009 14,440 17,965
Purchases at cost 536 B48
Disposal proceeds {2,335) (3986)
Realised net gans/{losses) on disposal 1,569 {132)
Investrment holding tosses (2,072) (3,845}
Vatuation as at 31 December 2010 12,138 14,440

FRS29 requires the Directors to consider the impact of changing one or more of the inputs used as part of the valuation process The
valuat:on methodology applied to 80 per cent of the unquoted portfolio {evel 3} 1s naither pnce of recent Investment nor cost The
Directors believe that changes to reasonable possible alternative assumptions for the valuation of this part of portfolio could result In
an increase of £0 7m or a decrease of £0 Sm in the valuation of the unquoted INvestments

Significant holdings
The pnncipal actmty of the Company 1s to select and hold a portfoils of Investments in quoted and unguoted secunties Although the
Company, through the Manager will, 1n some cases, be represented on the board of the investee company, 1t will not take a controling
nierest or become involved 1n the management The size and structure of companies with unguoted secunties may result in certan
holdings 1N tha portfollo representing a participating interest without there being any partnership joint venture or management
consortium agreement

The Company has interests of greater than 20 per cent of the nominal value of any class of the alotted shares In the investee
companies as at 31 December 2010 as descnbed below All of the companies are incarporated in Great Britain

Number of Proportion of

Company Class of share shares held class held
Elateral Holdings Limited Ordinary shares 14,423 285 21 8%
Preference shares 81,699,667 28 5%
Lab M Holdings Limited A Ordinary shares 2,280,000 100 0%
B Ortinary shares 600 60 0%
Cumutatrve redeemable preference shares 600,000 60 0%
Preferred ordinary shares 389 940 52 3%
Sift Limited Ordinary shares 12,434,074 22 0%
A Crdinary shares 2,441,184 21 7%
B Ordinary shares 2,977,480 25 9%
UniServity Limited Ordinary shares 10,255 B5%
A QOrdinary shares 35,896 41 7%
B Ordinary shares 18 540 41 7%

As permitted by FRS 9, the investments listed above are held as part of an investment portfolio, and therr value to the Company 1s as
part of a portfolio of nvestments  Therefore, these investments are not considered to be associated undertakings
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16

Current assets
Current assets include
Trade and other debiors

31 December 31 December
2010 2009
£'000 £°000
QOther debtors 628 349
Prepayments and accrued income 58 108
686 457

The Directors constder that the carmyng amount of debtors 1s not matenally different to therr faw value

Current assel investments

31 December 31 December
2010 2009
£'000 £'000
The Royal Bank of Scotland Global Treasury Funds plc 3,230 5.710
KFW Corporate bond 5 5% 25/1/2010 - 1003
3,230 6,713

Current asset investrents rapresent money held for investment The units can be converted into cash within five working days

Creditors amounts falling due within one year

31 December 31 December
2010 2009
£'000 £000
Trade creditors 5 7
Accruals 76 85
Other creditors 118 108
199 200
The Dwectors consider that the carmmying amount of creditors 1s not matenally different to ther farr value
Called up share capital
31 December 31 Cecember
2010 2009
£'000 £'000
Authorised
200,000 000 (2008 200,000,000} ordinary shares of 5 pence 10,000 10,000
Allotted, 1ssued and fully pard
110,370,135 (2009 110,370 135) ordinary shares of 5 pence 5,519 5,519

No shares were bought back for cancefiation by the Company dunng the year ended 31 December 2010 (2008 681,004 shares

reprasenting 0 6 per cent of the opening 1ssued share capdtal, at a cost of £78,289)

Net asset value per share

The net asset value per share as at 31 December 2010 of 16 6 pence (2009 22 7 pence) 1s based on net assets of £18 283,000 (2009

£25,030,000) dnvded by the 110,370,135 ordinary shares in issue at that date (2009 110,370,135}

Analysis of changes in cash dunng the year

31 December 31 December

2010 2008

£'000 £'000

Opening cash balances 3,190 1314
Net cash flow {974) 1,876
Closing cash balances 2,216 3,180
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Reconcihation of operating loss to net cash flow from operating actvities

Year ended Year ended

31 December 31 December

2010 2009

£'000 £'000

Loss on ordinary actmties before tax {1,214) {4,623}
Loss on investments at fair value through profit or loss 633 3,873
Decrease wy debtors 58 1,479
Decrease i creditors 1) (303}
Amortisation of fixed interest investments - 3
Cash flow from operating actvties {524) 529

Capital and financial instruments nsk management
The Comparny’s capital compnses Ordinary shares as descnbed in note 15 The Company 1s permitted to buy-back its own shares for
cancellation and this 1s descnbed in more detall on page 48

The Company’s financial nstruments compnse equity and loan stock investments in unguoted and quoted comparies, cash balances
and liquid cash nstruments and short term debtors and creditors which anse from its operations The main purpose of thess financiat
instruments 15 to generate cashiiow revenus and capital appreciation for the Company's operations The Company has no gearing or
other financial iabilties apart from short tesm creditors The Company does not use any denvatives for the management of iis balance
sheet

The principal nsks ansing from the Company s operations are

L investment (or market) nsk (which compnses investment pnce and cash flow interest rate nsk),
L credit nsk, and

® Iiquidhity risk

The Board regularly reviews and agrees policies for managing each of these nsks There have been no changes in the nature of the
nsks that the Company has faced durng the past year, and apart from where noted below, there have been no changes in the
objectives, policias or processes for managing nsks dunng the past year The key nsks are summansed below

Invastment risk

As a venturs capital trust it 1s the Company’s specific nature to evaluate and cantrol the investment nsk of its portfolio in unquoted and
quoted investments, details of which are shown on pages 12 te 14 Investment nsk 1s the exposure of the Company to the revaluation
and devaluation of mvestmants The main driver of Investment nsk 15 the operational and financial performance of the Investee company
and the dynamics of market quoted comparators The Manager receves management accounts from investee companies, and
members of the investment management team often sit on the boards of unguoted nvestee companies, thus enables the close
identficaton, monitonng and management of nvestment nsk

The Manager and the Board formally revew investment nsk {which includes market price nsk), both at the time of imitial Investment and
at quarterty Board meetings

The Board monitors the paces at which sales of investrments are made to ensure that profits to the Company are maximised, and that
vahuations of invastrnents retained within the portfolic appear sufficiently prudent and realistic compared to pnces betng achieved in the
market for sales of unquoted Investments

The maximum investment nsk as at the batance sheet date 1s the value of the fixed and current asset nvestment portfolio which 1s
£15,580,000 {2009 £21,583,000) Investments form 85 per cent of the net asset value as at 31 December 2010 (2009 86 per cent }

More details regarding the classification of investments are shown in notes 11 and 13
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Capital and financial instruments nsk management {continued)

Investment price risk

Investmant pnoe nsk ts the nsk that the far value of future investment cash fiows will fluctuate due 1o factors specific to an nvestment
nstrument or to a market in similar struments  As a venture capital trust the Company invests in unquoted and quoted companies in
accordance with the investment policy set cut on page 16 The management of nsk within the venture capital portfoho 1s addressed though
careful investment selection, by dversification across different industry segments, by mantaining @ wide spread of holdings in terms of
financing stage and by hmitation of the sze of indvdual holdings The Directors monitor the Manager's compliance with the investment
pohcy, review and agree policies for managing this nsk and monstor the overall level of nsk on the iInvestment portfolio on a regular basis

Valuations are based on the most appropnate valuation methodology for an investment withun its market, with regard to the financial
health of the investment and the IPEVCY guidelnes Details of the sectors n which the Company 18 currently invested are shown in the
pie chart on page 8 of the Manager's report

As requred under FRS 29 “Financial Instruments Disclosures”, the Board 1s required to ustrate by way of a sensitvty analysis the
degree of exposure to market nsk The Board considers that the value of the fixed asset investment portfolio 1s sensitive to a
10 per cent change based on the current economic climate The impact of a 10 per cent change has been selected as this I1s
constdered reasonable given the current level of volatilty observed both on a histoncal basis and future expectations

The sensitvaty of a 10 per cent Increase or decrease in the valuation of the fixed asset investment portfolio {keeping all other vanables
constant) would increase or decrease the net asset value and return for the year by £1,235,000 (2008 £1,487,000)

Foreign currency risk
The Company 15 unlikely to be significantly affected by currency fluctuations Revenus received in curencies other than sterling 1s
converted Into sterling on or shortly after the date of receipt as are any proceeds from the disposal of foreign currency investments

At the year ended 31 December 2010 the Company held nvestments dencminated i currencies other than stering of £140,000
(2009 £239,000}

Cash flow interest rate rnisk

It ts the Company's policy to accept a degree of Interest rate nsk on its financial assets through the effect of interast rate changes On
the basis of the Company's analysis, it 15 estimated that a nse of one percentage point In all interest rates would have increased total
return before tax for the year by approximately £82,000 (2008 £108,000) Furthermore 1t 1s considered that a fall of interest rates below
current levels duning the year would have been unlikely

The weighted average nterest rate applied to the Company’s fixed rate assets during the year was approximately 3 3 per cent (2009
2 7 percent) The weighted average penod to matunty for the fixed rate assets is approxmately 2 2 years (2009 2 8 years)

The Company's financial assets and labilities as at 31 Decamber 2010, denominated 1n pounds sterling, consist of the fallowing

31 December 2010 31 December 2009
Nen- Non-
Fixed Floating interest Fixed Floating Interast
rate rate bearing Total rate rate bearing Total
£°000 £'000 £'000 £'000 £ 000 £'000 £'000 £'000
Unquoted equity - - 9,784 9,784 - - 12,366 12,366
Quoted equity - - 212 212 - - 430 430
Unquoted 1oan stock 1,246 143 965 2,354 1,000 - 1,074 2,074
Debtors - - 686 686 - - 457 a57
Current habilities - - (199) (199) - - {20Q) {200}
Cash and hquid
investments - 5,446 - 5,446 1,003 8300 - 9903
Total net assets 1,246 5,589 11,448 16,283 2,003 8,800 14,127 25,030
Credit risk

Credit nsk 1S the nsk that the counterparty to a financal nstrument will fail to discharge an obhgation or commitment that it has entered
into with the Company The Company 1s exposed 10 ¢credit nsk through its debtors, investment in unguoted locan stock, cash held on
deposi, cash funds held wiath banks and through quoted corporate bonds

The Manager evaluates credit nsk on loan stock iNstruments prior to nvestment and as part of #s ongoing momtonng of Investments
in dong this, 1t takes into account the extent and quality of any secunity held In the past loan stock may or may not have a fixed or
floating charge, which may or may not have been subordinated, over the assets of the investee company However, for the future
typically Afoion Ventures LLP Ioan stock instruments have a first fixed charge or a fixed and fioating charge over the assets of the
Investee company I order to mitigate the gross credit nsk
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Caprtal and financial instruments nsk management (continued]

The Manager receives management accounts from investee companies, and members of the investment management team cften st
on the boards of unquoted nvestee companies, this enables the close identification, monitenng and management of investment
specific credit nsk

The Manager and the Board formally review credit nsk fincluding debtors) and other nsks, both at the vme of initial nvestment and at
quarterly Board meetings

The Companys total gross credit nsk at 31 Decernber 2010 was lrmited to £2,354,000 (2009 £2,074,000) of unquoted loan stock
instruments, £3,230,000 urits held 1 The Royal Bank of Scotland Global Treasury Funds plc (2000 £5,710,000) and £2,216,000
(2009 £3,190,000) cash deposits on deposit with banks The quoted corporate bond matured dunng the year

As at the balance sheet date the cash and hquid funds held by the Company are held with the Royal Bank of Scotland plc and the
Royal Bank of Scotland Global Treasury Funds plc Credit nsk on cash transactions 1s mibigated by transacting with counterparties that
are regulated entities subject 10 regulatory supervision, with Moody's credit ratings of at least ‘A’ or equivalent as assigned Ly
international credit-ratng agencies

Liquidity risk
Liquid assets are held as cash on current account, cash on deposit or as units in shor term money market funds Under the terms of
its Articles, the Company has the ability to borrow an amount equal to its adjusted capital and reserves of the latest published audied
batance sheet

The Company has no committed borrowing facilities as at 31 December 2010 (2009 £nil)

There are no externally imposed capital requrements other than the minimum statutory share capitat requirements for pubhc hmited
companies

The man cash outflows are for new investments, share buy-backs and dwidend payments, which are within the control of the
Company The Manager formally reviews the cash requirermnents of the Company on a monthly basis, and the Board on a guarterly
basis as part of its rewew of management accounts and forecasts The Company's financial liabilities as at 31 December 2010 are short
term n nature and total £199,000 (2009 £200,000)

The carrying value of loan stock Investments as analysed by expectsd matunty dates 1s as follows

31 December 2010 31 December 2009
Fully Fully
performing Past due performing Past due
loan stock loan stock Total loan stock loan stock Total
£'000 £'000 £000 £'000 £'000 £'000
Less than one year - - - - - -
1-2 years 1,796 - 1,796 188 - 188
2-3 years 169 - 169 886 - 886
3-5 years 2486 143 389 1,000 - 1,000
Total 2211 143 2,359 2,074 - 2,074

Loan stock categonsed as past due has capital and snterest which 1S past due by more than 3 months
In view of the factors identifisd above, the Board considers that the Company s subject to low liguidity nsk

Fair values of financial assets and ftnancial iabilities

All tha Company's financial assets and habilities as at 31 December 2010 are stated at far value as determined by the Drectors Thera
are no financial habilties other than creditors The Company s financial habiities are all non-interest beanng It 1s the Directors’ opinion
that the book value of the finanoa! liabilmes s not matenally different to the fawr value and all are payable within one year

Commitments and guarantees
As at 31 December 2010, there were no legal commitments (2009 £rul) n respect of further funding to be provided to existing investee
companies

There were no contingent habilties or guarantees given by the Company as at 31 December 2010 (2009 £ni)
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Co-investment

The Company has venture capital Investments in companies in which other funds managed by SPARK Veniure Managerment Limited

have also invested

For the purpose of this note, the following abbreviations apply

KAY2 Kings Arms Yard VCT 2 PLC {formerty SPARK VCT 2 olc)

SPK SPARK Ventures plc

QvP Quester Venture Partnership

ICF Isis College Fund Limited Partnership and Second tsis College Fund Limited Partnership
Lachesis Lachesis Saed Fund Limited Partnership

Co-Investors Company

KAY2, SPK and ICF Academia Networks Limited

KAY2

Allergy Therapeutics plc

KAY2 and QvP Antenova Limited

KAY2 and QvP Celidex Therapeutics Inc
KAY2 and QvP Cluster Seven Ltd

KAY2 Efateral Holdings Lirmited
KAY2, QVP and Lachesis Haemostatx Limited
KAY2 Imagesound plc

KAY2 and SPK Isangot Limited

KAY2 and QVP Level Four Software Limited
KAY2, QVP and ICF MediGene AG

KAYZ2 and ICF Oxonica Limited

KAY?2 and QVP Perpetuum Limited
KAY2 Sift Limited

KAYZ2 and SPK Skinkers Limited

KAY2 Symetrnica Limited

KAY2 TeraView Limited

KAY2 UniSeraty Lirmited

KAY2 and QVP Vivacta Lmited

KAY2 We7 Limited

KAY2 and QVP Workshare Limited

With effect from 1 January 2011, the Company will be investing In companies N which other funds managed by Albion Ventures LLP
have also invested At the dats these accounts were signed no such investmenis have yet been made

Post balance sheet events
Since the year end, the Company has had the following post balance sheet events all baing additional nvestments in

[ ] Perpetuum Lymted of £161,000 n February 2011, and
[ ] Vivacia Limited of £181,000 in March 2011

Related party disclosures

During the year to 31 December 2010, the previous Manager, SPARK Venture Management Limited, was considered 1o be a related
party Andrew Carruthers who was a Director of the Company, 1s also a director of the previous manager who was party to an
Investment Management Agreement as disclosed in note 4 of this Report Dunng the year, senvices of a total value of £412,000 (2009
£548,000) were purchased by the Company from SPARK Venture Management Limited

As at 31 December 2010, an amount of £6,000 is reflected in prepayments, due from SPARK Venture Management Limited

SPARK Investors imited, {a fellow subsiciary of SPARK Venture Managerment Limited) was, from tme io tme, eligble to recenve
transacnon fees and Directors’ fees from investes companies Dunng the year ended 31 December 2010, fees of £40,000 attnbutable
to the investments of the Company were receved pursuant 1o these arangements (2009 £26,000)

With effect from 1 January 2011, the Manager, Albion Ventures LLP, 1s considered to be a related party by virtue of the fact that Patrick
Reeve, a Director of the Company, 1s also Managing Partner of the Manager The Manager is party to an Investment Management
agreement from the Company as disclosed in note 4 of this Report Albion Ventures LLP 1s, from time to ume, elgible to recene
transaction fees and Directors’ fees from investee companies
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Notice of Annual General Meeting

NQOTICE 1S HEREBY GIVEN that the Annual General Meeting of Kings Arms Yard VCT PLC {the “Company”) will be held at
the City of London Club, 19 Oid Broad Street, London EC2N 1DS on 16 May 2011 at 2 pm for the {ollowing purposes

To consider and, # thought fit, to pass the following resolutions, of which numbers 1 to 8 will be proposed as ordinary
resolutions and numbers 9 to 12 as special resolutions

Ordinary Business
1 To receve and adopt the Company's Annual Report and Accounts for the year ended 31 Decernber 2010 together wath
the report of the Directors and Auditors

2 To approve the Directors’ remuneration report for the year ended 31 December 2010

3 To approve a final dvidend of O 67p per share i respect of the year ended 31 December 2010
4 To elect Mr Painck Reeve as a Director of the Company

5 To elect Mr Martin Fiennes as a Director of the Company

51 To re-appoint Grant Thornton UK LLP as Auditors of the Company to hoid office from conclusion of the mesting to the
concluston of the next meeting at which the accounts are to be laid

7 To authonse the Directors to agree the Auditors’ remuneration

Special Business

8 Authonty to allot shares
That the Drrectors be generally and unconditionally authorised in accordance with section 551 of the Companies Act
2006 (the “Act™ to allot Ordinary shares of nominal value 5 pence per share in the Company up to 2a maximum aggregate
nominal amount of £551,850 provided that this authonty shall expwe on the earlier of 16 Novermber 2012 or the
conclusion of the next Annual General Meeting but so that the Company rmay, before the expiry of such period, make
an offer or agreement which would or might require shares to be allotted after the expiry of such period and the Directors
may allot shares pursuant to such an offer or agreement as f the authonty had not expired

9 Authonty for the disapplication of pre-emption nghts
That, subject to and conditional on the passing of resolution number B, the Drectors be empowered, pursuant to section
570 of the Act, to allot equity securities (within the meaning of section 560 of the Act) for cash pursuant to the authonty
conferred by resolution number 8 as if section 561(1) of the Act did not apply to any such allotment, provided that this
power shall be imited to the allotrment of equity securties

fa)y in connection with an offer of such secuniies by way of nghts 1ssue,
(o) in connection with any Dividend Reinvestmant Scheme introduced and operated by the Company, and
{c} otherwise than pursuant to paragraphs (a) and (b) above, up to an aggregate nominal amount of £551,850,

and shall expire on the earlier of 16 November 2012 or at the conclusion of the next Annuat General Meeting, save that
the Company may, before such expiry, make an offer or agreement which would or might require equity secunties to be
allotted after such expiry and the Directors may allot equity secunties in pursuance of any such offer or agreement as
the power had not expired

In this resolution, “nghts 1ssue” means an offer of equity secunties open for acceptance for a penod fixed by the Directors
to holders on the register on a fixed record date in proportion as nearly as may be to ther respective holdings, but
subject to such exclusions or other arrangements as the Directors may deem necessary or expedient to deal with any
fractional entitiements or legal or practical difficutties under the laws of, or the requirements of any recognised regulatory
body or any stock exchange in, any territory

This power applies in relation to a sale of treasury shares which is an allotment of equity secunties by virtue of section
560(2)(b) of the Act as #f in the first paragraph of the resolution the words “pursuant to the authonty conferred by
resolution number 8" were omitted in refation to such a sale
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11

12

Authonty to purchase own shares

That, the Company be generally and unconditionally authonised to make market purchases (within the meaning of
Section 693{4) of the Act} of Ordinary shares of 5 pence each In the capital of the Company (“Ordinary shares™), on such
terms as the Directors think fit, and where such shares are held as treasury shares, the Company may use them for the
purposes set out In section 727 of the Act, provided that

(8} the maximum number of shares hersby authonsed 1o be purchased 1s 14 99 per cent of the 1ssued Ordinary share
capital of the Company as at the date of the passing of this resolution,

(b) the mimimum pnce, exclusive of any expenses, which may be pad for a share is 5 pence,

{c) the maximum price, exclusive of any expenses, which may be paid for each share 1s an amount equal to the higher
of (a) 105 per cent of the average of the middle market quotations for the share, as denved from the London Stock
Exchange Daly Official List, for the five busmess days immediately preceding the day on which the share I1s
purchased, and (b} the amount stipulated by Article 5{1) of the Buy-back and Stabiisation Regulation 2003,

{d) the authonty hereby conferred shall, unless previously revoked or vaned, expire on 16 November 2012 or, i earlier,
at the conclusion of the next Annual General Meeting, and

(e) the Company may make a contract or contracts to purchase shares under this authority before the expiry of the
authonty which will or may be executed wholly or partly after the expiry of the authonty, and may make a purchase
of shares In pursuance of any such contract or contracts as If the authonty conferred hereby had not expred

Under the Companies {Acquisition of Own Shares) (Treasury Shares) Regulatons 2003 (the “Regulations”), shares
purchased by the Company out of distnbutable profits can be held as treasury shares, which may then be cancelled or
sold for cash The authortty sought by this special resolution number 101s intended to apply equally to shares to be held
by the Company as treasury shares in accordance with the Regulations

Authonty to sell treasury shares
That the Directors be empowered to sell treasury shares at the higher of the prevailing current share pnce and the pnce
bought n at

Notice of general meetings
That a general meeting of the Company other than an annual general meeting may be called on not less than 14 clear
days’ notice

By order of the Board

AW
Albion Ventures LLP
Company Secretary
Registered office
1 King's Arms Yard
London, EC2R TAF
19 Apnit 2011

Registered in England and Wales with number 3139019
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Notes

1

Members entitled to attend, speak and vote at the Annual General Meeting {"AGM") may appoint a proxy or proxies (who need not be
a member of the Company) to exercise these nghts in their place at the meeting A member may appoint more than one proxy, provided
that each proxy 1s appointed to exercise the nghts attached to different shares Proxies may only be appointed by completng and
returring the Form of Proxy enclosed with this Notice to Capita Registrars, PXS, 34 Beckenham Road, Beckenham BR3 4TU

Raturn of the Form of Proxy will not preclude a member from attending the meeting and voung in person A member may not use any
electronic address prowided In the Notice of this meeting to communicate with the Company for any purposes other than those
expressly stated

To be effectve the Form of Proxy must be completed in accordance with the instructions and recerved by the Registrars of the
Company by 2 pm on 14 May 2011

In accordance with good governance practice, the Companty is offenng shareholders use of an cnine service, offered by the Company's
registrar Capita Registrars, at www capitashareportal com Shareholders can use this service to vote or appoint a proxy online The
same voting deadline of 2 pm on 14 May 2011 apphes as If you were using your Personalised Voting Form 10 vote or appoint a proxy
by post to vote for you Shareholdars will need to use the unique personal wentification Investor Code that 1s printed in therr Form of
Proxy Shareholders should not show this iInformation to anyone unless they wish to give proxy instructions on thewr behalf

Any person to whom this Notica Is sent who 1s a person nominated under section 146 of the Companies Act 2006 {‘the Act’) to enjoy
information rights (a “Norminated Person™ may, under an agreement batween him or her and the member by whom he or she was
nominated, have a nght to be appointed {or to have someone else appointed) as a proxy for the AGM If a Norminated Person has no
such proxy appointment nght or does not wish to exerciss it, he or she may under any such agreement have a nght to give instructions
to the member as to the exercise of voting nghts The statement of nghts of members in relation to the appontment of proxies in note 1
above does not apply to Nominated Persons The nghts described in that note can only be exercised by members of the Company

To be entitled to attend and vote at the AGM {and for the purpose of the determination by the Company of the votes they may cast),
members must be registared In the register of members of the Company at 2 pm on 14 May 2011 (or in the event of any adjournment,
on tha date which is two days before the time of the adjourned meeting) Changes to the register of members after the relevant deadine
shall be disregarded In determining the nghts of any person to attend and vote at the mesting

Any corporation which 1s a member can appoint one or more corporate representatives who may exercise on its behalf all of its powers
as a member provided that they do not do so in relabion to the same shares

Coples of contracts of service and letters of appaintment between the Directors and the Company will be available for inspection at
the Registered Office of tha Company dunng normal business hours from the date of this Notice until the conclusion of the meeting,
and at the place of the meeting for at least 15 minutes prior to the meeting until ts conclusion In addition, a copy of the Articles of
Association will be avalable for inspection at the Company's registered office from the date of this Notice until the conclusion of the
meeling, and at the place of the meetng for at least 15 minutes prior to the meeting unti its conclusion

Under section 527 of the Act mambers meeting the threshold requirements set out in that section have the nght to require the Cormpany
to publish on a website a statement setting out any matter relating to (i) the audit of the Company’s accounts (including the Auditor's
report and the conduct of the audit) that are toa be lad before the AGM, or (i} any circumstances connected with an auditor of the
Company ceasing to hold office since the previous meeting at which the Annual Report and Financial Statements were laid in
accordance with section 437 of the Act The Company may not require the members requesting any such website publicaton to pay
its expenses In complying with sections 527 or 528 of the Act Where the Company 15 required to place a statement on a website
under section 527 of the Act, it must forward the statement to the Company's auditor not later than the time when it makes the
statement available on the website The business which may be dealt with at the AGM includes any statement that the Company has
been required under section 527 of the Act to publish on a website

A copy of this Notice, and other wformation regarding the meeting, as required by section 311A of the Act 15 avalable from
www albion-ventures co uk Qur Funds, Kings Arms Yard VCT PLC

Any member attending the meeting has the nght to ask questions The Company must cause to be answered any such question
relating to the business bewng dealt with at the meeting but no such answer need be given if {a) lo do so would interfere unduly with
the preparation for the meeting or nvolve the disclosure of confidential information (b) the answer has already been given on a website
in the form of an answer to a question, or (c) 1t 15 undesirable In the interests of the Company or the good order of the meeting that the
question be answered

As at 19 Apnl 2011 (being the latest practicable date prior to the publication of this Notice), the Company’s i1ssued share capital
compnses 110,370,135 Qrdinary shares Therefore, the total voting nghts i the Company as at 19 Aprd 2011 are 110,370,135
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Explanation of proposed resolutions

Authority to allot shares {(Resolution 8 — ordinary
resolution)

This resolution propeses to renew the Directors’ authority io
allot additional shares of the Company up to an aggregate
nominal  amount of £551,850, which represents
approximately 10 per cent of the issued ordinary share
caprtal of the Company The Directors have no present
intention to exercise this authorty with the exception of the
dmded reinvestment scheme

Authority for the disapplication of pre-emption nghts
(Resolutton 9 - special resolution)

This resclution proposes to renew the Directors' authority to
allot equity securies for cash up to an aggregate narminal
amount of £551,850 (being 10 per cent of the Company’s
current 1ssued share capital) without first being required to
offer such secuniies to existing shareholders This wall include
the sale on a non pre-emptive basis of any shares the
Company holds in treasury for cash The Directors consicdler
that it may in certain crcumstances be in the best interests
of the Company to allot shares for cash ctherwise than pro
rata to existing shareholders

Authonty to purchase own shares {Resolution 10 -
special resolution)

This resolution proposes to renew the existing power of the
Company to purchase its own shares up to a maximum
number of 14 99 per cent of the tcotal number of shares
currently in 1ssue at or between the minmum and maximum
pnces specified in resolution 10

The Board considers that it may, 1n certain circumstances, be
advantageous for the Company to be able to purchase s
own shares, occasional market purchases by the Company
of its own shares can enhance the net asset value per share
for the Company’s remamning sharghoiders, and the power
will be exercised only if, in the opiion of the Beoard, a
purchase by the Company of its own shares would be in the
nterests of the Company’s shareholders and would enhance
the Company's net assets per share

In order to mantan resources for dwvidends and the
implementation of the new investment policy, the Board does
not intend to buy back any shares in the financial year to 31
December 2011 However, In tme the Board mntends to
implement the share buy-back policy practised by the other
Albion Ventures LLP managed VCTs once the effects of the
new investment policy have begun to show

No shares were bought back by the Company In the year
ended 31 December 2010

Shares that are bought back under this authonty may be
cancelled and up to 10 per cent of shares in 1ssue can be
held i treasury

Under the Companies {Acqusition of Own Shares)(Treasury
Shares) Regulations 2003 (the “Regulations”), shares
purchased by the Company cut of distnbutable profits can
be held as treasury shares, which may then be cancelled or
sold for cash The authonty sought by these resolutions I1s
mtended 10 apply equally to shares to be held by the
Company as treasury shares n accordance with
the Regulations

Resolutions numbered 8 to 10 replace the authonties given
to the Directors at the Annual General Meeting on 7 May
2010

Treasury shares (Resolution 11 - special resolution)
The resolution proposes to permit Directors to sell treasury
shares at the higher of the prevailing current share pnce and
the prce bought in at

The above authomties sought at the Annual General Meeting
wilt expire 18 months from the date these resolutions are
passed or at the conclusion of the next Annual General
Meeting of the Company, whichever 1s the earlier

Notice of general meeting (Resolution 12 — special
resolution)

This resolution seeks authonty from shareholders to hold
general meetings {other than Annual General Mestings) on
14 days' clear notice This 1s permissible under the Articles of
Association of the Company and the Companies Act 2006
However, pursuant to The Companies (Shareholders’ Rights)
Regulations 2009, specific shareholder approval 1s required
annually in order to retain this abiity The Directors believe
that there may be circumstances in which it will be important
for the Company to be able to call meetings at such short
notice Accordingly, the Directors believe that it 15 /mportant
for the Company to retain this flexbility

The approval will be effective untl the Company’s next
Annual General Meeting, when it 1s intended that a similar
resolution will be proposed In order to be able to call a
general meeting on less than 21 clear days' notice, the
Company must make a means of electronic voting available
to all shareholders for that meeting
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