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Investment Objective

Baronsmead VCT 3 is a tax efficient listed company which
aims to achieve long-term mvestment returns for private

mvestors.

investment Policy

® To invest primarily 1n a diverse portfolio of UK
growth businesses, whether unquoted or traded on
AIM

® Investments are made selectively across a range of
sectors in comparues that have the potential to
grow and enhance their value

Full details on the Company’s published investment
pohecy and risk management are contained in the
Directors’ Report on pages 17 and 18

Dividend policy

The Board of Baronsmead VCT 3 has the objective to
maintain a mimmum annual dividend level of around
4 5p per Ordinary Share if possible, but this depends
primarily on the level of realisations achieved and
cannot be guaranteed There will be vanations in the
amount of dividends pard year on year Since launch,
the average annual tax-free dividend paid to
Shareholders has been 5 4p per Ordinary Share
{equivalent to a pre-tax return of 8 Op per Ordinary
Share for a lhugher rate taxpayer) For Shareholders who
recerved up front tax relefs, their returns would have
been higher

www.baronsmeadvct3.co.uk

Contents

Financial Headlines 1
Summary Since Launch 2
Chairman’s Statement 4
Manager’s Review 7
[nvestment Portfolio 10
Ten Largest Investments 12
Creating Shareholder Value 14
Board of Directors 16
Report of the Directors 17
Directors’ Remuneration Report 24
Staternent of Directors’ Responsibilities 25
Independent Auditors’ Report 26
Accounts 27
Notice of Annual General Meeting 43
Shareholder Information 49

Corporate Information

Secondary market in the shares of

Baronsmead VCT 3

Shares can be bought and sold using a stochbroker, just
like shares 1n any other listed company Qualifying
purchasers (individuals over the age of 18 and LK
resident for tax purposes) can recerve VCT dividends
(including capital distributions of realised gains on
investments) that are not subject to income tax, and
capital gains tax 1s not payable on disposal of the VCT
shares

There 1s no minumum time for which VCT shares
bought 1n the secondary market need to be held, and
they can be sold in the normal way The UK tax
treatment of VCTs 15 on a first in first out basis and
therefore tax advice should be obtained before
shareholders dispose of their shares and also if they
deferred Capital Gains Tax 1n respect of new shares
acquired prior to 6 Apnl 2004

If you have sold or otherwise transferred all of your shares in Baronsmead VCT 3 ple, please forward this document and the accompanying form of proxy

as soon as possible to the purchaser or transferee, or to the stockbroker, bank or other agent through whom the sale or transfer was, or 1s being,

effected, for delivery to the purchaser or transferee




Financial Headlines

6.9%

NAYV per ordinary share increased 6 9% to 105 Op before
deduction of dividends

7.3p

Dividends for the year totalled 7 5p per share comprising two
interim dividends of 3p and 4 5p paid during the year, tax free for
qualfying shareholders

48.3p

Cumulative tax free dividends total 48 3p per share for founder
shareholders since launch in 2001, equivalent to an annual
average dividend of 5 4p per share The average annual dividend
over the last five years has been 6 9p per share

159.9p

NAV total return to ordinary shareholders for every 100p
invested since launch

8.7%

Based on the 7 5p dividends paid in the year and the nud share
price of 86 25p at year end shareholders have received a tax free
return of 8 7% for qualifying shareholders (the gross equivalent
yield for a higher rate tax payer 1s 12 9%)

Dividend history since launch

Source ISISEPLLP




Summary Since Launch

Baronsmead V(T 3 pic

Net asset value total return and share price total return since launch against the FTSE All-share Index total return

Source SIS EP LLP and AIC

AlC methodctogy The NAV total return to the investor including the original amount invested {rebased to 100) from launch assuming that dividends paid were re invested at the NAV
of the Company at the time the shares were quoted ex dvidend Transaction costs are not taken 1nte account

Performance Summary to 31 December 2009

Since launch
Total return* 1 year % 3 year % 5 year % Fa
Net asset valuet 69 (5 5) 273 599
Share pnicet 90 (2 7} 346 4038
FTSE All-share 30 1 (4 0} 368 231
* Source ISIS EP LLP and AIC
t These returns for BVCT 3 ignare up front tax reliefs and the impact of recerving dividends tax free
Performance Record
Ordinary Share
FTSE Combined
Total Share Net asset All Share total
net Net asset price value tetal expense
Year ended assets value (mad) total return* return ratiot
31 December £m p p o %o o
2001 £ 93 85 880 101 21 85 14 29
2002 32 94 85 855 105 35 65 83 33
2003 33 97 15 900 112 65 79 56 31
2004 35 106 38 925 125 64 86 77 35
2005 56 117 31 100 5 144 77 109 56 35
2006 67 130 77 1645 169 27 127 91 34
2007 65 120 44 115 170 56 134 71 34
2008 55 102 72 90 5 149 56 94 61 30
2009 53 97 50 86 25 159 89 123 N 31

* Source 1515 EP LLP
t As a percentage of average total shareholders funds (excluding performance fee)




Summary Since Launch

Dividends Paid Since Launch

Ordinary Share

Total Average

Revenue Capital annual Cumulative total annual

diwdend dividend dividend dwvidends dnadend

Year ended 31 December p p P p p
2001 2 30 - 2 30 230 230
2002 2 80 - 2 80 510 255
2003 220 2 00 420 930 310
2004 120 3 30 450 13 8o 345
2005 200 3 50 550 19 30 386
2006 175 475 650 26 80 4130
2007 230 520 750 3330 476
2008 240 510 750 40 80 510
2009 120 630 750 48 30 537

Cash Returned to Shareholders

The table below shows the cash returned to shareholders dependent on their subscription cost, including their income tax reclaimed on

subscription

Cumnulatve
Subscription Income tax Net cash diadends paid Net annual Gross
price reclaim Invested and proposed yield* yieldt
Year subscribed p p p p % %
2001 100 200 8oo 48 30 68 101
2005 - C share 100 400 600 19 8¢ 68 101

*Net annua! yield represents the cumulative dividends paid expressed as a percentage of the net cash invested

1The gross equivalent yield If the dividends had been subject to hugher rate (32 5%) \ncome tax

Dividends paid to € Shareholders post conversion have been adjusted by the conversion rauo (o 85642528)




Chairman’s Statement

The year to 31 December 2009 has seen a resumption of positive investment returns
amounting to a 6 9 per cent increase in Net Asset Value per share The unquoted investees
have shown good resilience while there has been a strong recovery in many of the share
prices of our AIM portfolio The unchanged 7 5p dividend per share paid in the year has been
largely paid out of reserves generated during this period

I am delighted to welcome Anthony Townsend as the second Chairman of Baronsmead VCT
3 on my retirement at the close of the Company’s AGM For most of the last nine years, the
Company’s performance has consistently been top quartile There have been a number of
profitable realisations that have enabled us to generate significant dividends since launch

Mark Cannon Brookes
Chairman

INVESTMENT PERFORMANCE

Results to 31 December 2009

[n the twelve months to 31 December 2009, the Net Asset Value
(NAV) per share mncreased 6 9 per cent from 98 22p to 105 00p
before the dividend payments The position can be summarised
as follows

NAV at 1 January 2009 98 22*
Valuation uphft 678
105 00
Interim dividend pawd on 7 September 2009 (3 00)
Interim dividend paid on 30 December 2009 (4 50}
NAV at 31 December 2009 97 30

*Adjusted for 4 5p 2008 final dividend for comparative purposes

The 6 9 per cent growth 1n NAV per share over the year was
generated by a 4 per cent increase in the value of the ungquoted
portfolio and an increase 1n the value of the AIM portfolio of
33 per cent The FTSE All-Share Index mncreased 30 1 per cent
over the same 12 month period The positive direchion of NAV
per share started 1n March 2009 and has steadily tncreased since
then

At the period end, over 70 per cent of the caprtal raised prior to
31 December 2007 was mvested in VCT qualifying investments
and the 5 other VCT quahfying tests had also been met
throughout the year

Long term performance

The Company’s Investment Ohjective emphasises the longer term
performance of the Company This 15 also consistent with our
understanding of shareholders investment horizons The Board
reviews the long term performance of the Company using a
number of different metrics, but takes particular account of total
dradends paid to shareholders as well as NAV and Share Price
total returns

The second terim dividend took the cumulative dividends paid
(tax free to qualifying shareholders) to founder shareholders to
48 3p per share This 15 an average annual dividend throughout
the life of the Company of 5 4p per year

There have heen bwo prospectus fund raisings by Baronsmead
VCT 3 excluding the current Joint Offer swith Baronsmead

With the portfolio in good shape, I believe the Company 1s well positioned to take advantage
of improving market conditions

VCT 4 Sharehelders from these prior offers have to date achieved
positive absclute NAV returns The performance since launch to
December 2009 puts Baronsmead VCT 3 1n1 the top quartile of
other Generalist VCTs launched 1n the same tax year Fuller
comparisons have recently been provided by the Association of
Investment Companies {AIC) who publish monthly data on ther
website, www theaic co uk

The returns to shareholders are sigruficantly enhanced by the tax
benefits available to VCT investors At a time of lower and
sometimes negative investment returns, the proportional benefit
from these taxation reliefs 1s greater

PORTFOLIO

The valuation guidelines for unquoted companies have been
revised by the International Private Equity and Venture Capital
Valuation Board to faclitate complhiance with Internatronal, US
and UK accounting standards The Board has apphed the new
guidehnes having been satisfied that these provide an improved
framework for estimating market value In valuing the
unguoted investments the Board has available to 1t a significant
amount of information for comparison purposes including
earnings multiples of recent transactions, P/Es of comparable
quoted companies and FTSE sectars, all suitably adjusted for size,
hquidity, gearing, growth prospects and business mix AIM
mvestments continue to be valued at bid price

SeriptSwitch was sold in October 2009 at almost four times the
mthal cost of the investment made in May 2007 while the
unquoted investment m Green Issues was realised at zero value
Seven AIM investments were reahsed (but shares retained 1n two
of the purchasers) and another six written off Those companies
which were sold 1n 2009 had increased i1 value by £1 4 mullion
since 31 December 2008, sphit almost equally between
ScriptSwitch and those realised from the AIM portfolio Three
new AIM 1nvestments were made and as a result the overall
portfolio of quoted investments reduced 1n number to

45 companies during the year

48 per cent of the net asset value of £52 ¢ mullion was invested in
unquoted compames, 23 per cent i AIM, histed and collective
mvestment vehicles and the balance of 29 per cent remained in
hquud assets or government securtties The largest unquoted
Investment, Reed & Mackay, and the largest AIM mvestment,
IDOX plc, represented 5 ¢ and 2 2 per cent of Net Asset Value
respectively




Chairman’s Statement

Unquoted portfolio

The performance of the unquoted portfolio has been robust and
1its valuation has increased by 4 per cent This vahdates the
quality of the portfolio and the effectiveness of close cooperation
and active Manager inveolvement with the investee companies

On average, the current portfolio of unquoted mvestments 1s
valued at some 22 per cent hugher than ongnal cost

13 companies are valued at higher than cost and 5 are valued
below cost

AlM-traded portfolio

The AIM portion of the portfolio has improved 33 per cent over
the last 12 months recovering a good part of the previous year’s
falls In the second half of the year five of the investee companies
were sold outright confirming that acqutrers could still
appreciate the good value that resided 1n these relatively lowly
raled situations This also supports the longer term strategy of
taking more influential stakes 1n a smaller number of AIM
mnvestments, where a likely exit strategy to a trade buyer can be
envisaged

Non-Qualifying AIM and Small Cap
Investments

The Company has invested a very small proportion of 1its assets
n non-VCT qualifying AIM and Small Cap companies tn order to
take advantage of investment opportuntes that the Manager
1identifies 1n this area These 1nvestments are now arranged
through a cotlective investment vehicle set up and managed by
the Manager w1 order to provide the Baronsmead VCT Boards
with greater flexibiity to choose and vary their respective
Company’s allocation to this area of investing This investment
15 referred to in the portfolio and the various notes to the
accounts as Wood Street Microcap Investment Fund and during
the year Baronsmead VCT 3 invested £525,000 (approximately
1 per cent of the Company’'s NAV) 1n this vehicle The Manager
recerves no additional fee for managing the Company’'s
investments in this way

UK economic impact from VCT investment

V(T tax reliefs encourage private imnvestors to mvest in UK
growth comparues that mainly require £2 million to £10 million
of nsk capital

The return on this investment 1n tax reliefs can be gauged by the
subsequent growth of the investee companies, many of which
since our launch in 2001 have grown successfully dunng our
period of ownership The number of employees across

the investee companies acquired since Apnl 2004 within the
unquoted portfoho of the Baronsmead VCTs increased from
1,995 to 3,077 from the date of iutial investment as stated in
therr latest audited accounts

PROSPECTS FOR NEW INVESTMENT

The market for investing 1n new transactions has been depressed
over the last 12 months with overall M&A volumes down
signuficantly although eight follow on investments were
completed dunng the year under review The qualty of new
unquoted proposals 15 improving as confidence begins to return
to the market Additionally the Manager has an achve
programme of directly approaching prospective investee
companies 1n selected sectors, and this s building a strong
pipeline of entrepreneurs who would like to work with the
Manager when the timing 1s right This continues to be a
significant mvestment for the future

The volume of quahfying AIM opportun:ties has increased
markedly although conversion rates have, so far, remained low
as the Manager continues to maintain a high quality threshold
for new nvestments Prospects for the AIM market generally
have been at a low ebb but are now improving as recent research
1s Increasingly recognising that the AIM market plays an
unportant role for venture backed companies as they transition
1nto more mature companies through an PO

SHAREHOLDER ISSUES

Joint offer prospectus launched in January
2010

Sharcholders gave the Board authornity at the annual general
meeting held on 18 March 2009 to issue up to 13 milhon
ordinary shares, by way of a Joint Offer The Securittes Note for
a Joint Offer in conjunctien with Baronsmead VCT 4 was sent to
all Sharehelders in January 2010 and aums to raise up to

£8 rullion for each of Baronsmead VCT 3 and Baronsmead VCT
4 The final closing date 1s 1 April 2010 but the Directors reserve
the nght to extend the Jomnt Otfer beyond this date

One of the key messages i the Securtties Note 1s *‘the Directors
and Manager believe that 1t is an advantageous time in the
economic cycle, when prices of assets are expected to be
attractive, to raise capital to enable the Companies to continue
making investments 1n accordance with theiwr investment
strategles’

The Directors of Baronsmead VCT 3 already hold over a quarter
of a million shares in the Company and have agreed to subscribe
at least another £45,000 for further shares as part of the Joint
Offer with Baronsmead VCT 4 ple

Company brokers

The Company’s former broker, Teathers, ceased to operate as a
market maker during March 2009 However, several other firms
became market makers during that month thereby mimmsing
the impact this could have had on the discount to NAV at which
the Company’s shares were traded Currently the Company’s
shares have three market makers, namely Matrnx Corporate
Capttal, Winterflood and Singer Capital Markets

Following a review of brokers the Board agreed to appoint Matrnx
Corporate Capital as the new broker to the Company from the




Chairman’s Statement

beginnung of August 2009 Thelr specialist knowledge of the VCT
sector enables the bid - offer spread to remain narrow at around
2p to 3p per share rather than the much wider spreads typical
for sumilarly sized quoted public companies

Buy backs and market discounts

During the 12 months to 31 December 2009, 0 9 mullion shares
were bought back (all between March and May 2009) This was
a peak time as the 24 Om ordinary shares, 1ssued ongmally as
C shares 1n 2005/2006, reached their thurd year anniversary
Since then most of the shares that have come up for sale have
been acquired as part of the Dividend Reinvestment Plan,
totalling 702,000 shares tn the second half of the year The
average market price discount to NAV was around 10 per cent
over the year which compares tavourably to the rest of the VCT
sector where discounts to NAV were generally higher

Finance Act 2009 and Pre-Budget Report
2009

Following the changes announced in the 2009 Budget and
implemented in the Finance Act 2009, for those individuals
earning 1n excess of £150,000 annually, restnctions have been
ntroduced which curb both the level of contributions and the
amount of tax rehef avatlable on those contributions made into a
pension scheme wnth effect from 6 Apnl 2011 Further
restrictions have been introduced for this tax year and next,
known as “‘anh-forestalhing measures” which prevent many
individuals investing large sums into their penston schemes
ahead of the changes coming nto force

As a result, VCTs may now represent an attractive supplement to
traditional pension planning for people affected by these changes
and others seeking to implement their retirement planning
options and tax efficient investing generally Investors should
consult therr finanaal advisers about how these changes might
affect them and whether or not investing 1n VCTs 15 suitable for
them, taking into account their personal circumstances

The Pre-Budget Report announced a consultation process on a
number of changes to conclude the EU’'s State Aid approval
conditions and refine the targeting of tax relief The Manager 15
actrvely engaged with industry bodies in the consultation
process

BOARD SUCCESSION

Last year [ alerted shareholders to the review being carried out by
Andrew Karney, the Semior Independent Director, regarding
Board Succession as the current Board had been in post since our
mcephion 1n January 2001 As a result Anthony Townsend
jomned the Board in August 2009 and I am now very pleased that
he has accepted the Board's invitation to take on the Chatrman’s
role Hes an experienced Charrman and has 1n depth expertence
of both investment banking and fund management The latter
includes much knowledge of investment trusts and he has

previously been chairman of the AIC (formerly the Association of
[nvestment Trust Compantes)

It ts rewarding for me to see the progress of Baronsmead VCT 3
since 2001 Qur total return performance places us among the
top quartile in the VCT sector and compares favourably against
larger investment trusts in Private Equaty Much of this return
comes from the unquoted portfohio and from the profitable sale
of investments, distmbutions of net capital realisations amounted
to 30p per share (out of the 48 3p total paxd out) over this pered
This performance 1s a testament to sticking to our mnvestment
pohcies through the previous stock market low of March 2003
and now the current global financial crisis

This has been achieved 1n part because of a strong focus on risk
management Good diversity 1n the portfolio has been
paramount as evidenced by 64 holdings m the present portfoho

ANNUAL GENERAL MEETING

[ look forward to meeting as many shareholders as possible at
our Annual General Meeting at 10 30 am on Tuesday 18 May
2010 to be held at the London Stock Exchange, 10 Paternoster
Square near St Paul's Cathedral The AGM will be followed by
presentations from the Manager and an investee company, a
Iight lunch and shareholder workshop

OUTLOOK

Equuty markets have rallied in recent months anticipating that
the pace of decline in the UK economy over the past 12 months
has slowed and perhaps stabilised There can be httle doubt that
the finances of the consumer will come under conswderable
pressure but whilst remamng cautious, the Board and Manager
share the belef that once greater stabihty has returned to UK
finanaal and industrial markets your Company s well placed to
capitalise on a more favourable investment environment

The Directors believe that the new capital being rased in this
quarter 1s an attractive opportunity for both exasting and new
shareholders, providing further balance sheet strength and
flexsbility for Baronsmead VCT 3 to sustain investment in
smaller UK growth companies

We continue to momitor developments 1n relation to the proposed
EU Drrective on Alternative Investment Fund Managers (AIFM)
which may impose restrictions on the Manager and/or the
Company over the manner in which investments are made and
funds raised The Directrve 1s currently 1n a consultation phase
that encompasses both the EU Counal and Parllament and the
Company and Manager are supporting the AIC and BVCA in
therr representation to this process

Mark Cannon Brookes
Charrman

18 February 2010




Manager’s Review

Andrew Garside
Fund Manager

Sheenagh Egan
Chief Operatng Officer

Michael Probin
Investor Relations

Het Marsh
AIM Investment Manager

We have worked closely with the companies in the unquoted portfolio to ensure their stability and to position

them advantageously as the economic chmate improves Trading across the portfolio has generally improved

Investment opportunities for both potenhal and existing AIM companies of the nght quality are evident
Management teams i unquoted companies are also ganing confidence to partner with us in fulfiling their

growth ambitions

PORTFOLIO REVIEW

The total portfolio comprised 64 investee compares at the
year end after seven realisations and seven write offs For
those AIM-traded companies that have been written off, they
had largely been revalued at low share prices 1n prior years
and so the decrease 1n value this year was limited to

£0 3 milhon, approximately 0 5p NAV per share Cash
proceeds from all realisations totalled £6 0 mullion, including
£3 5 millon from the sale of ScriptSwitch

Three new investments were made 1n Clanty Commerce
Solutions, Green Compliance and Marwyn Value Investors,
all AlM-traded companies Further investments were made 1n
existing nvestees amounting to £0 9 mulion The
shareholding 1n Inverness Medical, a NYSE listed company,
was taken in exchange for selling our holding in Concateno
and we also receved shares in Chime Commumecations for

our holding in Essentially Group

All new investment and reahsations are scheduled on page 9
of the annual report

Portfolio companies are reviewed quarterly in terms of their
financial health and 1n the last two quarters, those exhubiting
steady or better trading progress have improved to 84 per

cent In part this has come from focusing on robust business
maodels where growth strategies are less dependent on overall
econome growth and more on the competitive advantage in

delivering superior value to their end customers

ScriptSwitch was sold to a US trade buyer in the healthcare
market, resulting in a return, including expected escrow
payments, approaching 4 0 tumes the cost of the imtial
mvestment made in May 2007 1t had grown rapdly due to
the demand for 1ts umque prescribhing software in reducing
cost within Primary Care Trusts’ drug budgets More than
115 NHS Primary Care Organisations have benefited from
their prescribing decision support estimated to presently save
£1 2 milhon per month The CEO, Mike Washburn, became
the BVCA ‘Venture Capital backed CEO of the year’ 1n
October 2009




Manager’s Review

Unquoted portfolio management

ScriptSwitch and three other case studies of unquoted
companies from different sectors within the portfolo are set
out on pages 14 and 15 These are the same four companies
that were profiled last year and the intention this year has
been to show how the Manager has worked with the
management teams to prepare each husiness for the more

difficult trading conditions that they would experience

For example, the financial structures adopted in the unquoted
portfolio have been designed to be prudent wherever possible
with relatively low levels of external debt There are several
ways of measuring borrowmngs but the most common
relates to the level of net borrowings divided by annual
operating profits defined as EBITDA — earnmings before
interest, tax, depreciation and amortisation At an average
ratio of 1 7 tumes across the unquoted portfolio, the level of
debt within the portfoho as a whole 1s relatively low and
considerably less than those typrcally used in larger private

equity transactions

The Manager 1s also actively involved i assisting investee

companies mamntam tight control of overheads, focusing on
efficient working capital management and ensuring early

communication with each investee company’s banks to help
manage risk and minmimise 1ssues Presentations by 1nvestee
companies at each AGM have illustrated the close relationship
between the executive management of unquoted companies

and the Manager

Nexus 1s a good example of a growth company operating in
the relabively mature UK car and van rental market After the
imttal investment in early 2008, we encouraged the
acquisttion of a competitor partly financed by further
mnvestment from the Baronsmead VCTs late last year As a
broker, Nexus provides a comprehensive procurement service
for corporate users, winch delivers access to a huge range of
rental suppliers and vehicles from a single ordening pomnt At
the heart of the business 1s an innovative internet based

system that offers these extensive capabilities cost effectively

The two rounds of investment in Nexus cost £1 9 million and
have been valued at £2 5 mllion as at 31 December 2009

AIM investment

The sentiment towards the AIM market has matenally
improved during the year and this confidence can be seen in
several ways A series of satisfactory trade sales occurred in
the second half of the year as well as trade buyers taking
strategic stakes in a number of investees as they perceive
greater value There 1s also greater demand currently for
potential AIM floats {IPOs) where the companies believe that
capital raised from AIM can satisfy thewr growth
aspirations

During the year, further investment was made 1n six AIM
companies where we percelved good value and wished to be
supportive of theirr growth plans Most of these companies
endeavour to dominate thewr specialist market niche and we
belteve can then hecome attractive takeover targets with
greater critical mass The portfoho as a whole was 33 per cent
higher over the year

Our strategy for investing 1n AIM-traded compamnies 15 to use
private equuty disciplines where possible and focus on
holdings where the Manager can be an influential
shareholder This approach means that the portfolio wll
become more concentrated and already the tail of smaller
mvestments has been shortened with a number of write offs
and sales Some of these investments, however, may be
retained over the medium term as they still contribute
stignificantly to the 70 per cent VCT quabfying test even

though they have a relatively low market value

OUTLOOK

The last year has been a tune for entrepreneurnal companies
to be focused on runmng a tight operation and ensuring they
can control their destiny despite the difficulties of the banking
market This has largely been achieved across the portfolio
The tmproving economic climate 1s now there for these
companles to grow both market share and profits [t will be
the continued 1nnovation and drive of these companies aded
by the support of expernenced and active investors like 1515
that can create value for the shareholders 1n Baronsmead
VCT 3

iSIS EP LLP
Investment Manager
18 February 2010




Manager’s Review

New investments n the year to 31 December 2009

Number Company Location Sector Activity Investment cost (£'000)
AlM-traded and listed investments
New
1 Clanty Commerce Solutions plc Basingstoke IT & Media Software for leisure tndustry 50
2 Green Comphiance plc Cirencester Business Services Blue collar compliance 250
Marwyn Value Investors plc Londen Financial Services Investment fund 64
Follow on
1 Adventis Group plc Londen IT & Media Marketing services agency 82
2 Electric Word ple Ltondon IT & Media Business to business publisher 237
3 Ffastfdl plc Sevencaks IT & Media Trading platform software provider 140
4 IDOX plc London IT & Media Public sector software and services 118
5 Kiatech International plc Surrey Healthcare & education Amimal feed additives 75
[ WIN plc High Wycombe IT & Media Text messaging services 150
Paper consideralion
1 Inverness Medical Inct USA Healthcare & Education Developer of health management programmes 180
2 Chime Commumcations Group pic# London T & Media Marketing services agency 369
Total AIM-traded and listed investments 1,535
Unquoted investments
Follow on
1 Occam DM Ltd Bath IT & Media Integrated data services 8
2 Xention Discovery Cambndge Healthcare & education Developer of on channel modulaung drugs 90
Total Unquoted investments 98
Collective investment vehicle
New
1 Wood Street Microcap Investment Fund 525
Total Collective investment vehicle 525
Total Investments in the period 2,158
t Paper consideration from sale of Concateno pic traded on New York Stock Exchange + Paper considerauon from sale of Essenually Ltd
Realisations n the year to 31 December 2009 Value at Realised
First 31 December profit/(loss) Overall
Investment 2008 Proceeds this period Multiple
Number Cormnpany date f ooo (E'o00) {000 return*
AlM-traded realisations
1 Claimar Care Group plc Trade sale jan os 59 71 211 05
2 Concateno plc Trade sale Oct o6 394 525 131 13
3 Craneware plc Part sale Sep o7 174 185 1" 17
4 Electric Word plc Part sale Mar 08 9 12 3 o7
5 Essentially Group Lid Trade sale Jun 07 189 369 180 07
& Ffastfill plc Part sale Jun o7 166 360 193 16
7 Independent Media Distnibution plc  Market sale Mar 08 9 13 4 09
8 MBL Group plc Market sale Jan 03 195 182 187 07
9 Research Now plc Market sale Dec 07 227 376 149 14
10 Sitverdell plc Market sale May o8 2 1 (1) 01
1,424 2,494 1,068
Written off
1 EBTM plc May 07 51 - (51) -
2 Fishworks plc fun 95 15 - (15) -
3 IPT Holdings plc Nov 04 4 - (4) 09
4 MKM Group plc May 04 5 - (5) -
5 Optimisa ple Oct 07 28 - (28) -
6 Relax Group ple Feb o8 198 - (198} -
301 - (301
Total AIM-traded realisations 1,725 2,494 767
Unquoted realisations
1 Creen Issues written off Dec 05 - - - -
2 ScriptSwatch Trade sale May 07 2,806 3,509 703 37
Total Unquoted realisations 2,806 3,509 j03t
Total Realisations 4,531 6,003 1,470

*Includes imerestfdvidends received loan note redempuens and partial reaisations accounted for in prior periods

tBefore deferred proceeds of £27 ooo received for Language Line




Investment Portfolio

Investment Classification at 31 December 2009

By Sector Total Assets

Time Investments Held

Unquoted Valuation Basis

31 December 31 December % of equity
2008 2009 held by % of equity

Book cost Valuation valuation % of net Baronsmead held by al!
Company Nature of business E ooa £ ooo £'000 assets VCT 3 plc funds*
Unquoted
Reed & Mackay Business Services 1,21 2763 3145 59 93 352
Camell Contractars Business Services 1 459 2307 2,639 590 83 EYE
Nexus vehicle Holdings Lid Business Services 1,868 1 868 2611 47 26 57 a
Quantix umited IT & Media 1194 1468 1 862 35 14 480
CableCom Netwerking Holdings Lid IT & Media 1,38% 1655 1848 35 50 6 480
Fisher Outdoor Leisure Hotdings Ltd Consumer markets 1423 1433 17177 34 05 a0
Independent Lving Services Healthcare & Education 80 1034 1,566 ip 144 605
Kafevend Holdings Lid Cansumer markets 1,252 1635 1 445 17 15 8 66 5
Crew Clothing Company Ltd Consumer markets 933 1,359 1300 25 59 %0
cs¢ (world) Limited IT & Media 1,606 1,250 1250 24 88 400
Aclive Assistance Healthcare & Education 679 982 1155 22 74 335
MLS IT & Media 8 969 V138 22 53 225
Credn Solutions Financial Services 1,032 1130 ¥127 21 86 350
Playforce Holdings timited Business Services 1033 1033 1106 21 97 ano
Empire Wortd Trade Limited Business Services 1,297 1138 658 12 71 300
™VC Group Limited ir & Media 1233 587 341 07 110 503
Xention Discovery Healthcare & Education 893 660 183 03 33 56
Occam DM Ltd i1 & Meda 516 636 [F3l 02 58 570
Kidsunlimited Group Ltd Business Services 13 113 113 0z 0o 0o
Total unquoted 20,745 26 015 25 285 4578
AlM
D0X ple IT & Media 1,038 792 1,136 22 32 96
Advanced Computer Software plc IT & Media 525 526 1,081 20 K] 45
Brulines Holdings plc Business Services 646 647 715 15 19 97
Murgiroyd Group plc Business Services 319 553 N2 14 31 61
Beghtes Traynor Group plc financial Services 231 375 607 1M a6 25
Green Comphiance ple Business Services 250 - 500 [ Y] 24 14 6
WIN plc IT & Media 413 120 374 07 44 197
Proactis Heldings plc IT & Media 400 93 307 (Y] 30 151
Kiotech International plc Healthcare & Education 275 50 298 X 22 158
Ffastfilé ple IT & Media 51 215 297 o6 09 66
Driver Group plc Business Senices 438 190 294 X} 23 104
Mount Engineenng plc Business Services 385 302 276 X3 23 134




Investment

Portfolio

31 December 31 December % of equity
2008 2009 held by % of equity
Book cost Valuation Valuation % of net Baronsmead held by all
Lompany Nature of business £ ooo £ ooo { 000 assets VCT 3 plc funds*
AIM (continued)
Adventis Group plc IT & Media 361 s 267 05 35 30
InterQuest Group plc Business Services 310 197 259 o5 18 74
Electric Word plc IT & Media 236 9 247 05 29 216
I Pharma plc Healthcare & Education 246 207 239 o5 1o 1]
JjeXf Group ple Financial Services 551 406 235 04 ¥ 52
Stagecoach Theatre Arts plc Consumer markets 419 16 194 o4 45 91
Praesepe pl Consumer markets 525 ng 185 o3 1 62
Plastics Capial plc Business Services a7 189 184 03 18 100
Craneware plc IT & Media n 290 184 03 02 11
vero Software plc IT & Media 300 167 1% 03 37 143
Quadnetics Croup plc Business Services 296 m 162 03 a6 21
Tasty plc Consumer markets 356 161 161 03 17 130
Huveaux plc T & Media 541 179 168 03 14 44
Cohort pic Business Services 179 137 128 03 03 14
Sanderson Group plc T & Media 387 139 132 02 18 69
Profogic plc T & Media 310 12 124 02 41 150
Autoclenz Holdings plc Business Services 400 32 112 02 31 123
EG Solutions ple IT & Media 378 53 101 02 31 142
Character Group plc Consumer markets 144 38 88 02 o4 26
Colliers CRE pic Financial Services 4709 £ 78 01 03 08
Tangent Communications plc Business Services 180 45 73 a1 LE:] 47
Marwyn Value Investors plc Financial Services 64 - 62 01 13 60
Brainjuicer Group pic IT & Media 50 42 59 a1 04 18
S$TM Group pl¢ frnancial Services 140 93 58 a1 05 38
Clanty Commerce Solutions plc IT & Media 50 - 40 o1 03 64
Mission Markeung Group {The) plc IT & Media 190 68 35 o 04 14
Real Geod Food Company (The) plc Consumer markets 5aC 7 17 [])] as 23
Zog Digitat Group ple IT & Media [1:73 5 15 c0 03 10
INVU ple IT & Media 35 4 0 a0 01 12
Payzone plg Consumer markets 88 F [} oo oo o1
Total AIM 14,042 1,152 10,394 197
Listed
vectura Group plc Healthcare & Education mn 804 1,208 23 as 13
Chime Communications plc IT & Media 368 - 372 07 03 16
Total histed 1,140 Bo4 1,580 30
New York Stock Exchange
Inverness Medical Inc Healthcare & Educatron 180 - 224 04 1] 01
Total New York Stack Exchange 180 - 224 o4
Interest beanng securibies
U¥ T Bill oaforf10 5 498 - 5,468 104
UK T Bill 08/02/10 1249 - 1249 24
UK Treasury 4 75% 07/06/10 493 - 506 10
BlackRock Cash Market DEIC 5,700 - 5 Jj00 307
Total interest beanng secunties 12,940 - 12 956 25
Collective investment vehicles
wood Street Microcap Investment Fund [¥14 - 526 10
Total collective investment vehicles 525 - 526 10
Total investments 49,572 - 50,965 964
Net current assets less creditors due after one year - 1,913 36
Net assets - 52,878 1000
* All funds managed by the same (nvastment manager SIS EP LLP, including Baronsmead V(T 3
AIM and Listed Portfolio Concentration Analysis {at 31 December 2009)
% of
Book cost Valuation Quated
Investmeni ranking by valuation E oo f ooo portfolio
Top Ten 4953 7011 575
i1-20 3,232 2635 né
21-30 3547 1,680 138
30+ 3620 872 71
Total 15,362 12,198 1000




Ten Largest Investments

The top ten investments by current value at 31 December 2009 illustrate the diversity and size of investec companies within the portfolio This
financial information 1s taken from publicly available information, which has been audited by the auditors of the investee companies

This analysis now details figures for the top ten imvestments at the holding company level rather than at the trading entity level We believe this
gves an improved presentation and although a different basis to previous annual reports the prior year compansen figures are intunally

consistent

REED & MACKAY HOLDINGS LIMITED London

M 1515 EP LWP managed funds

tirst Investment November 2005
Total Cost L4 870 000
Total equity held 39 20%
Baronsmead VCT 3 only
Cost £1 211000
Valuation £3,145 000
Valuation basis Earmings Multiple
% of equuity hetd 9 31%

High quality business travel

Year ended 31 March 2009 2008
£million £ nullion
Sales 16 0 134
EBITA 35 32
Profit before tax 16 11
Net Assets 23 15
No of Employees 221 195 www reedmac com

{Source Reed & Mackay Haldings Lirmited Report and Finanaal Statements 2009)

Reed & Mackay provides specralest business travel management services to professiwnal services firms and
corporates {ts high touch senvice has been developed to deliver the complex travel requirements demanded by
huigh performing clients fromt the legal, financeal, tsurance and entertainment sectors

CARNELL SUPPORT SERVICES LIMITED Penkndge

All 1SS EP LLP managed funds

First Investment March 2008
Tatal Cost L6 000 000
Total equity held 37 50%
Baronsmead VCT 3 only
Cost £1 499 000
Valuation £1 639 D00
Valuation basis Earmings Mulhple
% of equuty held B 25%

Providing support to the highways sector

Year ended 30 September 2008
£ milhon
Sales 13 8
EBITA 17
Profit before tax 03
Net Assets a7z
No of Employees 113 www carnellcontractors com

(Suurce Carnell Support Senices Lirmted  Audited Annual Report
and Aceounts 2008)

Carnell provides spect ilist maiitenance ane support sertices to the Highis ays Agency strategic road network
It provides services across a broad spectrum wncluding infrastructure technology, dramnage and w iter
management

NEXUS VEHICLE HOLDINGS LIMITED Leeds

All ISIS EP LLP managed funds

First Investment February 2008
Total Cost £7 500 000
Total equity held 57 42%
Baronsmead YCT 3 only
Cost £1 868 000
valuation £2 511000
Valuation basis Earnings Multiple
% of equity held 12 63%

Vehicle rental broker

Year ended 30 September 008"
£ mullion
Sales 69
EBITA 04
Loss before tax (0 5)
Net Assets 02
No of Employecs 22 www nexusrental ¢o uk

“Actounts for 9 month period  (Suurce Nexus Vetucle Holdings Limited  Financial Statements 2008)

Neaus 15 a broker of car and 1an rental, proveding @ comprehensive procurement service for corporate users
tohieh delivers access to a huge range of rental suppliers and velnele types from a single erdering point The
system 15 nternet based and offers extensive capabiicties at the same time 15 cost effective supply

QUANTIX Nottingham

(A trading name of Newinccoo 635 Limited)
AlL ISIS EP LLP managed funds

Outsourced database maintenance

First Investment March 2007

Tatal Cost £:4,800 Q00

Total equity held 48 00%
Baronsmead ¥CT 3 onty

Cost £1 184 000

valuation £] 862 000

Valuation basis
% of equity held

Earrings Multiple
11 40%

Year ended 30 September 2008 2007
£Lmlhon £ milhon
Saley 83 34
EB[TA 12 04
Loss before tax {0 3) 0 3)
Net Assets 07 10
No of Employees 42 33 www quantix-uk com

{Source Newinweo 635 Lumited audided Annual Report and Actounts 2008)
Quantex operates in the growang field of (Toutsourced services It provides remote matntenance and support to

corporates that use large databases, saving them the cost of emploving specialist expertise 1t house 1t also
provides consultancy and product sales for database and IT securily applcations

CABLECOM NETWORKING HOLDINGS LIMITED Clevedon

All ISIS EP LLP ged funds

First Investment May 1007

Total Cost £5 600 000

Total equity held 48 00%
Baronsmead VCT 3 only

Cost £1 381 000

Valuation £1 848 000

Valuation basis
% of equuty held

Earmings Multiple
10 56%

Year ended 30 Septernber 2008

£ milhon
Sales 61
EBITA 13
Loss before tax on
Net Assets 14
No of Employees 40

Accounts for 5 month penod

{Source Cablecom Networking Holdings Limited Audited Annual Report and Accounts 2008)

Cablecom » primary bustness 15 to deliver and manage vared and wireless broadband comnunication sen ices
to fugh density accommodation such as student halls of residences These managed senices are provieled
through long term contracts In addition the business installs networked communication systems for

corporate customers

Internet access solutions

2007*

£ milhon
12

05

on

16

36
www cablecomnetworking co uk




FISHER OUTDOOR LEISURE HOLDINGS LIMITED St Albans  Supplying the cycling industry

AlLISIS EP LWP managed funds

First Investment June 2006
Total Cost £5 700 000
Total equsty held 44 00%

Baronsmead V(T 3 only

Cost £1 423000
Valuation £1 777000
Valuation basis Earmings Multiple
% of equity held 1045%

Year ended 31 January 2009 1008
Lmillion £ mullion
Sales 222 193
EBITA 18 21
Profit before tax o1 05
Net Asscts 10 11
No of Employees 83 83 www fisheroutdoor co uk

(Source Fisher Outdoor Lasure Holdings Limuted Directors Repart and Finanaal Statements 2009)

Fsher s a key supplier of bicycle parts and accessortes to chains, on-line retaters and independent shops 1t
has exclustve rights to promote and distribute some of the key international branded products nithun the UK
and alse has some own branded products

ILS GROUP LIMITED Alloa

All ISIS EP LLP managed funds

First Investment September 2005
Total Cost £3 235 000
Total equity held 60 45%

Baronsmead ¥CT 3 only

Cast E801 000
Valuation £1566 000
Valuation basis Earnngs Multiple
% of equity held 14 36%

Acute domuctliary care

Year ended 30 September 2008 2007
L£million £ rullion
Sales 127 110
EBITA 18 17
Profit before tax 06 06
Net Assets 09 Q9
No of kmployees 838 846 www |lsscotland com

{Source [L5 Group Limted Chrectors Report and Finanaal Statements 2008)

ILS 15 om of the leading providers of acute domediary care tn Seotlend ILS traned carers provide services in
the home for care users on beRalf of its Local Authortty customers As well as growing from winning new
contracts as LAs putsource more work, 1515 fras suppotted four acquisitions te date

KAFEVEND GROUP LIMITED

AL ISIS EP LLP managed funds

First invesiment Octobur 2005
Total Cost £5 024 000
Total equity held 66 50%

Baronsmead VCT 3 only

Cost £1 251000
Valuation £1 445 000
Valuation basis Earmings Multiple
% of equity held 15 79%

Crawley SME dnnks vending
Year ended 30 September 2008 2007
Lmllon £ mlhon
Sales 161 14 4
EBITA 11 06
Profit hefore tax 12 07
Net Assets 27 19

No of Employees 107 103 www kafevending co uk

(Source hatevend Group Lirmited audited Annual Report and Accounts 2008)

Kafevend provides a comprehersiy e hot drnks vending service across the UK 1t supplies corporate customers
with a renge of vending machunes typreally on rental or lease terms, and ther supplies consurables and
machtne servictng

CREW CLOTHING HOLDINGS LIMITED London

AlLISIS EP LLP managed funds

First Investment November 2006
Total Cest £3 750 0003
Total equity held 25 00%

Baronsmead VCT 3 only

Cost £933 000
Yaluation £1 300 000
Yaluation basis Earmings Multiple
% of equity held 5 94%

Multi-channel clothing retaier

Year ended 26 October 2008 2007
Lmilhion £ mullion
Sales 220 15 ¢
EBITA 14 12
Profit before tax 08 0é
Net Assets 23 18
No ot Employees 209 155 www crewclothing co uk

(Source Crew Clothung Holdings Limsted audited Annual Report and Financial Statements 2008)

Crew 1y a British brand of men's and women s casual upmitrket clothing and aceessories ALl products are
designed tn-house and tts range 1» sold through tts own estate of retaul outlets and also through its onn
webstte and 12a 1arwus wholesale accounts

10

CSC (WORLD) LIMITED  Leeds

(A trading name of Cobeo 867 Limited)
AlL ISIS €P LLP managed funds

First [nvestment January 2008
Total Cost £6 450 000
Total equin held 4003%

Baransmead VLT 3 only

Cost £ 606 000
Valuation £1 250,000
Valuation basis Earmings Multple
% of equity held 381%

Software for Structural Engineers

Year ended 31 March 2009 2008"
L milhon £ mullion
Sales 66 17
EBITA 20 06
Loss before tax {(10) 01
Net Assets 03 10
No ot Etnployees 51 57 www cscwortd com

~Accounds tor four month penod

(Source Cobco 867 Limited Directors Report and Consoldated Frinancal Staternents 2009)

C5C ts an internattonal leader in the provision of quality saftware, traimng, consultancy and technical
support to many thousanes of structural engincers throughout theworld Its advanced softi are applications
cover 3D structural analy sis and destgn software for steel, concrete, mber and masonry framed butldings
It has offices 1n Australia, Malaysia, Singapore and the LISA as well as the UK




HOW ISIS CREATES AND REALISES VALUE FOR THE SHAREHOLDERS OF
BARONSMEAD V(T 3 PLC

Baronsmead VCT 3 ple invests 1n a diverse portfolio of UK growth businesses run by entrepreneurial managers, whether
unquoted or traded on AIM It 1s the growth asprrations of these compames and their track record that make them above
average and out of the ordinary

The following four examples show how the Manager’s approach can lead to growth in the investment value over time The
1515 selection cniteria include

. Ability to become a market leader 1n their chosen niche
. Management teams who can deliver profitable and sustamned growth
) Company can become an attractive asset appealing to a wide range of bidders at the time of sale

ISIS seeks selective opportunities from its four UK offices through a combination of corporate finance advisers and drrect
approaches to attractive targets

For the unquoted investments the ISIS team are active Board participants ensuring that strategy 1s clear, the business plan
well thought through and the management resources are in place to deliver profitable growth The intention 1s to build on
the mitial platform and grow the business so that 1t can become an attractive target able to be either sold or floated 1n the
medium term

The four investments described 1n this section were introduced to shareholders in last years report This year we focus on
the challenges faced by these portfolio companies during the recession and how, with the support of the Manager, they

have emerged ready to take advantage of opportumties as the economy improves

REED & MACKAY

Reed and Mackay 15 a leading strategic business travel
management business based in the City Utihising 1-Q, 1ts in
house developed bespoke technology and the expertise of
teams of Travel Consultants the business deals with
professional  services firms providing them with
comprehensive corporate wide bustness travel services

Baronsmead invested in 2005 as part of a replacement
capital transaction and has been key to the double digit
earnings growth that has been achueved each year since the
investment Cntical to that growth has been the
broadening and strengtheming of the seruor management
team and the additional investment 1n technology to
support the Travel Consultants to dehver outstanding
service to travellers

Reed and Mackay has worked even harder than normal
during the recession to support its customers looking for
lower cost travel solutions It 1s clear that the years of
mnvestment 1n 1-Q combined with the extensive knowledge
of the Consultants has enabled the business to deliver
demonstrable value to 1ts chients which has ensured that
many more professional services firms have signed up
with Reed and Mackay to gain access to Its untgque services,
and so notwithstanding any reduction in the volume of
travel undertaken by individual chents, the business has
continued to grow 1n a difficult market

www reedmac com

“Confidence to Grow"’

PLAYFORCE, Wiltshire

Playforce offers a wide range of creative play equipment
from 'wobble walkways’, timber trails, and chmbing walls,
to outdoor classrooms and shelters All are designed to inspire
children to have fun and stimulate their imagination To date
the business has been commussioned to design and 1nstall in
excess of 2,000 scheol playgrounds for local authonties,
parish councils and park authorities across the UK

When Baronsmead invested in Playforce in 2008 1t
recognized that the business 1s at the forefront of
innovation in a sector which has eryoyed increasing focus
over recent years Outdoor play and learning activities are
scen as key to children’s development and help counter
concerns over obesity and behaviour underhned by the
government’s increased commitment to playground
provision outhined in the Children’s Plan, anncounced n
December 2007

The demand created by Education pohicy and the ambition of
schools and PTAs has resulted in some insulation for
Playforce from recessionary pressures felt elsewhere 1n the
economy over the last year This has meant that the business
has continued to grow, mmprove its operating platform,
strengthen the management team and invest in new product
development meamung 1t will enter 2010 as a stronger
business looking to capitalise on the opportumties that he

ahead
www playforce co uk

**Relationship and Opportunity’’




Creating Shareholder Value

INDEPENDENT LIVING SERVICES

Independent Living Services 'ILS’ 1s the leading independent
provider of ‘care at home’ semaces 1n Scotland Services are
developed to support both older and younger people living
in the community with physical or learring disabilities
These services are delivered through partnership with local
and health authorities, voluntary orgamzations or directly
with the individual service user

Baronsmead invested 1n 20035, attracted by the dynamics of
the ‘care at home’ market 1in Scotland, where there were
continuing moves to involve the private sector in the
provision of services and the market supply was
fragmented Baronsmead has subsequently supported
four acquistions resulting n a broader geographic
footprint across Scotland with the business now
providing services across eighteen local authorities

ILS provides cost efficient services to vulnerable members
of society and as such has not suffered as a result of the
recession In fact, the business has continued to secure new
contracts and enjoyed double digit revenue growth during
the year to September 2009

www 1lsscotland com

“Buy and Build"’

SCRIPTSWITCH, Coventry

ScriptSwitch  provides 1nnovative prescribing  decision
support  software to  healthcare  orgamsations
throughout the UK ScriptSwitch 1s the leading prowvider
of software designed to support GPs with patient safety
information, drug switch recommendations and dosage
optimisation information at the point at which they are
prescribing  Its success i boosting patient safety as well
as driving cost savings on prescribed drugs has meant
that 1t 1s now used by more than 60% of Primary Care
Organusations 1n the UK, with annualised savings to the
NHS now set to exceed £20 million

Baronsmead invested in 2007 as part of a secondary
management buy out having recogmzed the unique
position the business occupled n the Healthcare T and
Medicines Management market SIS have supported the
business to continue 1ts 1mpressive growth through the
expansion of the senior management team, further
nvestment n product and service development and the
relocation to and investment in new premuses

ScriptSwitch has been unaffected by the recession The
business delivers a tangible return on investment to each
PCT 1t partners with as the cost savings generated on drug
purchases exceed the annual hicense fee by some way This
makes the service compelling to the NHS and has fuelled the
growth in the business over the last three years

As noted 1n the Chairman'’s Statement, the investment 1n
ScriptSwitch was realised during the year resulting in a
return, including expected future payments, approaching
four times cost

www scriptswitch com

““Investing 1 the business platform’’




Board of Directors

as at 31 December 2009

Andrew Karney

(age 67) was deputy chairman
and a shareholder of Language
Line Limuted i which
Baronsmead VCT J was an
investor He 1s chairman of
Tir—making integrity work, an
integnty reform non
governmental orgarusation and
a director and trustee of the
chanty Medical Aid for
Palestimans Ee was previously
a director of The Guardian
Media Group plc, Guardian
News and Media Limited,
Integrated Micro Products plc
and a number of unquoted
compames He was a founder
director of Cable London plc
and an executive director of
Logica plc

Mark Cannon Brookes (Chairman)

{age 70) 1s an mvestment director of Smith & Willamson Ltd The Smith and
williamson Group had £9 1 bilhen of investments under management as at

31 August 2009 He 15 chairman of CG Asset Management Limuted and 1s also a
director of F&C UK Select Trust plc and a number of other companies, mostly

overseas

Gillian Nomnt

(age 64) Gill has in-depth
experience of private investors
as chief executive of ProShare
(1994-1999) Previously she
was responsible for private
equity at BP and was on the
board of the FSA for 6 years to
2004 She ts currently a
non-executive director of Black
Rock Smaller Compames Trust
pic and Martin Curne Portfoho
Investment Trust ple and 15
chairman of Witan Paafic
Investment Trust ple She 1s
also on the board of Liverpool
Victona Friendly Society plc,
and a deputy chairman of The
Assoniation of Investment
Companies Gill 15 a non-
executive director of
Baronsmead VCT 2 plc

Robert Owen

(age 64) 15 a business
consultant to developing
companites and a director of
Baronsmead VCT 4 plc
Previously he was a senior
manager at Coutts and Co
responsible for the overall
running of the venture capital
mnvestment portfoho He was
involved with tax efficient
private equity investments for
many years as an adwviser and
commentator

Anthony Townsend

(aged 62) has over 40 years
expenence in financial services
and mn industry He 1s chairman
of British & American
Investment Trust ple F&C
Global Smaller Compames ple
Finsbury Growth and Income
Trust plc and nma Investment
Trust ple, and a Non-executive
director of Hansa Captal
Limited and the Finsbury
Worldwide Pharmaceutical
Trust plc He was previously a
director of Rea Brothers Group
plc and was chairman of the
Association of Investment
Compantes

As a fully listed company, Baronsmead VCT 3 1s requured to comply with the Financal Reporting Council’s Combined Code
on Corporate Governance This Code requires the Company to be headed by an effective Board of Directors who lead and

control the Company's affairs

The Directors of a VCT and investment managers are required under the hsting rules and conhinuing obligations of the UK
Listing Authority to have sufficient and satisfactory experience in the management of a portfolio of unquoted investments
of the size and type 1n which the VCT proposes to invest




Report of the Directors

Results and Dividends

The Directors present the minth Report and audited financial
statements of the Company for the year ended 31 December
2009

Ordinary Shares £'o00
Profit on ordinary activities after taxation 3,587
Intenim dividend of 3 op per ordinary share

paid on 7 September 2009 (1,627)
Intenim dividend of 4 sp per ordinary share

paid on 30 December 2009 (z.440)
Total dividends paid in the year (4,067)

Principal Activity and Status

The Company s registered as a Pubhc Limited Company under
the Comparues Act 2006 The Drirectors have managed, and
intend to continue to manage, the Company’s affairs i such a
manner as to comply with Section 274 of the Income Tax Act
2007 which grants approval as a VCT

Business Review

The purpose of this review 1s to provide sharcholders with a
summary setting out the business obyjectives of the Company,
the Board's strategy to achieve those olyectives, the risks faced,
the regulatory environment and the key performance indicators
(KPIs) used to measure performance

Investment strategy and objectives

Baronsmead VCT 3 15 a tax efficent company listed on the
London Stock Exchange main market which aims to achieve
long-term mnvestment returns for private investors

Investment Policy

The Company's nvestment policy 1s to invest primarily 1n a
diverse portfolto of UK growth businesses, whether unquoted or
traded on AIM

Investments are made selectively across a range of sectors in
companies that have the potential to grow and enhance therr
value

Investment securlties

The Company mvests 1n a range of securtties mcluding, but not
hmited to, ordinary and preference shares, loan stock, convertible
secunties and fixed-interest securities, as well as cash Unquoted
mvestments are usually structured as a comhination of ordinary
shares and loan stock, while AIM 1nvestments are primanly held
i ordmnary shares Pending investment 1in unquoted and
AlM-traded securities, cash 1s held 1n UK gilts or government

BAROCNSITEAD Vorm I L
Con?la'y NO CLk /5D

securnttes and may be invested 1n interest bearig money market
open-ended nvestment companies

UK companies

Investments are primarily made 1in companies which are
substantially based in the UK, although many of these 1vestees
may trade overseas Under current legislation, the companies
in which investments are made must have no more than

£15 million of gross assets at the time of investment (or

£7 million if the funds bemng invested were raised after 5 April
2006) For funds rased after 3 April 2007, in order to be classed
as Qualfying Holdings, companies 1n which investments are
made must have fewer than 50 employees and must not have
raised more than £2 mlhon via venture capttal schemes in the
12 months ending on the date of the relevant investment

VCT regulation

The mvestment policy 15 designed to ensure that the Company
continues to qualify and 15 approved as a VCT by HM Revenue
and Customs Amongst other conditions, the Company may not
mnvest more than 15 per cent of its investments m a single
company and must have at least 70 per cent by value of its
nvestments throughout the period 1n shares or securities
comprised 1n Quahfying Holdings, of which 30 per cent by value
must be ordinary shares which carry no preferential rights In
addition, the Company must have at least 10 per cent by value
of 1ts total investments in any Qualifying Company in ordinary
shares which carry no preferential rights For the investment of
funds rased after 5 Apnl 2010, at least 70 per cent by value of
Qualifying Holdings must be in shares which have no fixed
rights to dividends, no preferential rights to assets on a winding
up and nc nghts to be redeemed

Asset mix

The Company aims to be at least 90 per cent invested in growth
businesses, subject always to the quality of investment
opportunities and the timing of realisations Any un-invested
funds are held 1n cash and interest bearing secunties It 15
intended that at least 75 per cent of funds raised by the
Company wll be invested 1n Qualfying Holdings

Risk diversification and maximum exposures

Risk 1s spread by investing 1n a number of different businesses
within different industry sectors using a mixture of securities
The maximum quahfying amount invested in any one company
15 hmited to £1 mullion in a fiscal year and, generally, no more
than £2 5 mullion, at cost, 1s invested 1n the same company The
value of an individual investment ts expected to increase over
time as a result of trading progress and a continuous assessment
1s made of 1ts suitability for sale

Investment style

Investments are selected in the expectation that the apphcation of
private equity disciplines, including an active management style
for unquoted companes, will enhance value and enable profits to
be realised from planned exats




Report of the Directors

Co-investment

The Company aums to inwvest 1n larger, more mature unquoted
and AIM companies and to achieve this the Company invests
alongsule the other Baronsmead VCTs As such, at the time of
tnitial investment, the combined investment can currently total
up to a maxumum of £6 5 milhon for unquoted investee
companies and £4 4 million for AIM investee companies

A Co-nvestment scheme was introduced m November 2004 to
attract, recrutt, retain and incentivise the Manager’s staff i hne
with current market practices of private equity houses This
requures the majority of members of the investment team to
co-invest alongside the Company n the ordinary shares of all
unquoted mmvestments 1n accordance with a pre-existing
agreement

BOIrOWING powers

The Company’s Articles permut borrowing to give a degree of
investment flexamhity The Company’s policy 1s to use borrowing
for short term lLiquidity purposes only The Company’s
borrowings are restricted to 25 per cent of the value of the gross
assets of that Company

Management

The Beard has delegated the management of the tnvestment
portfoho to the Manager The Manager also provides or procures
the provision of company secretarial, accounting, admimistrative
and custodian services to the Company

The Manager has adopted a ‘top-down, sector-driven’ approach
to wdentifying and evaluating potential investment
opportunities, by assessing a forward view of firstly the
business environment, then the sector and finally the speaific
potential investment opportunity Based on 1its research, the
Manager has selected a number of sectors that it believes wall
offer attractive growth prospects and investment
opportunities Diversification is also achieved by spreading
investments across different asset classes and making
investments for a varnety of different periods

The Manager's Review on pages 7 and 9 prowvides a review
of the investment portfolio and of market conditions during
the year

Principal risks, sk management and regulatory
environment

The Board believes that the principal risks faced by the
Company are

— Economic risk — events such as an economic recession and
movement n interest rates could affect smaller compamnes
valuations

- Loss of approval as a Venture Capital Trust — the Company
must comply with Sechon 274 of the Income Tax Act 2007
which allows 1t to be exempted from capital gains tax on
investment gains Any breach of these rules may lead to the
Company losing its approval as a VCT, qualifying

shareholders who have not held their shares for the
designated holding peried having to repay the income tax
relief they obtained and future dividends pard by the
Company becoming subject to tax The Company would also
lose 1ts exemption from corporation tax on capital gamns

— Investment and strategic - \nappropriate strategy, poor asset
allocation or consistent weak stock selection maght lead to
under performance and poor returns to shareholders

- Regulatory - the Company 1s required to comply with the
Companies Act, the rules of the UK Listing Authorty and
Umited Kingdom Accounting Standards Breach of any of
these might lead to suspension of the Company’s Stock
Exchange hsting, financial penalties or a qualified audit
report

— Reputational — madequate or failed controls might result in
breaches of regulations or loss of shareholder trust

- Operational - fatlure of the Manager's accounting systems or
disruption to 1ts business might lead to an inability to provide
accurate reporting and monitoring

— Finanaal — 1nadequate controls mught lead to
misappropriation of assets Inappropnate accounting polictes
might lead to misreporting or breaches of regulations

— Market Risk — Investment 1n Listed, AIM-traded, PLUS-traded
and unquoted companies, by its nature, involves a higher
degree of nsk than mvestment 1n compantes traded on the
main market In particular, smaller companies often have
Iimited product lines, markets or financial resources and may
be dependent for their management on a smaller number of
key indniduals In addition, the market for stock 1n smaller
companies 1s often less hquid than that for stock 1in larger
comparnes, bringing with 1t potential difficulties in
acquiring, valuing and disposing of such stock

- Liquudity Risk - The Company’s investments may be difficult
to realise The fact that a share 15 traded on AIM does not
guarantee tts hquidity The spread between the buying and
selling price of such shares may be wide and thus the price
used for valuation may not be achievable

- Competitive Risk — Retention of key personnel 15 vital to the
success of the Company Approprate incentives are 1n place
to ensure retention of such personnel

The Board seeks to mitigate the internal risks by setting polcies,
regular reviews of performance, enforcement of contractual
ohhgations and memtoring progress and comphance In the
mitigation and management of these risks, the Board applies
rigorously the prinaples detailed 11 the Turnbull guidance
Details of the Company’s internal controls are contained in the
Corporate Governance Review and Internal Control sections on
pages 20 to 22




Report of the Directors

Performance and key performance indicators (KPIs)

The Board expects the Manager to deliver a performance which
meets the objective of achieving long term mvestment returns
for private investors

Performance, measured by dividends paid to shareholders and
the change 1n NAV per share, s also measured against the FTSE
All-Share Total Return Index This index, as the widest measure
of UK quoted equities, has been adopted as an informal
benchmark I[nvestment performance, cash returned to
shareholders and share price are also measured against the
Company’s peer group of seven other generalist venture capital
trusts A review of the Company’s performance during the
financial year, the posthon of the Company at the year end and
the outleok for the coming year 15 contained within the
Chairman’s statement on pages 4 to 6

The Board assesses the performance of the Manager in meeting
the Company’s ohjective against the primary KPIs hughhghted in
pages 1 to 3 of this report

Issue and Buy-Back of Shares

During the year the Company bought back 915,166 ordinary
shares The Company currently holds 5,467,317 ordinary shares
mn Treasury, representing 9 2 per cent of the Company’s 1ssued
ordinary share capital (including shares held 1n Treasury) as at
18 February 2010 Shares held in Treasury will not be sold at a
discount wader than the discount prevailing at the time the
shares were 1nitially bought back by the Company

Directors
Biographies of the Directors are shown on page 16

On 4 August 2009 Anthony Townsend was appeointed as a
Director and having been appointed during the year will submut
himself for election as a director at the forthcoming Annual
General Meeting being the first General Meeting since his
appointment

It 1s the intention of Mark Cannon Brookes not to seek re-election
and to retire as a director on 18 May 2010 at the cessatton of the
forthcoming Annual General Meeting Following Mr Cannon
Brookes retirement Mr Anthony Townsend will become
Chairman

In accordance with the independence provisions of the Listing
Rules (LR}, and in particular 15 2 12A, the Company should
have a majorty of the Board who are not also Directors

of another company managed by ISIS EP LLP Transitional
provisions are 1n place for Venture Capital Trusts and the
Company must comply with these provisions by 28 September
2010 Notwithstanding this, the Board has decided that

Mrs G Nott who 1s a director of Baronsmead VCT 2 plc and
Mr R Owen who 1s a director of Baronsmead VCT 4 plc will seek
annual re-election Accordingly Mrs G Nott and Mr R Owen
will retire at the forthcoming Annual General Meeting of the
Company and, being ehgible, will offer themselves for re-
election

The Board confirms that, following performance evaluations, the
performance of each of the Directors seeking re-election
continues to be effective and demonstrates commitment to the
role, and the Board believes that 1t 1s therefore 1n the best interests
of shareholders that these Directors be re-elected

The Directors who held office during the year, and their interests
in the ordinary shares of the Company, were

15 January 31 December 31 December

010" 2009 2008

Ordinary Ordinary Ordinary

yop shares 10p shares 10p shares

Mark Cannon Brookes 180,655 171,756 158,062
Andrew Karney 82,709 82,700 96,115
Githan Nott 25,461 25,461 25,461
Robert Owen 10,709 10,709 10,709
Anthony Townsend - - -
Total shares held 299,534 290,635 270,347

*After latest allocation of shares through the divadend remnvestment plan

Other than as disclosed 1n the table above, there have been no
changes n the holdings of the Directors between 31 December
2009 and 18 February 2010

No Director has a service contract with the Company

All Directors are members of the Audit, Management
Engagement and Remuneration and Nomination Committees

The Directors who held office at the date of approval of this
Directors’ Report confirm that, so far as they are each aware,
there 1s no relevant audit infermation of which the Company’s
auditors are unaware, and each Director has taken all the steps
that they ought to have taken as a Director to make themselves
aware of any relevant audit information and to estabhsh that the
Company's auditors are aware of that information

Companies Act 2006 Disclosures

In accordance with The Small Companies & Groups (Accounts &
Directors' Report) Regulations 2008 the Directors disclose the
following mformation

s the Company’s capital structure and voting nghts are
summarised 1n note 13, and there are no restrictions on
voting nghts nor any agreement between holders of
securities that result 1n restrictions on the transfer of
securities or on voting rnights,

s there exast no securtties carrying special nghts with regard to
the control of the Company,

® the Company does not have an employees’ share scheme,

e the rules concerning the appointment and replacement of
Directors, amendment of the Articles of Assoaation and
powers to 1ssue or buy back the Company’s shares are
contained in the Articles of Association of the Company and
the Companites Act 2006,
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e there exast no agreements to which the Company 1s party
that may affect 1ts contrel following a takeover bid, and

o there exast no agreements behween the Company and 1ts
Directors providing for compensation for loss of office that
may occur hecause of a takeover id,

The Board recognises the requirement under Section 417(5) of
the Act to detaill information about environmental matters
(including the impact of the Company’s business on the
environment), any Company employees and social and
commumty 1ssues, including information about any polces 1t
has 1n relation to these matters and effectiveness of these policies
As the Company has no employees or policies in these matters
this requirement does not apply

Corporate Governance Review

The FRC confirmed in February 2009 that it remained their view
that the AIC Gude was appropnate and that investment
companles may report agamst the AlC code

Arrangements in respect of corporate governance, approprniate to
a venture capital trust, have been made by the Board The Board
has considered the principles and recommendations of the
Assoriation of [nvestment Compamnes’ Code of Corporate
Governance 1ssued 1n March 2009 (‘AIC Code’) by reference to the
AlC Corporate Governance Guide for Investment Comparnes
(‘AIC Guide”) The AIC Code, as explained by the AIC Guude,
addresses all the principles set out in Section 1 of the Combined
Code on Corporate Governance 1ssued by the Financal Reporting
Counal 1n July 2003 and revised 1n June 2006 and June 2008
(the Combined Code’), as well as setting out additional principles
and recommendations on 1ssues which are of speafic relevance to
the Company

The Board considers that reporting agamnst the principles and
recommendations of the AIC Code, and by reference to the

AIC Guide (which incorporates the Combined Code) will provide
better information to shareholders

Except as disclosed below, the Company compled throughout
the year with the recommendations of the AIC Code and the
relevant provisions of Section 1 of the Combined Code Since all
the Drrectors are non-executive the provisions of the Combined
Code 1n respect of the role of the chief executive are not relevant
to the Company and, likewise, the provisions of the Combined
Code relating to Directors’ remuneration are not relevant
except 1n so far as they relate specifically to non-executive
Drirectors For the reasons set out 1in the AIC Guide, and 1n the
preamble to the Combined Code, the Board considers that these
provisions are not relevant to the Company, being an externally
managed venture capital trust The Company has therefore not
reported further 1n respect of these provisions

In view of the requirement 1n the Articles of Association that all
Directors retire by rotation, the Board considers that 1t 15 not
appropnate for the Drrectors to be appomnted for a specified term
as recommended by prinaple 3 of the AIC Code and provision
A 7 2 of the Combined Code However, the Board has agreed that

each Director wall retire and, if appropriate, seek re-election after
each three years' service, and annually after serving on the
Board for more than nine years

The Board consists solely of non-executive Directors of which
Mark Cannon Brockes 1s Chairman and Andrew Karney 1s Seruor
Independent Director All Directors are considered by the Board to
be independent of the Company’s Manager New Directors
receive an induction from the Company Secretary on joumng the
Board, and all Directors recerve other relevant training as
necessary

Gilhan Nott 15 a director of Baronsmead VCT 2 plc Robert Owen
15 a director of Baronsmead VCT 4 plc The Board does not
consider that a Director’s tenure reduces his/her alility to act
independently The Board believes that, as a whole, it comprises
an appropriate halance of skills, experience and tenure It also
beheves that each Director 15 independent tn character and
Judgement and that there are no relationships or circumstances
which are likely to affect the judgement of any Director The
Company has no executive Directors or employees

A management agreement between the Company and its
Manager, ISIS EP LLP, sets out the matters over which the
Manager has authority and the hmts above which Board
approval must be sought All other matters, including strategy,
mvestment and dividend polictes, gearing and corporate
governance procedures, are reserved for the approval of the
Board of Directors The Board meets at least quarterly and
recerves full information on the Company’s investment
performance, assets, labilities and other relevant information in
advance of Board meetings The Manager, 1n the absence of
explicit instructions from the Board, 15 empowered to exercise
discretton in the use of the Company’s voling nghts All
shareholdings are voted, where practicable, 1n accordance with
the Manager's own corporate governance pohicy, which is to seek
to maximise shareholder value by constructive use of votes at
company meehings and by endeavouring to use its influence as
an investor with a prninapled approach to corporate governance

Throughout the year a number of commuttees have been in
operation The commuttees are the Audit Commuttee, the
Management Engagement and Remuneration Committee and the
Nominalion Commuttee

Audit Committee

The Audit Commuttee, chawred by Mark Cannon Brookes,
operates within clearly defined terms of reference and comprises
all of the Directors The duties of the Audit Commuttee include
reviewing the Annual and Intermm Accounts, the system of
internal controls, the terms of appointment of the auditors
together with their remuneration, and ensuring that auditor
objectivity and independence 15 safeguarded in the provision of
non audit services by the auditors It also provides a forum
through which the auditors may report to the Board of Directors
and meets at least twice yearly The Board has reviewed the
Combined Code’s recommendatton that the position of Audit
Commuttee Chairman should not be held by the Chairman of the
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Board, but concluded that Mark Cannon Brookes as Chawrman of
the Board was best suited to the role

Management, Engagement and
Remuneration Committee

The Management Engagement and Remuneration Commuttee,
chaired by Mark Cannon Brookes, comprises the full Board and
reviews the appropriateness of the Manager’s appointment
including key executrves thereof together with the terms and
conditions thereof on a regular basis

Nomination Committee

The Nomination Commuittee, chaired by Mark Cannon Brookes,
comprises the full Board and 1s convened for the purpose of
considering the appomtment of additional Directors as and when
considered appropnate In considening appomtments to the
Board, the Nomination Commuittee takes mto account the
ongoing requirements of the Company and the need to have a
halance of skills and experience within the Board

During the year the performance of the Board, Commuttees and
individual Drrectors was evaluated through an assessment process
that was led by the Chairman The performance of the Chairman
was evaluated by the other Directors under the leadership of the
Semor Independent Director

The following table sets out the number of Board and Commuttee
meetings held during the year and the number of meetings
attended by each Drrector

Management

Engagement and
Board of Audit Remuneration Hominatien
Directors Commuttee Committee Committee

Attende¢ Held  Altended Held  Attended Held  Attended Held

Mark Cannon Brookes

(Chairman)* 5 5 2 2 1 1 1 a4
Andrew Karneyt 5 5 2 z 1 1 4 a4
Gillian Nott 5 5 2 z 1 1 4 4
Robert Owen 5 5 2 2 1 1 4 4
Anthony Townsendt 1 2 y z  nfa nfa nfa nfa

*Chairman of the Audit Committee

tSenior Independent Cirector

#anthony Townsend was appainted a Director 1n August 2009 and was eligible to
attend only one Audit Committee meeting and two Board meetings

The provisions of the Combined Code precluded Mark Cannon
Brookes from attending three of the Commuttee meetings

Indivadual Directors may, at the expense of the Company, seek
independent professional advice on any matter that concerns
them 1n the furtherance of ther dutes The Company mamntains
appropnate Directors’ and Officers’ hability insurance

Conflicts of Interest

The Compantes Act 2006 scts out Directors’ general rules
which largely codify the existing law but with some changes
Under the 2006 Act, from 1 October 2008, a Director must

avord a situation where he has, or could have, a direct or
indirect interest that conflicts, or possibly may conflict with the
Company’s interests The requuirement 1s very broad and could
apply, for example, if a Director becomes a Director of another
company or a trustee of another orgamisation The 2006 Act
allows Dhrectors of public comparues to authorise confhicts and
potential conflicts, where appropriate, where the articles of
assoctation contain a provision to this effect The 2006 Act also
allows the articles of assoctation to contain other provisions for
dealing with Directors’ conflicts of interest to avord a breach of
duty

On 25 September 2008 sharcholders approved a resolution
amending the Company’s articles of association to give the
Directors authorty to approve such sttuations and to include
other provisions to allow conflicts of interest to be dealt with
n a simtlar way to the current position There are safeguards
which will apply when Directors decide whether to authorise
a confhct of interest or potential conflict First, only Directors
who have no interest in the matter being considered will be
able to take the relevant decision, and secondly, in taking the
deciszon the Directors must act in a way they consider, 1n
good farth, will be most likely to promote the Company’s
success The Directors will be able to impose hmits or
conditiens when giving authonsation if they think thas s
appropriate

The Drirectors have declared any conflicts of interest to the

Company Secretary, who maintains the Register of Directors’

Confhcts of Interests It 1s reviewed annually by the Board, '
except when changes are notified, and the Directors advise the

Company Secretary as soon as they become aware of any

conflicts of interest Directors who have conflicts of interest

will not take part in any discussions which relate to any of

their conflicts

Whistleblowing

The Board has considered the Code’s recommendations n respect
of arrangements by which staff of the Manager or Secretary of
the Company may, 1n confidence, raise concerns about possible
improprieties 1n matters of financial reporting or other matters
It has concluded that adequate arrangements are 1 place for the
proportionate and independent investigation of such matters
and, where necessary, for appropnate follow-up action to be
taken

Relations with Shareholders

The Company welcomes the views of shareholders and places
great 1importance on communication with its shareholders
The Chairman and other Directors are available to meet
shareholders If required The Annual General Meeting of the
Company provides a forum both formal and informal, for
shareholders to meet and discuss 1ssues with the Directors
and Manager of the Company Detauls of the resolutions to be
proposed at the Annual General Meeting on 18 May 2010
can be found 1n the Notice of Meeting on pages 43 and 44
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internal Control

The Board 15 responsible for the Company’s system of internal
control and for reviewing its effectiveness The Board has
therefore established an ongoing process designed to meet the
particular needs of the Company in managing the risks to
which 1t 15 exposed, consistent with the Associahon of
Investment Compantes Corporate Governance Guude for
Investment Compantes The process 1s based pnncpally on the
Manager's existing risk-based approach to internal control
whereby a test matnx 15 created that identifies the key
functions carried out by the Manager and other service
providers, the individual activities undertaken within those
funchions, the nsks associated with each activity and the
controls employed to mmmmse those risks A residual nsk
rating 1s then applied The test matrix 1s regularly updated and
the Board 1s provided with regular reports lughlighting all
material changes to the risk ratings and confirming the action
which has been, or 1s being, taken A formal annual review of
these procedures 1s carried out by the Audit Commuttee and
includes consideration of internal control reports 1ssued by the
Manager and other service providers

Such review procedures have been in place throughout the
financial year and up to the date of approval of the Annual
Report and the Board 15 satisfied with their effectiveness These
procedures are designed to manage rather than ehmunate the risk
of failure to meet business objectives and, by their nature, can
provide reasonable, but not absolute, assurance against matenal
musstatement or loss The Board momtors the mvestment
performance of the Company n comparison to the benchmark
index and to comparable venture capital trusts at each Board
meeting The Board also reviews the Company’s activities since
the last Board meeting to ensure that the Manager adheres to the
published investment policy and approved investment guidelines
and, if necessary, approves changes to such policy and
guidelines, although no material changes may be made to the
Company’s published investment pohcy as set out on pages

17 and 18 without the prior approval of shareholders by passing
an ordinary resolution

The Board has reviewed the need for an mnternal audit function
The Board has concluded that the systems and procedures
employed by the Manager provide sufficient assurance that a
sound system of internal control, which safeguards
shareholders’ investment and the Company's assets, 1s
marntamed An nternal audit function, speafic to the Company,
15 therefore considered unnecessary

Management

The Manager also provides or procures the provision of company
secretanal, administrative and custodian services to the
Company The management agreement may be terminated at
any date by either party giving twelve months’ notice of
termination Under the management agreement, the Manager
recerves a fee of 2 5 per cent per annum of the net assets relating
to the ordinary shares In addition, the Manager receives an

annual secretanal and accounting fee subject to a maximum of
£112,112 excluding VAT (adjusted for the movement m RPI}

Annual running costs are capped at 3 5 per cent of the net assets
of the Company (excluding any performance fee payable to the
Manager and urecoverable VAT), any excess being refunded by
the Manager by way of an adjustment to its management fee

It 15 the Board's opinion that the continuing appomntment of
ISIS EP LLP on the terms agreed 1s 1n the best interests of
shareholders as a whole

Co-investment Scheme

The Scheme 1s intended to help attract, retain and incentivise
certamn executive members of the Manager and reflects schemes
which are used elsewhere 1n the private equuty industry n the
UK It requires all the members of the Scheme to invest their own
capttal into a proportion of the ordinary shares of each and every
unquoted nvestment made by the Baronsmead VCTs {except
those life sciences transactions where the Manager 1s not the lead
mvestor)

The shares held by the members of the Co-investment Scheme 1n
any portfolio company can only be sold at the same time as the
mvestment held by the generalist Baronsmead VCTs In addition,
any prior ranking financal instruments, e g loan stock, held by
the Baronsmead VCTs have to be repaid m full prior to any gain
accruing to the ordinary shares

As at 31 December 2009 36 executives of the Manager had
invested a total of appreximately £122,000 1n the ordinary
shares of 19 unquoted investments through the Co-investment
Scheme with respect to mvestments attributable to Baronsmead
VCT 3 plc The amount invested by Baronsmead VCT 3 plc in
these 19 companes totals approsamately £22 0 mllion

As at 31 December 2009 three of the investments 1n the scheme
have been sold realising total proceeds of £6 6 mullion for
Baronsmead VCT 3 and £0 4 million for the members of the
Co-investment Scheme

The Board reviews the operation of the Co-investment Scheme at
each quarterly valuation meeting

Performance Incentive

A performance fee 1s payable to the Manager when the total
return on net proceeds of the ordinary share offers exceeds 8 per
cent per annum (sumple) on net funds raised The performance
fee payable 1n any one year 1s capped at 4 99 per cent of net
assels

To the extent that the total return exceeds the threshold, a
performance fee (plus VAT) will be paid to the Manager of

20 00 per cent of the excess in respect of the pertod to 31 March
2007, 16 66 per cent of the excess mn respect of the period to
31 March 2008, 13 33 per cent 1n respect of the period to

31 March 2009, and 10 per cent thereafter

No performance fee 15 payable for the year to 31 December 2009
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ISIS Equity Partners - Arrangement Fees

During the year to 31 December 2009, [SIS EP LLP recerved
income of £l (2008 £203,298) in connection with
arrangement fees and incurred abort fees of £1,945 with respect
te investments attributable to Baronsmead VCT 3

VCT Status Adviser

The Company has retained PricewaterhouseCoopers LLP (Pw()
to advise 1t on compliance with VCT requirements PwC, as the
Company’s VCT Tax Status Adviser, review new investment
opportunities, as appropnate, and review regularly the
mvestment portfolio of the Company PwC work closely with
the Manager but report directly 1o the Board

Environment

The Company seeks to conduct its affairs responstbly and
environmental factors are, where appropnate, taken into
constderation with regard to investment decisions

Creditor Payment Policy

The Company’s payment policy 1s to settle investment
transactions i accordance with market practice and to ensure
settlement of suppher mvoices in accordance with stated terms

Auditors

KPMG Audit Plc have expressed their willingness to continue in
office as auditors and a resolution proposing their
re-appomntment will be submutted to the forthecorming Annual
General Meeting

Substantial Interests

At 11 February 2010 the Company was not aware of any
beneficial interest exceeding 3 per cent of the 1ssued share capital

Treasury Shares

The Company currently holds 5,467,317 ordinary shares 1n
Treasury If Resolution 9 1s passed the Board will consider itself
permitted by shareholders to re-issue Ordinary Shares out of
Treasury at a discount to the prevathng NAV per Ordinary Share
if the Board considers 1t 1n the best interests of the Company to
do so However, Ordinary Shares will not be re-1ssued out of
Treasury at a discount wider than the discount prevaihng at the
time the shares were 1tially bought back by the Company

Matrix Corporate Capital LLP, the Company’s brokers, currently
provide a two way secondary market in the Company’s shares It
15 the Board’s intention only to use the mechamsm of re-1ssuing
Treasury shares when demand for the Company’s shares 15
greater than the supply available in the market place Although
shares re-1ssued from Treasury will not attract the 30 per cent
rutial income tax relief, all further dividends wall be tax-free and
if they are subsequently sold, no capital gains tax 1s payable by
quahifying shareholders on these shares

Directors’ Authority to Purchase Shares

The current authonty of the Company to make purchases of up to
approxumately 14 99 per cent of 1ts 1ssued share capital expires at
the end of the Annual General Meeting and Resolution 10 seeks
renewal of such authorty until the next Annual General Meeting
11 2011 The price pawd for shares will not be less than the nominal
value nor more than the maximum amount permitted to be pard
1n accordance with the rules of the UK Listing Authonty 1n force as
at the date of purchase This power will be exercised only if, in the
opinion of the Directors, a repurchase would be 1n the best
interests of shareholders as a whele Any shares repurchased
under this authonty will either be cancelled or held 1n Treasury for
future re-sale 1n appropriate market conditions

Extension to the life of the Company

One of the main changes brought about by the Finance Act 2006 1s
that the holding peniod for VCT shares increased from 3 years to
5 years from 6 Aprll 2006 This means that in order for 1mtial
income tax relief not to be wrthdrawn, shareholders must hold
their shares for 5 years from the date of investment

Sharcholders gave approval at the Extraordinary General Meeting
held on 25 September 2008 to extend the hfe of the Company to
the annual general meeting falling after the fifth anmversary of

the last allotment (from time to time) of shares of the Company
The last such allotment took place 1n April 2009

Going Concern

After making enquiries, and bearing in mind the nature of the
company's business and assets, the Directors consider that the
Company has adequate resources to continue mn operational
existence for the foreseeable future In arrnving at this conclusion
the Directors have considered the hqundity of the Company and 1ts
ability to meet obligations as they fall due for a period of at least
twelve months from the date that these finanaal staterments were
approved As at 31 December 2009 the company held cash
balances, investments 1n UK Gilts and Money Market Funds with a
combined value of £14,989,000 Cash flow projections have been
reviewed and show that the Company has sufficient funds to meet
both 1its contracted expendtture and its discrettonary cash outflows
in the form of the share buyback programme and dividend policy
In reaching therr conclusions the Directors have also taken note of
the offer for subscrniption made alongside Baronsmead VCT 4 and
the additional cash resources which this will generate for the
Company The Company has no external loan finance 1n place and
15 therefore not exposed to any gearing covenants

Annual General Meeting

A notice of the Annual General Meeting of the Company to be held
at 10 30 am on 18 May 2010 a! the London Stock Exchange,

10 Paternoster 5quare, London EC4M 715 15 set out on pages 43
and 44

By Order of the Bo

a,
B Lawson, Secretary W ~
t

100 Wood Street
London EC2V 7AN

18 February 2010
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Directors’ Remuneration Report

The Board has prepared this report, 1n accordance with the
requirements of Schedule 3 of The Small Companies & Groups
(Accounts & Directors’ Report) Regulations 2008 An ordinary
resolution for the approval of this report will be put te the
members at the ferthcomung Annual General Meeting

The law requures the Company’s auditors KPMG plc to audit
certain of the disclosures provided Where disclosures have been
audited, they are indicated as such The auditors” opinton 1s
ncluded 1n the ‘Independent Auditors’ Report’

Directors’ Fees

The Board which 1s profiled on page 16 consists solely of non-
execuhive Directors and 15 considered to be entirely independent
The Board constders annually the level of the Board’s fees, in
accordance with the revised Combined Code on Corporate
Governance The Company Secretary provides information on
comparative levels of Directors’ fees to the Board in advance of
each review

The Board concluded following the review of the level of
Directors’ fees that, as the fees of the Chairman and Directors
have not increased since 2006, 1t 1s appropnate to increase the
Directors fees, 1n line with imflation which has been 12 3 per
cent over the pernod, to £15,500 pa and that of the Chairman
to £23,500 pa from 1 January 2010

Policy on Directors’ Fees

The Board’s policy 1s that the remuneration of non-executive
Directors should reflect the experience of the Board as a whole,
be fair and comparable to that of cther relevant venture capital
trusts that are similar 1n size and have similar mvestment
ohjectives and structures Furthermore, the level of
remuneration should be sufficient to attract and retain the
Directors needed to oversee properly the Company and to
reflect the specific circumstances of the Company, the duties
and responsilities of the Directors and the value and amount
of time comnutted to the Company’s affairs It 15 intended that
this policy will continue for the year ended 31 December 2010
and subsequent years

The fees for the non-executive Directors are determined within
the limts set out 1n the Company's Articles of Association The
present hrmt 1s £100,000 per annum  Non-executive Directors
are not eligtble for bonuses, pension benetits, share options,
long-term incentive schemes or other benefits

There are no employees of the Company

Directors’ service contracts

It 1s the Board's pohicy that Directors do not have service contracts,
but new Directors are provided with a letter of appointment

Date of

original Due date for
Director appointment Re election
Mark Cannon Brookes 10 January 2001 N/A
Andrew Karney 10 January 2001 AGM 2010
Gilhan Nott 10 January 2001 ACM 2010
Robert Owen 10 January 2001 ACM 2010
Anthony Townsend 4 August 2009 AGM 2010

The terms of Directors’ appointment are for an imtial period of
three years and provide that a Director shall retire and be
subject to re-election at the first annual general meeting after
therr appointment Directors are thereafter obliged to retire by
rotation, and, 1if they wish, to offer themselves for re-election

by shareholders, at least every three years after that In
accordance with the revised Combined Code on Corporate
Governance, Directors who have served on the Board for more
than mne years must offer themselves for re-elechion on an
annual basis There 15 no notice perod and no provisien for
compensation upon early termmation of apporntment

Company performance

The Board 1s responsible for the Company's investment
strategy and performance, although the management of the
Company’s mvestment portfolio 1s delegated to the Manager
through the investment management agreement, as referred to
mn the ‘Report of the Directors” The graph below compares for
the five financial years ending 31 December 2009, the
percentage change over each period n the total return
(assumung all drvidends are reinvested) to ordmary
shareholders compared to the percentage change over each
period in total shareholder return on a notional investment
made up of shares of the same kinds and number as those by
reference to which the FTSE All-Share Index 1s calculated This
index was chosen for comparison purposes, as 1t represents a
comparable broad equity market index against whrch investors
can measure the relative performance of the Company An
explanation of the performance of the Company 1s given in the
Chairman’s Statement and the Manager's Review

Share Price and the FTSE All-Share Index Total Returns Performance
Graph

Directors’” emoluments for the year (audited)

The Directors who served 1n the year received the following
emoluments i the form of fees

fees Fees

2009 2008

£ £

Mark Cannon Brookes 21,000 21,000
Andrew Karney 14,000 14,000
Githan Nott 14,000 14,000
Robert Owen 14,000 14,000
Anthony Townsend* 5,725 -
Total 68,725 63,000

* Pro rata fee for the penod since joiming the Board

On behalf of the Board,

Mark Cannon Brookes
Chatrman

18 February 2010




Statement of Directors’ Responsibilities

Statement of Directors’ Responsibilities in respect of the Annual Report and the
Financial Statements

The Directors are responsible for preparing the Annual Report and the financial statements 1n accordance with apphcable law and
regulations

Company law requires the directors to prepare financal statements for each financial year Under that law they have elected to
prepare the financal statements i accordance with UK Accounting Standards

The financal statements are required by law to 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 these financial statements, the Directors are required to
& select swutable accounting policies and then apply them consistently,
® make judgments and estimates that are reasonable and prudent,

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

@ prepare the financial statements on the going concern basis unless it 15 Inapproprate to presume that the company will continue
in business

The Directors are responstble for keeping proper accounting recerds that disclose with reasonable accuracy at any tume the financial
position of the Company and enable them to ensure that 1its financal statements comply with the Companies Act 2006 They have
general responstility for taking such steps as are reasonably open to them to safeguard the assets of the Company and to prevent
and detect fraud and other irregulanties

Under applicable law and regulations, the Directors are also responsible for preparing a Directors” Report (including Business Review),
Directors’ Remuneration Report and Corporate Governance Review that comply with that law and those regulations

The Directors are responsible for the maintenance and integnty of the corporate and finanaal information included on the company’s
website Legislabion in the UK governing the preparation and dissemunation of financial statements may differ from legislation in
other junsdictions

Responsibility statement of the Directors in respect of
the annual financial report

We confirm that to the best of our knowledge

® the financial statements, prepared 1in accordance with the applicable set of accounting standards, give a true and fair view of the
assets, habilities, financial position and profit or loss of the Company, and

@ the Directors’ Report includes a fair review of the development and performance of the business and the position of the ssuer
together with a description of the prinaipal risks and uncertainties that they face

On behalf of the Board,

Mark Cannon Brookes
Chairman
18 February 2010
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Independent Auditors’ Report

Independent Auditors” Report to the members of Baronsmead VCT 3 Plc

We have audited the financial statements of Baronsmead VCT 3 Ple for the period ended 31 December 2009 which comprise the
Income Statement, the Reconahation of Movements in Shareholders’ Funds, the Balance Sheet, the Cash Flow Statement and the
related notes The financial reporting framework that has been applied 1n their preparation 1s applicable law and UK Accounting
Standards (UK 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 Companies Act
2006 Our audit work has been undertaken so that we might state to the company’s members those matters we are requured to
state to them n an auditors’ report and for no other purpose To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the company and the company’s members, as a body, for our audit work, for thes report, or
for the opimions we have formed

Respective responsibilities of directors and auditors

As explained more fully in the Directors Responsibilities Statement set out on page 25, the directors are responsible for the
preparation of the financia! statements and for being satisfied that they give a true and fair view Qur responsibility 1s to audit the
financial statements 1n accordance with applicable law and International Standards on Auditing (UK and Ireland) Those standards
require us to comply with the Auditing Practices Board's (APB’s) Ethical Standards for Auditors

Scope of the audit of the financial statements

A descriphion of the scope of an audit of financal statements 1s provided on the APB’s web-site at www frc org uk/apb/scope/UKP

Opinion on financial statements
In our opmnion the financial statements

® give a true and fair view of the state of the company’s affairs as at 31 December 2009 and of its profit for the year then
ended,

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

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

Opinion on other matters prescribed by the Companies Act 2006

In our opinion

® the part of the Directors’ Remuneration Report to be audited has been properly prepared in accordance with the Comparnues Act
2006, and

® the information given in the Directors’ Report for the financial year for which the financial statements are prepared 1s
consistent with the financal 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 1f, in our opimon

® adequate accounting records have nol been kept, or returns adequate for our audit have not been received from branches not
visited by us, or

@ the financal statements and the part of the Directors’ Remuneration Report to be audrted are not 1in agreement with the
accounting records and returns, or

@ certain disclosures of directors’ remuneration specified by law are not made, or

@ we have nol received all the information and explanations we require for our audit

Under the Listing Rules we are required to review

® the directors’ statement, set out on page 23, 1n relation to going concern, and

@ the part of the Corporate Governance Statement relating to the company's complance with the nine provisions of the June
2008 Combined Code specified for our review

Alastar Barbour {Senior Statutory Auditor)

for and on behalf of KPMG Audit Plc, Statutory Auditor

Chartered Accountants
Edinburgh

18 February 2010
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Income Statement

For the Year ended 31 December 2009

2009 2008

Revenue Capital Total Revenue Capnal Total

Notes {'o00 £’o00 £ ooo E ooo f 000 £t ooo

Unrealised gans/(losses) on investments 9 - 2,434 2,434 - (8.894) (8,894)

Realised gains/(losses) on vestments 9 - 1,350 1,350 - (808) (808)

Income 2 1,513 - 1,513 2,255 - 2,255

VAT 3 (2) 6 (8 266 1,038 1,304

Investment management fee 4 (339) (1,016) {1,355) (405) (1,215) (1,620)

Other expenses 5 (34 - (347} (362) - (362)

Profit/(loss) on ordinary activities before taxation 825 2,762 3,587 1,754 (9,879) (8,125)

Taxation on ordinary activiies 6 (167) 167 - (433) 433 -

profit/{loss) on ordinary activities after taxation 658 2,929 3,587 1,30 (9,446) (8,125)
Return per ordinary share

Basic 8 122p 541p 6 63p 2 a4p (17 43p) (14 99p)

The ‘Total’ column of this statement 15 the profit and loss account of the Company
All revenue and capital items n this statement derive from continuing operations
No operations were acquired or discontinued 1n the year

Reconciliation of Movements in Shareholders’ Funds

For the Year ended 31 December 2009

2009 2008

Ordinary Ordinary

shares shares

Total Total

Note £ oco { oco

Opening shareholders’ funds 55,136 65,221
Profit/(toss) for the year 3.587 (8,125}
Increase n share capital 1n 1ssue 1,524 1,118
Purchase of shares for Treasury 14 (82v) (1,398)
Dividends paid 7 (6,483)* (1,629)
Expenses of share Issue (65) (51)
Closing shareholders’ funds 52,878 55,136

* tncludes payment of 2008 final dwvidend

The accompanying notes are an integral part of these statements
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Balance Sheet

As at 31 December 2009

2009 2008
Total Total
Notes £ 000 £ 000
Fixed assets
investments 9 50,965 51,956
Current assets
Debtors 10 349 2,000
Cash at bank and on deposit 2,033 1,732
2,382 3,732
Creditors {(amounts falling due within one year) 1 (439} (493)
Net current assets 1,943 3,239
Total assets less current liabilities 52,008 55,195
Creditors (amounts falling due after one year) 12 (z0) (s9)
Net assets 52,878 55,136
Capital and reserves
Called-up share capital 13 5.970 5,822
Share premium account 14 8,080 6,768
Capital redemption reserve 14 10,862 10,862
Revaluation reserve 14 1,393 (1,765)
Capual reserve 14 26,271 32,617
Revenue reserve 14 302 832
Equity shareholders’ funds 15 52,878 55,136
Net asset value per share
- Basic 15 97 50p 102 72p
- Treasury 15 96 47p 101 77p

The financial statements on pages 27 to 26 were approved by the Board of Directors on 18 February 2010 and were signed on its behalf by

-

MARK CANNON BROOKES (Chairman)

The accompanying notes are an integral part of this balance sheet




Cash Flow Statement

For the year ended 31 December 2009

2000 2008
Total Total
Notes E 000 f'o00
Operating activities
Investment income receved 1,302 2,850
VAT 1ncome received 1,296 -
Interest received 144 162
Investment management fees (1,371 (1,718)
Other cash payments (a16) (352)
Net cash inflow from operating activities 17 955 951
Capital expenditure and financiai investment
Purchases of investments (39,388) (52,079)
Disposals of investments 44,583 50,249
Net cash inflow/(outflow) from capital expenditure and financial investment 5,195 (1,830)
Dividends
Equity dividends paid (6.483) (1,629}
Net cash outflow before financing (333) (2,508)
Financing
Issue of shares 1,524 1,118
Buy-back of ordinary shares (821) {1,398)
Expenses relating to 1ssue of shares (69) (51)
Net cash inflow/(outflow) from financing 634 (331)
Increase/{decrease) in cash 301 (2.839)
Reconciliation of net cash flow to movement tn net cash
Increase/(decrease) in cash 301 {2.839)
Opeming cash position 1,732 4,57
Closing cash position 16 2,033 1,732

The accompanying notes are an integral part of this statement
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Notes to the Accounts

1 Accounting polictes

(a) Basis of accounting

These financial statements have been prepared under UK
Generally Accepted Accounting Practice (LUK GAAP) and 1n
accordance with the Statement of Recommended Practice
{"’SORP"") for investment trust comparnes and venture capital
trusts 1ssued by the Association of Investment Comparnues
{""AIC") 1n January 2003, revised January 2009 and on the
assumption that the Company mamtains VCT status

The Company 1s no lenger an investment Company as defined by
Section 833 of the Companies Act 2006, as investment Company
status was revoked on 4 February 2004 wn order to permut the
distrthution of capital profits

The princpal accounting policies adopted are set out below

Presentation of the Income Statement

In order to better reflect the activities of a VCT and n accordance
with the SORP, supplementary mformation which analyses

the income statement between items of a revenue and capital
nature has been presented alongside the income statement
Profit/(loss) on ordinary activities after taxation 1s the measure
the Drrectors belteve appropnate in assessing the Company’s
comphance with certain requirements set out 1n Section 274 of
the Income Tax Act 2007

(b) valuation of investments

Purchases or sales of investments are recognised at the date of
transaction

Investments are valued at fair value For AIM traded, hsted
securities and Collective Investment Vehacles this 1s either bid
price or the last traded price, depending on the convention of the
exchange on which the investment 15 quoted

In respect of unquoted investments, these are recognised
tutially at cost and subsequently fair valued by the Directors
using methodology which 1s consistent with the International
Private Equity and Venture Capital (IPEV) gurdelmes This
means investments are valued using an earmings multiple,
which has a discount or prermum applied which adjusts for
ponts of difference to appropnate stock market or comparable
transaction multiples Alternattve methods of valuation wall
include appheation of an arnt’s length third party valuation, a
provision on cost or a net asset value basis

Gains and losses arising from changes mn the fair vahue of the
investments are included 1n the Income Statement for the period
as a capital tem Transaction costs on acquisition are included
within the imitial recogmtion and the profit or loss on disposal 1s
calculated net of transaction costs on disposal

(c) Income

Interest income on loan stock and dividends on preference shares
are accrued on a daly basts Provision 1s made against this

ncome where recovery 1s doubtful Where the terms of
unquoted loan stocks only require interest to be paid on
redemption, the imnterest is recognised as income once redemption
1s reasonably certain Until such date interest 15 accrued darly and
included within the valuation of the investment

Income from fixed interest securities and deposit interest 15
included on an effective interest rate hasis

Dividends on quoted shares are recognised as income on the date
that the related investments are marked ex dividend and where
no dividend date 15 quoted, when the Company’s nght to receive
payment 15 established

(d) Expenses

All expenses are recorded on an accruals basis

(e) Revenue/capital

The revenue column of the income statement mcludes all income
and expenses The capital column accounts for the realised and
unrealised profit and loss on investments and the proportion of
management fee charged to capital

() Issue costs

Issuie costs are deducted from the share premmuum account

(g} Deferred taxation

Deferred taxation 1s recogmsed 1n respect of all timing differences
that have ongmated but not reversed at the balance sheet date
where transactions or events that result in an obligation to pay
more, or the right to pay less, tax in future have occurred at the
balance sheet date This 1s subject to deferred tax assets only
being recognised 1if 1t 1s considered more likely than not that there
will be suitable profits from which the future reversal of the
underlying timing differences can be deducted Timing
differences are differences arsing between the Company’s taxable
profits and its results as stated in the financial statements which
are capable of reversal in one or more subsequent pertods

(h) Ccaputal reserves
() Capital Reserve

Gains and losses on realisation of mvestments of a capital
nature are dealt with in this reserve Purchase of the
Company’s own shares to be either held in treasury or
cancelled are also funded from this reserve 75% of
management fees are allocated to the capital reserve in
accordance with the Board's expected split between long
term income and capital returns

(n) Revaluation Reserve

Changes 1n fair value of unreahised investments, are dealt
with n thas reserve




Notes to the Accounts

2 Income
2000 2008
Total Total
Eooo £ 000
Income from snvestmentst
UK franked 198 235
UK unfranked 1,005 1,655
Redemption premium on repayment of Loan Notes 168 21
1,371 2,311
Other income#
Interest 142 144
Total income 1,513 2,255
Total ncome comprises
Dividends 198 235
Interest 1,31% 2,020
1,513 2,255
Income from investments
usted and AIM secunties 456 919
Unguoted securities 915 1,192
1,371 2,11

tAll investments have been designated fair value through profit or loss on imtial recogmition, therefore all investment income anses on

investments at fair value through profit or loss

$0ther income on financial assets not designated fair value through profit or loss

3 Recoverable VAT

HM Revenue and Customs (HMRC) confirmed 1n October 2007, following the European Court of Justice decision 1n the JPMorgan

Claverhouse case, that the provision of management services to investment trusts 1s exempt from VAT Accordingly ISIS EP LLP

ceased to charge VAT on management fees payable by the Company with effect from 30 June 2008

Following recogmtion 1n the income statement last year of £1,304,000 and subsequent recovery this year of £1,296,000 the

Company does not foresee any further future repayment of VAT

E1l
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Notes to the Accounts

4 Investment management fee

2009 2008

Total Totat

£ 000 £ oo

Investment management fee 1,355 1,620
1,355 1,620

For the purposes of the revenue and capital columns in the income statement, the management fee has been allocated 25 per cent

to revenue and 75 per cent to capital, in hne with the Board's expected long term return tn the form of income and capital gans

respectively from the Company’s investment portfolio

The management agreement may be terminated by either party giving 12 months notice of termination The Manager, 151S EP LLP,

receives a fee of 2 5 per cent per annum of the net assets of the Company, calculated and payable on a quarterly basis

The Manager 15 entitled to a performance fee when the total return on funds raised exceeds 8 per cent per annum (on a simple
rather than compound basis) on net funds raised The performance fee payable 1n any one year will be capped at 4 99 per cent
No performance fee 1s payable for the year ended 31 Decemmber 2009 (2008 £Nil) It 1s chargeable 100 per cent o capital

1SIS EP LLP recerves an annual secretanal and accounting fee of £37,091 (hinked to the movement in RPI) plus a vanable fee of
0 125 per cent of the net assets of the Company which exceed £5 mulhon This fee 15 capped at £112,112 (excluding VAT per
annum) and s subject to RPI It 1s charged 100 per cent to revenue

Amounts payable to the Manager at the period end are disclosed 1n note 11

5 Other expenses

2000 2008
Total Total
£ ovo £ 000
Directors” fees 69 63
Secretanal and accounting fees 96 121
Remuneration of the auditors and their associates
- audit 3 20
- other services supplied pursuant to legislation (intenm review) 5 4
- other services supplied relating to taxatien 3 3
Trail Commission (2 -
Other 152 148
347 362

The Chatrman received £21,000 per annum (2008 £21,000) Each of the other Directors received £14,000 per annum (2008
£14,000)

Charges for other services provided by the auditors 1n the year ended 31 December 2009 were 1n relation to the intertim review and

tax comphance work The Directors consider the auditors were best placed to provide these services The Audit Committee reviews

the nature and extent of nen-audit services to ensure that independence 1s mamtaimned
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6 Tax on ordinary activities
6a Analysis of charge for the year

009 2008
Total Total
£'o00 ‘000
UK corporation tax - -
The income statement shows the tax charge allocated between revenue and capital
6b Factors affecting tax charge for the year
The tax charge for the year 1s lower than the standard rate of corporation tax in the UK for a company The differences are
explamned below
2009 2008
Ordinary Shares Ordinary Shares
Revenue Capital Total Revenue Capital Total
£ oco £ 000 £ coo E’oco £’'o00 £ 000
profit/(loss) on ordinary activities before tax 825 2,762 3,587 1,754 (5,879} (8,125)
Corporation tax at rate of 28% (2008 28 §% blended) 231 773 1,004 500 (2,816) {2,316)
Effect of
Non-taxable dividend income (557 - (s5) (67) - (67)
Non-taxable investment gains/{losses) - (1,059) (1,059} - 2,765 2,765
Marginal tax relief (9) 9 - - - -
Losses carned forward/(utilised) - 110 110 - (382} (382)
Tax charge for the penod (note 6a) 167 (167) - 433 (433) -

At 31 December 2009 the Company had surplus management expenses of £1,830,000 (2008 £1,440,000) which have not been

recogmsed as a deferred tax asset This 1s because the Company 1s not expected to generate taxable income 1n a future period n

excess of the deductible expenses of that future period and, accordingly, the Company 1s unlikely to be able to reduce future tax

liabilities through the use of exasting surplus expenses Due to the Company’s status as a VCT, and the intention te continue

meeting the conditions required to obtamn approval in the foreseeable future the Company has not provided deferred tax on any
capital gains and lesses arising on the revaluation or disposal of investments

7 Divtdends

2009

2008

Revenue
£ ooo

Ordinary Shares
Capital
£ ooo

Total
£ ooo

Revenue
£ aoo

Ordinary Shares
Capital
£ ooo

Total
f 000

Amounts recagnised as distributions to equity holders
in the year/period
For the year ended 31 December 2009
- First intenim diwvidend of 3 op per ordinary share
paid on 7 September 2009 an
- Second intenm dividend of 4 5p per ordinary share
paid on 30 December 2009 380
Amounts recognised as distributions to equity holders
in the year/period
For the year ended 31 December 2008
- Interim dividend of 3 op per ordinary share
paid on 30 September 2008 -
- Final dividend of 4 5p per ordinary share
pad an 20 March 2009 537

1,356

2,060

1899

1,627

2,440

2,416

759

870

1,629

1,188

5.295

6,483

759

870

1,629
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Notes to the Accounts

8 Returns per share

The 6 63p return per ordinary share (2008 14 99p loss per ordinary share) 1s based on the net profit from ordinary activities
after tax of £3,587,000 (2008 £8,125,000 loss for the ordinary shares) and on 54,121,721 ordinary shares (2008 54,190,257
ordinary shares), being the weighted average number of shares in 1ssue during the year

9 Investments
All investments are designated fair value through profit or loss at mtial recognmtion, therefore all gains and losses arise on
investments designated at fair value through profit or loss

Finanaal Reporting Standard 29 ‘Finanaal Instruments Disclosures’ (the Standard) requires an analysis of investments valued at
fair value based on the rehability and sigmficance of the infermation used te measure thewr fair value The level 15 determined by
the lowest (that 15 the least rehiable or independently observable) level of input that 15 sigmificant to the fair value measurement for
the individual investment 1n 1ts entirety as follows

® Level 1 - investments quoted prices in an active market

@ Level 2 - investments whose fair value 1s based directly on observable current market prices or indirectly being denved from
market prices

® Level 3 —investments whose fair value 1s determined using a valuation techmque based on assumptions that are not supported
by ohservable current market prices or based on observable market data

2009 2008
Total Total
£’o00 f ooo
Level 1
Interest beanng securities 12,956 14,203
Investments traded on AIM 10,394 9,128
Investment traded on NYSE 224 -
Investments histed on FTSE SmallCap 1,580 804
25,154 24,135
Level 2
Collective investment vebucle (Wood Street Micracap Investment Fund) 526 -
Level 3
Unquoted investments 25,285 27,821
50,965 51,956
2009 1008
Total Total
£ 000 { 000
Equity shares 18,582 17,839
Loan notes 19,226 19,776
Preference shares 201 138
Interest beanng securines 12,966 14,203
50,965 51,956




Notes to the Accounts

9 Investments (conunued)

Level 1 Level 2 Level 3
Listed Interest Collective
Traded on FTSE bearing Traded investment
on NYSE small Cap securities on AlM vehicle Unquoted Total
‘000 £ 000 £'o00 [ ooo [ 000 £ ooo £ ooo
CGpening book cost - N 14,104 16,956 - 21,890 53,721
Opening unrealised apprecration/(deprectation) - 33 99 (7.828) - 5,931 (1,765)
Opening valuation - 804 14,203 9,128 - 27,821 51,956
Movements In the year
Purchases at cost 180 369 37,050 1,166 525 08 39,388
sales - proceeds - - (38,133) (2,494) - (3,536) (44,163)
- realised (losses){gains on sales - - (147) 767 - 730 1,350
Unrealised gains/(losses) realised durning the year - - 66 (2,353} - 1,563 (724)
Increasef(decrease) in unrealised appreciation 44 407 (83) 4,180 1 (1,391) 3,158
Clostng valuation 224 1,580 12,956 10,394 526 25,285 50,965
Closing book cost 180 1,140 12,940 14,042 525 20,745 49,572
Closing unrealised appreciaton/(depreciation) 44 440 16 (3,648) 1 4,540 1,393
224 1,580 12,956 10,394 526 25,285 50,965

Durning the year the Company incurred brokerage costs on purchases of £1,700 (2008 £1,000) and brokerage costs on sales of
£2,800 (2008 £1,000) 1n respect of ordinary shareholder interests

The gains and losses included 1n the above table have all been recogrised 1n the Income Statement on page 27

The Standard requires disclosure, by class of finanaal instruments, 1f the effect of changing one or more inputs to reasonably

possible alternative assumphions would result in a sigruficant change to the farr value measurement The information used in

determmation of the fair value of Level 3 investments 1s chosen with reference to the speaific underlying circumstances and

position of the investee company The portfolio has been reviewed and both downside and upside reasonable possible alternatives

have been 1dentified and applied to the valuation of each of the unquoted investments Applying the downside alternatrves the

value of the unquoted 1nvestments would be £2 1 nulhion or 8 4 per cent lower Using the upside alternative the value would be

increased by £2 9 million or 11 5 per cent

10 Debtors
2009 2008
Total Tatal
£'000 £ ooo
Prepaymenis and accrued imcome 349 275
Loan stock repayment recevable - 421
VAT recoverable - 1,304
349 2,000
11 Creditors (amounts falling due within one year)
2009 2008
Total Total
E ooo f ooo
Management and secretanat fees due to the Manager 357 406
Trail commission payable 29 26
Other creditors 53 61
439 493
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Notes to the Accounts

12 Creditors {amounts falling due after one year)

2009 2008
Total Total
£ coo t'ooo
Trail commission payable 30 50
13 Called-up share capnal
£ 000
Authonsed
80,000,000 ordinary shares of 1op each 8,000
27,000,000 C shares of sop each 13,500
21,500
Alotted, called-up and fully paid
Ordinary Shares
58,226,997 ordinary shares of 1op each at 31 December 2008 5,822
1,472,556 ordinary shares of 10p i1ssued during the year 148
59,699,553 ordinary shares of 1op each listed at 31 December 2009 5.970
4,552,151 ordinary shares of 10p each held in treasury at the start of the year (a55)
915,166 ordinary shares of 10p each repurchased during the period and held in treasury (o2)
5,467,317 ordinary shares of 10p each held in treasury at 31 December 2009 (547)
54,232,236 ordinary shares of 10p each in 1ssue at 31 December 2009 5,423

The capital of the Company 15 managed 1n accordance with 1its mvestment policy, 1n pursuit of its mvestment objectrves, both of

which are detailed 1n the Report of the Directors on pages 17 and 18

Treasury shares

The Companies {Acquusition of Own Shares) (Treasury Shares) Regulations 2003 came into force on 1 December 2003 and allowed
the Company to hold shares acquired by way of market purchase as treasury shares, rather than having to cancel them Up to
ten per cent of each class of a Company's shares may be held 1n this way Shareholders have previously approved a resolution
permitting the company to 1ssue shares from treasury at a discount to the prevailing NAV if the Board considers 1t in the best
interests of the Company to do so However, treasury shares will not be seld at a discount wider than the discount prevailing at
the time the shares were 1mtially bought back by the Company It 1s the Board’s intention only to use the mechamsm of re-1ssuing
treasury shares when demand for the Company’s shares 1s greater than the supply available 1n the market place Such 1ssues
would be captured under the terms of the Prospectus Directive and subject to the annual cap of 2 5 million Euros on funds raised
before requiring a full prospectus, although they would not be considered by HM Revenue & Customs to be new shares entitling
the purchaser to 1itial income tax relief, and therefore shares are unhkely to be 1ssued from treasury in the same year as a “top
up” offer for subscription

The Company does not have any externally imposed capital requirements

Where shares are bought back but not cancelled the share capital remains unchanged The NAV 15 calculated by using the number
of shares 1n 13sue less those bought back and held m treasury




Notes to the Accounts

14 Reserves

Ordinary Shares

Capital
Share redemption Revaluation Capital Revenue
premium reserve reserve reserve reserve
£'a0o £ ooo t ooo £ ooo £ aoo
At 31 December 2008 6,768 10,862 (1,7¢5) 32,617 832
Premium on issue of ordinary shares 1,377 - - - -
Expenses of share 1ssue and buybacks (65} - - (a) -
Shares bought back - - - 817 -
Transfer of prior years’ revaluation to capital reserve - - 724 (724> -
Realised gain on disposal of investments - - - 1,350 -
Net increase in value of investments - - 2,434 - -
Management fee capitalised - - - (1,016) -
Revenue return on ordinary activittes after tax - - - - 658
VAT recognised In capital - - - (6) -
Dividends recogmised in the perod - - - (5,296) (1,188)
Taxation - - - 167 -
8,080 10,862 1,393 26,271 302

At 31 December 2009, reserves distributable by way of dividend amounted to £23,426,000 (2008 £33,449,000), compnsing the
capital reserve and revenue reserve less the net unrealised loss on the AIM and Listed portfolio

15 Met asset value per share

The net asset value per share and the net asset values attributable to the ordinary shares at the year end are calculated in

accordance with thewr entitlements in the Articles of Association and were

Numbes of shares

Net asset value

per share attnbutable

Net assel value attributable

2008 2009 2008 2009 2008

number pence pence £'o00 f o0

Ordinary shares (basic) 53,674,846 97 50 102 72 52,878 55,136
Ordinary shares (treasury) 58,226,997 96 47 101 77 57,593 59,256

Bastc net asset value per share 1s based on net assets at the year end, and on 54,232,236 (2008 53,674,846) ordinary shares,

being the respective number of shares in 1ssue at the year end

The Treasury net asset value per share as at 31 December 2009 included ordinary shares held mn treasury valued at the mid share

price of 86 25p at 31 December 2009
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16 Analysis of changes in cash

2009 2008
Total Total
£'oon f ooo
Beginning of year 1,732 4,57
Net cash inflow/(outflow} 301 (2,839)
As at 31 December 2009 2,033 1,732
17 Reconabation of profit/(loss) before taxation to net cash inflow from operating activities
2009 2008
Total Total
£ 000 £ aoo
Profit/(loss) on ordinary activities before taxation 3,587 (8,125)
(Profit}/loss on realisation of investments (1.350) 808
Unrealised {gains)flosses on investments (2.434) 8,894
(Increase}/decrease m debtors 1,234 (533)
(Decrease) v creditors (82) (93)
Net cash inflow from operating actvities 955 951

18 Contingencies, guarantees and financial commitments

At 31 December 2009 there were no contingent Liabihties, guarantees or financial commtments of the Company

An amount of £0 2 mulhion 1s being held 1n Escrow by Wells Fargo Bank International en behalf of the Company 1n relation to a
provision for various warranty claims arising from the sale of ScriptSwitch on 30 October 2009 In accordance with Finanaal
Reporting Standard 12 ‘Provisions, contingent lhabilities and contingent assets” as it 15 not virtually certain that this amount will be
recervable 1n full no asset has been recognised 1in the financial statements, however, the Manager 1s confident that an amount will
be receivable in 2010

19 Significant interests

There were no interests of 20 per cent or more of any class of share capital

Further information on the significant interests 1s disclosed on pages 10 and 11

20 Financal instruments

The Company’s financial mstruments comprise equity and fixed interest investments, cash balances and hquid resources including
debtors and creditors The Company holds financial assets 1n accordance with its investment policy to invest in a diverse portfolio
of UK growth busimesses, whether unquoted or traded on AIM

Fixed asset mvestments (see note 9) are valued at fair value For quoted securities this 1s either nd price or the last traded price,
depending on the convention of the exchange on which the investment 15 quoted In respect of unquoted investments, these are far
valued by the Directors (using rules consistent with the International Private Equuity and Venture Capital Valuatton Guidelines)
The fair value of all other financal assets and habilities 15 represented by their carrying value in the Balance Sheet

The Company’s investing activities expose 1t to various types of risk that are associated with finanaal instruments and markets in
which it 1nvests The most important types of financal risk to which the Company 1s exposed are market sk, credit risk and
Iiqurdity risk

The nature and extent of the finanaal instruments outstanding at the balance sheet date and the risk management policies
employed by the Fund are discussed mn notes 21 to 24
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21 Market nsk

Market risk embodies the potential for both loss and gains and includes interest rate rnsk and price sk

The Company’s strategy on the management of investment risk 1s driven by the Company’s mvestment objective as outhned in
note 20 The management of market risk 15 part of the investment management process and 1s typical of private equity
mvestment The portfolio 1s managed m accordance with policies and procedures 1n place as described 1 more detail in the Report
of the Directors on pages 17 to 23, with an awareness of the effects of adverse price movements through detailed and continung
analysis, with an objective of maximising overall returns to shareholders Investments in unquoted stocks and AIM hsted
companes, by therr nature, involve a higher degree of rnsk than investments 1n the main market Some of that nsk can be
mutigated by diversifying the portfolio across business sectors and asset classes The Company’s overall market positions are
monttored by the Board on a quarterly basis

Details of the Company’s investment portfoho at the balance sheet date are disclosed in the schedule of investments set out on
pages 10 and 11 An analysis of investments between debt and equity instruments 1s disclosed 1n note ¢

23 per cent (2008 18 per cent) of the Company’s investments are listed on the London Stock Exchange or traded on AIM A 5 per
cent 1increase n stock prices as at 31 December 2009 would have increased the net assets attributable to the Company's
shareholders and the total profit for the year by £610,000 (2008 £497,000), an equal change in the opposite direction would
have decreased the net assets attnbutable to the Company’s shareholders and the total profit for the year by an equal amount

48 per cent (2008 50 per cent} of the Company’s mvestments are 11 unquoted companies held at fair value Valuation
methodology includes the application of earntng multiples derived from either hsted compames with similar characteristics or
recent comparable transactions Therefore the value of the unquoted element of the portfolio may also be indirectly affected by
price movements on the histed exchanges A 5 per cent increase mn the valuations of unquoted investments at 31 December 2009
would have increased the net assets attributable to the Company's shareholders and the total profit for the year by £1,264,000
(2008 £1,391,000), an equal change 1n the opposite direction would have decreased the net assets attributable to the Company’s
sharehelders and the total profit for the vear by an equal amount
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22 Interest rate nsk

At 31 December 2009 £7,256,000 (2008 £14,203,000) fixed rate securities were held by the Company As a result, the Company
15 subject to exposure to fair value interest rate risk due to fluctuations 1n the prevailing levels of market mterest rates

Al 31 December 2009 £19,226,000 (2008 £19,776,000) fixed rate loan notes were held by the Company The weighted average
effective interest rate for the loan note securities 15 8 28% as at 31 December 2009 (2008 8 83%) Due to complextty of the
mstruments and uncertamty surrounding timing of redemption the wetghted average time for which the rate 15 fixed has not been
calculated

The table below summanses weighted average effective interest rates for the fixed interest-beaning financal instruments

Fixed rate 2009 2008
Weighted Weighted
Total Weighted average Total Weighted average
fixed average time for fixed average 1ime far
rate interest which rate rate interest which rate
porttolio rate Is fixed partfolio rate 1s fixed
£'ooc k3 days E aoo % days

Fixed rate

Fixed interest securites 7.256 07 21 14,203 31 165

Floating rate

When the Company retamns cash balances, the majenity of cash 1s ordinanly held on interest bearing deposit accounts and, where
appropriate, wathun an interest bearing money market open ended investment company (OEIC) The benchmark rate with
determines the interest payments recerved on interest bearing cash balances ts the bank base rate which was 0 5 per cent as at

31 December 2009 (2008 2 00 per cent)

2009 2008
Total Total
E ooo f'o00

Floating rate
DEIC 5,700 -
Cash on deposit 1,033 1,732
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23 Credit nsk

Credit risk 15 the risk that a counterparty to a financial instrument wall fail to discharge an obligation or commitment that 1t has
entered into with the Company The Investment Manager has in place a momtoring procedure 1n respect of counterparty risk
which 15 reviewed on an ongomg basis The carrying amounts (value) of financal assets best represents the maximum credit nisk
exposure at the balance sheet date

At the reporting date, the Company’s financial assets exposed to credit risk amounted to the following

2009 2008

Total Total

t oo0 £ ooo

Investments In fixed interest instruments 7,256 14,203
Investments In floating rate instruments 5,700 -
Cash and cash equivalents 2,033 1,732
Loan stock repayment receivable - 421
Interest, dividends and other receivables 349 1,579
15,338 17,935

Credit nsk artsing on fixed interest instruments 1s mitigated by investing in UK Government Stock

Credit nisk arsing on floating rate mstruments 1s mitigated by nvesting m money market open ended investment companies
managed by Blackrock Credit risk on unquoted loan stock held within unlisted investments 1s considered to be part of market nisk
as disclosed 1n note 21

Credit nsk arising on transactions with brokers relates to transactions awarting settlement Risk relating to unsettled transactions
1s considered to be small due to the short settlement period involved and the high credit quality of the brokers used

All the assets of the Company which are traded on a recogrised exchange are held by JPMorgan Chase (JPM), the Company's
custodian The Board momtors the Company's risk by reviewing the custodian’s internal control reports as described 1n the
Corporate Governance section on pages 20 to 22

Substantially all of the cash held by the Company 15 held by JPM The Board momtors the Company’s nsk by reviewing regularly
JPM’s mnternal controel reports as previously described Should the credit qualty or the financaal position of JPM deteriorate
significantly the Investment Manager will seek to move the cash holdings to another bank

There were no signuificant concentrations of credit risk to counterparties at 31 December 2009 or 31 December 2008 No mdmvidual
mvestment exceeded 5 9 per cent of the net assets attributable to the Company’s shareholders at 31 December 2009 (2008 5 1 per
cent)
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24 Liguidity risk

The Company’s financial mstruments include investments mn unhsted and AIM traded equity 1nvestments which are not traded in
an organmsed public market and which generally may be liquid As a result, the Company may not be able to hquidate quickly
some of 1ts investments 1n these instruments at an amount close to their fair value 1n order to meet its hqudity requirements, or
to respond to specific events such as deterteration 1n the creditworthiness of any particular 1ssuer

The Company’s hquidity risk 1s managed on an ongoing basis by the Investment Manager 1n accordance with policies and
procedures 1n place as described 1n the Report of the Directors on page 18 The Company’s overall hqudity risks are monitored on
a quarterly basis by the Board

The Company maintamns sufficient 1nvestments in cash and readily reahsable securtties to pay accounts payable and accrued
expenses At 31 December 2009 these investments were valued at £14,989,000 (2008 £15,935,000)

25 Related parties

Related party transactions include Management, Secretarial, Accounting and Perfermance fees payable to the Manager, 1515 EP LLP,
as disclosed 1 notes 4, 5 and 11, and fees paid to the Directors as disclosed in note 5 In addition, the Manager operates a
Co-Investment Scheme, detailed in the Report of the Directors on page 22, whereby employees of the Manager are entitled to
participate in certain unquoted investments alongswde the Company




Notice of Annual General Meeting

Notice 15 hereby given that the mnth Annual General Meeting of Baronsmead VCT 3 plc wall be held at the London
Stock Exchange, 10 Paternoster Square, London EC4M 7LS on 18 May 2010 at 10 30 am for the following purposes

ORDINARY BUSINESS

1

2

That the Report and Accounts for the year to 31 December 2009 be recerved

That the Directors’ Remuneration Report for the year to 31 December 2009 be approved
That Gill Nott be re-elected as a Director

That Robert Owen be re-elected as a Director

That Andrew Karney be re-elected as a Director

That Anthony Townsend be elected as a Director

That KPMG Audit Plc, Chartered Accountants, be re-appomnted as Auditors and that the Directors be authorised to determine
their remuneration

SPECIAL BUSINESS

Ordinary Resolutions

8

THAT, in substitution for all subsisting authorties to the extent unused, the Directors of the Company (the “‘Directors’) be
and are hereby generally and unconditionally authortsed in accordance with section 551 of the Compames Act 2006 (the

“Act ), to exercise all the powers of the Company to allot shares in the Company and to grant rights to subscribe for or to
convert any security mto shares of the Company up to an aggregate nominal amount of £1,880,000, provided that this
authonty shall expire on the fifth anniversary of the date of the passing of this resclution (unless previously revoked, vared,
renewed or extended by the Company in general meeting), save that the Company may, prior to such expiry, make offers or
agreements which would or might require shares to be allotted or such rights to be granted after such expiry and the Directors
may allot shares or grant such nghts (as the case may be) 1n pursuance of such an offer or agreement as 1f the authority
conferred hereby had not expired

Special Resolutions

g

10

THAT, subject to the passmg of resolution 8 set out 1n the notice of this meeting

the Directors of the Company (the “‘Directors’) he and are hereby empowered, pursuant to sechions 570 and 573 of the
Companies Act 2006 {the “Act”), to allot equity securities (as defined m Section 560 of the Act), including the grant of rights
to subscribe for or to convert any security into shares of the Company, for cash pursuant to the authonty conferred by
resolution 8 set out 1n the notice of this meeting, and to sell equity securities held by the Company as treasury shares for cash,
as 1If section 561(1) of the Act did not apply to any such allotment and sales of equity securities, provided that this power shall
be hmited to

(a) the allotment of equity securities up to an aggregate nominal amount of £600,000 provided that the maximum number of
equity secunties which may be allotted pursuant to this sub-paragraph (a) shall be 6,000,000 ordinary shares, pursuant
to a dvidend renvestment scheme operated by the Company, and

(b the allotment of equity securities (otherwise than pursuant to sub-paragraph {(a} abeve) up to an aggregate norminal
amount of £1,280,000 provided that the maxmmum number of equaty securtties which may be allotted pursuant to this
sub-paragraph (b) shall be 12,800,000 ordinary shares, and where such proceeds of 1ssue may be used, i1 whole or part
to purchase ordinary shares,

’

and the power conferred by this resolution shall expire on the date falling 15 months after the date of passing this resolution
or, If earher, at the conclusion of the Annual Genera! Meeting of the Company to be held in 2011, except that the Company

may, before such expiry, make offers or agreements which would or might require equity securihes to be allotted after such
expiry and the Directors shall be entitled to allot equuty securities pursuant te any such offers or agreements as if the power

conferred by this resolution had not expired

THAT, n substrtubon for the Company’s existig authority to make market purchases, the Company be and 1s hereby
authorised pursuant to and in accordance with sechion 701 of the Companies Act 2006 (the “Act’’} to make market purchases
(within the meaning of section 693(4) of the Act) of ordinary shares of 10p each 1 the capital of the company (*‘Ordinary
Shares”) on such terms and 1n such manner as the Directors of the Company shall from time to time determine, provided that

43




44

Notice of Annual General Meeting

11

12

(a)

(b)
(c)

{d)

(e)

the aggregate number of Ordinary Shares which may be purchased shall not exceed 10,050,000 or if lower such number
of Ordinary Shares as shall equal 14 99 per cent of the 1ssued Ordinary Shares as at the date of such purchase (excluding
any Ordinary Shares held in treasury),

the mummum price which may be paid for an Ordinary Share 15 the nominal value thereof of 10 pence,

the maximum price which may be pard for an Ordmary Share 1s an amount equal to the higher of (1) 105 per cent of the
average of the middle market quotation for an Ordinary Share taken from the London Stock Exchange daily official hst for
the five business days immediately preceding on the day on which such Ordinary Share 1s to be purchased, and {11) the
amount stipulated by Article 5 (1) of the Buyback and Stabilisation Regulahion 2003,

the authonty conferred by this Resclution shall expire on 18 August 2011 or, if earlier, at the conclusion of the annual
general meehng to be held m 20711 unless such authority 1s renewed prior to such time, and

the Company may make a contract to purchase Ordinary Shares under the authonty conferred by this resolution prior to
the expiry of such authonty which will or may be executed wholly or partly after the expiration of such authortty and
may make a purchase of such Ordinary Shares

THAT

(a)

the Articles of Association of the Company be amended by deleting all the provisions of the Company’s Memorandum of
Assoaation which, by virtue of section 28 of the Companies Act 2006, are to be treated as provisions of the Company’s
Articles of Association, and

(b the Articles of Association contained m the document produced to the meeting and imitialled by the Chairman for the

purposes of identification be adopted as the new Articles of Association of the Company 1n substitution for, and to the
exclusion of, the existing articles of assoctatien, with effect from the conclusion of the Annual General Meeting

THAT, subject to the adoption of the new articles of association of the Company by the passing of resolution 11 as set out 1n
the notice of this meeting, a general meeting (other than an annual general meeting) may be called on not less than 14 clear
days’ notice, provided that this authonty shall expire at the conclusion of the next annual general meeting of the Company

By Order of the Board

B Lawson

Company Secretary
Baronsmead VCT 3 pic
100 Wood Street
London EC2V 7AN

18 February 2010
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10

11

12

No Director has a service contract with the Company

To be entitled to attend and vote at the meeting {and for the purposes of the determmation by the Company of the number of votes
they may cast), members must be registered in the Register of Members of the Company by not later than 11 00 a m two days prior
to the bime fixed for the meeting If the meeting 15 adjourned, the time by which a person must be entered on the register of members
of the Company 1n order to have the right to attend and vote at the adjourned meeting 1s 11 00 a m two days prior to the time of the
adyjournment Changes to the Register of Members of the Company after the relevant deadline shall be disregarded in deterrmiming the
rights of any person to attend and vote at the meeting

A member entitled to attend and vote at the meeting 15 entitled to appoint a proxy or prexies to attend, speak and vote on his or her
behalf A proxy need not also be @ member but must attend the meeting to represent you Detals of how to appoint the Chairman of
the meeting or another person as your proxy using the proxy form are set cut in the notes to the proxy form If you wish your proxy
to speak on your behalf at the meeting you will need to appoint your own choice of proxy (not the Chairman) and give your
instructions directly to them

To appoint more than one proxy, an additional proxy forms) may be obtained by contacting the Company’s registrars, Computershare
Investor Services PLC, helpline on 0870 703 0137 or you may photecopy the proxy form Please indicate in the box next to the proxy
holder's name, the number of shares in relation to which they are authorised to act as your proxy Please also indicate by ticking the
box provided, 1f the proxy nstruction 1s one of mrultiple instructions being given All forms must be signed and should be returned
together in the same envelope

A reply paud form of proxy 1s enclosed with Shareholders’ copies of this document To be valid, it should be lodged with the Company’s
registrars, Computershare Investor Services PLC, The Pavilions, Bridgwater Road, Bristol BS99 6ZY so0 as to be received not later than 48
hours before the ime-appomnted for the meeting or any adjourned meeting or, 1 the case of a poll taken subsequent to the date of the
meeting or adjourned meeting, so as to be received no later than 24 hours before the time appomnted for taking the poll

Any corporation which 1s a member can appoint one or more corporate representatives who may exercise on its behalf all of its powers
as a member provided that, if 1t 15 appointing more than one corporate representative, 1t does not do so 1n relation to the same shares It
15 therefore no longer necessary te nommnate a designated corporate representative

Appomntment of a proxy will not preclude a member from subsequently attending and voting at the meeting should he or she
subsequently dectde to do so You can only appomt a proxy using the procedures set out in these notes and the notes to the proxy
form

Any person recerving a copy of this Notice as a person nominated by a member to eryoy information mights under sectton 146 of the
Comparues Act 2006 {a “Nomunated Person’’) should note that the provisions in Notes 3 and 4 above concerming the appointment of a
proxy or proxies to attend the meeting in place of a member, do not apply to a Nomunated Person as only Shareholders have the nght
to appoint a proxy However a Nomunated Person may have a nght under an agreement between the Nominated Person and the
member by whom he or she was nominated to be appointed, or to have someone else appemnted, as a proxy for the meeting If a
Nonunated Person has no such proxy appowintment right or does not wish to exercise it, he/she may have a nght under such an
agreement to give instructions to the member as to the exercise of voting mights at the meeting

Nomunated persons should also remember that therr main pomt of contact in terms of their investment in the Company remains the
member who nomnated the Nomunated Person to enjoy information rights (or, perhaps the custodian or broker who admimsters the
investment on their behalf) Nominated Persons should continue to contact that member, custodian or broker (and not the Company)
regarding any changes or queries relating to the Nominated Person’s persenal details and tnterest in the Company (including any
admirustrative matter) The only exceptien to this 1s where the Companv expressly requests a response from a Norminated Person

As at 17 February 2010 (bemng the latest practicable date pror to the publhcation of this notice) the Company’s 1ssued share capital
consists of 59,699,553 Ordinary Shares, carrying one vote each Excluding those Ordinary Shares held in treasury, the total voting
rnights 1n the Company as at 17 February 2010 are 54,232,236 Ordinary Shares

CREST members who wish to appomnt a proxy or proxies by utihsing the CREST electromc proxy appomtment service may do so for
the meeting and any adjournment(s) thereof by utiising the procedures descnbed 1n the CREST manual, whech 1s available to download
from the Euroclear website (www euroclear com/CREST) CREST personal members or other CREST sponsored members, and those
CREST members who have appomted a voting service provider(s), should refer to their CREST sponsor or voting servace provider(s),
who will be able to take the appropnate action on their behalf

In order for a proxy appointment made by means of CREST to be valid, the appropriate CREST message (a “CREST Proxy Instruction’)
must be properly authenticated in accordance with Euroclear Uk & Ireland Limited’s speaifications and must contain the information
required for such instructions as described 1n the CREST manual The message must be transmutted so as to be received by the Issuer’s
agent (10 RA19) by the latest time for receipt of proxy appomntments specified in note 6 above For this purpose, the time of receipt will
be taken to be the time (as determined by the timestamp applied to the message by the CREST applications host) from which the 1ssuers
agent 15 able to retrieve the message by enquiry to CREST in the manner prescribed by CREST

CREST members and, where apphcable thewr CREST sponsors or voting service provider(s) should note that Euroclear Uk & Ireland
Lirmted does not make available special procedures in CREST for any particular messages Normal system hmings and hmitations wall
therefore apply 1n relation to the input of CREST Proxy Instructions It 15 the responsibility of the CREST member concerned to take (or,
If the CREST member 15 a CREST personal member or sponsored member or has appointed a voting service provider(s}, to procure that
his CREST sponsor or voting service provider(s) take(s)) such action as shall be necessary to ensure that a message 15 transmtted by
means of the CREST system by any particular time [n this connection, CREST sponsors or voting service providers are referred, n
particular, to those sections of the CREST manual concerming practical hmitations of the CREST system and timings

The Company may treat as invahd a CREST Proxy Instruction in the circumstances set out 1n Regulation 35(5) of the Uncertaficated
Securities Regulations 2001

A copy of the Notice of Annual General Meeting and the information required by Section 311A Compantes Act 2006 15 included on the
Company's website, www baronsmeadvct3 co uk
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13 Section 319A of the Companies Act 2006 requires the directors to answer any question raised at the AGM which, relates to the
business of the meeting, although no answer need be given (a}if to do so would interfere unduly wath the preparation of the meeting
or 1nvolve disclosure of confidential information, (b} if the answer has already been given on the Company’s webstte, or (c) 1f 1t 15
undesirable in the best interests of the Company or the goad order of the meeting
Members satisfying the thresholds 1n section 527 of the Companies Act 2006 can require the Company to publish a statement on its
website setting out any matter relating to (a) the audit of the Company’s accounts (including the auditor’s report and the conduct of
the audit) that are to be laid before the annual general meeting, or (h) any arcumstances connected with an auditor of the Company
ceasing to hold office since the last Annual General Meeting, that the members propose to raise at the meeting The Company cannot
require the members requesting the pubhcation to pay its expenses, Any statement required to be placed on the website must also be

sent to the Company’s auditors no later than the time 1t makes 1ts statement available on the website The business which may be dealt

with at the meeting includes any statement that the Company has been required to publish on its website

By attending the meeting, members and their proxies and representatives are understood by the Company to have agreed to receve any

communications relating to the Company’s shares made at the meeting

14 Under sections 338 and 338A Companies Act 2006, members meeting the threshold requirements in those sections have the nght to
require the Company

(1) to give, to members of the Company entitled to receive notice of the meeting, notice of a resolution which may properly be moved

and 15 intended to be moved at the meeting, and/or

(1} to include in the business to be dealt with at the meeting any matter (other than a proposed reselution) which may be properly
ncluded i the business

A resolution may properly be moved or a matter may properly be included in the business unless

(2} (in the case of a resolution only) it would, 1f passed, be meffective (whether by reason of inconsistency with any enactment or the

company’s constitution or otherwise),
(b) 1t 15 defamatory of any person or
(c) 1t 1s frivolous or vexatious

Such a request may be in hard copy form or 1 electrome form, and must wdentify the resolution of which notice 15 to be given or the
matter to be included in the business, must be authorised by the person or persons making it, must be recerved by the Company nat
later than 3 Apnl 2010, being the date s1x clear weeks before the meeting, and (in the case of a matter to be mcluded 1n the business
only) must be accompanied bv a statement setting out the grounds for the request




Explanatory notes of principal changes to the
Company’s Articles of Association

[t 1s proposed to adopt new Articles of Assocation (New Articles) in order to update the Company’s current Articles of Association
{Current Articles) primarily to take account of changes m English company law brought about by the Companies Act 2006 that
fully came mnto force up to and en 1 October 2009 and to make certain clanfying and conforming changes

The principal changes introduced in the New Arhcles are summarised below Other changes, which are of a minor, techmical or
clarifying nature and alse some more mnor changes which merely reflect changes made by the Compames Act 2006 have not
been noted below Generally the opportumty has been taken to bring clearer language into the New Articles and 1n some areas to
conform the language of the New Articles

The New Articles showing all the changes 1o the Current Articles are available for inspection at the offices of ISIS EP LLP from the
date of this notice until the close of the Annual General Meeting on 18 May 2010 and will also be available for inspection at the
venue of the Company’s Annual General Meeting for at least 15 minutes before and during the Annual General Meeting

References to article numbers are those used in the New Articles (except where reference 1s made to a provision which has heen
deleted)

1 The Company’s objects

The provisions regulating the operations of the Company were until 1 October 2009 set out 1n the Company’s memorandum
and articles of association

The CA 2006 significantly reduces the conshitutional sigmficance of a company’s memorandum The CA 2006 prowvides that the
memorandum will record only the names of subscribers and the number of shares each subscriber has agreed to take in the
company Under the CA 2006 the majority of the previous provisions of the memorandum, most notably the objects clause,
are deemed to be part of the company’s articles of association with effect from 1 October 2009

Further the CA 2006 states that, unless a company’s articles provide otherwise, a company's objects are unrestricted Thus
abolishes the need for compantes to have objects clauses For this reason the Company 1s proposing to remove 1ts objects clause
(together with all other provistons of its memorandum which, by virtue of the CA 2006, are treated as forming part of the
Company’s articles of association as of 1 October 2009) Thus will be achieved by the adoption of New Articles which contain
no such provisions other than a statement regarding the limited hability of shareholders

2 Change of name {Article 3)
Under the CA 1985, a company could only change tts name by special resolution Under the CA 2006 a company will be able
to change 1ts name by other means provided for by its articles To take advantage of this provision, the New Articles enable the
directors to pass a resolution to change the Company’s name

3 Authonsed share capital and unissued shares (Former Article 5)
The CA 2006 removes the concept of authorised share capital As with the objects clause (see paragraph 1 above), the statement
of authonsed share capital previously contamned 1n a company’s memorandum of association 1s deemed with effect from
1 October 2009 to be a provision of the company’s articles of association (and takes effect as setting out the maxamum number
of shares that may be allotted by the company) The adoption of the New Articles wrll have the effect of removing this
prowvision

Directors will still be himited as to the number of shares they can at any time allot because an allotment authonty centinues to
be requured under the CA 20086, save in respect of employee share schemes

4 Suspension of and reasons for refusal of registration of share transfers (Former Article 37)
The Current Articles permut the directors to suspend the registration of transfers for up to 30 days n any year, reflecting a
provision of the CA 1985 Under the CA 2006 share transfers must be registered as soon as practicable Accordingly, the
provision which allowed the Company to suspend the registration of transfers has been removed in the New Articles In
addition the Current Articles are being updated 1n line with the CA 2006 so that the Directors must give reasens for any
refusal to register a transfer of shares as soon as reasonably practicable and provide such further information as the transferee
may reasonably request

5 Adjournments for lack of quorum (Article 57)
Under the CA 2006 as amended by the Shareholders’ Rights Regulations, general meetings adjourned for lack of quorum must
be held at least 10 clear days after the onginal meeting The New Articles reflect this requirement

6 Chairman’s casting vote (Former Article 73)
The New Articles remove the provision giving the chairman a casting vote n the event of an equality of votes as this 1s no
longer permutted under the CA 2006
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1

Voting by proxies on a show of hands (Article 75)

Under the CA 2006 as amended by the Shareholders’ Rights Regulations, each proxy appointed by a member has one vote on a
show of hands unless the proxy 15 appointed by more than one member 1n which case the proxy has one vote for and one vote
aganst 1f the proxy has been mstructed by one or more members to vote for the resolution and by one or more members to
vote against the resolution The New Articles reflect these changes and contain a provision clanfying how the provision of the
CA 2006 giving a proxy a second vote on a show of hands should apply to discretionary authenties

Vvalidity of votes by proxies and corporate representatives (Article 79)

Under the CA 2006 as amended by the Shareholders’ Rights Regulations, proxies have an obligation to vote 1n accordance with
the mstructions given to them by the member appomnting them The New Articles contain a provision stating that the
Company 15 not required to enquure whether a proxy or corporate representative has voted 1n accordance with instructions
gven to him and that votes cast by a proxy or corporate representative will be valid even if he has not voted 1n accordance
with these instructions

Timing for submission of proxy appointments {(Article 77)

Article 77 has been amended to permut the directors to specify, n a notice of meeting, that in determiming the time for delivery
of proxy appowntments, no account shall be taken of non-working days Thus brings the provisions relating to timing for
proxy appointments into line with the provisions of Article 150 regarding determumuing which persons may attend and vote at a
general meeting

Directors’ interests (Articles 123-130)

The articles dealing with directors” conflicts of interest have been amended and updated in line with market practice Under the
New Articles certain conflicts of interest do not need to be authonsed, for example an interest as a director of a group
company Generally the nature and extent of any confhict of interest must be disclosed before 1t can be authorised or hefore 1t 15
permutted without being authornised but the New Articles provide for some situations in which disclosure 15 not required where
knowledge can be presumed and disclosure 1s unlikely to be necessary The New Articles also allow the board to exercise voting
rights mn group comparnies without restriction e g so as to appont a director to the board of a group company without thus
counting as a conflict requinng authorsation

Directors” indemnities and loans to fund expenditure (Article 165)

The CA 2006 has 1n some areas widened the scope of powers of a company to indemnify directors to fund expenditure incurred
1n connection with certain actions against directors The existing exemption allowing a company to provide money for the
purpose of funding a director’s defence in court proceedings now expressly covers regulatory proceedings




Shareholder Information and Contact Details

Shareholder communication
The Board has a policy of regular and open communication with shareholders based around quarterly statutory reporting

Electronic communication has been introduced following new legislation m the 2006 Compantes Act and the Baronsmead
VCT 3 website 1s available at www baronsmeadvct3 co uk

Shareholder Helpline
Tel 0870 703 0137 (Calls charged at geographical and national rates)

The Shareholder Helpline 1s available on UK business days between Monday and Friday, 8 30 am to 5 pm The helpline
contains automated seli-service functionality which 1s available 24 hours a day, 7 days a week Using your Shareholder
Reference Number which 1s available on your share certificate or dividend tax voucher, our self-service functionality will
enable you achieve the following things

Automated Functions

- confirm the latest share price

— confirm your current share holding balance
- confirm payment history

— order a Change of Address, Dwvidend Bank Mandate or Stock Transfer Form

e-mail web queries@computershare co uk

Enquiries

Shareholders should contact the following regarding quernes

Basic contact detalls, 1¢ change of address, joining the DRIP queries re  share and tax certificates and bank mandate forms

Computershare (Company Registrar)
www-uk computershare com/mnvestor

Investors who hold ordinary shares in therr own name can check their holdings on our Registrar’s website
www-uk computershare com Please note that to access this facility mvestors will need to quote the reference number
shown on therr share certificate

Alternatively, by registering for the Investors’ Centre facthty on Computershare’s website, investors can view details of all
therr holdings for which Computershare 15 Registrar, as well as access additional facilities and documentation Please see
www nvestorcentre co uk for further information

For comparative performance data of Baronsmead VCT and other generahst VCTs please visit the AIC performance statistics
page at www theaic co uk/statistics-publications

For information on asset allocations, dividend policies, investment process, DRIP mechamsm, share price movements, the share
price discount and selling shares

ISIS EP LLP (the Investment Manager) at www 1s1sep com
e-maill muichael probin@isisep com, margaret barff@isisep com
Tel Michael Probin 020 7506 5796, Margaret Barff 020 7506 5630

The Baronsmead wehsite (www baronsmeadvet3 co uk) links to helpful sites, contams details of the team and some case
studies of investments
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Shareholder Information and Contact Details

Share Price

The Company's shares are listed on the London 5tock Exchange The mid-price of the Company's shares 1s given daily in

the Financial Times 1n the Investment Companies section of the London Share Service Share price information can also be

obtained from many financial websites

Trading Shares

The Company’s shares can be bought and sold 1n the same way as any other quoted company on the London Stock

Exchange via a stockbroher

The marketmakers 1n the shares of Baronsmead VCT 3 plc are

Matrix Corporate Capital LLP 020 3206 7000

Singer Capital Markets Limited 020 3205 7500

Winterflood Sectirities Limuted 020 3400 0251

Financial Calendar

18 May 2010 Annual General Meeting
August 2010 Announcement of interim results and posting of report
February 2011 Announcement of final results for year to 31 December 2010

The shareholdings as at 31 December 2009 are analysed as follows

Ordinary Shares

Percentage

of total
Number of number of Number of Percentage
Size of shareholding sharehclders sharehoiders shares of shares
1-2,000 96 332 76,036 013
2,001-5,000 747 25 85 2,876,247 482
5,001-10,000 725 25 09 5,645,804 9 46
10,001-26,000 763 26 40 12,787,593 21 42
25,001-50,000 373 12 91 13,413,388 2247
50,001-100,000 131 453 9,425,173 1579
Over 100,000 55 190 15,475,312 2592
Total 2,890 100 00 59,699,553 100 00

Additional Information

The information provided in this report has been produced 1in order for shareholders to be informed of the activities of the

Company during the period 1t covers ISIS EP LLP does not give investment advice and the naming of compames in this

report 15 not a recommendation to deal in them

Baronsmead VCT 3 plc 1s managed by 1S1S EP LLP which 1s Authorised and regulated by the FSA Past performance 1s not

necessarily a guide to future performance Stock markets and currency movements may cause the value of investments and

the income from them to fall as well as rise and investors may not get back the amount they ornginally invested Where

nvestments are made 1n unquoted securities and smaller companies, their potential volatiity may ncrease the risk to the

value of, and the income from, the investment
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Corporate Information

Directors

Mark Cannon Brookes (Chairman)*
Andrew Lumsdatne Karney+
Gilltan Nott OBE

Robert Richardson Owen

Anthony Townsend

Secretary

Barry Lawson

Registered Office
100 Wood Street
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Registrars and Transfer Office
Computershare Investor Services PLC

PO Box 82

The Pavilions

Bridgwater Read

Bristol BS99 6272

Tel 0870 703 0137
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Matrnix Corporate Capital LLP
One Vine Street
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PricewaterhouseCoopers LLP
1 Embankment Place
London WC2N 6RH

Website

www baronsmeadvct3 co uk

Many companies are aware that their shareholders have recerved unsohated phone calls or correspondence concerning
vestment matters These are typically from overseas based “brokers’’ who target UK shareholders offering to sell them
what often turn out to be worthless or high risk shares tn US or UK investments They can be very persistent and
extremely persuasive Shareholders are therefore advised to be very wary of any unsolicited advice, offers to buy shares at

a discount or offers of free company reports

Please note that 1t 15 very unhkely that either the Company or the Company Registrar, Computershare, would make

unsolicited telephone calls to shareholders and that any such calls would relate only to official documentation already
circulated to shareholders and never 1n respect of mvestment “advice’”

If you are 1n any doubt about the veracity of an unschated phone call, please call either the Company or the Registrar at

the numbers provided above




