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Northern 3 VCT PLC is a Venture Capital Trust (VCT)
managed by NVM Private Equity Limited. It invests
mainly in unquoted venture capital holdings and
aims to provide high long-term tax-free returns to
shareholders through a combination of dividend
yield and capital growth.
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Financial Summary

31 March 2010

31 March 2009

Net assets £32 4m £24 3m

Net asset value per share 90 2p 84 Op

Return per share

Revenue 17p 26p

Caprtal 82 {13 O)p

Total 99p {10 4)p

Dividend per share declared in respect of the year

Revenue 15p 25p

Caprtal 25p 15p

Total 40p 40p

Cumulative return to shareholders since launch

Net asset value per share 90 2p 84 0p

Dwidends pad per share* 24 9p 20 9p

Net asset value plus dividends paid per share 115 1p 104 9p

Share pnice at end of period 76 Op 45 5p
* Excluding proposed final dwvidend

Key dates

Results announced 20 May 2010

Shares quoted ex dvidend 16 June 2010

Annual general meeting 1July 20010 (11 30am, The Balmoral 1 Princes Street

Edinburgh EH2 2EQ)

Fina! dwidend paid {to shareholders
on register on 18 June 2010} 9 July 2010
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Chairman's Statement

The portfolio has generally
proved resilient, with some
encouraging successes.

| am glad to report that Northern 3
VCT has made good progress over
the past year despite the challenges
posed by the economic and

financral chimate

Results and dividend

The net asset value {NAV) per share at
31 March 2010 was 90 2p, an increase
aof 7 4% from the corresponding figure
of 84 Op at 31 March 2009 The total
return for the year as shown in the
Income statement was 9 9p per

share, equivalent to 11 8% of the
opening NAV

An intenm dividend of 2 Op per share
was paid i January 2010 and the
directors propose a final dwvidend also
of 2 Op per share, making a total of

4 Op for the year — unchanged from
the previous year This 1s in line with
the board’s stated minimum dividend
objective and we will atm to maintan
a satisfactory flow of dividends to
shareholders i future periods, though
the income from our investments
continues to be adversely affected

by low interest rates

Investment portfolio

The business review on pages 6 to 10
gives details of recent developments
in the investment portfolio The rate of
new mvestment actiity showed a
welcome increase over the previous
year, and we also made additional
Investments tn several existing
portfolio companies i order to finance
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growth and where appropriate reduce
exposure to bank lending

Some of our investments have
continued to be affected by adverse
market conditigns but despite this

the portfalio has generally proved
resilient, with some encouraging
successes The sale of the diagnostics
company Dx5 in September 2009

has been widely recognised as an
excellent result, which led to our
colleague Tim Levett being presented
with the prestigious BVCA/Real Deals
Deal of the Year Award for 2010 on
behalf of NVM Private Equity - a
splendid accolade won i competition
with the entire UK venture capital
industry Satisfactory exits were also
achieved from the investments in
Liquidtogic and Abermed

Investment policy

Investment returns on cash and near-
cash assets have continued to be very
low over the past year The directors
have reviewed the company's
approach to the short-term
deployment of funds held for future
investment in qualifying venture
capital holdings and have decded to
bring a resolution to the 2010 annual
general meeting which would amend
the company’s nvestment palicy so as
to permit the use of a wider range of
finanwal instruments with a view to
generating a better return on funds




Shareholder issues

The company's latest public offer

of new ordinary shares closed on

12 May 2010 with a total of

£12 7 million (before deducting 1ssue
costs) raised Thus 1s a satisfactory
outcome and | would like to thank our
new shareholders for their support

A year ago your directors feft it
appropriate 1 the light of the very
difficult market conditions then
prevailing, to suspend the company's
policy of buying back shares in the
market at a fixed discount of 10% to
NAV Following a further review, it
was announced in November 2009
that the company would in future buy
back shares at a 15% discount and we
have subsequently purchased a total
of 200,000 shares in the market for
cancellation We also made a special
tender offer to purchase up to 10% of
the company's issued capital at 2 1%
discount to NAV, on the basis that the
proceeds would be re-invested in new
shares under the public share offer
mentioned above The tender offer
was taken up in respect of 2,858,255
shares, representing 9 9% of the
1ssued capital, and the shares were
duly re-purchased by the company on
1 March 2010 at a cost of £2 5 million

We continue to support efforts to
promote the secondary market in VCT
shares, whose attractions can only be
enhanced by the current UK regime
of low interest rates, high personal tax

rates and restrictions on pension
contributions

VCT qualifying status

The company has continued to meet
the qualifying conditions laid down

by HM Revenue & Customs for
maintaining s approval as a VCT The
board retains PricewaterhouseCoopers
LLP as independent adwisers on VCT
taxation matters

VAT on management fees
Following HM Revenue & Customs’
announcement in 2008 that
investment management fees paid by
VCTs should have been exempt from
VAT, repayment has been obtained of
£280,000 of VAT paid on management
fees for the penod from 2005 to 2008
Our managers have not at this stage
been able to obtain repayment in
respect of earhier periods, where
claims are subject to time limits but
discussions are continuing

Board of directors

John Hustler, who was chairman of the
company for the first seven years of its
existence has indicated that he will be
retiring, from the board in September
2010 Regrettably this 1s necessary

in order to avoid a deemed conflict
with his role as chairman of Northern
Venture Trust PLC, following the
introduction of new FSA rutes relating
to the independence of histed
company chairmen On behalf of
shareholders and the board, | thank

John for his valuable service and
wise counsel, which we shall miss

Outlook

Any assessment of the future
prospects for small and medium-sized
businesses must take into account the
poor state of the public finances, as a
result of which higher taxation and
reduced public sector spending can
be expected Recent economic data
suggest that the UK may now be
slowly emerging from recession,
though a relapse seems entirely
possible This 1s a chmate in which

a highly selecuve approach to new
investments will remain essental,
whilst our managers continue their
supportive monitonng of the existing
portfolio Nevertheless it has been a
feature of past economic cycles that
attractive opportunities can become
avallable following a time of recession,
and we would therefore expect to see
some upturn In Ivestment activity
over the next 12 months

James Ferguson
Chairman
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Directors and Advisers

James Ferguson BA (Charrman)
aged 62

was chairman and managing director
of Stewart lvory Limited from 1989
until 2000 He 1s chairman of Value
& Income Trust plc, The Monks
Investment Trust PLC, Edinburgh
US Tracker Trust plc and The
Scottish Oniental Smaller Companies
Trust plc a non-executive director
of Independent Investment Trust pk
and a former deputy chairman of
the Association of Investment
Companies He was appointed

to the board in 2001, and became
chairman in 2009

Chris Fleetwood BA FCA

aged 58

held a number of positions n
manufacturing businesses and was
group chief executive of Whessoe

plc from 1988 until 2000 He 1s now
managng partner of 10 solutions
e-business strategy adwisers, and 1s
chawrman of Onyx Group Limited, Adit
North and Darlington Building Society
He was appointed to the board in
2001

John Hustler FCA MSI CF

aged 63

was for ten years a corporate finance
partner at KPMG, where he was head
of venture capttal, he formed Hustler
Venture Partners Limited, a specialist
athviser to small firms, in 1993 He s
non-gxecutive chairman of Northern
Venture Trust PLC and Octopus Titan
V(T 2 plc and a non-executive director
of Hygea VCT plc He was appointed
to the board in 2001
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Tim Levett MBA

aged 61

1s the chairman of NVM Private
Equity Limited, having been a
co-founder of NVM in 1988

He is a non-executive director
of several unquoted companies
He was appointed to the board
in 2001

John Waddell LLB

aged 54

15 chief executive of Archangel
Informal Investment Limited, a
Scottish-based syndicate of individual
prwate equity investars, and was
previously a director of Noble Grossart
Limited He was appointed to the
board in 2007




Secretary and Registered Office
Christopher Mellor FCA MSI
Northumberland House

Princess Square

Newcastle upon Tyne NE1 8ER
Telephone 0191 244 6000

Fax 0191 244 001

E-matl n3vct@nvm co uk

Registered Number
4280530

Investment Manager

NVM Private Equity Limited
Northumberland House
Princess Square

Newcastle upon Tyne NE1 8ER

Fixed-interest Investment
Adwisers

Sarasin & Partners LLP

Juxon House

100 St Paul's Churchyard
London EC4M 8BU

Independent Auditors
KPMG Audit Plc

Salure Court

20 Castle Terrace
Edinburgh EH1 2EG

Taxation Advisers
Pricewaterhouse Coopers LLP
1 Embankment Place
London WC2N 6RH

Solicitors

Dickinson Dees LLP

St Ann's Wharf

112 Quayside

Newcastle upon Tyne NE1 3DX

SJ Berwin LLP
10 Queen Street Place
London EC4R 1BE

Stockbroker

Singer Capital Markets Limited
1 Hanover Street

London W1S 1YZ

Bankers

Barclays Bank PLC

71 Grey Street

Newcastle upon Tyne NE1 6EF

Registrars

Equsmiti Limited

Aspect House

Spencer Road

Lancing BN99 6DA

Shareholder helpline 0800 028 2349
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Business Review

The company's objective is to
provide high long-term tax-free
returns to investors through a
combination of dividend yield
and capital growth.

This review has been prepared by
the directors in accordance with the
requirements of Section 417 of the
Companies Act 2006, and forms
part of the directors’ report to
shareholders The companys
independent auditors are required
by law to report on whether the
information grven in the directors’
report {including the business review)
15 consistent with the financial
staternents The auditors’ opinion 15
included in their report an page 28

Objectives and investment
policy

The company s objective 15 to provide
high long-term tax-free returns to
Investors through a combination of
dividend yield and capital growth,

by mvesting in a portfolio mainly
comprising holdings in UK

unquoted companies

The company ts a Venture Capital
Trust approved by HM Revenue

& Customs In order to maintain
approved status, the company must
comply on a continuing basis with
the provisions of Section 274 of the
Income Tax Act 2007 1n particular
the company is required at all tmes
to hold at least 70% of its investments
(as defined n the legistation) in VCT-
qualifying holdings, of which at least
30% must comprise eligible ordinary
shares For this purpose a “V(CT-
qualfying holding” consists of up to

£1 mithon invested in any one year
In new shares or securities of a UK
unquoted company (which may be
quoted on AlM)} which is carrying
on a qualfying trade and whose
gross assets at the time of investment
do not exceed a prescribed hmit
The definition of “qualifying trade”
excludes certain activities such

as property investment and
development, financial services
and asset leasing

The company’s investment pohcy

has been designed to enable the
company to comply with the VCT
quahfying conditions set out above
The directors intend that the long-term
dispositicn of the company's assets
will be approximately 80% in a
portfolio of VCT-qualifying unquoted
and AIM investments and 20% in
other investments (including but

not restricted to listed fixed-interest
secunties and bank deposits), to
provide a reserve of hquidity which
will maximise the company’s flexibility
as to the iming of investment
acquisitions and disposals, dwdend
payments and share buy-backs A
resolution will be proposed at the
annual general meeung on 1 July 2010
to give the directors greater flextbility
in the range of other investment
instrumenis employed Within the
VCT-qualifying portfohio investments
wall be structured using vanous hsted
and unhsted investment instruments,
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mcluding ordinary and preference
shares, loan stocks and convertible
securities, to achieve an appropriate
balance of income and capital growth,
having regard to the VCT legislation
The portfolio will be diversified by
mvesting in a broad range of VCT-
qualifying industry sectors and by
holding investments i comparues at
different stages of maturity in the
corporate development cycle The
norrmal Investment holding penod will
be in the range from three to seven
years Up to approximatety 10% by
value of the company’s Investments
may be in early stage compames with
high growth potential

The target size range for VCT-
qualfying investments I1s from
approximately £250,000 to £1 milion
{the maximum permitted within any
tax year), with an average investment
of over £500 000 As a result, and
based on the company's present gross
assets of approximately £32 milhon,
no single investment would normally
represent in excess of 3 1% of the
company s total assets at the ume of
acquisition However shareholders
should be aware that the company's
VCT-qualifying investments are heid
with a view to long-term capital
growth as well as income and wll
often have hmited marketability, as

a result 1t1s possible that indmidual
holdings may grow in value to the
point where they represent a




significantly bugher proportion of
total assets prior to a realisation
opportunity being available
Investments will normally be
made using the cempany's equity
shareholders’ funds and it 1s not
intended that the company will
take on any fong-term borrowings

The company 15 entitled to participate
pro rata to net assets in all mvestrment
opportunities developed by NVM
Private Equity Limited (NVM) and
regularly invests alongstde the four
other funds managed by NVM,
enabling the funds together to
undertake investment commitments
In any one Investee company of up

to approximately £7 milhion Under a
co-investment scheme introduced

in 2006, NVM executives are required
to invest personally alongside the
funds in each new investee company
on a predetermined basis

Investment management

NVM has acted as the company's
Investment manager since inception
NVM has an experienced team of
venture capital executives based

n its offices in Newcastle upon Tyne
and Reading and currently has
approximately £185 milhon under
management in four VCTs and one
nvestrment trust

The board's management engagement
commuttee reviews the terms of NVM's
appomtment as investment manager
on a regular basis The pnncipal terms
of the company's management
agreement with NVM are set out In
Note 3 to the finanaal statements

Overview of the year

During the year under review Northern
3 VCT achieved a total return to
ordinary shareholders, before didends,
of 10 2p per share, equivalent to

12 1% of the operung net asset value
per share of 84 Op The movement in
total net assets and net asset value per
share 1s summarised in Table 2

The net cash outflow from the venture
capital portfchio was £0 3 millon,
comprising sale proceeds of £5 6
million less new mvestments of £5 9
millon Portfolio cash flow over the
past five years 15 summansed in Table 1

Table 1 Venture capital portfolio cash flow

New Disposal  Net inflow/

investment proceeds (outflow)
Year ended £000 £000 £000
30 September 2005 4,733 288 (4,445)
30 September 2006 2867 1,183 (1,684)
31 March 2008 (18 month period) 9,211 3,738 (5,473)
31 March 2009 2237 3,404 1,167
31 March 2010 5948 5,637 (311)
Total 24,996 14,250 (10,746)

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

After taking account of other cash
flows, the company's total cash
balances increased over the year by
£6 7 mullion, to £9 5 million In
additton the company holds histed
fixed-interest investments valued at
£5 0 milhon

Dividends

The directors have declared dividends
of 4 Op per share in respect of the year
compnsing 1 5p revenue dividend

and a 2 5p caprtal distribution

Investment portfolio

During the year ended 31 March
2010 five new holdings were added
to the venture capital portfolio at a
cost of £4 5 rmilon, and additional
investments totalling £1 4 million were
made In existing portfolio comparies
The portfolio at 31 March 2010
comprnised 37 holdings with an
agpregate value of £17 8 million

A summary of the venture capital
holdings at 31 March 201015 given on
page 11, with nformatton on the fifteen
largest investments on pages 12to 15

New investments
The new ivestments completed
dunng the year were

* Phusion Healthcare (£995,000) -
development of healthcare
products, London

* Bntspace Group (£794,000) -
manufacture of modular buildings
Hull (acquired through a
restructunng of Britspace Holdings)

* Lanner Group (£475,000) -
developer of business process
simulation software, Redditch

Pence per
£000 ordinary share
Net asset value at 31 March 2009 24,323 840
Net revenue {investment income less revenue expenses and tax) 486 17
Captal surplus ansing on investments
Reahsed net gains on disposals 1.651 56
Movements in fair value of Investments 1,058 36
Management expenses allocated to capital account (net of tax relief) {297) {1 0)
Total return for the year as shown in income statement 2,898 99
Proceeds of 1ssue of new shares {net of expenses) 9,073 -
Shares re-purchased for cancellation (2.725) 03
Total return for the year before dividends 9,246 102
Net asset value at 31 March 2010 before dividends recognised 33,569 94 2
Dividends recogmsed in the financtal statements for the year (1,157} (40)
Net asset value at 31 March 2010 32,412 90 2
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Business Review

* Kerridge Commercial Systems
(£1,244,000) - developer of
software for the distnbution sector
Hungerfard

* RCC Lifesciences (£995,000) -
acquisition vehicle for lifescience
businesses Manchester

Investment realisations

Details of investment sales during the
year are given in Note 10 on page 38
The maost significant realisations
(oniginal cost or sales proceeds In
excess of £0 3m) in the year are
summarised in Table 3

The sale of DxS 1n September 2009
to Qiagen, a NASDAQ-traded
biotechnalogy group, was the
highlight of the year, realising

sales praceeds of £3 5 millron and
representing Northern 3 VCT's most
successful exit since its mception

in 2001 Dx5 was an early-stage
wvestment which NVM funds backed
in 2001 and which your company
invested in as part of a secondary
round of funding in 2004 and a
subsequent round of financing n
2006 taking the total invested to
£327,000 Further receipts of up

to £2 5 million may become due

depending on the achievement of
specified commercial milestones over
the next three years Other successes
duning the year were the safe of
Abermed to International SOS and the
software developer Liquidlogic which
was acquired by Systern C Healthcare

Britspace Holdings was the subject of
a financial restructuning in which funds
managed by NVM reinvested thewr
sale proceeds in a new parent
company, Britspace Group Ona
disappointing note the investments n
Foreman Roberts Group and John
Laing Partnership both of which
were fully provided against in the

preceding year, were written off
following financial re-structuring

Portfolic composition

The pie charts above show the
composition of the investment
portfolio at 31 March 2010 according
to age, industry sector, financing
stage and whether quoted or
unquoted The portfolo 15 well
dversified and the company has
continued to invest primarily in
manufacturing and service businesses
which meet the managers key critena
of good value, growth potential,
strong management and ability

to generate cash

Table 3 Significant investment realisations

Realised

Date of  Ongmal Sales  surplus/

ongmnal cost  proceeds  {deficit)

Company investment £000 £000 £000
Abermed 2005 375 &75 300
Britspace Holdings 2002 1,201 805 (396)
DxS 2001 327 3516 3,189
Foreman Roberts Group 2007 1,000 - (1,000)
John Laing Partnership 2003 365 - {305)
Leda Holdings 2004 420 6 (414)
Ligurdlogic 2002 49 363 314
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It1s pleasing that some of our portfolio
companies which have endured
difficult trading conditions in the past
18 months have made encouraging
progress desprte very difficult trading
conditions for SMEs Improved
performances at Promanex Group
Holdings, 1G Doors and Crantock
Bakery have all resulted n an increase
in value from the preceding year
During the year additional investments
were made in Promanex Group
Holdings, Astbury Marsden
Holdings Arleigh International and
Wear Inns and the board remains
willing to prowvide further financial
backing to those companies where a
strong business case exists Whilst the
trading outlook for a number of the
portfolio companies 1s more promising
than it was in 2009 conditions will
remain extremely challenging as the
UK economy gradually recovers

from recession The directors

will continue to adopt a prudent
approach when valuing the portfolio

Valuation policy

Unquoted investments are valued m
accordance with the accounting policy
set out on page 33, which takes
account of current industry guidetines
for the valuation of venture capital
portfolios Prowvision against cost 1s
made where an mvestment is
under-performing significantly,

and investments are not normally
revalued upwards within 12 months
of acquisition

As at 31 March 2010 the number of
investments falling inte each valuation
category was as shown in Table 4

Key performance indicators
The directors regard the following as
the key indtcators pertaining to the
company's performance

Net asset value and total return to
shareholders the following charts
show the movement th net asset value
and total retum {net asset value plus
cumutlative dividends) per share over
the past five financial years

Table 4 Investment valuation by category

% of
Number of  Valuation portfolio
Category investments £000 by value
Unquated investments at directors’ valuation
Earmings multiple 11 7581 426
Original cost 8 6,829 384
Onginal cost less provision 5 691 39
Net assets 1 313 18
Quoted investments at bid price
Listed on London Stock Exchange 1 39 02
Quoted on AIM i1 2,323 131
Total 37 17.776 1000

Dividend distrnibutions

the following charts show the
dividends (including proposed final
dwvidends) declared in respect of each
of the past five finanaiat years and on
a cumulative basis since inception

Total expense ratio the followang chart
shows total annual running expenses
(including investment management fees
charged to caprial reserve but excluding
performance-related fees) as a
percentage of the average net assets
attnbutable to shareholders for each
of the past five financial years
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Business Review

Maintenance of VCT qualifying
status the direciors believe that the
company has at all imes since
inception complied with the VCT
guahfying conditions laid down by
HM Revenue & Customns

Risk management

The board carries out a regular review
of the nsk environment in which the
company operates The main areas

of nsk identified by the board are

as follows

Investment nisk the majority of

the company's investments are In
small and medium-sized unquoted
comparues which are VCT qualifying
holdings, and which by their nature
entall 2 higher level of nsk and lower
liguidity than investments n large
quoted compantes The directors and
the managers am to imit the risk
attaching to the portfolio as a whole
by careful selection, close monitonng
and timely realisation of investments,
by carrying out ngorous due diligence
procedures and by maintaining a
wide spread of holdings in terms of
financing stage and industry sector
The board reviews the investment
portfolio with the managers on a
regular basis

Financial risk as most of the
company's investments involve a
medium- to long-term commitment
and are relatively liquid, the directors
consider that it is mappropnate to
finance the company's activities
through borrowing except on

an occasional short-term basis
Accordingly they seek to maimniain

a proportion of the company's assets
in cash or cash equivalents in order
to be n a position to take advantage

of new unguoted nvestment
appartunities The company has
very Iittle direct exposure to foreign
currency risk and does not enter
into dervative transactions

Economic nsk events such as
economic recession or general
fluctuation in stock markets and
Interest rates may affect the valuation
of investee companies and their ability
to access adequate financial resources,
as well as affecting the company's
own share price and discount ta

net asset value

Stock market risk Some of the
company's investments are quoted on
the AIM market and will be subject to
market fluctuations upwards and
downwards External factors such as
terronst activity can negatively impact
stock markets worldwide and the AlM
market is no exception to this In times
of adverse sentiment there tends to be
very little, if any, market demand for
shares in the smaller companies
quoted on AlM

Liguidity risk the company's
investments may be difficult to realise
The fact that a stock 15 quoted on AIM
does not guarantee its hquidity and
there may be a large spread between
bid and offer pnces Unguoted
Investments are not traded on a
recogmised stock exchange and

are mherently dliquid

Internal control sk the board
regularly reviews the system of
nternal contrals, beth financial and
non-financial operated by the
company and the manager These
include controls destgned to ensure
that the company's assets are
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safeguarded and that proper
accounting records are mawntaned

VCT qualifying status risk the
company is required at all times to
observe the conditions laid down in
the Income Tax Act 2007 for the
mantenance of approved VCT status
The loss of such approval could lead
to the company losing its exemption
from corporation tax on capital gains,
to investors being liable to pay income
tax on dividends recerved from the
company and, in certain
crrcumstances to investors being
required to repay the imitial income
tax relief on their investment The
manager keeps the company's VCT
qualifying status under continual
review and reports to the board on

a quarterly basis The board has also
retained Pricewaterhouse Caoopers
LLP to undertake an independent
VCT status montoring role

Future prospects

The changing political landscape
and the slow rate of recovery of the
UK econamy will continue to pose
challenges to the comparies we have
invested in Following the successful
outcome to the recent public share
offer, the company 15 1n a strong
position to take advantage of the
increased level of venture capital
enquines that 1t 1s seeing

By order of the Board

C D Mellor

Secretary 20 May 2010




Investment Portfolio

as at 31 March 2010

Cost Valuation % of net assets
£000 £000 by value
Fifteen largest venture capital investments {see pages 12 to 15}
Promanex Group Holdings 1595 1595 49
Kerndge Commercial Systems 1244 1 244 38
Axial Systems Holdings 1004 1023 32
Phusion Healthcare 995 995 31
RCC Lifesciences 995 995 31
CloserSull Holdings 743 946 29
Advanced Computer Software” 381 872 27
Wear Inns 839 839 26
Paladin Group 861 831 26
Optilan Group 1,000 821 25
Crantock Bakery 442 772 24
Enviratec 456 708 22
Ardeigh International 452 677 21
|G Doors 500 600 18
Britspace Group 794 583 i8
12,301 13,501 417
Other venture capita) investments
Lanner Group 475 475 15
iDOX* 298 457 14
Promatc Group 570 428 13
Andor Technalogy* 201 402 12
KP} Software Services 362 362 11
S&P Coil Products 186 339 10
Direct Valeting 324 324 10
Longhirst Venues 125 313 10
e-know net 225 281 09
IS Pharma* 277 216 Q7
Brulines Group* 184 186 06
Astbury Marsden Holdings 1120 120 04
Warmseal Windows (Newcastle) 339 85 Q3
Cello Group” 251 73 02
Shieldtech* 247 60 02
Gentronix 238 59 02
Cannaught** 59 39 01
Adept Telecom” 235 25 01
Twenty* 198 17 -
Spectrum Interactive* 163 1 -
Summit Corporation* 122 3 -
Frontier Foods 542 - -
Total venture capital investments 15,042 17,776 54 9
Total hsted fixed-interest investments 4963 5,002 15 4
Total fixed asset investments 24 005 22,778 703
Net current assets 9 634 297
Net assets 32,412 1000

* Quoted an Al
** Listed on London Stock Exchange
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PROMANEX GROUP HOLDINGS LIMITED

Fifteen Largest Venture Capital Investments

Cost

Valuation

Basis of valuation
Equity held
Business/location

History
Other NVM funds

investing
Income in year

£1,595 000
£1,595,000
Cost

14 4%

Provider of engineering and mantenance
services Nuneaton

Manzgement buy-out from venture capral
ownership March 2007 led by NVM

Northern Investors Company,
Narthern Venture Trust, Northern 2 VCT

Nil

KERRIDGE COMMERCIAL SYSTEMS LIMITED

Audited financial information

Year ended 30 September 2008 2007~
£m £m
Sales 744 371
Profit/{loss) befare tax {6 6} 10
Profit/(loss) after tax {67) 09
Net assets/(labihues) {5 4) 13

*7 months ended 30 September

Cost

Valuation

Basis of valuation
Equity held
Business/location

History

Other NVM funds
investing

Income in year

£1,244,000
£1,244,000
Cost
59%

Software developer for wholesale and
retail distnbution sectors Hungerford
Management buy-out from ADP Inc,
March 2010, led by NVM

Northern investors Company,
Northern Venture Trust

Northern 2 VCT Northern AIM VCT

Nit

AXIAL SYSTEMS HOLDINGS LIMITED

Audited financial information

First audited accounts will be for the period
ending 30 June 2010

Cost

Valuation

Basis of valuation
Equity held
Business/location

History

Other NVM funds
Investing

Income n year

£1.004,000
£1,023,000
Earnings multiple
8 2%

Supplier of distributed network
management solutiens, Maidenhead

Management buy-out from private
ownership, March 2008, led by NvM

Northern Investors Company,
Northern Venture Trust,
Northern 2 VCT, Northern AIMVCT

Dvidends nil, loan stock interest £43,000

PHUSION HEALTHCARE LIMITED

Audited financral information

Period ended 31 May 2009°

£m
Sales 219
Prafit before tax -
Loss after tax {03)
Net assets 13

* 14 months ended 31 May

Cost

Valuation

Basis of valuation
Equity held
Business/location

History
Other NVM funds

investing
Income in year
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£995,000
£995,000
Cost

15 8%

Development of healthcare products,
London

Acquisition capital financing m July 2009,
led by NVM

Northern Venture Trust Northern 2 V(T

Nil

Audited financial informatron

First audited aceounts will be for the period
ending 30 June 2010




RCC LIFESCIENCES LIMITED

Cost

Valuation

Basis of valuation
Equity held
Business/location

History
Cther NVM funds

investing
Income 1n year

£995,000
£995,000
Cost

15 8%

Development of lifescience products
London

Acquisition capital financing i
March 2010, led by NVM

Northern Venture Trust, Northern 2 VCT

Nil

CLOSERSTILL HOLDINGS LIMITED

Audited financial information

First audited accounts will be for the penod
endrng 31 March 2011

Cost

Valuation

Basis of valuation
Equity held
Business/location

History
Other NVM funds

investing
Income in year

£743,000
£946,000
Earnings multiple
89%

Business-to-business exhibition
management, London

Acquisition capital financing in September
2008, led by NVM

Northern Investors Company, Northern
Venture Trust Northern 2 VCT

Dividends nil, loan stock interest £19,000

ADVANCED COMPUTER SOFTWARE PLC

Audited financial information

First audited accounts will be for the pernod
ending 31 December 2009

Cost £381,000 Audited financ¢ial information
Valuation £872,000 Pertod ended 28 February 2009"
£
Basis of valuation Bid price (AIM) < 7”‘3
es
Equity held 0 6% Profit before tax 15
Business/location Prowider of software to the healthcare Lows after tax 13
sector, London
Net assets 254
History Reverse take-over of an AIM listed T2 monthe onded 28 Feb
company and additionat fundrarsing, months ended 24 February
August 2008
Other NVM funds Northern Venture Trust,
investing Northern AlM VCT, Northern 2 VCT
Income in year Nil
WEAR INNS LIMITED
Cost £839,000 Audited financial information
Valuation £839,000 Year ended 31 March 2009 2008
Basis of valuation Cost I £m ;m
Equity held 10 3% >ales 27 4
Loss befare tax on 0y
Business/location Owner of managed public houses
Loss after tax 1) 03
Newcastle upon Tyne
Net assets — 01

History

Other NVM funds
investing

Income in year

Acquisition capital financing in February
2006, led by NVM

Northern Investors Company Northern
Venture Trust, Northern 2 VCT

Dividends nil, loan stock interest £28 000

Northern 3 VCT PLC Annuat report and financal statements 2010
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PALADIN GROUP LIMITED

Fifteen Largest Venture Capital Investments

Cost £861,000 Audited financial information
Valuation £831,000 Year ended 31 March 2009 2008°
Basis of valuation Earnings multiple < 2(£Jr; én;
ales
Equity held 6 0%
Bq Y / Prowder of ¢ Profit before tax 07 07
usiness/location rovider of property managemen Profit after tax 04 04
services, Bath
Net assets 65 S8
History Development capital investment,
June 2006 led by NVM
Other NVM funds Northern Investors Company, Northern
investing Venture Trust, Northern 2 VCT
Income in year Dvidends nil, lean stock interest £24 000
OPTILAN GROUP LIMITED
Cost £1,000,000 Audited finanaal tnformation
Valuation £821,000 Period ended 31 October 2008°
£m
Basis of valuation Earmngs multsple
Equity held 72% Sales B3
quity he Profit before tax 08
Business/locahion Eeleco:nmunlcatlons systems integrator, Profit after ax 06
oventry Net assets 30
History Management buy-out from private *7 months ended 31 Octaber
ownership, March 2008, led by NVM
Other NVM funds Northern Investors Company, Northern
investing Venture Trust Northern 2 VCT,
Northern AIMVCT
Income in year T
CRANTOCK BAKERY LIMITED
Cost £442,000 Audited financial informatron
Valuation £772,000 Year ended 30 September 2008 2007
£m £m
Basis of valuation Earnings multiple
Equity held 6 2% Sales 23 88
Profit before tax 02 04
Business/location Manufacture of premium hand-made
Profit after tax 01 _
Cornish pasties, Newquay
Net assets 15 15
History Management buy-out/buy-in from private
ownership, October 2002, led by NVM
Other NVM funds Northern Investors Company
nvesting Northern AIM VCT, Northern 2 VCT
Income in year Dividends £8,000,
loan stock interest £67,000
ENVIROTEC LIMITED
Cost £456,000 Audited financiat information
Valuation £708,000 Year ended 28 February 2009 2008
Basis of valuation Earmings multiple fm 1£m
Equity held 4 0% Sales 186 167
Profit before tax 21 26
Business/location Manufacture of arr curtains and air Profit oft 13 17
handling equipment High Wycombe rofit alter tax
Net assets 432 33

History

Other NVM funds
investing

Income In year
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Management buy-out from institutional
investor, January 2005, led by NVM
Northern Investors Comparny, Northern
Venture Trust, Northern 3 VCT
Diadends £52,000,

loan stock interest £47 000




ARLEIGH INTERNATIONAL LIMITED

Cost £452,000 Audited finanazl information
Valuation £677.000 Year ended 31 December 2009 2008
£m £m
Basis of valuation Earnings multiple
E held 5 8% Sales 120 106
u
quity Profit befare tax 09 06
Business/location Supphers of accessones and spares
Profit after tax 06 04
to the holiday home and boating markets,
Nuneaton Net assets 17 13
History Management buy-out from Firstserve,
October 2004 led by NVM
Other NVM funds Northern Investors Company,
investing Northern Venture Trust, Northern 2 VCT,
Incame in year Dividends £102 000,
loan stock interest £20,000
IG DOORS LIMITED
Cost £500,000 Audited financal information
Valuation £600,000 Year ended 31 December 2009 2008
Em £m
Basis of valuation Earmngs mutuple
Equity held 5 0% Sales 147 148
Bq N . ; | and GRP Profit/(loss} before tax 01 (05}
usiness/location Manufacture of steel an Profit/ (loss) after tax 01 o8
compaosite doors, Cwmbran
Net assets 12 06

History

Other NVM funds
mvesting

Incame in year

Management buy-out from Expamet
International, November 2003,

led by NVM

Northern Investors Company,

Northern Venture Trust, Northern 2 VT,
Northern AlM VCT

Dmadends nil loan stock interest £50 000

BRITSPACE GROUP LIMITED

Cost

Valuation

Basis of valuation
Equity held
Business/location
History

Other NVM funds
investing

Income in year

£794,000

£583,000

Earnings muluple

13 5%

Manufacturer of modular buldings, Hull

Acquired Britspace Holdings Limited
in November 2009
Northern Investors Company,

Northern Venture Trust,
Northern AIM VCT, Northern 2VCT

DOradends mil,
loan stock interest £8 000

Audited financial information

First audited accounts will be for the period

ending 31 March 2010

Nosnthern 3 VCT PLC Annual report and financil staterments 2010
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Shareholder Information

The trust invests mainly in
unguoted venture capital

holdings.

The Company

Northern 3 VCT PLC 15 a Venture
Capntal Trust {VCT) launched in
September 2001 The company invests
mainly in unquoted venture capital
holdings with its remaining assets
invested In a portfolio of listed
fixed-interest investments and

bank deposits

The company 1s a member of
the Association of Investment
Companies (AIC)

Northern 3 VCT PLC 1s managed by
NVM Private Equity bimited {NVM},
an independent specialist firm of
venture capital managers based m
Newcastle upon Tyne and Reading
NVM also acts as manager of four
other listed investment companies,
Northern Investors Company PLC,
Northern Venture Trust PLC, Northern
AIM VCT PLC and Northern 2 VCT
PLC and has a total of approximately
£185 milhon under management

Venture Capital Trusts

Venture Capital Trusts (VCTs) were
introduced by the Chanceller of the
Exchequer in the November 1994
Budget, the relevant legislation being
contained in the Finance Act 1995
VCTs are intended to provide a means
whereby private indviduals can invest
in small unquoted trading compares
in the UK, with an incentive in the
form of a range of tax benefits With
effect from 6 April 2006, the benefits
to ehgible investors include

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

+ exemption from income tax on
dvidends paid by VCTs (such
dnidends may include the VCT's
caprtal gains as well as s iIncome), and

- exemptton from capital gains tax on
disposals of shares in VCTs

Subscribers for shares in VCTs
between 6 April 2004 and 5 April 2006
were entitled to income tax relief at
40% rather than 30% and the shares
had to be held for at least three years
rather than five years Prior to 6 April
2004, subscribers for shares in VCTs
were entitied to income tax rehef at
20% and could also obtain capital gans
deferral relief Capital gains deferred
by pre-6 Apnl 2004 subscriptions are
not affected by the subseguent
changes in VCT tax reliefs

Financial calendar

The company's financial calendar
for the year ending 31 March 2011
15 as follows

November 2010

Half-yearly financial report for six
months ending 30 September 2010
published

January 2071
Intenm dmdend paid

May 2011
Final dvidend and results for year to
31 March 2011 announced
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May 2011
Annual report and accounts published

July 2011
Annual general meeting, final
dividend paid

Share price

The company's share price 1s carned
daily in the Financial Times, the Daly
Telegraph, the Newcastle Journal and
The Herald The company's FTSE
Actuanes classification is “Investment
Companies - VCTs”

A range of shareholder information

1s provided on the internet at

www shareview co uk by the
company's registrars, Equinitt Limited,
including detals of shareholdings,
indicative share prices and information
on recent dividends (see page 5 for
contact details for Equiniti Limited)

Share price information can also be
obtained wia the NVM website at
www nvim co uk

Dmdend reinvestment plan

The company operates a dividend
reinvestment plan, giving shareholders
the option of reinvesting thewr
dnadends in existing shares purchased
in the market Information about the
plan can be obtained from the
Company Secretary (see page 5

for contact detals)




Directors’ Report

The directors have managed the
affairs of the company with the

intention of maintaining its status as

an approved venture capital trust.

The directors present their report and
the audited financial statements for
the year ended 31 March 2010

Activities and status

The principal activity of the company
during the year was the making of
long term equity and loan investments,
mainly in unquoted comparies

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

Act 2007 The directors consider that
the company was not at any time up
to the date of this report a close
company within the meaning of
Section 414 of the Income and
Corporation Taxes Act 1988 The
company s registered number 15
4280530

The directors are required by the
articles of association to propose an
ordinary resolution at the company’s
annual general meeting in 2015 that
the company should continue as a
venture capital trust for a further five
year penod, and at each fifth
subsequent annual general meeting
thereafter If any such resolution 1s
not passed, the directors shall within
four months convene an extracrdinary
general meeting to consider proposals
for the reorganisation or winding-up
of the company

Business review

The directors are required by Section
417 of the Companies Act 2006 to
nclude a business review in their
report to shareholders The business

review 15 set out on pages 6 to 10
and is included in the directors
report by reference

Corporate governance

The statement on corporate
governance set out on pages 22
to 2615 included in the directors’
report by reference

Results and dividend

The return on ordinary activittes
after tax for the year of £2,898,000
has been transferred to reserves

The final dwidend of 2 Op per share
for the year ended 31 March 2009
and the interim dividend of 2 Op per
share for the year ended 31 March
2010 were paid duning the year at a
cost of £1,157,000 and have been
charged to reserves

The proposed final dvidend of

2 Op per share for the year ended

31 March 2010 will, f approved by
shareholders, be paid on 9 July 2010
to shareholders on the register on
18 June 2010

Prowision of information

to auditors

Each of the directors who held
office at the date of approval of this
directors report confirms that, so far
as he 1s aware, there 1s no relevant

audit information of which the
company s auditors are unaware and
that he has taken all the steps that he
ought to have taken as a director in
order to make himself aware of any
relevant audit information and to
establish that the company's auditors
are aware of that information

Going concern

After making the necessary enquines
the directors beleve that it is
appropriate to continue to apply the
going concern basis in preparing the
financial statements

Directors

The directors of the company dunng
the year and their interests in respect
of which transactions are notiftable to
the company under Disclosure and
Transparency Rule 3 1 2R {and so

far as the company I1s, or ought upon

reasonable enquiry to become, aware,

the interests of thewr connected
persons) in the issued ordinary
shares of 5p of the company as at
31 March 2010 are shown in Table 1

All of the directors' share interests
were held beneficially There have
been no changes in the directors’
share interests between 31 March
2010 and the date of this report

Table 1 Directors’ interests in ordinary shares

31 March 2010 1 April 2009
1 G D Ferguson (Charman) 176,734 102,800
CJ Fleetwood 25,577 15,300
J R Hustler 23.742 25,100
TR Levett 169,182 117,300
J M O Waddell 7.283 5,000

Northern 3 VCT PLC Annual report and financial statements 2010




Directors' Report

None of the directors has a contract
of service with the company and,
except as mentoned below under the
heading "“Management” no contract
or arrangement subsisted during or

at the end of the year in which any
director was matenally interested

and which was significant in relation
to the company’s business

Directors’ and officers' hability
Insurance

The company has, as permitted by
the Comparues Act 2006, mamntained
insurance cover on behalf of the
directors and secretary indemnifying
them against certan habilities which
may be incurred by any of them in
relation to the company

Creditor payment policy

The company's payment policy for the
forthcoming financial year 15 to agree
terms of payment before business is
transacted and 1o settle accounts in
accordance with those terms There
were no amounts owmng to trade
creditors at 31 March 2010

Management

NVM Private Equity Limited (NVM)
has acted as investment adwiser

and rmanager to the company since
incorporation The principal terms
of the company s management
agreement with NVM are set out

in Note 3 to the financial statements
Mr T R Levett Is an executive
director of NVM

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

As required by the Listing Rules, the
directors confirm that in their optnion
the continuing appointment of NVM
as Investment manager on the terms
agreed is in the interests of the
company s shareholders as a whole
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In reaching this conclusion the
directors have taken into account
the performance of the investment
pertfolo and the effictent and
effective service provided by NVM
to the company

Share capital - purchase of
shares

During the year the company
purchased for cancellation 3,142 764
of its own shares, representing 8 7% of
the called-up share capital of the
company, for a consideration of
£2,725,000 Purchases were made in
hne with the company's policy of
purchasing available shares at a
discount to net asset value

At the 2009 annual general meeting
shareholders authorised the company
to purchase in the market up to

2,893 903 ordinary shares (equivalent
to approxamately 10% of the then
1ssued ordinary share capital) at a
mimmum pnice of 5p per share and a
maximum price per share of not more
than 105% of the average market value
for the ordinary shares in the company




for the five business days pnor to the
date on which the ordinary shares
were purchased As at 31 March 2010
284 509 shares had been purchased
for a consideration of £193 000 under
this authonty, which at that date
remaned effective in respect of
2,609,394 shares, the authonty will
lapse at the conclusion of the 2010
annual general meeting of the company
on 1 July 2010

At a general meeting on 12 January
2010 shareholders authonsed the
company to purchase up to 10%

in aggregate of the issued share
capital of the company under the
enhanced share buyback scheme

On 1 March 2010 2,858,255 shares
{representing 9 9% of the then 1ssued
ordinary share caprtal) were purchased
under this autharity for a consideration
of £2,518,000

Share capital - 1ssue of shares
During the year the company issued
163,424 new ordinary shares of 5p for
a cash consideration of £139,000
through the company's dividend

nvestment scheme {which has now
been replaced by a new dwidend
reinvestment plan, detals of which
can be obtained from the Company
Secretary) and 9,961,101 new
ordinary shares of Sp for a cash
constderation of £9,463 000 through
an offer for subscripion Details of
allotments during the year are given
i Note 15 to the financial statements

Fixed assets

Movements in fixed asset investments
during the year are set out in Note 9
to the financial statements

Annual general meeting

Notice of the 2010 annual general
meeting to be held on 1 July 201015
set out in a separate arcular to
shareholders along with explanatory
comments on the resolutions

Substantial shareholdings

Ne disclosures of major shareholdings
had been made to the company under
Disclosure and Transparency Rule 5
{Vote Helder and Issuer Notification
Rules) as at the date of this report

Independent auditors

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

By order of the Board

C D MELLOR

Secretary 20 May 2070

Northern 3 VCT PLC Annual repon and financial statements 2010
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Directors' Remuneration Report

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

Thus report has been prepared by the
directors 1n accordance with the
requirements of the Compantes Act
2006 A resolution to approve the
report will be proposed at the annual
general meeting

The company's independent auditors,
KPMG Audrt Plc, are required to give
thewr opinien on certain information
included in this report, as indicated
below Their report on these and
other matters i set out on page 28

Board of directors

The board currently comprises five
directors, all of whom are non-
executive The board does not have a
separate remuneration committee as
the company has no employees or
executive directors The board has
established a nomination committee,
charred by Mr } G D Ferguson and
comprising all the directors, which
considers the selection and

Table 1 Directors’ fees

appomtment of directors and makes
recommendations to the board as to
the level of directors’ fees The board
has not retained external agvisors

in relatton to remuneration matters
but has access to information about
directors' fees pad by other
companies of a similar size and type

Remuneration policy

The board considers that directors’
fees should reflect the time
commitment required and the high
level of responstbility borne by
directors and should be broadly
comparable to those pard by similar
companies It 1s not considered
appropriate that directors' remuneration
should be performance-related, and
none of the directors 1s elgible for
banuses, pension benefits, share
options, long-term incentive schemes
or other benefits in respect of therr
services as non-executive directors of
the company Mr TR Levett s entitled

to participate in performance incentive
arrangements established for the
benefit of certan executives of NVM,
as described in the directors’ report
on page 18

Directors' fees were reviewed by the
nomination committee during its
meeting in March 2010 when it was
recommended that fees should be
increased to £19,500 (previously
£18,000) per annum for the chairman
and £14,500 (previously £13,500) for
other directors for the year ending

31 March 2011 The articles of
association place an overall imit
(currently £100,000 per annum) on
directors’ remuneration

Directors' fees (audited
information)

The fees paid to individual directors
in respect of the years ended

31 March 2010 and 31 March 2009
are shown n Table 1

Year ended Year ended

31 March 2010 31 March 2009

£ £

1 G D Ferguson (Chairman) 18,000 14,450
C } Fleetwood 13,500 13,500
J R Hustler 13,500 17,050
TR Levett - -
I M O Waddell 13,500 13,500

Mr T R Levett waived his entitlement to directors’ fees in respect of both years
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Terms of appointment

The articles of association provide that Return to shareholders in Northemn 3 VCT PLC
directors shall retire and be subject to Five years to 31 March 2010 (March 2005 = 100}
re-election at the first annual general
meeting after ther appontment and at
least every three years thereafter None 160
of the directors has a service contract
with the company On being appointed 140 —re——— -
- o

or re-elected, directors receive a letter P —~—— R4
from the company seting out the terms 120 ,.f' AN et
of their appointment and their specific - — > .
duties and responsibilities A director's 100 27 —— s e " S - .
appointment may be terminated on ~ 7 -
three menths' notice being given by
the company and in certain other 80 "
orcumstances

60 T T T T 1
Company performance 2005 2006 2007 2008 2009 2010

The graph on the nght compares the
total return (assurming all dvidends are
re-invested) ta ordinary shareholders Northern 3 VCT NAV total return

in the company over the five years + -« Northern 3 VCT share pnce total return

March 2010 with th
ended 37 March 2010 wi e total = FTSE All-Share index total return
return from a notional mvestment 1n

the FTSE All-Share index over the
same penod This ndex is considered
to be the most appropnate broad
equrty market index for comparative
purposes

By order of the Board

C D MELLCR
Secretary 20 May 2010

Northern 3 VCT PLC Annual report and financia statements 2010

21



22

Corporate Governance

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

The board of Northern 3 VCT PLC has
considered the principles and
recommendations of the Association
of Investment Companves Code of
Corporate Governance (AIC Code) by
reference to the related Assaciation of
Investment Companies Corporate
Covernance Guide for Investment
Companies (AIC Guide) The AIC
Code, as explained by the AIC Guide
addresses all the principles set out in
Section 1 of the Combined Code, as
well as setting out additional principles
and recommendations on issues that
are of specific relevance to the
company The AIC Code can be
viewed at www theaic co uk/
Documents/Technical/AlCCodeof
CorporateGovernanceMarch2009 pdf

The board considers that reporting
against the principles and
recommendations of the AIC Code,
and by reference to the AIC Guide
{which incorporates the Combined
Code}, will provide better information
to shareholders

The company is committed to
maintaineng high standards in
corporate governance and during the
year ended 31 March 2010 complied
with the recommendations of the AIC
Code and the relevant prowisions of
Section 1 of the Combined Code,
except as set oul below

The Combined Code includes
prawisions relabing to the role of the
chief executive, executive directors
remuneration and the need for an
mnternal audit function For the
reasons set out m the AIC Guide,
and in the preamble to the Combtned
Code, the board considers these

provisions are not relevant to the
position of Northern 3 VCT PLC,
which 15 an externally managed
venture caputal trust The company
has therefore not reported further
m respect of these provisions

Board of directors

The company has a board of five non-
executive directors, the majority

of whom are considered to be
independent of the company’s
mvestment manager, NVM The board
meets regularly on a quarterly basis
and on other occasions as required
The board is responsible to
shareholders for the effective
stewardship of the company s

affairs and has a formal schedule

of matters specifically reserved

for its decision which include

* consideratron of long-term strategc
1ssues,

* valuation of the unquoted
investment portfolio, and

* ensuring the company's compliance
with good practice in corporate
governance matters

A brief biographical summary of each
director i1s given on page 4

The charman, Mr ) G D Ferguson,
leads the board 1n the determination
of its strategy and in the achrevement
of Its objectives The charrman is
responsible for orgamising the business
of the board, ensurning its effectiveness
and setting its agenda, and has no
involvernent n the day to day business
of the company He facihitates the
effective contnbution of the directors
and ensures that they receive

accurate, timely and clear information
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and that they communicate effectively
with shareholders

The board has established a formal
process, led by the chairman, for the
annual evaluation of the performance
of the board, its principal commuttees
and indvidual directors The directors
are made aware on appointment that
their performance will be subject ta
regular evaluation The performance
of the chairman is evaluated by a
meeting of the other board members
under the leadershup of Mr C ) Fleetwood

The company secretary, Mr CD
Mellor 15 responsible for adwising the
board through the chairman on all
governance matters All of the
directors have access to the advice
and services of the company secretary,
whao has administrative responsibility
for the meetings of the board and its
committees Directors may also take
independent professional advice at the
company's expense where necessary
in the performance of their duties As
all of the directors are non-executive,
it 1s not considered appropnate to
identify a member of the board as

the senior non-executive director

of the company

The company's articles of association
and the schedule of matters reserved
to the board for decision prowvide that
the appointment and removal of the
company secretary i1s a matter for

the board

The company's articles of association
require that one third of the directors
should retire by rotation each year and
seek re-etection at the annual general
meeung, and that directors newly
appomnted by the board should seek




re-appointment at the next annual
general meeting The board complies
with the requirement of the Combined
Code that all directors are required to
submit themselves for re-election at
least every three years

Independence of directors

The board regularly reviews the
mdependence of its members and 1s
satisfied that {with the exception of
Mr T R Levett who 15 a director and
employee of NVM, the company s
Investment manager) the company's
directors are independent in character
and judgement and there are no
refationships or circumstances which
could affect their objectivity MrJ R
Hustler 1s a non-executive director of
Northern Venture Trust, which 15 also
managed by NVM, but after careful
consideration the board has concluded
that Mr Hustler s independence 15 not
affected by this relatronshep

The AIC Code recommends that
where a director has served for more
than nine years the board should
state its reasons for beleving that
the indiwidual remains independent
The board is of the view that a term
of service in excess of nine years 1
not in itself prejudicial to a director s
ability to carry out his duties
effectively and from an independent
perspective the nature of the
company's business 1s such that
individual directors’ experience and
continuity of board membership can
significanily enhance the effectiveness
of the board as a whole Accordingly
it 1s not considered appropnate to
require directors who have served
for more than nine years to seek
annual re-election Nevertheless

the board acknowledges that
penodic refreshment of its
membership 15 desirable

Board committees

The board has appointed three
standing committees to make
recommendations to the board

in specific areas The board does
not have a separate remuneration
commuttee, as the company has no
employees or executive directors
Detalled information relating to the
remuneration of directors 1s given
n the directors' remuneration
report on pages 10 and 11

Audit Committee
During the year the audit committee
comprised

Mr C ] Fleetwood (Chairman)
Mr 1 G D Ferguson

Mr ) R Hustler

Mr ] M O Waddell

The audit committee's terms of
reference include the following roles
and responsibilities

* monitonng and making
recommendations to the board in
relation to the company's published
financial statements and other
formal announcements relating to
the company s financral
performance,

monitoring and making
recommendations to the board in
relation to the company's internal
control (including internal financial
control} and nsk management
systerms

periodically considenng the need
for an internal audit function,

making recommendattons to the
board in relation to the
appointment, re-appointment and
removal of the external auditors and
approving the remuneration and
terms of engagement of the external
auditors,

reviewing and monitoring the
external auditors’ ndependence
and objectivity and the effectiveness
of the audit process, taking into
consideration relevant UK
professional and regulatory
requirements

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

ensunng that the mvestment
manager has arrangements mn place
for the investigation and follow-up of
any concerns raised confidentially by
staff in relation to the propriety of
financial reporting or other matters

The committee reviews its terms

of reference and its effectiveness
annually and recommends to the
board any changes required as a result
of the review The terms of reference
are avallable on request from the
company secretary and on the NVM
Private Equity website,

www nvm co uk The audit
committee meets three times per year
and has direct access to KPMG Audit
Ple the company's external auditors
The board considers that the members
of the commuittee are independent
and have collectively the skills and
expenence required to discharge
their duties effectively, and that the
charrman of the committee meets

the requirements of the Combined
Code as to recent and relevant
financial expenence

The company does not have an

independent internal audit function as
it 1s not deemed appropriate given the
size of the company and the nature of
the company's business However, the
committee considers annually whether
there is a need for such a funcuon and
if so would recommend this to the board

During the year ended 31 March 2010
the audit committee discharged its
responsibilities by

*reviewing and approving the
external auditors' terms of
engagement and remuneration,

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

reviewing NVM's statement of
internal controls operated in relation
to the company's business and
assessing the effectiveness of those
controls in mimmising the impact

of key risks

reviewing periodic reports on the
effectiveness of NVM's compliznce
procedures

reviewing the appropnateness of
the company s accounting policies,

reviewtng the company's draft
annual financial statements, half-
yearly results statement and intenm
management statements prior to
board approval,

reviewing the external auditors’
detailled reports to the committee on
the annual finanaial statements, and

recommending to the board and
shareholders the reappointment
of KPMG Audit plc as the auditors
of the company
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Nomunation Committee
During the year the nomination
committee comprised

Mr J G D Ferguson (Charrman)
Mr C ) Fleetwood

Mr ) R Hustler

Mr T R Levett

Mr ] M O Waddell

The nomination commuttee considers
the selection and appointment

of directors and makes annual
recommendations to the board as

to the level of directors’ fees The
committee monitors the balance of
skills knowledge and expenience
offered by board members and
satisfies itself that they are able to
devote sufficient time to carry out
therr role efficiently and effectively
When recommending new
appointments to the board the
committee draws on its members'
extensive business expenence and
range of contacts to identify sutable
candidates, the use of formal
advertisements and external
consuliants 1s not considered cost-
effective given the company's size
New directors are provided with
briefing material refating to the
company, its investment managers and
the venture capital industry as well as
ta their own legal responsibilities as
directors The commuttee has written
terms of reference which are reviewed
annually and are available on request
from the company secretary and on
the NVM Private Equity website,
www nvm co uk

Management Engagement
Comimittee

During the year the management
engagement committee comprised

Mr J G D Ferguson (Chairman)
Mr C ) Fleetwood

Mr } R Hustler

Mr ) M O Waddell

The management engagement
committee undertakes a perniodic
review of the performance of the
investment manager NVM, and of the
terms of the management agreement
including the level of fees payable and
the length of the notice period The
principal terms of the agreement are
set out in Note 3 to the financial
statements on page 34

Corporate Governance

Following the fatest review by the
committee the board concluded that
the continuing appointment of NVM
was 1n the interests of the company
and its shareholders as a whole NVM
has demonstrated its commitment to
and experuse in venture capital
investment over an extended period,
as a result of which the company has
established a consistent long-term
performance record NVM has also
performed 1ts company secretaral
and accounting duties efficiently

and effectively

Attendance at board and
committee meetings

Table 1 sets out the number of formal
board and committee meetings held
during the year ended 31 March 2010
and the number attended by each
director compared with the maximum
possible attendance

Corporate responsibility

The board aims to ensure that the
company takes a positive appreach to
corporate respansibility, in relation both
to niself and 1o the comparues it invests
in Thus entails mantaining a responsible
atbtude to ethical, environmental,
governance and souial 1ssues, and the
encouragement of good practice in
Investee companies The board seeks
to aveid investing in comparues which
do not operate within retevant ethical,
ervironmental and social legislation

or otherwise fall to comply with
appropriate industry standards

Investor relations

In fulfilment of the charrman's
obligations under the Combined
Code the chairman gwes feedback to
the board on tssues raised with um by
shareholders with a view to ensuring
that members of the board develop

an understanding of the views of
shareholders about their company
The board recognises the value of
maintaining regular communications
with shareholders Formal reports
are sent to shareholders at the half-
year and year-end stages, and an
opportunity 1s given to shareholders
at the annual generzl meeting to
question the board and the
Investment manager on matters
relating ta the company s operation
and performance Proxy voting figures
for each resolution are announced at
general meetings and are made
available publicly following the
relevant meeting

Further information can also he
obtained via the NVM website at
www nvm co uk

Internal centrol

The directors have overall
responsibility for ensuring that there
are In place systems of internal control,
both financial and non-financal, and
for reviewing their effectiveness The
purpose of the internal financial
controls Is to ensure that proper
accounting records are maintained,
the company's assets are safeguarded
and the financial mformation used
within the business and for publication
15 accurate and rehable, such a system
can provide only reasonable and not
absolute assurance agamnst material
musstatement or loss The board
regularly reviews financial
performance and results with the
investment manager Responsibility for
accounting, secretanal services and
physical custody of documents of title
relating to venture capital investments
has been contractually delegated to
NVM under the management
agreement NVM has established its

Table 1 Durectors’ attendance at meetings

Management
Audit Nomination Engagement

Board Committee Committee Committee

Number of meetings held 7 3 1 1
Attendance (actual/possible}

) G D ferguson (Charman) ~ 7/7 3/3 1/1 1/1
C ] Fleetwood 7/7 3/3 11 1/1
J R Hustler 717 33 11 1/1
TR Levett 7/7 N/A 1/1 N/A
J M O Waddell 7/7 3/3 11 1/1
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own system of internal controls in

relation to these matters, detals of
which have been reviewed by the
audit committee

Nen-financial internal controls include
the systems of operational and
compliance controls maintained by the
investment manager in relatron to the
company's business as well as the
management of key nsks as referred
to tn the section headed "Risk
management” below

The directors confirm that by means
of the procedures set out above, and
in accordance with “internal Controls
Guidance for Dwrectors on the
Combined Code”, pubhshed by the
Institute of Chartered Accountants

in England and Wales, they have
established a continunng process for
dentifying, evaluating and managing
the significant potential nisks faced by
the company and have reviewed the
effectiveness of the internal contro!
systems This process has been m
place throughout and subsequent to
the accounting period under review

Risk management
Risk management 1s discussed in the
Business Review on page 10

Share capital, rights attaching to
the shares and restnictions on
voting and transfer

As at 31 March 2010 35 920,800
ordinary shares were In 1ssue {as at
that date none of the issued shares
were heid by the company as treasury
shares} Subject to any suspension or
abrogation of nghts pursuant to
relevant law or the company's articles
of association, the shares confer on
therr holders (other than the company
n respect of any treasury shares) the
following pnncipal rights

{a) the nght to receive out of profits
available for distnbution such
dividends as may be agreed to be
pad (in the case of a final dmdend
1n an amount not exceeding the
amount recommended by the
board as approved by shareholders
in general meeting or in the case of
an intenm dimadend in an amount
determined by the board) All
dwdends unclaimed for a penod
of 12 years after having become
due for payment are forfeited

autematically and cease to remain
owing by the company,

(o

~—

the right, on a return of assetson a
liguidation reduction of capital or
otherwise, to share in the surplus
assets of the company remaining
after payment of its habilities pan
passu with the cther holders of
ordinary shares, and

{c) the right to receive notice of and
to attend and speak and vote in
persan or by proxy at any general
meeting of the company On a
show of hands every member
present or represented and votmg
has one vote and on a poll every
member present or represented
and voung has one vote for every
share of which that member 1s the
holder, the appointment of a proxy
must be receved not less than 48
hours before the time of the
holding of the relevant meeting or
adjourned meeting or, 1n the case
of a pol! taken otherwise than at
or on the same day as the relevant
meeting or adjourned meeting
be recewved after the poll has been
demanded and not less than 24
hours before the ime appointed
for the taking of the poll

These nghts can be suspended If a
member, or any other person
appearing to be interested in shares
held by that member, has faled to
comply within the time limits specified
in the company's articles of assaciation
with a notice pursuant to Section 793
of the Comparnes Act 2006 (notice by
company requinng infermation about
mnterests in its shares), the company
can untl the default ceases suspend
the right to attend and speak and vote
at a general meeting and if the shares
represent at least 0 25% of their class
the company can alse withhold any
dividend or other money payable in
respect of the shares (without any
obhgation to pay interest) and refuse
to accept certan transfers of the
relevant shares

Shareholders, erther alone or with
other shareholders, have other rights
as set out in the company's articles of
assocation and in company law
{principally the Comparues Act 2006)

A member may choose whether

his shares are evidenced by share
certificates (certificated shares) or held
in electromic {uncertificated) formin
CREST (the UK electronic settlement
system) Any member may transfer

all or any of his shares, subject in the
case of certificated shares to the rules
set out in the company's articles

of association or in the case of
uncertificated shares to the regulations
governing the operation of CREST
{which allow the directors to refuse to
register a transfer as therein set out},
the transferor remarns the holder of
the shares until the name of the
transferee 1s entered i the register of
members The directors may refuse to
register a transfer of certificated shares
in favour of more than four persons
jontly or where there 1s no adequate
evidence of awnership or the transfer
15 not duly stamped {f so required)
The directors may also refuse to
register a share transfer if it 15 1
respect of a certificated share which

15 not fully pard up or on which the
company has a hen provided that,
where the share transfer s in respect
of any share admitted to the Official
List maintained by the UK Listing
Authonty, any such discretion may not
be exercised so as to prevent dealings
taking place on an open and proper
basis, or if in the opiron of the
directors (and with the concurrence of
the UK Listing Authority) exceptional
circurmnstances so warrant, provided
that the exeraise of such power will
not disturb the market in those shares
Whilst there are no squeeze-out and
sell out rules relating to the shares in
the company's articles of assocration,
shareholders are subject to the
compulsory acquIsiion provisions

n Sections 974 to 991 of the
Compames Act 2006

Amendment of articles of
association

The company s articles of association
may be amended by the members
of the company by special resolution
(requinng a majonty of at least

75% of the persons voting on the
relevant resolution)
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Corporate Governance

Appomntment and replacement
of directors

A person may be appointed as
adirector of the company by the
shareholders in general meeting by
ordinary resolution (requiring a simple
majority of the persons vating on
the relevant resolution) or by the
directors, no person, other than a
director retining by rotation or
otherwise, shall be apponted or
reappointed as a director at any
general meeting unless he Is
recommended by the directors or,
not less than seven nor more than
42 clear days before the date
appointed for the meetiag, notice

15 given to the company of the
mtention te propose that person

for appointment or re-appoiniment
in the form and manner set out In
the company's articles of association

Each director who is appointed by
the directors (and who has not been
elected as a director of the company
by the members at a general meeting
held in the interval since his
appomtmenit as a director of the
company) 15 to be subject to election
as a director of the company by the
members at the first annual general
meeting of the company following his
appointment At each annual general
meeting of the company one third of

the directors for the time being, or if
their number 1s not three or an integral
multiple of three the number nearest
to but not exceeding one third, are

to be subject to re-election

The Companies Act 2006 allows
shareholders in general meeting by
ordinary resolution {requinng a simple
majority of the persons voting on the
relevant resolution) to remove any
director before the expiration of his
or her period of office, but without
prejudice to any claim for damages
which the director may have for
breach of any contract of service
between him or her and the company
A person also ceases to be a director
if he or she resigns in writing, ceases
to be a director by virtue of any
provision of the Companies Act,
becomes prohibited by law from being
a director, becomes bankrupt or 15
the subject of a relevant insolvency
procedure, or becomes of unsound
mind, or if the board so decides
following at least six months' absence
without leave or if he or she becomes
subject to relevant procedures under
the mental health laws, as set out 1n
the company's articles of association

Powers of the directors
The company’s articles of association
speafy that, subject to the prowisions
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of the Companies Act 2006 and
articles of association of the

company and any directions given

by shareholders by special resolution,
the business of the company 15 to be
managed by the directors, who may
exercise all the powers of the
company whether relating to the
management of the business or not
In particular the directors may exercise
on behalf of the company ts powers
to purchase its own shares to the
extent permitted by shareholders
Authonty was given at the company's
2009 annual general meeting to make
market purchases of up to 2,893,903
ordinary shares at any time up to the
2010 annual general meeting and
otherwise on the terms set out in the
relevant resolution, and authority 1s
being sought at the annual general
meeting ta be held on 1 July 2010

as set out In a separate circular

N

By order of the Board

C D MELLOR

Secretary 20 May 2010




Directors' Responsibility Statement

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 the
directors have elected to prepare the
financral statements in accordance
with UK Accounting Standards and
applicable law (UK Generally
Accepted Accounting Standards)

The financial statements are required
by law to give a true and far view of
the state of affairs of the company at
the end of the financial period and
of the return of the company for

that penod

In preparing these financial
statements, the directors are
required to

select suitable accounung policies
and then apply them consistently,

make judgments and estimates that
are reasonable and prudent,

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

prepare the financial statements on
the going cancern basis unless it is
inappropriate to presume that the
company will continue in business

In relation to the financial statements
for the year ended 31 March 2010,
each of the directors confirms that to
the best of his knowledge

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

+ the directors’ report includes a far
review of the development and
performance of the business and
the position of the company
together wath a description of the
principal nisks and uncertainties
that it faces

The directors are alse responsible for
keeping proper accounting records
that disclose wath reasonable accuracy
at any time the financial position of the
company and enable them to ensure
that its financial statements comply
with the Compantes 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 irregulanties

Under applicable law and regulations,
the directors are also responsible for
preparing a directors’ report, directors’
remuneration report and corporate
governance statement that comply
with that law and those regulations

The company's financial statements
are published on the NVM websrte,
www nvm co uk The mantenance
and integrity of thus websne is the
responsibility of NVM and not of the
company The work carned out by
KPMG Audyt Pl as independent
auditors of the company does not
involve consideration of the
mantenance and integnty of the
website and accordingly they accept
no responsibility for any changes
that have occurred to the financial
statements since they were iitially
presented on the website Visitors
to the website should be aware that
legislauon in the United Kingdom
governing the preparation and
dissemination of the financial
statements may differ from
legislation in their junsdt

By order of the Board

CD MELLOR

Secretary 20 May 2010
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Independent Auditors' Report

To the members of
NORTHERN 3 VCT PLC

We have audited the financial
statements of Northern 3 VCT PLC
for the year ended 31 March 2010
set out on pages 30 to 43 The
financial reporting framework that
has been applied in their preparation
15 apphcable law and UK Accounting
Standards (UK Generally Accepted
Accounting Practice)

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

Respective responsibilities

of directors and auditors

As explained more fully i the
Drrectors’ Responsibility Statement
set out on page 27 the directors are
responsible for the preparation of

the financial statements and for being
satisfied that they gwve a true and farr
view Our responsibility 15 to audit
the financial statements in accordance
with applicable law and International
Standards on Auditting (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 financral statements 1s provided

on the APB's website at

www frc org uk/apb/scope/UKP

Opinton on financial statements
In our opinien the financial statements

+ gwve atrue and fair view of the
state of the company's affarrs as
at 31 March 2010 and of its total
return for the year then ended,

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

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

Opimon on other matters
prescnibed by the Companies
Act 2006

In our opinion

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

« thenformation given i the
Directors' Report for the finangal
year for which the financial
statements are prepared (5
consistent with the financial
statements

Naorthern 3 VCT PLC Annual report and financial statements 2010

Matters on which we are
required to report by exception
We have nothing to report in respect
of the following

Under the Companies Act 2006 we

are required to report to you if, in
our apinion

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

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

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

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

Under the Listing Rules we are
required to review

Simon Pashby

the directors' statement, set out
on page 17 1n relation to going
concern, and

the part of the Corporate
Governance Statement relating to
the company’s compliance with the
rine provisions of the June 2008
Combined Code spe /ed for

our review m

(Senvor Statutory Auditor)

for and on behalf of

KPMG Audit Plc, Statutory Auditor
Chartered Accountants

Edinburgh

20 May 2010
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Income Statement
for the year ended 31 March 2010

Year ended 31 March 2010

Year ended 31 March 2009

Revenue Capital Total Revenue Capital Total

Notes £000 £000 E000 £000 £000 E£000

Gain on disposal of investments 9 - 1,651 1,651 - 814 814
Movements in fair value of investments 9 - 1,058 1.058 - (4 460) (4 460)
- 2,709 2,709 - (3.646) (3,648)

Income 2 926 - 926 1,249 - 1,249
Investment management fee 3 (130) (350) (520) {140} (420) (560)

Recoverable VAT 4 - - - 67 213 280
Other expenses 5 (217) - (217) (213} - (213)
Return on ordinary activities before tax 579 2,319 2898 963 (3853) (2,890)
Tax on return on ordinary activities 6 (93) a3 - (208) 61 {147)
Return on ordinary activities after tax 486 2,412 2,898 755 (3,792 {3,037
Return per share 8 17p 8 2p 9 9p 26p {130)p (104)p
Dividends paid/proposed in respect of the year 7 15p 25p 4 Op 25p 15p 4 0p

* The total column of this statement 15 the profit and loss account of the company The supplementary revenue return and capital return
columns have been prepared under guidance published by the Association of Investment Companies
* There are no recegnised gains or losses other than those disclosed in the income statement

* All tems in the above statement derive from continuing operations
+ The accompanying notes are an integral part of this statement

Reconciliation of Movements in Shareholders' Funds

for the year ended 31 March 2010

Year ended Year ended

31 March 2010 31 March 2009

Notes £000 £000

Equity shareholders’ funds at 1 Apnl 2009 24,323 28 645
Return on ordinary activities after tax 2,898 (3,037)
Dwvidends recognised in the period 7 (1.157) (575}
Net proceeds of share 1ssues 15 9,073 63
Shares purchased for cancellabon 15 {2,725) (773)
Equity shareholders’ funds at 31 March 2010 32.412 24,323

- The accompanying notes are an integral part of this statement
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Balance Sheet
as at 31 March 2010

31 March 2010

31 March 2009

Notes £000 £000
Fixed assets
Investments 9 22,778 20,905
Current assets
Debtors 13 317 848
Cash and deposits 9,510 2785

9,827 3,633

Creditors (amounts falling due within one year) 14 (193) {219)
Net current assets 9 634 3414
Net assets 32,412 24323
Capital and reserves
Called-up equity share capital 15 1,796 1,447
Share premium 16 16,656 8,089
Capital redemption reserve 16 345 183
Capital reserve 16 14,488 16,432
Revaluation reserve 16 (1,227} (2424)
Revenue reserve 16 354 591
Total equity shareholders' funds 32,412 24323
Net asset value per share 17 90 2p 84 0p

* The accompanying notes are an integral part of this statement

The financial statements on pages 30 to 43 were approved by the directors on 20 May 2010 and are signed on their behalf by

ik) E\}‘\( e .

J G D Ferguson /
Director e
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Cash Flow Statement

for the year ended 37 March 2010

Year ended 31 March 2010

Year ended 30 March 2009

£000 £000 £000 £000
Net cash inflow from operating activities 868 42
Taxation
Corporation tax paid (174} (143}
Financial investment
Purchase of snvestments {9.818) (2,234)
Sale/repayment of investments 10 658 4,879
Net cash inflow from financial investment 840 2,645
Equity dividends paid {1,157} (575)
Net cash inflow before financing 377 1,969
Financing
Issue of ordinary shares 9,602 72
Share 1ssue expenses (529) 9
Purchase of ordinary shares for cancellation {2.725) (773)
Net cash inflow/(outflow) from financing 6,348 (710)
Increase in cash and deposits 6,725 1259
Reconciliation of return before tax
to net cash flow from operating activities
Return on ordinary activities before tax 2,898 (2,890}
Gain on disposal of investments (1,651) (814)
Movements in farr value of investments (1 058) 4 460
{Increase)/decrease in debtors 531 (583)
Increase/(decrease) in creditors 148 (131)
Net cash inflow fram operating actnaties 868 42
Analysis of movement in net funds

1 April 2009 Cash flows 31 March 2010

£000 £000 £000

Cash and deposits 2,785 6,725 9510
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Notes to the Financial Statements
for the year ended 31 March 2010

1 Accounting policies

A summary of the principal accounting policies, all of which have been consistently applied throughout the year and the preceding year, is set
out below

a Basis of accounting

The financial statements have been prepared under the historical cost canvention, except for the revaluation of certain financial instruments,
and wn accordance with UK Generally Accepted Accounting Practice {UK GAAP) Where presentational guidance set out in the Statement of
Recommended Practice (SORP) "Financial Statements of Investment Trust Companies”, revised in January 2009, 1s consistent with the
requirements of UK GAAP, the directors have sought to prepare the financial statements on a consistent basis compliant with the
recommendations of the SORP

b Valuation of investments
Purchases and sales of investments are recogrised in the financial statements at the date of transaction (trade date)

The company's investments have been designated by the directors as fair value through profit and loss at the time of acguisition and are
measured at subsequent reporting dates at farr value In the case of investments quoted on a recogrused stock exchange, far value s
established by reference to the closing bid price on the relevant date or the last traded price, depending on the convention of the exchange on
which the investment 1s quoted In the case of unquoted investments fair value 1s established in accordance with industry guidelines by using
measurements of value such as pnce of recent transaction, earmings multiple and net assets, where no reliable farr value can be estimated using
such techruques, unquoted mvestments are carrnied at cost subject to prowision for impairment where necessary

Gans and losses ansing from changes i far value of investments are recogmsed as part of the capital return within the income statement and
allocated to the revaluation reserve Transaction costs attributable to the acquisition or disposal of investments are charged to capital return
within the income statement

Those venture capital investments that may be termed assocrated undertakings are carried at fair value as determined by the directors in
accordance with the company's normal policy and are not equity accounted as required by the Companies Act 2006 The directors consider
that, as these investiments are held as part of the company's portfalio with a view to the ultimate realisation of capital gains equity accounting
would not give atrue and fair view of the company's interests i these investments Quantification of the effect of this departure 1s not
practicable Carrying nvestments at far value is specifically permitted under Financial Reporting Standard 9 *Associates and Joint Ventures™,
where venture capital entities hold investments as part of a portfalio

¢ Income

Dividends receivable on quoted equity shares are brought nto account on the ex-dividend date Drvidends recervable on unguoted equity
shares are brought into account when the company's right to receive payment 1s established and there 15 no reasonable doubt that payment
will be received Fixed returns on non-equity shares and debt secunties are recognised on an effective interest rate basis, provided there 1s no
reasonable doubt that payment will be received in due course

d Expenses

All expenses are accounted for o an accruals basis Expenses are charged to revenue return within the income statement except that

expenses which are incidental to the acquisition or disposal of an investment are allocated to capital return as incurred, and

expenses are split and allocated partly to capital return where a connection with the maintenance or enhancement of the value of the
investrenits held can be demonstrated, and accordingly the basic element of the investment management fee has been allocated 25% to
revenue return and 75% to capital return, 1n order to reflect the directors’ expected long-term view of the nature of the investment returns of
the company The performance-related element of the investment management fee has been charged 100% to capital return

e Revenue and capital

The revenue column of the income statement includes all income and revenue expenses of the company The capital column includes reahsed
and unreahsed gains and losses on investmenits and that part of the investment management fee which 1s allocated to capital return

f Taxation

UK corporation tax payable 15 prowided on taxable profits at the current rate The tax charge for the year is allocated between revenue return
and capital return on the “marginal basis™ as recommended in the SCRP

Provision i1s made for deferred taxation on all uming differences calculated at the current rate of tax relevant to the benefit or lability
g Dmdends payable

Drvidends payable are recognised as distributions in the financial statements when the company's lrability to make payment has been
established
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2 Income
Year ended Year ended
31 March 2010 31 March 2009
£000 £000
Franked investment income
Unquoted companies 191 74
Quoted companies 21 16
Interest receivable
Bank deposits* 22 107
Loans to unquoted companies 461 708
Listed fixed-tinterest investments 183 350
Sundry income* 48 -
926 1249

* Denotes income ansing from investments not designated as fair value through profit or loss at the time of acquisition

3 Investment management fee

Year ended 3% March 2010 Year ended 31 March 2009
Revenue Capital Total Revenue Capital Total
£000 £000 £000 £000 £000 £000

Investment management fee
Basic 130 390 520 134 401 535
Performance-related - - - - _ -
Irrecoverable VAT thereon - - - 6 19 25
130 390 520 140 420 560

NVM Private Equity Limited (NVM) provides investment management and secretanal services 1o the company under an agreement dated
24 September 2001, which may be terminated at any time by not less than twelve months’ notice being given by either party

NVM receives a fixed basic management fee of 2 06% per annum of net assets, cafculated half-yearly as at 31 March and 30 Septernber

and payable quarterly in advance The fee was increased from 2 0% with effect from 1 Apnl 2009 to compensate NVM for the adverse effect

of the exemption of management fees from VAT NVM s also entitled to recerve a performance-related fee of up to 1 0% which 1s payable
the company's total return per share (net asset growth plus dividend paid) in a financial year 1s two or more times the target, reducing on a
predetermined scale to nil if total return s equal to or less than the target The target for the year ended 31 March 2010 was 7 0% The directors
may at their discretion adjust the total return calculation to reflect any negative return in a previous pered and accordingly it has been decrded
that no performance-related fee will be payable in respect of the year ended 37 March 2010 NVM bears the cost of Sarasin & Partners fees

for managing the listed fixed-interest portfolio

NVM also provides admimistrative and secretanal services to the company for a fee of £44,000 per annum (linked to the movement in
the RPI} Thus fee 1s included in other expenses {see Note 5)

The Finance Act 2008 contained provisions exempting VCT management fees from VAT and accordingly NVM ceased charging VAT
on management and administrative and secretarial fees payable by the company with effect from 1 July 2008

The total running costs of the company, extluding performance-related management fees and any irrecoverable VAT thereon,
are capped at 3 5% of iLs net assets and NVM has agreed that any excess will be refunded by way of a reduction in 1ts fees

4 Recoverable VAT

HM Revenue & Customs has accepted that under European Union VAT law the exemption of VCT management fees from VAT should
have applied from January 1950 onwards and has indicated that claims may be made for repayment of VAT previously paid by VCTs

on management fees, subject to such claims being limited to a penod of three years prior to the date of clam Duning the year ended

31 March 2009 the company received a repayment of £280,000 in respect of VAT previously paid on management fees and this amount
was recogrused in the financial statements The directors believe it 1s possible that a further repayment of VAT may be recewvable in due
course, but they are unable at this stage 1o quantify the amount involved and consequently no prowision for any further recovery has
been made in these financial statements
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5 Other expenses

Year ended Year ended

31 March 2010 31 March 2009

£000 £000

Administrative and secretarial services 44 42
Directors remuneration 59 59
Auditors remuneration - audit services 16 15
Legal and professional expenses N 16
Irrecoverable VAT 11 19
Other expenses 66 62
17 213

Informatien on directors’ remuneration 1s given in the directors’ remuneration report on pages 20 and 21

6 Tax on return on ordinary activities
Year ended 31 March 2010

Year ended 31 March 2009

Revenue Capital Total Revenue Capital Total
£000 £000 £000 £000 £000 £000
{a) Analysis of charge/{credit) for the year
UK corporation tax payable/{recoverable)
on the return for the year 93 (93) - 208 (61) 147
(b) Tax reconcihation
Return on ordinary activities before tax 579 2319 2,893 963 (3.853)  (2.8%0)
Return on ordinary activities multiphed
by the standard rate of UK corporation tax
of 28% (2009 28%) 162 649 211 270 (1.079) (809)
Effect of
UK dividends not subject to tax (59) - (59) (25) - (25)
Capital returns not subject to tax - (462) {462} - {228) (228)
Unrealised adjustments to farr value - {296) (296) - 1,249 1,249
Margnal relief (70) 10 - (8) (3) (11)
Increase in surplus management expenses - 6 & - - -
Adjustment to tax charge n
respect of prior periods - - - {28) - (28)
Current tax charge/(crednt) for the penod 93 (93) - 208 (61) 147

{c) Factors which may affect future tax charges

The company has not recognised a deferred tax asset in respect of surplus management expenses carried forward of £23,000
(31 March 2009 £nil), as the company may not generate sufficient taxable income i the foreseeable future to utilise these expenses

There s no other unprovided deferred taxaticn

Approved venture capital trusts are exempt from tax on capital gains within the company Since the directors intend that the company will
continue to conduct its affars so as to maintain its approval as a veature capital trust no current or deferred tax has been prowded in respect

of any capital gains or losses arnsing on the revaluation or disposal of investments
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7 Dmvidends
Year ended 31 March 2010 Year ended 31 March 2009
Revenue Capital Total Revenue Capital Total
£000 £000 £000 £000 £000 £000
(a} Recognised as distnbutions in the
financial statements for the year
Previous year's second final diwidend 318 260 578 - - -
Current year's intenm dividends 405 174 579 402 173 575
723 434 1,157 402 173 575
(b} Paid and proposed in respect of the year
Interim paid - 2 Op (2009 2 Op) per share 405 174 579 402 173 575
Final proposed - 2 Op {2009 2 Op) per share 36 682 718 318 261 579
441 856 1,297 720 434 1,154

The revenue dwvidends pard and proposed in respect of the year form the basis far determining whether the company has comphed with the
requirements of Section 274 of the Income Tax Act 2007 as to the distnbution of investment income

The proposed final dividend of 2 Op per share far the year ended 31 March 2010 1s subject to approval by shareholders at the annual general
meeting on 1 July 2070 and has not been recognised as a liability in these financial statements

8 Return per share

The calculation of the return per share s based an the return on ordinary activities after tax for the year of £2 898 000 (2009 negative
£3,037 000) and on 29,185,666 (2009 29,132,520) shares, being the weighted average number of shares in 1ssue dunng the year

9 Investments
All investments are designated as fair value through profit or loss on initial recagnition, therefore all gains and losses arise on nvestments
designated at fair value through profit or loss

financial Reporting Standard 29 "Financial Instruments Disclosures’ (FRS 29) requires an analysis of investments valued at fair value based on
the reliability and sigrificance of the information used to measure therr farr value The level is determined by the lowest (that 1s the least reliable
or mdependently observable) level of input that 1s significant to the far value measurement for the iIndmidual investment in its entirety, as
follows

* Level 1 —investments with quoted prices In an active market

+ Level 2 - investments whose farr value 1s based directly on observable current market prices or indirectly being derived from market prices

* Level 3 - investments whase fair value i1s determiried using a valuation techruque based on assumptions that are not supported by observable
current market prices or based on cbservable market data

31 March 2010 31 March 2009
£000 £000
Level 1
Quoted venture capnal investments 2,362 1,603
Listed fixed-interest investments 5,002 5,700
Level 2
None - -
Level 3
Unguoted venture capital investments 15,414 13.606
22,778 20,909
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9 Investments continued

Movements in investments dunng the year are summarnised as follows

Venture Venture
capital capital Listed
— unguoted - quoted fixed-interest
Level 3 Level 1 Level 1 Total
£000 £000 £000 £000
Book cost at 1 Apnt 2009 14,224 2,999 6,113 23,333
Fair value adjustment at 1 April 2009 (615) (1,396) (413) (2,424)
Fair value at 1 Apnl 2009 13,606 1.603 5700 20,909
Movements in the year
Purchases at cost 5,991 61 3,870 9,922
Disposals - proceeds {5,566) (175) (5021) {10,762)
- net realised gains 1,187 74 390 1,651
Movermnents in far value 196 799 63 1.058
Far value at 31 March 2010 15 414 2,362 5,002 22,778
Compnsing
Book cost at 31 March 2010 16,424 2,618 4963 24 005
Fair value adjustment at 31 March 2010 {1,010 (256) 39 (1,227)
15,414 2,362 5,002 22778
Equity shares 3,718 2362 - 6,080
Preference shares 210 - - 210
Interest-bearing securtties 11 486 - 5,002 16 488
15,414 2,362 5,002 22,778

The gains and losses included in the above table have all been recognised in the Income Statement on page 30

FRS 29 requires disclosure by class of financial instrument, if the effect of changing one or more inputs to reasonably possible alternative
assumptions would result in a significant change to the farr value measurement The information used in determination of the fair value of
Level 3 investments 1s chosen with reference to the specific underlying circumstances and position of each investee company On that prudent
basis the directors consider that the impact of changing one or more of the inputs to reasonably possible alternative assumptions would not

change the fair value significantly

At 31 March 2010 there were commitments totaling £1,717,000 (31 March 2009 £nil) (n respect of investments approved by the manager

but not yet completed
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10 Investment disposals

Drsposals of venture capital investmenis during the year were as follows

Realised gain/(loss}

Cniginal Carrying value Disposal aganst carrying

cost prior to disposal proceeds value

£000 £000 £000 £000

Abermed 375 527 675 148
Advanced Computer Software 49 58 15 57
Britspace Holdings 1,201 735 805 70
DxS 327 2,587 3516 929
Foreman Roberts Group 1,000 - - -
Intercytex Group 250 8 - (8}
John Laing Partnership 305 - - -
Leda Holdings 420 131 6 (125)
Liquidlogic 49 288 363 75
Pivotal Laboratories Holdings {(deferred proceeds) - - 44 44
Other 254 146 217 71
4,230 4,480 5741 1,261

11 Unquoted investments

The cost and carrying value of matenal investrments in unqucted companies held at 31 March 2010 are shown below For this purpose any
investment included in the table of the fifteen largest venture capital nvestments on pages 12to 15, or 1a the corresponding table in the
previous year's annual report 1s regarded as material

31 March 2010 31 March 2009
Total Carrying Total Carrying
cost value cost value
£000 £000 £000 £000
Promanex Group Holdings Limited
Ordinary shares 178 178 100 -
Loan stock 1417 1,417 200 500
1595 1,585 1,000 500
Kerridge Commercial Systems Limited
Ordinary shares 125 125 - -
Loan stock 1,119 1119 - -
1,244 1,244 - -
Axial Systems Holdings Limited
Ordinary shares 145 164 145 242
Loan stock 859 859 859 859
1,004 7023 1004 1101
Phusion Healthcare Limited
Ordtnary shares 100 100 - -
Loan stock 895 895 - -
995 995 = -
RCC Lifesctences Limited
Ordinary shares 100 100 - -
Loan stock 895 895 - -
995 995 - -
CloserStilt Holdings Limited
Ordinary shares 142 345 142 142
Loan stock 601 601 601 601
743 946 743 743
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11 Unquoted investments continued
31 March 2010

31 March 2009

Total Carrying Totat Carrying
cost value cost vilue
£000 £000 £000 £000
Wear Inns Limited
Ordtnary shares 208 208 178 176
Loan stock 631 631 208 208
839 839 386 384
Paladin Group Limited
Ordinary shares 256 226 256 522
Loan stock 605 805 605 605
861 831 861 1127
Optilan Group Limited
Crdinary shares 179 - 179 -
Loan stock 821 821 8 &N
1,000 74 1,000 821
Crantock Bakery Limited
Crdinary shares 90 419 90 205
Loan stock 352 352 352 352
442 772 442 557
Enwvirotec Limited
Ordinary shares 106 288 106 472
Loan stock 350 420 350 350
456 708 456 822
Arleigh International Limited
Ordinary shares Py 246 21 216
Loan stock 431 431 189 189
452 677 210 405
IG Doors Limited
Ordinary shares 50 150 50 -
Loan stock 450 450 450 250
500 600 500 250
Britspace Group Limited
Ordinary shares 467 256 - -
Loan stock 327 327 - -
794 583 - -
Frontier Foods Limited
Ordinary shares 157 - 157 157
Loan stock 385 - 385 385
542 - 542 542
Dx5 Limited
Ordinary shares - - 32 2,292
Loan stock - - 205 295
- - 327 2,587
Britspace Holdings Limited
Orcinary shares - - 443 -
Loan stock - - 758 735
- - 1,201 735
Abermed Limited
Ordinary shares - - 38 190
Loan stock -~ - 337 337
- — 375 527

Additional information relating to matenal investments in unquoted companies 1s given on pages 12to 15
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12 Significant interests

There are no shareholdings in companies where the company’s holding at 31 March 2010 represents (1} more than 20% of the allotted equity
share capital of any class, (2) more than 20% of the total aflotted share capital or (3) more than 20% of the assets of the company itself

13 Debtors
31 March 2010 31 March 2009
£000 £000
Prepayments and accrued income 158 152
Other debtors 159 696
317 848

14 Creditors (amounts falling due within one year)

31 March 2010

31 March 2009

£000 £000

Accruals and deferred income 193 45
Corporation tax payable - 174
193 219

15 Called-up equity share capital

31 March 2010

31 March 2009

£000 £000
Authorised
50,000,600 (2002 50,000,000) ordinary shares of 5p 2,500 2,500
Allotted and fully paid
35,920,800 (2009 28,939,039) ordinary shares of 5p 1.796 1,447

The capital of the company 15 managed in accordance wath its investment policy with a view to the achievement of its investment objective, as

set out on pages 6 and 7 The company ts not subject to externally imposed capital requirements

During the year the company 1ssued 163,424 ordinary shares of 5p for cash at an average premium of 80 1p per share in connection with the
dividend investment scheme and 9 961 101 shares at a premium of 90 Op per share through an offer for subscnption 3,142,764 shares were

re-purchased for cancellation at a cost of £2,725,000

16 Reserves

Capita!
Share redemption Capital Revaluation Revenue
premium reserve reserve reserve reserve
£000 £000 £000 £000 £000
At 1 Apnl 2009 8,089 188 16,432 (2,424) 591 .
Premium onissue of ordinary shares 9,096 - - - - :
Share 1ssue expenses (529} - - - - |
Shares purchased for cancellaten - 157 2,725) - -
Realised on disposal of investments - - 1,651 - -
Transfer on disposal of investments - - (139 139 -
Movements in fair value of investments - - - 1,058 -
Management fee capitahsed net of associated tax - - (297) - -
Revenue return on ordinary activities after tax - - - - 486
Dividends recogrised in the year - - (434) - (723)
1
At 31 March 2010 16 656 345 14,438 {1,227) 354

At 31 March 2010, distributable reserves amounted to £14,881,000 (31 March 2009 £16,610,000), comprising the capital reserve, the revenue
reserve and that part of the revaluation reserve relating to holding gains/losses on readily realisable hsted fixed-interest investments
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17 Net asset value per share

The calculation of net asset value per share as at 31 March 2010 15 based on net assets of £32,412,000 (2009 £24,323,000) divided by the
35,920,800 (2009 28 939,039) ordinary shares 1 1ssue at that date

18 Financial instruments

The company's financial instruments comprise equity and fixed-interest investments, cash balances and hquid resources including debtors
and creditors The company helds financial assets in accordance wath its investment policy of investing mainly in a portfolio of VCT-quakifying
unquoted and AlM-quoted secunties whilst holding a proportion of its assets in cash or near-cash investments in order to provide a reserve
of higuidity

Fixed asset investments (see note 9) are valued at farr value For quoted Investments this 1s either bud price or the latest traded price,
depending on the convention of the exchange on which the investment 1s quoted Unquoted investments are carried at farr value as
determined by the directors in accordance with current venture capital industry guidelines The fair value of all other financial assets and
liabilities 15 represented by their carrying value in the balance sheet

In carrying on its investment activities the company 1s exposed to various types of risk associated with the financial instruments and markets
in which it invests The most significant types of financial risk facing the company are market nsk, credit sk and liquidity nsk The company's
approach to managing these risks 1s set out below together with a description of the nature and amount of the financial instruments he!d at
the balance sheet date

Market rnisk

The company's strategy for managing investment risk is determined with regard to the company's investment objective, as outlined in the
business review on pages 6 to 10 The management of market risk 1s part of the investment management process and 1s a central feature

of venture capital investment The company's portfoho 1s managed in accordance with the policies and procedures described in the carporate
governance statement on pages 22 to 26, having regard to the possible effects of adverse pnce movements, with the objective of maximising
overall returns to shareholders Investments in unquoted compares, by their nature, usually invelve a higher degree of nisk than investments
n companies quoted on a recognised stock exchange, though the risk can be mitigated to a certain extent by diversifying the portfolio across
business sectors and asset classes The overall disposition of the company's assets 1s monitored by the board on a quarterly basis

Details of the company's investment portfoko at the balance sheet date are set out on page 11 An analysis of investments between debt and
equity Instruments 1s grven in Note 9

7 3% (31 March 2009 6 %) by value of the company's net assets comprises equity securities listed on the London Stock Exchange or quoted
on AIM A 5% movement in the brd price of these secunities as at 31 March 2010 would have changed net assets and the total return for the
year by £118,000 (371 March 2009 £80,000)

47 6% (31 March 2009 55 9%) by value of the company's net assets comprises investments in unquoted companies held at farr vaiue The
valuation methods used by the company include the application of a price/earnings ratio denved from listed companies with similar
charactenstics and consequently the value of the unquoted element of the portfolio can be indirectly affected by price movements on the
London Stock Exchange A 5% movement in the valuation of the unquoted investments at 31 March 2070 would have changed net assets and
the total return for the year by £770,000 (31 March 2009 £680,000)

Interest rate risk

Some of the company’s financial assets are interest-bearing, of which some are at fixed rates and some vanable As a result, the company s
exposed to far value interest rate risk due to fluctuations in the prevailing levels of market interest rates
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18 Financial instruments continued

a) Fixed rate investments

The table below summanses weighted average effective interest rates for the company's fixed rate interest-beaning financial instruments

31 March 2010 31 March 2009
Weighted Weighted
Weighted average Weighted average
Total average pernod for Total average penod for
fixed rate Interest which rate fixed rate interest which rate
portfolio rate 1s fixed portfolio rate 15 fixed
£000 % Years £000 % Years
Listed fixed-interest investments 5,002 4 3% 12 5700 4 8% 09
Short-term cash deposits - - - 1600 - 02
Fixed-rate investments in unquoted companies 2,003 10 6% 15 1,180 9 9% 13
7,005 8 480

Due to the relatively short period to maturity of the fixed rate investments held within the portfoho, it 1s considered that an increase ar decrease
of 25 basis points in interest rates as at the reporting date would not have had a significant effect on the company’s net assets or total return for
the year

{b) Floating rate investments

The company's floating rate investments comprise floating-rate loans to unquoted companies and cash held in interest-bearing deposit
accounts The benchmark rate which determines the rate of interest receivable on such mnvestments is the UK bank base rate, which was
0 5% at 31 March 2010 (31 March 2009 0 5%) The amounts held in floating rate investments at the balance sheet date were as follows

31 March 2010 31 March 2009

£000 £000

Floating rate loans to unquoted companies 9.483 6,413
Interest-bearing depasit accounts 9.510 1,185
18,993 7.598

Credit nsk

Credit sk 1s the risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment that it has entered into with
the company The investment manager and the board carry out a regular review of counterparty risk The carrying values of financial assets
represent the maximum credit risk exposure at the balance sheet date

At 31 March 2010 the company’s financial assets exposed to credit nisk compnsed the following

31 March 2010 31 March 2009

£000 £000

Listed fixed-interest investments 5,002 5,700
Short-term cash deposits - 1,600
Fixed-rate investments in unquoted companies 2,003 1,180
Floating rate loans to unquoted companies 9,483 6,413
Interest-beaning deposit accounts 9510 1,185
Accrued dividends and interest receivable 158 143
26,156 16,221
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18 Financial instruments continued

Credtt nisk relaung to listed fixed-interest investments 1s mitigated by investing in a portfolio of investment instruments of high credit quality,
comprising securities 1ssued by the UK Government, European Union governments and major UK and international comparnies and
institutions  Credit nsk refating to loans to and preference shares in unquoted companies 1s considered to be part of market risk

Those assets of the company which are traded on recognised stock exchanges are held on the campany s behalf by third party custodians
{Bank of New York in the case of listed fixed-interest investments and Brewin Dolphin Limited in the case of quoted equity securities)
Bankruptcy or tnsolvency of a custodian could cause the company s nghts with respect to securities held by the custodian to be delayed
or imited

Credit nsk ansing on transactions with brokers relates to transactions in quoted securities awaiting settlement Risk relating to unsettled
transactions 1s constdered to be low due to the short settlement peried involved and the high credit quality of the brokers used The board
further mitigates the nisk by monitoring the quality of service provided by the brokers

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

There were no significant concentrations of credit nisk to counterparties at 31 March 2010 or 31 March 2009 No individual investment
exceeded 4 4% of the company's net assets at 31 March 2010 (31 March 2009 5 9%)

Liquidity risk

The company’s financial assets include investments in unquoted equity secunities which are not traded en arecognised stock exchange and
which generally may be llliquid As a result, the company may not be able to realise some of its investments in these instruments quickly at
an amount close to thewr fair value in order to meet its iquidity requirements or to respend to specific events such as a detenoration in the
creditworthiness of any particular 1ssuer

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

The company's iquidity nisk 1s managed on a continuing basis by the investment manager in accordance with policies and procedures
laid down by the board The company s overall iquidity nsks are monitered an a quarterly basis by the board

The company maintains sufficient investments i cash and readily realisable secunties to pay accounts payable and accrued expenses
At 31 March 2010 these investments were valued at £14,512,000 (31 March 2009 £8,485,000)

19 Contingent habilities

At 31 March 2010 the company had a potential liability of £623,000 {31 March 2009 £696,000) 1n respect of guarantees given to secure
certain habiltres and obligations of investee compares
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