HERALD INVESTMENT FUND PLC
-The Herald Worldwide Fund

ANNUAL REPORT
For the year ended 31 December 1998
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Investment Manager's Report
The fund was launched in April with an initial net asset value of GBP13.0m. The remit defined
for the fund is to invest globally in technology, communications and multi-media. The
manager believes that this area of the economy offers growth greater than the world economy
as a whole, and therefore offers attractive investment opportunities. In addition the manager
offers focused specialist management. It transpired that the launch occurred shortly before a
short-term market peak. Unfortunately most of the proceeds of the launch had been invested
before the sharp correction, but the fund had largely recovered the losses by the year end.
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Portfolio Weightings
In a sector where individual stocks have a high beta, the manager aims to reduce investors'
risk by creating a diversified portfolio. The spread is as follows:By Market Cap

By Sector
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UK Comment
In the first few months of 1998, before the Herald Worldwide Fund was launched in April, UK
technology stocks had already significantly outperformed the general UK indices, principally
through a re-rating of their valuations, which continued into the second quarter. During the
market uncertainty that followed in late summer, however, they significantly underperformed,
losing most of the gain of the first two quarters and suffering a substantial correction. The IT
services companies, in particular, were affected, on worries about exposure to the financial
services sectors. A generally cautious approach had been taken by the Manager to the frothy
valuations attained in the first half, and relative performance was achieved from specific
holdings in the hardware and software sectors.

Reasonable performance was also achieved by some of the media investments. The bid for
VCI in particular yielded a significant return on an early investment.

US Comment
US technology stocks had a bumpy ride similar to the UK, although most noteworthy has been
the considerable divergence between the performance of the large cap versus the smaller cap
stocks, and the extraordinary performance of the Internet stocks.
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Since the launch of the Fund, the largecap-smallcap divergence between technology stocks
grew to over 50 percentage points by the end of the year. As in the UK, the relevant indices
fell sharply in the late summer with the Russell 1000 Technology down by over 10% and the
Russell 2000 Technology down by over 42% since the Fund's inception. Although an
outstanding recovery occurred during the last quarter, this was seen principally by the Russell
1000 Technology, of which 20 very large companies account for 82% of this market cap
weighted index.
The US Internet stocks provided perhaps the most talked about performance in 1998. By the
time the Fund was launched, the unweighted average of a basket of these stocks had already
more than doubled. The second and third quarters saw significant volatility, with flotations
showing extraordinary first day performance and catching the headlines on several occasions.
The momentum behind these stocks, particularly driven by the retail investors, has given
these companies incomprehensible valuations at year-end. The Investment Manager believes
strongly in the long-term investment potential for the Internet, and continually looks for
opportunities to invest where it can be justified. There are plenty of opportunities to invest in
companies which will benefit from the growth in the Internet, without having concept
valuations. Although this approach has led to an opportunity cost in the short term, the Fund
will not be too vulnerable to any correction in these valuations, but should show steady
progress and will increase its exposure on any correction in the sector.
Reasonable performance has been seen within the US portfolio by companies from a broad
range of sectors. Storage, networking, semiconductors, publishing and not surprisingly the
Internet have all performed well over the period. Poor performance was seen, however, from
some of the media and IT services companies. A bid for lacor Communications announced by
Clear Channel Communications in October contributed to the performance of one of the
earliest investments.
Diversity and a specialist focus remain the Investment Manager's approach to balancing risk
and opportunity.

Rest of World Comment
Exposure in other markets has been on a purely stock specific basis. Performance of the Far
East stocks has been mixed, with good results from both of the Malaysian investments, albeit
the valuation was written down by 30% as a prudent approach to the imposed currency
controls.
The emerging Neuer Markt in Germany, and Nouveau March6 in France both saw many highly
successful flotations during the year on the back of a significant rally in Europe in general, but
especially in the technology stocks. However the investing orbit remains surprisingly small
compared to the UK and US. The Investment Manager's bias towards value has kept the
exposure, thus far, limited: valuations in Europe from the perspective of small technology and
media stocks, appear extremely high when compared to the UK and US. With the use of
technology in mainland Europe being generally less developed than the US and UK, there is
potential for significant growth in the short and long term. As such, the Investment Manager
continues to look for suitable investments, but only at the right price and in the short term
regards it as the riskiest area. Valuations in European technology stocks, like US Internet
stocks, are being driven by retail investors who do not use conventional valuation criteria.
This combined with illiquidity gives alarmingly high valuations. Investors must also remember
that SEC regulation and UK standards provide more investor protection than elsewhere in the
world justifying higher valuations not lower ones.

ARIN
The ARIN is an investment mechanism that enables profits to be made from declining share
prices. This has proved the most disappointing element of the portfolio in 1998 reflecting poor
stock selection and the loss incurred was £530,134. The Investment Manager maintains the
belief that the ARIN is a useful tool, and it did help dampen the decline in the portfolio in
August and September. However, failure to close the position in early October proved
expensive.

Outlook
In an increasingly uncertain world from a macro-economic point of view, and with increased
volatility in stock markets, it is reassuring to be investing in some of the few sectors
demonstrating strong underlying growth world-wide. The sectors include broadcasting,
publishing, telecommunications, information technology, advertising and printing.
Technological advances and related consumer and business demand have led to a significant
expansion of the sectors in recent years, with the traditional businesses adapting to new
capabilities and new businesses being created to capitalise on technological innovations and
improvements. The effect of this process is to blur the distinction between previously
disparate businesses, products and markets. The Investment Manager's investment
philosophy is to have a limited exposure to the highly rated high growth stocks, which have
the potential to decline in any market correction, and to combine these with the value plays
where bids will continue, particularly in a world of low long term rates. As ever, the best
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returns come from the stocks that make the transition from value to glamour. We are
optimistic that some stocks held by the Fund have the potential to be discovered this year.
With the millennium approaching, uncertainty exists over how businesses' spend on hardware,
software and services will be affected as their Year 2000 "bug-fixes" finally go live. Some have
speculated that a technology recession looms, however the Investment Manager believes that
the increasingly strategic involvement of technology in growing enterprises will allow the
sector as a whole to continue to undergo significant growth over the coming years, albeit
stock selection will be more important than normal. Other substantial growth is also expected
from consumer-oriented solutions, including multimedia communications and small electronic
devices.
Particular drivers to growth include:
Multimedia communications

Internet
• Business-to-business ecommerce
• Business-to-consumer e-tailing
• Broadband communications
• Support services

•
•
•
•

Cable TV networks
Mobile telephony
Satellite broadcasting
Unified messaging

Small Electronic Devices
Storage
• Storage Area Networks
• Outsourcing

• Handheld computers
• Set-top boxes
• Wireless networking
Services

Deregulation

• Skills shortages
• Outsourcing

Security
Media

Efficiency, cost reduction and competitive
advantage

• Content
• Advertising
• Convergence

Top Ten Equity Holdings as at 31 December, 1998
Company

Market Capitalisation 0/0 of NAV

EMC Corp

US$42.7bn

IMS Group

GBP30.5m

3.1%

Columbus Group

GBP42.5m

2.7%

Acal

GBP79.4m

2.6%

Jacor Communications Inc US$3.3bn

2.4%

Analog Devices Inc

US$5.1bn

2.4%

Admiral

GBP738.6m

2.3%

Informa Group

GBP336.9m

2.3%

Telemetrix

GBP47.8m

2.1%

Superscape VR

GBP23.8m

2.1%
26.30%

Total
EMC Corp - GBP511k

EMC is focused on delivering intelligent enterprise storage and retrieval solutions that enable
companies and organisations to leverage their rapidly growing volumes of information into
profitability, growth and competitive advantage. EMC defined, and is recognised as the world
leader in, the market for enterprise storage systems. Since 1990, sales have grown from
US$190m to the expected US$4bn for 1998. Worldwide, the trend continues to capture and
analyse increasingly detailed information. With EMC continuing to grow its market share,
especially in the fastest growing segments of its business, EMC is well placed to continue its
success.
IMS Group plc - GBP389k
IMS operates call centres for third parties, publishes real-time information by telephone
(sports results, etc.), and provides services to media clients. The company is also in business
as a service provider for fixed and mobile telephony.
Columbus Group plc - GBP328k

•
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Columbus publishes and sells books. Through its subsidiaries, it publishes international travel
directories designed for trade use, newsletters and books for sale to consumers, and
directories in the global computing, communications and IT areas.
Acal plc - GBP316k
Acal distributes electronic components, industrial controls and document imaging equipment
and also repairs and distributes personal computer parts. The company operates worldwide,
but has a high proportion of its sales in continental Europe.
Jacor Communications Inc - GBP310k
Jacor Communications owns and operates more than 200 radio stations in the US, as well as
other broadcasting media interests. In October, Clear Channel Communications announced a
bid for Jacor.
Analog Devices - GBP302k
Analog Devices is a semiconductor company that develops, manufactures and markets highperformance integrated circuits (ICs) used principally in signal processing applications.
Products are sold worldwide, primarily to original equipment manufacturers (OEMs) for use in
communications, computer, industrial, military/aerospace, automotive and high-performance
consumer products. Although historically the company's sales have come from general
purpose Standard Linear ICs (SLICs), the company has become a major supplier to the
growing Digital Signal Processor (DSP) and Mixed-Signal Processor (MSP) markets. Demand
for these types of product continues to grow, as new and more sophisticated uses emerge and
evolve: from speech recognition by in-car computers, to advanced refrigeration electronics for
efficient and intelligent temperature control.
Admiral plc - GBP291k
Admiral offers a diverse range of IT services including bespoke software development,
technical and management consultancy, training facilities, and the development of computerbased training systems. The company operates throughout the UK, but has offices in Europe,
together with smaller operations in the Far East and Australia. The company continues to
grow at a significant rate, principally organically, but also through acquisition where
strategically prudent. Europe continues to be the principle focus for growth.
Informa Group plc - GBP285k
Informa was formed by the recent merger of IBC and LLP. It runs targeted conferences for
professional audiences of between 25-250 people. The publishing division publishes around
200 newsletters, the leading title being Lloyds List.
Telemetrix plc - GBP263k
Telemetrix primarily serves the international telecommunications and networking industries. It
has two main businesses in the UK: Zetex which manufactures specialist semiconductors, and
Trend which manufactures telecommunications test equipment targeting the ISDN market.
Superscape VR plc - GBP261k
Superscape produces PC-based virtual reality software, enabling developers to design and
deliver their own 3D worlds to be deployed either stand-alone or on the Internet. The
company and the market for its technology are still at an embryonic stage, although the
continuing improvements in computer processing power (both in terms of raw speed, but also
graphics) are enabling this power-hungry technology to be adopted by the mainstream.
Towards the end of last year, Lego released its Creator product to enable users (principally
children) to build and realise Lego models on a PC. The two companies partnered in the
product's development which is built on Superscape's core technology.
Herald Investment Management Limited
Investment Manager
Date: 3 February, 1999
The information on this page is taken from the Report & Accounts 1998
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O Financial Year 2006
Statement of Total Return
O Interim 2006
o Financial Year 2005
Statement of Total Return for the period from 12
O Interim 2005
February, 1998, the date of incorporation, to 31
O Financial Year 2004
December, 1998
O
Interim
2004
GBP
GBP
O Financial Year 2003
Net losses on investments during
(367,116)
O Interim 2003
the period
O Financial Year 2002
Other gains
5,387
o Interim 2002
Gross income
228,427
O Financial Year 2001
Expenses
(139,869)
O Interim 2001
Net income for the period
88,558
O Financial Year 2000
O
O
O
O

Interim 2000
Financial Year 1999
Interim 1999
Financial Year 1998
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Tot a ! Return for the period

(273,171)

Equalisation

(500)

Net decrease in Shareholders'
Funds from investment
activities

(273,671)

Statement of Movements in Shareholders' Funds for the
period from 12 February, 1998, the date of
incorporation, to 31 December, 1998

GBP

oEl.,KA LI)
°HERALD
°HERALL)
°HERALD

Net assets at the start of the
period

GBP
0

Movement due to sales and
repurchase of Shares
Amounts received on sale of Shares 13,074,251
less: Amounts paid on repurchase
of Shares

(350,426)
12,723,825

Net decrease in shareholders' funds
from investment activities
Net assets at the end of the
period

On behalf of the Board of Directors

(273,671)

12,450,154
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Mr. Alan Jeffers
Mr. Paul McNaughton
The information on this page is taken from the Report & Accounts 1998
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Financial Year 2006
Interim 2006
Financial Year 2005
Interim 2005
Financial Year 2004
Interim 2004
Financial Year 2003
Interim 2003
Financial Year 2002
Interim 2002
Financial Year 2001
Interim 2001
Financial Year 2000
Interim 2000
Financial Year 1999
Interim 1999
Financial Year 1998

periorivolicc

Balance Sheet
at 31 st December 1998
31/12/98
GBP
Portfolio of Investments 11,121,832
Net current assets
Debtors
Cash and bank balances

124,147
1,239,040
1,363,187

Less
Creditors
Net current assets

(34,865)
1,328,322

Net assets

12,450,154

Shareholders' funds

12,450,154

Net Asset Value per Share

9.82
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On behalf of the Board of Directors
Mr. Alan Jeffers
Mr. Paul McNaughton
The information on this page is taken from the Report & Accounts 1998
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