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warning to Shareholders

Many companies are aware that their shareholders have recerved unsolicited phone calls or correspondence
concermung mnvestment matters These are typically from overseas based “brokers” who target UK shareholders
offering to sell them what often turn out to be worthless or hugh risk shares in US or UK investments They
can be very persistent and extremely persuasive Shareholders are therefore advised te be very wary of any
unsolicited advice, offers to buy shares at a discount or offers for free company reports

Please note that it 15 very unlikely 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 in respect of investment “advice”

If you are 1n any doubt about the veracity of an unsolicited phone call, please call either the Company or the
Registrar at the numbers provided on page 62

www.baronsmeadvct3.co.uk

If you have sold or otherwise transferred all of your shares in Baronsmead VCT 3 plc, please forward this document and the accompanying form
of proxy as soon as possibie to the purchaser or transferee, or to the stockbroker, bank or other agent through whom the sale or transter was,
or is being, effected, for dehivery to the purchaser or transferee
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Investment Objective

Baronsmead VCT 3 1s a tax efficient listed company which aims to
achieve long-term investment returns for private investors.

tnvestment policy

e Tonvest primarnly n 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 of the Company’s pubhished investment policy and risk management are contained 1n the Report of
the Directors on pages 20 to 23

Dividend policy

The Board of Baronsmead VCT 3 has the objective to maintam a mumimum annual dividend level of around

4 5p per ordinary share if possible, but this depends primanly on the level of realisations achieved and cannot
be guaranteed There will be vanations in the amount of dividends paid year on year Since launch, the average
annual tax-free dividend paid to shareholders (including the proposed final dividend of 4 5p) has been 5 9p

per ordinary share {equivalent to a pre-tax return of 7 9p per ordmnary share for a higher rate taxpayer) For
shareholders who received up front tax reliefs, their returns would have been higher

Shareholder choice

The Board wishes to provide shareholders with a number of choices that enable them to utilise their investment
mn Baronsmead VCT 3 1n ways that best swuut their personal mvestment and tax planning and in a way that
treats all shareholders equally

¢ Fund raising | From time to time the Company seeks to raise additional funds by 1ssuing new shares
at a prermum to the latest published net asset value to account for 1ssue costs In Decermber 2012, the
Company ‘s offer for subscription raised £5 0 mullion (£4 7 rmithon net)

¢ Dividend Remnvestment Plan | The Company offers a Dividend Remnvestment Plan which enables
shareholders to purchase additional shares through the market n heu of cash dividends Approximately
260,000 shares were bought 1 this way during the year to 31 December 2012

e Buy back of shares | From tiume to time the Company buys its own shares through the market mn
accordance with 1its share price discount policy The Board has undertaken a review of this pohcy and will
seek to mamtain a rmd share price discount of approximately 5 per cent to net asset value This constitutes
a revision to the Company’s previous pohcy of buying back shares through the market at an approxamate
10 per cent discount to the latest pubhished net asset value Further details are provided 1in the Chairman’s
Statement In the year to 31 December 2012, 1,306,897 shares were bought back representing 2 per cent of
the shares i 155ue at 31 Decernber 2012 at an average price whuch represented a 9 per cent discount to the
latest published net asset value

® Secondary market | The Company s shares are listed on the London Stock Exchange and can be bought
using a stockbroker or authonsed share deahing service n the same way as shares of any other listed
company Approximately 305,000 shares were bought by investors in the Company ‘s existing shares 1n the
year to 31 December 2012
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Financial Headlines

Net asset value per share

Net asset value (“NAV”} per share increased

14 4 per cent to 114 6p 1n the twelve months
ended 31 December 2012, before deduction of the
iterim dividend

+14.4%

Dividends in the year

Dividends totalled 7 5p for the year to 31 December
2012, including the proposed final dividend of 4 5p

/.0p

Annual dividend yield

Net annual dividend yield of 7 1 per cent and gross
annual yield of 9 5 per cent

7.1%

Net asset value total return

NAV toral return to shareholders for every 100 Op
invested at launch

217.4p
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Performance Summary

Performance Record in the last ten years

Source ISIS EP LLP

Dividend History in the last ten years

Source |SIS EP LLP

* Includes propesed final dividend of 4 5p
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Performance Summary

Cash Returned to Shareholders by date of investment

source ISIS EP iLP

* Includes proposed final dividend of 4 5p
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Chairman’s Statement

This Chairman’s Statement forms part of the Repert of the Directors

In the year to 31 December 2012 the Net Asset Value ("NAV”)
before payment of dividends grew by 14 5p per share representing
an mcrease of 14 4 per cent A final dividend of 4 5p per share 1s
proposed resulting 1n total dividends of 7 5p per share for the year
which will be paid predorminantly out of profits generated from
successful portfolio realisations 1n recent years

Anthony Townsend Chairman

INVESTMENT PERFORMANCE

The change m the NAV per share over the year 1s
summarised 1n the table below

Penge per
ordinary
share
NAV as at 1 January 2012 100 16
valuation uplift (14 44 per cent) 14 46
114 62
Intenm dividend paid on 21 September 2012 (30)
Proposed final dvidend of 4 5p, payable after {as)
shareholder approval, en 15 Apnl 2013
NAV as at 31 December 2012 assuming final 107 12
dividend paid

We are pleased with the consistent performance of

the portfoho despite the poor economic environment
since 2008 For instance, over the past three years the
Company's top ten investments as at 31 December
2012, representing 52 per cent of the portfoho by
value, have generated an average annual growth of
17 per cent n sales and 15 per cent n profits The
number of jobs created by these portfolio companies
has been sigruficant with the top ten nvestments now
employing some 2,500 people, an increase of 22 per
cent over the last year Thus helps to vahdate the
wider aims of the VCT legislation which are to assist
1n generating growth in the UK economy Overall, our
portfolio of 67 comparues remains in good health with
85 per cent demonstrating steady to strong growth

Thrs strong perfermance has resulted i a steady

flow of successful realisations which has enabled the
Company to maintamn a consistent annual dividend

of 7 5p since 2007, which 1s tax free for qualifymng
shareholders This dividend equates to an annual tax
free dividend yield of 7 1 per cent on the rmud share
price of 105 4p at 31 December 2012 Over the year,
the valuations of the unquoted and AIM portfolios
increased by 8 and 38 per cent respectively The largest
gains came from the AIM mvestments m IDOX and
Independent Living Services Limited, whuch mncreased in
value by £3 12 mullion and £2 03 mllion respectively
as a result of sigruficantly better trading results

LONGER TERM PERFORMANCE AND BENEFIT
OF THE VCT TAX RELIEFS

The Company’s policy of nvesting 1n a diverse
portfolio of established and profitable companies
capable of strong growth aims to generate consistent
returns over the long term

The NAV total return over the past ten years has
been 206 3p for each 100p invested by Baronsmead
VCT 3 compared with the sector average of 172 9p
for VCT generalists over the same period (source
AIC) Assurning the final dividend 15 approved,
founder shareholders will have received dividends
totalling 70 8p per share compared to the imtial net
cost of 80 Op per share, after taking account of the
maximum 1rutial VCT mncome tax relief of 20 per
cent of amounts invested in new VCT shares that
was available to quahfying investors in 2001 These
dividends are tax free for qualifying mvestors
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Chairman’s Statement

SHAREHOLDER CHOICE

The Company raised gross proceeds of £4 1 mullion
(£3 9 mullion net) m February 2012 by way of a top
up share offer A further offer for subscription by way
of a prospectus launched in November 2012 rased

its target of £5 0 mullion (£4 7 million net) proceeds
by 21 December 2012 In deaiding how much to

raise during 2012 the Directors considered the level

of cash that will be requnred by the Company for
imnvestment over the next few years as well as the need
to maintamn sufficient hquudity to pay dividends and
cover annual runmng costs

Smce mception the Board has, as a service to
shareholders, mamtamed a buy back polcy of
acquiring shares through the market at a discount to
NAV of approximately 10 per cent Each year the level
of shares bought back by the Company 1s relatively
low (For mnstance in the past three financial years

the Company has bought back an annual average

of 2 per cent of the shares 1n 1ssue at the financial
year end) In addition, the results of the shareholder
survey carried out m October 2012 confirmed that

a signficant majority of our shareholders intend to
hold therr shares for the long term As a result, n
November 2012 the Directors decided that in order to
enable those shareholders who do wish to sell their
shares to achieve a return closer to net asset value
they would mn future seek to buy back shares at a

5 per cent discount to NAV Thus should also improve
the price of the Company’s shares for ongoing
shareholders and mcrease their attractiveness

This discount control policy will be kept under review
based on the number of shares bought back over

the next 12 months and may therefore be subject to
revision The buying back of shares will depend on
market conditions at the time and will only happen
when the Directors believe any such purchase would
be 1n the best interests of shareholders as a whole

OUTLOOK

As anticipated 1t my half-yearly report the continued
scarcity of bank debt in the UK and concerns regarding
the stabihity of the European Umion have resulted in

both uncertamn and slower growth for the UK economy

Against this unpromsing backdrop there has

been steady progress across many of our portfolio
comparies as witnessed by the ‘top ten' investees
showing increases 1n turnover and profits The
relatively low levels of debt in the comparnes concerned
should ensure that our investments are more resthent
if trading conditions continue to be difficult

We therefore view the next year with a mixture of
caution and optunism as we continue to believe that
good qualty compames of the size in which we invest
can prosper even mn the current tough environment
We are fortunate that the mvestment manager 1515
has a strong track record of partnering with such
compares and has the experience and knowledge to
support them along a growth path

ANNUAL GENERAL MEETING

[look forward to seeing as many shareholders as
possible at our 12th Annual General Meeting which
will be held this year on Wednesday 10 April 2013 at
the Plaisterers’ Hall, One London Wall, EC2Y 5JU at
10 30 am The AGM will be followed by presentations
from the Manager and one of our investee comparues
Following these presentations we would be delighted if
you could join us for a ight lunch

Anthony Townsend
Chairman
15 February 2013
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Manager’s Review

Andrew Garside Sheenagh Egan

Michael Probin

Considering the ongoing uncertainty during the pericd under review in the national and
European economies, the progress made by the Company’s investees 1s creditable Owerall,
the portfolio has performed very well including a number of sigmficant gains by a number

of quoted shareholdings

PORTFOLIO REVIEW

Overview
The net assets of £75 rmullion were invested as follows
% of | Number of Annual

Asset class NAV NAV [ investees| return %
unquoted 37,084,000 50 25 8
Quoted 22,641,000 30 42 38
Wood Street Microcap 4,525,000 6 33 18
Cash and near cash 10,312,000 14

During the year tn total there were,

e New mvestments of £7 2 million 1n six new
comparites and eight follow ons,

® Dyvestments of £3 0 million from nmine
nvestments and a partial loan note realisation

Each quarter the direchion of general trading and
profitability of all investee compantes 15 recorded so
that the Board can mortor the overall health and
trajectory of the portfolio At 31 December 2012,

85 per cent of the 67 comparmes i the portfolio were
progressing steadily or better

Unquoted Private Equity

The ungquoted portfolio has again performed well and
there has been a steady increase in unquoted values
of 8 per cent The unquoted portion of the portfoho 15
valued using a consistent process every three months
which the Board oversees and approves Almost all of
the value creation in unquoted investments has come
from operational improvements (revenue and margin
growthy), rather than financal leverage

The sale of TVC to the Econormist Group realised
£1 3 milion in March 2012

Quoted (AiM traded and other listed
investments)

There has alsc been a sigrficant uplift in the quoted
portfohio of 38 per cent partially reflecting a positive re-
rating of the small cap sector n the first quarter of 2012
Thus recovery has been helpful to the quoted portfolio
following several years of headwinds from a challenging
AIM market environment and weak share prices
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Manager’s Review

The largest contributor to the uplift in the quoted
portfolio was IDOX, a supplier of document management
software to the UK local government, and global
engineerng sectors The IDOX share price appreaated by
125 per cent during the period aided by a combination
of good orgamc growth and accretive acquisitions
wiuch led to successive earmings forecast upgrades

Over the three years to 31 December 2012, the
approach m quoted investments has been to
concentrate on making fewer AIM investments and
becoming a more engaged shareholder where possible
and appropnate Thuis has taken tume to implement as
only a smail minority of AIM compames qualify for
VCT purposes The average size by value of the AIM &
Listed mvestments i the portfolio 1n December 2009
was £271,000 but thus had increased by 99 per cent
to £539,000 by December 2012

Due to the sigmficant uphft in the AIM and listed
portfolio of £6 3 mullion during the year, the
opportumty was taken to divest seven investments,
mainly 1 legacy compames that were valued below
cost, largely to reduce the tail of older and poorer
performng mvestments Of these, three were sold
through trade sales (Clanty Commerce Solutions,
Prologic and Stagecoach Theatre Arts), one through a
market sale (The Real Good Food Company) and three
written off (Colliers International UK, Music Festivals
and Adventis Group) Proceeds from these seven
drvestments totalled £0 7 millon This represented an
overall uplift in recogmsed vahe during the year of
£0 2 milhon but a loss agamst cost of £1 5 rmullion
Some profits were taken from the investment in IDOX,
with 11 per cent of the holding sold for £593,000
realising a profit of £475,000 agamst cost

Wood Street

wood Street Microcap Investment Fund (“Woed
Street”) was established by 1515 1n May 2009 to
provide flexibility for the Baronsmead VCTI5 to

wnvest in generally larger and more hiquid non VCT
qualifying AIM and Small Cap opporturuties During
the year, a further investment of £1 rmullion was made
mto Wood Street The Manager receives no additional
fee for managing this fund At 31 December 2012,
Baronsmead VCT 3 had invested £3 5 mllion through
Wood Street mto a portfolio of 33 comparues, valued
at £4 5 mulhon Wood Street generated a positive
return of 18 per cent over the year

Liquid assets (cash and near cash)

Baronsmead VCT 3 had cash and near cash resources
of approximately £10 rmllion at the year-end Thus
asset class 1s conservatively managed to take mimmal
or no capital risk

In addition, mvestments within the Wood Street fund
are expected to be relatively more liquud than other
investments as covered 1n the section above This
gives the Manager the possibihty of realising cash
from Wood Street should this ever be required to
supplement hquid assets

Unquoted Investments

During the year £5 2 million was invested m 6
unquoted compames includmg three new companies
seeking acquusitions of which one was used to make
the investment in Impetus Holdings described below
Three new unquoted investments were

e Happy Days Consultancy, a chuldren’s nursery
business, 1s based 1in the South West of the
UK The business has 17 sites already and the
investrment will help accelerate growth in new
sites This 1s a sector that the Manager has
invested mn before with a successful investment
m Kidsunhmited which was realised in 2008

¢ Pho Holdings 1s a group of traditional
Vietnamese restaurants based in London The
Pho sites are informal, fast casual environments, |
specialising n Vietnam’s national dish of Pho,
a tasty and nutntious noodle soup Pho was
awarded ‘Best Emerging Concept” at this year’s
Retatler of the Year Awards The first Pho location
opened on St John Street, Clerkenwell, London,
m June 2005 and the group now has a total of
seven sites across London and the South East
The new mnvestment enables the team to open
new sites, but with each site retarrung a urnque
and mdependent feel
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Manager’s Review

¢ Impetus Holdings 1s a speciahist business
consultancy, supplying Sales ard After Sales
support services to the automotive industry The
business delivers a diverse range of programmes
and projects for Vehicle Manufacturers, with
much of their work taking place within
Dealerships and National Sales Companues
Impetus Automotive has achieved strong growth
In recent years with revenues mcreasing by
50 per cent smce 2010 Clients include VW, Land
Rover, Audi, Toyota, BMW, Citroen, Fat, Ford
and Jaguar Approximately 15 per cent of work
15 delivered outside of the UK The mvestment
by ISIS will support the business in its
continued expansion mto new markets, building
on the strong presence established m the UK and
further development of new services to clients

Top Ten investments

The average investment value of the top ten compantes
held by Baronsmead VT 3 15 £3 1 mllion per company
Because these mvestments are normally held by the
other four Baronsmead VCTs, the total managed by
ISIS 1n each investee 15 significantly larger than thus,
which enables ISIS to dedicate significant resource to
manage each investment and their progress The top
ten investees employ some 2,500 people, which 1s

ant mcrease of 22 per cent over the last year Thewr
turnover and profits had also grown by some 15 per
cent annually for the last three years In this year’s
Annual Report, each of the top ten companies are
described n more detail on pages 14 to 18

Investment Management

ISIS continues to mvest 1n 1ts skills and capacaty with
over 40 of 1ts total team of 60 devoted to investment
management activities across all its investing
activities Its focus 15 on generating strong investment
returns frorm its portfoho through a maxture of
mtelhgent investment selection and hands on portfolio
management Its abiity to select good investments
owes much to its in depth sector research and
speclalisation and to 1ts strong origination team that
help the team to generate proprietary deal flow

Its investments are supported from the outset by an
experienced internal vaiue enhancement team together
with a panel of proven Operating Partners that work
exclusively with ISIS to assist management teams to
deliver both strategic development and operational
efficiencies Both have enabled 1515 to build a strong
track record of producimng consistent returns fron: its
unquoted investments

ISIS has pursued a strategy of sector specialisation
over the past fourteen years and 1n that tune 1ts
executves have developed in-depth knowledge of
these sectors and valuable networks of contacts
which have enabled 1t to capitalise on opportunities
that have presented themselves 1n an ever changmg
environment Its key sectors are

®  Business Services

® Financial Services

e Consumer Markets

® Healthcare & Education

¢ Technology, Media & Telecommumications

OUTLOOK

A number of cormmentators beheve that the UK economy
15 unlikely to experience sigmificant growth in the near
future At this stage of the recovery, thus 1s hard to

chspute and 1t 15 a fair working assumption for investors

However many of our portfolio companies and
their management teams are now more experienced
at handling the economic uncertamties including
managing their growth and operations n a tougher
environment than i previous decades Low bank
borrowings within the portfolio give them robust
financial structures

ISI5 18 an acfive mvestment manager who works
with our investee to help them to grow revenue and
earnmngs whilst continuing to enhance customer
service and build resilient businesses with good
momentum Our mntention 15 to seek out the best
opportumties where growth 1s drniven by mnovation
and gaimng market share through differentiation
rather than relying on favourable economic growth
We contmue to be confident that good levels of
performance can be maintained despite the ongomng
challenging environment

ISIS EP LLP
Investment Manager
15 February 2013
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Summary Investment Portfolio

Investment Classification at 31 December 2012
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Table of Investments and Realisations

Investments 1n the year

Book cost
Company Locaton Sector Activity £ 000
Unqueted investments
New
Impetus Holdings Limited london Business Services Automotive consultancy and outsourced 1,067
service provider
Consumer Investment London Consumer Markets Company seeking to acquire bustnesses in 1,000
Partners Limitedt the consumer markets sector
Riccal Investments Limited¥ London Business Services Company seeking to acquire businesses in 1,000
the business services sector
Pho Holdings Limited London Consumer Markets Restaurant group specialising in 987
vietnamese street food
Happy Days Consultancy Limited Newguay Healthcare & Education  Prowvider of nursery based childcare in 833
Cornwall & Plymouth across 16 settings
Follow on
Crew Clothing Holdings Limited Lendon Consumer Markets Mulu-channel clothing retailer 360
Total unquoted investments 5.237
AlM-traded & listed investments
New
Zatukka plc Lenden TMT* online games development 36
follow on
Dods {Group) plc London TMT> Political information and commumication 678
Hangarg plc Oxford Business Services Business jet management 344
Tangent Communications plc London Business Services Digital direct rnarketing 215
Accumnuli plc Saiford TMT* Managed IT secunty 132
Inspired Energy plc Kirkham Business Services Energy procurement censultancy services 100
Electric Word plc Londen TMT* Business to business publisher 80
Driver Group plc Rossendale Business Services Dispute resolution 60
Total AIM-traded & listed investments 1,925
Collective investment vehicle
Follow on
wood Street Microcap Investment Fund 1,000
Total collective investment vehicle 1,000
Total investments in the year 8,162

t Formerly named Ingleby (1887) Limited
¥ Formerly named Ingleby (1885) Limited
* Technology, Media & Telecommunications (“TMT™}
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Table of Investments and Realisations

Realisations in the year

31 December Realised
First 2011 profit/(loss) Qverall
investment valuatron thts period multtple
Company date £000 £ 000 return
Unquoted realisations
TVC Group Limited Full trade sale Jul 08 1,298 26 11
MLS Limited Loan repayment Jul 06 a7 0 10
Total unquoted realisations 1,715 26
AlM-traded & listed realisations
100X plc Market sale lan 09 357 236 50
Stagecoach Theatre Arts plc Full trade sale Feb 01 153 140 07
Real Good Food Company (The) plc Full market sale Dec 03 160 65 04
Prologic plc Full trade sale Jun o4 103 48 05
Clarity Commerce Solutions pic Full trade sale Oct 09 29 3 06
Colliers International UK plc wntten off Jul o1 4 (4) o0
Adventis Group plc written off Jun 04 10 ()] 00
Music Festivals plc written off Jun 11 87 1¢:3)) 00
Total AIM-traded & listed realisations 903 392
Total realisations n the year 2,618 et

t Proceeds of £8 oco were also recerved in respect of Cetting Personal Limited, which had been sold in the year ended 31 December 2011
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Creating Shareholder Value

HOW ISIS CREATES AND REALISES VALUE FOR THE SHAREHOLDERS OF
BARONSMEAD VCT 3 PLC

Access to an attractive, diverse portfolio

Baronsmead VCT 3 plc gives shareholders access to a diverse portfolio of growth businesses, both unquoted
private equity and AIM-traded companies

Each business has already demonstrated profitable success from its business model before investment to
provide a degree of stability and foundation from which to builld Each business 1s led by entrepreneurial
management teams that are aspinng to achieve above average growth from attractive and differentiated
market positions

The Manager’s approach to investing
The Manager, 1515, aspires to select the best opportuntties and has a distinctive selection critera based on

o Businesses that demonstrate elements of market leadership in thewr niche
¢  Management teamns that can develop and deliver profitable and sustained growth

e The company being able to be an attractive asset appealing to a range of buyers at the appropriate time
to exat

In order to ensure there 15 a strong pipeline of opportunities, 1SIS nvests i sector knowledge and networks
It then undertakes significant pro-active marketimg to witeresting unquoted targets in preferred sectors This
15 bullding a database of businesses that are keen to mamtain a relationship with 1SIS ahead of possible
investment opportunities

ISIS as an influential shareholder

For unquoted private equuty investments, ISIS 15 an mvolved shareholder and representatives of the Manager
Jom the investee board The role of 1515 15 to ensure that strategy 15 clear, the business plan 1s well thought
through and the management resources are in place to deliver profitable growth The intention 1s to build on
the irutial platform and grow the business so that 1t can become an attractive target able to be etther sold or
floated m the medium term

The nvestment strategy for AIM-traded companes has increasingly focused on taking more influential
stakes through the collective shareholdings of the Baronsmead family of VCTs
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Ten Largest Investments

The top ten investments by current value at 31 December 2012 illustrate the diversity and size of investee

compamnes within the portfoho This finanaial information 1s taken from publicly available information

published at Companies House, which has been audited by the auditors of the investee companies

1
IDOX PLC

London

www Investors 1doxgroup com

All ISIS EP LLP managed funds

Year ended 31 October

First investment May 2002 2011 010

Total cost £2,460,000 frmllign  £million

Total equity held 7151% Revenue 386 33
EBITA 95 75

Baronsmead VCT 3 only Net Assets 34 4 310

Cost £920,000

Valuation f5 184 voo No of employees 363 332

Valuatien basis Traded Price

% of equity held 230%

{Source IDOX Plc, Dwrectors’ Report and Financial Statements 31 October 2011}

IDCX group 1s a leading software and informahion management solutions provider These deliver seamless
integration and automation from consumer websites through to document storage In the private sector, its
engineering information management software combines McLaren and CTSpace, who are leaders 1n therr markets

The Baronsmead VCTs first mvested in IDOX 1in 2002, approximately two years after the company floated on AIM

Over the last decade IDOX has shown strong growth through a combination of organic growth and acquusition, and
15 now sceking to diversify from its core local authority markets into the private sector to become a leading player in
industries like oi1l, gas and pharmaceuticals

Leeds

www nexusrental co uk

NEXUS VEHICLE HOLDINGS LIMITED

All ISIS EP LLF managed funds

Year ended 30 September

First investment February 2008 20M 010

Total cost 9,500,000 Emillion  £million

Tota! equity held 56 00% Revenue 38 3 33 5
EBITA 43 40

Baronsmead VCT 3 only Net Assets 137 48

Lost E2,368 ooo

Valuation £4,768 000 No of employees 50 73

Valuation basis

Earnings Multiple

% of equity held

1232%

{Source Nexus Vehicle Holdings Limited, Report and Finanaal Statements 30 September 2011)

Vehicle rental in the UK represents a large market and Nexus 15 gaiming market share through its innovative
approach Two acqusitions have also added to the growth of Nexus

Nexus enables corporate users to source all their vehicle rental needs from one source - a hughly efficient and cost
effectve online based process The service 1s provided using its proprietary systemn, IRIS, an advanced web based IT
tool that 1s highly regarded in the industry It offers fast access to a large range of rental fleets and enables customers
to benefit from the buymg scale of Nexus

EBITA Earnings before interest, tax and amortisation
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Ten Largest Investments

3

CABLECOM NETWORKING HOLDINGS LIMITED

Clevedon

www cablecomnetworking co uk

All ISIS EP LLP managed funds

Year ended 30 September

First investment May 2007 201 2010

Total cost £5,600,000 £million  E£nullion

Total equity held 48 00% Revenue 122 82
EBITA 14 09

Baronsmead VCT 3 only Net Assets 03 a5

Cost £1,381,000

valuation £4,328 ooo No of employees 61 52

Valuation basis

Earnings Multsple

% of equity held

10 56%

{5ource CableCom Networking Holdings Limuted, Report and Financal Statements 30 September 2011)

Cablecom 15 a leader 1n the provision of IT and communcation managed services to accommodation blocks for the
UK student and key worker sectors Under term contracts, 1t manages the full range of communication services
mcluding broadband, telephony and TV at university sites The business 15 alse a provider of networking solutions

to corporate clients

Smnce mvestment, the proposition has been transformed by adding additional services such as a fully interactive web

portal offering a wide range of services to both the accommodation owner and user This 1s allowing Cablecom to
capture a strong share of newly outsourced contracts

INDEPENDENT LIVING SERVICES LIMITED

Aberdeen

www Iisscotland com

ILS 15 one of the largest independent providers of domicihary care in Scotland, providing carers to support individuals

All ISIS EP LLP managed funds

Year ended 30 September

First investment September 2005 201 2010

Total cost £5,829 oco Emilhion  £million

Total equity held 65 68% Revenue 201 17 2
EBITA a4 01

Baransmead VT 3 only Net Liabilines (14) (o

Cost £1 599,000

valuation E3 322,000 No of employees 1,468 1,254

valuation basts

Earnings Muttiple

% of equity held

15 60%

(Seurce ILS Group Limtted, Annual Report year ended 30 September 2011)

to live independently in their own homes The business has grown from 1its single base at the time of mvestment to
now cover a sigmificant part of the Scottish geography

The market 1 Scotland 1s very fragmented and a sigmficant volume of this type of care 15 provided by Local

Authonties 115 15 well placed to benefit as some of this care 15 outsourced to the best private providers over fime The
business has completed several acquisitions, expanding its footprint across Scotland

EBITA Earmings before interest, tax and amortisation
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CREW CLOTHING HOLDINGS LIMITED

London

AlLISIS EP LLP managed funds Year ended 30 October

First investment Novernber 2006 2011 2010

Total cost 5 395,000 Emillion  Ermilion

Total equity held 2551% Revenue 40 7 34 6
EBITA 33 27

Baronsmead V(T 3 only Net Assets 57 38

Cost E1 344 000

Valuation E3,020,000 No of employees 3n 284

Valuation basis Earnings Multiple

% of equity held 608%

www crewclothing co uk (Source Crew Clothing Holdings Limited, Report and Financial Statements 30 October 2011)

Crew Clothing Co 15 an English clothing brand with a wide range of achive, outdoor and casual wear for men and
women Since 1t was founded in 1993, the brand has since evolved into the fast growing premum active and casual
wear sectors, but retained its umque heritage and positoning  Teday it 15 a well known, respected and aspirational
clothing brand 1n the UK

The business 1s a multi-channel retailer with 1ts own sigruficant retail estate, wholesale accounts and direct mat
order channels It 15 growing by expanding all these routes to market as the brand grows 1n presence

KAFEVEND HOLDINGS LIMITED

Crawley

AlLISIS EP LEP managed funds Year ended 30 September

First investment October 2005 2011 2010

Total cost £5,024,000 £million  Emilhon

Total equity held 66 50% Revenue 18 4 15 6
EBITA 19 20

Baronsmead VCT 3 only Net Assets 15 12

Cost £1,262,000

Valuation £2,946,000 No of employees 105 95

Valuation basis Earmirgs Multiple

% of equity held 15 79%

kafevend co uk (Source Kafevend Holdmngs Linuted, Drectors’ Report and Financial Statements
30 Septemnber 2011)

Kafevend 15 a leading supplier of workplace refreshments and vending machines 1n the UK The business offers
a wide range of qualty commercial coffee and vending machines for sale, rental and also an arrangement based
on paying just for consumables The revenues are predominantly recurrimg sales of consumables used 1n 1ts
mnstalled base

Kafevend 1s building a reputation as a quality supplher for UK compames of all sizes The market 1s fragmented and
the company 15 one of the few UK players with a true national presence and a network of engineers available at
short notice to service chents

EBITA

Earnings before mnterest, tax and amortisation
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CSC (WORLD) LIMITED
Pudsey, Leeds

All 151$ EP LLP managed funds Year ended 31 March
First investment lanuary 2008 2012 201
Total cost £6 450 000 Emillion  E£million
Total equity held 40 03% Revenue 79 73
EBITA 24 23

Baronsmead VCT 3 enly Net Liabilities (20) (13)
Cost £1,606,000
Valuation £2,410,000 No of employees 59 58
valuation basis Earmings Multiple
% of equity held 881%

www cscworld com (Source Cobco 867 Lumited, Financial Statements 31 March 2012)

CSC provides market lcading software solutions for structural engineers, including structural analysis and
modelling, steelwork and concrete design  The business has been developing innovative software and providing
techmical support to structural engineers for over 35 years The software tools allow engineers to deliver complex
solutions and with effective comphance back up

The current customer base comprises companies i1 the UK, Ireland, USA, Asia, Australia and India CSC 15 a business
with strong growth prospects and with plans to continue international market development opportumties

VALLDATA GROUP LIMITED

Melksham

AlL ISIS EP LLP managed funds Year ended 31 March

First investment [anuary 2011 2012 2011

Total cost £6,475,000 Emillion __ £million

Total equity held 39 84% Revenue 21 53
EBITA :X] a9

Baronsmead VCT 3 only Net Assets o8 06

Cost £1,616,000

Valuation £1,754,000 No of employees 137 126

Valuation bases Earmngs Muluple

% of equity held 8 76%

(Source Valldata Services Lumited, Directors Report and Flancial Statements

www valldata co uk 31 March 2012)

Valldata 1s the UK's leading provider of outsourced donation processing and fulfilment services for the UK not-for-
profit sector Using its advanced technology and IT systems it manages over 8 milhon interactions with donors every
year covering paper-based donation, donations via telephone and onhne services, and also manages the database
updates for its customers Investment 1n technology and infrastructure means it can typically process payments
faster and at lower cost than a client could do in-house

Many functions of this nature are undertaken mn house by large chanties and Valldata 1s growing as some of this
work 1s outsourced

EBITA Earnings before interest, tax and amortisation
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FISHER OUTDOOR LEISURE HOLDINGS LIMITED

St Albans

AlL ISIS EP LLP managed funds Year ended 31 July

First investment June 2006 20117 2010"

Total cost £5,700,000 tmilfion  Ermullion

Total equity held 44 00% Revenue 436 26 5
EBITA 27 23

Baronsmead V(T 3 only Net Assels 12 14

Cost £1,423,000

Valuation £1,656,000 No of empleyees 110 96

Valuaticn basis Earmings Multiple

% of equity held 1045%

{Source Fisher Qutdoor Lewsure Holdings Lumated, Directors’ Report and Finannal Statements

31 July 2011) .

Fisher Qutdoor Leisure 1s one of the UK’s leading distnibutors of cycles and cycle accessories to retailers Fisher’s
product range consists of over 30 exclusively distributed industry leading brands from mnternational manufacturers
which want Fisher’s support for their brands It also provides a strong range of service and spares products essential
for the specialist cycle retailer and its own range of house brands

www fisheroutdoorco uk

Since mnvestment m 2006, the business has grown on the back of sigmificant mvestment in people and systems, and
1mproving its services for its end customers it 1s a key added value distributor within a buoyant end market

' 12 month period ended 31 January 2010
# 18 month period ended 31 July 2011 The Company changed its year end from 31 January to 31 July

10

INSPIRED THINKING GROUP LIMITED

Birmingham

All ISIS EP LLP managed funds Year ended 31 August

First investment May 2010 2011 2010

Total cost £3,200,000 E milion £ million

Total equity held 22 50% Revenue 215 129
EBITA 14 10

Baronsmead VCT 3 only Net Assets 08 09

Cost £796,000

Valuation £1,571,000 No of employees 117 06

Valuation basis Earnings Muitiple

% of equity held 495%

(Source Inspired Thinktng Group Holdings Linuited, Report of the Drectors and Consolidated

Inspiredthinkinggroup com Financtal Statements for the year ended 31 August 2011}

ITG provides services that help marketing departments to operate more efficiently This includes outsourced print
management services to major retailers and consumer facing businesses I1G also owns and provides a workflow
and content system called MediaCentre that enables their clients to gain tighter control over their marketing
operations The combined services are already saving some major retailers considerable sums within their marketing
departments, enabling them to make fixed budgets more effective

The ITG management team are known as experienced and mnovative 1n this field and have been successful in
winnmng large new accounts over time from blue chip chents

EBITA £armings before interest, tax and amortisation
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Board of Directors

Anthony Townsend (Chairman)

{Date of appointment 4 August 2009}

{age 65) has over 40 years experience n financial services and in industry He 1s chairman of
British & American Investment Trust ple, F&C Global Smaller Comparues ple, Finsbury Growth &
Income Trust ple and Miton Worldwide Growth Investment Trust plc, and a non-executive director
of Hansa Capital Limuted and the Worldwide Healthcare Trust ple He was previously a director
of Rea Brothers Group plc and was chairman of the Association of Investment Companies

Andrew Karney

(Semor Independent Director)

(Date of appointment 10 January 2001)

{age 70) was deputy chairman and a shareholder of Language Line Lirmted in which Baronsmead
VCT 3, was an mvestor He s a trustee (formerly chairman) of Integrity Action, an international
mtegrity reform non governmental crgamisation He was previously a director of The Guardian
Media Group ple, Guardian News and Media Limited, Integrated Micro Products ple and a
nurnber of unquoted comparnies He was a founder director of Cable London plc and an executive
director of Logica ple He 15 also a chartered engineer

Gillian Nott OBE

(Audit and Risk Commuittee Chairman)

(Date of appointment 10 January 2001)

(age 67} has in-depth understanding of private investors as cluef executive of ProShare (1994—
1999) Previously she was responsible for the private equity portfolio at BP and has been on
the board of the FSA She 1s currently a non-executive director of BlackRock Smaller Comparues
Trust ple, Martin Currie Global Portfolio Investment Trust plc and JP Morgan Russian Securities
plc and 15 charrman of Witan Pacific Investment Trust ple as well as a deputy chairman of the
Association of Investment Comparies She was also a director of Liverpool Victoria Friendly
Society from May 2005 to May 2011 Gill 15 a non-executive director of Baronsmead VCT 2
and Baronsmead VCT 5

lan Orrock

(Date of appomntment 21 October 2010)

(age 66) has wide experience having founded, developed and sold a number of businesses particularly
focusing on the mternational media, technology and telecoms sectors, and has also worked at board
level 1n quoted global orgarusations He 1s currently a non-executive director of Henderson Private
Equity Investment Trust Ple and 15 a director of a number of private companies

As a fully histed Company, Baronsmead VCT 3 ple 1s requured to comply with the Financral Reporting Council’s UK Corporate
Governance Code This Code requires the Comparty to be headed by an effective Board of Directors who provide entrepreneurial
leadership of the Company within a framework of prudent and effective controls

The directors of a VCT and the investment manager are required under the hsting rules and continumg obligattons of the
London Stock Exchange to have sufficient and satisfactory expenence in the management of a portfolio of unquoted investments
of the size and type in whuch the VCT proposes to mvest The Directors are all members of the Audit and Risk Commuttee,
Management Engagement and Remuneration Commuttee and Nomination Committee
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The Chairman’s Statement en pages 5 and 6 and the Corporate Governance Statement on pages 29 to 31 form part of the Report of the Directors

Results and Dividends

The Directors present the twelfth Report and audited
financal statements of the Company for the year
ended 31 December 2012

Ordinary Shares £’oo0
Profit on erdinary activities after taxation 8,959
Interim dividend of 3 op per ordinary share paid on

27 September 2012 (1.,893)
Total dividends paid during the year (1,803)

Subject to approval at the forthcorming Annual General
Meetmg the final proposal dividend m respect of the
year ended 31 December 2012 of 4 5p per ordinary
share will be pard on 15 Apnl 2013 to shareholders
recorded on the register on 1 March 2013

Principal Activity and Status

The Company 1s registered 1n England as a Public
Limuted Company (Registration number 04115341)
The Directors have managed and intend to continue to
manage the Company ‘s affairs m such a manner so
as to comply with Section 274 of the Income Tax Act
2007 which grants approval as a VCT A review of the
Company’s business during the year 1s contained in
the Charrman’s Statement and Manager’s Review

Business Review

The Business Review has been prepared mn accordance
with the requirements of Section 417 of the Comparues
Act 2006 and best practice The purpose of this review
1s 10 provide shareholders with a summary setting out
the business objectives of the Company, the Board’s
strategy to achreve those objectives, the risks faced,
the regulatory environment and the key performance
indicators (“KPIs”) used to measure performance

Strategy for achieving objectives

Baronsmead VCT 3 plc 15 a tax efficient company
listed on the London Stock Exchange’s main market
for listed securities and aims to achieve long-term
mvestment returns for private investors

Investment Policy

The Company’s mvestment policy 1s to mvest
primarily in a diverse portfolio of UK growth
businesses, whether unquoted or traded on AIM
Investments are made selectively across a range of
sectors in compantes that have the potential to grow
and enhance therr value

Investment securities

The Company mnvests 1in a range of securities
mcluding, but not hmited to, ordinary and preference
shares, loan stocks, convertible securthies, and fixed
interest bearing securities as well as cash Unquoted
mvestments are usually structured as a combination
of ordinary shares and loan stocks, while AIM-traded
mvestments are pnmarly held in ordinary shares
Pending mnvestment m VCT qualifying and non-vVCT
qualifying unquoted, AIM-traded and other quoted
securities (which may be held directly or indirectly
through collective investment vehicles), cash s
prunarily held in mnterest bearing accounts, money
market open ended investment companes (“OEICs"),
UK gilts and treasury bills

UK companies

Investments are primarily made in companies which
are substantially based in the UK, although many of
these investees may have some trade overseas

VCT regulation

The investment policy 1s designed to ensure that the
Company continues to quahfy and 1s approved as a
VCT by HM Revenue and Customs Amongst other
conditicns, the Company may not mvest more than
15 per cent by value of 1its investments calculated in
accordance with Section 278 of the Income Tax Act
2007 (as amended) (“VCT Value”) 1n a single company
or group of compares and must have at least 70 per
cent of its investments by VCT Value throughout the
period 1n shares and securities comprised in quabfying
holdings At least 70 per cent by VCT Value of
qualifymg heldings must be in “eligible shares”,
which are ordinary shares which have no preferential
rights to assets on a winding up and no rights to be
redeemed, but may have certain preferential rights

to dividends For funds raised before 6 April 2011, at
least 30 per cent by VCT Value of qualifying holdings
must be 1n “ehgible shares” whuch are ordmary

shares which do not carry any rights to be redeemed
or preferential rights to dividends or to assets on a
winding up At least 10 per cent of each qualifying
investintent must be i “ehigible shares”

The companues in which investments are made must
have no more than £13 mullion of gross assets at the
time of investment to be classed as a VCT qualifymg
holding
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Asset mix

The Company aims to be at least 90 per cent mvested,
directly or indirectly, in VCT quahfying and non-
quabifying growth businesses subject always to the
quality of mvestment opportumties and the timing
of realisations It 1s intended that at least 75 per cent
of any funds raised by the Company will be invested
in VCT quahfying investments Non-VCT qualifying
investments held in unquoted, AIM-traded and other
quoted companies may be held directly or indirectly
through collective investment vehicles

Risk diversification and maximum exposures

Risk 15 spread by investing 1n a number of different
businesses within different qualifying mndustry sectors
using a muxture of securities Generally no more than
£2 5 millon, at cost, 15 invested in the same company
The maximum the Company will mvest m a single
company (inchuding a collective mnvestment vehicle) 1s
15 per cent of ifs investments by VCT value The value
of an individual mvestment 15 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 1n the expectation that the
application of private equity disciplines mcluding an
active management style for unquoted companies will
enhance value and enable profits to be realised from
planned exits

Co-investment with other Baronsmead VCTs

The Company anms to invest in larger more mature
unquoted and AIM-traded companies and to achueve
this 1t invests alongside the other Baronsmead VCTs

Management retention

The Manager’s members and staff invest in unquoted
investments alongside the Company Thus scheme 15 1n
line with current practice of private equuty houses and its
objective 1s to attract, recruit and retain and ncentivise
the Manager’s team and 15 made on terms which ahgn
the interests of Shareholders and the Manager

Borrowing powers

The Company’s policy 1s to use borrowing for short
term hquudity purposes only up to a maximum

of 25 per cent of the Company's gross assets, as
permuitted by the Company's articles

Management

The Board has delegated the management of the
mvestment portfolio to the Manager The Manager
also provides or procures the provision of company
secretarial, administrative, accounting and custodian
services to the Company

The Manager has adopted a ‘top-down, sector-driven’
appreach to 1dentifying and evaluating potenfial
mvestment opportunities, by assessing a forward view
of firstly the business environment, then the sector and
finally the speaific potential investment opportumnty
Based on 1ts research, the Manager has selected a
number of sectors that it believes will offer attractive
growth prospects and investment opportuntties
Drversification 1s also achieved by spreading
mvestments across different asset classes and making
mnvestments for a vanety of different periods

The Manager’s Review on pages 7 to 9 provides a
review of the investment portfolio and of market
conditions during the year

Principal risks, risk management and

regulatory environment

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

Economic nisk

Events such as a continuing economic recession
and movement 1n interest rates could affect smaller
comparnies’ valuations The Manager’s strategy to
mvest m a diverse portfolio of companes seeks to
nutigate this risk

Regulatory nisks

General changes n legislation, regulations or
government policy could sigmficantly influence the
decisions of investors or mmpact upen the markets
m which the Company mvests and the status of the
Company as a V(T

- Loss of approval as a Venture Capital Trust — the
Company must comply with Section 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 1ts approval as a VCT, qualifying
shareholders who have not held their shares for
the designated holding period having to repay

the mncome tax rehief they obtamed and future
dividends pard by the Company becoming subject
to tax The Company would also lose its exemption
from corporation tax on capital gamns

n



22

Baronsmead VCT 3 | Annual report & accounts for the year ended 31 December 2012

Report of the Directors

- CP12/19 - as outhined in the Financial Services
Authority consultation paper CP12/19, VCTs
are potentially within the scope of proposed
new regulations restricting the distribution of
unregulated collective investment schemes and
close substitutes to retail investors Although
the FSA has been receptive to concerns raised in
response to the consultation paper, there 15 no
certamty that VCTs will be excluded from the scope
of the final regulations However, 1if ultimately
within scope, 1t 1s likely that such regulation would
adversely affect the Company s ability to raise new
funds in the future

— The Alternative Investment Fund Managers Directive
(“AIFMD”) — The AIFMD, 2011/61/EU, entered
mto force on 21 July 2011 European Member
States are required to implement the AIFMD mnto
national law by 22 July 2013 The AIFMD seeks
to regulate managers {“AlFMs") of alternative
investment funds (“AlFs”) which are marketed or
managed m the EUI AlFs, such as the Company,
may, subject to satisfymng certain requirements,
obtain authorisation as an internally managed
AlF or appomt a third party manager, such as the
Manager, to act as its AIFM Depending on how
the Directive 1s implemented, this could have cost
implhications for the Company The Board and the
Company 's advisers will continue to momtor the
progress and likely implications of the AIFMD

— Regulatory — the Company 1s required to comply
with the Companies Act 2006, the rules of the UK
Listing Authority and Umted Kingdom Accounting
Standards Breach of any of these might lead to
suspension of the Company’s Stock Exchange
Iisting, financial penalties or a qualified audit report

Investment and strategic risk

An mappropriate strategy, lack of good mvestment
opporturnuties and mcreased competitiveness for
deals, and poor asset allocation might lead to under
performance and poor returns to shareholders The
Company’s investment strategy 15 regularly reviewed
by the Board and performance of the investment
portfolio is considered at each meeting

Credit nsk

Cash management rtsk may occur by placing cash
deposits with high nisk institutions or not spreading
cash effectively The cash management strategy 1s set
by the Board and the Investment Commuttee of the
Manager approves all iquid asset investments Due
dihgence 1s undertaken on the sponsor or manager of
any non-government mstruments invested m and this
15 updated on a regular basis to mirumise the nsk

Competitive nisk

Retention of key personnel of the Manager 15 vital to
the success of the Company The Manager provides
appropriate incentive schemes and a career development
strategy to ensure retention of key personnel

Market risk

Investments in AlM-traded and unquoted comparues,
by therr nature, involve a lngher degree of risk than
mvestment 1n companies traded on the mamn market
In particular, smaller comparues often have limited
product Iines, markets or financial resources and may
be dependent for their management on a smaller
number of key individuals

Liquidity nsk

The Company ‘s investments may be difficult to
realise The fact that a share 1s traded on AIM does not
guarantee 1ts 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

Reputational nisk
Inadequate or failed controls mught result in breaches
of regulations or loss of shareholder trust

Operational risk

Failure of the Manager’s and adrministrator’s
accounting systerns or disruption to its business
mught lead to an mability to provide accurate
reporting and monitormg Internal contrels reporting
on all service providers 1s provided to the Board for
review on a regular basis

Financial risk

The Board has dentified the Company’s principal
financial nsks which are set out in the notes to the
Financial Statements on pages 50 to 53 Inadequate
controls might lead to misappropriation of assets
Inapproprate accounting policies rmught lead to
rmusreporting or breaches of regulations
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The Board seeks to mitigate the mternat risks by
setting policy, regular review of performance,
enforcement of contractual obhgations and
momtoring progress and comphance In the mitigation
and management of these risks, the Board applies
rnigorously the principles detarled in the FRC's “Internal
Controls Guidance to Directors” Details of the
Company s internal controls are contained in the
Corporate Governance section on page 31

Performance and key performance indicators
(“KPIs”)

The Board expects the Manager to deliver a
performance which meets the objectrve of achieving
long term mvestment returns, including tax-free
dividends, for private investors A review of the
Company’s performance during the financial period,
the position of the Company at the vear end and the
outlook for the cormuing year 15 contamed within the
Chairman’s Statement on pages 5 and 6

The Board assesses the performance of the Manager in
meeting the Company s objective against the primary
KPIs lnghlighted on pages 2 to 4 and 59 of the Report

Issue and Buy-Back of Shares

Pursuant to a top-up offer in February 2012, the
Company allotted 3,853,400 ordinary shares at a
price of 107 30p representing 5 4 per cent of the then
1ssued share capital with an aggregate nominal value
of £385,340 raising £4,135,000 of new funds in total
The terms of 1ssue were set out 1n the Offer Document
dated 12 January 2012 and the offer price was set on
20 February 2012

As a result of an offer for subscription launched

on 20 Neovember 2012, the Company allotted a
further 4,258,668 ordinary shares at a price of

117 40p representing 5 6 per cent of the then 1ssued
share capital with an aggregate nominal value of
£425,866 80 raising L£5,000,000 of new funds in
total The terms of 1ssue were set out m the Securities
Note dated 20 November 2012 and the offer price was
set on 21 December 2012

During the period the Company bought back
1,306,897 ordinary shares with a nominal value of
10p to be held 1n treasury representing 1 7 per cent

of the 1ssued share caprtal at a cost of £1,257,743

No shares were sold from treasury during the pertod
Shares will not be sold at a discount wider than

the discount prevailing at the time the shares were
mitially bought back by the Company The Company
heolds 8,929,214 ordinary shares mn treasury, being the
maximum number of ordinary shares held 1n treasury
during the year, representing 11 8 per cent of the
1ssued share capital as at 15 February 2013

Directors

Biographues of the Directors who served during the year
and at the date of this report are shown on page 19

As explamed 1n more detail under Corporate
Governance on pages 29 to 31 and in accordance
with the provisions of the AIC Code of Corporate
Governance, the Board has agreed that Directors

who have held office for more than mine years will
retire annually Accordingly, as Mr A Karney and
Mrs G Nott have held office for a period of more

than mne years, they will retire by rotation at the
forthcorming Annual General Meeting of the Company
and, being eligible, offer themselves for re-election
Mrs G Nott who 1s a directer of Baronsmead VCT 2
plc and Baronsmead VCT 5 plc 1s also required to
seek annual re-election under the terms of the UKLA's
Listing Rules

Mr Orrock, who was elected at the Company's
Annual General Meeting held mn 2011, will in
accordance with the Company ‘s Articles of
Association and the provisions of the AIC Code of
Corporate Governance, retire at the forthcoming
Annual General Meeting of the Company and, being
eligible, offer humself for re-election

The Board confirms that, following formal
performance evaluations, the performance of

each of the Directors continues to be effective and
demonstrates commutment to the role The Board
believes that 1t 15 therefore in the best interests of
shareholders that the refiring Directors be re-elected

23
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The interests of the Directors in the shares of the
Company at the end of the current and prior year
were as follows

31 December 2012 31 December 2011

Ordinary ordinary

10p shares 10p shares

Anthony Townsend 44,439 7,609
Andrew Karney 86,548 82,709
Gilhan Nott 82,739 55,900
lan Qrrock 15.535 -
Total shares held 229,261 146,218

There have been no changes in the holdings of the
Directors between 31 December 2012 and
15 February 2013

No Drirector has a service contract with the Company

All Directors are members of the Audit and Risk,
Management Engagement and Remuneration and
Normunation Commuttees With a relatively small
Board, 1t 1s deemed both practical and proportionate to
mvolve all the Directors 1n each comrmttee

The Directors who held office at the date of approval of
thus Directors’ Report confirm that, so far as they are
each aware, there 15 no relevant audit information 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 establish that the
Company'’s auditors are aware of that information

Companies Act 2006 Disclosure

In accordance with Schedule 7 of the Large and
Medrum Size Comparues and Groups (Accounts and
Reports) Regulations 2008 the Pirectors disclose the
following information

® the Company’s capital structure and voting
rights are summarnsed m Note 11, and there
are no restrichions on votmg rights nor any
agreernent between helders of securities
that result in restrictions on the transfer of
securities or on voting rights,

¢ there exast no securities carrymg special rights
with regard to the control of the Company,

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

'

e the rules concerrung the appomtment and
replacement of Directors, amendment of the
Articles of Association and powers to 1ssue or
buy back the Company s shares are contained
1n the Articles of Association of the Company
arxl the Comparues Act 2006,

e there exist no agreements to which the
Company 15 party that may affect its control
following a takeover bid, and

¢ there exist no agreements between the
Company and 1ts Directors providmg for
compensation for loss of office that may occur
because of a takeover bid

The Board recogruses the requuirement under

Section 417(5) of the Companies Act 2006 to detail
information about environmernital matters (including
the impact of the Company ‘s business on the
environment), any Company employees and social
and commurty 1ssues, including mformation about
any policies 1t has n relation to these matters and
effectiveness of these policies The Company has

no employees and has limited direct impact on the
environment The Company aims to conduct itself
responsibly, ethically and farly

Directors’ Professional Development

When a new Director 1s appointed he or she 1s offered
an mduchion programme that 15 arranged with the
Manager Directors are also provided on a regular basis
with key information on the Company's policies,
regulatory and statutory requirements and internal
controls Changes affecting directors’ responsibilities
are advised to the Board as they arise Directors also
regularly participate in industry sermnars

Directors’ Indemnity

Directors’ and officers” iability msurance cover 1s
m place in respect of the Directors The Comipany 's
Articles of Association provide, subject to the
provisions of UK legislation, an indemmity for
Drrectors 1n respect of costs which they may mcur
relating to the defence of any proceedings brought
agamst them ansing out of thewr positions as
Directors, in which they are acquutted or judgement
15 grven 1n therr favour by the Court Save for such
mmdemmty provisions mn the Company ‘s Articles

of Association and 1 the Directors’ letters of
appointment, there are no qualifying third party
mmdemmty provisions
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Conflicts of Interest

The Directors have declared any conflicts or potential
conflicts of interest to the Board of Directors which
has the authority to approve such situations

The Company Secretary maintains the Register of
Iorectors’ Conflicts of Interests whach 1s reviewed
quarterly by the Board and when changes are notified
The Directors advise the Company Secretary and
Board as soon as they become aware of any conflicts
of mterest Directors who have conflicts of mterest
do not take part 1n discussions which relate to any of
their conflicts

Whistleblowing

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

Management

IS15 EP LLP manages the investments for the Company
The iquid assets withm the portfolio (being cash, gilts
and other assets, which are not categorised as venture
capital investments for the purpose of the FSA's rules)
have been managed by FPPE LLP This 1s a lumuted hability
partnership, which 15 authorised and regulated by the
F3A and which has the same controlling members as
the Manager The Manager has continued to act as
the Manager of the Company and as the imvestment
manager of the Company’s lhqund assets (being all
AlM-traded and other venture capital investments)

The Manager also provides or procures the provision of
accounting, secretarial, admimstrative and custodian
services to the Company The management agreement
may be terminated at any date by either party giving
twelve months’ notice of terrmnation Under the
management agreement, the Manager receives a fee

of 2 5 per cent per annum of the net assets of the
Company If the management agreement 1s terminated,
the Manager 1s only entitled to the management fees
paid to it and any interest due on unpaid fees

In addition, the Manager recerves an annual secretaral
and accounting fee that was imtially fixed at

£33,816 11 2006 and 1s revised annually to reflect

the movement 1n RPI, plus a variable fee of 0 125 per
cent of the net assets of the Company which exceed
£5 mullion The annual fee was mutially capped at
£102,212 per annum and 15 also revised annually to
reflect the movement 1 RPI

Annual runmng costs are capped at 3 5 per cent

of the net assets of the Company (excluding any
performance fee payable to the Manager and
rrrecoverable VAT), any excess being refunded by the
Manager by way of an adjustment to 1ts management
fee The runmng cost as at 31 December 2012 was

3 O per cent

During the year the Management Engagement

and Remuneration Comuruttee met to discuss

and consider the continuing appointment of the
Manager The Cornmuittee reviewed and considered the
agreements between the Company and the Manager
and the Manager’s performance and after careful
consideration the Commuttee recommended to the
Board that 1515 EP LLP should continue as Manager
of the Company It 15 the Board's opion that the
contimung appointment of 1515 EP LLP on the terms
agreed 1s 1n the best interests of shareholders as a
whole The Board beheves that the knowledge and
experlence accumulated by the Manager 1n the period
since the launch of the first Baronsmead VCT 1n 1995
15 reflected 1n processes which are designed to find,
manage and realise good quality growth businesses

Co-investment Scheme

The Co-nvestment Schemme was introduced m
November 2004 Members of the Manager’s investment
team mvest theiwr own capital into a proportion of the
ordmary shares of each and every unquoted mvestment
made by the Baronsmead VCTs The shares held by

the members of the Co-mvestiment Scheme n any
portfolio company can ontly be sold at the same time as
the mvestment held by the Baronsmead VCTs 1s sold

In addition, any prior ranking financial instruments,
such as loan stock, held by the Baronsmead VCTs have
to be repaid m full together with the agreed prionty
annual return before any gain accrues to the ordmary
shares This ensures that the Baronsmead VCTs achieve
a good priority return before profits accrue to the Co-
mvestment Scheme
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The Board 1s keen to ensure that the Manager
conftinues to have one of the best investment teams

in the VCT and private equity market place and
constders the Scheme to be essential in order to
attract, retain and incentivise the best talent The
Scheme 15 1n line with current market practice m the
private equuty mndustry and the Board believes that it
aligns the mterests of the Manager with those of the
Baronsmead VCTs since executives have to mvest their
own capital in every unquoted transaction and cannot
decide selectrvely in which investments to participate
In addition the Co-investment only delivers a return
after each VCT has realised a priority return built into
the structure

The executives participating in the Co-mvestment
Scheme subscrbe jomntly for a proportion (currently
12 per cent ) of the ordinary shares available to the
Baronsmead VCTs 1n each unquoted investment The
level of participation was mcreased from 5 per cent
2007 when the Manager's performance fee was reduced
from 20 per cent to 1ts current level of 10 per cent

Since the formation of the Scheme 1n 2004, 52
executives have invested a total of £696k 1n 32
comparnies At 31 December 2012 rune of these
investments have been realised generating proceeds of
£81 mulhon for the Barensmead VCTs and £4 7 mullion
for the co-mvestment scheme For Baronsmead V(T 3
the average money multiple on these nine realisations
was 2 3 tumes cost Had the co-investment shares been
held mnstead by the Baronsmead VCTs that money
multiple would have been 2 4 times cost Over the
period of eight years (based upon the current number
of shares 1n 1ssue) this equates to approximately 1 8p
a share

Performance Incentive

A performance fee 1s payable to the Manager when
the total return on net proceeds of the ordinary share
offers exceeds § per cent per annum {simple) on net
funds raised The performance fee payable 1n any one

year is capped at 5 per cent of net assets

To the extent that the total return exceeds the threshold,
a performance fee (plus VAT) will be paid to the Manager
of 10 per cent of excess performance No performance
fee was paid 1n 2011 and there 1s no performance fee
payable for the year to 31 December 2012

ISIS Equity Partners - Advisory Fees

During the year to 31 December 2012, ISIS EP LLP
recerved net income of £96,550 (2011 £71,250) 1n
connection with advisery fees and incurred abort
fees of £59,382 (2011 £15,246) with respect to
mvestments attributable to Baronsmead VCT 3 plc

VCT Status Adviser

The Company has retained PricewaterhouseCoopers
LLP (‘PwC’) as 1ts VCT Tax Status Advisers to advise it
on compliance with VCT requirements PwC reviews
new investment opporturnuties, as appropriate, and
reviews regularly the investment portfolio of the
Company PwC works closely with the Manager but
reports directly to the Board

Creditor Payment Policy

The Company ‘s payment policy 1s to settle nvestment
transactions in accordance with market practice and
to ensure settlement of supplier invoices 1 accordarce
with stated terms At 31 December 2012, there were
ne outstanding supplier mvoices (2011 none)

Envircnment

The Company seeks to conduct 1its affairs responsibly
and environmental factors are, where approprate, taken
into consideration with regard to nvestment decisions

Substantial Interests

At 15 February 2013 the Company was not aware of
any beneficial interest exceeding 3 per cent of ordinary
share capital mn circulation
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Going Concern

After making enquires, and bearing in nund the nature
of the Company’s business and assets, the Directors
consider that the Company has adequate resources to
continue 1 operational existence for the foreseeable
future In arnving at this conclusion the Directors
have considered the hiquudity of the Company and

1ts ability to meet obligations as they fall due for

a penod of at least twelve months from the date

that these financial statements were approved As at
31 December 2012 the Company held cash balances &
mvestments m nterest bearng securities and Money
Market Funds with a combmned value of £5,728,000
Cash flow projecttons have been reviewed and show
that the Company has sufficient funds to meet

both 1ts contracted expenditure and 1ts discretionary
cash outflows m the form of the share buy-back
programme and dividend policy The Company has
no external loan finance m place and therefore 1s not
exposed to any gearing covenants

Annual General Meeting

A notice for the Annual General Meeting of the
Company to be held at 10 30 am on Wednesday,

10 April 2013 at Plaisterers’ Hall, One London Wall,
London EC2Y 5JU 1s set out on pages 54 to 57 The
following notes provide an explanation of Resolutions
7 to 12 which together with Resolutions 1 to 6, will

be proposed at the meeting Resolutions 1 to 9 will be
proposed as ordinary resolutions requrring the approval
of more than 50 per cent of the votes cast at the
meetimg and Resolutions 10 to 12 will be proposed as
special resolutions requuring the approval of 75 per cent
of the votes cast at the meeting The Board considers
that the resolutions to be put to the meeting are in the
best interests of the Company and its shareholders as a
whole The Directors will be voting in favour of all the
resolutions and the Board unamimously recommends
that shareholders do so as well

Auditors

KPMG Audit Plc have expressed their willingness

to continue 1n office as auditors and Resolution 7
proposes therr re-appomtment for the forthcoming
year The authornty proposed under Resolution 8§ will
authorise the Directors to determine the rermuneration
of the auditors

Authority to Allot Shares and Disapplication
of Pre-Emption Rights

The authonty proposed under Resolution 9 will
authorise Directors, until the fifth anmiversary of
the passing of the resolution, to allet shares in the
Company or grant rghts to subscribe for or to
convert any security mto shares in the Company

up to an aggregate nomimal amount of £3,340,135,
representing 50 per cent of the 1ssued share capital
{excludmng treasury shares) as at the date of this
document Any consequent increase m the size of
the Company will, mn the opiruon of the Directors, be
in the mnterests of shareholders generally Any 1ssue
proceeds will be available for investment m hine with
the Company’s mvestment policy and may be used to
purchase ordinary shares of the Company

The Drrectors mtend to use thus authonty for the
purposes described below under Resoiution 10

Resolution 10 renews and extends, subject to the
passing of Resolution 9, the Directors’ authonty to
allot equuity secunties for cash without pre-emption
rights applying in certamn crcumstances Thus
resolution will authorise the Directors, until the date
falling 15 months after the date of the passing of the
resolution or, 1if earlier, the conclusion of the next
Annual General Meeting of the Company, to 1ssue
ordinary shares for cash without pre-emption rghts
applymg of (1) up to an aggregate nominal amount
representing 30 per cent of the Company’s 1ssued
share capital (excluding treasury shares) as at the date
of the passing of the resolution pursuant to one or
more offers for subscription, (1) up to an aggregate |
nominal amount representing 10 per cent of the
1ssued share capital (excluding treasury shares) from
tume to tume pursuant to a dividend reinvestrment
scheme (which may be at a discount to NAV) and
(my) up to an aggregate nominal amount representing
10 per cent of the 1ssued share capital (excluding
treasury shares) from time to time (which may be at |
a discount to NAV) for allotrments from time to fime
This power will be exercised only if, m the opimen
of the Directors, it would be 1n the best interests of
shareholders as a whole

Ex)
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Treasury Shares

The Company currently holds 8,929,214 ordinary
shares m treasury representing 11 8 per cent of the
Company's 1ssued ordinary shares If Resolution

9 15 passed, the Board will be authorised to reissue
ordinary shares out of treasury through a dividend
reinvestment scheme or at a discount to the prevaiiing
NAV per ordmary share if the Board considers 1t in
the best mterests of the Company to do so However,
ordinary shares will never be re-issued out of treasury
at a discount wider than the discount prevailing at
the time the shares were mutially bought back by the
Company The resolution will also allow the Company
to 1ssue shares out of treasury without pre-emption
rights applying

Currently there 15 a two way secondary market 1n the
Company’s shares It 1s 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
iutial income tax relief, under exasting tax legislation
all further dividends will be tax-free and if these shares
are subsequently sold no capital gains tax will be
payable by qualifying shareholders

Directors’ Authority to Purchase Shares

The current authonty of the Company to make
market purchases of up to approximately 14 99 per
cent of its 1ssued share capital expires at the end of
the Annual General Meeting and Resolution 11 seeks
renewal of such autherity until the next Annual
General Meeting (or the expiry of 15 months after
the passing of the resolution, if earher) The price paid
for shares will not be less than the nominal value nor
more than the maxamum amount permutted to be
paid m accordance with the rules of the UK Listing
Authority This power will be exercised only if, in

the opinuon of the Directors, a repurchase would be
n the best interests of shareholders as a whole Any
shares repurchased under this authonty will either
be cancelled or held i treasury for future re-sale in
appropriate market conditions

Notice of General Meeting

The Board believes that 1t 1s in the best interests of
shareholders of the Company to have the atbty to
call meetings on 14 days’ clear notice should a matter
require urgency The Board 1s therefore proposing
Resclution 12 to approve the reduction 1n the
murumum notice period from 21 clear days to 14 clear
days for all general meetings other than annual general
meetings The Directors do not intend to use less than
21 clear days’ notice unless prompt action 15 required

By Order of the Bo,
ISIS EP LLP
Secretary

100 Wood Stree
London EC2V 7

15 February 2013
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i

This Corporate Governance Statement forms part of the Report of the Directors

Corporate Governance Codes

Arrangements n respect of corporate governance,
appropriate to a venture capital trust, have been made
by the Board The Beard has considered the principles
and recommendations of the Association of Investment
Compamnes’ Code of Corporate Governance 1ssued

in October 2010 (AIC Code’} by reference to the AIC
Corporate Governance Guide for Investment Comparues
(AIC Guide’) A copy of the AIC Code can be found at
www theaiwc co uk The AIC Code, as explamned by the
AIC Guide, addresses all the principles set ouf 1n the
UK Corporate Governance Code 1ssued by the Financial
Reporting Council in June 2010 (‘UK Code’), as well as
setting out additional principles and recommendations
on 1ssues which are of speafic relevance to the Company
A copy of the UK Code can be found at www frc org uk

The Board considers that reporting agamst the prinaiples
and recommendations of the AIC Code, and by reference
to the AIC Guide (whuch incorporates the UK Code)
will provide better information to shareholders

Except as disclosed below, the Company complied
throughout the period with the recommendations of
the AIC Cede and the relevant provisions of the UK
Code Since all the Directors are non-executive the
provisions of the UK Code 1n respect of the role of

the chief executrve are not relevant to the Company
and, hikewse, the provisions of the UK Code relating
to directors’ remuneration are not relevant except

In so far as they relate speaifically to non-executive
directors For the reasons set out in the AIC Guide, and
in the preamble to the UK 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 in
respect of these provisions

Directors

In view of the requurement 1n the Articles of
Associatton that all Directors be subyject to retirement
by rotation, the Board considers that 1t 1s not
appropriate for the Directors to be appointed for

a specified term as recommended by principle 3 of

the AIC Code and provision B 2 3 of the UK Code
However, the Board has agreed that each Director will
retire and, if appropriate, seek re-election after each
three years’ service, and annually after serving on the
Beard for more than mine years

The Board, of which Mr Townsend 1s Chairman,
consists solely of non-executive Directors and
Mr Karney 15 Semor Independent Director All
Drrectors are considered by the Board to be
independent of the Company's Manager

As explained earlier, Mrs Nott 15 a director of
Barensmead VCT 2 plc and Baronsmead VCT 5

ple, both of which are managed by ISIS EF LLP The
Board believes that appointments to other compantes
managed by ISI5 EP L1LP does not impede independence
of character and judgement The Board also does

not consider that a Director’s tenure reduces their
ability to act independently The Board beheves that,
as a whole, 1t comprises an appropnate balance of
skalls, experience and diversity of background and
knowledge It also behieves that each Director 1s
independent 1n character and judgement and that there
are no relattonships or cucumstances which are hikely
to affect the judgement of any Drrector

The Comparny has no executive Directors or employees

Division of Responsibilities

A management agreement between the Company

and 1ts Manager, ISIS EP LLE sets out the matters
over which the Manager has authority and the hrmts
above which Board approval must be sought All
other matters, including strategy, investment and
dividend policies, approval of valuations, gearing,
and corporate governance procedures, are reserved
for the approval of the Board of Directors The Board
meets at least quarterly and receves full information
about the Company’s mvestment performance, assets,
liabihties and other relevant information 1n advance
of Board meetings The Manager, 1n the absence of
explicit instructions from the Board, 15 empowered to
exercise discretion in the use of the Company ‘s voting
rights All shareholdings are voted, where practicable,
1n accordance with the Manager’s own corporate
governance policy, which 15 to seek to maxinmuse
shareholder value by constructive use of votes at
company meetings and by endeavouring to use its
influence as an mvestor with a principled approach to
corporate governance
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Committees

Throughout the per:od a number of committees

have been 1n operation The committees are the Audit
and Risk Committee, the Management Engagement
and Remuneration Commuttee and the Nominatton
Commuttee The terms of reference of all the comrmuttees
are available from the Company on request

The Audit and Risk Commuttee, chaired by Mrs Nott,
comprises the full Board and operates within clearly
defined terms of reference The duties of the Audit
and Risk Commuttee include reviewing the annual
and mterum accounts, the system of internal controls,
the terms of appointment of the auditors together
with theiwr remuneration, and ensuring that auditor
objectivity and independence 1s safeguarded in the
provision of non-audit services by the auditors It
meets at least twice yearly and provides a forum
through which the auditors may report to the Board
of Drrectors

The Management Engagement and Remuneration
Comrmttee, chaired by Mr Townsend, compnses the
full Board and reviews the remuneration and terms
of appomtment of the Manager and the Boards’

fees The recornmendations of the AIC Code under
Principle 5 state that the Chairman may be a member
of, but not chair, the Management Engagement

and Remuneration Commuttee The Board, having
considered the recommendations, believe that Mr
Townsend remains the most suitable Director to chair
the commttee When considering the charrmanship
of the commuttee, the Board took account of factors
imncluding the size of the Board and the rermt of the
committee, which extends to the consideration of non-
executive remuneration only Matters relating to the
remuneration of the Chairman are considered by the
commttee 1n the absence of the Charrman and under
the leadershup of the Senior Independent Director

The Normimation Comiruttee, chared by Mr Townsend,
comprises the full Board and 1s convened for the
purpose of considering the appointment of additional
Directors as and when considered appropriate

In considering appeintments to the Board, the
Nomination Comruttee takes inte account the ongomng
requirernents of the Company and the need to have a
balance of skills and experience within the Board

Principle 7 of the AIC Code and Principle B 6 of

the UK Code recommends that the Board should
undertake a formal and rigorous annual evaluation
of 1ts own performance and that of 1ts commuttees
and indwvidual directors It 1s the Board’s pohcy to
evaluate the performance of the Board, Commuttees
and individual Directors annually through an
assessment process, led by the Chairman, with the
performance of the Chairman being evaluated by the
other Directors under the leadership of the Sentor
Independent Director During this process the Darectors
considered each Director’s independence and discussed
performance during the year, the existing corporate
governance arrangements and areas where the Board
and indrvidual Directors could develop

All of the Directors meet quarterly to consider m detail
the valuations of the unquoted investments 1n the
Company's portfolio

Individual Directors may, at the expense of the Company,
seek independent professional advice on any matter
that concerns them in the furtherance of their duties




Baronsmead VCT 3 | Annual report & accounts for the year ended 31 December 2012

Corporate Governance

The table below sets out the number of Board and Commuttee meetings held during the year to 31 December
2012 and the number of meetings attended by each Director

Management
Board of Board of Engagement and
Directors Drrectors Audit and Risk Remuneration Nominatton
(Quarterly) (ad hoc) Committee Committee Commuttee
(4 meetings held) {2 meetings held) (2 meeungs held) {1 meetng held) {1 meeting held)
Eligible  Attended Ehgible  Attended Ehgible  Attended Eligible  Attended Eligible Atended
Anthony Townsend 4 4 2 0 2 2 1 1 1 1
Andrew Karney 4 4 2 1 2 z 1 1 1 1
Gillran Nott 4 4 2 2 2 2 1 1 1 1
lan Orrock 4 4 2 1 2 2 1 1 1 1

Relations with Shareholders

The Company welcomes the views of shareholders and

places great importance on communication with 1ts
shareholders The Charrman and other Directors are
available to meet sharcholders 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

Details of the resolutions to be proposed at the
forthcorming Annual General Meeting on 10 Apnl
2013 can be found m the Notice of Meeting on pages
54 and 55 Shareholders seeking to commurucate
with the Board can do so by contacting the Investor
Relations Manager m the first instance

Internal Controls

The Beoard 1s responsible for the Company’s system of
mmternal controls and for reviewing its effectiveness
The Board has therefore established an ongomng
process designed to meet the particular needs of

the Company in managing the risks to which 1t 15
exposed The process adopted 1s one whereby the
Beard dentifies all of the risks to which the Company
15 exposed including, among others, market risk,
investment risk, operaticnal and regulatory risks
which are recorded on a risk register The controls
employed to nutigate these risks are identified and the
residual risks are rated taking into account the impact
of the mitigating factors

This register 15 updated at least twice a year and
reports are produced to the board lighhighting any
material changes mn the nature of each risk and where
necessary corrective action taken A fermal annual
review of the risks and related controls 1s carried out
by the Audit and Risk Commuittee

These procedures are designed to manage, rather
than eluminate, risk and by their nature can provide
reascnable, but not abselute, assurance against
material misstatement or loss The Board momnitors
the mvestment performance of the Company 1n
companrison to a benchmark index and to comparable
venture capital trusts at each Board meeting The
Board also reviews the Company’s activities since the
previous Board meeting to ensure that the Manager
adheres to the agreed mvestment policy and approved
mvestment guidelines and, if necessary, approve
changes to such policy and guidelines

The Board has reviewed the need for an internal
audit function and has concluded that the systems
and procedures employed by the Manager, provide
suffictent assurance that a sound system of internal
control, which safeguards shareholders’ mvestment
and the Company’s assets, 1s maintained An mternal
audit function, specific to the Company, 1s therefore
considered unnecessary
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The Board has prepared this report, in accordance
with the requirements of Schedule 8 of the Large and
Medmum Sized Comparues and Groups {Accounts and
Reports) Regulations 2008 An ordinary resolution for
the approval of this report will be put to the members
at the forthcomng Annual General Meeting

The law requures the Company ‘s auditors, KPMG
Audtt Ple, to audit certain of the disclosures provided
Where disclosures have been audited, they are
indicated as such

The auditors’ opinion 15 included 1n the ‘Independent
Auditors’ Report’

Board of Directors and their Fees

The Board which 1s profiled on page 19 consists

solely of mdependent non-executive Directors

and 15 considered to be entirely independent The
Management Engagement and Remuneration
Commuttee comprises all the Directors of the Company
and 1s chaired by Mr Townsend The Company has no
executive Directors, but the Management Engagement
and Remuneration Commmttee meets, at least annually,
to review the remuneration and terms of appointment
of the Manager and the level of the Board’s fees,

in accordance with the AIC Code of Corporate
Governance The Company Secretary provides
information on comparative levels of directors fees to
the Board m advance of each review

The Management Engagement and Remuneration
Commuttee (or Board) concluded following a review of
the level of Directors’ fees for the forthcoming vear,
that, to reflect the increase in the level and qualty of
work that the Directors were required to undertake,

1t was appropnate to increase the Directors’ fees to
£18,000 per annum, the Chairman of the Audit

and Risk Commttee’s fees to £20,500 per annum

and the Chairman’s fee to £25,750 with effect from

1 January 2013

Policy on Directors’ Fees

The Board's policy 1s that the remuneration of non-
executive Dhrectors should reflect the experience of the
Board as a whole, be fair and comparable to that of
other relevant venture capital trusts that are sumlar
in size and have similar investment objectives and
structures Furthermore the level of remuneration
should be sufficient to attract and retain the Directors
needed to oversce properly the Company and to reflect
the specific circumstances of the Company, the duties
and responsibilities of the Directors and the value and
amount of fime comnmtted to the Company’s affairs
It 15 intended that this policy will continue for the year
ending 31 December 2013 and subsequent years

Directors’ Service Contracts

It 1s the Board's policy that Directors do not have
service contracts, but new Directors are provided
with a letter of appomntment The terms of Directors’
appowntments provide that Directors should retire
and be subject to election at the first Annual General
Meeting after theirr appomtment

Directors are thereafter obhiged to retire by rotation
and, 1f willing, to offer themselves for re-election

by shareholders at least every three years after that

In accordance with the AIC Code, Directors who

have served on the Board for more than 9 years

must offer themselves for re-election on an annual
basis There 1s no notice period and no provision for
compensation upon early terrmunation of appointment
Below 15 a table which sets out each Director’s date of
appomtment and due date for re-election/election

Date of

onginal Due date for
Ctrector appointment re elactien
Anthony Townsend 4 August 2009 ACGM 2014
Andrew Karney 10 January 2001 AGM 2033
Gilbar: Nott 10 January 2001 AGM 2013
lan Orrock 21 October 2010 ACM 2013
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Company performance

The Beard 1s responsible for the Company ’s investment
strategy and performance, although the management
of the Company ‘s investment portfolio 1s delegated to
the Manager through the management agreement, as
referred to in the ‘Report of the Directors’ The graph
below compares, for the five years ended 31 December
2012, the percentage change over each period 1n the
share price total return (assuming all dividends are
remvested) to shareholders compared to the share
price total return of approxumately 50 generalist VCTs
{Source AIC) An explanation of the performance of the
Company 1s given 1 the Chairrman’s Statement and
Manager’s Review

Share Price and VCT Generalist Sector Share Price Total Return
performance graph

Directors” Emoluments for the Year (Audited)

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

Fees Fees

2012 2011

£ £

Anthony Townsend 25,000 23,875
Andrew Karney 17,500 16,000
Gilian Nott 20,000 16,625
lan Orrock 17,500 16,000
Total 80,000 72,500

Approved by the Board of Directors and signed by

\ CSM
Anthony Townsend

Chairman of the Management Engagement and
Remuneration Commmuttee

15 February 2013
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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
applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law they
have elected to prepare the financial statements 1n accordance with UK Accounting Standards

The financaal 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 suntable accounting policies and then apply them consistently,
® make judgments and estimates that are reasonable and prudent,

e  state whether applicable UK Accounting Standards (“UK GAAP”) have been followed, suhject to any material
departures disclosed and explained n the financial statements, and

e prepare the financal statements on the gomg concern basis unless 1t 15 inapproprate to presume that the
Company will continue 1 business

The Directors are responsible for keeping adequate accounting records that disclose with reasonable accuracy at
any time the financial position of the Company and enable them to ensure that 1ts financial statements comply
with the Companies Act 2006 They have general responsibility for taking such steps as are reasonably open to
them to safeguard the assets of the Company and to prevent and detect fraud and other wrregularities

Under applicable law and regulations, the Directors are also responsible for preparing a Directors’ Report
{including Busmess Review), Directors’ Remuneration Report and Corperate Governance Statement that comply
with that law and those regulations

The Directors are responsible for the maimntenance and integnty of the corporate and financial information
mcluded on the Company’s website, www baronsmeadvct3 co uk Visitors to the website should be aware
that legislation in the UK govermng the preparation and dissermination of financial statements may differ from
legislation m other jurisdictions

Responsibility Statement of the Directors in respect of the Annual Financial Report
We confirm that to the best of our knowledge

¢ the finanaal statements, prepared m accordance with the applicable set of accounting standards, give a true
and fair view of the assets, habilities, financial posttion and profit of the Company, and

¢  the Report of the Drrectors includes a fair review of the development and performance of the busmess and the
position of the Company together with a description of the principal nsks and uncertainties that 1t faces

(M_H

On behalf of the Board,
Anthony Townsend
Charman

15 February 2013
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Independent Auditor's Report

Independent Auditor’s Report to the members of Baronsmead VCT 3 plc

We have audited the financial statements of Baronsmead VCT 3 plc for the period ended 31 December 2012 set
out on pages 37 to 53 The financal reporting framework that has been applied i their preparation 1s applicable
law and UK Accounting Standards (UK Generally Accepted Accounting Practice)

Thus report 1s made solely to the Company’s members, as a hody, in accordance with Chapter 3 of Part 16 of the
Comparues Act 2006 Qur audit work has been undertaken so that we might state to the Company's members
those matters we are required to state to them in an auditor’s report and for no other purpose To the fullest
extent permutted by law, we do not accept or assume responsitnlity to anyone other than the Company and the
Company’s members, as a body, for our audit work, for this report, or for the epiuons we have formed

Respective responsibilities of directors and auditor

As explamed more fully in the Staternent of Directors” Responsibihities set out on page 34, the directors are
responsible for the preparation of the financial statemnents and for being satisfied that they give a true and farr
view Our responsibility 1s to audit, and express an opirion on, 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 description of the scope of an audit of financtal statements 15 provided on the APB’s website at
www frc org uk/auditscopeukprivate

Opinion on Financial Statements
In cur opmien the financial statements

& give a true and fair view of the state of the Company’s affairs as at 31 December 2012 and of 1ts profit for
the year then ended,

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

e have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006

In our opimon

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

® the information given in the Report of the Directors for the financial year for which the financial statements
are prepared 15 consistent with the finanoal staternents, and

e the information given m the Corporate Governarnce Statement set out on pages 29 to 31 wath respect to
mternal control and risk management systems n relation to finanaal reporting processes and about share
capital structures 1s consistent with the financial statements
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Matters on which we are required to report by exception
We have nothing to report in respect of the following

Under the Companies Act 2006 we are required to report to you if, 1n our opinion

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

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

certamn disclosures of directors’ remuneration specified by law are not made, or
we have not recerved all the information and explanations we requure for our audit, or

a Corporate Governance Statermnent has not been prepared by the Company

Under the Listing Rules we are required to review

the directors’ staternent, set out on page 27, i relation to going concern,

the part of the Corporate Governance Staternent on pages 29 to 31 relating to the Company’s complance
with the mne provisions of the June 2010 UK Corporate Governance Code specified for our review, and

certamn elements of the report to shareholders by the Board on directors’ remuneration

{ Cnet

Catherine Burnet (Senior Statutory Auditor)
for and on behalf of KPMG Audit Plc, Statutory Auditor

Chartered Accountants
Saltire Court

20 Castle Terrace
Edmburgh

EH1 2EG

15 February 2013
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Income Statement

For the year ended 31 December 2012

2012 200M
Revenue Capital Total | Revenue Capital Total
Notes £'000 £'000 E’000 £'o00 £roo0 £'o00
Unrealised gains ¢n investments 8 - 9,373 9.373 - 1,403 1.403
Realised gains on nvestments 8 - 426 426 - 1,824 1,824
[ncome 2 1,187 - 1,187 1,963 - 1,963
Investment management fee 3 (4090 (1,228)  (1,637) (385)  (1,155)  (3.540)
Other expenses 4 (390) - (390) (365) - (365)
Profit on ordinary activities before taxation 388 8,5 8,955 1,213 2,072 3,285
Taxation on ordinary activities 5 (25) 25 - (244) 244 -
Profit on ordmary activittes after taxation 363 8,596 8,959 969 2,316 3,285
Return per ordinary share
Basic 7 o 58p 13 67p 14 25p| 161p 3 85p 5 46p

The ‘Total’ column of tms statement 1s the profit and loss accoumt of the Company
All revenue and capital items in this statement derive from continuing operauons
No operations were acquired or discontinued in the year

There are no recognised gains and losses other than those disclosed in the Income Statement therefore a separate statement of tetal recognised gans and
lesses has not been prepared

Reconciliation of Movements in Shareholders’ Funds

For the year ended 31 December 2012

2012 oM

Notes t'ooo £ 000

Opening shareholders’ funds 60,095 64,643
Profit for the year 8,959 3,285
Gross proceeds of share 1ssues nfi2 9.135 -
Purchase and sale of shares for treasury 12 (1,260) (613)
Expenses of share issue and buybacks 17 (479) )]
Dividends paid 6 (1,893)| (7.214)
Closing shareholders’ funds 74,562 60,095

The accompanying notes are an integral part of these statements




38

Baronsmead VCT 3 | Annual report & accounts for the year ended 31 December 2012

Balance Sheet

As at 31 December 2012

2012 2011
Notes £'oo0 £ 000
Fixed assets
Investments 8 66,740 59,312
Current assets
Debtors 9 5,261 562
Cash at bank 1,438 683
Cash on deposit 1,800 -
8,499 1,245
Creditors (amounts falung due within one year) 10 67 (462)
Net current assets 7,822 783
Net assets 74,562 | 60,095
Capital and reserves
Called-up share capital 1 7.573 6,762
Share premum account 12 22,866 15,012
Capital redemption reserve 12 10,862 10,862
Caprtal reserve 12 18,928 24,262
Revaluation reserve 12 13,649 2,876
Revenue reserve 12 684 32
Equity shareholders’ funds 13 74,562 60,095
Net asset value per share
- Bastc 13 111 62p| 100 16p
- Treasury 13 110 88p 99 16p

The financial statements on pages 37 10 53 were approved by the Board of Directors on 15 February 2013 and were signed on its behalf by

S

ANTHONY TOWNSEND (Chairman)

The accompanying notes are an ntegral part of this balance sheet
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Cash Flow Statement

For the year ended 31 December 2012

2012

00

Notes £ro00 E'oo0
Operating activities
Investment mcome receved 1,337 1,787
Deposit interest receved 7 3
Other income receved - 63
Investment management fees pard (1.572)| (1,570}
Other cash payments (378 (357
Net cash outflow from operating activities 15 (606) (74)
Capital expenditure and financial investment
Purchases of investments (63,220)| (91.893)
Disposals of investments 65,620 99,215
Net cash inflow from capral expendrture and financial invesiment 2,400 7,322
Dividends
Equity dividends paid 6 (1.893)| (7.270)
Net cash (outflow)/inflow before financing (99) 34
Financing
Gross proceeds of share 1ssues 4,135 -
Purchase and sale of shares for treasury (1.260) (613)
Expenses on share issue and buybacks () (6)
Net cash inflow/(outflow) from financing 2,654 (619)
Increasef(decrease) in cash at bank and on deposit in the year 2,555 (585)
Reconciliation of net cash flow to movement in net cash at bank and on deposit
Increasef(decrease) in cash at bank and on deposit 2,555 (585}
Opening cash at bank and on deposit 683 1,268
Closing cash at bank and on deposit 14 3,238 683

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

t Accounting polictes

(a) Basis of accounting

These financial statements have been prepared under
UK Generally Accepted Accounting Practice (“UK
GAAP”) and i accordance with the Statement of
Recommended Practice (“SORP”) for investment
trust companies and venture capital trusts 1ssued
by the Assocation of Investment Companies (“AlC”)
in January 2009, and on the assumption that the
Company maintamns VCT status

The Company 15 no longer an mvestment company as
defined by Section 833 of the Companies Act 2006, as

mnvestment company status was revoked on 4 February
2004 m order to permut the distrtbution of capatal profits

The principal accounting policies adopted are set
out below

Presentation of the Income Statement

In order to better reflect the activities of a VCT and 1n
accordance with the SORP supplementary information
which analyses the income statement between items
of a revenue and capital nature has been presented
alongside the ncome staternent

Profit/(loss) on ordinary activities after taxation 1s the
measure the Directors believe appropriate 1in assessing
the Company’s compliance with certain requiremnents
set out m Section 274 of the Income Tax Act 2007

(b) valuation of investments

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

Investments are valued at fair value For AIM traded,
histed securities and collective nvestment vehicles this
15 exther bid price or the last traded price, depending
on the convention of the exchange on which the
investment 1s traded

In respect of unquoted investments, these are fair
valued by the Directors using methodology which

15 consistent with the International Private Equaty
and Venture Capital Valuation (“IPEV”) gindehines
This means investments are valued using an earnings
multiple, which has a discount or premium apphed
which adjusts for points of difference to appropriate
stock rmarket or comparable transaction multiples
Alternative methods of valuation will include
application of an arm’s length third party valuation, a
provision on cost or a net asset value basis

Gams and losses anising from changes in the fair
value of the investments are included in the income
statement for the peried as a capital item Transaction
costs on acquisition are included within the imtial
recognition and the profit or loss on disposal 1s
calculated net of transaction costs on disposal

{c) Income

Interest mcome on loan stock and dividends on
preference shares are accrued on a daily basis
Provision 1s made against this income where recovery
15 doubtful Where the terms of unquoted loan stocks
only require interest or a redemption premmum to

be paid ¢n redemption, the interest and redemption
premium 1s recognised as income once redemption

1s reasonably certain Until such date interest 1s
accrued daily and included within the valuation of
the investment

Income from fixed mterest securtties and deposit
interest 15 included on an effective interest rate basis

Drvidends on quoted shares are recogmsed as income
on the date that the related investments are marked ex-
drvidend and where no dividend date 1s 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 ncome statement includes
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

(f) Issue costs

Issue costs are deducted from the share premuum
account
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Notes to the Accounts

t Accounting policies (continued)

(g) Deferred taxation

Deferred taxation 1s recogrused 1n respect of all timing
differences that have originated 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 15 subject to deferred tax assets only
being recogmsed 1f 1t 15 considered more hikely than
not that there will be suitable profits trom which the
future reversal of the underlying timing differences
can be deducted Timing differences are differences
anising between the Company's taxable profits and 1its
results as stated 1n the financial statements whach are
capable of reversal in one or more subsequent periods

(h) Caprtal reserves

(1) Captal Reserve

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

{n) Revaluation Reserve
Changes mn fair value of unrealised investments,
are dealt with 1n this reserve

2 Income
2012 201
£’000 £'o00
Income from investmentst
UK franked 285 281
UK unfranked 820 1,242
UK unfranked - reinvested 29 -
Redemption premium 45 374
1,179 1,897
Other income#
Deposit interest 8 3
Other income - 63

Total income

1,187 1,963

Total income comprises
Dividends
Interest

285 282
902 1,681

1,187 1,963

Income frem investments
AlM-traded & listed securities
Unquoted securities

298 309
881 1,588

1,179 1,897

+ All iInvestments have been designated fair value through profit or loss on 1nitial recognition, therefore all investment ncome arises on investments at fair

value through profit or loss

+ Other income on financial assets not designated fair value through profit or loss

4
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Notes to the Accounts

3. Investment management fee

2012 2011
f’o00 £'000
Investment management fee 1,637 1,540

performance fee - -

1,637 1,540

For the purposes of the revenue and capital columns 1n the income statement, the management fee has been
allocated 25 per cent to revenue and 75 per cent to capital, m [ine with the Board's expected long term return in
the form of imncome and capital gains respectively from the Company’s mvestment portfolio

The management agreement may be terrminated by either party giving twelve months notice of termination
The Manager, ISIS 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 net proceeds of the ordinary share offers
exceeds 8 per cent per annum {cn a simple basis) on net funds raised To the extent that the Total Return exceeds
this threshold, a performance fee (plus VAT) will be paid to the Manager of 10 per cent of the excess The
performance fee payable 1n any one year will be capped at 5 per cent of the Shareholders’ funds at the end of the
calculation period Ne performance fee 1s payable for the year ended 31 December 2012 (2011 £rl)

In addition, the Manager recerves an annual secretarial and accounting fee that was imtially fixed at £33,816
1 2006 and 1s revised annually to reflect the movement in RPI, plus a vanable fee of 0 125 per cent of the net
assets of the Company which exceed £5 million The annual fee was imtially capped at £102,212 per annum
and 1s also revised annually to reflect the movement in RPI It 1s chargeable 100 per cent to revenue

Amounts payable to the Manager at the year end are disclosed in note 10

4 Other expenses

2012 20M

f'o00 f'000

Directors’ fees 8o 73

Secretarial and accounting fees 21 113
Remuneration of the auditors and their assocrates

- audit 21 22

- other services supplied pursuant to legislation (intenm review) 5 5

- other services supplied relating to taxation 7 9

Other 156 143

390 365

The Chairman received £25,000 per annum {2011 £23,875) and the Audit Charrman recerved £20,000 per
annum (2011 £16,625) Each of the other Directors received £17,500 per annum (2011 £16,000)

Charges for other services provided by the auditors i the year ended 31 December 2012 were mn relation to the
mterim review and tax comphance work (including 1XBRL) The Audit and Risk Commuttee reviews the nature
and extent of non-audit services to ensure that mdependence 1s mamtained The Directors consider the auditors
were best placed to provide these services

All figures include VAT, where applicable The Company 1s not registered for VAT
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s Tax on ordinary activities
5a Analysis of charge for the year

2012
£7000

20
£’000

UK corporation tax

The income staterment shows the tax charge allocated between revenue and capital

s5b Factors affecting tax charge for the year

The tax charge for the year 15 lower than the standard rate of corporation tax in the UK for a company The

cufferences are explained below

2012 2011

Revenue Capital Total | Revenue Capital Total

£’000 £'oo0 £'o00 £'oco £'000 £'000

Profit on erdinary actiaities before taxation 388 8,5 8,959 1,213 2,072 3,285

Corporation tax at a rate of 24 5 per cent (2011 26 5 per cent ) 95 2,100 2,195 321 549 870
Effect of

Non-taxable divrdend income (30) - (70 (7a) - Ga

Non-taxable investment gains - (2,401)  (2,401) - (855) (855)

Marginal relief - - - 3 3 -

Losses carned forward - 276 276 - 59 59

Tax charge for the year {note sa) 25 {25) - 241 (244) -

At 31 December 2012 the Company had surplus management expenses of £3,045,000 (2011 £1,856,000)
which have not been recogmsed as a deferred tax asset Thus 15 because the Company 1s not expected to generate
taxable income 1n a future pertod 1 excess of the deductible expenses of that future period and, accordingly,

the Company 1s unhkely to be able to reduce future tax liabilities through the use of existing surplus expenses
Due to the Company ‘s status as a VCT, and the intention to continue meeting the conditions required to obtain
approval 1n the foreseeable future the Company has not provided deferred tax on any capital gains and losses
arising on the revaluation or disposal of investments
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6 Dividends
2012 201
Revenue Capitat Total | Revenue Captal Total
o000 £ 000 £’000 £'o00 o000 £'o00
Amounts recognised as distributions to equity holders in the year
For the year ended 31 December 2010
- Final dwidend of 4 sp per ordinary share pard on 8 April 2011 - - - 546 2,183 2,729
For the year ended 31 December z0m
- Intenm dividend of 3 op per ordinary share paid on
29 September 2011 - - - 389 1,407 1,796
- Second intenim diwvidend of 4 sp per ordinary share paid on
9 December zon - - - 557 2,092 2,689
For the year ended 31 December 2012
- Interim dividend of 3 op per ordinary share paid on
21 September 2012 - 1,893 1,893 - - -
- 1,893 1,893 1,532 5,682 7.214

A final dividend of 4 5p per share 1s proposed

In the 2011 financial year Baronsmead VCT 3 paid a second intertm drvidend in hieu of a final dividend which
resulted i three dividend payments 1n that year

7 Returns per share

The 14 25p return per ordinary share (2011 5 46p return) 1s based on the net profit from ordinary activities
after taxation of £8,959,000 (2011 £3,285,000 profit) and on 62,863,845 ordinary shares (2011 60,112,945),
being the weighted average number of shares in circulation during the year
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8. Investments

All mvestments are designated fair value through profit or loss at matial recogrution, therefore all gamns and
losses arise on mvestments designated at fair value through profit or loss

Fmancial Reporting Standard 29 ‘Financial Instruments Disclosures’ {the Standard) requires an analysis of
mvestments valued at fair value based on the reliability and significance of the mformation used to measure
their fair value The level 15 determined by the lowest (that 15 the least reliable or independently observable) level
of input that 1s significant to the fair value measurement for the individual mvestment 1 its entirety as follows

& Level T - investments whose prices are quoted in an active market

® Level 2 — mnvestments whose fair value 15 based directly on observable current market prices or indirectly being
derwed from market prices

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

2012 2011
f'o00 E'o00

Level 1
Lrsted Interest bearing securities 2,490 9.979
Investments traded on AIM 20,833 14,402
Investments histed ¢n LSE 1,808 1,318
25,131 25,699

Level 2
Collective investment vehicle (Wood Street Microcap Investment Fund) 4,525 2,826

Level 3
Unquoted investments 37,084 30,787
66,740 59.312
2012 201
000 £ ooo
Equity shares 38,946 28,324
Loan notes 25,226 21,009
Preference shares 7 )
Fixed mcome secunties 2,490 5,979
66,740 58.312
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8 Investments (continued)

Level 1 Level 2 Level 3
Listed
mierest Collective
bearing Traded Listed investment
securnties on AIM on LSE vehicle Unguoted Total
[ o000 £'o00 £'o00 £'a00 000
Opening book cost 9,979 17.310 1729 2,525 24,893 56,436
Opeming unrealised (depreciation)/appreciation - (2,908) (a11) 301 £,804 2,876
Opening valuatien 9,979 14,402 1,318 2,826 30,787 59,312
Movements in the year
Purchases at cost 55,087 1,625 - 1,000 5,237 63,249
Sales - proceeds (62,576) (1,295) - - (1,749} {65,620)
- realised gains on sales - 392 - - 34 426
Unrealised (losses)/gains realised duning the year - (3,465} - - 65 (1,400}
Increase in unrealised appreciation - 6,874 450 699 2,710 10,773
Closing valuation 2,490 20,833 1,808 4,525 37,084 66,740
Closing book cost 2,490 16,867 1,729 3,525 28,480 53,091
Closing unreahised appreciation - 3,966 79 1,000 8,604 13,649
Closing valuation 2,490 20,833 1,808 4,525 37,084 66,740

During the year the Company incurred brokerage costs on purchases of £1,500 (2011 £1,800) and brokerage
costs on sales of £2,100 (2011 £1,000) 1n respect of ordinary shareholder interests

The gamns and losses mcluded 1n the above table have all been recogrused 1n the income statement on page 37

The Standard requures disclosure, by class of financaial instruments, if the effect of changing one or more
inputs to reasonably possible alternative assumptions would result in a sigmficant change to the fair value
measurement The information used mn determmation of the fair value of Level 3 investmenits 1s chosen with
reference to the specific underlying circumstances and position of the investee company The portfohio 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 alternatives the value of the unquoted
investments would be £2 5 milhon or 6 8 per cent lower Using the upside alternative the value would be
increased by £2 6 milhon or 7 O per cent
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o Debtors
012 201
£'000 E'oo0
Prepayments and accrued income 375 562
Amounts due frem fundrasing 4,886 -
5,261 562
10 Crediters {(amounts falling due within one year)
2012 20m
£'oc0 £’oco
Management, performance, secretarial and accounting fees due 1o the Manager 474 405
Fundraising costs 139 -
Other creditors 64 57
677 462
11 Called-up share capital
Allotted, called-up and fully paid
grdinary shares E'oo0
67,619,851 ordinary shares of top each listed at 31 December zo11 6,762
8,112,068 ordinary shares of 10op each 1ssued dunng the year an
75.731,919 ordinary shares of 10p each listed at 31 December 2012 1,573
7.622,317 ordinary shares of 10p each held in treasury at 31 December 2011 (762)
1,306,897 ordinary shares of 10p each repurchased during the year and held in treasury (131)
8,929,214 ordinary shares of 10p each held in treasury at 31 December 2012 (293)
66,802,705 ordinary shares of 10p each in circulatton at 31 December 2012 6,680

As at 15 February 2013 the Company ’s 1ssued share capital was 75,731,919 ordinary shares of 10 pence each,
of which 8,929,214 were held 1n treasury The number of shares in circulation was 66,802,705 ordinary shares

carrying one vote each

The capital of the Company 1s managed 1n accordance with its investment pohcy, 1n pursint of its investment

objectives, both of wiuch are detailed in the Report of the Directors on pages 20 and 21
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11 Called-up share capital {continued)

Treasury shares

The Compamnes (Acquisition of Own Shares) (Treasury Shares) Reguiations 2003 came into force on 1 Decermber
2003 and allowed the Company to hold shares acquired by way of market purchase as treasury shares, rather
than having to cancel them Shareholders have previously approved a resolution permitting the Company to
1ssue shares from treasury at a discount to the prevailing NAV 1if the Board considers it in the best interests

of the Company to do so However, treasury shares will not be sold at a discount wider than the discount
prevailing at the time the shares were mutially bought back by the Company It 1s the Board’s intention only

to use the mechamsm of reissurng treasury shares when demand for the Company’s shares 15 greater than the
supply available in the market place Treasury shares would not be considered by HM Revenue & Customs to be
new shares entithng the purchaser to imtal income tax rehef, and therefore shares are unlikely to be 1ssued from
treasury in the same year as a “top up” offer for subscription

The Company does not have any externally imnposed capital requurements Where shares are bought back but
not cancelled the 1ssued share capital remains unchanged The NAV 1s calculated by usimng the number of shares
1n 1ssue less those bought back and held in treasury

12 Reserves
Share Capital
premium redemption Capital Revaluation Revenue
account reserve reserve reserve reserve
£'o00 t'o00 £000 £'000 £'000
Al 31 December 2011 15,012 10,862 24,262 2,876 321
Gross proceeds of share 1ssues 8,324 - - - -
Purchase of shares for treasury - - (1,260) - -
Expenses of share i1ssue and buybacks (470) - oy - -
Reallecation of prior year unrealised gans - - (1,400) 1,400 -
Realised gan on disposal of investments* - - 426 - -
Net Increase in value of investments* - - - %.373 -
Management fee capitalised* - - (1,228) - -
Taxation relief from capial expenses* - - 25 - -
Revenue profit on ordinary activities after taxanon® - - - - 363
Dividends pard in the year - - (1.893) - -
At 31 December 2012 22,864 10,862 18,928 13,649 684

At 31 December 2012, reserves distributable by way of dividend amounted to £19,612,000 (2011 £21,264,000),
comprising the capital reserve and revenue reserve less the net unrealised loss on those level one mnvestments
whose prices are quoted 1n an active market and deemned readily reahsable

* The total of these 1tems 15 £8 955,000 which agrees to the total profit on ordinary activities after taxation on page 37
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13 Net asset value per share

The net asset value per share and the net asset values attributable to the ordiary shares at the year end are
calculated 1n accordance with their entitlements m the Articles of Association and were

Net asset value

Number of shares per share attributable Net asset value attributable

012 201N 1012 200N 2012 2011

number number pence pence £’o00 £'o00

ordinary shares (basic) 66,802,705 | 59,997,534 111 62 100 16 74,562 60,095
Ordinary shares (treasury) 75,731,919 | 67,619,851 11088 9916 83,971 67,050

Basic net asset value per share 1s based on net assets at the year end, and on 66,802,705 (2011 59,997,534}
ordinary shares, being the respective number of shares in circulation at the year end

The treasury net asset value per share as at 31 December 2012 included ordinary shares held 1n treasury valued
at the mmd share price of 105 38p at 31 December 2012 (2011 91 25p)

14 Analysis of changes in cash

2012 20m

£o00 000
Beginning of year 683 1,268
Net cash inflow/(outflow) 2,555 (s85)
As at 31 December 2012 3,238 683
15 Reconcihation of profit on ordinary activities before taxation to net cash outflow from operating activities

2012 201

f'ooo £'coo
Profit on ordinary activities before taxation 8,959 3,285
Gains on vestments (9,799)} (3.227)
Decrease/(increase) in debtors 187 (101}
Increase/(decrease) in creditors 76 (31
Income reinvested {a9) -
Net cash outflow from operating activities {(606) (74)

16 Contingencies, guarantees and financial commitments

At 31 December 2012 there were no contingent habilities, guarantees or financral commtments of the Company

17 Sigmficant interests

There are no interests of 20 per cent or more of any class of share capital in any underlying holdings in investee
companies

Further information on the significant mterests 1s disclosed on page 26
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18 Financial instruments and associated risks

The Company’s financial imnstruments comprise equity and fixed mterest investments, cash balances and hquid
resources The Company holds financial assets in accordance with its investment policy to mnvest 1n a diverse
portfolo of established and profitable UK unquoted compamnies and companies raising new share caprtal on AIM

Fixed asset investments held (see note 8) are valued at fair value For quoted securities thus 1s exther 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 valued at fair value by the Directors (using rules consistent with
IPEV {International Private Equity and Venture Capital Valuation) guidehnes) The far value of all other finanaal
assets and habilities 15 represented by ther carrying value in the Balance sheet

The Company s mvesting activities expose 1t to various types of risk that are associated with financial
mstruments and markets in which 1t invests The most important types of financial risk to which the Company
ts exposed are market risk, interest rate risk, credit risk and hquidity risk The nature and extent of the financial
mstruments held at the balance sheet date and the risk management policies employed by the Company are
discussed 1 notes 19 to 22

19 Market risk

Market risk embodies the potential for both losses and gains and includes mnterest rate risk and price risk

The Company's strategy on the management of mvestment nsk 1s driven by the Company's investment
obyective as outlined in note 18 The managentent of market risk 1s part of the investment management process
and 15 typical of private equuty investment The portfolio 15 managed 11 accordance with policies and procedures
i place as described in more detail in the Report of the Directors on pages 20 to 22, with an awareness of the
effects of adverse price movements through detailed and continuing analysis, with an objective of maxirmsing
overall returns to shareholders Investments in unquoted stocks and AIM traded companies, by ther nature,
involve a igher degree of nisk than mnvestments 1n the main market Some of that risk can be mitigated by
diversifying the portfolio across business sectors and asset classes The Company’s overall market positions are
momtored by the Board on a quarterly basis

Detals of the Company's mnvestment portfoho at the balance sheet date are disclosed i the schedule of
mvestments set out on pages 60 and 61 An analysis of investments between debt and equity instruments 1s
disclosed i note 8

41 per cent (2011 31 per cent ) of the Company’s mvestments are histed on the London Stock Exchange, traded
on AIM or mnvested through Wood Street Microcap Fund A 5 per cent 1ncrease in stock prices as at 31 December
2012 would have increased the net assets attributable to the Company’s shareholders and the total profit for the
year by £1,358,000 (2011 £927,000), an equal change 1n the opposite direction would have decreased the net
assets attributable to the Company's shareholders and the total profit for the year by an equal amount

56 per cent (2011 52 per cent ) of the Company’s investments are mn unquoted compames held at fair value
Valuation methodology includes the application of earnings multiples derived from either listed comparues with
sumlar characteristics or recent comparable transactions Therefore the value of the unguoted element of the
portfolio may also be indirectly affected by price movements on the histed exchanges A 5 per cent 1ncrease mn
the valuations of unquoted investments at 31 December 2012 would have increased the net assets attributable
to the Company’s shareholders and the total profit for the year by £1,854,000 {2011 £1,539,000), an equal
change 1n the opposite direction would have decreased the net assets attributable to the Company s shareholders
and the total profit for the year by an equal amount
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20 Interest rate nisk

At 31 December 2012 £2,000,000 (2011 £6,799,000) fixed rate securities were held by the Company As a
result, the Company 1s exposed to fair value mterest rate risk due to fluctuations in the prevailing levels of
market interest rates However the effect of these interest rate changes 15 not matenally sigmficant

At 31 December 2012 £25,226,000 (2011 £21,009,000} fixed rate lcan notes were held by the Company
The weighted average coupon rate for the loan note securities 1s 9 38 per cent as at 31 December 2012 {2011
9 34 per cent ) Due to the complexity of the mstruments and uncertainty surrounding timing of redemption
the weighted average tume for whuch the rate 15 fixed has not been caiculated

The table below summarises weighted average effective mterest rates for the other fixed mnterest-bearing financial
mstruments

Fixed rate
2012 2011
Weighted Weighted
Total Weighted average Total  Weighted average
fixed average  time for fixed average  time for
rate interest which rate rate interest which rate
portfolio rate 1s fixed | portfolio rate 15 fixed
£ 000 % days f oo % days
Fixed interest instruments 2,000 012 21 6,799 02 3

Floating rate

When the Company retains cash balances, the majority of cash 1s ordinarily held on mterest bearing deposit
accounts and, where appropriate, within an interest bearing money market open ended mvestment company
{"OEIC”") The benchmark rate which determines the interest payments received on interest bearing cash balances
15 the bank base rate whuch was 0 5 per cent as at 31 December 2012 (2011 0 5 per cent )

2012 2011
froo0 £'o00

Floating rate
Floating rate instruments (“QEIC") 490 3,180
Cash at bank 1,438 683
Cash ¢n deposit 1,800 -
3,728 3,863
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21 Credit nsk

Credit risk 15 the risk that a counterparty to a finanaal instrument will fail te discharge an obligation or
commitment that it has entered into with the Company The Investment Manager has in place a monitoring
procedure in respect of counterparty nsk which 1s reviewed on an ongowng basts The carrying amounts of
financial assets represent the maxamum credit risk exposure at the balance sheet date

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

2012 2011

€000 £ 000

Investments in fixed interest instruments 2,000 6,799
Investments in floating rate instruments 490 3,180
Cash at bank 1,438 683
Cash on deposit 1,800 -
Interest, dividends and other recevables 5,261 562
10,989 11,224

Credit nisk arising on unquoted loan notes 1s considered 1n coryunction with the associated equity mvestment m
the portfolio company

Credit rnisk arising on fixed interest instruments 1s mutigated by investing i UK Government Stock

Credit risk arising on floating rate mstruments 1s nmbigated by investing 1 money market open ended
investment companies managed by BlackRock Credit risk on unquoted loan stock held within unhsted
mvestments 1s considered to be part of market risk as disclosed in note 19

Credit nisk arising on transactions with brokers relates to transactions awaiting settlement Risk relating to
unsettled transactions 1s considered to be small due to the short settlement period mmvolved and the high credit
quality of the brokers used The Board momnitors the quahty of service provided by the brokers used to further
mitigate this risk

All assets of the Company which are traded on a recognised exchange are held by JP Morgan Chase ("JPM”), the
Company's custodian The Board monitors the Company s risk by reviewing the custodian’s internal controls
reports as described 1n the Corporate Governance section on page 31

The cash held by the Company 1s held by JPM and Lloyds TSB The Board momtors the Company's risk by
reviewng regularly the internal control reports of these banks Should the credit quahty or the financial position of
either bank deteriorate sigruficantly the Investment Manager will seek to move the cash holdings to another bank

There were no significant concentrations of credit risk to counterpartres at 31 December 2012 or 31 December
2011 No individual investment exceeded 6 9 per cent of the net assets attnbutable to the Company s
shareholders at 31 December 2012 (2011 9 4 per cent )
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22 Liquidity nsk

The Company’s financial instruments mclude investments m unquoted comparues which are not traded in an
organised public market as well as AIM-traded equrty mnvestments both of which generally may be iliquid As
a result, the Company may not be able to Irqundate quickly some of 1ts investments in these mstruments at an
amount close to thewr farr value i order to meet 1ts liquudity requuirements, or to respond to specific events such
as deterioration i the creditworthiness of any particular 1ssuer

The Company s hquidity risk 1s managed on an ongoing basis by the Investment Manager mn accordance with
policies and procedures as described mn the Report of the Directors on page 22 The Company's overall quudity
risks are momnitored on a quarterly basis by the Board

The Company mantains sufficient investments m cash and readtly realisable securities to pay accounts payable
and accrued expenses

At 31 Decemtber 2012 these mvestments were valued at £5,728,000 (2011 £10,662,000)

23 Related parties

Related party transactions include Management, Secretarial, Accounting and Performance fees payable to the
Manager, 515 EP LLE as disclosed m notes 3 and 4, and fees paid to the Directors as disclosed 1n note 4 In addition,
the Manager operates a Co-Investment Scheme, detailed 1 the Report of the Directors on pages 25 and 26, whereby
employees of the Manager are entitled to participate in certain unquoted investments alongside the Company
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Notice 15 hereby given that the twelfth Annual General Meeting of Baronsmead VCT 3 plc will be held at
Plaisterers’ Hall, One London Wall, London EC2Y 5JU on Wednesday, 10 April 2013 at 10 30 a m for the
purposes of considering and, if thought fit, passing the following resolutions, Reselutions 1 to 9 being
proposed as ordinary resolutions and Resolutions 10 to 12 being proposed as special resolutions

THAT the Report and Accounts fer the year to 31 Decernber 2012 be recerved

THAT a final dividend of 4 5p per ordinary share be declared

THAT the Directors” Remuneration Report for the year to 31 December 2012 be approved
THAT lan Orrock be re-elected as a Pirector of the Company

THAT Andrew Karney be re-elected as a Director of the Company

THAT Gilhan Nott be re-elected as a Director of the Company

THAT KPMG Audit Plc be re-appomted as independent auditor

THAT the Directors of the Company be authorised to determine the remuneration of the auditor

R B R = T, I S o

THAT, 1 substitution for all subsisting authorities to the extent unused, the Directors of the Company be
and are hereby generally and unconditionally authoerised, mn accordance with section 551 of the Comparues
Act 2006, 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 into shares in the Company (“Rights”) up to an aggregate nomunal
amount of £3,340,135 during the period commencing on the passing of this resolution and expiring on the
fifth anniversary of the date of the passing of this resolution {(unless previously revoked, varied, renewed
or extended by the Company 1n general meeting), but so that thus authorty shall allow the Company to
make before the expiry of this authonty offers or agreements which would or might requure shares to be
allotted or Rights to be granted after such expiry and the Directors of the Company shall be authorised to
allot shares or grant Rights pursuant to any such offers or agreements as if the authority conferred by this
resolution had not expired

10 THAT, subject to the passing of Resolution 9 set out in the notice of this meeting and in substitution for
all existing authorities to the extent unused, the Directors of the Company be and are hereby empowered,
pursuant to sections 570 and 573 of the Companies Act 2006 (the “Act”) to allot equuty securities (as
defined 1n section 560 of the Act} including the grant of rights to subscribe for or to convert any security
mto shares of the Company, for cash pursuant to the authorty conferred by Resolution 9 set out in the
notice of this meeting, and to sell equity securities held by the Company as treasury shares for cash, as if
section 561(1) of the Act did not apply to any such allotment and sales of equuty secunties, provided that
this power shall be hmited to

(a) the allotrment of equuty securities up to an aggregate nominal amount representing 30 per cent of the
1ssued share capital of the Company ({excluding treasury shares) as at the date of the passing of this
resolution pursuant to one or more offers for subscription,

(b) the allotment of equity securities up to an aggregate nominal amount representing 10 per cent of the
1ssued share capital of the Company (excluding treasury shares) from tume to tume which may be 1s5ued
at a discount to NAV pursuant to any dividend reinvestment scheme operated by the Company, and

{c) the allotment of equity securities {otherwise than pursuant to sub-paragraphs (a) and (b) above) up
to an aggregate normnal amount representing 10 per cent of the 1ssued share capital of the Company
{excluding treasury shares) from time to time which may be at a discount to NAV, and
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in each case where such proceeds of 1ssue may be used to purchase shares in the Company and the power
conferred by this resolution shall expire on the date falling 15 months after the date of the passing of this
resolution (unless previously revoked, varied, renewed or extended by the Company 1n general meeting) or,
if earher, at the conclusion of the Annual General Meeting of the Company to be held 1n 2014, except that
the Company may, before such expiry, make offers or agreements which would or nmught require equity
securifies to be allotted after such expiry and the Directors of the Company shall be authorised to allot
equity securities pursuant to any such offers or agreements as if the power conferred by this resobution had
not expired

11 THAT, in substitution for the Company s existing authority to make market purchases, the Company be and

12

hereby 1s empowered to make market purchases within the meamng of sechion 693(4) of the Companies Act
2006 (the “Act”) of ordinary shares of 10p each n the capital of the Company (“Ordinary Shares”) on such
terms and 1 such manner as the Directors of the Company shall from time to time determine, provided
that

(a) the aggregate number of Crdinary Shares which may be purchased shall not exceed 14 99 per cent
of the Company’s Ordinary Shares m 1ssue at the date of the Annual General Meeting, excluding any
Ordinary Shares held 1n treasury (equivalent to 10,013,725 Ordinary Shares at 15 February 2013, the
date of this Notice of Annual General Meeting),

(b) the mimmmum price which may be paid for an Ordinary Share 1s the nominal value thereof of 10 pence,

{c) the maximum price (exclusive of expenses) which may be paid for an Ordinary Share 1s an amount
equal to the higher of (1) an amount equal to 103 per cent of the average of the rmddle market
quotation for an Ordinary Share taken from the London Stock Exchange daily official list for the five
business days immediately preceding the day on which such Ordinary Share :s to be purchased, and (1)
the amount stipulated by Article 5(1) of the Buyback and Stabilisation Regulation 2003,

(d) the authority conferred by this resolution shall expire on the date falling 15 months after the date of the
passing of this resolution or, if earler, the conclusion of the Annual General Meeting to be held in 2014,

unless such authonty 1s renewed prior to such time, and

—

(e) the Company may make a contract to purchase Ordinary Shares under the authonty conferred by this
resolution prior to the expiry of such authority which will or may be executed wholly or partly after
the expiration of such authority and may make a purchase of such Ordmary Shares pursuant to such
contract as if the authonty conferred by this resolution had not expired

THAT a general meeting (other than an anmual general meeting)} may be called on not less than 14 clear
days’ notice, provided that this authority shall expire at the conclusion of the next anmal general meeting
of the Company

By Order of the Board

ISIS EP LLP Registered Office
Secretary 100 Wood Street
15 February 2013 London EC2V 7AN
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1 No Director has a service contract with the Company

2 To be entitled to attend and vote at the meeting (and for the purposes of the deterrmnation by the Company of the
number of votes they may cast), members must be registered in the Register of Members of the Company at 6 00 pm
on 8 April 2013 (or in the event of any adjcurnment, 48 hours before the time of the adjourned meeting) Changes to
the Register of Members of the Company after the relevant deadline shall be disregarded in determirung the rights of
any person to attend and vote at the meeting

3 A member entitled to attend and vote at the meeting 15 entitled to appoint a proxy or proxies to attend, speak and vote
on hus or her behalf A proxy need not also be a member, but must attend the meeting to represent you Details of how
to appownt the Chairman of the meeting or another person as your proxy using the proxy form are set out 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

4 To appoint more than one proxy, an additional proxy form(s) may be obtained by contacting the Company’s registrars,
Computershare Investor Services PLC, helphne on 0870 889 3250 or you may photocopy the proxy form Please
mdicate m 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, if the proxy mnstruction 1s one of multiple
instruchions being given All forms must be signed and should be returned together 1n the same envelope

5 Areply pad form of proxy 1s enclosed with Shareholders’ copies of this document To be valid, 1t should be lodged with
the Company’s registrars, Computershare Investor Services PLC, The Pavilions, Bridgwater Road, Bristol B599 6ZZ so
as to be received not later than 10 30 am on 8 Aprit 2013 or, 48 hours before the time appointed for any adjourned
meeting or, in the case of a poll taken subsequent to the date of the meeting or adjourned meeting, so as to be recerved
no later than 24 hours before the trme appointed for taking the poll

6 Any corporation which 1s a member can appeint one or more corporate representatives who may exercise on 1ts behalf
all of 1its powers as a member provided that, 1f 1t 1s appointing more than one corporate representative, it does not do so
i relation to the same shares It 1s therefore no longer necessary to nomnate a designated corporate representative

7 Any person recaving a copy of this Notice as a person nomunated by a member to enyjoy information rights under
section 146 of the Compames Act 2006 (a “Nomunated Person”) should note that the provisions in Notes 3 and 4
above concerning the appointment of a proxy or proxues to attend the meeting 1n place of a member, do not apply
to a Nomunated Person as only Shareholders have the nght to appoint a proxy However, a Nominated Person may
have a right under an agreement between the Nomnated Person and the member by whom he or she was nominated
to be appownted, or to have someone else appointed, as a proxy for the meeting If a Norminated Person has no such
proxy appomntment rnght or does not wish to exerase it, he/she may have a nght under such an agreement to give
mstructions to the member as to the exercise of voting rights at the meeting

8 Nomunated persons should also remember that their mamn point of contact 1n terms of thewr imvestment 1n the Company
remans the member who nominated the Normnated Person to emoy information rights (or, perhaps the custodian or
broker who admumsters the investment on their behalf) Nomnated 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
personal details and interest in the Company (including any admimistrative matter) The only exception to this 1s where
the Company expressly requests a response from a Nomuinated Person

¢ Appointment of a proxy will not preclude a member from subsequently attending and voting at the meeting should the
member subsequently decide to do so A member can only appowmnt a proxy using the procedures set out 1n these notes
and the notes to the proxy form The termination of the authornty of a person to act as a proxy must be notified to the
Company in writing Amended instructions must be recerved by Computershare Investor Services PLC by the deadhne
for receipt of proxes

Should a member wish to appomnt a proxy electronucally, such proxy appomntment must be registered electromcally
at www eproxyappowntment com, so as to be recerved not later than 10 30 am on 8 April 2013 or 48 hours before
the time appointed for any adjourned meeting or, in the case of a pell taken subsequent to the date of the meeting
or adjourned meeting, so as to be recerved no later than 24 hours before the ime appomnted to take the poll To vote
electromcally, you wll be asked to provide the Control Number, Shareholder Reference Number (SRN) and PIN, details
of which are contamed in the personalised proxy form enclosed Thus 1s the only acceptable means by wiuch proxy
mstructions may be submutted electromcally

10 CREST members who wish to appount a proxy or proxies by utiising the CREST electromc proxy appomtment service may
do so for the meeting and any adjournment(s) thereof by utihsing the procedures described in the CREST manual, which
1s avalable to download from the Euroclear website (www euroclear com/CREST) CREST personal members or other
CREST sponsored members, and those CREST members who have appointed a voting service prowider(s), should refer
to thewr CREST sponsor or voting servace provider(s), who will be able to take the appropriate action on their behalf
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11 In order for a proxy appointment made by means of CREST to be vahd, the appropriate CREST message (a “CREST
Proxy Instruction”) must be properly authenticated 1n accordance with Euroclear UK & Ireland Limiuted's specifications
and must contain the information required for such instructions, as described m the CREST manual The message must
be transmutted so as to be recerved by the Issuer’s agent (3 RA50) by the latest time for receipt of proxy appomtments
speafied 1n note 5 above For this purpose, the time of receipt will be taken to be the time (as deterrmuned by the
timestamp apphed to the message by the CREST apphcations host) from which the Issuer’s agent 1s able to retrieve the
message by enquiry to CREST 1n the manner prescnibed by CREST

12 CREST members and, where applicable, therr CREST sponsors or voting service provider(s) should note that Euroclear
UK & Ireland Limuted does not make available special procedures in CREST for any particular messages Normal system
firmings and hmutations will therefore apply m relation to the input of CREST Proxy Instructions It 1s the responsibility
of the CREST member concerned to take (or, if the CREST member 1s 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
achion as shall be necessary to ensure that a message 1s transmutted by means of the CREST system by any particular
time In thus connection, CREST sponsors or voting service providers are referred, in particular, to those sections of the
CREST manual concerming practical hmitations of the CREST system and timings

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

14 As at 15 February 2013, being the latest practicable date prior to the printing of this notice, the Company’s 1ssued
share capital consists of 75,731,919 Ordinary Shares of whuch 8,929,214 are held 1n Treasury The total number of
voting rights in the Company 1s 66,802,705

15 A copy of this Notice of Annual General Meeting and the information required by Section 311A Compamnies Act 2006
15 included on the Company’s website, wiww baronsmeadvet3 co uk

16 Section 319A of the Comparues Act 2006 requures the Directors to answer any question raised at the Annual General
Meeting which, relates to the business of the meeting, although no answer need be given (a) 1f to do so would interfere
unduly with the preparation of the meeting or involve disclosure of confidential information, (b} if the answer has
already been given on the Company’s website, or (c) if 1t 1s undesirable 1n the best interests of the Company or the
good order of the meeting Members satisfying the thresholds in sechon 527 of the Compares Act 2006 can require
the Company to publish a statement on 1ts 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 (b) any crcumstances 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 publication te 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 the statement available on 1ts website The business which may
be dealt wath 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 receive any commurcations relating to the Company’s shares made at the meeting

17 Under sections 338 and 338A of the Compames Act 2006, members meeting the threshold requirements in those
sections have the right 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 1s intended to be moved at the meeting, and/or

{u} to include in the business to be dealt with at the meeting any matter (other than a proposed resolution) which
may be properly included 1n the business

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

{a) (in the case of a resolution only) 1t would, if passed, be ineffective (whether by reason of imnconsistency with
any enactment or the Company’s constitution or otherwise),

{b} 1t 1s defamatory of any person, or
{c) 1tis frivolous or vexatious

Such a request may be in hard copy form or 1n electronic form, and must 1dentify the resolution of which notice 1s to
be given or the matter to be included in the business, must be authornsed by the person or persons making 1t, must be
recelved by the Company not later than 26 February 2013, being the date six clear weeks before the meeting

18 Any electronic address provided either 1n thus Notice or 1in any related documents (including the proxy form) may not
be used to commumcate with the Company for any purposes other than those expressly stated
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Dividend History Since Launch

Source ISIS EP LLP

* includes proposed final dwidend of 4 sp

Cash Returned to Shareholders
The table below shows the cash returned to shareholders dependent on therr subscnption cost, including their income tax reclaimed

on subscription

Net Cumulative Gross

Subscription Income tax cash dividends Net annual equivalent
price reciaim invested paid¥ yield* yield¥

Year subscribed p p p p % %
2001 (January) 1000 200 800 708 74 99
2005 {March) - C share 100 0 400 600 39 3 83 1M
2010 {March) 1031 3009 722 226 12 150

The total return could be higher for those shareholders who were able to defer a capital gain on subscripuen and the net sum nvested

may be less

# Includes propesed final dividend of 4 sp

* Net annual yield represents the cumutative dividends paid expressed as a perceniage of the net cash invested

t The gross equivalen: yield if the dividends had been subject to the higher rate of tax on dividends {currently 32 5 per cent) The
gross equivalent yield based on additional rate of tax on dwvidends (42 5 per cent in the tax year 201v/12 and 2012/13 and 37 5 per
cent from the 2013/14 tax year), has not been included For these shareholders who earn over £150,000 per tax year and who would
otherwise pay this additienal rate of tax on dividends, the gross equivalent yield will be lugher than the figures stated above

Dividends paid to € shareholders post conversion have been adjusted by the conversion ratio (o 85642528)
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Performance Record Since Launch

Ordinary share
Share Net asset Total
Total net Net asset price value expense
Year ended assets value {mid) total return® rate
31 December fm p P p %
2001 311 03 85 88 oo 101 27 29
2002 321 94 8g 85 50 105 35 33
2003 330 9715 60 00 1312 65 31
2004 351 106 38 92 50 125 64 35
2005 562 117 1 100 50 144 17 35
2006 665 136 77 116 50 169 27 34
2007 65 2 120 44 111 50 170 56 34
2008 551 102 72 o0 50 145 56 30
2009 529 97 50 86 25 159 89 31
2010 646 106 60 94 25 180 19 30
2011 601 100 16 01 25 189 74 30
2012 746 111 62 105 38 217 38 3 ot
* Source ISIS EP LLP and AIC
t 31 Decemnber 2012 figure 15 based on the mew AIC guidelines for the calculation of engoing charges
Dividends Paid Since Launch
Ordinary share
Average
Revenue Capital Total annual Cumulative rotal annual
Year ended dividend dividend dividend dividends dmidend
3% December p p p p P
2001 230 - 2 30 230 2130
2002 2 80 - 2 80 510 2855
2003 220 2 00 420 9 30 310
20049 120 330 450 13 8o 345
2005, 200 350 550 19 30 386
2006 175 475 6 50 25 Bo 430
2007 230 520 750 3330 476
2008 240 510 7 5¢ 40 80 510
2009 120 630 7 50 48 30 537
2010 200 550 7 50 55 &0 558
2011 165 5 85 7.50 63 30 575
2012* 050 7 00 7.50 70 8¢ 590

* Includes proposed final dividend of 4 sp
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Appendix

Breakdown of Shareholdings
The shareholdings of ordinary shares as at 31 December 2012 (excluding shares held 1n Treasury) are analysed

as follows

Ordinary shares

Percentage
of total
Number of number of Number Percentage
Size of shareholding shareholders shareholders of shares of shares
1-2,000 323 8 67 393,392 052
2,001 - 5,000 926 24 99 3,359,415 444
5,001 - 10,000 884 23 86 6,675,543 8 &
10,001 - 25,000 929 25 07 15,324,640 20 23
26,001 - 50,000 410 1107 14,621,266 19 31
50,001 - 100,000 163 4 40 11,530,966 15 23
100,001 - 1,500,000 72 194 23,826,697 31 46
Total 3,705 100 00 75,731,919 100 00
Full Investment Portfolio
31 December 31 December % of Equity
2012 wn held by % of Equity
Book cost valuation valuation % of net Baronsmead  held by all
Company Sector £’000 fro00 f 000 assets V(T 3 ple tunds’
Unquoted
Nexus Vehicle Heldings Limited Business Services 2,368 4,768 5 658 64 12 3 56 0
CableCom Networking Holdings Limited TMT* 1,381 4328 3,707 58 106 480
Independent Living Services Limited Healthcare & Education 1,599 3,322 1,293 45 156 65 7
Crew Clothing Holdings Limited Consumer Markets 1,344 3,020 2676 41 61 25§
Kafevend Holdings Limited Consumer Markets 1,252 2956 1,591 40 15 8 66 5
CSC (world) imited TMT* 1606 2410 1,940 32 g8 400
valldata Group Limited Business Services 1,616 1,754 1694 24 88 398
Fisher Quidoor Leisure Holdings Limited Consumer Markets 1,423 1,656 1,777 22 105 440
Inspired Thinking Group Limited Business Services 796 1571 1,368 21 50 225
Independent Community Care Healthcare & Education 1,346 1,491 1,346 20 Ww0e 550
Management Limited
Impetus Holdings Limited Business Services 1,057 1057 - 14 78 393
Arcas Investments Limited Business Services 1,000 1,000 1,000 13 96 48 6
Consumer Investment Partners Limited T Consumer Markets 1,000 1,000 - 13 o6 48 6
HealthTech Innovation Pariners Limited Healthcare & Education 1000 1 600 1,000 13 96 486
Quest venture Partners Limited Business Services 1000 1,000 1000 13 96 48 6
Riccal Investments Limited ™ Business Semvices 1,000 1,000 - 13 96 48 6
Pho Holdings Limned Consumer Markels 987 687 - 13 55 280
MLS Limisted T™MT* 93 456 1,043 13 53 225
Happy Days Consultancy Limited Healthcare & Education 833 833 - 11 84 42 5
Playforce Holdings Limited Business Senvices 1033 512 512 07 97 440
Surgi C Limited Healthcare & Education 1,102 350 650 05 133 575
Kidsunlimited Group Limited Business Semvices 113 113 113 02 N/A N/A
Carnell Conyractors Limited Business services 941 2} 1] 00 ## #4
Empire World Trade Limuted Business Services 1297 o 3 00 ki #
Music Festivals plc Loan note Consumer Markets 400 ] 400 o0 N/A N/A
Xention Discovery Lmited Healthcare & Educatien 293 1] o o0 04 30
Total unquoted 28,480 37,084 492

# All funds managed by the same nvestment manager, ISI1S EP LLP including Baronsmead V(T 3
* Technology Media & Telecommunications (*TMT”)

t Formerly named Ingleby (1887) Limited

A

## Following a restructuning and partial redemption the funds no longer hold equity 1n Carnell Contractors Limited

$

Formerly named Ingleby (1885) Limited

Following a restructunng, the effective ownership percentage s dependent on final exit proceeds
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Full Investment Portfolio (continued)

31 December 31 December % of Equity
2012 2011 held by % of Equity
Book cost Valuation valuation % of net Baronsmead  held by all

Company sector £°000 £'000 {000 assets  VCT 3 ple funds’
AlM
100X _plc ™T* 920 5 184 2 661 69 28 75
Netcall plc TMT" 869 1,337 842 18 41 205
Murgitroyd Group plc Business Services 319 1,173 791 16 30 60
telf Group plc Financial Services 761 1024 877 14 14 56
Escher Group Heldings plc TMT* 614 885 564 12 19 97
Driver Group plc Business Services 563 786 259 10 41 19 4
Dods (Group) plc ™T* 1,219 649 105 [ X] 42 201
Accumull plc TMT* 465 636 473 06 43 236
FFastFill ptc TMT* 314 612 448 08 LX) 59
Tasty pl¢ Consumer Markets 469 595 547 08 25 171
TLA Worldwide plc Business Services 620 589 620 o8 35 177
vianet Group plc Business Services 646 508 388 o7 19 97
Anpano plc Healthcare & Education 275 506 315 07 20 147
Tangent Commumications plc Business Services 483 495 175 o7 20 103
Sinclair 15 Pharma plc Healthcare & Education 524 490 399 06 04 22
Hangarg pic Business Services 388 456 31 06 25 113
PROACTIS Holdings plc TMT* 619 426 341 )] 54 263
inspired Energy plc Business Services 300 405 217 05 24 138
EG Selutions plc TMT* 375 379 256 05 31 142
Sanderson Croup plc TMT* 187 379 201 05 18 69
Electric Word plc TMT* 696 366 312 05 52 2812
Synectics ple Bustness Services 296 352 261 05 06 21
C8 Croup plc TMT* 150 341 176 04 03 17
Plastics Capital plc Business Services 473 317 321 o4 17 58
Paragon Entertainment Limited Consumer Markels 200 300 425 04 31 173
Brady ple T™MT 136 292 217 04 04 21
InterQuest Group plc Busmness Services 310 265 298 04q 17 68
Begbies Traynor Group plc Financial Services 231 203 156 03 06 25
Ubisense Group plc TMT* 130 165 137 o2 03 16
Cohort plg Business Services 179 144 119 02 03 14
Zatbikka plc TMT* 316 136 - 02 14 71
Tnstel plc Healthcare & Education 217 114 145 02 10 54
Aimshell Acquisitions plc Business Services 400 96 77 01 31 123
STM Group plc Financial Services 162 84 52 01 06 40
Active Risk Group pic T™MT* 159 54 125 01 11 56
Bglobal pic Business Services 176 5o 67 01 04 25
Green Compliance plc Business Services 882 29 450 00 40 198
Zoo Digital Group plc TMT* 584 1 8 00 02 o6
Total AIM 16,867 20,833 280
Listed
Vectura Group plc Healthcare & Education prll 1,343 900 18 05 13
Chime Communications plc TMT® 369 396 293 a5 Q2 08
Marwyn Management Partners plc Financial Services 525 36 81 01 03 16
Marwyn Value Investors Limited Financial Services 64 33 44 00 13 b0
Total listed 1,729 1,808 24
Listed interest bearing securitles
UK T-81ll 21/01/13 2 000 2,000 - 27
BlatkRock ICS plc - Institutional Sterling 490 490 1,590 06
Liguidity Fund
Total listed interest bearing securities 2,450 2,490 33
Collective investment vehicle
Wood Street Microcap Investment Fund 3.525 4,525 2,826 61
Tetal collective investment vehicle 3,525 4,525 61
Total investments 53,001 56,7240 89 5
Net current assets 7,822 105
Net assets 74,562 1000

# Al funds managed by the same wmvestment manager 1515 EP LLP including Baronsmead VCT 3

Technology Media & Telecommunications {"TMT*)

é



62

Baronsmead VCT 3 | Annual report & accounts for the year ended 31 December 2012

Shareholder Information and Contact Details

Shareholder Account Queries

The Registrar for Baronsmead VCT 3 plc 1s Computershare Investor Services PLC (“Computershare”)

The Registrar will deal with all of your queries with regard to your shareholder account, such as

Change of address
Latest share price

Your current share holding balance

Your payment history, including any cutstanding payments

Your payment options (cheque, direct payment to your bank/building society account, reinvestment)

Paper or electromic communicahons

Request replacement cheques or share certificates (for which there may be additional admmstrative and other charges)

You can contact Computershare with your quernes in several ways

Telephone 0870 889 3250 ¢ This 1s an automated self-service system
(calls charged at geographical e It1s avalable 24 hours a day, 7 days a week
and national rates) ¢ You should have your Shareholder Reference Number (“SRN“) to hand,
which 15 available on your share certificate and drvidend tax voucher
and which you should always keep confidential for secunty reasons
e  Press ‘0 if you wish to speak to someone
¢ The Contact Centre in Bristol 1s available on UK business days between
8 30am - 5 00pm Monday to Friday
On-line Investor Centre ¢ Computershare’s secure website, Investor Centre, allows you tc manage
www Investorcentre co uk your own shareholding onhne
e  You will need to register to use this service on the Investor Centre website
e You should have your (“SRN”) to hand, which 15 available on your share
certificate and dividend tax voucher and which you should always keep
confidential for securtty reasons
Email web quernes@computershare co uk
Post Computershare Investor Services PLC

The Pavilions
Bridgwater Road
Bristol BS99 622

The Baronsmead VCT 3 plc website 15 www baronsmeadvcts co uk

The Investment Manager for Baronsmead VCT 3 plc 1s ISIS EP LLP who can be contacted as follows

Email:

baronsmeadvcts@isisep com

Telephone 020 7506 5717

Facsimile

020 7506 5718
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Shareholder Information and Contact Details

Share Price

The Company’s ordinary shares are hsted on the London Stock Exchange The mmud-price of the Company’s shares
15 given daily in the Financial Times in the Investment Companies section of the Londen Share Service Share price
information can also be obtained from the ink on the Company’s website and many financial websites

Trading Shares

The Company s shares can be bought and scld 1n the same way as any other quoted company on the London
Stock Exchange via a stockbroker As buymng and selling existing shares in VCTs 1s complex, Shareholders should
seek to trade shares on a “best execution” basis iIf appropriate

The marketmakers m the shares of Baronsmead VCT 3 plc are
Panmure Gordon & Co 020 7886 2500
Singer Capital Markets Limited 020 3205 7500
Winterflood Securities Limnted 020 3400 0251

Financial Calendar

10 Aprl 2013 Twelfth Annual General Meeting
August 2013 Announcement of interim results and posting of half-yearly report
February 2014 Announcement of final results for year to 31 December 2013

Additional Information

The information provided i this report has been produced i order for shareholders to be informed of the
activities of the Company during the period 1t covers 1515 EP LLP does not give investment advice and the
naming of comparues n this report 1s not a recommendation to deal in them

Baronsmead VCT 3 plc 1s managed by ISIS 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 r1se and 1nvestors may not get back
the amount they origmally invested Where investments are made in unguoted securities and smaller companzes,
therr potential volatility may increase the risk to the value of, and the ncome from, the investment

Secondary market in the shares of Baronsmead VCT 3 plc

The existing shares of the Company are histed on the London Stock Exchange and can be bought and sold using a
stockbroker tn the same way as shares of any other listed company

Qualifying investors* who invest i the exasting shares of the Company can benefit from

® Tax free dividends

® Realised gains not subject to capital gamns tax (although any realsed losses are not allowable)
s No mumumum holding period

® No need to include VCT dividends 1in annual tax returns

The UK tax treatment of VCTs 15 on a first in first out basis and therefore tax advice should be obtamned before
shareholders dispose of their shares and also 1f they deferred a capital gam m respect of new shares acquired
prior to 6 Aprl 2004

* UX Income tax payers, aged 18 or over, who acquire no more than £200,000 worth of VCT shares 1n a tax year
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Corporate Information

Directors

Anthony Townsend (Chairman)t

Andrew Karney+
Gilhan Nott OBE*
lan Orrock

Secretary
ISIS EP LLP

Registered Office

100 Wood Street
London EC2V 7AN

Investment Manager

ISIS EP LLP

100 Wood Street
London EC2V 7AN
020 7506 5717

FPPE LLP (Liquid assets only)
100 Wood Street
London EC2V 7AN

Registered Number
04115341

+ Chairman of the Nomination Committee and Chairman of the
Management Engagement and Remuneration Commiltee

t 5enior Independent Director

* Chairman of the Audit and Risk Committee

Registrars and Transfer Office

Computershare Investor Services PLC
The Pavihions

Bridgwater Road

Bristol BS99 6ZZ

Tel 0870 889 3250

Auditors

KPMG Audit Plc
Saltire Court

20 Castle Terrace
Edinburgh EH1 2EG

Solicitors

Norton Rose LLP
3 More London Riverside
London SE1 2AQ

VCT Status Adviser

PricewaterhouseCoopers LLP
1 Embankment Place
London WC2N 6RH

Website

www baronsmeadvct3 co uk
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