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Investment objective

The investment objective of the Company Is to achieve absolute returns (1.e. growth 1n the
value of investments) rather than relative returns (1.e attempting to outperform selected
indices) over a medium-term period, principally through capital growth.

Investment policy

The Company invests primarily in securities quoted on any securities market operated by the
London Stock Exchange that the Investment Manager believes are undervalued and could
benefit from strategic, operational or management initatives The Company also has the
flexibility to invest up to 20% of the Company’s gross assets at the time of investment in
securities hsted or traded on other recognised stock exchanges and up to 20% of the
Company’s gross assets at the time of investment in unlhisted securities and m any class of debt
or equity related instrument.
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Capital structure

Issued share capital
72,626,000 Ordinary shares of 10p each: £7,262,600

The Company has been incorporated with an indefirute Iife

Financial summary

Year to Six months to Peniod ended
30 June 2007 31 December 2006 30 June 2006
Total return
Total return £8,045,000 £3,116,000 £4,049,000
Return per Ordinary share* 11 08p 4 2%p 562p
Revenue
Net revenue after taxation £123,000 £224,000 £1,210,000
Revenue return per Ordinary share” 017p 03p 1 68p
As at Six months to As at
30 June 2007 31 December 2006 30 june 2006
Assets ()nvestments valued at bid-market prices)
Net assels £82,752,000 £77,824,000 £75,623,000
Net asset value per Ordinary share 113 94p 167 16p 104 13p
Middle market quotation
Ordinary shares 105 50p 96 25p 101 50p
Discount to NAV (7 41)Y% 1018)% (253)%

* Return per Ordinary share 15 calculated based on 72,626,000 (Period to 30 June 2006 71,982,647), being the weighted average number of
Ordinary shares n issue throughout the year
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Chairman’s report

| am pleased to report that significant
progress has been made since the
publication of the last interim report

The performance of the investrnent portfolio
since inception 15 now reaching the level
anticipated by the Manager over the long
term, having achieved an internal rate of
return (“IRR"} in excess of 15% To date
reahsations have delivered returns well in
excess of the Manager’s target, realising a
combined IRR of over 28% The Company’s
nvestment portfolio 1s matunng and we are
beginning to see the benefits of the
strateqic, operational and management
mutiatives within the portfolio and the
subsequent re-rating of a number of
portfolto companies’ share prices

Secondly, from an operating perspective the
Company has continued to develop A
banking facility has been estabhshed which
will enable the Company to becorne geared
and | expect the Manager to take advantage
of this over the next 12 months

Finally the Company intends to rmaintain its
active mnvestor marketing programrme which
was imtiated dunng the second half of the
year

Performance

At 30 June 2007 Strategic Equity Capital had
net assets of £82 8 million which equates to
a net asset value per share of 113 9p, an
increase of 9 49 since June 2006 (net asset
value of 104 1p per share) and a 6 3%
increase over the six months {net asset value
of 107 2p per share} The unaudited net
asset value per share as at 31 August 2007
was 109 4p

Investment manager

The Company’s portfoho 1s managed by
SVG’s Public Equity Team Therr investment
processes and techriques are modelled on
that of successful private equity Investors,
focusing on companies that can benefit from
strategic, operational and management
Intiatives

Investment strategy

The Company’s investment strategy remarns
to achieve absolute returns for shareholders
through a strateqy of using private equity
techniques and a practice of constructive
corporate engagement

The Board

Full details relating to the Company's
operations can be found on page 8 of the
Report of the Directors, in addition to the
Statement on Corporate Governance Within
the Report of the Directors we have
presented a review of the business which
looks at the principal nsks and uncertainties
it faces, an analysis of its performance
dunng the financial period and its position
at the year end The Board regrets that
Jonathan Morgan has deaded to stand
down as a Director at the next AGM and
would hke to thank him for tus resclute and
invaiuable contnbution since the Company’s
launch We are however, delighted to
welcome Michael Phillips as a non-executive
Director of the Company with effect from

9 August 2007 Michael 1s Chief Executive of
umia Investment Group plc and 1s also non-
executive Director of imia Investment Trust
plc We believe his expentence and
knowledge of the financial services sector
will be of considerable value to the Board

Dividend

The Directors expect that any returns for
shareholders will derive pnmanly from the
capital appreciation of the Ordinary shares
rather than from dmwidends The Directors
intend only to declare final dividends and
then to the extent necessary to maintain
nvestment trust status Accordingly the
Board does not intend to declare a final
dividend to shareholders for the year ended
30 June 2007

Annual General Meeting

The AGM for the Company will be held at
11 30am on 6 November 2007 at

111 Strand, London, WC2ZR OAG In
addition to the formal business of the
meeting, the Investment Manager will
provide an update on the Company’s
invesiment portfolio and answer any
quesbions from Shareholders

Discount management
The Board has a policy of active discount
management

Outlook

Recent volatility in the stock market has
reinforced the neea for the Manager's
selective and focused investment approach

The performance of the Company over the
last twelve months has increased the Board’s
belief that there 15 a signuficant investment
opportunity In applying private equity
technmiques to public markets, an
oppertunity that we will continue to exploit

) Hodson
26 September 2007
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Directors

The Directors, all of whom are non-executive, are as follows

John Hodson (Chairman) (61)

Mr Hodson joined Singer & Friedlander Limited in 1969, he became
a director in 1984 and in 1993, he was appointed chief executive of
Singer & Friedlander Group PLC From 2000 to 2003 he served both
as chairman and chief executive of the Group He 15 also charrman of
Cenkos Secuntes plc and UBC Media Group plc, and a director of
Domino's UK & IRL pic

Sir Clive Thompson (Deputy Chairman) (64}

Sir Clive Thompson served as charman of Rentokil Inival plc between
2002 and 2004, having been chief executive for 20 years to 2002

He is a former president of the CBI, member of the Cormittee on
Corporate Governance and deputy chairman of the Finanaial
Reporting Council He 1s aiso a former direclor of ] Sainsbury plc,
Wellcome PLC, Seeboard plc, Caradon PLC and BAT Industries plc

Johin Cormish (63)

Mr Cormish was formerly an audit partner at Deloitte & Touche
where he led the firm’s investment trust team until hus retirement in
2004 He 1s currently chairman of Framlington Innovatrve Growth
Trust PLC and a director of RCM Technology Trust PLC

Jonathan Morgan {49)

Mr Morgan joined ICFC (now 31 plc) in 1980 and joined the private
equity dvision of the Prudential group in 1985 He became the
managing director In 1995 and retired from Prudential in February
2005

Michael Phathps (45)

Mr Phillips co-founded Chnstows Limited in 1991 and in a penod of
nine years bullt Chnstows into a group with funds under
management of over £500 million on behalf of approximately 3,000
chents He was responsible for the day-to-day operations of Christows
until January 2001 when, following the acquisiion of Christows by
the Evolution Group plc, he left to form nmia plc He 1s a Fellow of the
Secunities Institute
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Manager, Secretary and Advisers

Investment Manager

SVG Investment Managers Lirmited
111 Strand

Londen WC2R OAG

Secretary and registered office
Capita Sinclair Henderson Limited
Beaufort House

51 New North Road

Exeter EX4 4EP

Registrar and transfer office
Computershare Investor Services plc
The Pavilions

Bndgwater Road

Bristol BS13 8AE

An wvestment company as defined under Section 266 of the Companies Act 1985
REGISTERED IN ENGLAND No 5448627

Sponsor and brokers
Close Brothers Securities
The Atnium Buildings
Cannon Bndge

25 Dowgate Hill
London EC4R 2GA

Custodian

HSBC Global Services
Level 27

8 Canada Square
London Ei4 SHQ

Auditors

Ernst & Young LLP

1 More London Place
London SE1 2AF

Solhators
Slaughter and May
One Bunhill Row
London EC1Y BYY
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Investment Manager’s report

Portfolio review

At 30 June 2007 Strategic Equity Capital had
net assets of £82 8 milion (113 9p per
share) and was 1049% invested with a
portfolio of 27 compantes The investment
strategy remained highly focused, with the
top 10 holdings accounting for 65% of the
portfolic at the end of the financial year

As the Company has matured, the mix of
activity has begun to move from a focus on
new Investment to a more balanced mix of
investment, execution and realisatton We
are beginning to see the benefit of the
strategic, operational and management
initiatives which were put in place over the
last two years, leading to sorne matenal
increases in the value of several portfolio
holdings As a result, the net asset value of
the Company increased by 9 4% over the
year

A detailed review of the Company’s
investrment activity over the first six months
of the period was presented in the intenm
report of 31 December 2006 The following
comments relate to investment actiwity over
the first half of 2007

Performance

A large nurmnber of portfolioc comparies have
made a major positive contnbution to
performance since 31 Decernber 2006 The
top five contrtbutors were Redstone,
Mecom, Ora Capntal, Vintage 1 and
Spirent

The Manager remains the largest
shareholder of Redstone, a provider of
telecoms and [T solutions and 1s supporting
an acquisition led growth strategy To date
this strategy has worked well, with the
company completing the acquisition of
Sympheny Telecom and has subsequently
won a number of major contracts As a
result the share price of Redstone has
continued to nse A similar strategy 1s being
followed In the case of Mecom, where
management i$ successfully executing a roll-
up of continental European newspaper
publhshers

The Manager has stated that the Company
will take stakes in private companies where
there 15 a clear intention to achieve pubhc
market status within a reasonable time
pericd This strategy was adopted with Ora
Capital, where pre-IPO development capital
was provided at 65 pence per share In
March 2006 Ora was floated n Apnil 2007
al a pnce of 120 pence Its share price has
continued to nse and at 30 June 2007 was
148 pence

The Company alfso has the capability to
invest a hmited amount In private equity
onentated investments where SVG's private
equity expertise leads the manager to
believe that the investment returns will be of
a high level Vintage 1, a collateralised fund
of private equity funds, 1s an example of this
The Company made a €3 0 milhon
commitment to this fund, of which
€840,000 has been called At 30 June 2007,
the Company’s investment in this fund was
valued at €2 3 milion

Spirent announced the conclusions of its
strategic review following the replacement
of the board at an EGM called by
shareholders in December 2006 The cost
savings dentified by the new board, along
with the improving cutlook for the
company, have led to a raliy in the
company’s shares

The other five meaningful contributors were
Pinewood Shepperton, which continued to
appreaate as analysts highhghted the value
of its property portfolo, Intec, Renold and
Thorntons, whaose results statements
confirmed sohd progress in their turnaround
plans and finally Alpha Awrports, which
received a takeover approach from Autogrill,
a trade buyer

There were three major negative
contributors to performance over the period,
Commurisis, SMG and Filtronic
Communisis has expenienced a number of
board changes in the last twelve months
and has undergone a strategic review
commenced by tne new CEGQ, Steve
Vaughan Operating performance for the
company has been in hne with expectations
however the company has announced
significant impairment charges leading to a
fall in 1its share price

SMG completed its 100 day business review
following the restructuring of the board and
appointment of Rob Woodward as CEQ The
review highlighted significant cost savings
and a clear corporate strategy, however the
shares fell over concerns on the short term
earnings outlook

Finally hitronic continued to suffer from
market uncertainty surrounding the medium
term strategy for the group We believe the
company 1s working through its disposal and
restructuning programme in an orderly
fashion
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Investment Manager’s report

(continued)

Top 10 holdings

A summary of the top 10 investments, which represent approximately 65% of the invested portfolio, 15 given below

Company Sector classification Cost

£000
Redstone Telecoms 6,949
Pinewcod Shepperton Media 4,849
Melrose Industnal engineering 4,929
Evolution Group Investment services 5,155
Spirent Telecoms 3,531
Cardpont Support services 4,286
Mecom Group Media 2,648
Renald Industnals 3,125
Intec Telecom System Telecoms 2,962
Thorntons Retail 3,137

New investments

It 1s part of the Manager's strategy to make
small “toe-hold” investments in companies
where doing so may aid due diigence or
open up the possibility of participating in, or
leading, future corporate activity Since the
interm results the Company has made eight
such toe-hold investments In aggregate,
they represented 8 8% of the nvested
portfolio at the year end

Finally, in June 2007 the Company made a
small additronal investment in Watermark
by participating in the issue of 15 5%
secured convertible bonds as part of a
broader refinancing arranged by SVG In July
2006 the value of Watermark's shares had
fallen, following a profits warming and the
termination of takeover talks This had a
significant impact on the Company’s NAV
Subsequently Graham Bird, a fund manager
of SYG’s Public Equity Team, was appointed
as a non-executive Director Wholesale
changes were also made to Watermark's
management team to coincide with the
refinancing

Realisations

Since the publication of the intenm report
there have been three disposals, Computer
Software Group, Alpha Arrports and
Hampson

The Company was bullding a stake in
Computer Software Group (“CSG") when
the group was approached by a private
equity buyer, who made a takeover offer for
the group at a significant premium The
Manager beheved that CSG was matenally
undervalued, and that corporate
engagement could lead to a sigmficant
increase in shareholder value Given the
widespread shareholder support for the
private equity offer, the stake was realised
for a multiple of 1 3x cost over four months

Alpha Airports was sold following an
approach for the group by Autognll Spa, a
trade buyer The Manager had been
encouraging management to create value by
separating the retaill and aircraft servicing
sides of the business, however in our opinion
Autognll's offer represented fair value for the
business and the Company’s position was
sold at a multiple of 1 5x cost and an IRR of
47%

Valuation % of invested % of
£000 portfolio net assets
12,574 146 152
7,208 84 a7
5,798 67 70
4,752 55 57
4,732 55 57
4,600 53 56
4523 53 55
3,895 45 47
3,783 44 46
3,705 43 45

The Manager has been an investor in
Hampson since early 2004 and contrbuted
significantly to the development of the
company in subsequent years through the
provision of growth capital, helping the
company to quadruple its market value from
under £30 million to over £120 milbon Itis
the Manager's belief that this development
stage 15 now largely complete and that
Hampson no longer fitted the Company’s
mandate of investing In companies
benefiting from strategic, operational or
management imtiatives The strategy
enacted by Hampson’s management has
created substantial value for shareholders
and the Manager wishes the team further
success in the future The holding was sold
for a 1 2x muluple of cost, and an IRR of
18%
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Outlook

Recent figures for M&A activity showed
there were over 400 European phivate equity
deals representing over €50 bilion of
invested capital over the first quarter of
2007, a 26% increase on the prior year The
average size of private equity deals also
continued to Increase, exceeding U53400
milhon for the first time The focus of private
equity investors targeting larger comparves
may increase the number of opportunities
for the Manager to apply private equity
techniques to smaller companies which
should remain publicly quoted

Interestingly, 33% of UK buyouts in the first
quarter of 2007 were led by non-private
equity players such as hedge funds and high
net worth individuals We expect this
blurning of private equity style activity to
continue and beheve SVG's Public Equity
Team will be i the forefront of this change

SVG Investment Managers Liumited
26 September 2007

All statements of opimion and/or behef contained in this Investment Manager’s report and all views expressed and all projections, forecasts or

statements relating to expectations regarding future events or the possible future performance of the Company represent SVG Investment

Managers Limited’s own assessment and interpretation of information available to it at the date of this report As a result of vanous risks and
uncertainties, actual events or results may differ materally from such statements, views, projections or forecasts No representation is made or

assurance given that such statements, views, projections or forecasts are correct or that the objectives of the Company will be achieved
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Report of the Directors

The Directors present their report and
financial statements for the year to 30 June
2007

The Company has been incorporated with
an indefinite Iife

Business review

Review of the business of the Company
The principal business of the Company s to
conduct business as an investment trust The
Company 1s currently an investment
company in accordance with the provisions
of Section 266 of the Companies Act 1985
The Directors do not envisage any change in
the Company’s activity In the future

The Company has received approval from
HM Revenue & Customs as an authonsed
investment trust under Section 842 of the
Income & Corporation taxes Act 1998 for
the year ended 30 June 2006 Under Section
842 companes can obtain ‘approved’ stalus
for tax purposes, meaning that such
companies do not pay capital gains tax on
any profits ansing on disposals of their
investments and in tumn shareholders are
only subject to capital gains tax on the
disposal of their shares in the investment
trust The principal requirements for
retaining ‘approved’ status are no single
holding, at the time of investment, may
exceed 15% of gross assets, 70% of total
income must constitute investment income
from secunties, and no more than 15% of
such investment income may be retained

It 1s the opmnion of the Directors that the
Company has directed its affairs so as to
enable 1t to continue to qualfy for such
approval and the Company will continue to
seek approval under Section 842 each year
Accordingly the Company will not retain
more than 15% of ehgible nvestment
mcome

Investment obrective

The investment objective of the Company 15
to achieve absolute returns {1 e growth in
the value of investments) rather than relative
returns (1 e attempting to out-perform
selected indices) over a medium-term
pertod, principally through capital growth

Investment policy

At the Extraordinary General Meeting held
on 23 March 2007, shareholders passed the
resolution amending the Investment Policy
of the Company which 15 as set out below

“The Company invests primarily in secunties
quoeted on any securities market operated by
the London Stock Exchange that the
Investrment Manager believes are

undervalued and could benefit from strategic,
operational and management initiatives The
Company also has the flexibility to invest up
to 20% of the Company's gross assets at the
time of investment in securities hsted or
traded on other recogmsed stock exchanges
and up to 20% of the Company’s gross assets
at the tme of nvestment in unguoted
secunties and in any class of debt or equity-
related instrument”

It 1s antiaipated that the Company will
predominantly invest in securities quoted on
the London Stock Exchange

The maximum nvestment in any single
investee company will be no more than 15%
of the Company’s gross assets at the time of
investment The Company expects the
majonty of the portfolio to be invested in
10 to 15 companies operating in a number
of industries At 30 june 2007, the
Company’s top 10 holdings accounted for
65% of the portfolio The Investment
Manager expects that the Company will
typically hold an mvestment for a penod of
two to five years

investment Manager

The Investment Manager appointed by the
Company 1s SVG investment Managers
Limited ("SVGIM"} Established 1n 2002, the
Public Equity Team of SVGIM were one of
the first n the UK to invest in publicly traded
equities using private equity techniques The
team now consists of seven investment
professionals who combine a number of
complementary skill sets, mcluding
corporate finance, traditional fund
management, research and private equity
disctplines The Public Equity Team of SVGIM
currently has funds under management of
over £400 million

Performance

Over the year to 30 June 2007, net assets
have increased by 9 4% to £82 8 milhon
Further information on the performance of
the Company’s portfolio 1s contaned in the
Investment Manager’s report on pages 5to 7

As stated in the Charrman’s report, the
Company’s mvestment cbjective 1s one of
capital growth and it 15 anticipated that
returns for shareholders will derive primanly
from capital gains The Board only intend to
declare final dividends and then to the extent
necessary to maintain investment trust status
Accordingly, the Board does not intend to
declare a final dividend to shareholders for
the year endeda 30 june 2007

Performance analysis using key
performance indicators

At each quarterly Board meeting the
Directors consider a number of key
performance ndicators {“KPIs”) to assess the
Company's success in achieving its objectives,
for example, the NAV, the movement in the
Company’s share price and the discount of
the share pnce in relation to the NAV

¢ The Company’s Income statement is set
out on page 19

* The NAV per Ordinary share at 30 June
2007 was 113 %4p

¢ The rmid market share price at 30 June
2007 was 105 50p

+ The discount to NAV at 30 June 2007
was (7 41%)

Principal nsks and uncertainties assoaated
with the business

General

Changes in economic conditions (including,
for example, interest rates, foreign exchange
rates and rates of inflabion), ndustry
conditions, competiion, changes in the law,
political and diplomatc events and trends,
tax laws and other factors can substantially
affect the value, adversely or positively, of
mnvestments made by the Company and,
therefore, the Company’s performance and
prospects, In addiion to the value of the
shares
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Market risk

The Company’s Investments are subject to
normal market fluctuations and the nisks
inherent in the purchase, holding or selling
of equity securities and related instruments,
and there can be no guarantee that the
quoted value of the Company's investrments
will be realisable in the event of a sale

Market price and discount volatiity

The market price of the shares, as well as
being affected by the net asset value, also
takes into account prevailling interest rates,
supply and demand for the shares, market
conditions and general investor sentiment
As a result, the total market value of the
shares in the portfohio may vary considerably
from the net asset value per share of the
Company In addition, other factors such as
a concentrated shareholder base may
contnibute to infrequent trading or volatile
share pnce movements

Rehance on the Investment Manager

The Investment Manager has the rnight to
resign as the Investment Manager under the
Investment Management Agreement The
Investment Manager must give 12 months
written notice to the Company Such a
resignation could have an adverse effect on
the Company’s performance and prospects

Nature of investee companies

The mvestment portfolio 1s focused towards
srnall and mid sized companies These
companies may involve a higher degree of
risk than larger sized companies In addition,
while the investment policy of the Company
15 to identify and invest In comparues that
the Investment Manager believes are
undervalued there 15 a rnisk that the
Investment Manager may be unable to
deliver on the strategic, management and
operational imtiatives identified at the time
of inwal investment and as such, companies
may not prove to be capable of generating
additional value for shareholders and so
would not assist in achieving the Company’s
investment objective

Concentrated portfoho

Once fully invested, the majonty of the
Company’s portfclio will be invested in 10
to 15 companies operating In a number of
industries As a result the portfolio could
carry a higher degree of risk than a more
diversified portfolio

As the Company’s objective 15 to achieve
absolute returns rather than returns relative
to a particular index or benchmark over a
medium term period, the portfolio 15
managed without companson to any
stockmarket index As a result there will be
periods when the Company’s performance
will not correlate with such indices

Borrowing and gearing

At 30 June 2007, the Company had
£1,000,000 drawndown under a revolving
credit facility of £17,500,000 with The Royal
Bank of Scotland, details of which can be
found N note 11 of the accounts The use of
geanng can cause both gains and losses in
the asset value of the Company, dependent
on the value of the portfolio at the time

Unlisted tnvestments

The Company may Invest up to 20% of its
gross assets in companies that are not histed
or admitted to trading upon any recognised
stock exchange These investments may be
Hiquid and difficult to realise, more volatile
than investments of larger, longer-established
businesses, and will not for the purposes of
the net asset value calculation be valued
more than once every six months

Overseas mvestments

The Company may mvest up to 20% of its
gross assets in companies listed or traded on
other recogrised stock exchanges In any
instances where the Company does not
hedge its currency exposure, the movement
of exchange rates between sterling and any
other currencies n which the Company’s
investments are denominated may have a
matenal effect, unfavourable as well as
favourable, on the return otherwise
experienced on the investments made by the
Company Although the Investment Manager
will seek to manage any foreign exchange
exposure in relatron to the Company, there is

no assurance that this can be performed
effectively Currency hedging may force the
Investment Manager to reahse underlying
investments as well as affecting the overall
value of the portfolio and the net asset value
per share

Movements in the foreign exchange rate
between sterling and the currency applicable
to a particular shareholder may have an
impact upon that shareholder’s returns n its
own currency of account

Debt investments

Any debt secunties that may be held by the
Company will be affected by any changes to
interest rates

Charges aganst capital

The Company’s current accounting policy 1s
to charge its operational costs to revenue,
with the exception of any performance fee
which will be charged wholly to capital In
the event of the Company making a revenue
loss or becoming liable to a performance
fee, it may need to iguidate some of its
Investments to pay operational costs or the
performance fee or both

Regulatory risks

A breach of Companies Act regulations and
FSA/London Stock Exchange rules may result
in the Company being hable to fines or the
suspension of the Company from the
London Stock Exchange

The Board, with its adwisers, monitors the
Company’s regulatory obligations both on
an ongoing basis and at quarterly Board
meetings

if the Company did not comply with the
provisions of Section 842, it would lose
investment trust status In order to minimise
this nsk, the Directors, the Investment
Manager and the Company Secretary
monitor the Company’s comphance with the
key cniterra of Section 842 on a monthly
basis At quarterly Board Meetings,
comphance with these provisions 1s
discussed in detail between the Board, the
Investment Manager and the Company
Secretary
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Report of the Directors
(continued)

Financial risks
The financial situation of the Company 1s reviewed in detail at each Board meeting, monitored and approved by the Board and the Audit
Committee

Directors
The Directors in office during the year were

Date of Date of

appomtment resignation

] Hodson 1 July 2005 -
Sir C M Thompsen 1 July 2005 -
) W Morgan T July 2005 -
| S Binme 1 July 2005 1 November 2006
| E Cornish 6 September 2006 -

Mr Michael Phillps was appamnted a non-executive Director of the Company on 9 Auqust 2007 Linder the Articles of Asconiahon, Directors
appointed duning the year will stand for election at the Annual General Meeting after their appointment, accordingly Mr Phillips will stand for
election at the Company’s Annual General Meeting to be held on 6 November 2007 Also under the Articles of Association one third of the
Directors are required Lo retire annually by rotation, accordingly Mr Hodson will offer himself for re-election Mr Morgan has informed the
Board of his intention to resign as a Director at the Annual General Meeung and in addition Mr Binnie resigned on 1 Novernber 2006 The
Board has taken this opportunity to review its composition and assess each Director indwidually The Board beheves its composition provides a
diversity of specialist knowledge and expertise relevant to the Comnpany’s affairs The Board recommends that shareholders vote for the
Directors detailed above and standing for election, as it believes that their indvidual performance 15 effective and that they demonstrate

commitment to therr roles as non-executive Directors of the Company and have actively contnbuted during meetings throughout the year

None of the Directors has a contract of service with the Company nor has there been any other contract or arrangement between the
Company and any Director at any ume during the year An agreement exists between the Company and Storm Financial Limited for the
provision to the Company of the services of Sir Clive Thompsen as a Director

Directors’ benefictal and family interests
The interests of the Directors and their farmilies in the Ordinary shares of the Company are set out below

At At

30 June 2007 1 july 2006

or date of appointment If fater

| Hodson 50,000 50,000
Sir Clive Thompson 3,000,000 3,000,000
} W Morgan 100,000 100,000
] § Binnie (retired 1 Novernber 2006} 70,000 70,000

] E Corrush (appomnted § September 2006) - -
M Phillips (appointed 9 August 2007) - -

There have been no changes to any of the above holdings between 30 june 2007 and the date of this report
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Substantial shareholdings

The Directors had been notified of the following voting nghts in the shares of the Company at 31 August 2007

SVG Caprtal plc

Schreders & Co

East Riding Pension Fund

NCL Sruth & Williamson

The Alhiance Trust PLC

Sir Clive Thompson

Reliance Mutual Insurance Society
Scottish Value Trust

Progressive Asset Management

Number of
Ordinary shares
15,000,000
12,768,802
5,625,000
3,987,750
3,511,376
3,000,000
2,500,000
2,500,000
2,250,000

% of
voting nghts
20 65
17 58
775
549
483
413
344
344
310

Net asset value
The net asset value at 30 june 2007 was
113 94p per Ordinary share

Investment Management agreement
The Company's investrents are managed
by SVG Investment Managers Limited
(*SVGIM”) under an agreement dated

12 July 2005

The Manager’s appointment was for an
initial term of two years, subject to
termination by the Cempany on twelve
months’ notice given at any time thereafter
Similarly the Manager can terminate the
agreement on twelve months’ notice

There are no specific provisions contained
within the Investment Management
Agreement relating to compensation payable
in the event of termination of the agreement
other than entitlement to fees, including
performance fees which would be payable
within any notice pericd

At regular Board meetings the Directors keep
under review the performance of the
Investment Manager In the opinion of the
Directors the continuing appomntment of SVG
investment Managers Limuted as Investment
Manager 1s in the best interests of
shareholders as a whole During the year the
Investment Manager has added professional
staff to its teamn to further enhance its
expertise and operates a robust investment
process, which the Board believes will serve
in delivering the Company’s investment
objective of capital growth

Investment Manager’s fees

The Manager 1s entitled to receve from the
Company a basic fee together, where
applicable, with a performance fee

Basic fee

A basic management fee s payable to the
Manager at the annual rate of one per cent
of the net asset value of the Company
(adjusted, for the penod from Admission to
30 June 2007, so that the lower rate of

0 5 per cent 1s payable in respect of cash
amounts raised in the Placing until those
amounts are applied in acquinng an nterest
In investee companies) together with an
amount equal to any VAT thereon The basic
management fee accrues daily and 15
payable quarterly in arrears

Performance fee

In addition, the Manager will be entitled to
a performance fee in certain arcumstances
This fee 15 payable by reference to the
increase in adjusted net asset value per share
over the course of a ‘performance penod’
The first performance penod begins on
Admission and ends on 30 June 2007, each
subsequent performance penod 1s a period
of six months The Manager will become
entitled to a performance fee in respect of a
performance period only ff two criteria are
met

First, a performance hurdle test must be met
The perfermance hurdle 1s that the adjusted
net asset value per share at the end of the
relevant performance period exceeds a
target adjusted net asset value per share for
that performance period of an amount equal
to the net asset value per share on the date
of Adrrussion, increased at a rate of seven
per cent per annum on a compounding
basis

The second test to be met (a ‘high
watermark’ test) 1s that the adjusted net asset
value per share at the end of the relevant
performance period 1s higher than the
highest previously recorded adjusted net
asset value per share at the end of a
performance penod In relation to which a
performance fee was earned {or If no
performance fee has been earned since
Admission, 15 higher than the net asset value
per share on the date of Admission)

If the performance hurdle 1s met, and the
high watermark exceeded, the performance
fee will be an amount equal to 13 per cent
of the increase, since the performance
peried in respect of which a performance fee
was last earned (or since Admission, if no
performance fee has yet been earned), in
the adjusted net asset value per share of the
time weighted average of the total number
of shares in 1ssue (together with an amount
equal to the VAT thereon)
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Report of the Directors

(continued)

Payment of a performance fee that has been
earned and accrued will be deferred to the
extent that making payment would cause
the performance hurdle or high watermark
not to be met — amounts deferred will be
payable when, and to the extent that,
following any later performance penod(s)
with respect to which a performance fee is
payable, it 1s possible to pay the deferred
amounts without causing the performance
hurdle or high watermark test not to be met
A performance fee of £2,209,000 has been
accrued and 15 payable in respect of the year
ended 30 june 2007 (2006 nil)

Administration agreement

Under an agreement dated 12 July 2005,
company secretarial services and the general
admunistration of the Company are
undertaken by Capita Sinclair Henderson
bimited (“CSH”) for a fee for the year to

30 June 2007 of £62,123 The fee 1s subject
to annual review based on the UK Retail
Price Index In the event that there 15 an
increase n the issued share capital of the
Company, the fee will be adjusted upwards
by agreement between the Company and
CSH The agreement may be terminated by
either party giving to the other not less than
six months’ notice at any time

Payment of supphers

It 1s the Company’s policy to obtan the best
possible terms for all business and therefore
there 1s no consistent policy as to the terms
used The Company agrees with its suppliers
the terms on which business will take place
and 1t 1s our policy to abide by those terms
There were no trade creditors at 30 June
2007

Annual General Meeting

At the Annual General Meeting to be held
on 6 November 2007, the Notice of which 1s
set out on page 35, resolutions will be
proposed as items of special business set out
below

(1) To authorise the allotment of shares
(Resolution 6)

The purpose of Resolution 6 15 to grant the
Directors’ power to allot shares The Directors
have no present intention of exercising the
authonty conferred by this resclution and will
only do 5o on the bass that the allotment
and issue of shares does not dilute the net
asset value per existing share

Section 80 of the Companies Act 1985
provides that the Directors may not allot
new shares (other than for employee share
schemes) without shareholder approval
Resolution 6 empowers the Directors Lo allot
shares with an aggregate nominal value of
up o £2,420,867 beng approximalely one
third of the Company's 1ssued Ordinary
share capital (excluding treasury shares) as
at 26 September 2007 (being the latest
practicable date prior to publication of this
document) The authonty would last unty
the earher of the Annual General Megting in
2008 and 6 February 2009

(1) To disapply Section 89 of the Comparnes
Act 1985 (Resolution 7)

Under Section 89 of the Companies Act
1985, if the Directors wish to allot any
equity secunties, or sell any treasury shares
(should they elect to heold any), for cash
(other than in connection with an employee
share scheme), they must first offer them to
existing shareholders in proportton to therr
shareholdings The purpose of Resolution 7
1s to aflow the Directors to allot shares, or
sell any treasury shares, for cash other than
in accordance with Section 89 1n connection
with

(a) nghts 1ssues and other pre-emptive
offers, or

(b) otherwise up to a maximum aggregate
nominal amount of £363,130,
representing approximately 5 per cent
of the Company’s i1ssued Ordinary share
capital as at 26 September 2007 (being
the latest pracucable date prior to
publication of this document)

The Directors consider the authority referred
to in paragraph (a) s appropnate in order to
give the Company flexibility to deal with
legal or other difficulties should it decide to
offer further shares to shareholders by way
of a rights 1ssue or other pre-emptive offer

The Directors consider the authority referred
to In paragraph (b} above desirable i order
to have the flexibility to 1ssue shares, for
example to take advantage of further
investment/business opportunities as they
anse

These authonties will last until the earher of
the Annua! General Meebing in 2008 and
6 February 2009

() To authonise the Directors to purchase the
Company's own ordinary shares (Resolution 8)
The purpose of Resolution 8 s to authorise
the Company to purchase its own shares As
stated 1n the prospectus issued by the
Company in connection with its listing on
the London Stock Exchange in July 2005,
the Company may purchase shares in the
market in order to address any imbalance
between the supply of and dermand for
shares and to ncrease the net asset value
per share Subject to any applicable insider
dealing rules, if the market price of the
shares has been (and continues to be} at a
discount of more than 10 per cent to net
asset value per share for a continuous penod
of six months, and if sufficient cash
resources are available, the Directors would
expect the Company to seek to reduce the
discount to a level of 10 per cent or less
through the purchase of its own shares
Since the Company 15 now fully invested,
the Directors consider that it 15 no longer
appropnate to prevent such purchases being
made with borrowed monies Accordingty
the Company may, in the future, use
borrowed mones to finance purchases of its
own shares The Company may also
purchase shares in other arcumstances at
the discretion of the Directors
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The Company would make such purchases
only where the Directors believed that to do
so would result in an increase in total return
per Ordinary share and 15 1n the best
interests of shareholders generally

The authority 1s imited to 10,886,637
Ordinary shares, representing approximately
14 99% of the Company’s 1ssued Qrdinary
share capital as at 26 September 2007
(being the latest practicable date pnor to
publication of this document)

The Company may purchase Ordinary shares
at prices which are above the last published
net asset value per Ordinary share The
maximum price {exclusive of expenses)
payable per Ordinary share under this
authonty 15 the huigher of (i) 5 per cent over
the average of the middle market prices of
the Qrdinary shares according to the Daily
Official List of the London Stock Exchange
for the five business days immediately before
the date on which the Company agrees to
buy the shares, and (i) the price stipulated
by Article 5{1) of the Buy-back and
Stabilisation Regulation (EC No 2273/2003)
The mintmum price payable per Ordinary
share under this authority 15 the nominal
value of that Ordinary share Any purchases
of Ordmnary shares made pursuant to this
authonity will be market purchases

Any such purchases would be made dunng
the penod commencing at the close of the
Annual Ceneral Meeting and ending on the
earlier of the date of the Company’s Annual
General Meeting in 2008 and 6 May 2009

The Company is allowed to purchase its own
shares either for holding in “treasury”, or for
subsequent cancellation Shares held in
treasury will have no voting, dvidend or
other nghts The Directors consider that the
purchase of shares into treasury could be
beneficial to shareholders in the fong term
Consequently, of the £7,262,600 of issued
Crdinary share capital of the Company at the
date of ttus proposed Resolution which may
be bought back by the Company pursuant to
this Resolution, up to £726,260 (being
approximately 10% of the issued ordmary
share capital) may be used for the Company
to buy back its shares into treasury As stated
(n the prospectus sssued by the Company in
connection with its isting on the London
Stock Exchange, shares held in treasury may
be resold by the Company at a narrower
discount to net asset value per share than the
discount at which they were purchased The
disapphcation of pre-emption provisions
pursuant to the proposed Resolution 7
above, if approved by shareholders, will also
apply to shares held in treasury which are to
be sold

As at 26 September 2007 (being the latest

practicable date prior to publication of this

document), the Company did not hold any
shares in treasury

Details of any Ordiary shares purchased
pursuant to this authonty will be noufied to a
Regulatory Information Service of the Lendon
Stock Exchange Detarls will also be included
in the Company’s Annual Report and
Accounts in respect of the finanaial period in
which any such purchase takes place

International Finanaal Reporting
Standards (“IFRS")

The Company has prepared its financial
statements in accordance with IFRS

Finanazl instruments

As part of its normal operations, the
Company holds financial assets and finanoal
habiities Full details of the role of financial
mstruments in the Company’s operations are
set out in Note 17 to the finanaal
staterments

Auditors

Ernst & Young LLP have expressed therr
willngness to continue i office as Auditors
and a resoiuuion proposing their re-
appointment will be submitted at the
forthcorming Annual General Meeting

Disclosure of information to Auditors
As far as the Directors are aware

« there 15 no relevant audit information of
which the Company's Auditors are
unaware, and

» they have taken all steps that they ought
to have taken as Directors in order to
make themselves aware of any relevant
audit information and to establish that
the Company’s Auditors are aware of
that infermation

By order of the Board

Capita Sinclair Henderson Limited
Secretary

26 September 2007
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Statement on Corporate Governance

The Company 15 committed to high standards
of corporate governance The Board 15
accountable to the Company’s sharehotders
for good corporate governance This
statement descnbes how the principles of
corporate governance will be appled ta the
Company and the Company’s compliance
with the Code provisions

Comphance with the 2003 Combined Code
{“the Code")

The Board has reviewed the pnnaples as set
out 1 the Code as published in July 2003 by
the Finanaial Reporting Counal and considers
that the Company has established procedures
to ensure that it comphes in all material
respects with the Code, subject to its special
status as an Investment Trust

As an investment trust, the Company has
also taken into account the 2006 Code of
Corporate Governance produced by the
Association of Investment Comparues (“the
AIC Code™), which 1s intended as a
framework of best practice specifically for
AIC member companies

The Listing Rules require the Board to report
on complance with the forty-eight
Combined Code prowvisions throughout the
accounting period With the exception of
the lirruted items outhned below, the
Company has comphed throughout the
accounting perod ended 30 June 2007 with
the provisions set out in Section 1 of the
Combined Code

= Given the size and nature of the Board it
15 not appropnate to appoint a senior
independent Director and this 15 non-
compliant with the Code Provision
A33

» No formal induction for the Board was
deemed necessary due to the wide
range of skills and expenence of the
Directors selected (Code provision
AST)

» The Directors do not have service
contracts, but all are required to retire
and seek re-election at least every three
years The recornmendation of the Code
is for fixed term renewable contracts
(B 16)

e As the Company has had no staff, other
than Directors, there are no procedures
in place in relation to whistle-blowing
(C34)

Board responsibilities

The Board consists of five Directors, all of
whom are non-executive and with the
excepticn of Sir Cive Thompson are
independent of the Investment Manager
Biographies of the Directors appear on

page 3 Sir Chive Thompsen is deemed non-
independent by virtue of his position on the
Strategic Advisory Board

The Directars review at each Board Meeting
the Company’s investments and ali other
important issues to ensure that control 1s
mantained over the Company’s affairs The
procedures were formalised in july 2005 10 a
schedule of matters speafically reserved for
the Board's approval, which has been
adopted since then for all Meetings

During the year ended 30 June 2007 the
Board held quarterly Board Meetings All
Directors were in attendence with the
exception of one meeuing where Sir Chve
Thompson was unable te attend Two Audit
Commuttee Meetings were held with all
committee members present Members of
the Board also meet with representatives of
the Investment Manager on an informal and
regular basis

The Board 15 responsible for all matters of
control and direction of the Company,
includhng its investment policy The Directors
possess a wide range of financial, business
and legal expertise relevant to the direction of
the Company and consider that they commit
sufficient time to the Company’s affairs

The Company does not have a chief
executive officer, but by appointing a
management company the roles of
Chairrnan and chief executive officer are
effectively separated

Board responsibihities and refationsinp wath the
Investment Manager

The Board 1s responsible for the
deterrmination and implementation of the
Company’s investment pohicy and for
monitoring comphance with the Company's
objectives The Company’s main functions
have been subcontracted to a number of
service providers, each engaged under
separate legal agreernents At each Board
meeting the Directors follow a formal agenda,
which 15 circulated in advance by the
Company Secretary The Board’s main roles
are to create value to shareholders, to
provide leadership to the Company and to
achieve the Company’s strategic objectives
Speafic responsibilities of the Board include
reviewing the performance of the
Company's investment Managers, in
particular in relation to asset allocation,
geanng policy, cash management,
investment outlock and revenue forecasts
In order ta meet these objectives the
Company Secretary and Investment
Manager provide financial information, on a
regular basis together with bnefing notes
and papers in relation to changes in the
Company’s econormic and financial
environment, statutory and regulatary
changes and corporate governance best
practice

The Investment Manager s able, as part of
the nvestment process, to make use of
industry experts such as utilising the
Strategic Advisory Board The Strategic
Adwisory Board was established to provide
advice to SVG in relation to the strategy,
operations and management of potential
investee companies {(Note 18)
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The management of the Company’s assets 15
delegated to SYG Investment Managers
Limited who have discretion to manage the
assets of the Company in accordance with
the Company’s objectives and policies At
each Board meeting, a representative from
the Investment Manager will be in
attendance to present verbal and written
reports covenng its actvity, portfolio and
investment performance over the preceding
penod Ongoing communication with the
Board 1s maintained between formal
meetings The Board and the Investment
Manager operate In a supportive,
co-operative and open environment

Comrmittees

An Audit Commuttee has been estabhshed
under the Charrmanship of Mr Cormish
comprising all the independent Directors
and operates within clearly wntten defined
terms of reference It provides a forum
through which the Company’s external
Auditors report to the Board of Directors
The primary responsibilities of the Audit
Commuttee are to review the effectiveness of
the internal control environment of the
Company and monitor adherence to best
practice n corporate governance, to make
recommendations to the Board in relation to
the re-appaintment of the Auditors and to
approve the remuneration and terms of
engagement, to review and monitor the
Auditors independence and objectivity and
the effectiveness of the audit process The
Committee undertakes a formal assessment
of the Auditors’ independence each year,
which includes a review of non-audit
services provided to the Company and
related fees, discussion with the Auditors of
a written report detailing all relationships
with the Company and any other parties
that could affect independence or the
perception of independence, and obtaining
written confirmation from the Auditors that,
in their professional judgement, they are
independent The Audit Commttee also has
responsibility for monitonng the integnty of
the financial statements and accounting
policies of the Company and for reviewing
the Company’s financial reporting and
internal control pohicies and procedures

The Audit Committee has direct access to
the Company’s Auditors, Ernst & Young LLF,
and representatives of Emst & Young LLP
attend the year end Audit Committee
meeling

The Board recommends to shareholders
that the Auditors, Ernst & Young LLP, be
re-appointed at the Annual General Meeting
as set out in Resolution 5 of the Notice of
Meeting

A Management Engagement Committee has
been estabhshed under the Chairmanship of
Mr Hodson ¢ompnsing all of the
independent Directors and operates within
clearly defined terms of reference The
Committee 15 responsible for reviewing the
performance of the Investment Manager
and other service providers This commuttee
met once during the year with all members
present

Review of new Board appointments i1s a
subject for the whole Board to monrtor and
consider The Board meet as and when
required for this purpose and to ensure
planned and progressive refreshing of the
Board At 30 june 2007 there were no
Directors’ service agreements and no
Director had been granted any options to
acquire shares in the Company

The Board as a whole act as a Remuneration
Committee with Mr Morgan as Chairman
Further details are given in the Directors’
remuneration report on page 17

Terms of reference for each Committee are
available for inspection at the Company’s
registered office During the year two Audit
Commuittee meetings were held All
members were present

In addition, the Board has formalised the
arrangements under which Directors, in the
furtherance of their dubies, may take
independent professional advice

The Company has arranged Directors’ and
Officers’ biability Insurance which provides
cover for iegal expenses under certain
arcumstances

Directors” service contracts

it 15 the Board’s policy that none of the
Directors has a service contract The terms of
appointment provide that a Director shall
retire and be subject to election at the first
Annual General Meeting after his/her
appointment, and at least every three years
after that unless a Director has been in office
more than nine years in which case they will
stand for election every year The terms also
provide that a Director may resign or be
removed without notice and that
compensation will not be due on leaving
office

Gomng concemn

The Directors are of the opinion that the
Company has adequate resources to
continue In operational existance for the
foreseeable future and accordingly have
adopted the going concern basis in
prepanng the accounts

Internal control review

The Directors acknowledge that they are
responsible for the Company’s systems of
internal control and for reviewing therr
effectiveness

An ongoing process, In accordance with the
guidance of the Turnbull Committee on
internal control, has been established for
identifying, evaluating and managing nisks
faced by the Company This process Is
regularly reviewed by the Board

The nsk management process and systems of
internal control are designed to manage
rather than eliminate the nsk of failure to
achieve the Company’s objectives It should
be recogrused that such systems can only
provide reasonable, not absolute, assurance
against matenal misstatement or loss
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Statement of changes in equity
for the year ended 30 june 2007

Share Capital Capital
Share  premium Speaa) reserve reserve Revenue
capital account reserve  —realised —unrealised reserve Total
£000 £000 £000 £000 £000 £000 £000
For the year to 30 June 2007
01 July 2006 7,262 2,042 62,282 383 2,456 1,198 75,623
Return for the year - - - 3,170 4,752 123 8,045
Didend pad - - - - - (944) (544)
Write back of share issue expenses - 28 - - - - 28
30 lune 2007 7.262 2,070 62,282 3,553 7,208 377 82,752

For the period ended 30 June 2006

20 July 2005 7,040 62,282 - - - Qzy 69310
Return for the penod - - - 383 2,456 1,210 4,049
Transfer to special reserve - (62,282) 62,282 - - - -

issue of share capiial 222 2,042 - - - - 2,264
30 June 2006 7,262 2,042 62,282 383 2,456 1,198 75,623

The notes on pages 23 to 33 form part of these financial statements
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Statement on Corporate Governance

(continued)

Internal control assessment process

Risk assessment and the review of internal
controls are undertaken by the Board in the
context of the Company’s overall investment
objective The review covers the key
business, operational, compliance and
financial nsks faang the Company In
arrving at its judgement of what risks the
Company faces, the Board considers the
Company’s objectives n hght of the
following factors

+ The nature and extent of risks which it
regards as acceptable for the Company
to bear within its overall business
objective,

s The threat of such risks becoming reality,

* The Company’s ability to reduce the
inadence and impact of nisk on its
performance, and

* The cost to the Company and benefits
related to the Company and third parties
of operating the relevant controls

Against this backdrop the Board has split the
review into four sections reflecting the
nature of the risks being addressed The
sections are as follows

* corporate strategy,

* pubhshed information and comphance
with laws and regulations,

« relationship with service providers, and
= investment and business activities

Given the nature of the Company’s activities
and the fact that most functions are
subcontracted, the Directors obtamn
information from key third party supphers
regarding the controls operated by them To
enable the Board to make an appropnate
risk and control assessment, the information
and assurances sought from third parties
include the following

* detalls of the contro! environment,

+ identification and evaluation of nsks and
contrel objectives,

» assessment of the communication
procedures, and

» assessment of the control procedures

The key procedures which have been
established to provide effective internal
controls are as follows

* investment management i1s provided by
SVG Investment Managers Limited The
Board 15 responsible for the
implementation of the overall investment
polhcy and monitors the action of the
Manager at regular meetings,

« the provision of admirustration,
accounting and company secretanal
duties 15 the responsibility of Capita
Sinclair Hendersen Limited,

* Custody of assets i1s undertaken by
HSBC Bank plc,

e the duties of investment management,
accounting and custody of assets are
segregated The procedures of the
indwidual parties are designed to
complement one another,

* the non-executive Directors of the
Company clearly define the duties and
responsibilities of their agents and
adwisers in the terms of their contracts
The appaintment of agents and advisers
1s conducted by the Board after
consideration of the quality of the
parties invalved, the Board monitors
therr ongoing performance and
contractual agreements,

* mandates for authonsation of
investment transactions and expense
payments are set by the Board, and

e the Board reviews detailed financial
nformation produced by the Manager
and the Secretary on a regular basis

The Company does not have an nternal
audit function All of the Company's
management functions are delegated to
independent third parties whose controls are
reviewed by the Board It 1s therefore felt
that there is no need for the Company to
have an internal audit function However,
this need 1s reviewed annually

Company Secretary

The Board has direct access to the advice
and services of the Company Secretary,
Capita Sinclair Hendersen Limited, which 1s
responsible for ensuring that Board and
Committee procedures are followed and
that applicable regulations are complied
with The Secretary is also responsible to the
Board for ensuring timely delivery of the
information and reports and that statutory
obligations of the Company are met

Dialogue with Shareholders

Communication with shareholders 1s given a
high prionty by both the Board and the
Manager Major shareholders of the
Company are offered the opportunity to
meet with the Investment Manager and the
Drrectors in order to ensure that ther views
are understood All shareholders are
encouraged to attend and vote at the
Annual General Meeting, during which the
Board and the Investrment Manager are
avallable to discuss i1ssues affecting the
Company and shareholders have the
opportunity te address questions to the
Investment Manager, the Board and the
Chairmen of the Board's standing
committees
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Statement of Directors’ responsibilities in
respect of the accounts

The Directors are responsible for preparing
this Report and the financial statements in
accordance with applicable United Kingdom
law and those International Financial
Reporting Standards adopted by the
European Union

The Directors are required to prepare financial
statements for each financial period which
present fairly the financial positian of the
Company and the financial performance and
cash flows of the Company for that period

In prepanng those financial statements, the
Directors are required to

« select suitable accounting policies and
then apply them consistently,

» present information, ncluding
accounting policies, n a manner that
provides relevant, reliable, comparable
and understandable infermation,

» provide additional disclosures when
complance with the specific
requirements in IFRS 1s insufficient to
enable users to understand the impact
of particular transactions, other events
and condibons on the entity’s financial
positon and financial performance, and

Directors’ remuneration report

The Board has prepared this report in
accordance with the requirements of
Schedule 7A to the Companies Act 1985 An
ordinary resolution for the approval of this
report will be put to the members at the
forthcoming Annual General Meeting

The law requires your Company’s Auditors to
audit certain of the disclosures provided
Where disclosures have been audited, they
are Indicated as such The Auditors” opinton is
included in their report on page 18

Remuneration Committee

The Board has resolved that, in view of the
size of the Board, 1t 1s most appropnate for
matters of remuneration to be dealt with by
the Board as a whole siting as a Remuneration
Commuttee with Mr Morgan as the
Committee’s Chairman

Policy on Directors’ fees

The Beard's policy 1s that the remuneration of
non-executive Directors should reflect the
expenence of the Board as a whole, be fair
and comparable to that of other investment
trusts that are simitar in size, have a similar
capital structure and have a similar
investment objective It is intended that this
polhicy will continue for the year ending

30 June 2008

The fees for the non-executive Directors are
deterrmuned within the hmits set out in the
Company’s Articles of Association The
Directors are not ehgible for bonuses, pension
benefits, share options, long-term Incentive
schemes or other benefits

Director’s service contracts

None of the Directors has a contract of service
with the Company, nor has there been any
contract or arrangement between the
Company and any Director at any time dunng
the year The terms of ther appointment
provide that a Director shall retire and be
subject to election at the first annual general
meeting after their appointment, and at least
every three years after that

Your Company’s performance

The Companies Act 1985 requires this report
to include a performance graph comparing
the Company’s total sharehoider return
performance against that of a broad equity
market index The performance comparison
presented 1s just to satisfy legal requirements
and companson aganst an ndex Is not the
objective of the fund The graph opposite
compares the total shareholder return to the
FTSE All-Share Total Return Index This index
has been selected for cornparison of the
Company’s performance for its genenc
qualities as no hsted index directly
comparable to the Company’s portfolio exists

s state that the Company has comphed
with IFRS, subject to any matenal
departures disclosed and explained in
the financial statements

The Directors are responsible for keeping
proper accounting records which disclose
with reasonable accuracy at any time the
financial posihon of the Company and enable
them to ensure that the financial statements
comply with the Companies Act 1985 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 irregulanties

Directors’ emoluments for the period
(audited}
The Directors who served in the year were
pad the following emoluments in the form
of fees
Year ended Period ended
30 June 2007 30 June 2006

£ £
| Hodson (Chairman) 25,000 23,723
Sir € M Thompson* 17,500 16,606
| W Morgan 17,500 16,606
) E Cornish** 14,340 -
] S Binme*** 5,883 16,606

* Sir Clive Thompsen's fees are paid to Storm Financial Lmited
* Appointed 5 September 2006
*** | § Binnie retred on 1 November 2006

Approval

The Directors’ remuneration report on this
page was approved by the Board of Directors
on 26 September 2007 and signed on its
behalf by the Chairman

l [}\, ]i’a‘l‘? &61\,
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Independent Auditors’ report
to the members of Strategic Equity Capital plc

We have audited the financial statements
of Strategic Equity Caprtal plc for the year
ended 30 June 2007 which compnse the
Income statement, the Statement of
Changes in Equity, the Balance sheet, the
Statement of cash flows, and the related
notes 1 1o 18 These financial statements
have been prepared under the accounting
policies set out theren We have also
audited the information in the Directors’
remuneration report that 1s described as
having been audited

Thus report 1s made solely to the Company’s
members, as a body, In accordance with
Section 235 of the Companies Act 1985
Our audit work has been undertaken so that
we might state to the Company’s members
those matters we are required to state to
them 1n an auditors’ report and for no other
purpose To the fullest extent permitted by
law, we do not accept or assume
responsibility to anyone ather than the
Company and the Company’s members as a
body, for our audit work, for this report, or
for the opintons we have formed

Respective responsibilities of Dwectors
and Auditors

The Directors’ responsibilities for preparing
the Annual Report, the Directors’
remuneration report and the financial
staternents In accordance with applicable
United Kingdom law and International
Financial Reporting Standards (“1FR3s™) as
adopted by the European Umion are set out
n the Statement of Directors’
responsibihties

Our responsibility 15 to audit the financial
statements and the part of the Directors’
remuneration report to be audited in
accordance with relevant legal and regulatory
requirements and International Standards on
Auditing (UK and freland}

We report to you our opinton as to whether
the financial statements give a true and farr
view and whether the financial statements
and the part of the Directors’ remuneration
report to be audited have been properly
prepared n accordance with the Companies
Act 1985 We also report to you whether the

information given in the Report of the
Directors 15 consistent with the financial
statements

in addibon we report to you if, in our
opinion, the Cornpany has not kept proper
accounting records, if we have not receved
alf the information and explanations we
require for our audit, or if information
specified by law regarding Directors’
remuneration and other transactions 1s not
disclosed

We read other information contained in the
Annual Report and consider whether it 1s
consistent with the audited financial
statements The other information compnses
onty the Caprtal structure, the Financial
summary, the Chawrman’s report, Directors,
Manager, Secretary and Advisers, the
Investment Manager’s report, the Report of
the Directors, the Statement on Corporate
Governance, the unaudited part of the
Directors’ remuneration report, the
Shareholder information and the Notice of
Annual General Meeting We consider the
wnplications for our report If we become
aware of any apparent misstatements or
matenal inconsistencies with the finanoal
statements Qur responsibilities do not
extend to any other information

Bass of audit opanion

We conducted our audit in accordance with
International Standards on Auditing (UK and
ireland) 1ssued by the Auditing Practices
Board An auditincludes examination, on a
test basis, of evidence relevant to the
amounts and disclosures in the financial
statements and the part of the Directors’
remuneration report to be audited It also
includes an assessment of the significant
estmates and judgements made by the
Directors In the preparation of the financial
statements, and of whether the accounting
policies are appropnate to the Company’s
circumstances, consistently apphed and
adequately disclosed

We planned and performed our audit so as
to obtain all the information and
explanations which we considered necessary
in order to provide us with sufficent
evidence to give reasonable assurance that
the financial statements and the part of the
Directors’ remuneration report to be audited
are free from materal misstatement,
whether caused by fraud or other irreqularnty
or error In forming our opinian we also
evaluated the overall adequacy of the
presentation of information in the financial
statements and the part of the Directors’
remuneration report to be audited

Opimon
In our cpimon

+ the finanaial statements give a true and
fair view, in accordance with IFRSs as
adopted by the European Union, of the
state of the Company's affairs as at
30 June 2007 and of its net return for
the year then ended,

+ the financial statements and the part of
the Directors’ remuneration report to be
audited have been properly prepared n
accordance with the Companies Act
1985, and

* the mformation given in the Report of
the Directors 1s consistent with the
financial statements

Entt § Tog- 4

Frnst & Young 1P
Registered Auditor
London

26 September 2007
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Income statement
for the year ended 30 June 2007

Year ended 30 June 2007 Period ended 30 June 2006*
Revenue Capital Revenue Capital
return return Total return return Total
Note £000 £000 £ 000 £'000 £Q00 £000

Investments
Gains on investments at fair value through profit or loss - 10,558 10,558 - 2,839 2,839
Net investment result - 10,558 10,558 - 2,839 2,839
Income
Dividends 2 866 - 866 569 - 569
Interest 2 426 - 426 1,788 - 1,788
Underwriting commission 2 7 - 7 2 - 2
Total ncome 1,299 - 1,299 2,359 - 2,359
Lapenses
Investment Manager's fee 3 (892) - (892) (595) - (595)
Investment Manager’s performance fee 3 - (2,596) (2,596) - - -
Other expenses 4 297) {40) {337 (280} - (280)
Total expenses (1,189 (2,636) (3,825) (875) - (875)
Net return before finance costs and taxation 110 7,922 8,032 1,484 2,839 4,323
Finance costs
Interest payable (4 - ) - - -
Total finance costs (4) - (C)] - - -
Net return before taxation 106 7,922 8,028 1,484 2,839 4,323
Taxation 6 17 - 17 (274) - (274)
Net return after taxation for the year 7 123 7,922 8,045 1,210 2,839 4,049

pence pence pence pence pence pence
Return per Ordinary share
Basic 7 017 1091 1108 168 394 562

The total column of this statement 1s the profit and loss account of the Company The supplementary revenue and capstal return columns are
both prepared under guidance published by the Association of Investment Companies All ttems in the above statement denve from continuing
aperations No operations were acquired or discontinued dunng the year

* period from 20 july 2005 to 30 June 2006

The notes on pages 23 to 33 form part of these financial statements
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Balance sheet
as at 30 June 2007

30 June 30 june
2007 2006
Note £000 £000
Non-current assets
Fair value through profit or loss
- Investments 8 86,100 55,022
Current assets
QOther recevables 10 640 989
Cash and cash equivalents o918 20,458
1,558 21,447
Total assets 87,658 76,469
Current habilities
Other payables 11 4906 846
4,906 846
Total assets less current habilities 82,752 75,623
Net assets 82,752 75,623
Capital and reserves
Share capital 12 7,262 7,262
Share premium account i3 2,070 2,042
Speaial reserve 13 62,282 62,282
Capital reserve 13 10,761 2,839
Revenue reserve 13 377 1,198
Total shareholders’ equity 82,752 75,623
pence pence
Net asset value per share
Basic 15 11394 10413
number nurmber
Shares Iin 1ssue
Ordinary shares 72,626,000 72,626,000

The financial statements were approved by the Board of Directors and authonsed for issue on 26 September 2007 They were signed on its behalf

" Ay Hede
] Hodson - .

Charrman
26 September 2007

The notes on pages 23 to 33 form part of these financial statements
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Statement of cash flows
for the year ended 30 June 2007

Year ended Period ended
30 June 2007 30 June 2006

Note £000 £000

Operating activities

Net return before tax 8,028 4,323

Adjustment for gains on investments (10,518) (2,839)
Operating cash flows before movements 1n working capital (2,490) 1,484

Decrease/(increase) in recervables 218 (250)
Increase in payables 2,631 245

Tax pad (282) -

Purchases of portfolio investments (41,236) (59,885)
Sales of portfoho investments 21,535 7,250

Net cash outflow from operating activities (19,624) (51,156)
Financing activities

Equity dvidend paid (944) -

Drawdown of revolving credit facility 1,000 -

Writeback of share 1ssue expenses 28 -
Redemption of redeemable shares - (50)
Proceeds of ordinary share 1ssue - 71,614

Net cash inflow from financing activities 84 71,564

{Decrease)/increase m cash and cash equivalents for the year 14 (19,540) 20,408

Cash and cash equivalents at start of the year 20,458 50

Cash and cash equivalents at 30 june 2007 918 20,458

The notes on pages 23 to 33 form part of these financial statements




Notes to the Financial Statements
for the year ended 30 June 2007

11 Corporate information
Strategic Equity Caprtal plc 1s a public imited company incorporated and domiciled in the United Kingdom whose shares are pubhcly
traded

The financial statements of Strategic Equity Capital plc for the year ended 30 June 2007 were authonised for issue in accordance with a
resolution of the Directors on 26 September 2007

1 2 Basis of preparation/statement of comphance
The financial statements of the Company have been prepared in accordance with International Financial Reporting Standards {“IFRS"}
issued by the Internaional Accounting Standards Board (as adopted by the EU), interpretations i1ssued by the International Financial
Reperting Interpretations Commuttee, and applicable requirements of United Kingdom company law, and reflect the following policies
which have been adopted and applied consistently Where presentational guidance set out in the Statement of Recommended Practice
("SORP”) for investment trusts issued by the Association of Investment Compames (“AIC*) in January 2003 and revised December 2005 1s
consistent wath the requirements of IFRS the Directors have sought to prepare finantial staternents on a basis comphant with the
recommendations of the SORP

Convention
The financial statements are presented in Sterling, beng the currency of the primary environment in which the Company operates,
rounded to the nearest thousand

Segmental reporting
The Directors are of the opinion that the Company 1s engaged i a single segment of business, being wmvestment business

13 Accounting policies
Investments
All investments in the scope of IAS 39 held by the Company are classified as “fair value through profit or loss” As the entity’s business 15
investing In financial assets with a view to profiting from therr total return in the form of interest, dvidends or increase in fair value, fisted
equrties and fixed income securnities are designated as fair value through profit or loss on wutial recognition The entity manages and
evaluates the performance of these investments on a fair value basis in accordance with s investment strategy lavestments are wutially
recogrused at cost, being the farr value of the consideration given, excluding transaction costs associated with the investment that are
charged to the Income statement and allocated to capital

After initial recognition, investments are measured at fair value, with unrealised gains and losses on investments and imparrment of
investments recognised in the income statement and allocated to capital Realised gains and losses on investments sold are calculated as
the difference between sales proceeds and cost

For investments actively traded in organised financial markets, fair value is generally determined by reference to Stock Exchange quoted
market bid prices at the close of business on the Balance sheet date, without adjustrment for transaction costs necessary to realise the asset

In respect of unquoted instruments, or where the market for a finanaial Instrument 1s not active, fair value 1s established by using
recognised valuation methodologres, in accordance with International Private Equity and Venture Capital (“IPEVC”) Valuation Guidelines
New investments are initially carred at cost, for a imited period, being the price of the most recent investment in the investee This 1510
accordance with IPEVC Guidelines as the cost of recent investments will generally provide a good indication of fair value Fair value 1s the
amount for which an asset could be exchanged between knowledgeable, willing parties in an arm's length transaction

Trade date accounting

All "regular way” purchases and sales of finanoial assets are recognised on the “trade date” 1 e the day that the enbty commuts to
purchase or sell the asset Regular way purchases, or sales, are purchases or sales of financial assets that require delivery of the asset within
a time frame generally established by regulation or convention in the market place
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Notes to the Financial Statements
for the year ended 30 June 2007
(continued)

1 3 Accounting policies (continued)
Income
Dividends recevable on quoted equity shares are taken into account on the ex-dvidend date Where no ex-dividend date 1s quoted, they
are brought into account when the Company’s nght to receve payment 1s established Other investment income and interest recevable
are included 1n the financial statements on an accruals basis Dvidends receved from UK registered companses are accounted for net of
imputed tax credits

Expenses

All expenses are accounted for on an accruals basis Transaction costs and other expenses incurred on the acquisition of an nvestment
classified as fair value through profit or loss are not included within the cost of that investment but are charged separately through the
Income statement and allocated to capital The Company's investment management and administration fees, finance costs (including
Interest on the bank facility) and all other expenses are charged through the Income statement These expenses are allocated 100% to the
revenue column of the Income statement The Investment Manager's performance fee 1s allocated 100% to the capital column of the
Income statement in the opinion of the Directors the fee 1s awarded entirely for the capital performance of the portfolio

Cash and cash eauivalents

Cash in hand and in banks and short-term deposits which are held to maturity are carnied at cost Cash and cash equivalents are deftined
as cash 1n hand, demand deposits and short-term, highly iquid investments readily convertible to known amounts of cash and subject to
nsignificant nsk of changes in value Bank overdrafts that are repayable on demand which form an integral part of the Company’s cash
management are included as a component of cash and cash equivalents for the purpose of the Statement of cash flows

Bank loans and borrowings

All bank loans and borrowings are initially recogrused at cost, being the far value of the consideration received, less issue costs where
applicable After initial recogmiion, all interest-bearing loans and borrowings are subsequently measured at amortised cost, any
difference between cost and redemption value being recogrised in the Income statement over the penod of the borrowings on an
effective interest basis

Taxation
Income tax on the profit or loss for the year comprises current and deferred tax income tax 1s recognised in the Income statement except
to the extent that it relates to tems recogrused directly 1n equity, in which case 1t 1s recognised in equity

Current tax 1s the expected tax payable on the taxable income for the year, using tax rates enacted or substantively enacted at the Balance
sheet date, and any adjustment to tax payable in respect of previous years The tax effect of different items of expenditure 1s allocated
between revenue and capital on the same basis as the particular item to which it relates, using the Company’s effective rate of tax, as
applied to those items allocated to revenue, for the accounting year

Deferred income tax 1s provided on all temporary differences at the Balance sheet date between the tax basis of assets and liabiities and
their carrying amount for financial reporting purposes Deferred income tax habilities are measured on an undiscounted basis at the tax
rates that are expected to apply to the year when the liability 1s settled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the Balance sheet date

Dividends payable to shareholders

Intenm dividends to shareholders are recognised as a liability in the penod in which they are pad Final dwvidends to shareholders are
recognised as a liability in the year in which they have been declared and approved by the shareholders Dividends are charged to the
Staterment of changes in equity

Foreign currancy transactions

The cumrency of the Pnimary Economic Environment in which the Company operates Is pounds Sterling (Sterling) which s also the
presentational currency Transactions denominated in foreign currencies are transtated into Sterhing at the rates of exchange ruling at the
date of the transaction

Investments are converted to Stering at the rates of exchange ruling at the Balance sheet date Exchange gains and losses relating to
ynvestments are taken to the capital column of the Income statement
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1 3 Accounting policies (continued)
New standards not appled

The IASB have 1ssued the following standard with an effective date of periods beginnming on or after 31 December 2006

IFRS 7 - Financial Instruments Disclosures {effective 1 January 2007)

The Directors do not anticipate that the adoption of this standard will have a matenal impact on the Company’s financial statements in the

peried of imtial application

2 Income
30 June 2007 30 June 2006
£000 £000
Income from investments
UK dwidend income 866 569
Liguidity fund income 389 1,634
1,255 2,203
Other iIncome
Bank interest recevable 37 154
Underwnting commussion 7 2
44 156
1,299 2,359
Total Income comprises
Dividends B66 569
Interest 426 1,788
Underwntung commission 7 2z
1,299 2,359
3 Investment Manager's fee
30 june 2007 30 June 2006
Revenue Capital Revenue Capital
return return Total return return Total
E'000 £000 £000 £'000 £'000 £000
Management fee 759 - 759 506 - 506
Irrecoverable VAT thereon 133 - 133 89 - 89
Performance fee - 2,209 2,209 - - -
Irrecoverable VAT thereon - 387 387 - - -
892 2,596 3,488 595 - 595

A basic managerment fee 1s payable to the Investment Manager at the annual rate of 1 per cent of the net asset value of the Company
together with an amount equal to any VAT thereon The basic management fee accrues dailly and 1s payable quarterly in arrears Details can

be found on page 11

The Investment Manager is also entitled to an performance fee, details of which are given in the Report of the Drrectors on page 11
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Notes to the Financial Statements
for the year ended 30 june 2007

(continued)

4  Other expenses

30 June 2007 30 June 2006
Revenue Capital Revenue Capital
return retum Total return return Total
£000 £000 £000 £000 £'000 £'000
Secretarial services 73 - 73 69 - 69
Auditor’s remuneration for
Audit services 17 - 17 15 - 15
Directors’ remuneration
(see the Directors’ remuneration report) 80 - 80 74 - 74
Other expenses 127 40 167 122 - 122
297 40 337 280 - 280
5 Dividend

The Company paid a final dividend of 1 30p per Ordinary share on 8 November 2006 to shareholders on the register at 13 October 2006

which absorbed £944,000 of retained reserves The Directors do not propose a dvidend in respect of the year ended 30 |une 2007

6 Taxation
30 June 2007 30 June 2006
Revenue Capital Revenue Capital

retum return Total return retumn Total

£000 £000 £000 £'000 £000 £'000

Corporation tax at 30% - - - 274 - 274
Adjustment relating to prnior period Q7N - (a7 - - -
(7 - an 274 - 274

The taxation charge for the year 15 lower than the standard rate of corporation tax in the UK (30%) The differences are explained below

30 June 2007 30 June 2006
Revenue Capital Revenue Capital
return return Total return return Total
£000 £000 £000 £000 £000 £000
Return on ordinary activitres
before taxation 106 7,922 8,028 1,484 2,839 4,323
Theoretical tax at UK corporation tax rate
of 30% 3z 2,377 2,409 445 852 1,297
Effects of
— UK dadends that are not taxable (260) - (260) (71 - (71)
- Gains on investment - (3,167) (3,167) - (852) (852)
— Unreleved expenses 226 790 1,016 - - -
- Expenses not deductible for tax purposes 2 - 2 - - -
— Adjustment relating to prior penod an - an - - -
Qa7 - an 274 - 274

Factors that may affect future tax charges

The Company has £3,308,000 management expenses (2006 i) that are available to offset future taxable revenue

Deferred tax 15 not provided on capital gains and losses ansing on the revaluation or disposal of investments because the Company meets
{and mtends to continue for the foreseeable future to meet) the conditions for approval as an investment trust company
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7 Return per Ordinary share

30 June 2007 30 June 2006
Weighted Weighted
average average
Net number of Per Net number of Per
return Ordinary share return Ordinary share
£000 shares pence £000 shares pence
Total
Return per share 8,045 72,626,000 1108 4,049 71,982,647 562
Revenue
Return per share 123 72,626,000 017 1,210 71,982,647 168
Capital
Return per share 7,922 72,626,000 1091 2,839 71,982,647 394
Investments
30 june 2007 30 Jjune 2006
£000 £000
Investment portfolio summary
Listed investments at fair value through profit or loss 83,861 54,223
Unlisted investments at fair value through profit or loss 2,239 799
86,100 55,022
30 June 2007 30 June 2006
Listed Unhsted Total Total
£000 £000 £000 £600
Analysis of investment portfolio movements
Opening book cost 51,767 799 52,566 -
Opening unrealised appreciation 2,456 - 2,456 -
Opening valuation 54,223 799 55,022 -
Movements in the year
Purchases at cost 40,633 1,266 41,899 60,172
Sales — proceeds (21,386) - (21,386) (7,989)
- realised gains on sales 5,813 - 5813 383
Movement from unlisted to hsted 799 (799) - -
Increase in unrealised appreciation 3,779 973 4,752 2,456
Closing valuation 83,861 2,239 86,100 55,022
Closing book cost 77,626 1,266 78,892 52,566
Closing unrealised appreciation 6,235 973 7,208 2,456
83,861 2,239 86,100 55,022
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Notes to the Financial Statements
for the year ended 30 June 2007
(continued)

8

10

Investments (continued)

A list of the top ten portfolio holdings by their aggregate market values is given in the Investment Manager's report on page 6

Transaction costs incidental to the acquisiions of investments totalled £167,000 (2006 £367,000) and disposals of investments totalled

£42,000 (2006 £10,000) for the year

30 june 2007 30 June 2006
Total Total
£000 £000

Analysts of capital gans
Realised gains on sales 5,813 383
Foreign exchange losses ) -
Movement in unrealised appreciation 4,752 2,456
10 558 2,839

Significant interests

The Company had holdings of 3% or more that 1s matenal in the context of the accounts in the following companies’ secunties

Name of Class of 30 June 2007
investment Share Percentage held
Watermark Group Qrdinary 1537
Redstone Ordinary 915
Pinewood Shepperton Ordinary 583
Cardpoint Ordinary 4 40
Renold Ordinary 423
Western & Cnental Ordinary 409
Filtromc Ordinary 3 44
Other receivables
30 june 2007 30 June 2006
£000 £°000
Amounts due from brokers 583 739
Dividends recevable 21 164
Accrued income 6 79
Corporation tax 25 -
Prepayments 5 7
640 989
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12

13

Other payables
30 June 2007 30 June 2006
£000 £000
Bank loan 1,000 -
Share 1ssue expenses - 28
Amounts due to brokers 990 287
Corporation tax - 274
Other creditors and accruals 2,916 257
4,906 846

The bank loan, which 15 a £17,500,000 revolving credit facility, with The Royal Bank of Scotland, bears interest at the rate of 1 0%
over LIBOR or EURIBOR on any drawn down balance and 0 175% on any undrawn balance The faclity may be drawn down m
Sterling, US Dollars or Euros The bank loan facility 1s avalable until 4 June 2008 and 1s subject to the following covenant

Gross borrowings shall not be more than 20% of the adjusted portfolio valuation at any time

At 30 June 2007 the Company had £1,000,000 drawn down under the facility

Called up share capital

30 June 2007 30 June 2006
£000 £'000
Authorised
120,000,000 Ordinary shares of 10p each 12,000 12,000
Allotted, called up and fully paid
72,626,000 (2006 72,626,000) Ordinary shares of 10p each 7,262 7,262
Reserves
Capital Capital
Share Special reserve reserve Revenue
premium reserve (realised) (unreahsed) reserve
£000 £000 £000 £000 £000
Opening balance 2,042 62,282 383 2,456 1,198
Net gains on realisation of investments - - 3912 - -
Exchange difference - - N - -
Increase 1n unrealised appreciation - - - 6,653 -
Transfer on disposal - - 1,901 {1,901) -
Costs allocated to caprtal - - (2,636) - -
Write back of share issue expenses 28 - - - -
Dwidend paid - - - - (944)
Retained net revenue for the period - - - - 123
As at 30 June 2007 2,070 62,282 3,553 7,208 377
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Notes to the Financial Statements
for the year ended 30 June 2007
(continued)

14

15

16

17

Reconciliation of net cash flow to net debt

30 june 2007 30 June 2006

£000 £000

Opening net funds 20,458 50
{Decrease)/increase 1n cash and cash equivalents in year (19,540) 20,408
Drawdaown of bank loan (1,000) -
Closing net debt {82) 20,458
At Net At

30 June 2006 cashilow 30 June 2007

£000 £000 £000

Cash at bank 1,458 (840) 618
Liquidity funds 19,000 (18,700) 300
Debt due within one year - (1,000) (1,000)
20,458 (20,540) (82)

Net asset value per Ordinary share

The net asset value per Ordinary share 1s based on net assets of £82,752,000 (2006 £75,623,000) and on 72,626,000 (2006

72,626,000) Ordinary shares, being the number of shares 1n issue at the year end

Capital commitments and contingent habilibes
The Company has a commitment to invest €2,160,000 in Vintage I

Analysis of finanaal assets and labilities

The Company’s financial nstruments comprise secunties, cash balances (including amounts held in hquidity funds) and debtors and
creditors that anse from its operations, for example, 1n respect of sales and purchases awaiting settiement and debtors for accrued income

The Company has little exposure to credit and cash flow nsk

The Company finances Its operations through 1ts issued capital, existing reserves and a £17,500,000 revolving credit facility

The principal nsks the Company faces in its investment portfolio management activities are

- Market pnce nsk, 1e the movements in value of investment holdings caused by factors other than interest rate movement,

- Interest rate risk, and

- Liguidity sk
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17 Analysis of financial assets and habiliies (continued)

The Investment Manager's policies for managing these risks are summarised below and have been applied throughout the year
Pohicy

®

()

()

()

Market price risk
The Company’s investment portfohio 15 exposed to market price fluctuations which are monitored by the Investment Manager

Adherence to the mvestment objectives and the limits on investment set by the Company mitigates the nsk of excessive exposure 10
any one particular type of secunty or issuer

Cash flow interest rate risk exposure
The Investment Manager 1s permitted to borrow up to 20% of the Company's adjusted portfolio valuation, and uses a £17,500,000
revolving credit facility for this purpose, at vanable rates to be determined prior to any drawdown

The Company’s bank accounts earn interest at a variable rate which 15 subject to fluctuations 1n nterest rates

The Company holds cash in hquidity funds Income from these funds 15 dependent on the performance of the funds
Non-interest rate nsk exposure

The remander of the Company’s portfolio and current assets are not subject directly to interest rate risk

Detals cf the nsk profile of the Company are shown in the following tables

Liquidity nisk

The Investment Manager may invest on behalf of the Company in secunities which are not readily tradable, which can lead to
volatile share price movements It may be difficult for the Company to sell such investments

Foreign currency risk
The Company invests n a private equity fund denominated 1 Euros In addition the Company’s loan rmay be drawn down in
US Dollars or Euros as well as Stering The Company 15, therefore, subject to foreign currency nisk

The nterest rate risk profife of the Company’s financial assets at 30 June 2007 was

Cash flow
No interest interest
rate risk rate risk
financal financlal
Total assets assets
£060 £000 £000

Sterling
Ordinary shares 84,561 84,561 -
Liquidity funds 300 - 360
Cash 618 - 618
Recevables* 635 635 -
86,114 85,196 918

Euros

Other investments 1,539 1,539 -
1,539 1,539 -
Total 87,653 86,735 918
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Notes to the Financial Statements
for the year ended 30 june 2007
(continued)

17 Analysis of financial assets and habilities (continued}
The interest rate risk profile of the Company’s financial assets at 30 lune 2006 was

Cash flow
No interest interest
rate nsk rate nsk
financral financial
Total assets assels
£'000 £'000 £000
Sterling
Ordinary shares 55,022 55,022 -
Liquidity funds 19,000 - 19,000
Cash 1,458 - 1,458
Recevables* 982 982 -
76,462 56,004 20,458
* Recervables exclude prepayments which under 1AS 32 are not classed as financial assets
The interest rate risk profile of the Company’s financral habilities at 30 June 2007 was
Cash flow
No interest interest
rate nsk rate risk
financial financial
Totat habiities Labilites
£000 £000 £000
Sterling
Creditors 31,906 3,906 -
Bank loan 1,000 - 1,000
Total 4,906 3,906 1,000
All amounts are due In one year or less
The interest rate risk profile of the Company’s financial habibues at 30 June 2006 was
Cash flow
No interest interest
rate nsk rate nsk
financial financia!
Total habihities habilities
£000 £/000 £000
Sterling
Creditors 846 846 -

All amounts are due n one year or less

The bank loan, which 1s a £17,500,000 revolving crecht facility with The Royal Bank of Scotland, bears interest at the rate of 1 0% over
LIBOR or EURIBOR The facility at 30 june 2007 bore interest at the rate of 6 72975% The undrawn balance bears interest at the rate of

0175%

Farr values of financial assets and financial habilities
Al of the financial assets and liabilities of the Company are held at fair value
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18 Related party transactions
The Manager SVG Investment Managers Limited 1s regarded as a related party of the Company The Manager may draw upon advice
from the Strategic Advisory Board of which Sir Clive Thompson, a Director of the Company, is a member The Strategic Advisory Board
was established to provide advice to SVG in relation to the strateqy, operations and management of potential investee companies

The amounts paid to the Manager are disclosed in the Report of the Directors on page 11 and tn Note 3 on page 25

The amount due to the Manager at 30 June 2007 was £2,828,000 (30 June 2006 £195,000)
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Shareholder information

Financial calendar

Company’s year-end 30 June
Annual results announced September
Annual General Meeting November
Company’s half-year 31 Decernber
Interim results announced February

Share price

The Company's Ordinary shares are hsted on
the London Stock Exchange The rmid-
market price 15 quoted daily in the Financial
Times under ‘Investment Companies’

Share dealing
Shares can be traded through your usual
stockbroker

Share register enquiries

The register for the Ordinary shares 1s
maintained by Computershare investor
Services plc In the event of quenes
regarding your holding, please contact the
Registrar on 0870 702 0100 Changes of
narme and/or address must be notified in
writing to the Registrar, whose address 15
shown on page 4

NAV
The Company’s net asset value 15 announced
weekly to the London Stock Exchange

Website

Further information on the Company can be
accessed via the Company’s website

www strategicequitycapital com




35

Notice of Annual General Meeting

Notice 15 hereby given that the Annual General Meeting of Strategic Equity Capital ple will be held at the offices of S¥G Investment Managers
Limited at 117 Strand, London WC2R OAG at 11 30am on 6 November 2007 for the following purposes

Ordinary business

1

th W N

To receive and adopt the audited Financial Staternents for the year ended 30 june 2007, together with the Reports of the Directors and
Auditors thereon

To receive and approve the Directors” remuneration report
To re-elect Mr Hodson as a Director
To elect Mr Phillips as a Director

To re-appoint Ernst & Young LLP as Auditors to the Company, Lo hold office from the conclusion of this Meeting until the next General
Meeting, at which Financial Statements are laid, and to authonse the Directors to determine their remuneration

Speaal business
To consider and if thought fit to pass the following Resolutions

Ordinary Resolution

6

THAT the Board be and It 1s hereby generally and unconditionally authonsed to exercise all powers of the Company to allot relevant
securities (within the meaning of Section 80 of the Companies Act 1985} up to an aggregate nominal amount of £2,420,867 which
authority shall expire on the earlier of the conclusion of the next Annual General Meeting of the Company after the passing of this
resolution and & February 2009 (unless previously revoked or varied by the Company in general meeting) save that the Company may
before such expiry make an offer or agreement which would or might require relevant securities to be allotted after such expiry and the
Board may allot relevant secunties in pursuance of such an offer or agreement as if the authonity conferred hereby had not expired

Special Resolutions

7

THAT the Board be and it i1s hereby empowered, pursuant to Section 95 of the Companies Act 1985, to allot equity securities (within the
meaning of Section 94 of the said Act) for cash pursuant to the authonity conferred by the previous resolution and/or where such
allotment constitutes an allotment of equity securities by virtue of section 94(34) of the said Act, as f sub section (1) of Section 89 of the
said Act did not apply to any such allotment, PROVIDED THAT this power shall be hmited to

(A) the allotment of equity securities m connection with a nghts issue, open offer or any other pre-emptive offer or a scrip dividend
alternative in favour of ordinary shareholders (excluding any shareholder holding shares as treasury shares) and in favour of holders
(excluding any holder holding shares as treasury shares) of any other class of equity secunty in accordance with the nghts attached
to such dlass where the equity securities respectively attributable to the interests of such persons on a fixed record date are
proportionate {as nearly as may be) to the respective numbers of equity securities held by them or are otherwise allotted in
accordance with the rights attaching to such equity secunities (subject in either case to such exclusions or other arrangements as the
Board may deem necessary or expedient to deal with fractional entitlements or legal or practical problems ansing in any overseas
terntory, the requirements of any regulatory body or stock exchange or any other matter whatsoever), and

(B} the allotment (otherwise than pursuant to sub-paragraph (A) above) of equity securities or sale of shares out of treasury up to an
aggregate nominal value of £363,130,

and shall expire on the earlier of the conclusion of the next Annual General Meeting of the Company after the passing of this resolution
and 6 February 2009, save that the Company may before such expiry make an offer or agreement which would or might require equity
secunities to be allotted after such expiry and the Board may allot equity secunties in pursuance of such an offer or agreement as If the
power conferred hereby had not expired
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Notice of Annual General Meeting
(continued)

THAT the Company be generally and unconditionally authonsed, in accordance with Article 7 of the Company’s Articles of Association, to
make market purchases (as defined in Section 163(3) of the Companies Act 1985 of its ordinary shares PROVIDED THAT

{A) the Company does not purchase under this authonty more than 10,886,637 ordinary shares,

(B) the Company does not pay for each such ordinary share less than the nominal amount of such ordinary share at the time of
purchase, and

(C) the Company does not pay for each such ordinary share more than the higher of (1) 5 per cent over the average of the middle
market prices of the ordinary shares according to the Daily Official List of the London Stock Exchange for the five business days
immediately before the date on which the Company agrees to buy the shares, and (1) the price stpulated by Article (1) of the
Buy-back and Stabilisation Regulation (EC No 2273/2003)

This authority shall continue for the period ending on the date of the next Annual Ceneral Meeting of the Company after the passing of
this resolution or, if earlier, 6 May 2009, provided that If the Campany has agreed, before this authonty expires, to purchase ordinary
shares where the purchase will or may be executed after this authonty expires (wither wholly or in part), the Company may complete such
purchase as if this authonity had not expired

Registered Office By Order of the Board
Beaufort House Capita Sinclair Henderson Limited
51 New North Road Secretary
Exeter EX4 4EP 26 September 2007

Notes

1

A member entitled to attend and vote 1s entitled to appoInt one or more proxies to attend and, n a pell, to vote instead of him/her A proxy need not also be a member
of the Company Lodgement of the form of proxy will not preclude a shareholder from attenchng the Meeting and voting In person

A form of proxy 15 attached for use in connection with the business set out above This form of proxy should be completed and sent, together with the power of attorney or
other authonty (if any) under which it 1s signed or a notanially certfied copy of that power or authonty, to reach the Regutrars at the address printed on the form of proxy
not later than 6 prm on 4 November 2007

The Company, pursuant to Regulation 41 of the Uncertfied Securities Regulations 2001, specifies that only those shareholders registered in the register of members of the
Company as at 6 pm on 4 November 2007 shall be entitled to attend or vote at the aforesaid Annual General Meeting in respect of the number of shares registered in their
namne at that ime Changes to entries an the retevant regster of secunties after 6 pm on 4 November 2007 (the speafied time) shall be disregarded in determining the
nghts of any person to attend or vote at the Meeting If the Meeting 1s adjourned to a time not more than 48 hours after the specified time applicable to the onginal
Meeting, that time will also apply for the purpose of determining the entitlemnent of members to attend and vote (and for the purpose of determiming the number of votes
they may cast) at the adjourned Meeting if however the Meeting Is adjourned for a longer penod then, to be so entitled, members must be entered on the Company's reqister
of members at the time which 15 48 hours before the tme fixed for the adjourned Meeting, or if the Company gwes notice of the adjourned Meeting, at the tme specified
in that notice

Shareholders (and any praxies o representatives they appoint) agree, by attending this Meeting, that they are expressly requesting and that they are willing to receive any
communications (including communtications relating to the Company’s securities) made at the Meeting




Strategic Equity Capital plc
Registered Office

Capita Sinclair Henderson Limited
Beaufort House

57 New North Road

Exeter EX4 4EP

Tel +44 (1)1392 412122

Fax +44 (0)1392 253282

www strategicequitycaprtal com




