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FINANCIAL

HEADLINES

1.3%  Total return for the year to 31 December 2010

77.4p Net Asset Value at 31 December 2010

5p Final Dividend proposed

£2.7m Amount invested during the year into investee

companies

7 Number of new investee companies in the year




Financial Calendar
The Company's financial calendar 15 as follows

1 May 201 Annual General Meeting

August 201 Half-yearly results to 30 June 201 published

Aprit 2012 Annual results for year to 31 December 2011 announced, Annual Report and financial statements
published

Dividends

Dividends will be pawd by the Registrar on behalf of the Company Shareholders who wish {0 have dividends pawd directly
into their bank account rather than by cheque to their reqistered address can complete a mandate form for this
purpose Queries relating to dividends, shareholdings and requests for mandate forms should be directed to the
Company’s Reqistrar, Capita Reqistrars, by calling 0871 664 0300 (calls cost 10p per minute plus network extras), or by
wniing to them at i

Capita Registrars Limited
The Reqgistry

34 Beckenham Road
Beckenham

Kent

BR3 4BR

www capitaregistrars com

The Directors are proposing at the 2011 Annual General Meeting that a final dividend of 5p per Ordinary share be paid

Share Price

The Company's share price 1s published daily on the London Stock Exchange’s website
(www londonstockexchange com), and other financial websites, and can also be accessed through the Company’s
website (www hygeavct com) The share price may be found with the following TIDM/EPIC code

Ordinary Shares

TIDM/EPIC code HYG
Latest mid-market share price (7 Aprit 2011) 57 5p per share




Buying and Selling Shares

The Company’s Qrdinary shares, which are listed on the London Stock Exchange and Sharemark, can be bought and
sold in the same way as any other company quoted on a recognised stock exchange via a stockbroker There may be
tax imphcations in respect of all or part of your holdings, so Shareholders should contact their independent financial
adviser if they have any queries

The Company does not currently operate a buyback policy If you are considering selling your shares or trading in the
secondary market, please contact the Company's Corporate Broker, Matrix Corporate Capital LLP (*Matrix”) Matrix can
be contacted as follows

Chris Lloyd
0203 206 7176 chris lloyd@matrixgroup co uk
Paul Nolan
0203 206 7177 paul nolan@matrixqroup ¢o uk

Sharemark can be contacted as follows

Sophie Douglas
01296 439432 sgphie douglas@share co uk

Notification of Change of Address

Communications with Shareholders are maited to the registered address held on the share reqister In the event of a
change of address or other amendment this should be notified to the Company's Registrar, Capita Registrars, (contact
details shown above) under the signature of the registered holder

Other Information for Shareholders

Previously published Annual Reports and Half-yearly Reports are available for viewing on the Company’s website at
www hygeavct com




FINA
S

ABOUT HYGEA

VCT PLC

The Company 1s a Venture Capital Trust (VCT). Since 30 July 2007, the Board has managed the Company. The
Company was launched in October 2001 and raised over £7 million through an offer for subscription. A further
£540,000 has been raised by way of top-ups since inception.

The Company’s objective 1s to develop a portfolio of unguoted and guoted MedTech companies conforming to Hygea's
investment template (which can be found on www hygeavct com, clicking on About, and then clicking on fnvestment
Strategy/Process) in order to generate capital growth over the long-term

Venture Capital Trusts (VCTs)

VCTs were intreduced by the UK Government in 1995 to encourage individuals to invest in UK smaller companies The
Government achieved this by offering VCT investors a series of tax benefits

Hygea has been approved as a VCT by HM Revenue & Customs (HMRC) In order to maintain its approval the Company
must comply with certain requirements on a continuing basis Within three years from the date of provisional approval
at least 70% of the Company's investments rmust comprise “qualfying holdings” of which at feast 30% must be in
eligible ordinary shares A “gualifying holding” consists of up to £1 million invested 1n any one year in new shares or
secunties in an unquoted Company (including companies histed on AlM and PLUS) which i1s carrymg on a quahifying
trade and whose gross assets do not exceed £15 million at the time of investment The Company has continued its
compliance with these requirements

NCIAL
UMMARY

Year to
31 December 2010

Year to
31 December 2009

Net assets (£'000s) 6,282 7,404
Return on erdinary activities after tax (£°000s) 94 2,070
Earnings per share 12p 25 8p
Net asset value per share 774p 912p
Dividends paid since inception 16 25p 125p
Total return (NAV plus dividends paid) 93 65p 92 45p




| am pleased to present the 2010 annual report to
shareholders in Hygea vct plc

Following the realisation in 2009 of two of our
investments, the focus of our attention in 2010 has
been the reinvestment of the cash proceeds in the best
possible opportunities while maintaining our VCT
qualifying position Our net asset value at 31 December
2010 was 77 4p which, after taking account of the
dividends paid to shareholders in 2010 of 15p,
represents a total return of 12p for the year In the light
of the economic circumstances which prevailed during
2010, we view this outcome as encouraging

Introduction

2010 was a year of significant change in the UK, with a
new government being elected resulting in the
implementation of a substantial public sector cost
cutting programme There was also a general tightening
up of the normal sources of venture capital funding and
trade exts to major compames Against this
background and increasing life expectations, your
board believes that rather than individuals spending
some one third of their ives in retirement, they will
have to work well beyond current retirement ages,
which provides an attractive backdrop for MedTech
companies delivering better patient outcomes at lower
total cost

In response to this challenging economic chimate and
the tough fundraising environment, your board 1s
proactively working on several projects which are
expected to assist portfolio companies seeking to raise
further funds We will provide further detaus as and
when the projects come to fruition

Results and Dividends

During the year our revenue return on ordinary
activities was a shightly increased loss of 1 6p per share
compared to 0 2p last year This resulted from a
reduction in income (which had been unexpectedly hugh
in 2009 due to the receipt of loan interest from DxS,
following the realisation of the investment), as well as
an increase n expenses due to admirustrative charges
associated with the payment of two dividends, the
previcusly approved increase in Directors’ fees and a
full year's charge for our new advisers The total
expense ratio remains below 3% and we intend that,
subject to unforeseen circumstances, this will continue

As previously reported, we have received further
proceeds from the DxS disposal as the company
reached agreed milestones This amounted to

£596,056 during the period, being £331,000 in respect
of the first instaiment of the escrow fund and
£264,856 1n respect of the earn-out This has led us to
achieve a capital return in the year of 2 8p (2009

26 0p)

We have accrued a further £300,000 in respect of the
final instalment of the escrow fund given that we are
now within six months of this becoming due We will
receive additional proceeds should DxS achieve further
milestones, which would further confirm the success of
the DxS deal to alt parties

As | wrote in my last report, we intend to maintain an
annual dividend of 5p per share and | am pleased to
confirm that the Directors are proposing a final
dividend of Sp per share payable on 1 July 2011 to
shareholders on the reqister on 27 May 2011, subject to
approval at the annual general meeting

Portfolio Review

Follow on investments in existing investee
companies

It 1s our pelicy to continue to support our existing
investee companies where a good business case
continues to be made for further investment In
particular we aim to maintain our percentage holding
where our liquid cash resources allow but the rules for
maintaining our VCT guabfying percentage, which are
particularly difficult for small funds such as Hygea,
often imit our ability in this regard

During the year under review we have invested further
funds i Arecor (£106,020), Freehand (£335,000), Glide
(£100,400), Hallmarg (£231,208), Insense {(£200,000)
and Omega Diagnostics (£230,868)

New investments

Buring the year we invested into three AIM companies,
EKF Diagnostics (£51,286), Reneuron (£50,000) and
Tristel (£55,481), and four unquoted companies, Axon
(£100,001), Eykena (£100,051), Exosect (£250.,005) and
Quotient Dragnostics (£200,000) Quotient was
acquired later in 2010 by AIM guoted EKF Dragnostics
and our holding (including rolled-up loan note interest)
was exchanged for shares in EKF Diagnostics

Since the year end we have invested £72,340 wnto
Archumed, a woundcare business spun out of Insense,
£250,000 into Freehand 2010, and & further £50,000
into Axon



Selected operational highlights

Further details of our most significant investments are
included in the Investment Review but 1 would Itke to
mention the following investments 1n particular

Freehand (faparoscopic camera holders) this has been
a turbulent year for Freehand with the Board electing
to take the company into admuinistration at the end of
2010 However, after considerable debate, your Board
decided to invest in a new vehicle, Freehand 2010 which
bought the Freehand IPR and stock from the
administrator We believe that the principles of the
busmess are still sound and that the new vehicle's
simphfied structure and reduced cost base has a good
chance of success

Glide (direct injections of sohd formulations) a chinical
trial duning 2010 successfully demonstrated the
equivalence of the Ghde formulation with the liguid,
commercial standard in humans However the tnial also
highlighted flaws with the delivery system and the
company has had to regroup to solve them, causing
delays

Hallmarg (MRI scanners for horses) continues to make
excellent progress bullding up an installed base of
scanners The new business model has been embraced
by the eguine vets in Europe and, although imtially
cash hungry, this model generates increased recurning
revenues The team are now actively re-entering the US
market and explering means of expanding into the
larger market 1n companion animals

Scancell {developing vaccines to target various types of
cancer) in early 2010 £2 5 million was raised
(accompanied by a transfer from PLUS Markets to AIM)
to fund Phase I/l trials of the melanoma treatment - in
June 2010 the trial was started - safety data in respect
of the first three patients was approved by the Cohort
Review Committee 1n January 2011

VCT Qualifying Status

PricewaterhouseCoopers LLP continues to provide the
Board with advice on the ongoing compliance with
HMRC rules and regulations concerming VCTs The
Board has been advised that the Company caentinues to
comply with the conditions laild down by HMRC for
maintaining approval as a VCT

In the recent Budget, the Chancellor increased both the
amount that any single company can receive under the
EIS or from VCTs as weil as increasing the rate of tax
relief on EIS These moves combined with a
consultation process to focus on ‘genune risk capital
investments’ are a welcome move to encourage
investment in comparues such as those in the Hygea
portfolio

Auditors

During the year our Auditors, Hyman Capital Services
Limited, resigned following their deregistration as
Statutory Auditor The Directors appointed James
Cowper LLPn their place James Cowper currently
audit a number of smaller VCTs

Annual General Meeting

The Company’s Annual General Meeting will take place
on Wednesday 11 May 2011 at i1 30 a m | look forward to
welcoming you to the meeting which will be held at the
offices of Matrix, 1 Vine Street, London WiJ OAH

Qutlook

We now have a balanced portfolio of & AIM quoted
companies and 10 unquoted companies Many
companies in the Medtech sector are continumng to find
the fund raising chmate chalienging and so we are
using our resources to help thase in aur partfolio,
which we believe have a strong business case and
prospects for the future, by contributing to therr
requests for further funds As you can see from the
accounts, we are effecbively fully invested for the
moment, but will seek to realise funds from our AtM
portfolio when we consider such requests provide a
strong case for further investment

However the economic chmate continues to be
especially challenging for small growing companies,
with many companies responding to the tightening up
of the funding prospects by focussing on reaching self-
suffictency, rather than racing towards technical goals

Your Board remain cautiously optirmistic about the
prospects for the MedTech sector, especially for our
investee compantes which conform to the Company's
investment template, as providing better health
outcomes at lower cost provides a sound foundation,
even In a tougher econemic chimate

\)P&JQW

- -

James Otter
Chairman
8 Apnl 20N




INVESTMENT

REVIEW

Investment Portfolio

Carrying Movement in
value at the year to
Investment Unrealised 31 December 31 December
at cost profit/(loss) 2010 2010
Unguoted investments (E'0C0) (£'000) (E'000) (E'00C0)
ImmuncBiclogy Limited 818 244 1,062 -
Hallmarqg Veterinary Imaging Limited 11é (257) 859 27
Insense Limited 509 m2) 397 -
Exosect Limited 250 - 250 -
Arecor Limited n4 - 14 -
Eykona Technologies Limrted 100 100
Axon Limited 100 - 100 -
Glide Pharmaceutical Technologies Limited 306 (206) 100 (420)
Wound Solutions Limited 350 (262) 88 (88)
Freehand Surgical Limited (holding company
of Prosurgics Limited)' 1,225 (1,225} - (688)
Purely Proteins Limited 372 (372) -
Total unguoted investments 5,260 (2,190) 3,070 {1,169)
Quoted investments
Scancell ple 1,061 23 1,084 375
EKF Diagnostics pic 260 152 412 151
Omega Diagnostics plc 356 (12) 344 19
EpiStem Holdings plc 66 126 192 (24)
Reneuron plc 50 13 63 13
Tristel plc 55 5 60 5
York Pharma plc 90 (90) - -
Total quoted investments 1,938 217 2,155 501
Total investments 7.198 1,973) 5,225 (668)

Note

1 Freehand Surgical Limited was placed into administration on 20 Decemper 2010

Objective and Investment Policy

The Company’s objective I1s to provide shareholders with an attractive income and capital return by investing its funds

in a partfoho of unquoted and quoted UK MedTech companies which meet the relevant ¢riteria under the VCT Rules and
canform to the investment template referred to in the second paragraph on page 5

The Company's investment policy i1s designed to deliver absolute returns on its investments rather than a performance
measured against the market indices On an ongoing basis, 1t 1s intended that at least 80% of the Company’s assets will
be invested in quahfying holdings, with the remamder held in cash and money market securities The Board does not
intend to vary the Company’s investment policy However, should a material change be deemed appropriate this will be
done with shareholders' approval by the passing of an ordinary resolution and tn accordance with the Listing Rules

The Directers control the overall nisk of the portfolio by ensuring that the Company has exposure ta a dwversified range
of quoted and unquoted companies from the MedTech sector The Directors will continually menitor the investment
process and ensure compliance with the investment policy

Valuation Methodology

Quoted and unguoted investments are valued in accordance with the accounting policy set out on page 31, which takes
account of current industry guideiines for the valuation of venture capital portfolios and 15 comphant with International
Private Equity and Venture Camitat Vatuations guidelines and current financial reporting standards

If you would like to find out more regarding the International Private Equity and Venture Capital (IPEVC) Valuation
Guidelines, please visit their website at www privateequityvaluation com




Ten largest holdings (by value)

Scancell plc

Background Scancell is a Nottingham-based biotechnology company that 1s developing a pipeline of vaccnes to
target vanous fypes of cancer, with the first farget being metanoma The platform technology, in effect, educates the
immune system how to respond - this means that the technology can also be licensed to pharmaceutical companies
to assist the development of their own therapeutic vaccines Scancell Iisted on PLUS Markets in September 2008,
raising £16 million - in July 2010, it transferred to AlM

Update since 2009 In early 2010 £E2 5 mullion was raised to fund Phase 1/l trials of the melanoma treatment through
to a stage where negotiations could be held with potential commercialisation partners - in June 2010 the tral was
started In January 2011 the safety data on the first three patients was reviewed by the Cohort Review Committee,
which approved escalation of the dose and recruitment of the next cohort of patients

Inltial investment date. December 2003

Cost: £1,061,000
Valuation: £1,084,000
Equity held: 935%

Last audited accounts. 30 Apnil 2010
Loss before tax. £18 milhion
Net assets- £6 0 million

ImmunoBiology Limited

Background ImmunoBiology 1S a biotechnology company that is focused on developing treatment areas such as
menngitis, tuberculosis, influenza and hepatitis C The company’s technology 1s based on the discovery that a group
of proteins known as ‘heat shock proteins' has a prvotal role in controlling the normal rmmune response to infections -
it has also iicensed in Scancell’s immunobody technology (see above) for use in certain treatments - both approaches
seek to educate the immune system how to respond

Update since 2009 the company has made scientific progress and 1s now planning for its first project to start climcal
trials

Initial investment date November 2005

Cost: £818,000
Valuation- £1,062,000
Equity held: 58%

Last audited accounts: 31 May 2010
Loss before tax: £16 milien
Net liabilities: £10 million

Halimarg Veterinary Imaging Limited

Background Hallmarg specialises in developing low cost magnetic resonance imaging systems for the vet market
The first application rs for equine vets to enable the diagnosis of causes of lameness in horses that are not identifiable
by any other method - this was the first MRI scanner in the world for standing horses - the business model relies
principally on a share of scan fees (1e recurring income) rather than systems sales The next development project 15
an MRI scanner for companion animals, a market which is significantly larger than the equine market

Undate since 2009 Hallmarg has conbinued o expand its installed base, implementing its changed business model
to secure more revenue after installation The audited accounts to August 2010 showed sales of £27 million (2009
£2 2 million} and operating profit of £50,280 (2009 £63,234 loss), with scan fee recurring income of £13 million
almost covering fixed overheads The critical next hurdles are the development and launch of the companion animal
scanner and to buld equine installations i the USA

Initial investment date: August 2005

Cost" £1.116,000
Valuation: £859,000
Equity held: NnNo%

Last audited accounts: 31 August 2010
Loss before tax: £129,000

Net assets: £2 4 milhon




INVESTMENT REVIEW (continued)

EFK Diagnostics Holdings plic

Background EKF ts an AIM listed company which David Evans (formerly chairman of, inter alia, DxS) and Juhan Baines
took board control of in Q4 2009, with the objective of bullding a leading diagnostic business with a particular focus
on the needs of diabetic patients - messrs Evans and Baines had been chairman and CEQ respectively of AIM hsted
point of care diagnostics business BBI, which histed on AIM in 2004 and was acquired by Inverness Medical for £84
milion 1n tate 2007 EKF completed 1ts first acquisibion in July 2010, which has been followed by two smaller
acquisiions - one of the tatter was Quotient Diagnostics, in which Hygea invested in January 2010 and exchanged its
investment for EKF shares in October 2010

Initial investment date: June 2010

Cost. £260,000
Valuation: £412,000

Equity held: 1%

Last audited accounts* 31 December 2009
Loss before tax: £277,000

Net assets: £5 & million

Insense Limited

Background Insense was a spin-aut from Unilever with a platform technology which Insense has deployed n the
fields of chronic wound care (now spun-cut as Archimed LLP in which Insense has a 49% interest), protein
stabihsation (spun-out as Arecor Lid - see below) and dermatology

Update since 2009 The key events were the spinming out of the chromic wound care division and continuing
negotiahions with major multinationais regarding dermatology applicahions

Initial investment date July 2003

Cost: £509,000
Valuation: £397,000

Equity held. 92%

Last audited accounts: 31 December 2009
Loss before tax: £12 milhion

Net assets: £88,000

Omeaga Diagnostics plc

Background Omega listed on AIM via a reverse acquisition in 2006 It1s a healthcare diagnostics business providing
WO products for use w hospitals, blood banks, chimics and laboratonies in over 100 countnes - it speciahses in the
areas of Food Intclerance, Autoimmune Disease and Infecticus Disease One of 1ts products 1s Food Detective for
home testing of aflergies brought about by 59 commonly eaten foods

Update since 2009 In December 2010 Aliergopharma was acquired for £775 milhon - 1t produces manual assays for
testing for allergies - part of the strategy for developing the business 1s to leverage off Omega’s distribution reach,
and take the assays into the much targer automated market using Omega’s Genarrayt platform and the IDS-ISYS
platform This wil! be hcensed from AIM listed Immunodiagnostic Systems Holdings The interim results to September
2010 showed sales of £3 3 milhon (2009 £2 9 million) and adjusted operating profit of £413,000 (2009 £176,000)

Initial investment date: August 2007
Cost: £356,000
Valuation: £344,000
Equity held: 1%

Last audited accounts: 31 March 2010
Profit before tax: £210,000

Net assets. £56 million




Exosect Limited

Background Exosect was established in 2001 as a spin-out from the University of Southampton to develop a platform
technology and range of natural bio-control products for the protection of food from pests and disease - the objective
15 to develop intelhgent solutions to pest management and overcome the drawbacks of conventional pesticides
Hygea invested in Exosect in January 2010

Initial investment date:
Cost:

Valuation:

Equity held:

Last audited accounts.
Loss before tax:

Net assets.

January 2010
£250,005
£250,005

27%

31 December 2010
£16 milhon

£5 8 million

EpiStem Holdings plc

Background EmiStem listed on AIM in Apnil 2007 Its knowledge 15 based on over 30 years research at Christies
Hospital, Manchester on the behaviour of adult epithelial stem cells - emthehal cancers account for over 80% of adult
cancers It has the attractive business model of a profitable Contract Research Crganmisation division, and a
Personalised Medrcine division In March 2009, a R&D collaboration agreement was signed with Novartis, under which
Epistem received an upfront cash payment of $4 milllon and research funding for two years

Update since 2009 A key event has been the development of Genedrive, a point-of-care molecular diagnostic
instrument The final results to June 2010 showed sales of £57 milien (2009 £4 O million) and pre-tax profit of
£350,000 (2009 £669,000 loss)

Initial investment date: April 2007
Cost: £66,000
Valuation® £192,000
Equity held. <%

Last audited accounts: 30 June 2010
Profit before tax: £360,000
Net assets: £58 million

Arecor Limited

Background Arecor was a spin-out from Insense (see above)} to commercialise technology developed by insense for
enabling biologics to maintain their integrity without the need for refrigeration - this both reduces cost and also helps
deployment in developing countries where temperature monitored cold storage facilities are in short supply The
technology also assists in maintaining the integrity and function of proteins exposed to 1onizing radiation as the

means of sterihsation

Initial investment date:
Cost:

Valuation:

Equity held:

Last audited accounts:
Loss before tax:

Net assets:

December 2008
£14,000
£114,000

2 6%

31 May 2010
£697,000
£301,000

n
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INVESTMENT REVIEW (continued)

Eykona Limited

Background Eykona was founded in 2007 to deploy computer vision technology (essentially 3D imaging) developed
within Oxford University for developing a hand held camera to measure the volume of chronic wounds - this 1s a wital
measurement for obtaiming an understanding of whether a wound 1s getting better or worse, and hence assist
determining the treatment to be applied

The first production version of the camera was delivered in May 2010 - sales are expected to start in early 2011 The
company 1S pursuing a recurring mncome business model

The 3D imaging technology also has potential applications outside MedTech

Initial investment date: March 2010
Cost: £100,051
Valuatlon: £100,051
Equity held: 318%

Last audited accounts. 31 August 2009
Loss before tax: £352,000

Net assets: £350,000

Update in Freehand

Background As at 31 December 2010, Hygea's investment was in Freehand Surgical Freehand 2010 is the successor
company to Freehand Surgical - the latter was placed in admimistration in Q4 2010 due to last minute difficulties in
finding new investors at an acceptable valuation Freehand's purpose 1s to improve the productivity in operating rooms
used for keyhole surgery (which 1s itself a productivity rmprovement over open surgery) - its first product, fFreehand, 1s
a camera holding robot for keyhole surgery - this both removes the need for a human to hold the camera and makes
longer aperations easter for the surgeon because, unlike a human camera holder, the robot does not get tired The
business model is free placement of the system and sales of consumables to generate recurring income

Update since 2009 The above business medel was launched in June 2010 and so against the background of the
financial constraints within the NHS has taken some time to start gaiming traction - however, York Healthcare
Economics 1ssued a report confirming the attractive economic benefits which Freehand brings The company enters
2011 with a very strong team for commercializing the selected market opportunity and a new CEO with considerable
experience of selling to surgeons

Disposals

During the year, the holding in Stemcells was fully disposed of by way of its admirustration The loss was reflected in
the income staterment for the year to 31 December 2009, and was transferred to the Capital Reserve - Realised during
the year to 31 December 2010

Carrying value at

3 December Cost of Proceeds of
2009 investment investment Total loss
Realisations (£'000) (£°000) (E'000) (£'000)
Stemcells plc 9 250 9 (241)
Total 9 250 9 (241}

In addition, a further £896,000 was received or accrued by way of additional proceeds from the previous investment
in DxS, which was disposed of in 2009




DETAILS OF
DIRECTORS

James Otter
(Non-Executive Chairman - age 53)

James is currently CEQ of Ghde Pharmaceutical
Technology Ltd, a solid formulation and drug delivery
company based near Oxford He remains an observer
on the Board of Hallmarg Veternary Imaging He 1s also
an active investor in TCS Cellworks, a supplier of
primary human cell cultures, and 1s Chairman of
Octopus VCT plc Previous positions include beaing a
marn board director of Spectris plc working on a
turnaround project in Denmark The bulk of his career
was spent in international commerciai roles with
Zeneca Agrochemicals {(formerly ICl and now
Syngenta) James has an MBA from INSEAD and a
degree n Natural Sciences from Cambridge

John Hustler
(Non-Executive Director - age 64)

John joined Peat Marwick, now KPMG, in 1965 and
became a Partner in 1983 Since leaving KPMG 1n 1993
to form Hustler Venture Partners Limited, he has
advised and been a director of a number of growing
companies He s presently Charrman of both Northern
Venture Trust plc and Octopus Titan VCT 2 ple and
Chairman of Renaissance Re Syndicate Management
Limited He was also a member of the Council of The
Institute of Chartered Accountants n England and
Wales and Chaiwrman of its Corporate Finance faculty
from 1997-2000, and was a member of the Counci! of
the British Venture Capital Association from 1989-1991

Charles Breese
{(Non-Executive Director - age 64)

Charles has nearly 30 years of experience of investing
in start-up, early stage and quoted smalier companies
harnessing technology to derive competitive
advantage He worked for KPMG from 1969 until 1982
He joined Larpent Newton in 1982 and was appointed
Managing Director in 1986 - Larpent Newton provides
the resources required to assist technology-based
companies wanting to develop from being unguoted
through to an AIM histing, and ultimately to achieving a
trade sale He has developed an !nvestment Template
which has proved successful in identifying early stage
companies which have delivered attracbive long term
returns Charles Is also a director of Octopus VCT plc




DIRECTORS'

REPORT

The Directors present their report and the audited
financial statements for the year ended 31 December
2010

This report has been prepared by the Directors in
accordance with the requirements of s415 of the
Companies Act 2006 The Company’s iIndependent
auditor 1s required by law to report on whether the
information given i the Directors’ Report (including
the Business Review) 1s consistent with the financial
statements The auditor’s opinion 1s included in their
report on page 25

Principal Activity and Status

The principal activity of the Company 1s to provide
shareholders with an attractive income and capital
return by investing its funds in a portfolie of unguoted
and guoted UK MedTech companies which meet the
relevant criteria under the VCT Rules

On 21 January 2010, the Company revoked investment
company status

The Company has been granted full approval as a
Venture Capital Trust by HMRC In order to maintain
approved status, the Company must comply on a
continuing basis with the provisions of s274 of the
Income Tax Act 2007, in particular, the Company is
reguired at all imes to hold at least 70% of its
investments (as defined in the legislation) in VCT
quahfying holdings, of which at least 30% must
comprise eligible ordinary shares

For this purpose, a “VCT gualfying holding™ consists of
up to £1 million invested in any one year in new shares
or secunities of a UK AIM gquoted company or an
unguoted company whichis carrying on a gualifying
trade, and whose gross assets and number of
employees at the time of investment do not exceed a
prescribed hmit The definition of “qualifying trade”
excludes certamn activities such as property investment
and development, financial services and asset leasing

The accounts have been prepared in accordance with
the requirements of the Companies Act 2006 The
Directors are required by the articles of association to
propose an ordinary resolution at the Company's
annual general meeting in 2012 that the Company
should continue as a Venture Capital Trust for a further
three year period, and at three yearly intervals
thereafter If any such resolution s not passed, the
Directors shall within four months convene a general
meeting to consider the proposals for the
reorganisation or winding-up of the Company

Review of Business Actlvities

The Directors are required by s417 of the Companies
Act 2006 to include a Business Review to shareholders
The Business Review 1s set out below and also includes
the Chairman’s Statement on pages 6 and 7, and the
Investment Review on pages 8 to 12 by reference

The purpose of this review 15 to provide shareholders
with a snapshot summary setting out the business
objectives of the Company, the Board's strategy to
achieve those objectives, the risks faced, the requlatory
environment and the key performance indicators used
to measure performance

Since the year end the following sigruficant post
balance sheet events have occurred,

e January 2011 - £72,340 investment in Archimed LLP
for a 357% share in the partnership

e March 2011 - £250,000 investment in Freehand 2010
Limited for the interest of 250,000 shares

e April 2011 - £50,000 investment in Axon Limited for
the interest of 2,500 shares

Performance and Key Performance
Indicators

The Board has a number of performance measures to
assess the Company's success in meeting its objectives
Performance, measured by the change in NAV and total
return per share, 15 also measured against the FTSE All-
Share index This 15 shown in the gragh on page 23 of
the Directors’ Remuneration Report This index has
been adopted as an informal benchmark

Results and dividend

Year ended Year ended
31 December 31 December
2010 2009
£°000 £000
Net return attributable
to shareholders 94 2,070
Appropriations
Interim dividend paid since
the year end - Op per share
(2009 - 10p - 812
Final dividend proposed
5p per share (2009 - 5p) 405 405

The proposed final dividend will, 1f approved by
shareholders, be paid on 1 July 2011 to shareholders on
the reqister on 27 May 2011




Objective and Investment Policy

The Company's ocbjective 1s to provide shareholders
with an attractive income and capital return by
investing its funds n a portfolio of unguoted and
quoted UK MedTech companies which meet the
relevant criteria under the VCT Rules

The Company's investment strategy is designed to
deliver absolute returns on its investments rather than
a performance measured against the market indices
On an ongoing basis, it 1s intended that at teast 80% of
the Company’s assets will be invested in gualifying
holdings, with the remainder held in cash and money
market securities The Board does not intend to vary
the Company’s investment policy However, should a
material change be deemed appropriate thus will be
done with shareholders’ approval by the passing of an
ordinary resolution and in accordance with the Listing
Rules

The Directors control the overall risk of the portfolio by
ensuring that the Company has exposure {o a
diversified range of quoted and unguoted companies
from the MedTech sector The Directors will continually
monitor the investment process and ensure comphance
with the investment pehicy

VCT requlation

Compliance with required rules and regulations 1s
considered with all investment decisions made The
company 1s further monitored on a continual basis to
ensure comphance The main cniteria to which the
company must adhere include

e At least 70% of investments must be made In
qualifying shares or securities

o At least 30% of the 70% of qualifying investments
must be invested inte Ordinary shares with no
preferential nghts

e No single investment made can exceed 15% of the
total company value at the time the investment 1s
made

o A mimimum of 10% of each qualifying investment
must be in Ordinary shares with no preferential
rights

Principal Risks, Risk Management and
Requlatory Environment

The Board carries out a regular review of the risk
environment in which the Company operates The main
areas of risk identified by the Board are as follows

VCT qualifying status risk: the Company 1s required
at all times to observe the conditions laild down in the
Income Tax Act 2007 fer the maintenance 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 hable to pay iIncome tax
on dividends received from the Company and, in certain

circumstances, to investors being required to repay the
initiat income tax rehef on their investment

The Board keeps the Company's VCT qualifying status
under reqular review The Board has also retained
PricewaterhouseCoopers LLP to undertake an
independent VCT status momtoring role

Investment risk: the majonity of the Company's
investments are in quoted and unguoted companies
which are VCT qualifying holdings, which by ther
nature entail a higher level of risk and lower iiquidity
than investments in large quoted companies The
Directors aim to limit the risk attached to the portfolio
as a whole by careful selection and timely realisation of
invesiments, by carrying out due diligence procedures
and by maintaiming a spread of haldings in terms of
financing stage The Board reviews the investment
portfolio on a regular basis

Fmancial risk* by 1ts nature, as a Venture Capital Trust,
the Company I1s exposed to market price risk, credit
risk, iguidity nisk, fair value and cash flow interest rate
risks All of the Company's Income and expenditure 1s
denominated in sterling and hence the Company has no
foreign currency risk The Company 1s financed
principally through equnty and has occasionally used a
working capital faciity The Company does not use
derivative financial instruments

Regulatory risk: the Company 1s required to comply
with the Companies Acts, the rules of the UK Listing
Authority and United Kingdom Accounting Standards
Breach of any of these might lead to suspension of the
Company's Stock Exchange histing, financial penalties
or a qualified audit report

Reputational risk' inadequate or falled controls might
result in breaches of requlation or loss of shareholder |
trust

Internal control nsk: the Board reviews annually the
system of internal controls, financial and non-financial,
operated by the Company These include controls
designed to ensure that the Company’s assets are
safeguarded and that proper accounting records are
maintaned

The Board seeks to mitigate the internal risks by
setting policy, regular review of performance,
enforcement of contractual obligations and monitening
progress and comphance In the mitigation and
management of these risks, the Board appltes
rigorously the principles detailed 1n the ‘Turnbull’
guidance Details of the Company's internal controls are
contained in the Corporate Governance section on
pages 19to 21

Due to the nature of the Company, environmental,
social and employee 1ssues do not apply and therefore
no disclosures in respect of these have been included in
the Directors report




Further detalts of the Company's risk management
policies are provided in note 14 to the financial
statements

Directors

The Directors of the Company dunng the period and
their interests (in respect of which transactions are
nobifiable under Disclosure and Transparency Rule
312R) In the 1ssued ordinary shares of SOp are shown
in the table below

31 December 31 December

2010 2009
James Otter (Chairman) 14,050 14,050
John Hustler 102,500 92,500
Charles Breese 105,000 105,000

Ali of the Directors' shares were held beneficially There
have been no changes in the Director's share interests
between 31 December 2010 and the date of this report

Under the Company's Articles of Association, one-third
of the Directors are required to retire by rotation each
year The Chairman is satisfied that, following individual
perfarmance evaluations, Mr John Hustler continues to
be effective and to demonstrate commitment to the
role

Brief biograptucal notes on the Directors are given on
page 13

Directors’ and Officers’ Liability Insurance

The Company has mamntained directors' and officers’
hability tnsurance cover on behalf of the Directors and
Company Secretary The Company's Articles of
Association provide, subject to provisions of UK
legisiation, an indemnuty for directors in respect of
costs which they may incur relating {o the defence of
any proceedings brought against them arising out of
their positions as directors, in which they are acquitted
or judgement 1s given in their favour by the Court

Whistieblowing

The Board has considered and implemented
arrangements in accordance with the Combined Code's
recommendztions, to encouraqe staff of the
Administration Manager or Secretary of the Company
to raise concerns, 1n conhdence, within their
orgarmisation about possible improprieties in matters of
financial reporting or other matters It 1s therefore
satisfied that adequate arrangements are in place to
allow an independent investigation, and follow on
action where necessary, to take place withun the
organisation

DIRECTORS' REPORT (continued)

Management

Since 30 July 2007 the Board has assumed
responstbility for the management of the Company and
its portfolhio The Board continues to review and
evaluate the management of the Company in the hight
of present circumstances whereby the resources of the
Company are fully invested in portfolio companies It
does not believe that it would be cost effective to seek
to appoint a third party manager at the present time
The terms of the Board's remuneration are set out at
the sections entitled, "Directors’ Emoluments” and
“Performance Fee”, both of which appear in the
Directors’ Remuneration Report

Share Issues and Open Offers

During the year, the Company did not i1ssue any shares
(2009 327,185 shares)

Share Capital, Rights Attaching to the
Shares and Restrictions on Voting and
Transfer

The Company's 1ssued ordinary share capital as at
31 December 2010 1s 8,115,376 ordinary shares of 50p
each

Subject to any suspension or abrogation of rights
pursuant to relevant law or the Company's Articles of
Association, the shares confer on thewr holders the
following principal nights

(@) the rnight to receive out of profits available for
distribution such dividends as may be agreed to
be paid (in the case of a final dividend n an
amount not exceeding the amount recommended
by the Board as approved by shareholders in a
general meeting or n the case of an mnterim
dividend 1n an amount determined by the Beard)
All dividends unclaimed for a period of 12 years
after having become due for payment are
forfeited automatically and cease to remain owing
by the Company,

{b) the nght, on a return of assets on a hquidation,
reduction of capital or otherwise, to share in the
surplus assets of the Company remamning after
payment of its habibties pan passu with {he other
holders of Ordinary shares, and

(c) the right to receive notice of and to attend and
speak and vote in person or by proxy at any
general meeting of the Company

On a show of hands every member present or
represented and voting has one vote and on a poll
every member present or represented and voting has
one vole for every share of which that member i1s the
holder, the appointment of a proxy must be received
not less than 48 hours before the time of the holding
of the relevant meeting or adjourned meeting or, in the




case of a poll taken otherwise than at or on the same
day as the relevant meeting or adjourned meeting, be
received after the poll has been demanded and not less
than 24 hours before the time appointed for the taking
of the poll

These nights can be suspended 1§ a member, or any
other person appearing to be interested in shares held
by that member, has failed to comply within the time
hmits specified in the Company's Articles of Association
with a notice pursuant to s793 of the Companies Act
2006 (notice by the Company requiring information
about interests in 1ts shares), the Company can unhl
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 thetr class the Company
can also withhold any dividend or other money payable
in respect of the shares (without any obligation to pay
interest) and refuse to accept certam transfers of the
relevant shares

Shareholders, either alone or with other shareholders,
have other nights as set out in the Company’s Articles
of Associatton and in company law

A member may choose whether his shares are
evidenced by share certificates (certificated shares) or
held in electronic (uncertificated) form in CREST (the
UK electronic settlement system) Any member may
transfer all or any of his shares, subject in the case of
cerbificated 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
remains the holder of the shares unbl the name of the
transferee 1s entered in the register of members

The Directors may refuse to reqgister a transfer of
certificated shares in favour of more than four persons
jointly or where there s no adequate evidence of
ownership or the transfer is not duly stamped (if so
required) The Directors may also refuse to reqister a
share transfer if ¢t 1S 1n respect of a certtficated share
which s not fully paid up or on which the Company has
a hen provided that, where the share transfer i1s in
respect of any share admitted to the Gfficial List
maintained by the UK Listing Authority, any such
discretion may not be exercised so as to prevent
dealings taking place on an open and proper basis, or if
n the opimion of the Birectors (and with the
concurrence of the UK Listing Authornity) exceptional
circumstances so warrant, provided that the exercise 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 n the Company’s Arficles of
Association, shareholders are subject to the
compulsory acquisition provisions 1n $974 to s991 of
the Companies Act 2006

Appointment and Replacement of Directors

A person may be appointed as a Director of the
Company by the shareholders in general meeting by
Ordinary Resolution {requiring a simple majonty of the
persons voting on the relevant resolution) or by the
Directors, no person, other than a Director retiring by
rotation or otherwise, shall be appointed or
reappointed a Director at any general meeting unless
he 1s receammended by the Directors or, not less than
seven nor more than 42 clear days before the date
appointed for the meeting, notice 15 given to the
Company of the intention to propose that person for
appomtment or re-appointment in the form and
manner set out in the Company's Articles of
Assoclation

Each Director who 1s appointed by the Directors (and
who has nat been elected as a Director of the Company
by the members at a general meeting held 1n the
interval since his appointment as a Director of the
Company) is 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 15 not three or an mtegral multiple of
three the number nearest to but not exceeding one-
third, are Lo be subject to re-election However in
accordance with the UK Corporate Governance Code,
all the Directors submit themselves for annual re-
election by shareholders

The Companies Act allows shareholders in a general
meeting by Ordinary Resolution (requiring a simpfe
majority of the persons voting on the relevant
Resolution) to remove any Director before the
expiration of s 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 taw from being a Director, becomes
bankrupt or 15 the subject of a relevant insolvency
procedure, or becomes of unsound mind, or if the
Board s¢ decides following at least six months' absence
without leave or if he or she becomes subject to
retevant procedures under the mental health laws, as
set out wn the Company’s Articles of Association

Powers of the Directors

Sutyect to the pravisions of the Companies Act, the
Memorandum and Articles of Association of the
Company and any directions gwven by shareholders by
Special Resolution, the Articles of Association specify
that the business of the Company 15 to be managed by
the directors, who may exercise all the powers of the

17



Company, whether relating to the management of the
business or not In particular the directors may exercise
on behalf of the Company its powers to purchase its
own shares to the extent permitted by shareholders

International Financial Reporting
Standards

As the Company 1s not part of a group it 1s not
mandatory for it to comply with International Financial
Reporting Standards The Company does not anticipate
that it will voluntarily adopt International Financial
Reporting Standards

Creditor Payment Policy

The Company's payment policy for the forthcoming
financial year 1s to agree terms of payment before
business 15 transacted and to settle accounts in
accordance with those terms The Company does not
follow any code or standard with regard to creditor
payment practice At 31 December 2010 there were no
trade creditors (2009 £nil)

Environmental Policy

The Company always makes full effort to conduct its
business m a manner that 1s responsible to the
environment This responsibility 15 always maintained in
investment decisions where possible

Going Concern

The Company's business activities and the factors likely
to affect 1ts future performance and position are set
out In the Chairman's Statement and Investment
Review on pages 6 to 12 Further detalls on the
management of financial risk may be found in note 14
to the Financial Statements

The Board receives regular reports from the
Admimistration Manager and the Directors believe that,
as no matenal uncertainties leading to significant
doubt about going concern have been identified, It 1s
appropriate to continue to adopt the going concern
basis in preparing the financial statements

The assets of the Company consist mainly of cash
resources and securities, some of which are readily
realisable As such, the Company has adequate
financial resources to continue in operational existence
for the foreseeabie future

Substantial Shareholdings

As al the date of this report, no disclosures of major
shareholdings had been made to the Company under
Disclosure and Transparency Rule 5 (Vote Holder and
Issuer Notification Rules)

DIRECTORS' REPORT (continued)

Annual General Meeting

Notice convening the 2011 Annual General Meeting of
the Company and a form of proxy in relation to the
meeting can each be found at the end of this
document

Independent Auditor

Hyman Capital Services Limited ceased to be the
Company's auditor during the year The Company has
now engaged James Cowper LLP and they offer
themselves for reappointment as auditor A resolution
to re-appoint James Cowper LLP will be proposed at
the forthcoming Annual General Meeting

Directors’ Authority to Allot Shares, to
Disapply Pre-emption Rights

Resolution 7 renews the Directors' authority to allot
Ordinary shares This would enable the Directors until
May 2012, to allot up to 81,537 ordinary shares
(representing approximately 0% of the Company’s
1ssued share capital as at 31 December 2010)

Resolution 8 renews and extends the Directors’
authority to allot equity secunities for cash without pre-
emption rights applying in certain circumstances This
Resolution would authorise the Directors, until the date
falling 15 months after the date of the passing of the
Resolution or, If earber, the conclusion of the next
Annual General Meeting of the Company, to 1ssue
Ordinary shares for cash without pre-emption rights
applying by way of an offer to existing shareholders, or
re-1ssuing shares out of Treasury up to a maximum of
811,537 Ordinary shares (representmg approximately
10% of the Company’s 1ssued share capital as at

31 December 2010} This power wiil be exercised only if,
in the opinion of the Directors, it would be in the best
interests of shareholders, as a whole

By Order of the Board

Craig Hunter
Company Secrgtary
8 April 201




CORPORATE

GOVERNANCE

The Board of Hygea vct plc has considered the
principles and recommendations of the Association of
Investment Companies Code of Corporate Governance
(AIC Code) by reference to the Association of
Investment Companies Corporate Governance Guide for
Investment Compantes (AIC Guide)

The AIC Code, as explained by the AIC Guide, addresses
all the principles set out 1n the 2008 Combined Code,
as well as setting out additional principles and
recommendations on 1ssues that are of specific
relevance to the Company The Board considers that
reporting against prinCiples and recommendations of
the AIC Code, by reference to the AIC Guide (which
incorpeorates the Combined Code), will provide better
information to shareholders

The Company 1s commutted to maintaining high
standards in corporate governance The Directors
consider that the Company has, throughout the period
under review, comphed with the provisions set out in
the 2008 Combined Code on Corporate Governance
with the exceptions set out in the Compliance
Statement on page 21

Board of Directors

The Company has a Beoard of three independent non-
executive Directors The Board meets regularly to
review the investment performance and monitor
coampliance with the investment policy previously laid
down by the Board

The Board has a formal schedule of matters specifically
reserved for its decision which include

e the consideration and approval of future
developments or changes to the investment policy,
inctuding risk and asset aflocation,

o consideration of corporate strategy,

e approval of the appropnate dividend to be paid to
the shareholders,

s the appointment, evaluation, removal and
remuneration of a Manager,

e the performance of the Company, including
monitoning of the discount of the net asset value to
the share price, and

e monitoring shareholder profites and considering
shareholder communications

The Chairman leads the Board in the determination of
its strategy and in the achievemnent of its objectives

The Chairman 1s responsible for organising the
business of the Board, ensuring its effectiveness and
setting its agenda, and has no involvement in the day
to day business of the Company He facilitates the
effective contribution of the Directors and ensures that
they receive accurate, timely and clear information and
that they communicate effectively with shareholders

The Company Secretary 1s responsible for advising the
Board through the Chairman on all governance
matters All of the Directors have access to the advice
and services of the Company Secretary, who has
admitnistrative responsibibty 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

The Company's Articles of Association and the
schedule of matters reserved to the Board for decision
provide that the appointment and removal of the
Company Secretary i1s a matter for the full Board

During the year the following were held

Audit Audit

Full Board No. of Committee Committee
meetings meetings meetings meetings

held attended held attended

James Otter 7 T N/A N/A
John Hustler 7 T 2 2
Chartes Breese 7 7 2 2

Additional meetings were held as required to address
specific 1ssues A brief biographical summary of each
Director 1s given on page 13

The Company’s Articles of Association require that one
thurd of Directors should retire by rotation each year
and seek re-election at the Annual General Meeting,
and that Directors appointed by the Board should seek
re-appointment at the next Annual General Meeting
fallowing appowintment All Directors are reguired te
submit themselves for re-election at least every three
years This practice was followed during the year under
review However In accordance with the UK Corporate
Governance Code, all the Directors submit themselves
for annual re-election by shareholders

The Board has appointed two commuttees to make
recommendations to the Board in specific areas
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Audit Committee:

The Audit Committee, chaired by John Hustler, consists
of two mdependent Directors The Audit Committee
believes John Hustler possesses appropnate and
relevant financial experience as per the requirements
of the Combined Code The Board considers that the
members of the Committee are independent and have
collectively the skills and experience required to
discharge their duties effectively

The Audit Committee's terms of reference include the
following roles and responsibilities

e reviewing and making recommendations to the
Board in relation to the Company’s published
financial statements and other formal
announcements relating to the Company's financial
performance,

e reviewing and making recommendations to the
Board in relation to the Company's internal control
(ncluding internal financial controly and risk
management systems,

& penodically considering the need for an internal
audit function,

o making recommendations to the Board in relation to
the appointment, re-appointment and removal of the
external auditor, and approving the remuneration
and terms of engagement of the external auditor,

e reviewing and monitoring the external auditor’s
ndependence and objectivity and the effectiveness
of the audit process, taking into consideration
relevant UK professional requlatory requirements,

« monitoring the extent to which the external auditor
i1s engaged to supply non-audit services, and

e ensuring that the admimistration manager has
arrangements in place for the mvestigation and
follow-up of any concerns raised confidentially by
staff in refation to propriety of financial reporting or
other matters

The Commuttee 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 available on request from the
Company Secretary The Committee meets twice per
year and has direct access to James Cowper LLP, the
Company's external auditor The Audit Commuittee has
reviewed the non-audit services provided by the
external auditor and does not believe they are
sufficient to influence their independence or objectivity

The Company does not have an independent internas
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 15 a need for such a function and if so
would recommend this to the Board

Curing the year ended 31 December 2010, the Audit
Committee discharged its responsibilities by

e reviewing and approving the external auditor’s terms
of engagement and remuneration,

& reviewing the external auditor's plan for the audit of
the Company’s financial statements, including
wentification of key risks and confirmation of
auditor independence,

o reviewing Octopus investments Limited's statement
of internal controls in relation to the Company's
business and assessing the effectiveness of those
controls in minimising the impact of key risks,

e reviewing periodic reports on the effectiveness of
Octopus Investments Limited's comphance
procedures,

e reviewing the appropriateness of the Company's
accounting policies,

e reviewing the Company’s draft annual financial and
intenim results statement prior to Board approval,
and

& reviewing the external auditor's detailed reports to
the Cormmuittee on the annual financial statements

Nomination Committee:

The Nomination Commuttee considers the selection and
appointment of Directors and makes recommendations |
to the Board as to the level of Directors’ fees

It has not yet been necessary for the Committee to
meet and so terms of reference will be agreed if and
when appropriate The Board does not have a separate
remuneration committee as the Company has no
employees or executive Directors Detalled information
relating to the remuneration of Directors 1s given in the
Directors’ remuneration report

Internal Control

The Directors have overall responsitbility for keeping
under review the effectiveness of the Company's
systems of internal controls The purpose of these
controls 1s to ensure that proper accounting records
are maintained, the Company's assets are safeguarded
and the financial information used within the business
and for publication i1s accurate and rehable, such a
system can only provide reasonable and not absolute
assurance against material misstatement or loss The
system of internal controls 1s designed to manage
rather than eiminate the risk of failure to achieve the
business objectives The Board continually reviews
financial results and investment performance




Octopus 1s engaged to carry out the accounting
function and retains physical custedy of the documents
of title relating to unguoted investments

The Directers confirm that they have estabhshed a
continuing process throughout the year and up to the
date of this report for identifying, evaluating and
managing the significant petential risks faced by the
Company and have reviewed the effectiveness of the
internat control systems As part of this process an
annual review of the internal control systems is carried
out n accordance with the Financial Reporting Council
guidelines for internal control

Infernal control systerns include the production and
review of monthly bank and management accounts All
outflows made from the VCT's accounts require the
authority of two signatories from Octopus The VCT 1s
subject to a full annual audit Further to this, the Audit
Partner has open access to the Directors of the VCT
and the Administratron Manager 1s subject to regular
review by the Octopus Compliance Department

Financial Risk Management Objectives and
Policies

The Company 15 exposed to the risks ansing from s
operational and investment activities Further details
can be found in note 14 to the Financial Statements

Relations with Shareholders

Shareholders have the opportunity to meet the Board
at the Annual General Meeting In addition to the
formal business of the Annual General Meeling, the
Board is available to answer any guestions a
shareholder may have

The Board is also happy to respond to any written
queries made by shareholders during the course of the
year and can be contacted at the Company's reqistered
office 39 Alma Road, St Albans AL1 3AT

Compliance Statement

The Listing Rules reguire the Board to report on
comphance with the 48 Combined Code provisions
throughout the accounting year The preamble to the
Combined Code does, however, acknowledge that some
provisions may have less relevance for investment
companies With the exception of the hmited items
outlined below, the Company has comphed throughout
the accounting year to 31 December 2010 with the
prowisions set out in the UK Corporate Governance
Code

1 New Directors do not receive a full, formal and
tatored induction on Joining the Board Such matters
are addressed on an individual basis as they arise
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Due to the size of the Board and the nature of the
Company’s business, a formal performance
evaluation process for of the Board, its commuttees,
the individual Directors and the Chairman has not
been put in place or a formal evaluation been
undertaken Specific performance 1ssues are dealt
with as they arise

The Company has three independent Directors,
James Otter, John Hustler and Charles Breese as
defined by the Combined Code issued in 2008 The
Board constders that all directors have sufficient
experience to be able to exercise proper judgement
within the meaning of the Combined Code

The Company does not have a Chief Executive
Officer or semor independent Director The Board
does not consider this necessary for the size of the
Cormpany

The Company conducts a formal review as to
whether there 1s a need for an interpal audit
function However, the Directors do not consider that
an internal audit would be an appropriate control for
avCcT

The non-executive Directeors do not have service
contracts, whereas the recommendation s for fixed
term renewable contracts

The Company has no major shareholders so
shareholders are not given the opportunity to meet
any new non-executive Directors at a specific
meeting other than the Annual General Meeting

The Company does not have a remuneration
committee given the size of the Company and as
such the whaole hoard deal with any matters of this
nature

By order of the Board

Craig Hunter
Company Secrefary
8 Apnil 201
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DIRECTORS'

REMUNERATION REPORT

Introduction

This report 1s submitted tn accordance with s420 - 422

of the Campanies Act 2006, in respect of the year

ended 31 December 2010 An Ordinary Resolution for
the approval of this report will be put to the members

at the forthcoming Annual General Meeting

The Company's auditor, James Cowper LLP, 1s required
to give its apimien on certain infermation included in
this report, this comprises the Directors' emoluments
section below only Their report on these and other

matters 1s set out on page 25

Consideration by the Directors of Matters

Relating to Directors’ Remuneration

The Beard as a whole considers Birectors’
remuneration and has not appointed a separate

committee in this respect The Board has not sought
advice or services from any person in respect of its
consideration of Directors’ remuneration during the
year (although the Directors expect from time to time
to review the fees against those paid to the boards of

directors of other VCTs)

Statement of the Company’s policy on
Directors’ Remuneration

The Board consists entirely of non-executive Directors,

who meet at least four times a year and on other
occasions as necessary, to deal with the important
aspects of the Company's affairs Directors are

appointed with the expectation that they will serve for,
at least, a period of three years All Directors retire at
the first general meeting after election and thereatfter
one third of all Directors are subject to retirement by
rotation at subsequent Annual General Meetings Re-

election will be recommended by the Board but
dependent upon shareholder vote

Each Drrector received a fetter of appointment A

Director may resign by notice In writing to the Board at

any time None of the Directors are entitled to

compensation payable upon early termination of therr
contract other than in respect of any unexpired notice

period

The Company’s policy is that the fees payable to the
Directors should reflect the time spent by the Board an

the Company's affairs and the responsibilities borne by
the Directors They should be sufficient to attract
candidates of high calibre to be recruited The policy 15
for the Chairman of the Board to be paid higher fees
than the other Directors in recognition of his more
onerous role

The Company's policy 1s for the Directors to be
remunerated in the form of fees, payable quarterly in
arrears The fees are not specifically related to the
Directors’ performance, either individually or
collectively Following the successful realisation of two
investments in 2009, the Board has resolved to
increase the annual fees payable to Directors, which
had remained unchanged since the formation of the
company, with effect from 1 October 2009 to reflect the
mncreased workload involved in managing the company
The fee for the Chairman has been increased o
£20,000 per annum and for Directors to £17,500 per
annum

The Directors are also entitled to participate in a
performance bonus calculated as 20% of sums
returned to shareholders by way of dividends and
capital distributions of whatever nature, which in
aggregate exceeds the sum of 80p per share (including
dividends paid to date. 1 e 16 25p, but excluding any
sums returned to shareholders from HMRC 1n the year
of subscription) At the 31 December 2010, no
performance fee was payable (2009 nil} The Board s
also entitled to be repaid all reasonable travelling,
subsistence and other expenses incurred by them
respectively whilst conducting their duties as Directors

Company Performance

The Board 1s responsible for the Company's investment
strategy, management and performance

The graph below compares the NAV return (rebased to
100) of the Company over the pertod from October
2001 to December 2010, with the total return from a
notional investment (rebased to 100} 1n the FTSE Al-
Share index over the same period This index Is
considered to he the most appropriate broad equity
market index for comparative purposes However, the
Directors wish to point out that VCTs are not able to
make qualifying investments in companies quoted cn
the Main Market in thewr observance of the VCT rules
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*based on notional investment on 1 October 2001
AIC methodology The NAV total return to the investor including the originatl amount invested (rebased to 10Qp) from
| launch, assuming that dividends paid were re-invested at the NAV of the Company at the time the shares were guoted

Directors’ Emoluments (Information Subject to Audit)
Amount of each Directors’ emoluments

Directors’ fees

Year ended Year ended

31 December 31 December

2010 2009

£ £

James Otter (Chairman) 20,000 16,250
John Hustler 17500 n.875
Charles Breese 17,500 11,875
Total 55,000 40,000

The Directors did not receive any other form of emoluments in addition te the directors’ fees

By order of the Board

raig Hunter|
Company Secretary
8 April 20W
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DIRECTORS’

RESPONSIBILITY

STATEMENT

The Directors are responsible for preparing the Annual
Report and the financial statements in accordance with
applicable laws and regulations

Company law reguires the Directors to prepare financial
statements for each financial year which give a true
and fair view of the assets, liabilities, financial position
and profit or loss of the Company Under that law the
Directors have elected to prepare financial statements
In accordance with United Kingdom Accounting
Standards (United Kingdom Generally Accepted
Accounting Practice)

In preparing these financial statements, the Directors
are required to

s select sutable accounting policies and then apply
them consistently,

o make judgments and estimates that are reasonable
and prudent,

e state whether applicable UK Accounting Standards
have been followed, subject to any matenal
departures disclosed and explained 1n the financial
statements, and

e prepare the financial statements on the going
concern basis unless it 1s inappropriate to presume
that the Company wil continuve in business

The Directors are responsible for keeping adequate
accounting recerds that disclose with reasonable
accuracy at any time the financial position of the
Company and enable them to ensure that the financial
statements comply with the Compantes Act 2006 They
are also responsible for safeguarding the assets of the
Company and hence for taking reasonable steps for the
prevention and detection of fraud and other
irregularities

The Directors are responsible for the mamtenance and
integrity of the corporate and financial information
Included on the Company’s website Leqislation in the
United Kingdom governing the preparation and
disseminatton of financial statements may differ from
legislation in other jurisdictions

In so far as each of the Directors 1s aware,

e there s na relevant audit infarmation of which the
Company’s auditor i1s unaware,

e the Directors have taken all steps that they ought to
have taken to make themselves aware of any
relevant audit information and to establish that the
auditor 1s aware of that information,

To the best of my knowledge,

e the financial statements, prepared in accordance
with the applicable set of accounting standards, give
a true and far view of the assets, liabilitres, financial
position and profit or loss of the Company, and

& the management report includes a fair review of the
development and performance of the business and
the position of the Company, together with a
description of the principal risks and uncertainties
that 1t faces

On behalf of the Beard

-

James Otter
Chairman
8 Apnil 2011
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REPORT OF THE
INDEPENDENT AUDITOR

Independent auditer’s report to the
members of Hygea vct plc

We have audited the financial statements of Hygea vct
plc for the year ended 31 December 2010 which
comprise the income statement, balance sheet,
cashflow statement, accounting policies and related
notes We have also audited the information set out in
the Directors’ Remuneration Report that i1s described as
having been audited The financial reporting framework
that has been apphed in their preparation 1s apphcable
law and United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice)

Respective responsibilities of Directors
and auditors

As explained more fully in the Statement of directors’
responsibilities, the directors are responsible for the
preparation of the financial statements and for being
satisfied that they give a true and fair view QOur
responsibility i1s to audit the financial statements in
accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those
standards require us to comply with the Auditing
Practices Board’s Ethical Standards for Auditors

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

Scope of the audit of the financial
statements
A description of the scope of an audit of financial

statements 1s provided on the APB's web-site at
www frc org uk/apb/scope/UKP

Opinion on financial statements
In our opinion the financial statements

e give a true and fair view of the state of the
Company's affairs as at 31 December 2010 and of 1ts
profit for the year then ended,

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

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

Opinion on other matters prescribed by the
Companies Act 2006

In our opinlon

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

& the information given in the Directors’ Report and
Chairman’s Staternent for the financial year for
which the financial statements are prepared is
consistent with the financial statements, and

o the information given in the Corporate Governance
statement with respect te internal control and risk
management systems and about share capital
structures 1s consistent with the financial
statements

Matters on which we are required to report
by exception

We have nothing to report in respect of the following
matters where the Companies Act 2006 requires us to
report to you Iif, in our opinion

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

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

s certain disclosures of director's remuneration
specified by law are not made, or

e we have not received all the infoermation and
explanations we require for our audt

Under the listing rules we are required to review

¢ thenformation given in the Report of the Directors
in relation to going concern, and

e the part of the Corporate Governance statement
relating to the Company's comphance with the nine
provisions of the June 2008 Combined Code
specified for our review

Mr Robert Holland

Senior Statutory Auditor

for and on behalf of James Cowper LLP
Chartered Accountants and Statutory Auditors
Oxford

%m Mol G

t7I§lllr
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INCOME
STATEMENT

Year to 31 December 2010

Revenue Capital Total

Notes £'000 £'000 £'000

Gain on disposal of fixed asset investments 9 - 89%6 896
Loss on valuation of fixed asset investments 9 - (668) (668)
Income 2 7 - 37
Other expenses 3 a7 - arn
Return on ordinary activities before tax {134) 228 94
Taxation on return on ordinary activities 5 - - -
Return on ordinary activities after tax {134) 228 94
Earnings per share - basic and diluted 7 (1.6)p 2.8p 1.2p

e The 'Total' column of this statement is 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

o All revenue and capital items in the above statement derive from centinumg operations
e The accompanying notes are an integral part of the financial statements

e The Company has only one class of bustness and derives its income from investments made in shares and securities
and from bank and money market funds

The Company has no recognised gains or losses other than the results for the year as set out above
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INCOME
STATEMENT

Year to 31 December 2009

Revenue Capital Total

Notes £°000 E'0CO £'000

Gain on disposal of fixed asset investments - 2,285 2.285
Loss on valuation of current asset investments - (198) (198)
Income 2 13 - n3
Cther expenses 3 (130) - (130)
Return on ordinary activities before tax an 2,087 2,070
Taxation on return on ordinary activities 5 - - -
Return on ordinary actlvities after tax 7 2,087 2,070
Earnings per share - basic and diluted 7 (0.2)p 26.0p 25.8p

e The 'Total' column of this statement 1s 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

¢ All revenue and capital items in the above statement denive from continuing operations
e« The accompanying notes are an integral part of the financial statements

¢ The Company has only one class of business and derives its income from investments made in shares and securities
and from bank and money market funds

The Company has no recognised gains or losses other than the results for the year as set out above

RECONCILIATION OF MOVEMENTS IN
SHAREHOLDERS' FUNDS

Year ended Year ended

31 December 2010 31 December 2009

£°000 £'000

Shareholders’ funds at start of year 7.404 5155
Return on crdinary activities after tax 94 2,070
Issue of equity (net of expenses) - 179
Dividends paid (1,216) -

Shareholders’ funds at end of year 6,282 7,404




As at 31 December 2010 As at 31 December 2009

Notes £000 £'000 E'CO0 £'000
Fixed asset investments* 9 5,225 3,359
Current assets

Debtors 10 323 29
Cash at bank 764 4,036
1,087 4,065
Creditors amounts falhing due within one year n €l (20)

Net current assets 1,057 4,045

Net assets 6,282 7.404
Called up equity share capital 12 4,058 4,058
Share prermium 13 1,737 1,737
Speaial distributable reserve 13 1,660 1,660
Capital redemption reserve 13 38 38
Capital reserve - gamns and losses on disposals 13 1,694 2,256
- holding gains and losses 13 1973) (1.547)
Revenue reserve 13 (932) (798)

Total equity shareholders’ funds 6,282 7404

Net asset value per share 8 77.4p 91.2p

*At fair value through profit and loss
The accompanying notes are an integral part of the financial statements

The statements were approved by the Directors and authonsed for 1ssue on 8 April 2011 and are signed on their behalf
by

N

James Otter
Chairman

Company No 04221489




CASH FLOW
STATEMENT

Year to Year to

31 December 2010 31 December 2009

Notes £'000 £'000

Net cash {(outflow)/inflow from operating activities (418) 21
Financial investment:

Purchase of fixed asset investments 9 (2,7143) (585)

Disposal of fixed asset investments 9 1,105 4,455

Financing:

Issue of shares - 179

Dividends paid (1,216) -

(Decrease)/increase in cash resources at bank (3,272) 4,070

Year to Year to

31 December 2010 31 December 2009

£'000 E'000

{Decrease)/increase In cash resources at bank (3.272) 4,070

Opening net funds 4,036 (34)

Net funds at 31 December* 764 4,036

* Net funds at 31 December 2009 and 31 December 2010 comprised cash at bank
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RECONCILIATION OF OPERATING PROFIT/(LOSS)

BEFORE TAXATION TO CASH FLOW FROM

OPERATING ACTIVITIES

Year to Year to

31 December 2010 31 December 2009

£'000 £'000

Return on ordinary activities before tax 94 2,070
Gain on disposal of fixed asset investments (896) (2.285)
Loss on valuation of fixed asset investments 668 198
{Increase)/decrease in debtors (294) 50
increase/(decrease) in creditors 10 (12)
(Outflow)/inflow from operating activities (418) 21
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NOTES TO THE FINANCIAL

STATEMENTS

Principal Accounting Policies

Basis of accounting

The financial statements have been prepared under the historical cost convention, except for the measurement at
fair value of certain financial instruments, and in accordance with UK Generally Accepted Accounting Prachice (UK
GAAP), and the Statement of Recommended Practice (SORP) “Financial Statements of Investment Trust
Companies” (revised 2009)

The principal accounting policies have remained unchanged from those set out in the Company's 2009 Annual
Report and financial statements A summary of the principal accounting policies 1s set out below

The Company has designated all fixed asset investments as being held at fair value through profit and loss,
therefore all gains and losses arising from investments held are attributable to financial assets held at fair value
through profit and loss Accordingly, ali interest income, fee income, expenses and impairment losses are
attributable to assets designated as being at fair value through profit and loss

The preparation of the financial statements requires the Board to make judgements and estimates that affect the
application of policies and reported amounts of assets, liabilities, income and expenses Estimates and
assumptions mainly relate to the fair valuation of the fixed asset investments particularly unquoted investments
Estimates are based on hustonical experience and other assumptions that are considered reasonable under the
circumstances The estimates and the assumptions are under continuous review with particular attention paid to
the carrying value of the investments

Capital valuation policies are those that are most important to the depiction of the Company's financial pesition
and that requires the application of subjective and complex judgements, often as a result of the need to make
estimates about the effects of matters that are inherently uncertain and may change in subseguent periaods The
critical accounting policies that are declared will not necessanly result in material changes to the financial
statements in any given period but rather contain a potential for material change The main accounting and
valuation policies used by the Company are disclosed below Whilst not all of the significant accounting policies
require subjective or complex judgements, the Company censiders that the following accounting policies should
be considered critical

Although the Company believes that the assumptions concerning the business environment and estimate of
future cash fiows are appropriate, changes in estimates and assumptions could require changes (n the stated
values This could lead to additional changes in fair value in the future

Investments
Purchases and sales of investments are recogrused In the financial statements at the date of the transaction
(trade date)

These investments will be managed and their performance evaluated on a far value basis in accordance with a
documented investment strategy and information about them has to be provided internally on that basis to the
Board Accordingly, as permitted by FRS 26, the investments will be designated as fair value through profit and
loss (FVTPL) on the basis that they qualify as a group of assets managed, and whose performance 1s evaluated,
on a fair value basis in accordance with a documented investment strategy The Company’s investments are
measured at subsequent reporting dates at fair value

In the case of investments quoted on a recognised stock exchange, fair value 1s established by reference to the
closing bid price on the relevant date or the last traded price, depending upon convention of the exchange on
which the investment 1s quoted This 1s consistent with the International Private Equity and Venture Capital
(IPEVC) guidelines

In the case of unquoted investments, fair value 1s established by using measures of value such as the price of
recent transactions, earmings multiple and net assets This 1s consistent with IPEVC valuation guidelines

Gains and losses artsing from changes in fair value of investments are recognised as part of the capital return
within the income statement and allocated to the capital reserve - holding gains/{losses)
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NOTES TO THE FINANCIAL STATEMENTS (continued)

In the preparation of the valuations of assets the Directors are required to make judgements and estimates that
are reasonable and incorporate their knowledge of the performance of the investee companies

Current asset investments

No current asset investments were held at 31 December 2010 or 31 December 2009 Should current assets be
held, gains and tosses arising from changes in fair value of investments are recognised as part of the capital
return within the Income Statement and allocated to the capital reserve - gains/(losses) on disposal

Income

Investment income includes interest earned on bank balances and from unquoted Ioan note securities Fixed
returns on debt are recognised on a time apportionment basis so as to reftect the effective yield, provided there
15 no reasonable doubt that payment will be received in due course

Expenses

All expenses are accounted for on an accruals basis Expenses are charged wholly to revenue with the exception
of the investment management fee (should there be one), which has been charged 25% to the revenue account
and 75% to the capital reserve to reflect, in the Directors’ opinion, the expected long-term spht of returns in the
form of income and capital gains respectively from the investment portfolio

Revenue and capital

The revenue column of the income statement includes all income and revenue expenses of the Company The
capital column includes gains and losses on disposal and holding gains and losses on investments Gains and
losses ansing from changes in fair value of investments are recognised as part of the capital return withun the
income statement and allocated to the appropriate capital reserve on the basis of whether they are readily
convertible to cash in full at the balance sheet date

Taxation

Corporation tax payable 1s applied to profits chargeable to corporation tax, if any, at the current rate The tax
effect of different items of income/gain and expenditure/loss Is allocated between capital and revenue return on
the “marginal” basis as recommended in the SORP

Deferred tax 1s recognised on an undiscounted basis in respect of all timing differences that have originated but
not reversed at the balance sheet date Where transactions or events have occurred at that date that will result in
an obhigation to pay more, or a right to pay less tax, with the exception that deferred tax assets are recognised
only to the extent that the Directors consider that it 1s more lhikely than not that there will be suitable taxable
profits from whtch the future reversal of the underlying timing can be deducted

Cash and hquid resources

Cash, for the purposes of the cash flow statement, comprises cash in hand and deposits repavable on demand,
less overdrafts payable on demand tLiquid rescurces are current asset investments which are disposable without
curtaibng or disrupting the business and are either readily convertible into known amounts of cash at or close to
their carrying values or traded in an active market Liquid resources comprise term deposits of less than one year
(other than cash), government securities, investment grade bonds and investments in money market managed
funds, as well as QE!Cs At the year end, no hquid resources were held by the Company

loans and receivables
The Company's loans and receivables are initially recognised at cost and subsequently measured at fair value,
being amortised cost using the effective interest rate method

Financing strategy and capital structure
FRS 29 ‘Financial Instruments Disclosures’ comprises disclosures’ relating to financial instruments

We define capital as shareholders’ funds and our financial strategy in the medium term s to manage a level of
cash that balances the risks of the business with optimising the return on equity

Financial instruments

The Company's principal financial assets are its investments and the policies in relation to those assets are set
out abave Financial iabilities and equity instruments are classified according to the substance of the contractual
arrangements entered into An eguity instrument I1s any contract that evidences a residual interest in the assets
of the entity after deducting all of its financial tabilities Where the contractual terms of share capital do not have
any terms meeting the defimition of a financial hiability then this is classed as an equity instrument




Capital management 1s monitored and controlled using the internal control procedures set out on page 16 of this
report The capital being managed includes equity and fixed-interest investments, cash balances and hquid

resources including debtors and creditors

The Company does not have any externally imposed capital requirements

Dividends

Dividends payable are recogrised as distributions in the financial statements when the Company's liability to
make payment has been estabhished This hability s established for interim dividends when they are declared by
the Board, and for final dividends when they are approved by the shareholders

Income
Year to Year to
31 December 2010 31 December 2009
£'000 £'000
Dividends received 1 -
Underwriting fee 14 -
Bank interest receivable 14 10
Loan note interest recewvable 8 103
37 13
Other Expenses
Year to Year to
31 December 2010 31 December 2009
£'000 £'000
Directors’ remuneration 56 40
Fees payable to the Company's auditor for the audit
of the financial statements 8 6
Fees payable to the Company's auditor for other services
- tax comphance 2 2
Legal and professional expenses 52 42
Accounting and admimistration services 29 25
Cther expenses 24 15
m 130
For the year ended 31 December 2010 the running costs were 2 7% (2009 18%) of net assets
Directors’ Remuneration
Year to Year to
31 December 2010 31 December 2009
£'000 £'000
Directors’ emoluments
James Otter {Chairman) 20 16
John Hustler 18 12
Charles Breese 18 12
56 40

None of the Directors received any other remuneration from the Company during the year The Company has no
employees other than non-executive Directors The average number of non-executive Directors in the year was
three (2009 three)

3
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NOTES TO THE FINANCIAL STATEMENTS (continued)

5.

Tax on Ordinary Activities

The corporation tax charge for the period was Emil (2009 £nil)

The current rate of tax 15 the smali compamies’ rate of corporation tax at 21% (2009 21%)
Current tax reconcihation

Year to Year to

31 December 2010 31 December 2009

£°000 £'000

Return on ordinary activities before tax (134) ar)
Current tax at 21% (2009 21%) (28) (4)
Unrecognised tax losses 28 4

Total current tax charge - -

Approved VCTs are exempt from tax on capital gans within the Company Since the Directors intend that the
Company will continue to conduct 1ts affairs so as to maintain its approval as a VCT, no current deferred tax has
been provided in respect of any capital gains or losses arising on the revaluation or disposal of investments

Dividends

Year to Year to
31 December 2010 31 December 2009
£°000 £'000
Recognised as distributions in the financial statements
for the period
Previous year's interim dividend an -
Previous year's final dividend 405 -
Current year's interim dividend - -
1,216 -
Paid and proposed in respect of the year
Interim dividend paid (post-year end) - nil (2009 10p per share) - 811
Proposed final dividend - 5p per share (2009 5p per share) 405 405
405 1,216

The final dividend of 5p per share for the year ended 31 December 2010, subject to shareholder approval at the
annual general meeting, will be paid on 1 July 2011 to those shareholders on the register on 27 May 2011

Earnings per Share
The total earnings per share I1s based on 8,115,376 (31 December 2009 8,017,636) shares, being the weighted

average number of shares 1n 1ssue during the year, and a return for the year totalling £94,000 (31 December
2009 £2,070,000)

The revenue and capital earnings per share are based on 8,115,376 (31 December 2009 8,017,636) shares, being
the weighted average number of shares in issue during the year, and a revenue return for the year totalling
£{134,000) (31 Decermber 2009 £(17.000)) and a capital return for the year totalling £228,000 (31 December
2009 £2,087,000)

There are no potentially dilutive capital instruments in 1ssue and, therefore no dituted returns per share figures
are relevant The basic and diluted earnings per share are therefore identical

Net Asset Value per Share

The calcutation of NAV per share as at 31 December 2010 1s based on 8,115,376 (31 December 2009 8,115,376)
ordinary shares in issue at that date




9. Fixed Asset Investments

10.

Level 1: Level 3: Level 3:
AlM-quoted Ungquoted Unquoted
investments investments investments
Equity Equity Loan Total
investments investments investments investments
31 December 31 December 31December 31 December
2010 2010 2010 2010
£'000 £'000 £'000 £'000
Valuation and net book amount
Book cost as at 1 January 2010 1,287 3,062 557 4906
Cumulative revaluation (525) (950) (72) (1,547}
Valuation at 1 January 2010 762 212 485 3,359
Movement In the year
Purchases at cost 902 1,641 200 2.f43
Disposal proceeds @ (1,096) - (1105)
Gamn on disposal - 896 - 896
Loan converted to equity - 550 (550) -
Revaluation in year 500 (1,168) - (668)
Valuation at 31 December 2010 2,155 2,935 135 5,225
Book cost at 31 December 2010: 1938 5,052 207 7197
Revaluation to 31 December 2010: 217 27 (72) (1,972)
Valuation at 31 December 2010 2,155 2935 135 5,225

Further details of the fixed asset investments held by the Company are shown within the Investment Review on

pages 8 to 12

All investments are designated as fair value through profit or loss at the time of acquisition, and all capital gains
or losses on investments so designated Given the nature of the Company’s venture capitat investments, the
changes in fair value of such investments recognised in these financial statements are not considered to be
readily convertible to cash in full at the balance sheet date and accordingly these gains are treated as holding

gains or losses

When the Company revalues the investments still held during the period, any gains or losses anising are

credited/charged to the Capital reserve - holding gains/(losses)

When an investment 1s sold any balance held on the Capital reserve - holding gains/(losses) 1s transferred to the
Capital reserve - gains/({losses) on disposal as a movement In reserves

At 31 December 2010, the investment in Freehand 2010 was committed to but had not yet completed There were

no further comrmitments in respect of investments approved by the Board but not yet completed

Debtors
31 December 2010 31 December 2009
£'000 £'000
Prepayments and accrued income 323 29
323 29

35
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NOTES TO THE FINANCIAL STATEMENTS (continued)

.

12

13.

Creditors: Amounts Falling Due Within One Year
31 December 2010

31 December 2009

£'000 £'000

Accruals 21 18
Other creditors 9 2
30 20

Share Capltal
31 December 2010

31 December 2009

£'000 £°000
Authorised
50,000,000 Ordinary shares of 50p 25,000 25,000
Allotted and fully paid up
8,115,376 Ordinary shares of 50p (2009 8,115,376) 4,058 4,058

The capital of the Company 15 managed in accerdance with its investment policy with a view to the achievement of its
investment abjective as set on page 15 The Company i1s not subject to any externally imposed capital requirements

During the year, the Company did not 1ssue any shares

Reserves
Capital Capital
Special Capitat reserve reserve
Share distributable redemption gains/(losses) holding Revenue
Premium reserve reserve on disposat gains/{losses) reserve
E'0Q0 £'000 £'000 £'000 £'000 £'000
As at 1 January 2010 1737 1,660 38 2,256 (1,547) (798)
Return on ordinary activities
after tax - - - - - (134)
Current period gains/tosses
on disposal - - - 896 - -
Prior period holding gains/losses
now crystallised - - - (242) 242 -
Current penicd gains/losses on
fair value of iInvestments - - - - (668) -
Dividends paud - - - {1,216) - -
Balance as at 31 December 2010 1,737 1,660 38 1,694 (1,973) {(932)

When the Company revalues its investments during the period, any gains or losses arising are credited/ charged
to the income statement Changes In fair value of investments held are then transferred to the capital reserve -
holding gans/(losses) When an investment 1s sold any balance held on the capital reserve - holding gains/{losses)
reserve 1s transferred to the capital reserve - gains/{iosses) on disposal as a movement 10 reserves

The purpose of the special distributable reserve was to create a reserve which will be capable of being used by
the Company to pay dividends and for the purpose of making repurchases of its own shares in the market with a
view to narrowing the discount at which the Company’s shares trade to net asset value, providing shareholder

authority has been granted

During the year, the Company revoked investment company status in order to allow payment of dividends from

capital reserves
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14. Financial Instruments and Risk Management

The Company's financial instruments comprise eguity and loan note investments, cash balances and hguid
resources Including debtors and creditors The Company holds financial assets in accordance with its investment
pohicy of investing mainly i a portfoho of VCT-guahfying quoted and unquoted secunties whilst holding a
proportion of its assets in cash or near-cash investments in order to provide a reserve of liquidity

Fixed asset investments (see note 9) are valued at fair value Unquoted investments are carried at fair value as
determined by the Directors in accordance with current venture capital industry guidetines The fair value of all
other financial assets and liabilities 1s represented by their carrying value in the balance sheet The Directors
believe that the fair value of the assets are held at the year end 1s equal to their book value

In carrying on its investment activities, the Company 1s exposed to various types of risk associated with the
financial nstruments and markets in which 1t invests The most significant types of financial risk facing the
Company are price risk, interest rate risk, credit risk and iguidity nsk The Company's approach to managing
these risks is set out below together with a description of the nature and amount of the financial instruments
held at the balance sheet date

Market risk

The Company's strategy for managing mvestment risk 1s determined with regard to the Company’s investment
objective, as outhined on page 15 The management of market nisk 1s part of the investment management process
and 1s a central feature of venture capital investment The Company’s portfoho 1s managed with regard to the
possible effects of adverse price movements and with the objective of maximising overall returns to shareholders
Investments n unquoted companies, by their nature, usually involve a higher degree of risk than investments in
companies quoted on a recognised stock exchange, though the risk can be mitigated to a certain extent by
twversifying the portfolio across business sectors and asset classes The overall disposition of the Company's
assets 1s regularly monitored by the Board

Detalls of the Company’s investment portfohio at the balance sheet date are set out on page 28

48 9% (2009 351%) by value of the Company's net assets comprises mvestments in unquoted companies held at
fair value The valuation methods used by the Company include the application of a pricefearrings ratio derived
from hsted companies with similar characteristics, and consequently the value of the unquoted element of the
portfolio can be indirectly affected by price movements on the London Stock Exchange A 10% overall increase in
the valuation of the ungquoted investments at 31 December 2010 would have increased net assets and the total
return for the year by £307,000 (2009 £260,000) an equivalent change in the opposite direction would have
reduced net assets and the total return for the year by the same amount

34 3% (2009 10 3%) by value of the Company's net assets comprises equity securtties isted on the London
Stock Exchange or quoted on AIM or PLUS A 10% increase in the bid price of these secunities as at 31 December
2010 would have increased net assets and the total return for the year by £216,000 (2009 £76,000), a
corresponding fall would have reduced net asseis and the total return for the year by the same amount

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 Is exposed to fair value interest rate risk due to fluctuations in the prevailing levels of
market interest rates
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NOTES TO THE FINANCIAL STATEMENTS (continued)

14, Financial Instruments and Risk Management (continued)

Floating rate

The Company's floating rate investments comprise cash held on interest-bearing deposit accounts, ibor rate on
one loan note and, where appropriate, within interest bearing money market securities The benchmark rate
which determines the rate of interest receivable on such investments 1s the bank base rate, which was 0 5% at

31 December 2010 (2009 0 5%) The amounts held m floating rate investments at the balance sheet date were as

follows
31 December 2010 31 December 2009
£'000 £'000
Cash at bank 764 4,036
764 4,036

A 1% Increase In the base rate would increase income receivable from these investments and the total return for
the period by £7,640 (2009 £40,000), a corresponding fall would have reduced net assets and the total return
for the year by the same amount

Credit risk
There were no significant concentrations of credit risk to counterparties at 31 December 2010 or 31 December
2009

Credit risk 1s the nisk that a counterparty to a financial instrument will fail to discharge an obligation or
commitment that it has entered into with the Company The Board carries 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 December 2010 the Company's financial assets exposed to credit risk comprised the following

31 December 2010 31 December 2009

£000 £'000

Cash at bank 764 4,036
Unquoted investments 135 435
899 4,471

The Company's interest-bearing deposit and current accounts are maintained with The Royal Bank of Scotland
plc

Liquidity risk

The Company's financial assets include investments in unguoted equity securities which are not traded on a
recognised stock exchange and which generally may be dliguid They also include investments 1in AIM-quoted
companies, wihich, by their nature, iInvolve a higher degree of risk than investments on the main market As a
result, the Company may not be able to realise some of its investments in these instruments quickly at an amount
close to their fair value in order to meet its hquidity requirements, or to respond to specific events such as
deterioration in the creditworthiness of any particular 1ssuer

The Company's hquidity risk 1s managed on a continuing basis by the Board in accordance with policies and
procedures laid down by the Board The Company's overall hiquidity risks are monitored on a quarterly basis by
the Board

The Company maintains sufficient cash facilities to pay accounts payable and accrued expenses At 31 December
2010, the Company's cash balance was £764,000 (2009 £4 04 milhon)




15.

16.

17.

Post Balance Sheet Events
The following events occurred between the balance sheet date and the signing of these financial statements

e January 2011 - £72,340 investment in Archurned LLP for a 3 57% share in the partnership
e March 20N - £250,000 investment in Freehand 2010 Limited for the interest of 250,000 shares

e Apnil 201 - £50,000 investment in Axon Limited for the interest of 2,500 shares

Contingencies, Guarantees and Financial Commitments

As stated in the Chairman’'s Statement, the Company may be entitled to further deferred consideration of up to
£875,000 based on performance from DxS over the next few years To date, £896,000 has been received or
accrued during the year to 31 December 2010

The investment in Freehand 2010 made in March 2011 as set out In note 15 above was a financial commitment as
at 31 December 2010 There were no further contingencies, guarantees or financial commitments as at
31 December 2010 (2009 Enil)

Related Party Transactions

The Board acts as the investment manager of the Company No remuneration has been paid to the Board during
the vear in its capacity as investment manager The Directors are entitled to participate in a performance bonus
calculated as 20% of sums returned to shareholders by way of dividends and capital distributions of whatever
nature, which in aggregate exceeds the sum of 80p per share (ncluding dvidends paid to date, 1 e 16 25p, but
excleding any sums returned to shareholders from HMRC in the year of subscription) At the 31 December 2010,
no performance fee was payable (2009 nil) The Board 1s also entitled to be repaid all reasonable travelling,
subsistence and other expenses incurred by them respectively whilst conducting their duties as Directors
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NOTIC
E

OF ANNUAL

E
GENERAL MEETING

Notice 15 hereby given that the Annual General Meeting of Hygea vet plc (“the Company”) wiil be held at the offices of
Matrix Corporate Capital LLP, 1 Vine Street, London W1J OAH on Wednesday 11 May 2011 at 1130 am for the following
purposes

Ordinary Business
To consider and If thought fit, pass the following as Ordinary Resolutions

5.

6.

That the Directors’ Annual Report and Accounts and the auditors’ report thereon for the year ended
31 December 2010 be received and adopted.

That the Directors’ Remuneration Report for the year ended 31 December 2010 be received and adopted.

To approve a final dividend of Sp per ordinary share in respect of the financial year ended 31 December
2010

That John Huster be re-elected as a Director of the Company.

That James Cowper LLP be re-appointed as auditors of the Company until the conclusion of the next
Annual General Meeting of the Company at which accounts are laid before the Members

That the Directors be authorised to determine the auditor's remuneration.

Special Business

7

AUTHORITY TO ALLOT RELEVANT SECURITIES

THAT the Directors be and are generally and unconditionally authorised in accordance with s551 of the
Companies Act 2006 to exercise all the powers of the Company to allot shares in the Company up to a maxamum
nominal amount of £405,767 (representing approximately 10% of the Ordinary share capital in issue at today's
date) such authority to expire at the later of the conclusion of the Company’'s Annual General Meeting next
following the passing of this Resclution and the expiry of 15 months from the passing of the relevant Resolution
(unless previously revoked, varied or extended by the Company i1n a general meeting but so that such authority
allows the Company to make offers or agreements before the expiry thereof, which would or might require
relevant securities to be allotted after the expiry of such authornity)

a1
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NOTICE OF ANNUAL GENERAL MEETING (continued)

To consider and, If thought fit, pass as a Special Resolution

8 EMPOWERMENT TO MAKE ALLOTMENTS OF EQUITY SECURITIES
THAT the Directors pursuant to s571 of the Compantes Act 2006 be empowered to allot or make offers or
agreements to allot equity secunties (as defined in s560(1) of the said Act) for cash pursuant to the authonty
referred to in Resolution 7 as if s561 (1) of the Act did not apply to any such allotments and so that

{a) reference to allotment in this Resolution shall be construed in accordance with s560¢2) of the Act, and

(b) the power conferred by this Resclution shall enable the Company to make any offer or agreement before
the expiry of the said power which would or might require equity securities to be allotted after the expiry
of the said power and the Directors may allot equity securities in pursuance of such offer or agreement
notwithstanding the expiry of such power

And this power, unless previously varied, revoked or renewed, shall come to an end at the conclusion of the
Annual General Meeting of the Company next following the passing of thus Resolution ar, f earlier, an the expiry
of 15 months from the passing of this Resolution

By order of the Board 39 Alma Road
St Albans
AL13AT

Craig Hunter
Company Secretary
8 Apnl 201

NOTES:

(@ A member entitled to attend and vote at the Annual General Meeting may appeint one or more proxies to attend
and vote on his or her behalf A proxy need not be a member

(o) A form of proxy 1s enclosed which, to be effective, must be completed and delivered to the registrars of the
Company, Capita Registrars, Proxies Department, The Registry, 34 Beckenham Road, Beckenham, Kent
BR3 4TU so0 as to be received by no later than 48 hours before the time the Annual General Meeting 1s
scheduled to begin The completion and return of the form of proxy will not affect the nght of a member to
attend and vote at the Annual General Meeting

€y Comes of the Directors' Letters of Appointment, the Register of Directors' Interests in the Ordinary shares of the
Company kept in accordance with the Listing Rules Articles of Association will be avalable for inspection at the
registered office of the Company during usual business hours on any weekday from the date of this notice until
the Annual General Meeting, and at the place of that meeting for at least 15 minutes prior to the commencement
of the meeting until its conclusion




PROXY FORM HYGEA VCT PLC
ANNUAL GENERAL MEETING
11 MAY 2011 AT 11.30 AM.

I/We
(BLOCK CAPITALS PLEASE)

of [address]

being a member of Hygea vct plc, hereby appoint the Chairman of the meeting or,

Name of Proxy Number of Shares

as my/our proxy and vote for mefus on my/our behalf at the Annual General Meeting of the Company to be held on
1 May 2011, notice of which was sent to shareholders with the Directors' Report and the accounts for the year to
31 December 2010, and at any adjournment thereof The proxy will vote as indicated below in respect of the
resolutions set out In the notice of meeting

Please indicate by ticking the box if this proxy appointment 1s one of muitiple appointments being made O
For the appomtment of one or meore proxy, please refer to the explanatory note 4 below

Resolution number For Against Withheld

Ordinary Resolutions

1 To receive and adopt the financial statements O O a
2 Torecewve and adopt the Directors’ Remuneration Report O (1 O
3 To approve a final dividend d O (]
4 To re-elect John Hustler as a Director O a (J
5§  To re-appaint James Cowper LLP as auditors ] O O
6  To authorise the Directors to agree the remuneration of the auditors O O O
Special Resolutions
7 To authorise the Directors to aflot shares under s551 of the

Companies Act 2006 d O O
8 To disapply s561 of the Companies Act 2006 and allot shares

on a non-rights 1ssue basis (Special Resolutan) O O O
Signed Dated 201

If you are unable to attend the AGM and wish to pass on any comments to the Board, please use the box below




NOTES

1

To be valid the proxy form must be received by the Registrars of Hygea vct pic at, Capita Registrars, Proxies Department, PO Box 25,
Beckenham, Kent BR3 4BR nc (ater than 48 hours before the commencement of the meeting If delivering by courier please use the ful) address of
Capita set out in the Notice

Where this form of proxy 15 executed by a corporation it must be either under its seal or under the hand of an officer or attorney duly autherised

Every hoider has the right to appeint some other person(s) of their choice who need not be a shareholder as his proxy to exercise all or any of his
rights to attend, speak and vote on their behalf at the meeting I you wish to appoint a person other than the Chairman, please msert the name of
your chosen proxy holder in the space provided If the proxy 1s being appointed in relation to less tham your full voting entitlement please enter next
to the proxy holder’s name the number of shares in relation to which they are authonsed to act as your proxy If left blank your proxy will be deemed
to be authonsed in respect of your full voting entitlement (or if this prosy form has been 1ssued in respect of a designated account for a

shareholder the full voting entitlernent for that designated account )

To appoint more than one proxy, you may photecopy this form Please indicate next ta the proxy holder s name the number of shares in relation ta
which they are authorised to act as your proxy Please alsa indicate by ticking the box provided f the proxy instruction 1s gne of multiple instructions
being given All farms must be signed and should be returned together in the same envelope

The Vaote Withheld' option is pravided to enable you to abstain on any particular resglution However, i should be noted that a vote Withheld 1s not
a vote in Jaw and will not be counted in the calculation of the proportion of the votes For' and Against a resolution

If the proxy form 1s signed and returned without any indication as to how the proxy shall vote the proxy will exercise his/her discretion as to
whether and how he/she votes

Pursuant to regulation 41 of the Uncertificated Secunities Regulations 2001 entitiement to attend and vote at the meeting and the number of votes
which may be cast thereat will be determined by reference to the Regrster of Members of the Company at & pm on the day which 1s two days before
the day of the meeting or adjourned meeting Changes to entries on the Reqgister of Members after that time shall be disregarded in determining the
rights of any person to attend and vote at the meeting

The address on the envelope containing this notice 1s how your address appears on the Register of Members If this information s incorrect please
ring the Registrar s helpline on 0871 664 0300 (calls cost 10p per minute plus network extras ines are cpen 830am - 530 pm Monday - Friday}
to request a change of address form)

The completion and return of tms form wil not preclude a member from attending the meeting and voting 1n person

PLEASE USE THE REPLY PAID ENVELOPE PROVIDED
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