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INVESTMENT MANAGER'S REPORT

UK
The year has seen mixed trends. The area of outstanding performance has been the
fee based computer service companies, and IT recruitment and contracting
consultancies. This reflects a solid increase in overall demand, genuine skill shortages
even in older technologies such as Cobol programmers combined with a stock
market concept enthusiasm for the area reflecting the workload required to adapt
computers to the year 2000. The fund has benefited from significant holdings in this
area including Admiral, MMT and CRT. It is particularly interesting that in some
cases valuations for these service businesses in the London market exceed valuations
for similar businesses in the US in spite of the popular perception that NASDAQ
valuations are higher. Returns for software product companies have been much
more stock specific and mixed, as they always will be.

In contrast healthy returns from electronic equipment companies have proved
difficult to achieve. This reflects amongst other things a cyclical downturn in the
semiconductor industry, a p. c. stock overhang at the start of the year, though world
end-user growth continues to be nearly 20%, albeit lower than expected a year ago.
For UK exporters, the currency has been unhelpful.

For the first two years of the fund's life the media sector accounted for about a third
of the portfolio. This proportion has fallen to 24.6% of the fund at the end of 1996.
This reflects a combination of some under performance relative to the support service
area in particular, but also an investment decision to reduce the fund's exposure to the
broadcasting sectors, both radio and TV (few companies are small enough anyway).
The embryonic "new" media companies, both on-line services including internet
service providers and CD-ROM developers, have generally had a very difficult year,
but the fund has had a very limited exposure to these companies over the last few
months.

US
If the UK smaller companies indices saw a June-July reversal of about 7%, the US
correction was far greater. The Morgan Stanley High Technology Index fell 22%,
the Russell 2000 15%, and an index of companies in the Herald universe fell some
27%. This correction was somewhat unfortunate with respect to the 'C' share issue
in the short term, though damage was alleviated by the cautious rate of investment
of the 'C' share proceeds, and a higher level of investment in the UK than had
originally been envisaged. However, subsequent to the summer lull there has been a
major rally in the technology indices, with the Morgan Stanley index rising some
35% (significantly Intel and Microsoft) from the summer trough to the year end, and
the Russell 2000 more modestly just recovered to May levels. This more muted
recovery was reflected in both the Herald US universe and portfolio. By the year end
the shortfall on book cost of 15.3m in the US portfolio was £2m which is entirely
accounted for by the adverse currency movements. In May investments were made
with an exchange rate nearly $1.50/i versus the year end rate of $1.715/i. It currently
remains the policy not to hedge currency, which has proved helpful in the early part
of 1997.
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INVESTMENT MANAGER'S REPORT continued

Rest of the World

Exposure in other markets has been on an entirely stock specific basis, and generally
profitable. At the year end assets were £10.6m versus a book cost of 9.7m in spite of
the adverse currency movement.

This has led to returns as follows:

Statistics and Performance Report

	At inception	 At	 At	 Pediirmance	 Peiformance

	

16 February	 31 December	 31 December	 since 31 Dec since inception

	

1994	 1995	 1996	 1995(%)** 	(`)/0)

Basic NAV (p)	 98.7p*	 137.98p	 156.89p	 +13.7%	 +58.9%

FTSE-100	 3,417.7	 3,689.3	 4,118.5	 +11.6%	 +20.5%

FTSE-All-share	 1,717.78	 1,802.56	 2,013.7	 +11.7%	 +17.2%

FTSE-Smallcap	 2,076.05	 1,941.55	 2,183.11	 +12.4%	 +5.2%

HGSC (ext cap

gains ex IT)	 1,750.0	 1,634.33	 1,877.44	 +14.9%	 +7.3%

Shareprice	 90.9p	 127p	 136p	 +7.1%	 +49.6%

Warrant price	 45.5	 55p	 61p	 +10.9%	 +34.1%

Premium/(Discount) to fully diluted NAV/share as at 31 December 1996 	 (9.0)%

UK Equity Portfolio as a °/0 of Shareholders' Funds at 31 December 1996 	 71.5%

Overseas Equity Portfolio as `)/0 of Shareholders' Funds

at 31 December 1996** 	 18.3%

Gilts, cash and other net assets as a % of Shareholders' Funds at

31 December 1996	 10.2%

Number of Equity Holdings at 31 December 1996 	 116

*100p is shareholders' subscription price before launch costs of 1.3p
**Capital return only
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TOP TWENTY HOLDINGS

Midland Independent News £2.48m
Midland Independent News offers exposure to regional classified advertising, and
has cash generative margins. Titles include the Birmingham Evening Mail, the
Birmingham Post, Sunday Mercury, Coventry Evening Telegraph as well as a

number of free weekly papers.

GGT £2.46m
GGT is an advertising group based in London with subsidiaries in Manchester,
Atlanta, Minneapolis and Austin, Texas. The US businesses account for 60% of
sales. The company is seeing a recovery in staff productivity with a sound position
as advertising spend recovers. The imminent acquisition of a French based business
will alter the balance significantly.

IBC £2. 40m
IBC runs targeted conferences for professional audiences of between 25-250 people.
The publishing division, which accounts for about a third of the profits, publishes
about 200 newsletters.

Superscape VR £2.26m
Superscape develops p.c. based virtual reality software, which gives images in
three dimensions at low cost. The company is at an embryonic stage, but has
agreed contracts and marketing deals with Microsoft, Gateway and IBM which
should accelerate sales. Intel and Northern Telecom are key customers.

Pegasus £2.25m
Pegasus develops accounting packages for the p.c. platform in the UK. Distribution
is through a growing base of dealers, and recurring revenue from maintenance
contracts is of growing importance. Its core product Opera has a high, though still
rising market share. Further progress will require success across a broader product
range, such as its lower end Capital product.

Diploma £2.09m
Electronic component distribution remains the most important element of the
business. This market was inevitably difficult in 1996 reflecting the collapse in prices
of commodity semiconductors such as memory devices. As ever Diploma has
proved reasonably resilient in this environment. The market for building products
should start to improve, while specialist steels may remain more difficult.

Dorling Kindersley Holdings £2.06m
Dorling Kindersley is a book publisher, with a strong market position in children's
books both in the UK and overseas. It is also an early entrant into CD-ROM
publishing, its books having an easily transposable style.
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TOP TWENTY HOLDINGS continued

Watmoughs 5.2.00m
Watmoughs is a high quality independent printer specialising in long run colour
printing including magazines such as the Sunday Times colour supplement. Heavy
capital expenditure, which continued through the recession, gives Watmoughs a
strong competitive position in the UK, while foundations have been laid for
significant businesses in Spain and Hungary.

Telemetrix £1.93m
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. It also owns 57% of GTI, a NASDAQ
quoted company, which has proved particularly problematic, but still has a market
capitalisation of approximately US$50m.

Eidos £1.91m
The majority of Eidos sales are now computer games. Tomb Raider has proved a
particularly successful title for Christmas 1996. The original software compression
technology has thus far failed to deliver. The company attained a NASDAQ listing
in 1996.

Maiden £1.89m
Maiden is a market leader in the UK outdoor advertising market. It has a site estate
of some 25,000 panels (mainly 48 and 96 sheet). The market is growing faster than the
more glamorous broadcasting and newspaper media. The business was founded in
1925. It was floated in 1996 following a leveraged buy-out in 1993.

Vision £1.86m
Vision has used leading edge technology to develop CMOS vision technology. The
Cedar camera is a miniature monochrome video camera which has a wide range of
uses such as domestic security, video entryphones and closed circuit TV. The group
has received significant orders from toy manufacturers. The Parallel Port camera,
which is used for desktop videoconferencing incorporates a colour CMOS sensor
which interfaces directly to a p.c.

Draka (convertible subordinated bonds) £1.79m
Draka is a Dutch cable company which was sold by Phillips in 1985 to a consortium
including the management. The company has a strong position in the market for
datacommunication cables, a market of strong growth as computer networks
become more prevalent. Fibre optic demand has been particularly strong in 1996.

Linx Printing Technologies £1.70m
Linx is a manufacturer of continuous ink jet printers. As the installed base grows so
does the recurring revenue stream from the sale of inks. There is an interesting laser
product in development which should contribute to sales in the next fiscal year
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DETAILED LIST OF INVESTMENTS
AT 31 DECEMBER 1996

OVERSEAS `)/0 of ')/0 of
Fund Fund

HOLLAND USA

Foreign Cony. Bond Leisure
Draka 1.40% MagicWorks Convertible Loan 0.34%

FRANCE
MagicWorks Entertainment Inc 0.41%

Media
0.75°/0

Europe 1 0.14% Media
Filipacchi Media 0.36% Cinar Films Inc-CL B 0.44%
N.R.J. 1.01% Granite Broadcasting 0.29%

1.51% 0.73%

HONG KONG Support Services
Support Services Axem Technologies 0.41%

Elec & Eltek 2.14% CFI Proservices 0.26%
Computer Learning Centers 0.42%

NORWAY Data Translation Inc 0. 04%
Telecommunications Lightbridge 0. 18%
Netcom 0.04% May & Speh 0.66%

Distributor Media 100 0.36%

Santech 0.76% Vmark Software 0.26%

Support Services 2.59%

Sysdeco 0.91% Telecommunications

SINGAPORE Castelle 0.14%

Support Services
Uraco 0.15%

Coherent Communications Sys.
Gilat Satellite Networks
Harmonic Lightwaves

O.44%
0.28%
0.21%

SWITZERLAND Superior Telecom O.74%

Electronic and Electrical Equipment 1.81%
Logitech 0.72%

Media
Publicitas 0.55%

USA

Distributor
Black Box 0.75%

Electronic and Electronic Equipment
Burr Brown Corporation 1.17%
Lernout & Hauspie Speech 0.50%
Methode Electronics 'A' 0.91%
QSC 0.22%
Teltrend 0. 25%
Triquint Semi-Conductor 0.66%

3.71%

Geographical allocations are made according to market listing, not domicile.
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DIRECTORS' REPORT

The directors present their report and accounts for the year ended 31 December
1996.

Business Activity
The Company was approved as an investment trust on the basis of the 1995 accounts
and has since been managed so as to enable it to approach the Inland Revenue for
approval as such under Section 842 of the Income and Corporation Taxes Act 1988
when these accounts are submitted. Under Section 266 of the Companies Act 1985
the Company is an investment company and operates as such. The Company is not
a close company within the meaning of the provisions of ICTA 1988.

Investment policy and objectives
The objective of the Company's management is to secure an attractive level of
overall return for its shareholders primarily from capital growth but also from
income over the life of the Company. The Company spreads its risks across a
diversified portfolio of quoted securities in smaller companies which specialise in
products, services or applications in the communications and multimedia sectors.
The Company has certain specific investment guidelines, including that investee
companies will have an equity market capitalisation of up to approximately
£350 million at the time of initial investment. Securities acquired by the Company
will normally be quoted on the Official List (which includes the Alternative
Investment Market) of the London Stock Exchange or equivalent markets overseas.

Although by its Articles of Association the Company has powers to borrow up to
one-fifth of its total capital and reserves there are no borrowings at present and no
such facilities have been negotiated.

The Company's policy is to adopt a long-term approach to investment.

Results and Dividend
The net profit after tax for the period was £1,034,478 (1995: £649,782).

The directors recommend a dividend of 0.81p per ordinary share for the year ended
31 December 1996, which, if approved by the Annual General Meeting, will be
payable on 14 April 1.997 to holders registered on 21 March 1997. The payment will
amount to £671,442 and the transfer to reserves will therefore be £363,036.

The net asset value (NAV) of the Company at 31 December 1996 represented a value
of 156.89p per ordinary share. This represented a rise of 13.7% during the year and
of 58.9°/0 since the date of committal of funds (16 February 1994) after allowing for
launch expenses of 1.3p per share.
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DIRECTORS' REPORT continued

Investment Report and Outlook
The Chairman's Statement incorporates a review of the highlights of the year to

31 December 1996.

Market Information
The Company's ordinary shares and warrants are listed on the London Stock
Exchange. The market price of the ordinary shares and the warrants is shown daily
in the Financial Times and that of the ordinary shares in The Daily Telegraph and
The Times. The NAV per share is calculated monthly and released to the London
Stock Exchange and the Association of Investment Trust Companies.

Taxation
The price of the ordinary shares (adjusted for the price of attributable warrants) on
21 February 1994, which was the first day of trading, was 90.9p. The normal basis for
calculating non-trading gains or losses is the difference between that price, or any
subsequent purchase price, and the sale price, using the indexation allowance for
inflation. Indexation allowances, however, cannot create or increase a loss. Any
shareholder uncertain of his or her position is recommended to seek expert advice.

The Board
Other than as declared in the following paragraph and in the section headed
"Management and Administration" below, your board has complete independence
from the management company, all its members being non-executive. All have been
directors for the whole period under review.

Martin Boase, MA, FIPA (Chairman), aged 64, formed advertising agency Boase
Massimi Pollitt plc in 1968 which was floated on the London Stock Exchange in
1983. He was chairman of the Advertising Association from 1987 to 1992 and is
currently chairman of The Maiden Group plc, Heal's plc and The Investment Trust
of Investment Trusts PLC. He is a director of EMAP plc and Matthew Clark plc.
Mr Boase owns 7.2% of the ordinary share capital of the management company.

Timothy Abell, MA, aged 66, is chairman of Foreign & Colonial Eurotrust plc,
chairman of the Church, Charities and Local Authorities Fund Managers Limited
and a non-executive director of Baring Tribune Investment Trust plc. He was
formerly deputy chairman of Baring Investment Management Limited and
chairman of the Association of Investment Trust Companies.

Justin Dukes, aged 55, is chairman of ECIC Management Limited, is a director of
VTR plc and was the founding managing director of Channel Four Television Co.
Limited and joint managing director of Financial Times Group. He is a former
president of the Institute of information Scientists, has been a trustee of the
International Institute of Communications and is a companion of the Institute of
Management.
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DIRECTORS' REPORT  continued

Colin McCarthy, FCA, MCT, aged 59, joined Bowthorpe plc, the multinational
electronics group, in 1962, and was appointed financial director in 1982. He
is president of Bowthorpe International, Inc., and managing director of
Bowthorpe BV.

Clive Parritt, FCA, aged 53 is chairman of Baker Tilly, Chartered Accountants and
also a director of Baker Tilly Consulting, the firm's consultancy arm. He qualified as
a chartered accountant in 1966 and has spent over 15 years specialising in advising
smaller and medium sized businesses in a wide range of industries. He is currently a
member of the Council of the Institute of Chartered Accountants in England and
Wales, chairman of Baronsmead Investment Trust plc and a non-executive director
of Pilot Investment Trust plc.

Other than in respect of the shareholding by Mr Boase in the investment
management company, there were no contracts subsisting during or at the end of the
year in which a director was or is materially interested.

A policy of insurance for claims made against directors and officers is maintained by
the Company.

The directors' holdings in the Company's shares, all of which are beneficially owned,
were as follows:

Number of
Ordinary Shares

1995	 1996

Number of
Warrants

1995	 1996
Martin Boase 50,000 50,000 60,000 60,000
Timothy Abell 10,000 11,158 2,000 2,000
Colin McCarthy 5,000 8,112 1,000 1,000
Clive Parritt 5,000 5,637 1,000 1,000
Justin Dukes 1,158

There have been no changes in the above holdings up to the date of this report.

Management and Administration
For the entire year under review the management of the Company was contracted to
Herald Investment Management Limited ("HIML"). HIML is regulated by IMRO.

The manager of Herald Investment Trust is Katie Potts, a director and substantial
shareholder of HIML. HIML was employed initially under a three-year contract.
This period has now expired and the contract is subject to 12 months' notice. HIML
is remunerated at a monthly rate of 0.0833°/0 on the Company's NAV.

The Company is the beneficial owner of 17% of the ordinary share capital of HIML.

Administration of the Company and its investments is contracted by HIML to
Cavendish Administration Limited, which also acts as company secretary.

Custody of investments is contracted to The Royal Bank of Scotland plc.
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DIRECTORS' REPORT continued

PEPs
The ordinary shares of the Company are qualifying investments for personal equity
plans. Current legislation allows a qualifying individual to invest up to £6,000 in each
tax year in a general PEP but any individual contemplating investment should

consult his own adviser.

Significant Shareholdings
At the date of this report the directors have been notified of the following
shareholdings comprising 3% or more of the issued share capital of the Company:

Ordinary
Shares

Commercial Union Asset Management Ltd 4,765,000 5.7
Lincoln Investment Management 4,117,809 5.0
Lloyds TSB Group 3,565,110 4.3

Payment of Suppliers
It is the Company's payment policy to obtain the best possible terms for all business.
The Company contracts with its suppliers the terms on which business will take
place and abides by such terms.

Donations
The Company did not make any donations during the year under review.

Auditors
Messrs Ernst & Young have expressed their willingness to continue in office as
auditors, and a resolution to reappoint them will be proposed at the annual general
meeting.

By order of the Board

Cavendish Administration Limited

Secretary

4 March 1997
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CORPORATE GOVERNANCE

Code of Best Practice
The directors have considered the Cadbury Committee Report on the Financial Aspects of
Corporate Governance and fully support the recommendations in the Code of Best Practice
and the Association of Investment Trust Companies' Guidelines. The Company complies
with the Code except as referred to below. After making inquiries, the directors have a
reasonable expectation that the Company has adequate resources to continue in operational
existence for the foreseeable future. For this reason, they have adopted the going-concern
basis in preparing the accounts.

There is no formal schedule of matters reserved for the board. Such a schedule would be
inappropriate since the board decides on all aspects of the activities of the Company, which
are fully discussed at regular board meetings. The board is comprised entirely of
non-executive directors who, except as disclosed in the Directors' Report, are independent
of the investment managers. All such directors form the Audit Committee with formal
terms of reference. The directors do not have appointment letters nor service contracts for a
specific term.

Internal Financial Control
The directors have assessed their position in the light of the Cadbury Committee Working
Party Report on Effectiveness of Internal Financial Controls, and:

• acknowledge that they are responsible for the Company's system of internal financial
controls;

• wish to explain that such a system can provide only reasonable and not absolute
assurance against material misstatement or loss;

• have developed certain key procedures designed to provide effective internal financial
control, as summarised below; and

• confirm that the board as a whole has reviewed the effectiveness of the system of
internal financial control.

The key procedures referred to above include monthly production of management accounts
and NAV calculations, monitoring of performance at regular board meetings, supervision
by directors of the valuation of securities, segregation of the administration function from
that of securities and cash custody and of both from investment management, maintenance
of appropriate insurances, and adherence to physical and computer security procedures.
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REPORT BY THE AUDITORS ON CORPORATE GOVERNANCE
TO HERALD INVESTMENT TRUST plc

In addition to our audit of the accounts, we have reviewed the directors' statements on
page 17 on the Company's compliance with the paragraphs of the Code of Best Practice
specified for our review by the London Stock Exchange and their adoption of the going
concern basis in preparing the accounts. The objective of our review was to draw attention
to any non-compliance with Listing Rules 12.43(j) and 12.43(v).

Basis of opinion
We carried out our review in accordance with guidance issued by the Auditing Practices
Board and assessed whether the directors' statements on going concern and internal financial
control are consistent with the information of which we are aware from our audit. That
guidance does not require us to perform the additional work necessary to, and we do not,
express any opinion on the effectiveness of either the Company's system of internal financial
control or its corporate governance procedures, nor on the ability of the Company to
continue in operational existence.

Opinion
With respect to the directors' statements on internal financial control and going concern on
page 17, in our opinion the directors have provided the disclosures required by the Listing
Rules referred to above and such statements are consistent with the information of which we
are aware from our audit work on the accounts.

Based on enquiry of certain directors and officers of the Company and examination of
relevant documents, in our opinion the directors' statement on page 17 appropriately reflects
the Company's compliance with the other paragraphs of the Code specified for our review
by Listing Rule 12.43(j).

ERNST & YOUNG
Chartered Accountants

4 March 1997
	

London

STATEMENT OF DIRECTORS' RESPONSIBILITIES

Company law requires the directors to prepare accounts for each financial year which give
a true and fair view of the state of affairs of the Company as at the end of the year and of the
surplus or deficit for the year. In preparing the accounts, the directors are required to:

• select suitable accounting policies and then apply them consistently;

• make judgements and estimates which are reasonable and prudent;

• state whether applicable accounting standards have been followed, subject to any
material departures disclosed and explained in the accounts; and

• prepare the accounts on the going-concern basis, unless it is inappropriate to presume
that the Company will continue in business.

The directors confirm that they comply with the foregoing requirements.

The directors are responsible for ensuring that proper accounting records are kept which
disclose with reasonable accuracy at any time the financial position of the Company and
enable them to ensure that the accounts 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 irregularities.
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AUDITORS' REPORT

REPORT OF THE AUDITORS TO THE MEMBERS OF HERALD
INVESTMENT TRUST plc

We have audited the accounts on pages 20 to 27 which have been prepared under the
historical cost convention as modified by the revaluation of investments and on the basis of
the accounting policies set out on page 23.

Respective responsibilities of the Directors and Auditors
As described on page 18, the Company's directors are responsible for the preparation of the
accounts. It is our responsibility to form an independent opinion, based on our audit, on
those accounts and to report our opinion to you.

Basis of opinion
We conducted our audit in accordance with Auditing Standards issued by the Auditing
Practices Board. An audit includes examination, on a test basis, of evidence relevant to the
amounts and disclosures in the accounts. It also includes an assessment of the significant
estimates and judgements made by the directors in the preparation of the accounts, and of
whether the accounting policies are appropriate to the Company's circumstances,
consistently applied 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 sufficient evidence to give
reasonable assurance that the accounts are free from material misstatement, whether caused
by fraud or other irregularity or error. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the accounts.

Opinion
In our opinion the accounts give a true and fair view of the state of affairs of the Company
as at 31 December 1996 and of its revenue for the year then ended and have been properly
prepared in accordance with the Companies Act 1985.

ERNST & YOUNG
Chartered Accountants
Registered Auditor

4 March 1997
	

London
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STATEMENT OF TOTAL RETURN
FOR THE YEAR ENDED 31 DECEMBER 1996

Notes

Revenue

i'000

1996

Capital

i'000

Total Revenue

restated

E'000

1995

Capital

restated

f'000

Total

restated

f'000

Gains/(losses) on

investments 8 9,951 9,951 28,509 28,509

Income -)_ 2,897 — 2,897 1,968 — 1,968

Investment

management fee 3 (1,438) — (1,438) (855) — (855)

Other expenses 3 (161) — (161) (141) — (141)

Net return before

taxation 1,298 9,951 11,249 972 28,509 29,481

Taxation 5 (263) (263) (192) (192)

Return on ordinary

activities after

taxation 1,035 9,951 10,986 780 28,509 29,289

Ordinary dividend

payable 6 (672) (672) (423) (423)

Transfer to reserves 363 9,951 10,314 357 28,309 28,866

Return per ordinary

share 7 1.32p 12.70p 14.02p 1.20p 43.86p 45.06p

Dividend per

ordinary share 0.81p 0.81p 0.65p 0.65p

The revenue column of this statement is the revenue account of the Company.

All revenue and capital items in the above statement derive from continuing operations.

No operations were acquired or discontinued during the year.

The notes on pages 23 to 27 form part of these accounts
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BALANCE SHEET
AT 31 DECEMBER 1996

Notes 1996 1995

restated

i'000 '000
Fixed assets:

Investments at current market value 8 128,151 84,458

Current assets:

Sales for future settlement 126 75

Taxation recoverable 216 942

Cash at bank and in hand 2,205 5,268
Other debtors 366 218

2,913 5,803

Creditors: amounts falling due within one year:

Purchases for future settlement 144 —

Other creditors 186 128

Dividend payable 672 423

551

Net current assets 1,911 5,252

Provision for deferred taxation 9 7 71

TOTAL NET ASSETS 130,055 89,689

Capital and reserves

Share capital 10 20,724 16,250

Share premium account 11 67,819 42,005

Warrant reserve 11 5,679 5,915

Capital reserves 11 34,999 25,048

Revenue reserves 11 834 471

TOTAL EQUITY SHAREHOLDERS' FUNDS 12 130,055 89,689

Net asset value per ordinary share 13 136.89p 137.98p

Fully diluted 13 149.45p 131.65p

Approved by the Board of Directors on 4 March 1997 and signed on their behalf - by:

M. Boase

T. G. Abell
	 Directors

The notes on pages 23 to 27 _form part of these accounts
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CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 1996

Notes 1996

i'000

1995

P000

Operating activities

Net cash flow from operating activities 14 1,208 864

Servicing of finance

Dividend paid (423) (325)

Taxation

Tax on income from investments (493) (339)

Tax recovered 947 —

(251) (339)

Investing activities

Payments to acquire fixed asset investments (68,718) (30,392)

Receipts on disposal of fixed asset investments 35,069 34,286

Net cash (outflow)/inflow from investing activities (33,649) 3,894

NET CASH (OUTFLOW)/INFLOW BEFORE

FINANCING (33,115) 4,094

Financing

Issue of C shares for cash 10 30,000

Issue of ordinary shares for cash 10 518

Share issue expenses 11 (467)

Sale of fractional shares for cash 1

NET CASH INFLOW FROM FINANCING 30,052

NET CASH (OUTFLOW)/INFLOW

Increase! (decrease) in cash and cash equivalents 16 (3,063) 4,094

The notes on pages 23 to 27 form part of these accounts
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NOTES TO THE ACCOUNTS

1.	 Accounting policies
The financial statements have been prepared in accordance with applicable accounting standards. The
particular accounting policies adopted are described below:

(a) Accounting convention
The accounts are prepared under the historical cost convention, as modified by the revaluation of
investments. The accounts have been prepared in accordance with the Statement of Recommended
Practice "Financial Statements of Investment Trust Companies".

(b) Investments
Listed investments in Great Britain are valued at closing mid-market prices according to the Official List
of the London Stock Exchange. Investments on the Alternative Investment Market are included at their
quoted mid-market prices. Unlisted investments are valued by the Directors using other accounts
information as appropriate. Foreign holdings are valued at closing mid-market prices verified by
reference to at least two independent sources.

(c) Income from investments
In accordance with the Statement of Recommended Practice the accounting policy for dividend income
has changed from recognition on a due date basis and is now accounted for when the entitlement to the
income is established (normally on the ex-dividend date) and is grossed up at the appropriate rate of tax
credit. Interest receivable is accounted for on an accrual basis.

(d) Capital reserves
The Company is precluded by its Articles from making any distribution of capital profits. Realised
profits and losses on disposals of investments are dealt with in the realised capital reserve. Unrealised
revaluation movements are dealt with through the unrealised capital reserve.

(e) Investment management fees
No charge of investment management fees is made to capital; all such fees are dealt with in the revenue
account.

(f) Advance Corporation Tax
No provision is made for Advance Corporation Tax on dividends proposed to the extent that it is
expected that such Advance Corporation Tax will be offset by future tax credits on franked investment
income.

(g) Deferred Taxation
Deferred tax is provided for, using the liability method, on all material timing differences to the extent
that it is probable that a liability will crystallise, calculated at the rate of 33% at which it is anticipated the
timing differences will reverse.

(h) Foreign currency
Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction. Monetary
assets denominated in foreign currencies are retranslated at the rate of exchange ruling at the balance
sheet date. Exchange differences of a revenue nature are taken to the revenue account. Those of a capital
nature are taken to capital reserve.
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NOTES TO THE ACCOUNTS continued

2.	 Income
Income from investments 1996 1995

restated
C000 £'000

Franked dividends from listed investments 1,887 1,470
Franked dividends from unlisted investments 79 165
Unfranked dividend income 148 —

Unfranked income from foreign convertible bonds 68 87
Gilt interest income 296 85

2,478 1,802

Other income 1996 1995
i'000 £'000

Interest receivable 379 135
Underwriting commission 40 31

419 166

2,897 1,968

The change in accounting policy on recognition of dividend income from a due date to an ex-dividend date
basis has increased income by 012,000 and £14,000 for the years ending 31 December 1996 and
31 December 1995 respectively.

3.	 Administration expenses
1996 1995

£'000 i'000
Investment management fee 1,438 855
Custodian's fees 9 9
Registrar's fees 23 11
Directors' fees 53 40
Auditors' fees — audit 11 10

— non-audit work 15 5
Miscellaneous expenses 50 66

1,599 996

4. Directors' fees
The fees of the Chairman are £12,000 (1995: £10,000) per year and those of the other directors £9,000 each
(1995: £7,500) each per year.

5. Taxation
1996 1995

restated
i'000 £'000

Prior year adjustment — corporation tax (9)
Income tax on franked investment income 267 204
Overseas tax 10 —
Deferred tax (14) (16)
Prior year adjustment — deferred tax 13

263 192

No corporation tax liability arises for the period due to management expenses exceeding unfranked
investment income. Tax on UK dividends has been reduced by £126,000 (1995: £123,000) to reflect tax
recoverable under S242 ICTA 1988, arising from surplus franked investment income.

6.	 Dividend
The Directors recommend a final dividend of 0.81p (1995: 0.65p) per share, to be paid on 14 April 1997 to
all shareholders on the register as at the close of business on 21 March 1997.
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NOTES TO THE ACCOUNTS continued

7. Return per ordinary share
Basic revenue return per ordinary share is based on the net revenue on ordinary activities after taxation
of £1,035,000 (1995: (780,000) and on 78,373,172 ordinary shares (1995: 65,000,000) being the
weighted average number of ordinary shares in issue during the year.

Basic capital return per ordinary share is based on the net capital gains for the financial year of £9,951,000
(1995: (28,509,000) and on 78,373,172 ordinary shares (1995: 65,000,000) being the weighted number
of ordinary shares in issue during the year.

8. Investments at current market value
1996 1995

i'000 r000
Listed at market valuation on the London Stock Exchange 101,974 70,711
Listed at market valuation on other recognised Stock Exchanges 23,747 7,026
Unlisted* 2,430 6,721

Total fixed asset investments 128,151 84,458

Opening book cost 67,397 64,364
Opening unrealised appreciation 17,061 (3,293)

Opening valuation 84,458 61,071
Movements in the year:
Purchases at cost 68,862 29,103
Sales - proceeds (34,995) (34,225)

- realised gains 7,299 8,155
Increase in unrealised appreciation 20,354

Closing valuation 128,151 84,458

Closing book cost 108,563 67,387

Closing unrealised appreciation 17,06119,588

Market value of investments at 31 December 128,151 84,458

Realised gains on sales 7,299 8,155
Increase in unrealised appreciation 2,527 20,354
Capital gain on options written 125 -

9,951 28,509

* The unlisted balance comprises three AIM stocks and an unquoted holding in Herald Investment
Management Limited (HTML), the Company's fund manager. The HTML holding represents 17% of
the share capital of that company and is included at its cost of £305,297 (1995: £305,297). HIML is
registered in England and Wales.

9. Provision for deferred tax
Deferred tax is provided on accrued income at 33% (1995: 33%). There were no unprovided amounts.

1996 1995
('000

Balance at 1 January 21 24
Movement during the year (14) (3)

Balance at 31 December 7 21

10. Share capital
1996 1995

Authorised:
Ordinary Shares of 25p: Number 109,000,000 86,000,000

i'000 27,250 21,500
Allotted, issued and fully paid:
Ordinary Shares of 25p Number 82, 894,086 65,000,000

'WO 20,724 16,250
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NOTES TO THE ACCOUNTS continued

Pursuant to the Listing Particulars dated 16 February 1994 the Company allotted 65,000,000 Ordinary
Shares of 25p each, fully paid in cash, with Warrants attached on the basis of one Warrant for every five
Ordinary Shares.

On 2 April 1996 the Company allotted 30,000,000 'C' Shares of 25p each for 100p each, pursuant to
Listing Particulars dated 8 March 1996. This issue, together with the exercise of Warrants described
below, increased the Company's issued share capital to £23,879,595. The 'C' Shares were converted on
30 September 1996 to 17,375,706 Ordinary Shares of 25p each, in accordance with the terms of the
conversion as stated in the listing particulars.

At 1 January there were 13,000,000 Warrants in issue, which entitle the holders to subscribe for one
Ordinary Share per Warrant at a price of 100p. On 14 May 1996, in accordance with the terms and subject
to the conditions of the Warrants, 518,380 Ordinary Shares were allotted in respect of Warrants on
which the subscription rights had been exercised. At 31 December 1996 there were 12,481,620 Warrants
in issue which entitle the holders to subscribe for one Ordinary Share per Warrant at a price of 100p,
exercisable on 30 April (or, if later, the date thirty days after the date on which copies of the audited
acounts of the Company for its then immediately preceding financial year are despatched to
shareholders) in any of the years 1997 to 2003 inclusive.

11. Reserves
Share

	

Premium	 Warrant

	

Account	 Reserve

	

E'000	 52'000

	

Capital	 Capital

	

Reserve	 Reserve

	

-Realised	 -Unrealised

	

£'000	 E'000

Revenue
Reserve

i'000
Balance as previously stated	 42,005	 5,915 7,987 17,061 341
Prior year adjustment	 —	 — — — 130

Beginning of year — restated 	 42,005	 5,915 7,987 17,061 471
Arising from issue of C shares at
100p per share	 22,500	 — — — —
Arising on conversion of C shares	 3,156	 — — — —
C share issue expenses	 (467)	 — — — —
Arising on exercise of warrants 	 389	 — — — —
Transfer on warrants exercised	 236	 (236) — — —
Net gain on realisation of investments 	 —	 — 3,299 _ —
Increase in unrealised appreciation	 —	 _ _ 6,652 —
Transfer on disposal of investments 	 —	 _ 4,125 (4,125) _
Revenue available for distribution	 —	 — — — 1,035
Dividend proposed	 —	 _ _ _ (672)

67,819	 5,679 15,411 19,588 834

12. Reconciliation of movements in shareholders' funds
1996 1995

restated
V000

Distributable profits
Transfer to distributable reserves 363 357

Recognised capital gains and losses 9,95]. 28,509
Share capital subscribed — 'C' Ordinary 30,000 —
Share issue expenses — 'C' Ordinary (467) —
Share capital subscribed 518 —
Sale of fractional shares 1

Net increase in shareholders' funds 40,366 28,866

Opening shareholders' funds 89,689 60,823

Closing shareholders' funds 130,055 89,689
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13. Net asset value per ordinary share
Net assets per share are based on total net assets of £130,055,000 (1995: £89,689,000) divided by
82,894,086 (1995: 65,000,000) ordinary shares in issue. The fully diluted net assets per share have been
calculated on the assumption that the warrants outstanding at 31 December had been exercised (at the
Subscription Price of 100p) and that 12,481,620 additional ordinary shares were in issue on that date.

14. Reconciliation of operating profit to net cash inflow from operating activities
1995

	1996 	 restated
	£000 	 000

Operating profit	 1,298	 972
Decrease/(increase) in debtors 	 (148)	 ■141)
Increase in creditors	 58	 33    

Net cash inflow from operating activities 1,208	 864        

15. Capital commitment
The Company was provisionally committed at 31 December 1996 to participate in a Rights Issue by
Compel Group Plc. The amount of this provisional commitment was £391,000 (1995: nil). This amount
is not included in the accounts.

16. Cash and cash equivalents

	

1996	 1995

	

i'000 	 C000
Cash at bank at 1 January	 5,268	 1,174
Net cash (outflow)/inflow	 (3,063)	 4,094

Cash at bank at 31 December	 2,205 5,268
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NOTICE OF MEETING

Notice is hereby given that the Annual General Meeting of Herald Investment Trust
plc will be held at 12 Charterhouse Square, London EC1M 6AX on 1 April 1997 at
11.00 am for the following purposes:

1. To receive and adopt the directors' report, the annual accounts and the auditors'
report for the year ended 31 December 1996.

2. To re-elect Mr J. P. Dukes as a director of the Company.

3. To reappoint Ernst & Young as auditors to the Company and to authorise the
directors to fix their remuneration.

4. To declare a dividend of 0.81p per share in respect of the year ended
31 December 1996.

By order of the Board
CAVENDISH ADMINISTRATION LIMITED
Secretaries

Registered Office:
12 Charterhouse Square
London EC1M 6AX

4 March 1997

NOTES
1. A shareholder entitled to attend and vote at the meeting is entitled to appoint one or more proxies to attend

and, on a poll, to vote in his stead. Such proxy need not be a member of the Company.

2. A form of proxy is enclosed and to be valid must be lodged with the Registrars of the Company not less than
forty-eight hours before the time fixed for the meeting.

3. The register of interests of directors kept by the company in accordance with Section 325 of the Companies

Act 1985 will be open for inspection at the meeting.

4. No director has a contract of service with the Company.

5. If the dividend recommended by the directors is approved, it will be paid on 14 April 1997.
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