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SHAREHOLDER INFORMATION

Share Prices
The Company’s share price can be found on various financial websites The share price 1s also available on
Downing’s website (www downing co uk)

TIDM/EPIC code “DDV1”
Latest share price (27 July 2011} 79 Op per share

Financial Calendar

13 September 2011 Annual General Meeting ("AGM”)
30 September 2011 Final dividend

November 2011 Announcement of half year results
Dividends

Dividends are paid by the Registrar on behalf of the Company Shareholders who wish to have dividends paid
directly into their bank account, rather than by cheque to their registered address, can complete a mandate
form for this purpose (form can be downloaded from www capitaregistrars com) Quenes relating to dividends,
shareholdings and requests for mandate forms should be directed to the Company’s registrar, Capita
Registrars, on 0871 664 0324 (calls cost 10p per minute plus network extras, lines open 8 30am to 5 30pm
Monday to Friday), or by wnting to them at The Registry, 34 Beckenham Road, Beckenham, Kent, BR3 4TU

Selling Shares
If you wish to sell your shares, either you or your adviser should contact Downing LLP on 020 7416 7780

Shareholders are advised to seek advice from thewr tax adwviser, before selling shares, particularly If they
deferred the payment of capital gains tax in respect of shares acquired prior to 6 Aprnil 2004 or purchased
shares within the last five years

Share scam warning

We have become aware that a significant number of shareholders of VCTs managed by both Downing and
other VCT managers have recently received unsolicited telephone calls from a company purporting to be acting
on behalf of a chent who 15 looking to acquire their VCT shares at an attractive price We believe these calls to
be part of a "Boiler Room Scam” Shareholders are warned to be very suspicious if they receive any similar
type of telephone call.

Further information can be found on Downing's website f you have any concerns, please contact Downing on
0207416 7780

Notification of Change of Address

Communications with Shareholders are mailed to the registered address held on the share register In the
event of a change of address or other amendment this should be notified to the Company’s registrar, Capita
Registrars, under the signature of the registered holder

Other Information for Shareholders
Up-to-date Company information {including financial statements, share price and dividend history) may be
obtained from Downing’s website at www downing co uk

If you have any quenes regarding your shareholding in Downing Distnibution VCT 1 plc, please contact the
registrar on the above number or wisit Capita’s website at www capitaregistrars com and click on
“Shareholders”
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Christopher Powell (Chairman}
Michael Cunningham

Stuart Goldsmith

Roger Jeynes

all of

10 Lower Grosvenor Place
London SW1W QEN

Company number
3150868

Company Secretary and registered office
Grant Whitehouse
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London SW1W OEN
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Investment and Administration Manager
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London WC2N 6RH
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London BX2 1LB
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FINANCIAL HIGHLIGHTS

2011 2010
Pence Pence
(restated)
Net asset value per share (“NAV") 920 105 8
Cumulative distributions paid since 1 Aprif 2010 (see below) 50 -
Total return (net asset value plus cumulative distributions paid) 97 0 105 8
Movement In NAV In the year (8 8)
Dividends in respect of financial year
1* Interim dividend per share — paid 30 September 2010 25
2" Interim dividend per share —paid 31 March 2011 25
50

MERGER AND REORGANISATION DETAILS

The Company underwent a merger and share reorgamisation on 1 April 2010, details of which are shown below

The AIM Distribution Trust plc shareholders

Shareholders in The AIM Distribution Trust plc (“AIMVCT”} were 1ssued 0 3495 New Ordinary Shares in Downing
Distribution VCT 1 plc (“DDV1") for every one original ordinary AIMVCT share (“Oniginal Ordinary Share”) held
Dividends of 57 Sp per Original Ordinary Share were paid, since launch, prior to the merger, equivalent to
164 6p per New Ordinary Share in Downing Distnibution VCT 1 plc

Pennine AIM VCT 5 plc shareholders

Shareholders in Pennine Al VCT 5 plc (“P5”) were 1ssued 0 3045 New Ordinary Shares in Dowring Distribution
VCT 1 plc for every one origmnal ordinary P5 share {“P5 Share) held Diidends of 31 0p per PS5 Share were paid
prior to the merger, equivalent to 101 8p per New Ordinary Share in Downing Distribution VCT 1 plc

Pennine AIM VCT 6 plc shareholders

Shareholders in Pennine AIM VCT 6 plc {“P6”) were 1ssued 0 4056 New Ordinary Shares in Downing Distribution
VCT 1 plc for every one original ordinary P6 share (“P6 Share) held Dividends of 30 Op per P6 Share were paid
prior to the merger, equivalent to 74 Op per New Ordinary Share in Downing Distribution VCT 1 ple

PERFORMANCE SUMMARY FOR INVESTORS

The figures in the table below show the performance since onginal investment of the various groups of
investors who make up the Company’s current shareholder base They are expressed in terms of equivalence to
one New Qrdinary Share, using the conversion rates noted above

Effective NAVat Dividends

Issue price net cost of 31 Mar recewed
per New income tax investment 2011 sinceissue
Ordinary refief per New Per New per New
Share or available on Ordinary Ordinary Ordinary Total
equivalent investment Share Share Share return % Gain/
Share issue {pence) (%) (pence) {pence) (pence) (pence) (Loss)
AIMVCT — oniginal 1ssue 2861 20% 2289 920 1696 2616 +14 3%
AIMVCT - 2005 top up 2104 40% 126 2 920 272 1192 -5 6%
P5 3284 40% 1971 920 106 8 198 8 +0 9%
P& 2465 40% 147 9 920 790 1710 +156%
DDV1 - 2010 1ssue 104 8 30% 733 920 50 970 +322%




INVESTMENT OBIECTIVES

The Company’s principal investment objectives are

e predominantly to invest in a diversified portfolio of VCT-qualifying growth investments and income
producing investments, and

e to maintain VCT status so that the Company and its Shareholders may benefit from the tax reliefs and
exemptions available under the VCT legislation

The detailed investment policy adopted to achieve the investment objectives 1s set out in the Report of the
Directors on page 15

DIRECTORS

Christopher Powell {Chairman) 1s chairman of Pennant International Group plc, an AIM company He 1s also a
non-executive director of The Great British Card Company plec and Severn Glocon Group ple

Michael Cunnmingham was an investment director of Rathbones He has worked in the investment management
business for over 25 years and, within Rathbones, had responsibility for VCTs, Rathbones’ EIS Portfolios and the
IHT Service, which raised over £100 million in total He 1s chairman of Hazel Renewable Energy VCT 1 plc and 15
also on the board of Dowming Distrnibution VCT 2 plc He 15 also non executive director of Hampden
Underwriting Limited

Stuart Goldsmith 15 chairman of Ketton Securibes Limited, a firm that advises a range of companies on
corporate strategy, mergers and acquisitions, which he founded 1n 1983 Previously he was chairman or chief
executive of two groups of financial services companies He has been a non-executive director of a number of
companies

Roger Jeynes has extensive experience of the technology and investment sectors His early career included a
number of senior technical, marketing and general management roles for IBM, EMC and Pyramid Technology in
the UK, Italy and the USA From 1997 to 2006 he was Chief Operating Officer of Interregnum plc, the AlM-listed
technology merchant bank He 15 currently chairman of Zoo Digital Group plc (AIM Z0O L), a director of
Charborough Capital Limited, mxData Limited and Keycom plc, and Professor of Management Practice in the
Ashcroft International Business School of Anglha Ruskin University

All the Directors are non-executive and, with the exception of Michael Cunningham, are independent of the
Investment Manager




CHAIRMAN'’S STATEMENT

Introduction

| present the Company’s first Annual Report
covering the penod since the merger with Pennine
AIM VCT 5 {“P5”) and Penrine AIM VCT 6 (“P6") It
has been a busy year in terms of investment
activity, primanly as a result of Downing, the new
manager, starting to implement the Company’s
revised investment policy

Mergers and reorganisation

The Company completed the mergers with PS and
P& 1n Apnl 2010, 1ssuing 17 3 million New Ordinary
Shares as consideration Immediately afterwards,
the Onginal Ordinary Shares were converted Into
New Ordinary Shares at the rate of 03495 New
Ordinary Shares for every Ongimnal Ordinary Share

At the same time the Company changed its name
from The AIM Distnibution Trust plc to Downing
Distribution VCT 1 ple, changed investment
manager and adopted a new investment policy
The new investment policy reflects a move from
holding a portfolio consisting of mainly guoted
companies, to a portfollo consisting of income
producing investments and growth investments
{Full details of the investment policy are shown on
pages 15 and 16 )

Net Asset Value

The NAV per New Ordinary Share at 31 March 2011
stood at 92 Op, a decrease of 8 8p {(or 8 3%} over
the year, compared to the restated 31 March 2010
NAV of 105 8p and after adding back the S Op per
share of dividends paid in the year

This s a disappointing result, particularly in view of
the reasonably strong performance by the AIM
market over the second half of the year The most
significant factor has been a major write down of
one unquoted investment which is detailed below

Venture capital investments

As a result of the merger, the Company’s
investment portfolio expanded substantially, in
terms of value and number of investments

During the year a significant number of disposals
were made as the new Investment manager sought
to rebalance the portfolio in line with the revised
investment policy Total proceeds from disposals
were £3 1 million

A total of £2 0 million was invested into new and
follow-on investments The four new investments
are all in unquoted companies and are intended to
produce a running yield

In terms of the performance, there was mixed
news from the portfolio over the year A number
of AIM-quoted investments, such as Plastics Capital
plc, Ammalcare Group plc, IDOX plc and IS Pharma
ple, made strong gains  On the negative side, the
Company suffered a substantial downwards
revaluation of unquoted investment, Doubletake
Studios Limited Doubletake 15 facing challenging
trading conditions and increased borrowings
Accordingly, a full provision has been made against
the equity part of the Company’s investment,
amounting to £2 0 mithen Earlter in the year, the
Company also suffered from the collapse of AIM-
quoted Connaught plc, which resulted in a realised
loss of £247,000 Overall, the portfolio generated
net unrealised losses of £16 million and net
realised gains of £353,000 over the year

At the year end, the portfolio comprised 48
investments which were valued at £18 8 million

Full details of the Company’s investment activities
are set out within the Investment Manager’s report
and Review of Investments on pages 6 to 13

Listed fixed income and other investments

The Company holds a small portfolio of non-
qualifying investments At the year end, this
comprised one fixed income security which had a
value of £357,000 The portfolio generated an
unrealised gain of £40,000 and realised gains of
£13,000 during the year

Results

The total return on ordinary activities for the year
to 31 March 2011 as shown in the Income
Statement 15 a gain of £39 million, compnising
£20,000 revenue loss, a £1 5 million capital loss
and a £54 milion capttal gain n respect of the
merger

It should be noted that the £5 4 million capital gain
1s a one off gain which relates to the merger and
has arisen as a quirk of the accounting treatment
and the relatively low share price of the Company’s
shares at the time the merger completed




CHAIRMAN'’S STATEMENT (continued)

Dividends

In hne with the policy set out at the time of the
merger, the Company paid an interim dividend of
25p per share on 30 September 2010 to
Shareholders on the register at 27 August 2010,
and a further interim dmdend of 2 5p on 31 March
2011 to Shareholders on the register at 25
February 2011

A final dividend 1s being proposed of 2 Sp per share
to be paid, subject to Shareholder approval at the
AGM, on 30 September 2011 to Shareholders on
the register at 2 September 2011

Comparative figures

The Company’s previous Annual Report reported
NAV, Total Return and Return per share in terms of
Ornginal Ordinary Shares In order to provide a
meaningful comparison, the comparative figures in
this report have been restated, where applicable,
to show them in terms of New Ordinary Shares

Share buybacks

The Company has a policy of purchasing its own
shares that become available in the market The
Board has currently set a price of a 15% discount to
NAV for such purchases but continues to monitor
the market in the Company’s shares and may make
adjustments to the policy as appropriate Such
purchases will be subject to VCT regulations,
company law, hquidity considerations and the
Listing Rules

There was substantia! demand for buybacks over
the year with the Company purchasing 1,050,182
New Ordinary Shares for an aggregate
consideration of 81 8p per share {approximately
equal to a 15% discount to the most recently
published NAV), and representing 5% of the 1ssued
Ordinary Share capital of the enlarged entity
These shares were subsequently cancelled

Board change

As Shareholders wili be aware from my statement
with  the Half-Yearly Report, Sir Aubrey
Brocklebank resigned as a Director of the Company
with effect from 29 November 2010 n order to
take on the role of chairman with another VCT

The Board reviewed the composition of the Board
following Sir Aubrey's departure and have
concluded a board of four non-executive directors
{of which three are independent of the Manager} s
adequate for a VCT of this size and have not sought
to appoint a replacement

Annual General Meeting

The next AGM of the Company will be held at 10
Lower Grosvenor Place, London SW1W OEN at
1100 am on 13 September 2011 Notice of the
meeting Is at the end of this document

Three items of special business are proposed one
ordinary and one special resolution n relation to
the allotment of shares, and a special resolution to
renew the autharity to allow the Company to make
market purchases of the Company’s shares

Outlook
The Company has undergone a lot of changes over
the last year and, | believe, 15 now better

positioned as a result Hawving said that, 1t has been
a challenge for the Manager to achieve a sufficient
number of realsations to fund new investments
and also the high demand for share buybacks that
has been experienced

Although the AIM market has risen strongly over
the last year, the general economy remains fragile
and a sustained recovery may be some way off
The larger proportion of unquoted, ncome-
producing investments which the Company now
holds should mean it 1s somewhat less vulnerable
to market volatility and may have a better chance
of making headway even in challenging conditions

The Company continues to be effectively fully
invested and much of its investment portfolio 1s
reasonably ilhquid The Board 15 gving
consideration to ways in which the Company can
improve its hquidity, possibly by undertaking a new
fundraising in due course

At the time of the merger, the Company indicated
that 1t hoped to be able to offer Shareholders an
“enhanced share buyback” scheme whereby they
could sell their shares and reinvest the proceeds in
a new ssue of shares, allowing them to obtain a
further 30% income tax relief in the process After
ritially encountering some difficulties, progress
has recently been made to this end and we now
expect to be able to offer this to Shareholders in
the coming months Further information will be
sent to Shareholders in due course

Chairman

28 July 2011




INVESTMENT MANAGER’S REPORT

We present this report having completed our first
year as Investment Manager

Following the Company’s merger with Pennine AIM
5 VCT plc and Pennine AIM 6 VCT plc in April 2010,
the combined portfolio of quoted investments had
become more concentrated Consistent with the
Company’s revised investment policy, we have
replaced a number of smaller and less dynamic
Investments with larger holdings in a more focused
portfolo  of both quoted and unquoted
Investments

The general economic conditions of the UK and
Europe remained strained throughout the period
Base rates have been held low whilst inflation has
increased and investors’ risk appetite has returned
in the year to March 2011, the FTSE 100 increased
4 6% to over 6,000 points, but has since declined
There remains considerable uncertainty in global
markets as evidenced by record prices in safe
haven assets such as gold and in the appreciation
of the Swiss Franc

The FTSE AIM All-Share Index increased 28 2% to
over 900 points in the year to March 2011 Despite
this, the Index remains 27% below its July 2007
high The recovery 1s largely driven by mineral and
exploration stocks which constitute over 30% of
the Index and in which the Company does not
Invest

The current investment portfolio 15 valued at
£19 1 million and s spht broadly equally between
quoted and unquoted investments

Quoted investments

Additions

During the year the Company invested £750,000 0
quoted investments

In November 2010, the Company invested a
further £250,000 alongside £650,000 from other
Downing Funds, in Accumuli plc (previously
NetServices Plc), a provider of IT security software
and services, at 7 Op per share The share price has
increased from 7 1p to 9 0p in the year, and at the
year end the overall investment was valued at
£417,000 Downing related investment funds now
hold, in aggregate, over 10% of the share capital in
Accumull ple, which provides additional influence
and leverage for the Company

The Company has also increased its investment in
Ludorum plc by £194,000 Combined with the
additional holding acquired on the Scheme of
Acquisition, the Company's investment in Ludorum
15 now valued at £22 milion At 109% of the
portfolio this 1s the single largest quoted holding,
although the investment is structured between
loan notes and equity This provides some
downside protection through security over the
intellectual property of the children’s TV title
“Chuggington”

Disposals

In the period the Company sold out in full from
seven quoted investments, reducing therr number
to 24 This inctuded the exit from Telephonetics plc
for £348,000, which was taken over by Netcall plc,
with the consideration comprising shares in Netcall
plc and cash, realising a £37,000 gain Similarly the
Company exited Neutrahealth plc as part of a
takeover offer, for cash, resulting in a £53,000
realised gain

The Company also sold its holding n Spice plc,
realising a gain of £142,000

Changes in value in period

Overall, the quoted portfoho benefited from a
£553,000 wvaluation Increase driven by a
combination of share price fluctuations

The value of the investment in Plastic Capital plc
increased by £441,000, the value of the IDOX plc
investment increased by £202,000 and the value of
the Animalcare Group plc investment increased by
£221,000 Some proceeds were taken on each of
these investments during the year




INVESTMENT MANAGER’S REPORT {continued)

In the meantime, the fall in share price of Zamano
plc and of Servoca plc have resulted in a combined
valuation reduction of £581,000, whilst Shieldtech
plc has gone into hquidation resulting in a further
£120,000 realised loss sn the year  As previously
reported at the half year, Connaught plc has gone
into liquidation  The faillure of Connaught has
created a £247,000 realised loss in the penod but
the overall net gain from this investment over its
entire life in the fund has been £1 5 million

A number of ex-Connaught contracts have been
acquired by Mears plc, also an investee company
(valued at £185,000 at year end) In May 2011,
Mears posted strong results which give us
confidence in the longewity of the business

Unquoted investments

Additions

£12 milhon was Invested across four new
unguoted investments £415,000 was invested In
Leytonstone Pubs ULimited which owns and
operates public houses In east London The
operator 1s experienced and already has a
significant number of units across south London
£333,000 was invested in Tramps Nightclub Limited
in Worcester, £300,000 was invested in Aminghurst
Limited, a Devon hased property developer, and
£175,000 was invested in Future Biogas {SF)
Lmited Future Biogas generates renewable
electricity and selis it back to the National Grid
taking advantage of Government Feed-in Tarnffs

Disposals

The loan note in Real Time Logistic Solutions
timited was redeemed at par for £450,000
resulting in a realised gain of £270,000 against its
merger acquisthion value The Company retains rts
equity holding in the company, although this 1s
valued at nil

Changes i value in period

Doubletake Studios Limited and The Thames Club
Limited were both previously reported at the half
year as requiring significant impairments against
their carrying values

Doubletake  Studios  Limited  suffered a
disappointing year in 2010, and Increased
borrowing levels The company 15 still facing
challenging conditions and high levels of
indebtedness, therefore, we have taken the
decision to write down the investment further This
has resulted in an overall write down on this
investment of nearly £2 milhion in the year

The £175,000 impairment, taken at the half year
point, against The Thames Club 1s unlikely to be
reversed until trading improves significantly

A full schedule of additions and disposals across
both investment pools Is disclosed on page 9

Developments since the year end

Since the year end, as part of the revised
investment policy, the Company continues to make
strategic changes to the investment portfolio It
has made a £100,000 investment in AlM-listed
Tracsis ple which specialises 1n optimisation
software for the ral ndustry Again, Downing
related investment funds account for over 8% of
the shareholdings in Tracsis plc This provides
addittonal influence to the Company’s investment,
and 1s consistent with the strategy to take more
meaningful and influential stakes in a select
number of comparnies

Outlook

Whilst the economic conditions in the UK are
expected to see a modest improvement 1n 2011,
the after effects of the “credit crunch” will
continue to be felt for some time The historic low
UK interest rate, at 0 5% since March 2009, has
done little to improve lending to small businesses
despite political pressure on banks to do more
Even those with sufficient equity continue to be
charged high margins These factors will continue
to provide investment opportunities for the
unquoted portfolic as small businesses struggle to
access finance

The refocusing of the quoted portfolio will
continue (Nto next year to ensure the portfalio 1s
resithent in the current macro-economic climate
but also poised to take advantage of future
growth

Downing LLP
28 July 2011




REVIEW OF INVESTMENTS

Portfolio of investments
The following investments, all of which are incorporated in England and Wales, were held at 31 March 2011

Valuation
movement % of Investments by other funds *
Cost Valuation inyear  portfolio
£000  £000  £000 byvalue COP> DAl DAz DSO
Top ten venture capital investments (by value)
Cadbury House Holdings Limited * 2,518 2,546 - 13 2% .
Ludorum plc 2,161 2,213 (62) 11 4% .
Hoole Hall Country Club Holdings Limited * 2,100 2,100 - 10 9% .
Hoole Hall Spa and Leisure Limited * 1,020 1,020 - 53% .
Animalcare Group plc 757 978 221 51%
First Care Lirmted * 879 879 - 4 5%
Plasties Capital plc 224 666 441 34%
Tristel plc 631 639 {6) 33% .
IS Pharma plc 392 587 196 30% .
100X plc 372 574 202 3 0%
11,054 12,202 992 63 1%
Other venture capital investments
Craneware plc 371 508 137 26%
Doubletake Studios Limited * 2,204 475 [1,978) 25%
ANS Group plc ** 201 463 (52) 24%
Keycom plc ** 815 418 (70) 22% .
Accumull plc 337 417 79 22% . ]
Leytonstone Pubs Limited * 415 415 - 22% . .
Boomerang Plus plc 490 338 {152) 18%
Tramps Nightclub Limited * 333 333 - 17% . .
Aminghurst Limited * 300 300 - 16% ]
Deltex Medical Group plc 233 247 140 13%
Brulines (Holdings) pic 333 245 (88) 13%
Netcall plc 141 230 89 1 2%
Mears Group plc *** 204 185 {23) 10% [
Servoca plc 477 183 (293) 10%
Richoux Group ple 307 183 92 10%
Future Biogas {SF) Limited * 175 175 - 09% 3 .
Atlantic Global plc 310 174 (37) 0 9%
West Tower Holdings Limited * 167 167 - 0 8%
Hasgrove plc 147 138 (%) 07%
Brasserie Bar Co Limited * 125 125 - 06%
Autoclenz Holdings plc 136 110 {26) 05%
Travelzest plc 96 103 7 05%
@UK plc 7 99 92 05% .
Universe Group ple 152 91 {61) 04%
Zamano plc 374 86 (288) 04%
DODs Group plc (formerly Huveaux plc) 283 82 {20) 0 4%
Belgravium Technologies plc 43 61 18 03% .
Straight plc 72 57 2 03% .
Business Control Solutions ple * 52 52 - 03%
financial News Pubhshing Limited * 50 50 - 02% .
Aortech International plc 569 39 11 02%
The Kellan Group plc 34 25 {10} 01%
Media Square plc 119 3 (4) - .
Camaxys plc * 223 - - -
Chariot {UK) Limited * 125 - - - .
Sport Media Group plc 14 - {14) -
The Thames Club Limited * 175 - (175) - .
Top Ten Holdings plc 399 - - -
11,008 6,577 (2,633) 34 0%
Bonds
Ulster Bank (IRE} 11 75% Subord S58 357 40 19%
22,620 19,136 (1,601) 99 0%
Cash at bank and in hand 199 10%
Total investments 19,335 100 0%
All venture capital investments are histed on AIM unless otherwise stated
*  Unhsted ** Quoted on the PLUS market *** Quoted on London Stock Exchange full hist
! Investments made by other funds also managed by Downing Corporate Finance Limited as at 31 March 2011
DD2 Downing Distnbution VCT 2 plc DSO Downing Structured Opportunittes plc
DAI1 Downing Absolute Income VCT 1 plc DAI2 Downing Absolute Income VCT 2 plc

8




REVIEW OF INVESTMENTS {continued)

Investment movements for the year ended 31 March 2011

Acquired through Mergers

From Pennine AIM VCT 5 plc
From Pennine AIM V(T 6 plc

Additions

Aminghurst Limited
Future Brogas (SF} Limited
Leytonstone Pubs Limited
Tramps Nightctub Limited
Accumuli plc

Ludorum plc

Tristel plc

Netcall plc

Sundry investments

Disposals

1" Dental Laboratories plc
Animalcare Group plc
Belgravium Technaologies plc
Connaught plc

Craneware plc

1DOX plc

Plastics Capital plc

Printing com pl¢

Quadnetics Group plc

Real Time Logrstic Solutions Ltd
Spice plc

The Kellan Group pk

The Mission Marketing Group plc
Takeovers

Glisten plc

Neutrahealth plc
Telephonetics pic **
Liquidations/administrations
Clerkenwell Ventures ple
Coffee Republic plc
Connaught plc

Sheildtech plc

Other investments

Bluecrest Allblue Fund LD
Goldman Sachs Dynamic Opp LD

Total disposals

* Adjusted for purchases in the year

New investment
New investment
New investment
New investment
Follow-on investment
Follow-on investment
Follow-on investment

Consideration from Telephonetics ple takeover **

£'000

6,037
11,135
17,172

£'000

300
175
415
333
250
194
165
140

1
1,973

Profit/ Realised

MV at {loss) gain/{loss)
Cost  01/04/10° Proceeds vs cost in year
£'000 £'000 £'000 £'000 £'000
200 17 18 {182) 1
157 157 198 41 41
4 4 6 2 2
3 24 32 29 8
347 347 436 89 89
115 115 112 (3) {3)
14 14 42 28 28
178 233 252 74 19
34 20 23 (11} 3
180 180 450 270 270
273 124 266 (2] 142
75 75 42 {33) {33}
129 129 87 {a2) {a2)
84 49 50 (34) 1
240 146 199 {41} 53
311 311 348 37 37
18 - 104 86 104
713 - - {713) -
25 247 - (25) (247)
120 120 - {120) (120)
3,220 2,312 2,665 {555) 353
145 227 229 84 2
207 186 197 {10) 11
352 413 426 74 13
3,572 2,725 3,091 [481) 366

** The consideration for Telephonetics plc was settled by cash and shares in Netcall ple




REVIEW OF INVESTMENTS (continued)

Further details of the top ten investments at 31 March 2011 are as follows

Cadbury House Holdings Ltd

www cadburyhotelbristol com

Cost £2,518,000 valuation at 31/03/11 £2,546,000
Investment comprises Valuation at 31/03/10 £346,000
Equity shares £750,000 Vvaluation method Industry valuation
Convertible loan note £1,558,000 benchmark
A Loan £210,000

Audited accounts 31/03/10 31/03/09 Dwvidend income £NI}
Turngover £6 2Zm £6 5m Loan note income £NI}
Profit/(loss) befare tax £0 2m (E03m) Proportion of capital held 14 0%
Net assets £71m £89m  Diluted equity 310%

Cadbury House has expanded its Bristol-based hotel and rebranded as a DoubleTree by Hilton
The restaurant has also been rebranded and trades as a Marco Pierre White Steakhouse Bar and
Grill On the same site 1s an award winning health club and spa The 2013 loan note has a zero
rate coupon and i1s convertible at any time inte erdinary shares at the rate of one ordinary share
for each £1 of loan note held

Ludorum pic

www ludorumplc com

Cost £2,161,000 Valuation at 31/03/11 £2,213,0000
Investrment comprises Valuation at 31/03/10 £354,000
Equity shares £1,386,000 Valuation method Bid price
9% Loan notes E775,000

Audited accounts 31/12/10 31/12/08 Dwmdend income ENIl
Turncover £3 9m £21m  Loan note interest £70,000
Loss before tax (E1 4m) {E17m} Proportion of capital held 4 1%
Net habilities (£2 4m) (£2 4m)  Duluted equity 4 1%

Ludorum 15 a group that aims to purchase and manage the nghts for children’s entertainment
properties through the media sectar The company owns Chuggingten, a children’s television
serigs about animated trains aimed at under five year olds This 15 Ludorum’s pnmary focus
however, it 15 also the global distributor to the iconic O C Thomson & Co Ltd property Marvo the
Wonder Chicken and Dennis & Gnasher Chuggington has now been licensed for broadcast to
over 175 countnes and has over 210 consumer products and home entertainment license
agreements |n 2010, Ludorum launched its first die-cast toy range at retail outlets in the UK and
in several major international markets, followed by an interactive toy range and wooden train-
set range

Hoole Hall Country Club
Holdings Limited

www hoolehall com

Cost £2,100,000 Valuation at 31/03/11 £2,100,000
Investment comprises Valuation at 31/03/10 Not held
Equity shares £735,000 valuation method Industry valuation
Convertible loan note £1,365,000 benchmark
Audited accounts 31/03/10 31/12/08 Dmadend income £Nil
Turnover £29m £13m Loan note interest ENIl
Loss before tax (E4 5m) (€2 7m)  Proportion of capital held 17 0%
Net liabilities {E4 7m) {£03m) Diluted equity 42 9%

Hoole Hall Country Club 15 set on a 10 acre site on the edge of Hoole, near Chester It comprises
a Victorian manston, a large conservatory and a modern extension The property has undergone
an extensive refurbishment and consists of a conference and banqueting centre and a Marco
Pierre White bar and grill  The loan note 1s convertible into ‘A’ ordinary shares at the rate of one
share per £1 loan note held either on sale, flotation or after a penod of five years
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Hoole Hall Spa & Leisure
Limited

www hoolehall com

Cost £1,020,000 Valuation at 31/03/11 £1,020,000
Investment comprises valuation at 31/03/10 £120,000
Equity shares £224,000 Valuation method Industry valuation
Convertible loan note £796,000 benchmark

Abbreviated audited

accounts 31/03/10  30/11/08 Owidend income £NI]
Turnover Unpublished information  Loan note interest £nil
Profit before tax Unpublished nformation  Proportion of capitat held 7 2%
Net assets £0 6m £23m Oiluted equty 281%

Hoole Hall Spa and Leisure Club is a health club and spa adjacent to Hoele Hall Country Club The
company Is trading well with over 2,000 members The loan note I1s convertible into ‘A’ ordinary
shares at the rate of one share per £1 loan note he!d erther on sale, flotation or after a period of
five years

Ammalcare Group plc

www animalcaregroup co uk

Cost £757,000 Vvaluation at 31/03/11 £978,000
Investment comprises Valuation at 31/03/10 Not held
Equrty shares £757,000 valuation methoed Bid price
Audited accounts 30/06/10 30/06/09 ODwidend income £23,000
Turnover £20m £18m

{Loss)/profit before tax {£0 6m) £15m  Proportion of capital held 31%
Net assets £14m £15m  Diluted equity 31%

Animalcare supplies pharmaceutical and other premium products and services to the vetermary
industry  During 2010 the lvestock dwisions of Ritchey, Fearing and Travtk were sold
Antmalcare 15 now focused entirely on the supply of products to veterinary professionals
principally for use in compamon animal markets in the UK and through distnbution partners in
the major markets of Europe

First Care Limited

www firstcare eu

Cost £879,000 Valuation at 31/03/11 £879,000
Investment comprises Valuation at 31/03/10 Not held
Egurty shares £604,000  Valuation method Price of recent
Loan note £275,000 investment
Audited accounts 31/12/10 31/12/09 Dwidend income £EN
Turnover £5 1m £08m Loan note income ENIl
Profit/(loss) before tax £02m {£10m) Proportion of capital held 8 8%
Net assets/[liabilities) £09m (£0 3m} Diluted equity 8 8%

First Care prowides outsourced ‘absence management’ solutions to major employers i both the
private and public sectors, covering over 120,000 employees from clients ranging from Coca Cola
and British Gas to Serco and the NHS Clients benefit from significant reductions in absence
through sckness, while employees have actess to 24 hour medical adwice from First Care's
helphne staffed by qualified nurses 2010 15 the first full year since merging with a competitor,
Active Health Partners

Plastics Capital plc

www plasticscaprtal com

Cost £224,000 Valuation at 31/03/11 £666,000
Investment comprises Valuation at 31/03/10 Not held
Equity shares £224,000 Valuation method Bid price
Audited accounts 31/03/11  31/03/10 Dwidend income ENtl
Turnover £33m £27m

Profit/loss before tax £3 6m £1 8m  Proportion of capital hetd 29%
Net assets £18m £15m  Diluted equity 29%

Plastics Capital 1 a specialist plastics products manufacturer focused on proprietary products for
niche markets These include a wide vanety of products mcluding the use in specialist food
packaging, through to specialised plastic mandrels used in hydraulic and industnial hoses The
group has four factories in the UK, one in Thaland and sales offices in the USA, Japan, India and
China Approximately 62 per cent of sales are exported to over 80 countries worldwide
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Tristel plc

www tristel com

Cost £631,000 Valuation at 31/03/11 £639,000
Investment comprises Valuation at 31/03/10 £94,000
Equity shares £631,0600 Valuation method Bid price
Audited accounts 30/06/10 30/06/09 Dividend tncome £21,000
Turnover £8 8m £6 8m

Profit before tax £1 7m £13m Proportion of capital held 29%
Net assets £8 5m £4 8m  Diluted equity 29%

Tristel focuses on infection control products for acute NHS and private sector hospitals, as well as
primary care trusts, commurty hospitals and private practices Tristel also provides products for
legionella control in water systems and contamination control in the food growing, food
processing and pharmaceutical wndustries  The expansion of the Tristel product range into
overseas markets 15 a key driver of organic growth and as part of this expansion Tnstel has
received regulatory approval for the use of its Wipes System in the German public hospital
sector, ENT Societies in the UK and Italy, Australia’s Therapeutic Goods Association and from
Hong Kong's Disinfectant & Sterilant Assessment Committee (DSAC)

IS Pharma plc

www ispharma plc uk

Cost £392,000 Vatuatron at31/03/11 £578,000
Investment comprises Valuation 3t 31/03/10 Not held
Equity shares £392,000 Valuation method Bid price
Audited accounts 31/03/10 31/03/09 Dwvidend income £Nil
Turnover £14m £12m

Profit before tax £2 6m £20m  Proportion of capital held 14%
Net assets £30m £28m  Diluted equity 14%

IS Pharma 1s an international speciality pharmaceutical company which develops, acquires and
commerciabses late-stage pharmaceuticals and medical dewvices, focusing on critical care,
oncology and neurclogy Based in the UK, IS Pharma commercalises its portfolio i the UK
directly and internationally through a network of distributors  In April 2011, 1S Pharma merged
with Sinclair Pharma the international specialty pharmaceutical company focused on oncology
care support, dermatology, oral health and wound care 1t has a number of direct operations,
most notably in France, and now the UK, and also a number of distnbution partners tn the
emerging markets

Idox pic

www idoxgroup com

Cost £372,000 Valuation at 31/03/11 £574,000
Investment comprises Valuation at 31/03/10 Not held
Equity shares £372,000 Valuation method Bid price
Audited accounts 31/10/00 31/10/09 Dwdend income £9,000
Turnover £31m £32m

Profit before tax £4 9m £45m  Proportion of capital held 09%
Net assets £31m £28m  Diluted equity 09%

Idox 15 a suppler of software solutions and services to the UK public sector and increasingly to
the wider corporate sector The group 15 made up of three main segments, Information
Solutions, Software and Managed Services and Recruitment Services Acquisitions in the
financtal year ending QOctober 2010 of Grantfinder, Strand Electoral Management Services and
the Local Authority Modernisation Programme {LAMP) long-term managed services contracts
have broadened the product range and managed service business The £1 Om cash acquisition of
Meclaren Software in December 2010 has increased document management presence serving
many leading international companies in industries such as ol & gas, mining, utihties,
pharmaceuticals and transportation In February 2011, LalPac Ltd was acquired for £2 6m and
provides licensing management software and services, supplying 131 local autherities covening
the full range of licensing
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Note:

The proportion of equity held by each investment also represents the level of voting rights held by the

Company in respect of the investment

Analysis of investments by commercial sector

The spht of the venture capital investment portfolio by commercial sector {by cost and by value at 31 March

2011} s as follows

Analysis of investments by nature of instrument
The following chart summarises the Company's
investment portfolio by the nature of instrument
held (by value at 31 March 2011)
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Portfolio balance

At 31 March 2011, the Company assets employed
were broadly in line with the targets within the
investment policy These are summarised as

follows

Type of Investment (by value,
according to HMRC rules)

VCT qualifying investments
VCT non-qualifying investments
Cash at bank and in band

Total

Type of Investment (by value)

Growth

Income producing
Non qualifying
Cash at bank

Total

Actual

96 7%

33%

100 0%

Actual

52 2%

427%

41%

10%

100 0%

Target
Minimum
70%

Maximum
30%

Target

40% - 60%
40% - 60%

20% - 30%



REPORT OF THE DIRECTORS

The Directars present the Annual Report and
Accounts of the Company for the year ended 31
March 2011

Principal activity and status

The Directors mitially obtained prowisional approval
for the Company to act as a venture capital trust from
HM Revenue and Customs and have continued to
meet the standards set out by the Revenue

The Company revoked its status as an investment
company 1n 2000 The Directors consider that the
Company has conducted its affars in a manner to
enable it to continue to comply with Part 6 of the
Income Tax Act 2007

The Company has no employees (other than the
Directors)

Business review and developments

The Company expanded significantly following the
completion of the Schemes of Arrangement with
PS and P6 on 1 Apnl 2010 The net gain on
acquisition of net assets (negative goodwill) arising
on the completion of this transaction was £5 4
milhon, with 17,270,986 Ordinary Shares of 1p
each bemng 1ssued to holders of P5 and P6 In
consideration Full details are shown within note
17

At the year end, the investment portfolio had
fallen 1n value by £16 million Gains arising on
portfolio realisations totalled £366,000

Additionally, the total runming costs of the
Company exceeded revenue income ansing from
the portfalio investments by £303,000 This takes
into account the reduction in the Manager’s fee by
£3,000 as a result of the operation of the 3 0% cap
on annual expenses (2010 5% cap) The total
expense ratio at the year end, compared to net
assets before taking account of the expense cap,
was 3 2% (2010 S 3%), and thereafter was 3 2%
(2010 5 2%)

The Company’s business and developments during
the year are reviewed further in the Chairman’s
Statement, the Investment Manager’s Report and
the Review of Investments on pages 4 to 13

Share capital
On 31 March 2010, the Company had 13,140,436
Ordinary Shares of 25p each in 1ssue

On 1 April 2010, Ordinary Shares of 25p each were
issued to Shareholders in Pennine AIM VCT S plc
and Pennine AIM VCT 6 plc in consideration for the
purchase of the assets and lhabilities of the
companies
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The resulting shareholding of 62,549,585 Crdinary
Shares of 25p each was, on the same day,
converted to 21,864,230 Ordinary Shares of 1p
each and 1,541,875,401 deferred shares, with the
deferred shares being cancelled immediately Full
detalls of the transactions are shown within note
12

The Company also 1ssued 9,538 Ordinary Shares of
1p each under the terms of the merger prospectus
between 1 April 2010 and 4 August 2010 The
shares were 1ssued at an average price of 104 8p
each, the share price being hnked to the most
recently published NAV, with proceeds received
thereon of £10,000

In accordance with the authority granted by special
resolutions at the Company's AGMs, dunng the
year, the Company repurchased 1,050,182
Ordinary Shares of 1p each for an aggregate
consideration of 81 8p per share (approximately
equal to a 15% discount to the most recently
published NAV}, and representing 5% of the 1ssued
Ordinary Share capital of the enlarged entity
These shares were subsequently cancelled

Durning the year, the Company had only one class
of shares i i1ssue, being Ordinary Shares of 1p
each At the year end, the Company had
20,823,586 Ordinary Shares of 1p each in issue
(2010 4,593,244 Ordinary Shares of 1p each In
issue (as restated}) There were no other share
classes in 1ssue at the yearend

Results and dividends

Per
£'000 share
Return on ordinary
activities after tax for the
year ended 31 March 2011 3,865 18 0p
Intenm dividends
Paid on 30 September 2010 540 25p
Paid on 31 March 2011 525 25p
1,065 50p

The Board 1s proposing a final dividend of 2 5p per
share to be paid, subject to Shareholder approval
at the AGM, on 30 September 2011 to
Shareholders on the register at 2 September 2011
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Performance incentive fee

with effect from 1 Apnl 2010, the Company has
the following performance incentive fee
arrangement with Downing Corporate Finance
Limited {"Downing”)

Downing will receive an additional fee equal to
25% of the sum by which annual dividends
declared by the Company exceed 3p per Share

No fee will be payable if the following hurdle 15 not
met

NAV must be greater than 100p less cumulative
dividends paid since 1 January 2010 plus 3p per
Share per annum

The performance incentive fee will be capped at 1p
per Ordinary Share per annum No fees will be
payable (but can accrue) in the three years
following 1 April 2010

As the targets have not been met, no fees are due
in respect of the year ended 31 March 2011

Investment policy

Quantitative analyses of the investment policy are
shown in the Review of Investments on pages 8 to
13 and in the VCT compliance section of this report
on page 17

Asset allocation

The Company wili seek to have a mimimum of 70%
of its funds invested in VCT qualifying investments,
with the balance held in VCT non-qualifying
investments New funds raised under the Offer for
Subscription will imitially be held in VCT non-
qualifying investments and will gradually be
invested in VCT gualifying investments over a two
to three year penod

VCT qualifying investments
The Company seeks to hold a portfolio of VCT
qualfying investments as foflows

Investment type Target Maximum
Growth 40%-60% 100%
Income producing 40%-60% 100%

Growth investments will be In companies with
prospects for high capital growth, predominantly
focusing on

- companies already quoted on AIM, or the
PLUS market, or being admitted to AIM, and

. investments in unquoted companies where
there are reasonable prospects of flotation
or a clear exit strategy

Income producing investments will generally be in
unquoted businesses (although this may include
some quoted businesses), with a preference for

15

companies which own substantial assets These
investments are hkely to be structured such that
they comprise significant levels of loan stock
and/or preference shares

Some nvestments may exhibit features of both of
the above categories

VCT non-qualifying investments

The funds not employed i VCT qualifying
investments {20% to 30% of total funds} may be
invested in a variety of investments which may
include

. Fixed iIncome securities

. Hedge funds

Non-qualifying quoted investments
Pooled funds

Secured loans

Structured products

Fixed income securities will consist of bonds 1ssued
by the UK Government, major companies and
institutions, hquidity funds, fixed deposits or
similar securities and will have credit ratings of not
less than A minus (Standard & Poor's rated)/A3
(Moody's rated)

Hedge funds will be reduced risk “funds of funds”
hedge funds

VCT non-qualifying quoted investments will
typically be in quoted companies where the
holdings can be traded and in companies in which
the Investment Manager has detailed knowledge
as a result of VCT gualfying investments made
previously

Pooled funds including those typicatly investing in
equities, bonds and property

Secured loans will be secured on assets held by the
borrower

Structured products will be investment products
which provide returns based on the performance
of the FTSE 100 or similar indices and use
derivatives to provide some level of capital
protection

The maximum exposure to any one counterparty
will not exceed 15% of the fund at the time of
investment

The allocation between asset types in the VCT non-
quabfying portfolio will vary depending upon
opportunities that arise, with any one asset class
having a maximum exposure of 100% of the VCT
non-gualifying portfolio
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Risk diversification

The Directors will control the overall risk of the
Company The Investment Manager will ensure the
Company has exposure to a diversified range of
VCT quahfying investments from different sectors
and generally no more than 15% of the Company’s
funds in any one company or any one issue of fixed
Income secunties {except UK Government gilts or
deposit accounts with UK clearing banks)

Borrowing policy

it 1s not the Company’s intention to have any
borrowings The Company does, however, have
the ability to borrow a sum equal to no more than
the aggregate of the nominal capital of the
Company (being 1ssued and paid up) plus the
amounts standing to the credit of the consolidated
reserves of the Company

At 31 March 2011, the maximum amount of
borrowings allowed, without the previous sanction
at a General Meeting, stood at £20 million There
are no plans to utihse this ability at the current
time

Further Investment Restrictions

Venture Caprtal Trust Regulations

In continuing to maintain 1ts VCT status, the
Company complies with a number of regulations as
set out in Part 6 of the Income Tax Act 2007 How
the main regulations apply to the Company 1s
summarised as follows

1 The Company holds at least 70% of its
investments In gualifying compantes {as defined
by Part 6 of the Income Tax Act 2007),

2 At least 30% of the Company’s qualifying
investments (by value) are held in “ehgible
shares” (“eligible shares” generally being
ordinary share capital),

3 At least 10% of each investment in a qualbfying
company is held in “eligible shares” (by cost at
time of investment),

4 No investment constitutes more than 15% of
the Company’s portfolio {by value at time of
Investment},

5 The Company's income for each financial year is
derived wholly or mainly from shares and
securities,

6 The Company distributes sufficient Revenue
dividends to ensure that not more than 15% of
the income from shares and securities in any
one year 1s retained, and

7 A maximum unit size of £1 milion 1n each VCT
gqualifying investment {per tax year)
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Listing Rules

In accordance with the Listing Rules

() the Company may not invest more than 10%,
in aggregate, of the value of the total assets of
the Company at the time an investment 1s
made in other listed closed-ended investment
funds except listed closed-ended investment
funds which have published investment
policies which permit them to invest no more
than 15% of their total assets in other listed
closed-ended investment funds,

{n) the Company must not conduct any trading
activity which 1s significant in the context of its
group as a whole, and

{m) the Company must, at all times, invest and
manage 1ts assets in a way which 1s consistent
with 1ts object of spreading investment risk
and In accordance with its published
investment policy set out in this document
This investment policy 15 in ine with Chapter
15 of the Listing Rules and Part 6 ITA

Environmental and social policy

As a VCT with all of its executive and administrative
activities delegated to third parties, the Company
does not have a policy on either environmental or
soctal and community 1ssues

Investment manager

Downing was appointed on 1 Apnl 2010, as
Investment Manager, for an annual fee of 1 8% of
the Company’s net assets, calculated by reference
to the NAV at the previous half year (1e 31 March
and 30 September) The agreement 1s not for a
fixed term, and may be terminated by either side
gving not less than 12 months’ notice in writing

The Board 15 satisfied with the performance of
Downing as Investment Manager, having been In
place for only a year, and with their strategy,
approach and procedures in providing investment
management services to the Company The
Directors have therefore concluded that the
continuing appointment of Downing, as
Investment Manager, remains in the best interest
of Shareholders

In additton Downing also provides administration
services to the Company for an initial fee of
£70,000 per annum This is subject to an increase
by the positive movement (If any] of RPI, in
comparison to the previous year end
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Investment manager {continued)

In June 2011, Downing Corporate Finance Limited
transferred 1ts business to a lmited lhabihty
partnership, Downing LLP The Company’s
Investment Management and Administration
Agreement with Downing Corporate Finance
Lmited was novated to Downing LLP The terms of
the agreement, services provided by Downing LLP
and the prowision of a running costs cap are
identical to those provided under the original
agreement

Annual running costs cap

From 1 Apnl 2010, the Annual Running Costs of the
Company are capped at 3 0% of its NAV {calculated
on a semr-annual basis) for a period of two years
and six months following completion of the
Scheme Thereafter, such costs will be capped at
3 5% (including irrecoverable VAT), of its NAV  Any
excess running costs above the cap will be paid by
Downing

Annual Running Costs are costs incurred by the
Company in the ardinary course of its business and
include, inter alia, Directors’ fees, fees for audit
and taxation adwvice, registrar’s fees, costs of
communicating with Shareholders, annual trail
commission and all the annual fees payable to the
Company's fund manager and admirustrators
Costs incurred on abortive investment proposals
are the responsibiity of the Investment Manager
It 1s intended that fees payable by the Company to
the Investment Manager will be allocated at least
25% to revenue and up to 75% to capital This
allocation may be reviewed in the future as the
focus of the portfolio changes

Directors

The Directors of the Company during the year and
their beneficial interests in the issued Ordinary
Shares of the Company at 1 April 2010, 31 March
2011 and the date of this report were as follows

Ordinary Shares
of 1p each
31 March 2011 1 Apnil 2010
Christopher Powell 4,157 4,157
Sir Aubrey Brocklebank - 7,332
Michael Cunningham 9,417 -
Stuart Goldsmith 11,168 11,168
Roger Jeynes 36,268 36,268

Michael Cunningham was appointed to the Board
on 21 Apnl 2010 and Sir Aubrey Brocklebank
resigned from the Board on 29 November 2010
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Christopher Powell, Stuart Goldsmith and Roger
Jeynes are to retire at the forthcoming AGM, as
they have held positions on the Board for more
than nine years, and being eligible are offering
themselves for re-election The remainder of the
Board feels that they have made valuable
contributions during the term of their appointment
and remain committed to their roles They have
considerable expenence in VCTs and 1n other
areas, as shown n their biographies on page 3, and
the Board therefore recommends that
Shareholders support the resolutions to re-elect
them at the AGM

Each of the Directors has entered into an
agreement for services whereby he 1s required to
devote such time to the affairs of the Company as
the Board reasonably requires consistent with his
role as a non-executive Director, and 1s subject to a
three month termination notice on either side
Appointments of new Directors to the Board are
considered by ali existing Dwectors as, and when,
required

The Company provides Directors’ and Officers’
hability insurance, giving appropriate cover for
legal action brought against its Directors, and has
also agreed to indemmfy Directors
circumstances where they are not considered to be
culpable The indemnity, which 1s a qualifying third
party indemnity provision for the purpose of the
Companies Act, 15 for the benefit of all of the
Company’s current Directors

VCT compliance

The Company has retained
PricewaterhouseCoopers LLP (“PwC”) to adwise it
on compliance with VCT requirements, including
evaluaton of investment opportunities as
appropriate and regular reviews of the portfolio
Although PwC works closely with the Investment
Manager, they report directly to the Board
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VCT compliance (continued)

A summary of the VCT Regulations is included n
the Company’s Investment Policy as shown on
page 16 Comphance with the main VCT
regulations at 31 March 2011 and the period then
ended 1s summarised as fotlows

1 70% of its investments n qualifying

companies (Company as a whole} 96 7%
2 At least 30% of the Company's qualifying

investments (n “elgible shares” 809%
3 At least 10% of each investment in a

qualifying company held i “eligible

shares” Complied
4 No Investment constitutes more than 15%

of the Company’s portfolio Complied
5 Income for the year ended 31 March 2011

15 denved wholly or mainly from shares and

securities 96 9%
6 For the year ended 31 March 2011, no

more that 15% of the income from shares

and securities 1s retained {after taking into

account pad and proposed Revenue Revenue

Dividends in respect of the year under  loss thereby

review) comphied
7 A maximum unit size of £1 miflion in each

VCT qualifying investment (per tax year) Complied

Creditor payment policy

The Company’s payment policy 1s to pay creditors
within thirty days of receipt of an invoice except
where other terms have been agreed The
Company did not have any trade creditors at the
year end (2010 Nil}

Key performance indicators

The main key performance indicators for the
Company are the Venture Capital Trust Regulations
as shown in the table on page 16 The Manager,
together with PwC, reviews compliance with the
regulations monthly, and the Board reviews the
position at the quarterly Board meetings

At each Board meeting, the Directors consider a
number of performance measures to assess the
Company’s success in meeting 1ts investment policy
{as shown on pages 15 and 16) The Board believes
the Company’s key performance indicators, for
comparison against similar VCTs, are Net Asset
Value Total Return (NAV plus cumulative dividends
paid to date} and dividends per share {see page 2)
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Principal risks and uncertainties

The principal financial rnisks faced by the Company,
which include interest rate, market price, credit
and liquidity risks, are summarised within note 18
to the financial statements

In addition to these risks, the Company, as a fully
listed Company on the London Stock Exchange and
as a Venture Capital Trust, operates in a complex
regulatory environment and therefore faces a
number of related nisks A breach of the VCT
Regulations could result in the loss of VCT status
and consequent loss of tax rehefs currently
available to Sharehclders and the Company being
subject to capital gains tax  Serious breaches of
other regulations, such as the UK Listing Authority
Listing Rules and the Companies Act, could lead to
suspension from the Stock Exchange and damage
to the Company’s reputation

The Board reviews and agrees policies for
managing each of these nsks They receve
quarterly reports from the Manager, which
monitor the compliance of these risks, and places
reliance on the Manager to give updates in the
interverung penods. These policies have remained
unchanged since the beginning of the financial
period

Substantial interests

As at 31 March 2011, and at the date of this report,
the Company was not aware of any benefical
interest exceeding 3 per cent of the 1ssued share
capital

Auditor

A resolution to re-appoint Baker Tilly UK Audit LLP
as the Company’s auditor will be proposed at the
forthcoming AGM

Annual General Meeting

The AGM will be held at 10 Lower Grosvenor Place,
London SW1W QOEN at 1100 a m on 13 September
2011 The Notice of the AGM and Form of Proxy
are at the end of this document

Statement of Directors’ responsibilities

The Directors are responsible for preparing the
Annual Report, the Directors’ Remuneration
Report, the Corporate Governance Statement, and
the financial statements in  accordance with
applcable law and regulations
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Statement of Directors’ responsibilities
(continued)

Company law requires the Directors to prepare
financial statements for each financial year Under
that law the Directors have elected to prepare the
financial statements in accordance with United
Kingdom Generally Accepted Accounting Practice
(United Kingdom Accounting Standards and
apphcable law) Under company law the Directors
must not approve the financial statements unless
they are satisfied that they give a true and fair view
of the state of affairs of the Company and of the
profit or loss of the Company for that period In
preparing those financial statements, the Directors
are required to

s select suitable accounting policies and then
apply them consistently,

e make judgements and estimates that are
reasonable and prudent,

e state whether applicable UK Accounting
Standards have been followed, subject to any
matenal departures disclosed and explained in
the financial statements, and

¢ prepare the financial statements on the going
concern basis unless 1t 1s mappropriate to
presume that the Company wiil continue In
business

The Directors are responsible for keeping
accounting records that are sufficient to show and
explain the Company’s transactions and disclose
with reasonable accuracy at any time the financial
position of the Company and to enable them to
ensure that the financial statements, and the
Directors’ Remuneration Report, comply with the
requirements of the Companies Act 2006 They are
also responsible for safeguarding the assets of the
Company and hence for taking reasonable steps
for the prevention and detection of fraud and
other irregularities

Directors’ statement pursuant to the Disclosure
and Transparency Rules

Each of the Directors, whose names are listed on
page 17, confirms that, to the best of each
person’s knowledge

e the financial statements, oprepared In
accordance with United Kingdom Generally
Accepted Accounting Practice, give a true and
farr view of the assets, habilities, financial
position and profit of the Company, and

i9

s the Directors’ Report contained in the Annual
Report includes a far review of the
development and performance of the business
and the position of the Company together with
a description of the principal nisks and
uncertainties that it faces

Electronic publication

The financial statements are published on
www downing co uk, a website maintained by the
Manager Legislation in the United Kingdom
governing the preparation and dissemination of
the financial statements may differ from legislation
in other jurisdictions

Corporate Governance

The Company’s compliance with, and departures
from, the Financial Reporting Council’s Combined
Code on Corporate Governance lune 2008
(www frc org uk) s shown on pages 22 to 24

Statement as to disclosure of information to
Auditor

The Directors in office at the date of the report
have confirmed that, as far as they are aware,
there Is no relevant audit information of which the
Auditor 15 unaware Each of the Directors has
confirmed that they have taken all the steps that
they ought to have taken as Directors in order to
make themselves aware of any relevant audit
information and to establish that it has been
communicated to the Auditor

8y order of the Board

GlMaFe—~__

Grant Whitehouse
Company Secretary
Company Number 3150868
Registered Office
10 Lower Grosvenor Place
London SW1wW OEN
28 July 2011




DIRECTORS’ REMUNERATION REPORT

The Board has prepared this report, in accordance
with the requirements of Schedule 420 of the
Comparnies Act 2006 A resolution to approve this
report will be put to the members at the AGM to
be held on 13 September 2011

Directors’ remuneration policy

Directors’ remuneration 1s calculated in accordance
with the Company's Articies of Association as
follows

() The ordinary remuneration of the Directors
(other than an executive director appointed
under the Articles) shall be such amount as
the Directors shall from time to time
determine {provided that, unless otherwise
approved by the Company in general
meeting, the aggregate of the ordinary
remuneration of such Directors shall not
exceed £75,000 per year, to be dwded
among themn in such proportion and manner
as the Directors may determine} The
Directors shall also be paid by the Company
all travelling, hotel and other expenses they
may ncur in attending meetings of the
Directors or general meetings or otherwise 1n
connection with the discharge of their duties

{n) Any Director who, by request of the Directors,
performs special services or goes or resudes
abroad for any purposes of the Company may
be pad such extra remuneration as the
Directors may determine

{(m} The emoluments and benefits of any
executive director for his services as such
shall be determined by the Directors and may
be of any description, including membership
of any pension or Iife assurance scheme for
employees or therr dependants or, apart from
membership of any such scheme, the
payment of a pension or other benefits to
him or his dependants on or after retirement
or death

Directors’ remuneration, as set out in the following
paragraphs, 1s set at a level designed to reflect the
time commitment and the high level of
responsibility borne by the non-executive Directors
and should be broadly comparable with those paid
by similar companies
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Directors’ agreements

Each of the Directors on the current Board has
entered into an agreement for services whereby he
Is required to devote such time to the affairs of the
Company as the Board reasonably requires
consistent with his role as a non-executive
Director A three month rolling notice period
applies

Directors’ remuneration {audited)
Directors’ remuneration for the year under review
was as follows

2011 2010

fee fee

£ £

Chnstopher Powell 15,000 12,000
Aubrey Brockiebank 8,000 15,000
Michael Cunningham 10,000 -
Stuart Goldsmith 12,000 12,000
Roger leynes 12,000 12,000

57,000 51,000

No other emoluments, pension contributions or
ife assurance contributions were pawd by the
Company to, or on behalf of, any Director The
Company does not have any share options (n place

2011/2012 remuneration

The remuneration levels for the forthcoming year,
following completion of the mergers, are expected
to be at the following levels

Annual

fee

£

Christopher Powell 15,000
Michael Cunningham 10,000
Stuart Goldsmith 12,000
Roger Jeynes 12,000
49,000




DIRECTORS’ REMUNERATION REPORT

The chart shown below represents the Company's
performance, for Shareholders who invested in the
Company (when 1t was known as The AIM
Distribution Trust plc) from its faunch in 1995/96
It compares the Net Asset Value {“NAV”) Total
Return of the Company {NAV plus cumulative
dividends paid to date) and the Company’s Share
Price Total Return (share price plus cumulative
dividends paid to date) against the FTSE AIM All
Share Index Total Return {("AlM Index”) (all senes
have been rebased in terms of New Ordinary
Shares)
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Afthough 1t 1s not a benchmark against which to
assess the Company’s performance, the FTSE AIM
All Share index has been chosen as it 15 the most
approprate of the publicly available indices

By crder of the Board

GW

Grant Whitehouse
10 Lower Grosvenor Place
London SW1iwW OEN
28 luly 2011




CORPORATE GOVERNANCE STATEMENT

The Directors support the relevant principles of the
Combined Code being the principles of good
governance and the code of best practice

The Board

At the date of this report, the Company has a
Board comprising of four non-executive Directors
The Chairman 1s Christopher Powell The Company
does not have a Senior tndependent Director
Biographical details of all current Board members
{:ncluding the significant commitments of the
Chairman) are shown on page 3

Directors are subject to re-election at the first AGM
after their appointment and by rotation thereafter
One Director retired by rotation during the year
Michael Cunningham was re-elected at the 2010
AGM, being the first AGM since his appointment
Christopher Powell, Stuart Gotdsmith and Roger
leynes are all retining at the forthcoming AGM as a
result of being a Director of the Company for more
than nine years, and are all offering themselves for
re-election

Full Board meetings take place quarterly and the
Board meets or communicates more regularly to
address specific 1ssues The Board has a formal
schedule of matters specifically reserved for its
decision which includes, but 15 not hmited to
considering recommendations from the Manager,
making decisions concerning the acquisition or
disposal of investments, and reviewing, yearly, the
terms of engagement of all third party adwvisers
{including the Investment manager and
admunistration manager) All the members of the
Board attended each full Board meeting held
during the year

The Board has also established procedures
whereby Directors wishing to do so in the
furtherance of theirr duties may take independent
professional advice at the Company’s expense

All Directors have access to the advice and services
of the Company Secretary The Company Secretary
provides the Board with full information on the
Company’s assets and habilities and other relevant
information requested by the Chairman in advance
of each Board meeting

Share capital

The Board has authority to make market purchases
of the Company’s own shares This authonty for up
to 14 9% of the Company’s 1ssued share capital was
granted at the last AGM A resolution will be put
to Shareholders to renew this authority at the
forthcoming AGM

22

The Board will afso seek authonty at the
forthcoming AGM to 1ssue new shares of up to 10%
of the current 1ssued share capital

The capital structure of the Company i1s disclosed
on page 14

Committees to the Board

As the Company has a small Board of non-
executive Directors, all Directors sit on the
Nomination Committee and Remuneration
Committee and all, with the exception of Michael
Cunmingham, sit on the Audit Committee The
Chairman of each Committee was, until 4
November 2010, Sir Aubrey Brocklebank Stuart
Goldsmith was appointed as Charman In
replacement Committee meetings are held in
conjunction with the Board meetings All
committees have defined terms of reference and
duties, which are available from
www downing co uk

Board and Committee meetings

The following table sets out the Directors’
attendance at the Board and Committee meetings
held during the year

Audit Committee

Board meetings meetings

attended attended

{4 held) {2 held)

Christopher Powell 4 2
Sir Aubrey Brocklebank 3 2
Michael Cunningham 4 N/A
Stuart Goldsmith 4 2
Roger Jeynes 4 2

Although the Nominaton and Remuneration
Committees did not meet specifically during the
year, relevant matters were discussed as part of
the normal course of the Board meetings

Audit Committee

The Audit Committee 15 responsible for reviewing
the half-yearly and annual accounts before they
are presented to the Board, the terms of
appointment of the Auditor, together with thesr
remuneration, as well as a full review of the
effectiveness of the Company's internal control
and risk management systems




CORPORATE GOVERNANCE STATEMENT (continued)

Audit Committee [continued)

Any non-audit services provided by the Auditors
(e g additional services in respect of work n
relation to Schemes of Arrangement) are reviewed
and approved by the Committee prior to being
undertaken {such services being undertaken by a
separate department to the Auditors), to ensure
that Auditor objectivity and independence s
safeguarded In addition, annual reports are
received from the Auditor confirming ther
independent status

The Committee 15 satisfied with the performance of
the Auditor and have seen no cause to request
they step down They therefore recommend to
Shareholders that they be re-appointed as Auditor
for the forthcoming year

The Committee reviewed the internal financial
controls of the Company, and recommended that,
although still appropriate to the Company, they be
updated They also considered the need for an
internal audit function and concluded that due to
the size of the Company this would not be an
appropnate function

The Committee discharges its responsibilities by
obtaining assurance from their own evaluation of
the annual and half-yearly reports, the audit
feedback documentation and, from
carrespondence and  discusstons  with  the
engagement partner of Baker Tilly UK Audit LLP

As the Company has had no staff, other than
Directors, there are no procedures in place n
respect of C3 4 of the Combined Code, relating to
whistle  blowing The Audit Committee
understands the Manager has whistle blowing
procedures in place

Remuneration Committee

The Remuneration Committee meets as and when
required Detals of the specfic levels of
remuneration to each Director are set out in the
Directors’ Remuneration Report on page 20 which
15 subject to shareholder approval The Committee
did not meet during the year

Nomination Committee

The Nomination Committee meets as and when
required The Committee’s primary function s to
make recommendations to the Board on all new
appointments and also to adwise generally on
1ssues relating to Board composition and balance
The Committee concluded that a replacement
Director was not required following the resignation
of Sir Aubrey Brocklebank
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Relations with Shareholders

Shareholders have the opportunity to meet the
Board at the AGM The Board 1s also happy to
respond to any written queries made by
Shareholders during the course of the year, or to
meet with major Shareholders If so requested

In addition to the formal business of the AGM,
representatives of the management team and the
Board are available to answer any questions a
Shareholder may have

Separate resolutions are proposed at the AGM on
each substantially separate 1ssue Downing collates
proxy votes and the results (together with the
proxy forms) are forwarded to the Company
Secretary immediately prior to the AGM

In order to comply with the Combined Code, proxy
votes are announced at the AGM following each
vote on a show of hands, except In the event of a
poll beng called, and are pubhshed immediately
following the AGM

The notice of the next AGM and proxy form can be
found at the end of these financial statements

The terms of reference of the Audit Committee and
terms and conditions of appointment of non-
executive Directors are available to Shareholders
upon request

Financial reporting

The Directors’ Statement of Responsibihties for
preparing the accounts Is set out in the Report of
the Directors on page 18, and a statement by the
Auditor about their reporting responsibilities 1s set
out In the Independent Auditor’s Report on page
25

Internal contro)

The Board has adopted an Internal Control Manual
(“Manual”} for which they are responsible, which
has been compiled in order to comply with the
Combined Code The Manual 15 designed to
provide reasonable, but not absolute, assurance
against material misstatement or loss, which 1t
achieves by detaling the perceived nsks and
controls to mitigate them This is achieved through
internal control and risk management of financal
reporting The Board reviews the percewed risks in
line with relevant guidance on an annual basis and
implements additional controls as appropriate




CORPORATE GOVERNANCE STATEMENT (continued)

Internal control (continued)

The Board 1s responsible for ensuring that the
procedures to be followed by the adwvisers and
themselves are In place, and they review the
effectiveness of the Manual, based on the report
from the Audit Committee, on an annual basis to
ensure that the controls remain relevant and were
In operation throughout the year

Although the Board 15 ultimately responsible for
safeguarding the assets of the Company, the Board
has delegated, through wrnitten agreements, the
day-to-day operation of the Company (including
the Financial Reporting Process) to Downing LLP

Going concern

The Company’'s business activities, together with
the factors likely to affect its future development,
performance and position, are set out in the
Chairman’s Statement on page 4, the Investment
Manager's Report on page 6 and the Directors’
Report on page 14 The financial position of the
Company, its cash flows, liqudity position and
borrowing facilities are shown wn the Cash Flow
Statement on page 29 and the Directors’ Report on
page 16 In addition, notes 12 and 18 to the
financial statements include the Company’s
objectives, policies and processes for managing 1ts
capital, its financial nsk management cbjectives,
detaills of its financial nstruments, and its
exposures to credit nsk and hguidity nisk

The Company has considerable financial resources
at the year end, and holds a diversified portfolio of
Investments As a consequence, the Directors
believe that the Company is well placed to manage
its business risks successfully despite the current
uncertain economic outlook

The Directors have a reasonable expectation that
the Company has adeguate resources to continue
in operational existence for the foreseeable future
Thus, they continue to adopt the going concern
basis of accounting in prepaning the annual
financial statements

The Directors confirm that the business i1s a going
concern and that their assessment of the going
concern position has been prepared in accordance
with Going Concern and Liquidity Risk Guidance
for Directors of UK Companies 2009, published by
the Financiat Reporting Council in Qctober 2009

Compliance statement

The Listing Rules require the Board to report on
complrance with the 48 Combined Code provisions
throughout the accounting period  With the
exception of the items outhned befow, the
Company has complied throughout the accounting
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year ended 31 March 2011 with the provisions set
out in Section 1 of the Combined Code

a) New directors do not receive a full, formal and
tailored induction on joimng the Board. Such
matters are addressed on an individual basis as
they anse, giving due regard to the individual’s
previous experience Also, the Company has no
major Shareholders so Shareholders are not
given the opportunity to meet any new non-
executive Directors at a specific meeting other
than the AGM (A5-1,D1-1, D1-2)

b} Non-executive Directors’ contracts are on three
months’ rolling notice following an initial three
year fixed term, whereas the Cadbury
recommendation s for fixed term renewable
contracts Directors are all subject to re-
election at least every three years or annually If
they have served for more than nine years,
which 1s considered sufficient to ensure
planned and progressive refreshing of the
Board, as necessary (A7-2, B1-6)

¢} Due to the size of the Board, and the nature of
the Company’s business, a formal performance
evaluation of the Board, its Committees, the
individual Directors and the Chairman has not
been undertaken Specfic performance 1ssues
are dealt with as they anise (A6-1, A7-2)

d) The Company does not have a Senior Director
or any Independent Directors as defined by the
Combined Code as a result of non-executive
Directors holding a place on the Board in excess
of nine years (A1-2, A3-1) The Board
considers that all Diectors have sufficient
expertence to be able to exercise proper
judgement within the meaning of the
Combined Code. (A3-2, A3-3) (Consequently
the Boards of the Nomination, Remuneration
and Audit Committees do not comply with A4-
1,B2-1andC3-1)

e) The Company did not undertake a formal
search for a new director as Michael
Cunningham was appointed due to his
knowledge of the portfolio, having previously
been Rathbones’ representative to the Board
(A4-6)

By order of the Board

Grant Whitehouse
Company Secretary
10 Lower Grosvenor Place

London SW1iwW OEN
28 July 2011




INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF

DOWNING DISTRIBUTION VCT 1 PLC

We have audited the financial statements on pages
26 to 44 The finanaial reporting framework that has
been applied in their preparation 1s applicable law
and United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice)

This report 1s made solely to the company’s members,
as a body, 1n accordance with Chapter 3 of Part 16 of
the Compantes Act 2006 Our audit work has been
undertaken so that we might state to the company’s
members those matters we are required to state to
them in an auditor’s report and for no other purpose
To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than
the company and the company’s members as a body,
for our audit work, for this report, or for the opinions
we have formed

Respective responsibilities of Directors and Auditor
As more fully explaned in the Directors’
Responsibilities Statement set out on pages 18 to 19,
the Directors 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 express an opmion on the financal
statements I1n accordance with apphcable faw 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 financal
statements 15 provided on the APB's website at
www frc org uk/apb/scope/private ¢fm

Opinion on financial statements

In our opinion the financial statements

s give a true and fair view of the state of the
Company’s affairs as at 31 March 2011 and of its
return for the year then ended,

e have been properly prepared in accordance with
United Kingdom Generally Accepted Accounting
Practice, and

* have been prepared In accordance with the
requirements of the Companies Act 2006

Opinion on other matters prescribed by the

Companies Act 2006

In our opinion

s the part of the Directors” Remuneration Report to
be audited has been properly prepared in
accordance with the Compantes Act 2006,

¢ the information given in the Directors’ Repont for
the financial year for which the financial
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statements are prepared is consistent with the
financial statements, and

¢ the wnformation gwven n the Corporate
Governance Statement set out on pages 22 to
24 1in comphance with rules 725 and 726 1n
the Disclosure Rules and Transparency Rules
sourcebook issued by the Financial Services
Authority (information about internal control
and nsk management systems in relation to
financal reporting processes and about share
capital structures) 1s consistent with 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 audit have not
been received from branches not visited by us,
or

e the financial statements and the part of the
Directors’ Remuneration Report to be audited
are not 1n agreement with the accounting
records and returns, or

e certain disclosures of Directors’ remuneration
specified by {aw are not made, or

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

s a Corporate Governance Statement has not
been prepared by the company

Under the Listing Rules we are required to review

e the Directors’ statement, set out on page 24, In
refation to going concern,

s the part of the Corporate Governance
Statement on page 24 relating to the Company’s
compliance with the nine provisions of the June
2008 Combined Code specfied for our review,
and

» certain elements of the report to Shareholders
by the Beard on Directors’ remuneration

Bde M b ukt 1

GREGORY CRAIG WALLER (Senior Statutory
Auditor)
For and on behalf of BAKER TILLY UK AUDIT LLP,
Statutory Auditor
Chartered Accountants
25 Farringdon Street
London ECAA 4AB
28 July 2011




INCOME STATEMENT
for the year ended 31 March 2011

2011 2010
Note Revenue Capital Total Revenue Capital Total |
£'000 £'000 £'000 £000 £'000 £'000 |
|
Income X
Continuing operations 188 - 188 139 - 139 |
Acquisitions 152 - 152 - - -
2 340 - 340 139 - 139
{Losses)/gains on investments
Continuing operations - {79) {79) - 792 792
Acquisitions - (1,156) {1,156) - - -
9 - {1,235) {1,235} - 792 792
Net gain on acquisition of net
assets 17 - 5,403 5,403 - - -
340 4,168 4,508 139 792 931
Investment management fees 3 {94) (280) (374} (17) {51) (68)
Other expenses a4 (266} (3) (265) (186) - {186)
Return on ordinary activittes
before tax {20) 3,885 3,865 (64) 741 677
Tax on ordinary activities € - - - - - -
Return attributable to equity |
Shareholders {20} 3,835 3,865 (64) 741 677
|
Restated Restated Restated !
Basic and diluted return per
Ordinary Share 8 (0 1p) 18 1p 18 0p (14p) 16 1p 147p

The total column within the Income Statement represents the profit and loss account of the Company

A Statement of Total Recognised Gains and Losses has not been prepared as all gains and losses are recognised
in the Income Statement shown above

The accompanying notes form an integral part of this statement
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RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS’ FUNDS
for the year ended 31 March 2011

Openimng Shareholders’ funds

Issue of share capital on
acquisition

Proceeds of new share 1ssue

Purchase of own shares

Total recognised gains for the
year

Distributions pard

Closing Shareholders’ funds

The accompanying notes form an integral part of this statement

Note

17
12
12

27

2011
£'000

4,860
12,353

10
(862)

3,865

(1,065)

19,161

2010

£°000

4,413

677

{230)

4,860



BALANCE SHEET
as at 31 March 2011

Fixed assets
Investments

Current assets
Debtors
Cash at bank and in hand

Creditors amounts falling due within one year
Net current assets
Net assets

Capital and reserves
Called up share capital
Capital redemption reserve
Share premium account
Special reserve

Capital reserve — realised
Revaluation reserve
Revenue reserve

Total equity Shareholders’ funds

Basic and diluted net asset value per Share

Note

10

11

12
13
13
13
13
13
13

14

2011
£'000

19,136

159
159

358
(333)

23

19,161

208
1,137
2
14,913
6,444
{3,484)

{59)

19,161

92 Op

2010
£'000

4,317

219
425
644

(101}

543

4,860

3,285
1,126
348
2,871
(2,731}

(39)

4,860

Restated
105 8p

The financial statements on pages 25 to 44 were approved and authorised for 1ssue by the Board of Directors
28 July 2011 and were signed on its behalf by

Christopher Powell
Chairman

The accompanying notes form an integral part of these financial statements




CASH FLOW STATEMENT
for the year ended 31 March 2011

Net cash outflow from operating activities

Capital expenditure

Purchase of investments

Disposal of investments

Net cash inflow from capital expenditure

Acquisitions

Cash acquired

Acquisition costs

Net cash inflow/{outflow) from acquisitions

Equity distributions paid

Net cash inflow/(outflow) before financing
Finanang

Unallotted share issue

Purchase of own shares

Net cash {outflow]/inflow from financing

Decrease in cash

Note

15

17

16

2011
£'000

(262)

(1,833)
2,879

1,046

970
{149}

821

{1,067)

538

(764)

(764)

(226)

The accompanying notes form an integral part of these financial statements
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2010
£000

{73)

(352)
805

453

{170)

(170)

(230)

(20

10

10

{10)




NOTES TO THE ACCOUNTS
for the year ended 31 March 2011

1

Accounting policies

Basls of accounting

The Company has prepared its financial statements under UK Generally Accepted Accounting Practice (“UK GAAPY)
angd 1n accordance with the Statement of Recommended Practice “Financial Statements of Investment Trust
Companies and Venture Capital Trusts” January 2003 {“SORP”)

The financial statements are prepared under the histoncal cost convention except for the revaluation of certain
financial instruments

The Company implements new Financial Reporting Standards (“FRS”) i1ssued by the Accounting Standards Board
when required

Presentation of income statement

in order to better reflect the activities of a Venture Capital Trust and in accordance with guidance ssued by the
Association of Investment Companies {“AIC"), supplementary information which analyses the income statement
between items of a revenue and capital nature has been presented alongside the income statement The net
revenue Is the measure the Directors believe appropriate in assessing the Company's comphance with certan
requirements set out in Part 6 of the Income Tax Act 2007

Investments

Venture capital investments are designated as “fair value through profit or loss” assets due to investments being
managed and performance evaluated on a fair value basis A financial asset 5 designated within this category If it 1s
both acquired and managed on a fair value basis, with a view to selling after a perod of time, in accordance with the
Company's documented investment policy The fair value of an investment upon acquisition 1s deemed to be cost
Thereafter, investments are measured at fair value in accordance with the International Private Equity and Venture
Capital Valuation Guidelines (“IPEV”) together with FRS 26

Lsted fixed income investments, hedge funds and investments quoted on recognised stock markets are measured
using bid prices

The valuation methodologres for unlisted instruments used by the IPEV to ascertain the fair value of an investment
are as follows

. Price of recent investment,

. Multiples,

. Net assets,

. Discounted cash flows or earnings {of the underlying business),
. Discounted cash flows (from the investment), and

. Industry valuation benchmarks

The methodology applied takes account of the nature, facts and circumstances of the individual investment and
uses reasonable data, market inputs, assumptions and estimates in order to ascertain far value

Where an investee company has gone into receivership, iquidation, or administration where there is little likehhood
of a recovery, the loss on the investment, although not physically disposed of, 1s treated as being realised

Gains and losses ansing from changes in fair value are inciuded n the income statement as a capital item

It 1s not the Company’s policy to exercise either significant or controlling influence over investee companies
Therefore, the results of these companies are not incorporated into the revenue account except to the extent of any
income accrued This 1s in accordance with the SORP that does not require portfolio iInvestments to be accounted
for using the equity method of accounting

In respect of disclosures required by the SORP for the 10 largest investments held by the Company, the most recent
publicly available accounts information, either as filed at Companies House, or announced to the London Stock
Exchange, are disclosed, which may be abbreviated information only in the case of unlisted investments

Income
Dividend income from investments 15 recognised when the Shareholders' rights to receive payment has been
established, normally the ex-dvidend date

Interest income 1s accrued on a time apportioned basis, by reference to the pnncipal outstanding and at the
effective interest rate applicable and only where there 15 reasonable certamty of collection
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NOTES TO THE ACCOUNTS (continued)
for the year ended 31 March 2011

1 Accounting policies {continued)

Expenses
All expenses are accounted for on an accruals basis In respect of the analysis between revenue and capital items
presented within the income statement, all expenses have been presented as revenue items except as follows

. Expenses which are incidental to the acquisition of an investment are deducted from the Capital Account

. Expenses which are incidental to the disposal of an investment are deducted from the disposal proceeds of the
investment

. Expenses are spht and presented partly as capital iwems where a connection with the maintenance or
enhancement of the value of the investments held can be demonstrated and accordingly the investment
management fee and finance costs have been allocated 25% to revenue and 75% to capital, in order to reflect
the Directors’ expected long-term view of the nature of the investment returns of the Company

Taxation
The tax effects on diffarent items in the Income Statement are allocated between capital and revenue on the same
basis as the particular item to which they relate using the Company's effective rate of tax for the accounting peniod

Due to the Company’s status as a Venture Capital Trust and the contineed intention to meet the conditions required
to comply with Part 6 of the Income Tax Act 2007, no provision for taxation is required in respect of any realised or
unrealised appreciation of the Company’s investments

Deferred taxation 1s not discounted and 1s provided in full on timing differences that result in an obligation at the
balance sheet date to pay more tax, or a night to pay less tax, at a future date, at rates expected to apply when the
ohligations or nights crystallise based on tax rates and law enacted or substantively enacted at the balance sheet
date Timing differences anse from the inclusion of items of income and expenditure in taxation computations in
periods different from those in which they are included in the accounts Deferred tax assets are only recognised if it
15 expected that future taxable profits will be available to utilise such assets and are recogrused on a non-discounted
basis

Other debtors and other creditors
Other debtors {including accrued income) and other creditors are included within the accounts at amortised cost,
equivalent to the fair value of the expected balance recevable/payable by the Company

Share Issue costs
Share 1ssue costs have been deducted from the share premium account

Segmental reporting
The Company only has one class of business and one market

Acquisitions

Acquisitions macde during the year are accounted for using the acquisition method The purchase consideration 1s
measured at the fair value of equity 1ssued compared to the fair value of the assets and habilities of the company
acquired Negative goodwill represents the excess of the fair value of the assets, liabilities and contingent habilities
of the company acquired over the purchase consideration Any negative goodwill in excess of the fair value of the
non-monetary assets acquired 15 recognised n the Capital Account within the income Statement in the periods
expected to benefit and 1s described as “Net gain on acquisition of net assets”

2 Income
2011 2010
£'000 £'000
Income from investments
Loan stock interest 145 20
Dividend income 144 74
Listed fixed income security interest 41 41
330 135
Other ncome
Other income 6 -
Deposit interest 4 4
340 139
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3 Investment management fees
2011 2010
£'000 £'000
Investment management fees 374 68

The annual running costs of the Company for the year are subject to a cap of 3% of the Company’s net assets The
Investment Manager’s fees have been reduced accordingly

4 Other expenses

2011 2010

£'000 £'000

Administration services 70 39
Directors’ remuneration 57 51
Socral securnity costs 1 1
Trail commission 34 -
Auditor’s remuneration for statutory audit 18 18
Legal and professional fees 10 25
Provision for doubtful income 2 3
Other expensas 77 49
269 186

Included within the costs ansing on the Schemes of Arrangement (as shown within note 17), were £14,000 of
adwvisory costs attnbutable to Baker Tilly Corporate Finance LLP

5 Directors’ remunearation

Detalls of remuneration (excluding VAT and employer’s NIC) are given in the Directors’ Remuneration Report on
page 20

The Company had no employees (other than Directors) during the year (2010 none)

6. Tax on ordinary actvities
2011 2010
£'000 £'000
a) Tax charge for year
Current year
UK Corporation tax {charged to the Revenue Account) - -
Tax credited to Capital Account - -
b) Factors affecting tax charge for the year
Return on ordinary activities before taxation 3,865 677
Tax charge calculated on return on ordinary activities before taxation at the
applicable rate of 21 0% {2010 21 0%} 812 142
Effects of
Losses/{gains) on investments 259 {166)
Net gain on acquisition of net assets (1,135) -
UK dividend income {30} {16)
Disaltowable expenses 9 -
Excess management fees carned forward 85 40
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6

(c)

Tax on ordinary activities {continued)

Excess management fees, which are available to be carried forward and set off against future taxable income,
amounted to £3,775,000 (2010 £3,374,000) The associated deferred tax asset has not been recognised due to the
fact that it 1s unlikely that the excess management fees will be set off aganst future taxable profits in the
foreseeable future

Due to the Company’s status as a Venture Capital Trust and the intention to continue meeting the conditions
required to obtain approval in the foreseeable future, the Company has not provided deferred tax on any capital
gains and losses ansing on the revaluation or disposal of iInvestments

Dividends
2011 2010
Revenue Capital Total Revenue Capital Total
£'000 £'000 £'000 £'000 £'000 £'000
Paid in year
2011 Interim 30/09/10 2 5p - 540 540 - -
2011 Internim 31/03/11 2 5p - 525 525 - -
2010 Interim 1 75p - - - - 230 230
- 1,065 1,065 - 230 230
Return per Share
2011 2010
Return per Share based on.
Net revenue loss for the financial year {£'000) 20 64
Capital return per Share based on
Net capital gain for the financial year (£°000) 3,885 741
Restated
Weighted average number of Shares in issue 21,493,659 4,593,244

As the Company has not 1ssued any convertible securities or share gptions, there 1s no dilutive effect on return per
share The return per share disclosed therefore represents both basic and diluted return per share

On 1 Apnil 2010, the 13,140,436 Ordinary Shares of 25p each, as shown in note 12, were converted into 4,593,244

Ordinary Shares of 1p each under the Schemes of Arrangement The return per share disclosed on the face of the
Income Statement for the pertod to 31 March 2010 has been restated accordingly
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Investments

Cost at 1 Apnl 2010
Losses at 1 Apnl 2010

Opening fair value at 1 Apnil 2010

Movement in the year
Acquisitions (note 17}
Purchased at cost
Sale ~proceeds
- realised gains/{losses) on sales in the
Income statement
Unrealised (losses}/gains in the income
statement
Closing fair value at 31 March 2011

Closing cost at 31 March 2011
Losses at 31 March 2011

Quoted
Quoted Quoted on
Unquoted on on Main
investments PLUS AIM Market Total
£'000 E£'000 £°000 £°000 £'000
1,087 609 3,955 1,397 7,048
(71) {13) (2,566} (81) (2,731)
1,016 596 1,389 1,316 4,317
8,732 407 8,016 17 17,172
1,223 - 750 - 1,973
(450) - (1917 (724) {3,001
270 - 130 (84) 366
{2,154) {122) 658 17 {1,601)
8,637 881 9,076 542 19,136
10,638 1,016 10,204 762 22,620
(2,001) {135) {1,128) {220) {3,484)
8,637 881 9,076 542 19,136

An analysis of venture capital iInvestments between equity and non-equity elements 15 set out in note 18 Costs
incidental to the acquisitions of investments incurred during the year were £3,000 (2010 mimmal) and costs were
incurred on the disposal of investments totalling £8,000 {2010 minimal} A full schedule of additions and disposals
during the year can be found within the Review of Investments on page 9

The Company has categorised its financial instruments using the fair value hierarchy as follows

Level 1 Reflects financial iInstruments guoted in an active market {quoted companies and hedge funds),
Level 2 Reflects financial instruments that have prices that are observable either directly or indirectly,

Level 3 Reflects financial instruments that are not based on observable market data {unlisted equity investments

and loan note investments)

Level 1 Level 2 Level 3 2011 Level 1 Lewel 2 Level 3 2010
£'000 £'000 £°000 £'000 £'000 £°000 £000 £’000

Quoted on the Main
market 542 - - 542 1,316 - - 1,316
Quoted on AIM 8,301 - - 8,301 1,189 - - 1,189
Quoted on Plus 881 - - g81 596 - - 596
Loan notes - - 6,649 6,649 - - 1,031 1,031
Unlisted - - 2,763 2,763 - - 185 185
9,724 - 9,412 19,136 3,101 - 1,216 4,317
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10,

11

Investments {continued)

Reconciliation of fair value for Level 3 financial instruments held at the year end

£'000
Balance at 31 March 2010 1,216
Movements in the income statement
Unrealised gains in the income statement (2,154)
Realised gains in the income statement 270

{1,884)
Acquisition 9,307
Purchases at cost 1,223
Sales proceeds (450)
Balance at 31 March 2011 9,412

FRS 29 requires disclosure to be made if changing one or more of the inputs to reasonably possible alternative
assumptions would result in a significant change in the fair value of the Level 3 investments There 1s an element of
Judgment in the choice of assumptions for unquoted investments and 1t 1s possible that different assumptions could
have been made and that these assumptions could have resulted in different valuations for some investments The
Directors and Investment Manager believe, however, that the valuations as at 31 March 2011, calculated In
accordance with IPEV Guidelines, reflect the most appropriate assumptions at that date and that it 15 not possible to
undertake any meaningful sensitivity analysis which would be useful to Shareholders

Debtors
2011 2010
£'000 £'000
Other debtors 82 170
Income tax recoverable 16 16
Prepayments and accrued income 61 33
159 219
Creditors amounts falling due within one year
2011 2010
£000 £'000
Taxation and social security 3 4
Other creditors 138 42
Accruals and deferred income 192 55
333 101
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12 Called up share capital

Shares £'000
As at 1 April 2010 Ordinary Shares of 25p each 13,140,436 3,285
Conversion into Ordinary Shares of 1p each {8,547,192) (3,239}
Restated holding at 1 April 2010 Ordinary Shares of 1p each 4,593,244 46
Shares issued to holders of Pennine AIM VCT 5 ple under the Scheme 6,478,440 €5
Shares 1ssued to holders of Pennine AIM VCT 6 plc under the Scheme 10,792,546 108
Holding following the scheme of arrangement 21,864,230 219
New shares issued In period 9,538 -
Shares bought back and cancelled {1,050,182) (11)
As at 31 March 2011 Ordinary Shares of 1p each 20,823,586 208

On 1 April 2010, Ordinary Shares of 25p each were issued to Shareholders in Pennine AIM VCT 5 plc and Pennine
AIM VCT 6 plc in consideration for the purchase of the assets and labilities of the companies {see note 17}

Following the 1ssue of the shares to the shareholders of Pennine AIM VCT 5 plc and Pennine AIM VCT 6 plc, the
entire shareholding of Ordinary Shares of 25p each were converted to Ordinary Shares of 1p each and deferred
shares Upon the conversion of the 25p Ordinary Shares inte 1p Ordinary Shares, 1,541,875,401 deferred shares
were 1ssued and cancelled immediately The Capital Redemption Reserve arising on the transaction of £15,419,000,
was cancelled on 15 July 2010 following court approval with the balance thereon being transferred to the Special
Reserve

The Company i1ssued 9,538 Ordinary Shares of 1p each under the terms of the merger prospectus between 1 April
2010 and 4 August 2010 The shares were 1ssued at an average price of 104 8p each, the share price being linked to
the most recently published NAV, with proceeds received thereon of £10,000

The Company has the authonty to buy back shares as described in the Corporate Governance Statement on page 22

During the year, the Company repurchased 1,050,182 Ordinary Shares of 1p each for an aggregate consideration of
81 8p per share (approximately equal to a 15% discount to the most recently published NAV}, and representing 5%
of the 1ssued Qrdinary Share capital of the enlarged entity These shares were subsequently cancelled

The Company's capital 1s managed 1n accordance with its investment and share buyback policy, as shown in the
Directors’ Report on pages 14 to 19, in pursuit of its principal investment objectives as stated on page 1  There has

been no significant change in the objectives, policies or processes for managing capital from the previous year

The Company does not have any externally imposed capital requirements
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14

Reserves
Capital Share Capital
redemption premium Special reserve - Revaluation Revenue
reserve account reserve realised reserve reserve
£'000 £'000 £'000 £'000 £'000 £'000
At 1 Apnil 2010 1,126 348 - 2,871 (2,731} (39)
Converston of orniginal ordinary
shares 3,239 - - - - -
Cancellation of deferred
shares 12,180 - - - - -
Proceeds of new share 1ssue - 10 - - - -
Shares repurchased 11 - (862) - - -
Net gain on acquisition of
net assets - - - 5,403 - -
Cancellation of share premium
account - {356) 356 - - -
Cancellation of capital
redemption reserve {15,419) - 15,419 - - -
Capital expenses - - - (283} - -
Gains/(losses) on investments - - - 366 (1,601) -
Realisation of revaiuations
from previous years - - - {848) 848 -
Dividend paid - - - {1,065) - -
Retained net revenue loss - - - - - (20}
At 31 March 2011 1,137 2 14,913 6,444 (3,484} {59)

The share premium account in existence at 15 July 2010 was cancelled following court approval, with the balance
thereon being transferred to the special reserve The special reserve 15 available to the Company to enable the
purchase of its own shares in the market without affecting its abihity to pay dividends/capital distnibutions

Distributable reserves comprise the special reserve, capital reserve - realised and revenue reserve, and are reduced
by investment holding losses of £3,512,000 (2010 £3,008,000) (which exclude unguoted investment gains of
£27,000 (2010 £277,000)} At the year end, there was £17,786,000 of reserves available for distribution (2010
£nil)

Net asset value per Share

2011 2010
Shares in 1ssue Net asset value Net asset value
2011 2010 Pence per £000 Pence per £°000
Share Share
(restated)
Ordinary Shares 20,823,586 4,593,244 920p 19,161 105 8p 4,860

As the Company has not 1ssued any convertible securities or share options, there 1s no dilutive effect on net asset
value per class of share in issue The net asset value per share disclosed therefore represents both basic and diluted
net asset value per class of share in 1ssue

On 1 April 2010, the 13,140,436 Onginal Ordinary Shares of 25p each, were converted into 4,593,244 New Ordinary

Shares of 1p each under the Schemes of Arrangement The net asset value for the periad to 31 March 2010 has been
restated accordingly
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16

17

Reconciliation of net revenue return before taxation to net cash flow from operating activities

2011 2010

£000 £'000
Return on ordinary activities before taxation 3,865 677
Losses/{gains) on investments 1,235 (792)
Net gains on acquisitton of net assets {5,403} -
{Increase)/decrease in debtors {15) 4
Increase in creditors 56 38
Net cash outflow from operating activities (262) (73)

Since acquisition, the businesses of Pennine AIM VCT 5 ple and Pennine AIM VCT 6 plc have been integrated into the
existing business of Downing Distnbution VCT 1 plc  As a result it s impractical to isolate cash flows of the Pennine
AIM VCT 5 plc and Pennine AIM VCT 6 plc businesses

Change in cash

2011 2010

£'000 £'000
Beginming of year 425 435
Net cash outflow {226) {10)
End of year 199 425

Major non-cash transaction
As stated in note 17, shares were 15sued dunng the year in consideration for the purchase of the assets and liabilities
of Pennine AIM VCT 5 plc and Pennine AIM VCT 6 ple

Acquisitions

On 1 April 2010, the Company acquired the assets and liabilities of Pennine AIM VCT S plc (“P5”) and of Pennine AIM
VCT & plc (“P6”) The proposals for the merger of the three companies were approved by the Company's
Shareholders on 24 March 2010  The mechanism by which the merger was effected was one under which P5 and
P6 were placed into members’ voluntary liguidation pursuant to Schemes of Arrangement under Section 110 of the
Insolvency Act 1986 (“the Schemes”) Under the Schemes, the assets and habilities of P5 and P& were transferred to
the Company in exchange for New Ordinary Shares issued to PS and P& Shareholders The number of New Ordinary
Shares i1ssued was on the basis of the relative net assets of the companies Under the Venture Capital Trusts
{(Winding-up and Mergers) (Tax) Regulations 2004, the transaction was possible without prejudicing the tax relief
obtained by Shareholders of either PS5 or P6 on their original investment

immediately prior to the share conversion, as discussed in note 12, a total of 18,533,636 Original Ordinary Shares
were 1ssued in consideration for the purchase of PS5 with a fair value of £4,633,000 thereon, and a total of
30,875,513 Oniginal Ordinary Shares were 1ssued in consideration for the purchase of P6 with a fair value of
£7,719,000 thereon Transaction costs borne by the Company, of £329,000, have been set against the negative
goodwill anising on the i1ssue of the new shares
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Acquisitions (continued)

Pennine Pennine
AIM VCT AIM VCT
5 plc 6 plc Total
£'000 £000 £000
Investments 6,037 11,135 17,172
Debtors 7 18 25
Cash at bank and in hand 722 248 970
Creditors (41) (41) (82)
Book value and fair value of net assets acquired 6,725 11,360 18,085
Net gain on acquisition of net assets (5,403}
Costs in refation to scheme of arrangement {329)
Consideration 12,353
Consideration satisfied by
Market value of Ordinary Shares 1ssued on date of acquisition 12,353

The book and fair value of assets and habilities, shown above, have been taken from the respective management
accounts at 1 April 2010 The market value of the shares issued i1s based on the mid-market price of the Original
Ordinary Shares at the date of acquisition  As the number of consideration shares issued under the Scheme of
Arrangement was determined by the relative net asset value of the companies, a gain on acquisition of net
assets has arisen because of the fact that the Company’s shares trade at a discount to the net asset value

The monetary assets and liabilities (predominantly quoted investments) acquired under the Schemes of
Arrangement were integrated into the Company’s existing assets and habilities immediately and, at that point,
the Board considered that the Company realised the full benefits and risks associated with the assets and
habities  As a result, the Board has released the full amount of the gain on acquisition of net assets arising to
the Income Statement during the year

The performance of P5 for the year ended 30 September 2008 and for the period from 1 October 2008 until 1
April 2010 (date of acquisition) is summarised as follows

Period from 1 October 2008 to

1 April 2010 Year ended 30 September 2008
Revenue Capital Total Revenue Capital Total
£000 £'000 £'000 £'000 £'000 £'000
income 95 - 95 432 - 432
Loss on investments - {150) {150} - (6,727) {6,727)
95 (150) (55} 432 (6,727) (6,295)
Investment management
fees (29) (86) {115} (83) (248) (331)
Other expenses (285} - (285} (222) (3) {225)
Return on ordinary
activities before tax (219) (236} {455} 127 {6,978} {6,851)
Tax on ordinary activities - - - (15) 15 -
Return attributable to
equity shareholders {219) (236) (455) 112 {6,963) (6,851)
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Acquisitions {continued)
The performance of P6 for the year ended 30 September 2009 and for the period from 1 October 2009 until 1
April 2010 {date of acquisition) 1s summansed as follows

Period from 1 October 2009 to

1 April 2010 Year ended 30 September 2009
Revenue Capital Total Revenue Capital Total
£'000 £'000 £'000 £000 £'000 £°000
Income 67 - 67 262 - 262
Gainf{loss) on investments
. 404 404 - (1,479) (1,479)
67 404 471 262 {1,479) (1,217)
Investment management
fees (22) {64} (86) {85) {256) (341)
Other expenses {108} - {108) {292} {1) {293)
Return on ordinary
activities before tax (63} 340 277 {115) {1,736) {1,851)
Tax on ordinary actvities - - - - - -
Return attributable to
equity shareholders (63} 340 277 {115} {1,736) (1,851)

Financial instruments

The Company financial instruments comprise equity and loan stock investments in quoted companies and unquoted
companies, cash deposits and short term debtors and creditors arising from its operations The main purpose of
these financial instruments s to generate cashflow and revenue and capital appreciation for the Company’s
operations The Company has no gearning or other financial habilities apart from short-term creditors and does not
use any derivatives

Investments are valued at fair value as determined using the accounting policies as shown i note 1 The fair value of
cash deposits and short-term debtors and creditors equates to their carrying value in the balance sheet

The Company's investment activities expose the Company to a number of risks associated with financial instruments
and the secters in which the Company invests  The principal financial risks anising from the Company’s operations
are

*  Market nisks,
s Credit nskand
e Liquidity risk

The Board regularly reviews these rnisks and the policies in place for managing thern  There have been no significant
changes to the nature of the nsks that the Company is exposed to over the year and there have also been no
significant changes to the policies for managing those risks during the year

The nisk management policies used by the Company in respect of the principal financial nisks and a review of the
financial instruments held at the year end are provided below

Market risks

As a VCT, the Company 15 exposed to market risks in the form of potential losses and gains that may arise on the
investments 1t holds in accordance with its investment policy The management of these market risks 15 a
fundamental part of investment activities undertaken by the Investment Manager and overseen by the Board The
Manager monitors investments through regular contact with management of investee companies, regular review of
management accounts and other financsal information and attendance at investee caompany board meetings This
enables the Manager to manage the investment rnisk in respect of indwvidual investments Market risk 15 also
mitigated by holding a diversified portfolio spread across various business sectors and asset classes
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Financial instruments {continued)

The key market risks to which the Company 15 exposed are
+  Market price nsk and
s Interest rate nsk

The Company has undertaken sensitivity analysis on its financial instruments, split into the relevant component
parts, taking into consideration the economic chmate at the time of review in order to ascertain the appropriate risk
allocation

Market price risk

Market price nisk arses from uncertainty sbout the future prices and valuations of financial instruments held in
accordance with the Company’s investment objectives It represents the potential loss that the Company might
suffer through market price movements in respect of quoted investments and also changes in the fair value of
unguoted investments that it holds

In the followtng tables, all the comparatives “impact on NAV per share” have been restated to reflect the share
conversion as shown in note 12

Quoted investments

The Company’s sensitivity to fluctuations in the share prices of its quoted mnvestments, excluding non-qualifying
bonds, 15 summarnised below A 50% movement in the share price of all of the quoted stocks held by the Company
would have an effect as follows

2011 2010

Sensitivity 50% mvmt 50% mvmt
Impact Impact on Impact Impact on

Risk on Net NAV per Risk on Net NAV per

Share pool exposure Assets share exposure Assets share
£'000 £000 Pence £'000 £'000 Pence

Ordinary Shares 9,367 4,684 225 2,298 1,149 250

Unquoted investments

As many of the Company’s unquoted investments are valued using revenue or earnings multiples of comparable
companies or sectors, a fall in share prices generally would impact on the valuation of the unguoted portfolio A
25% movement in the valuations of all of the unquoted investments held by the Company would have an effect as
follows

2011 2010

Sensitivity 25% mvmt 25% mvmt
Impact Impact on Impact Impact on

Risk on Net NAV per Risk on Net NAV per

Share pool exposure Assets share exposure Assets share
£'000 £'000 Pence £'000 £'000 Pence

Ordinary Shares 9,412 2,353 113 1,216 304 66

The sensitivity analysis for unquoted valuations above assumes that each of the sub-categories of financial
instruments (ordinary shares, preference shares and loan stocks) held by the Company produces an overall
movement of 25% Shareholders should note that equal correlation between these sub-categories 1s unlikely to be
the case In reality, particularly in the case of loan stock instruments Where share prices are falling, the equity
instrument could fall in value before the loan stock instrument It 1s not considered practical to assess the sensitivity
of the loan stock instruments to market price risk inisolation
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Financial instruments {continued)

Non-qualifying investments

The Company also has exposure to vaniations in the price of its non-qualifying investments, which include protected
plans and hedge funds, and are more sensitive to fluctuations in the market A 5% movement in the valuation of
these assets held by the Company would have the following impact

2011 2010

Sensitivity 5% mvimt 5% mvmt
Impact Impact on Impact Impact on

Risk on Net NAV per Risk on Net NAV per

Share pool exposure Assets share exposure Assets share
£'000 £'000 Pence £'000 £'000 Pence

Ordinary Shares 357 18 01 730 36 08

In each case, the impact of such changes on the return for the year would be the same as that on Net Assets and
NAV per share

Interest rate nisk

The Company accepts exposure to interest rate risk on floating-rate financial assets through the effect of changes in
prevailing interest rates The Company receives interest on its cash deposits at a rate agreed with its bankers and on
liquidity funds at rates based on the underlyng investments Investments in loan stock and fixed interest
investments attract interest predominately at fixed rates A summary of the interest rate profile of the Company’s
Investments 1s shown below

Interest rate profile of financial assets and financial habilities

There are three levels of interest which are attributable to the financial instruments as follows

» “Fixed rate” assets represent investments with predetermined yield targets and comprise ioan note investments

» “Floating rate” assets predominantly bear interest at rates linked to Bank of England base rate and comprise cash
at bank

* “No interest rate” assets do not attract interest and comprise equity investments, hedge funds, non-interest
bearing convertible loan notes, loans and receivables {excluding cash at bank} and other financial habilities

Interest rate risk profile of financial assets and financial abiities

Weighted Weighted
average average period 2011 2010
interest rate until maturity £'000 £'000
Fixed rate 36% 1,158 days 5,262 1,098
Floating rate 08% 199 425
No interest rate 1,110 days * 13,700 3,337

19,161 4,860
* In respect of non-interest bearing loan notes only

The Company monitors the level of income received from fixed, floating and non interest rate assets and, if
appropriate, may make adjustments to the allocation between the categonies, 1n particular, should this be required
to ensure compliance with the VCT regulations

It 15 estimated that an increase of 1% in interest rates would have increased net assets and total return before
taxation for the year by £1,000 As the Bank of England base rate stood at 0 5% per annum throughout the year, 1t is
not believed that a reduction from this level is likely
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Financial instruments {continued)

Credit risk

Credit nsk 15 the nisk that a counterparty to a financial mstrument 15 unable to discharge a commitment to the
Company made under that instrument The Company 15 exposed to credit risk through its holdings of loan stock in
investee compames, investments in hiquidity funds, cash deposits and debtors

The Company’s financial assets that are exposed to credit risk are summarised as follows

2011 2010
£'000 £000
Fair value through profit or loss assets
Investments in listed fixed interest investments 357 317
Investments in foan stocks 6,649 1,031
Loans and receivables
Cash and cash equivalents 193 425
Interest, dividends and other receivables 140 30
7,345 1,803

The Manager manages credit risk in respect of loan stock with a similar approach as described under Market risks
above Similarly the management of credit nisk associated interest, dividends and other receivables 1s covered within
the investment management procedures

Cash 1s manly held by Bank of Scotland plc and Royal Bank of Scotland plc, both of which are A-rated financial
institutions and both also ultimately part-owned by the UK Government Consequently, the Directors consider that
the risk profile assoctated with cash deposits s low

There have been no changes in fair value during the year that are directly attributable to changes in credit risk

Liquidity risk

Liquidity nsk 1s the risk that the Company encounters difficulties in meeting obligations associated with its financial
labihities Liquidity nsk may also arse from either the inability to sell financial instruments when required at their
fair values or from the mability to generate cash inflows as requred The Company only normally ever has a
relatively low level of creditors (2011 £332,000, 2010 £101,000) and has no borrowings Also, most quoted
investments held by the Company are considered to be readily realisable The Company always holds sufficient
levels of funds as cash and readily realisable investments in order to meet expenses and other cash outflows as they
arise For these reasons, the Board belteves that the Company’s exposure to hquidity risk 1s minimal

The Company's liquidity nsk 1s managed by the investment manager in line with guidance agreed with the Board and
1s reviewed by the Board at regular intervals Due to the level of unquoted, lliquid assets held by the Company, the
tnvestment Manager and the Board is giving due consideration to methods to improve hquidity

The carrying value of loan stock investments held at fair value through the profit and loss account at 31 March 2011
as analysed by expected maturity date s as follows

As at 31 March 2011 Not [ater Between Between Between
than 1 land3 3 months 1and
month months  and 1 year 5years Total
£'000 £'000 £000 £'000 £'000
Full performing loan stock - - 300 5,564 5,864
Impaired loan stock - - - 167 167
Past due loan stock - - - 975 975
- - 300 6,706 7,006
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As at 31 March 2010 Not later Between Between Between
thanl land3 3 months 1and

month months and 1 year 5 years Total

£'000 £°000 £'000 £'000 £'000

Full performing loan stock - - - 1,348 1,348
Imparred loan stock - - - -

Past due loan stock - - - - -

- - - 1,348 1,348

Loan stock categonsed as past due includes
*  Three investments which have been not been impaired in value, but where interest has not been received in

accordance with the loan stock instruments

Financial habilities
The Company has nc financial llabilities or guarantees, other than the creditors disclosed within the balance sheet

{2010 none)

Currency exposure
As at 31 March 2011, the Company had no foreign investments {2010 None}

Borrowing facilities
The Company had no comrmitted borrowing facilities as at 31 March 2011 (2010 None)

19 Contingencies, guarantees and financial commitments

The Company had no commitments at the year end (2010 £225,000 committed for the purchase of two
investments) There were no cantingencies or guarantees of the Company at the year end

20 Controlling party

In the opinion of the Directors, there 1s no timmediate or ulumate controlling party
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NOTICE OF ANNUAL GENERAL MEETING
OF DOWNING DISTRIBUTION VCT 1 PLC

NOTICE IS HEREBY GIVEN that the Annual General Meeting of Downing Distribution VCT 1 plc will be held at 10
Lower Grosvenor Place, London SW1w OEN at 1100 am on 13 September 2011 for the transaction of the
following business

As Ordinary Business, to consider and, if thought fit, pass the following resolutions which will be proposed as
Ordinary Resolutions

1

To receive and adopt the Report of the Directors and Accounts of the Company for the year ended 31
March 2011 together with the Report of the Auditor thereon

To approve the Directors’ Remuneration Report

To approve a final dwvidend of 2 5p per Ordinary Share

To re-appeint Baker Tilly UK Audit LLP as Auditor of the Company to hold office until the conclusion of the
next Annual General Meeting at which accounts of the Company are presented and to authorise the

Directors to determine their remuneration

To re-elect as Director, Christopher Powell, who retires tn accordance with the UK Corporate Governance
Code and, being eligible, offers himself for re-election

To re-elect as Director, Stuart Goldsmith, who retires in accordance with the UK Corporate Governance
Code and, being eligible, offers himself for re-election

To re-elect as Director, Roger Jeynes, who retires in accordance with the UK Corporate Governance Code
and, being eligible, offers himself for re-election

As Special Business, to consider and, if thought fit, pass the following resolutions

Ordinary Resolution

8

That the Directors be and are hereby generally and unconditionally authorised in accordance with Section
551 of the Companies Act 2006 {“the Act”) to exercise all the powers of the Company to allot shares or to
grant rights to subscribe for or to convert any security into shares in the Company up to an aggregate
nominal amount of £250,000 during the period commencing on the passing of this resolution and expining
at the conclusion of the Company’s next annual general meeting, or on the expiry of 15 months following
the passing of the resolution, whichever is the later (unless previously revoked, varied or extended by the
Company in a general meeting), but so that this authonty shali allow the Company to make, before the
expiry of this authonity, offers or agreements which would or might require shares to be allotted or rights
to be granted to subscribe for or to convert any security into shares in the Company after such expiry and
all previous authorities given by the Directors in accordance with Section 551 of the Act be and are hereby
revoked, provided that such revocation shall not have retrospective effect

Special Resolutions

9

That, conditicnal upon the passing of the other resolutions set out in this Notice, In substitution for any
existing power under Section 570 of the Act, but without prejudice to the exercise of any such power prior
to the date hereof, the Directors be and are hereby empowered, during the period commencing on the
passing of this special resclution and expiring at the conclusion of the Company’s next annual general
meeting, or on the expiry of 15 months following the passing of the resolution, whichever 1s the later
{unless previously revoked, varied or extended by the Company in general meeting), pursuant to Section
570 of the Act, to allot equity securities (as defined in Section 560{1) of the Act} for cash pursuant to the
authority given in accordance with Section 551 of the Act, pursuant to resolution 6 above, as If Section 561
of the Act did not apply to any such allotment but so that this authority shall allow the Company to make
offers or agreements before the expiry and the Directors may allot equity secunities in pursuance of such
offers or agreements as If the powers conferred hereby had not so expired
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NOTICE OF ANNUAL GENERAL MEETING
OF DOWNING DISTRIBUTION VCT 1 PLC (continued)

10 That, the Company be and 1s hereby generally and unconditionally authorised to make market purchases
(within the meaning of Section 693({4) of the Companies Act 2006) of tts own Ordinary Shares of 1p each
(“Ordinary Shares”) in the capital of the Company provided that

() the maximum number of Ordinary Shares hereby authorised to be purchased shall not exceed 14 9%
of the present issued Ordinary Share capital of the Company,

(n) the nmimimum price which may be paid for an Ordinary Share 1s 1p exclusive of all expenses,

(m) the maximum price which may be paid for an Ordinary Share 1s an amount, exclusive of all expenses,
equal to 105% of the average of the middle market quotations of the Ordinary Shares as denved from
the Daily Official List of the London Stock Exchange, for each of the five business days immediately
preceding the day on which the Ordinary Shares are contracted to be purchased,

(v) the Company may vahdly make a contract to purchase Ordinary Shares under the authonty hereby
conferred prior to the expiry of such authority which will or may be executed wholly or partly after the
expiry of such authority, and may vahldly make a purchase of Ordinary Shares in pursuance of any such
contract,

and this power, unless previously varied, revoked or renewed, shall come to an end at the conclusion of
the Annual General Meeting of the Company next following the passing of this resolution or, if earlier, on
the expiry of 15 months from the passing of this resolution

By order of the Board

GUAat—C—

Grant Whitehouse
Company Secretary
Registered Office

10 Lower Grosvenor Place
London SW1W QEN

28 July 2011

Notes

Information regarding the Annuat General Meeting, including the information required by section 311A of the
Act, 1s available from www downing co uk




NOTICE OF THE ANNUAL GENERAL MEETING
of Downing Distribution VCT 1 plc {continued)

Notes

(a)

(b)

(c)

(d)

Any member of the Company entitled to attend and vote at the Annual General Meeting 1s also entitled to
appoint one or more proxies to attend, speak and vote instead of that member A member may appoint
more than one proxy tn relation to the Annuat General Meeting provided that each proxy s appointed to
exercise the rights attached to a different share or shares held by that member A proxy may demand, or
Join in demanding, a poll A proxy need not he a member of the Company but must attend the Annual
General Meeting in order to represent his appointer A member entitled to attend and vote at the Annual
General Meeting may appo:int the Chairman or another persen as his proxy although the Chairman will
not speak for the member A member who wishes his proxy to speak for him should appoint his own
chotce of proxy {not the Chairman} and give instructions directly to that person If you are not a member
of the Company but you have been nominated by a member of the Company to enjoy information rnights,
you do not have a right to appoint any proxies under the procedures set out n these Notes Please read
Note (h) below Under section 319A of the Act, the Company must answer any question a member asks
relating to the business being dealt with at the Annual General Meeting unless
. answering the question would interfere unduly with the preparation for the Annual General Meeting
or involve the disclosure of confidential information,
the answer has already been given on a website in the form of an answer to a question, or
it 35 undesirable in the interests of the Company or the good arder of the Annual General Meeting
that the question be answered
To be valid, a Form of Proxy and the power of attorney or other written authonty, If any, under which it 1s
signed or an office or notanally certified copy or a copy certified in accordance with the Powers of
Attorney Act 1971 of such power and written authority, must be delivered to Dowmng LLP, 10 Lower
Grosvenor Place, London SW1W OEN or electronically at proxy@dowring co uk, in each case not less than
48 hours (excluding weekends and public holidays) before the time appointed for holding the Annual
General Meeting or adjourned meeting at which the person named in the Form of Proxy proposes to vote
In the case of a poll taken more than 48 hours {excluding weekends and public hohdays) after it is
demanded, the document(s) must be delivered as aforesaid not less than 24 hours (excluding weekends
and public holidays) before the time appointed for taking the poll, or where the polt i1s taken not more
than 48 hours (excluding weekends and public holidays) after it was demanded, be delivered at the
meeting at which the demand 1s made
In order to revoke a proxy instruction a member will need to inform the Company using one of the
foliowing methods
. by sending a signed hard copy notice clearly stating the intention to revoke the proxy appointment
to Downing LLP, 10 Lower Grosvenor Place, London SW1W 0EN In the case of a member which 1s a
company, the revocation notice must be executed under its common seal or signed on its behalf by
an officer of the company or an attorney for the company Any power of attorney or any other
authority under which the revocation notice 1s signed (or a duly certified copy of such power or
authority) must be included with the revocation notice
. by sending an e-mail to proxy@downing co uk
In either case, the revocation notice must be receved by Downing LLP before the Annual General Meeting
or the holding of a poll subsequently thereto If a member attempts to revoke his or her proxy
appointment but the revocation I1s received after the time specified then, subject to Note (d) directly
below, the proxy appointment will remain vahid
Completion and return of a Form of Proxy will not preclude a member of the Company from attending and
voting in person If a member appoints a proxy and that member attends the Annual General Meeting in
person, the proxy appointment will automatically be terminated
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NOTICE OF THE ANNUAL GENERAL MEETING
of Downing Distribution VCT 1 plc (continued)

(e)

(f

()

(h)

(1)

0

(k)
n

Copies of the Directors’ Letters of Appointment and the Register of Directors’ interests in the Ordinary
Shares of the Company, will be available for inspection at the registered office of the Company during
usual business hours on any weekday (Saturday and Public Holidays excluded) from the date of this
notice, untl the end of the Annual General Meeting for at least 15 minutes prior to and during the
meeting

Pursuant to Regulation 41 of the Uncertificated Securities Regulations 2001, the Company has specified
that only those holders of the Company’s shares registered on the Register of Members of the Company
as at 11 00 am on 11 September 2011 or, In the event that the Annual General Meeling 1s adjourned, on
the Register of Members 48 hours before the time of any adjourned meetmg, shall be entitled to attend
and vote at the said Annuval General Meeting in respect of such shares registered in their name at the
relevant ime Changes to entries on the Register of Members after 11 00 a m on 11 September 2011 or,
in the event that the Annual General Meeting Is adjourned, on the Register of Members less than 48 hours
before the time of any adjourned meeting, shall be disregarded in determining the right of any person to
attend and vote at the Annual General Meeting

As at 9 00 a m on 28 July 2011, the Company’s 1ssued share capital comprised 20,823,586 Ordinary Shares
and the total number of voting rights in the Company was 20,823,586 The website referred to above will
include information on the number of shares and voting rights

If you are a person who has been nominated under section 146 of the Act to enjoy information rights
{(“Nominated Person”)

e You may have a right under an agreement between you and the member of the Company who has
nominated you to have information rights (“Relevant Member”) to be appointed or to have
someone else appointed as a proxy for the Annual General Meeting,

s If you either do not have such a nght or if you have such a rnght but do not wish to exercise it, you
may have a right under an agreement between you and the Relevant Member to give instructions
to the Relevant Member as to the exercise of voting nghts,

* Your mam point of contact in terms of your investment in the Company remains the Relevant
Member (or, perhaps your custodian or broker) and you should continue to contact them (and
not the Company) regarding any changes or queries relating to your personal details and your
interest in the Company (including any admimstrative matters) The only exception to this 1s
where the Company expressly requests a response from you

A corperation which 15 a member can appoint one or more corporate representatives who may exercise,
on its behalf, all its powers as a member provided that no more than one corporate representative
exercises powers over the same share

A vote withheld 1s not a vote in law, which means that the vote will not be counted in the calculation of
votes for or against the resolution If no voting indication 15 given, the proxy will vote or abstain from
voting at his or her discretion  The proxy will vate (or abstain from voting) as he or she thinks fit in relation
to any other matter which 1s put before the Annual General Meeting

Except as provided above, members who have general quenes about the Annual General Meeting should
write to the Chairman at the registered office set out above

Members may not use any electronic address provided either in this notice of Annual General Meeting, or
any related documents {including the Chairman's letter and Form of Proxy), to communicate with the
Company for any purposes other than those expressly stated
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.____%(---________________________-________-__-______-__-__-_-__________-______________________________-_-____--_______-___-___-__-___-___-_-__-__-_-_---

DOWNING DISTRIBUTION VCT 1 PLC
FORM OF PROXY

For use at the Annual General Meeting of the above-named Company to be held on 13 September 2011 at
10 Lower Grosvenor Place, London SWIW OEN at 11 00a m

I/We* (in BLOCK CAPITALS please)

of
being the holder(s)* of Ordinary Shares of 1p each i the above-named Company, hereby appoint the Chairman of
the meeting (see note 1)

or

of
as my/our* proxy to attend for mefus* on my/our* behalf at the Annual General Meeting of the Company to be
held at 10 Lower Grosvenor Place, London SW1W QEN an 13 September 2011 or at any adjournment thereof

I/we* desire to vote on the resolutions as indicated in the appropnate column below Please indicate with an “X”
how you wish your vote to be cast

Detalls of the resolutions are set out in the Notice of the Annual General Meeting

ORDINARY BUSINESS FOR AGAINST WITHHELD

1 To recewve and adopt the Directors’ Report and Accounts

2 To approve the Directors’ Remuneration Report

3 To approve the payment of a final dividend of 2 5p per share

4 To re-appoint the Auditor and authorise the Directors to determine their
remuneration

5 Tore-elect Christopher Powell as a Director

6 To re-elect Stuart Goldsmith as a Director

7 Tore-elect Roger Jeynes as a Director

SPECIAL BUSINESS

8 To authorise the Company to allot shares

9 To authorise the Company to disapply pre-emption rights

10 To authorise the Directors to make market purchases of its shares

Signature{s)* Date

Notes

1 Any member of the Company entitled to attend and vote at the Meeting 1s also entitled to appoint one or more proxies to attend, speak and vote instead of
that member A member may appoint more than one proxy in relation to the Annual General Meeting provided that each proxy is appointed to exercise the
rights attached to a different share or shares held by that member A proxy may demand, or jorn In demanding, a poll A proxy need not be a member of the
Company but must attend the Meeting in order to represent his appointer A member entitled to attend and vote at the Meeting may appoint the Chasrman
or another parson as his proxy although the Chairman will not speak for the member A member who wishes his proxy to speak for im should appoint his
own choice of proxy (not the Chairman} and give instructions directly to that person

2 Delete “the Chairman of the meeting” If it Is destred to appount any other person and insert lis or her name and address I no name 15 inserted, the proxy
will be deemed to have been given in favour of the Chairman of the meeting 1f this Form of Proxy 1s returned without stating how the proxy shall vote on
any particular matter the proxy will exercise his discretion as to whether, and If so how, he votes

3 Any alterations to the Form of Proxy should be imitiatled

4 Tobevalid, a Form of Proxy and the power of attorney or other written authonty, if any, under which it s signed or an office or notanally certified copy or a

copy certified in accordance with the Powers of Attorney Act 1971 of such power and written authonty, must be delivered to Downing LLP, 10 Lower

Grosvenor Place, London SW1W OEN or electronically at proxy@downing co uk, i each case not less than 48 hours (excluding weekends and pubhic

holidays) before the time appointed for holding the Annual General Meeting or adjourned meeting at which the person named in the Form of Proxy

proposes to vote In the case of a poll taken more than 48 hours {excluding weekends and public holidays} after it is demanded, the document(s}) must be

delivered as aforesaid not less than 24 hours {excluding weekends and public holidays) before the tme appointed for taking the poll, or where the poll s

taken not more than 48 hours (excluding weekends and public holidays) after it was demanded, be delivered at the meeting at which the demand is made

in the case of a corporation, this form must be under its common seal or under the hand of some officer or atterney duty authonsed on that behalf

6  Inthe case of joint holders, the vote of the senior holder tendering a vote will be accepted to the exclusron of the votes of the other joint holders Senionity
depends on the order in which the names stand in the register of members

7  The completion and return of this Form of Proxy will not preclude you from attending and voting at the Annual General Meeting should you subsequentty
decide to do so If a member appoints a proxy and that member attends the Annual General Meeting in person, the proxy appeintment will automatically
be terminated

8 A vote withheld is not a vote in law, which means that the vote will not be counted in the calculation of votes for ar agatnst the reselution  If no voting
indrcation 15 given, the proxy will vote or abstain from voting at his or her discretion  The proxy will vote {or abstain from voting) as he or she thinks fit in
refation to any other matter which 15 put before the Annual Generat Meeting
* Delete as appropriate
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