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A MEMBER OF THE ASSOCIATION OF INVESTMENT TRUST COMPANIES

CHAIRMAN'S STATEMENT
The investment policy of the Company is to exploit growth opportunities in the field of
multi-media; t h s includes media, IT, computing and communications in the belief that
this area of the economy will perform relatively well. This strategy is justified by the
growth in net assets in 1997 whch, based on independent tables, exceeded the return of
other smaller companies investment trusts. T h s is the more pleasing because it is the
second time that this has been achieved in three years. It also means that the asset growth,
since inception in February 1994, exceeds other small company investment austs, in spite
of the dilutive effects of the warrants in issue and rhe absence of £inancia1 gearing.
However, two adverse effects have marred this success in 1997. Firstly, small companies
have significantly underperformed large capitalisation stocks, particularly in the Company's two most important markets, so although the Company has outperformed the two
most relevant indices by 7.3% (HGSCI) and 7.7% (Russell 2000 small cap Technology
Index) it has lagged the FTSE by 11.7% and the Russell 1000 large cap Technolqy
Index by 14.4% (currency adjusted). Secondly, the discount between the share price and
NAV has widened by the same amount as the growth in assets. It stood at an a11 time high
of 19.4% (fully-diluted) at the year end.
The Company did acquire 1,477,620 of its own warrants for an aggregate consideration
of about L900,000 in September and October, as a reflection of the discount, and rhe
stated returns on the fund are net of t h s amount.
In 1996 the remit of the Company broadened geographically following the issue of the
'C' share. At least 50% of the portfolio will remain in the UK with up to 50% in the rest
of the world. It is satisfactory to be able to report that this strategic move has been
rewarded by better performance, in both the US and, the limited exposure in the Far
East, than the UK.
The earnings performance in 1997 has been tempered by the increased investment in the
US, where generally growth stocks do not pay a dividend. Shareholders should note that
future earnings will be affected by the Company no longer being able to offset excess
management expenses against tax suffered on U K dividends received.
Although the year has started well, it is difficult to determine what knock-on effect events
in the Far East will have to the world economy as a whole and demand for technology in
particular. However, the manager believes that generally earnings growth of the
companies in which the Company invests exceeded 20% in 1997. This, combined with
expectations for continued economic growth in the UK and the US, as well as t e c h c a l
developments, the year 2000 bug and the implications of a single currency in Europe will
spur further IT investment, so that the Herald portfolio should perform relatively well in
1998.

27 February 1998

Martin Boase

INVESTMENT MANAGER'S REPORT
Capital performance of the Company f r o m 1 January 1997 to 31 December 1997
U K Equities
+11.9%
European Equities
US Equities
Other overseas equities
Total Portfolio

Thls compares with the most relevant indices
Hoare Govett Smaller Companies
FTSE-100
Russell 2000 (small cap) Technology
Russell 1000 (large cap) Technology
"excluding retained profits for the year to 31 December 1997 and after purchase of warrants

UK
Most of the UK performance was derived from the support services sector, w h c h
accounted for 45% of the UK portfolio at ehe year end. The trends that emerged in
1996 have continued with fee-based computer services, IT recruitment and certain software product companies continuing to p e d o r n ~ Performance
.
in the media sector has
proved more difficult with the fund benefiting from the takeover of two regional newspaper companies, offset by pain in book publishing. Following recent reinvestment in t h e
radio sector the media proportion has risen again to 28% of the UK portfolio having
troughed as low as 20%. The performance o f the electronic and electrical stocks has continued to be hfficult, though the second half has seen some recovery. This sector w a s
particularly sensitive to sterling strengthening in the second half of 1996.

us
The quarterly returns in the Company's US portfolio were as follows:
Herald
Russell 2000 Technology Index
This hgh4ghts the volatihty in this market, w h c h provides both risks and opportunities,
It should not be underestimated how much t h e US leads the world in technology, and
computing in particular. T h s combined with hghly regulated stockmarkets, and high
growth rates justlfies higher valuations than m a y at first sight seem appropriate. Intellectual leadershp equals good margins and potential profit.
Rest o f the World
Exposure in other markets has continued to be on an entirely stock specific basis. T h e
limited exposure to the Far East has performed ahead of the portfolio average.

INVESTMENT MANAGER'S REPORT continued
T h s has led to returns as follows:
Statistics and Performance Report

Capital
Capital
At
At
petfomance
pefomance
3 1 December 31 December since 3 1 Dec since irzception
1997
19%(%)
(%I
1996
156.89~
177.34p**
+13.0
+79.7
4,118.5
5,135.5
+24.7
+50.3
2,013.66
2,411.OO
+19.7
+40.4
2,183.11
2,313.25
+6.0
+11.4

As inceptiorz
1 6 February
1994
Basic NAV (p)
98.7p*
FTSE-100
3,417.7
FTSE-All-Share
1,717.78
FTSE-Small cap
2,076.05
HGSC (ext cap
gains ex IT)
1,750.00
1,877.44
1,984.94
+5.7
+13.4
Share price
90.9~
136.0~
136.0~
0.0
t49.6
Warrant price
45.5~
61.Op
60.5~
-0.8
+33.0
Prernium/(Discount) to fully diluted NAV/share as at 31 December 1997
(19.4%)
UK Equity Portfolio as a Oh of Shareholders' Funds at 31 December 1997
67.9%
Overseas Equity Portfolio as % of Shareholders' Funds at 31 December 1997
23.5%
Gilts, cash and other net assets as a % of Shareholders' Funds at 31 December 1997 8.6%
Number of Equity Holdings at 31 December 1997
151
*loop is shareholders' subscripti011price before launch costs of l.3p
*Excluding income retention for the year to 31 December 1997
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INVESTMENT MANAGER'S S P O R T conti~ztled

Relative Performancefor year to 31 December 1997
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Outlook
The traditional businesses in the scctors include broadcasting, publishng, telecomniunications, information technology, advertising arid printing. Technological advances a n d
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 n e w
businesses being created to capitalise on technological innovations and iniprovements,
The effect of t h s process is to blur the distinction between previously disparate businesses,
products and markets.
Particular drivers to growth include:
*The Internet

*E-comn~erce
*Networking/internetworking
*Business intelligence
*Interactive entertainment
*Data storage/warehousing
*Cost reduction
*Year 2000
*Security
*Devices-NC, PDA, set-top boxes etc
*ERP
*Advertising
*Push technology
*Unified messaging
*Information suppliers

Investment opportunities continue to emerge.
27 February 1998

*Mobile telephony
*Cable T V
*Broadband telephony
*Satellite broadcast
*Interacnvc training
*Video telephony
*Regulation and legislation
*Single currency
*Standards-Java, VRML etc
*Interfaces-browsers, agents, V R , speech
*Globalisation
*Multicast
*Services & outsourcing
*Skills shortage
*Software components

Katie Potts

TOP TWENTY HOLDINGS
31 DECEMBER 1997

A briefdescription ofthe ttventy largest Itoldiugs iw companies, and the comments rhereovz ofthe Invesrmcnt Manager, are as follows:

Admiral plc k7.90m
Admiral designs and produces bespoke software systems, provides technical consultancy
services for computer based systems and management services for computer related
projects, and develops and provides computer based training. Software product sales is a
smaller component.
Northamber L6.02m
Northamber is a wholesale supplier of computer equipment including hardware, software, printers, and peripherals including transmission equipment. T h s market has been
plagued by infinitesimal margins, but there are signs that margins are continuing to
improve.
M.M.T. Computing A4.79m
M.M.T. was founded by its current chief executive in 1978. Essentially it sells man hours
of computer programming expertise, and has developed long-tern~client relationships
with customers such as Marks & Spencer.

Lynx Holdings k3.84m
The computer services division accounts for nearly 70% of sales. It distributes hardware
and software to both the value added reseller channel, and the end-user corporate market,
and offers comprehensive support including installation, networkmg, training and
maintenance. Suppliers include IBM, Acer, Compaq, Oracle and SCO. The software
division, although smaller in revenue terms accounts for more than half of profits. It
addresses financial services markets such as bank lending and pensions administration.
The automotive business offers a new dealer management system. The acquisition of
Apex in May 1997 gave Lynx a signtticant presence in the E R P market as a reseller of
SAP and Tetra.
Micro Focus L3.65m
Microfocus is the world leader in tools for COBOL. Adaptations for enterprise computing is a continuing source of growth, but above all Microfocus represents one of the
greatest beneficiaries of demand for efficiently providing upgrades for year 2000
computer problems. Drivers to growth will be products such as Revolve and SmartFind.
Sherwood International L3.58m
Sherwood's traditional strength lay in software products for the Lloyd's insurance
market. The areas of growth are fadties management, and Amarta, a life insurance
product.
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TOP TWENTY HOLDINGS contitztred
31 DECEMBER 1997

CRT A3.06m
C R T is focused on two core activities, IT recruitment and training whch is becornin=
increasingly computer based. Skills in the latter activity have been used to develop interactive computer training on a CD-ROM. CRT was founded by the chief executive i m
January 1988 and has developed largely through acquisitions which are developing w i t h
fast organic growth. The company received a cash injection of over A109m in a deal it:
1996 whch gave a company financed by Michael Milken and Larry Ellison a stake
51% through the issue of new shares.

El= & Eltek E2.79m
Elec & Eltek's principal activity is through its 51% owned Singapore quoted subsidiary,
whch is the 12th largest printed circuit board manufacturer in the world. Operations a r e
in Chma, Thailand and Hong Kong. Elec & Eltek also has an 80% interest in a liquid
crystal display nlanufacturer in China, a 100% interest in a magnetic products company-,
property investment interests, as well as a stake in NASDAQ listed Advanced Fibre
Communications.

IBC A2.77lT-l
B C runs targeted conferences for professional audiences of between 25-250 people. T h e
publishing division, which accounts for about a third of profits, publishes about 2 0 0
newsletters.
Coda L2.27m
Coda develops and markets software financial accounting solutions. The company's first
product was on an HI? platform, then it developed successful products for t h e
DEC-VAX and AS-400 platforms, but growth is now from the open systems product,
This provides a powerful Windows NT soluticm.

GGT Group plc A2.26m
GGT is an advertising group based in London with subsidiaries in Manchester, Atlanta,
Minneapolis and Austin, Texas. Following the acquisition of BDDP it also has a strong
presence in France and New York. The US businesses account for 40% of sales, and
France 32%.
Burr Brown A2.25m
Burr Brown Corporation is engaged in the development, manufacturing and marketing
of a broad line of proprietary, standard, high-performance, analogue and mixed signal
integrated circuits used in electronic signal processing. The company's products are used
in a wide range of applications: electronic a n d medical instrumentation; process and
industrial control; communications; manufacturing automation; automatic test equipment; consumer audio; computer peripherals and multimedia. The company is based in
Arizona.

TOP TWENTY HOLDINGS continued
31 DECEMBEK 1997

Linx Printing Technologies L2.23m
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 whch is starting to contribute.
Rebus A2.09m
Rebus is a computer applications and services group. Its principal markets are human
resources (including payroll, personnel and pensions applications) and insurance.
Maiden L2.03m
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.
Wilmington L1.98m
Wilmington publishes a range of business magazine titles. Its information services
division includes a series of legal and financial databases from whch it produces
periodicals, annuals, handbooks, value-added data, direct marketing lists and on-line
services.
Home Counties Newspapers L1.97m
Johnston Press have announced a cash offer of 500p/share, which was announced on an
agreed basis, for t h s regional newspaper publisher. This proposed acquisition has since
been referred to the Monopolies and Mergers Commission.
CIA L1.89m
CIA is a media buyer based in the UK. It also has overseas operations principally in
Continental Europe.
Anite L1.88m
Following a series of disposals the Systems business now accounts for 80% of sales. This
business includes consultancy, systems integration and maintenance support, with
products in a range of disparate customer bases. The residual operation is the networking
integration business in Austraha.
Diploma A1.75m
The electronics division includes component distribution, communications and interconnect product distribution and laboratory instrumentation. These activities account for
about 60% of sales and profits. The remaining business is in manufacturing building
components and specialist steels.
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DISTRIBUTION OF INVESTED F U N D S BY SECTOR AND TYPE
BY VALUATION AT 39 DECgMBEk 19.97

UK
Equity

Yo
Me&a
Support Services
Distributors
Printing, Paper &
Packaging
Electronics & Electrical
Equipment
Engineering
Household
Leisure & Hotels
Index Lrnked Gilts
Health Care
Other Financia1
Telecommunications

20.44
32.06
6.91

UK
AIM
Equity
O/o
0.13
0.63
-

Foreign
Equity
%
3-58
9.23
0,71

Foreign
Fixed
Conv.
Int.
Bond Securities

Yo
-

%
-

0.14

-

of which:
Listed
Unquoted, at book cost

GEOGRAPHIC SPREAD OF INVESTMENTS
31 December 1997

31 December 1996

USA Ill BrX,

'

24.15
42.F

DETAILED LIST OF INVESTMENTS
A T 31 DECEMBER 1997

UNITED KINGDOM

% of
Total investments
AimlElectronic & Electrical Equipment
B C O Tcchnologics
0.3t

% of
Total investments
Printing, Paper & Packaging
Adare
0.38
Applied Holographies
0.68
Aspen Group
0.52
Wace
0.17
Watnloughs
0.98

AirnIMedia
Helicon Publid1111g Group
AimlSupport Services
Intelligent Environnlents
Nctcall
NSB Retail Systenis

2.73

Electronic & Electrical Equipment
Airtech
Alha
Amstrad
An1te
Blick
Filofax
Gremlin Group
Intelek
Lins Prniting Technologies
Pace Microtcchnolugy
Prcstwick Holdings
Telc~netnx
Tclspcc
Vero
Vlglen Tcchnologics Guaranteed
Loan 2000
Visiot~Group

Aim/Telecommunication
Personal Number
Distributors
Acal
Action Computer Supplles
Dcltron Electron~cs
Dlploma
Northanlber
Ross Group
0ther Financial
*Herald Inve~tmentMangmt Ltd
Health Care
Biotrace Lntcrn.ltiona1
Leisure and Hotels
Rage Softwarc
VCI

Support Services
Adnliral
AIT Group
Alpha~neric
Azlan
B N B Resources
Cedardata
CODA
Compel Group
CRT
Electronic Data Processing
Gresham Tdecomputing
Kalamazoo Computer Group
Lynx Holdings
M.M.T. Conlputing
Macro 4
Micro Focus
M~sys
Pegasus
Rebus Group
Recognition Systetns Group
Rolfe 8i Nolan
Sherwood International
Spargo Consulting
Superscape V R

Media
B l o o n ~ s b u Publishing
r~
Border Televis~on
Capital Radio
Cassell
Chime eomnlunicahons
CIA
Cordiant Conlmunicatlons
Dialog
Dorling Kindersley Holdings
Fitch
G.G.T.
Golden Rose Communications
G W R Group
Home Countries Newspapers
IBC Group
Maiden Group
Osprey Commut~ications
Portsmouth & Sundcrland News
Quarto
Quarto 8.75% Prf'd
Saatchi & Saatchi
Scottish Radio
Sterling Publishing Group
Taylor Nelson Rts NIP
Taylor Nelson AGB
Tele-Cine Cell
Television Corporation
VFG
Wilmington

Gilts
2%'~"ILG 2001
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DETAILED LIST OF INVESTMENTS continued
AT 31 DECEMBER 1997
OVERSEAS

% of
Total investments

AUSTRIA
Support Services
Topcall International

0.1 1

HOLLAND
Electronic & Electrical Equipmena
Draka 4?4% Conv. Bond 2001
Draka
FRANCE
Media
Europe 1 Communications
N.R.J.

0.39
0.95

1.11

1.25
Support Services
Pixtech Inc

0.09

HONG KONG
Support Services
Elec & Eltek

2.04

ISRAEL
Leisure & Hotels
C o d y Interactive Movies

0.10

JAPAN
Electronic & Electrical Equipment
Yamaichi Electronics
NORWAY
Telecommunications
Netcom
Support Services
?Atex Media
Sysdeco
SWITZERLAND
Electronic and Electrical Equipment
Logitech
Media
Publicitas
USA
Distributor
Black Box
Electronic and Electrical Equipment
Adflex Solutions
Burr Brown Corporation
Computer Products
Fluke
Lightbridge
Mackle Designs
Metacreations
Methode Electronics 'A'

%o r
Total investments

MRV Gommunlcations
M Systeps Flash Disk Pioneer
Opti Inc.
Radisys
Reptron Electronics
Select Sdtware Tools ADR
Superior Telccom
Triquint Semi-conductor
Wsage Technology
Ewineering
Coherent Communications System
Leisure &%z Hotels
Activisicm
Magic Works Convertible Loan
Magic Works Entcrtainnlenr Inc
Media
Big City Radio
Cinar Films 'B'
C M P Media
Four Media
Granite Broadcasting
Medialink Worldwide
Sportsline USA
Support Services
Ace Communications
Applied Graphics Technologies
Axent Technologies
CFI Pro Services
Computer Learnlng Centers
Centia S o f ~ a r Sponsored
e
ADR
Inspire Insurance Solutions
Indus International
JDA Software
L ycos
Mastering Inc.
May & Speh
Mercury Interactive
Meta Graup
'Micros Systems
Peerless Systems
Physician, Computer Network
QCS
Reptron 62%Conv. 2004
Rogue Wave
Standard Micro Systems
Transcrypt International
Vmark Software
Healthcare
National Patent Development

t Unquotedstock irululied at nil valtiation. Latest available 'grey market' value of holding is L412,194.
Geographical allocwtions 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 1997.

Business Activity
The Company was approved as an investment trust on the basis of the 3 996 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.
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
Me 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 A350m at the time of initial investment. Securities
acquired by the Company will normally be quoted on the Ufficial List (which includes
the Alternative Investment Market) of the London Stock Exchange or equivalent markets overseas.
The Directors consider it desirable that shareholders be given the opportunity to consider
the future of the Company at regular intervals. Accordingly, an ordinary resolution will
be proposed at the Annual General Meeting of the Company in 2004 (and at every thrd
subsequent Annual General Meeting) to the effect that the Company should continue as
an investment trust. If such resolution is not passed, the Directors will prepare and submit
to shareholders (for approval by special resolution) proposals for the unitisation or other
reconstruction of the Company. If these proposals are not approved the Company will be
wound up.
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 revenue after tax for the period was ~1,118,000(1996: A1,035,000).
The Directors recommend a dividend of 0 . 8 5 ~per Ordinary share for the year ended
31 December 1997, whlch, if approved at the Annual General Meeting, will be payable
on 29 April 1998 to holders registered on 27 March 1998. The payment will amount to
A705,000 and the transfer to reserves will therefore be L413,000.
The net asset value (NAV) of the Company at 31 December 1997 represented a value of
177.84~per Ordinary share. T h s represented a rise of 13.4% during the year and of
80.2% since the date of committal of funds (16 February 1994) after allowing for launch
expenses of 1.3p per share.

DIRECTORS' REPORT continued
Investment Report and Outlook
The Chairman's Statement incorporates a review of the highlights of the year t o
31 December 1 997.
Market Information
The Company's Ordinary shares and warrants are listed on the London Stock Exchange,
The market price of the Ordinary shares and t h e warrants is shown daily in the Financia#
Times and that of the Ordinary shares in The Daily Telegraph and The Times. The N A V
per share is calculated monthly and released t o the London Stock Exchange and t h e
Association of Investnlent Trust Companies.
Taxation
The price of the Orchary shares (adjusted for the price of attributable warrants) o n
21 February 1994, whcll was the first day o f trading, was 9 0 . 9 ~Tlie
. nor~nalbasis f o r
calcuIating non-trading gains or losses is the difference between that price, or a n y
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 reconlnlended to seek expert advice.
The Board
Other than as declared in the following parag~aphand in the section headed 'Management and Adnzinistration' below, your Board has complete independence from t h e
investment manager, all its members being non-executive. All have been Directors f o r
the whole period under review.
Martin Boase, MA, FIPA (Chairman), aged 65, formed advertising agency Boase
Massimi Pollitt plc in 1968 whch was floated on the London Stock Exchange in 1983He was chairman of the Advertising Association from 1987 to 1992 and is currently
chairman of The Maiden Group plc, Heal's plc and T h e 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 investment management company.
Timothy Abell, MA, aged 67, 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 56, is chairman of ECIC Management Limited, is a director of V T R
plc and was the founding managing director o f Channel Four Television Co. Limited
and joint managing director of Financial Times Group. He is a former president of t h e
Institute of Information Scientists, has been a trustee of the International Institute of
Communications and is a Companion of the Institute o f Management.

DIRECTORS' REPORT contintied
Colin McCarthy, FCA, MCT, aged 60, 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 ofBowthorpe BV.
Clive Parritt, FCA, aged 54, is chairman of Baker Tilly, Chartered Accountants. 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, and Chairman of Baronsmead VCT 2 plc.
Other than in respect of the shareholding of 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:
Niimber of
Ntiunbcr r?f
Ordinary Shares
Warrattts
1997
1996
1997
1996
Martin Boase
50,000
50,000
60,000
60,000
Timothy Abell
11,158
11,158
2,000
2,000
Colin McCarthy
8,112
8,112
1,000
1,000
Clive Parritt
5,637
5,637
1,000
1,000
1,158
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 senior director of HIML with prime responsibility for the management of Herald
Investment Trust is Katie Potts, who is also a substantial shareholder of HIML. HIML
was employed initially under a three-year contract. This period has now expired and the
contract is subject to twelve months' notice. HIML is remunerated at a monthly rate of
0.0833% of the Company's NAV.
At 31 December 1997 the Company was the beneficial owner of 17% of the Ordinary
share capital of HIML.
Since 1 May 1997, adnlinistration of the Company and its investments has been
contracted by HIML to Stewart Ivory & Company Limited, which also acts as Company
Secretary. Prior to this date, Cavendish Administration Limited fulfdled t h s role.
Custody of investments was transferred from The Royal Bank of Scotland plc to its
subsidiary, RBS Trust Bank Limited, with effect from 21 February 1998.
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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 A6,000 in each
tax year in a general PEP but any individual contempgating investment should consult h i s
own adviser. The Government announced its intehtion in the July 1997 Budget t o
introduce Individual Savings Accounts (ISAs) and it is likely that PEPs will cease to b e
available from April 1999.
Significant Shareholdings
At the date of this report the Directors have been notxed of the following sharehaldings
comprising 3% or more of the issued share capital of the Company:

Ordinary
Share3

Lincoln Investment Management
Commercial Union Asset Management Ltd
British Aerospace Pension Funds Investment Management

8,965,166
4,909,996
3,000,000

Payment o f Suppliers
It is the Company's payment policy to obtain the best possible terms for all business. T h e
Company negotiates with its suppliers the terms on which business w d take place a n d
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 wdl be proposed at the Annual General Meeting.

By order of the Board

James Ayling
for Stewart Ivory & Company Limited
Secretary

27 February 1998

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' Guidehes. 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. This process includes a review of
the level of remuneration of the Directors and the Investment Managers. 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 sumrnarised 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.
O n behalf of the Board
Martin Boase
Chairman

27 February 1998

REPORT BY THE AUDITORS O N CORPORATE GOVERNANCE
TO HERALD INVESTMENT TRUST plc

In addition to our audit of the accounts, we have reviewed the Directors' statements o n
page 17 on the Company's compliance with ithe paragraphs of the Code of Best Practice
specified for our review by the London Stock Exchange and their adoption of the g o i n g
concern basis in preparing the accounts. The objective of our review was to d r a w
attention to any non-compliance with Listing Rules 12.436) and 12.43(v).

Basis ofopinion
We carried out our review in accordance with guidance issued by the Aucfiting Practices
Board and assessed whether the Directors' statements on going concern and internal
financial control are consistent with the infarmation of whch we are aware from oulr
audit. That guidance does not require us to perform the additional work necessary t a ,
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 af
the Company to continue in operational existence.
Opiniovz
With respect to the Directors' statements on internal financial control and going coneem
on page 17, in our opinion the Directors have provided the disclosures required by t h e
Listing Rules referred to above and such statements are consistent with the inforrnatiorr
of whch we are aware from our audit work on the accounts.
Based on enquiry of certain Directors and OfXicers of the Company and examination o f
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 f o r
our review by Listing Rule 12.436).

ERNST & YOUNG
Chav~ercdAccounta~zts
Edirtburgh
27 February 1998

STATEMENT OF DIRECTORS' RESPONSIBILITIES
Company law requires the Directors to prepare accounts for each financial year wh&
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 a r e
required to:
select suitable accounting policies and then apply them consistently;
makejudgements and estimates which are reasonable and prudent;
state whether applicable accounting standards have been followed, subject to a n y
material departures disclosed and explained in the accounts.
The Directors confirm that they comply with the fmegaing 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 a n d
enable them to ensure that the accounts comply with the Companies Act 1985. They a r e
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.
O n behalf of the Board
Martin Boase
Chairman
27 February 1998

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 as set out on page 23.
Respective responsibilities of the Directors and Auditors
As described on page 18, the Con~pany'sDirectors are responsible for the preparation of
the accounts. It is our responsibhty 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 auht 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 1997 and of its net revenue for the year then ended and have been
properly prepared in accordance with the Companies Act 1985.

ERNST & YOUNG
Chartered Accourztants
Registered Auditor
Edinburgh
27 February 1948
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HERALD INVESTMENT TRUST plc

STATEMENT OF TOTAL RETURN
FOR THE YEAR E N D E D 31 DECEMBER 1997

Revenue
Notes

L1O0O

1996
Capital

LYwo

Gains on investinents
Currency losses
Loss an warrant
repurchase
Income
Investment
management fee
Other expenses

Net return before
taxation
Taxation
Return on ordinary
activities after
taxation
Ordinary dividend
payable
Transfer to reserves
Return per Ordinary
share
Basic
Fully Diluted
Dividend per Ordinary share

The revenue column of this statement is the revenue account of the Con~pany.

All revenue and capital items in the above statement derive from continuing operations.
N o operations were acquired or discontinued during t h e year.

The notes on pages 23 to 27fbrrnpavt ofthese accounfs
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BALANCE SHEET
A T 31 DECEMBER 1997

Notes

Fixed assets
Investments
Current assets

Sales for future settlement
Taxation recoverable
Other debtors
Cash at bank

Creditors: amounts falling due within one year

Purchases for future settlement
Other creditors
Dividcnd payable

Net current assets

Provision for deferred tamti011
TOTAL NET ASSETS
Capital and reserves

Share capital
Share premium account
Warrant reserve
Capital Reserve - Realised
Capital Reserve - Unrealised
Revenue Reserves
TOTAL EQUITY SHAREHOLDERS' FUNDS
Net asset value per Ordinary share
Fully diluted

Approved by the Board $Directors on 27 February 1998 and signed on their behalfby:
M Boase
T G Abell

Directors

The notes on pages 23 to 27form part of these accottnts
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CASH FLOW STATEMENT
FOR TPlrE YEAR ENDED 31 DECEMBER 1997

Operating activities
Net cash inflow from operating activities
Taxation
Tax recovered
Capital expenditure and financial investment
Purchase of investnxcnts
Sale of i~lvestments
Carrcncy n ~ o v e ~ n e n t
Net cash inQow/(outflow) firom capital expend&ture
and financial investment

Equity dividend paid
NET CASH INFLOW/(OUTFLOW) BEFORE
FINANCING
Financing
issue of 'C' shares
Issue of Ordinary shares
Share issue expenses
Sale of fractional shares
Warrants repurchased
NET CASH (0UTFLOW)IINFLOW FROM
FINANCING
NET CASH INFLOW/(OUTFLOW)
Increase/(decrease)in cash

The nofa t@the C d Flow § t a & m f

axt c o ~ i n e ifi
d to&

k#.

NOTES TO THE ACCOUNTS
1. Accounting policies
The financial statements have been prepared in accordance with applicable accounting standards. Thc
particular accounting policies adopted are described bclow:
(a) Accounting convention
The accounu 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 Statcmcnts of Invcstnlcnt Trust Companies'.

(b) Investments
Listed investments are valucd at closing mid-market prices. Investn~e~~ts
on thc Alternativc Investnlent
Market are included at their quotcd mid-market prices. Unlisted investnlents are valued by thc Directors
using accounts and other information as appropriate.
(c) Income from investments
Dividend income is accounted for when the entitlement to the income is established (normally on the
ex-dividcnd date) and is grossed up at thc appropriatc ratc of tax credit. Interest receivable is accounted
for on an accruals basis.
Id) Capital reserves
The Company is prccl~~dcd
by its Articles from making any distribution of capital profits. Realised
profits and losses on disposals of investments arc dealt with in the rcaliscd capital rcserve. Unrealised
reval~tationnlovements are dealt wrth through the unrealisrd capital reserve.
(e) Investment management fees
Investment management fees are charged wholly to revenue.

(0 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 liabibty method, on all material timing differences to the extent:
that it is probable that a liability will crystallise.

(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 ate retransIated 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

Franked dividends from listed investments
Franked dividends from unlisted investments
Foreign income dividends
Unfranked dividend income
Unfranked income from foreign convertible bonds
Gilt interest mcome

Other income
Interest receivable
Underwriting co~nmission

287
25

379'
4 0

312

419

3,185

2,897

Special dividends, representing a repayment of capital dnd amounting to k1,067,000 havc been taken
dircct to Capital Reserve - Unrealised (1996:Nil).
3.

Administration expenses

1997

1996

L'ooo

L'Ooo

Investment management fee
VAT thereon

1,391
243

1,224
214

1,634
32
13
48
4
8
44

1,438

Custodian's fees
Registrar's fees
Directors' fees
Auditors' fees - audit
- non-audit work
Miscellaneous expenses

1,783

1,599

I

-

2
4CY

1s
1 5
55

The figure shown for the 1997 audit fee has been reduced by an over-accrual of L4,M)O in 1996. T h e
actual audit fee payable for 1997 is k8,000.

4. Directors' fees
The fees of the Chairman are k12,000 (1996: E12,000) per year and those ofthe other Directors A9,000
each (1996:L9,000 each) per year.

5.

Taxation

Corporation tax
Tax on Ganked investment income
Overseas tax
Deferred tax

213
274
12
(2)
497

263

The corporation tax charged to capital reflects the treatment o f special dividends. There are no management expenses charged to capital, and therefore there has been a surrender of expenses Gom revenue t o
capital to match the amount of the special dividends. This surrender of expenses results in a reduction OF
tax recoverable under S.242 ICTA 1988 in the amount of A213,000 and therefore this is the amount o f
the tax chargeable to capital. T b s is reflected in revenue by a reduction in tax on franked investment
income of L213,000. The tax recoverable under S.242 ICTA $988 for 1996 was L126,000.

NOTES TO THE ACCOUNTS continued
6. Dividend
The Directors recommend a final hvidend of 0 . 8 5 ~(1996:0 . 8 1 ~per
) share, to be paid on 29 April 1998
to all shareholders on the register as at the close of business on 27 March 1998.

7. Return per Ordinary share
Basic revenue return per Ordmary share is based on the net revenue on ordinary activities after taxation
of &1,118,000 (2996: L1,035,000) and on 82,896,771 Ordinary shares (1996: 78,373,172) 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
A17,625,000 (1996: J9,951,00@ and on 82,896,771 Ordinary shares (1996: 78,373,172) being the
weighted average number of Ordinary shares in issue during the year.
The fully-diluted returns per Ordinary share have been calculated on the assumption that the share
warrants in issue were exercised on the first day of the Gnancial year at kClll.00 (7996: L1.00). giving a
we~ghtedaverage number of shares of 93,896,771 (1996: 90,854,792). The income return of 1 . 8 0 ~
(1996: 1 . 8 5 ~and
) capital return of 2 0 . 9 8 ~(1996: 11.05~)
include a return &om the doemed proceeds in
2% % Consolidated Stock from that date.
8.

Investments at current market value

Listed at market valuation on the London Stock Exchange
Listed at market valuation on other recognised Stock Exchanges
Unlisted*
Total fixed asset investments
Opening book cost:
Opening unrealisid appredation
Opening valuation
Movements in the year:
Purchases at cost
Sales - proceeds
- realised gains
Increase in unrealised appreciation

Closing valuation
Closing book cost
Closing unrealised appredation
Market value of investments at 31 December
Realised gains on sales
Increase in unrealised appreciation
Capital gain on options written

* The unlisted balance comprises six UK AIM stocks, one foreign unlisted stock and an mquoted holding in Herald Investment Management Limited (m),
the Company's Investment Manager, included
at its cost of E305,297 (7996:A305,297).
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NOTES TO THE ACCOUNTS continued
9. Provision for deferred tax
Deferred tax is provided on accrued income at 31 (YO ('1996:33%). There were no unprovided amounts,

Balmce at 1Ja~uary
Move~slmtdlzritrg the pear

10. Share capital
A~lthorised:
Ordinary shares of 25p:

Number

E'oOO

lO9,000,0U0
27,250

109,000,OlhlY
27,250

Allotted, issued and fully paid:
Ordinary shares of 25p:

At 1January 1997 there w a e 12,4431.65W w m r s In $$sue,&ti;i~b mdr'Ge&e hold~mm $ubso;oihe k r srrccr
O ~ h s bqf e per warrmt at a price oElOQp.8 n 8 h& y 199tP, in % c c a a d kwilbh the terms and sslhje
aa the cmditkrns oftbe warrant:&4,NXI ,&)rdimv
were ,dlatmclin =sped afW W F B on
~ ~which
E
the
sub@lptimrig$& had b a n ~xaciwd.Heridd invmtnxmt Tmsr plc r e p & &
1,,477,620 wtmznm
dwfiag %he
year. Fit 31 ktzwber 9 997 *hex were 11,mIW warrants it^ issw ~ ~ h i mrirEr
e b the hold-,
to swbsaibr forane C)&aq &me per m
t at a pxia of
meseispbk on 30 April tar, dlatef, ohdace thimy days &me the da~f4an which mpie ~f &e a a d i t ~ dacsw'nts of the Company f m its r:h~&~
imrnadia~elyprerx&g h a t i d y e a are deqaaechdb to h ~ s l d e r 9 io
) any of the yww 19% t~2K@,
h&u~ive,
11.

Reserves

Share
Premium
Account

E'oao
Balance at 1January
Arising on exercise of warrants
Transfer on warrants exercised
Arising o n repurchase of warrants
Net gain on reahsation of investments
Increase in unrealised appreciation
Currency movement
Tax charged to capital
Revenue available for distribution
Dividend proposed
Balance at 31 December

Warrant
Reserve

gma
5,679

Capital
Reserve Realised
L'OOO

Capital
Reserve Unrealised
&'000

Revenue
Reserve

E'Orn,

NOTES TO THE ACCOUNTS co~ztitzlled
12. Reconciliation of movements in shareholders' funds
Distributable profits
Transfer to distributable reserves
Recognised capital gains and losses
Share capital subscribed
Share capital subscribed - 'C' Ordinary
Share issue expenses - 'C' Ordinary
Deemed original value of warrants repurchased
Sale of fractional shares
Net increase in shareholders' funds
Opening sharcholders' funds
Closing sharcholders' funds

13. Net asset vdwe per Ordinary share
Net assets per share are based on total net assets of k147,424,0UO (1996: ~130,055,000)dividcd by
82,898,086 (1996: 82,894,086) Ordinary shares in issue. The fully diluted 12tt asrets per share have been
calculated on thc assumption that the warrants outstandrng at 31 Dccember had been exercised (at the
Subscription Price of 100p) and that 11,000,000 (1996: 12,481,620) additional Ordinary shares were in
issue on that date.
14a. Reconciliation of operating profit to net cash inflow from operating activities
1997
1996
&'Ooo
k'oo0
Operating profit
Tax on investment income
Lncrease in debtors
(Decrease)/increase in creditors
Net cash inflow from operating activities

1,402
(564)
(65)
(14)

1,298
(493)
(148)
58

759

715

14b. Analysis of changes in cash during the year
Cash at bank at 1January
Net cash inflow/(outflow)
Cash at bank at 31 December
There were no movements in borrowings and cash balances (net debt) except for those shown in note 14
above.

15. Capital commitment
The Company was provisionally committed at 31 December 1997 to participate in a Rights Issue by
Taylor Nelson. The amount of this provisional commitment was 4213,000. This amount is not
included in the accounts.
16. Currency Movement
Following the change of administrators, currency movements have been shown separately f i o ~ ngains
and losses on investments. The figure for 1997 reflects the currency loss for the period from 1 May 1997
to 31 December 1997. Prior to this period currency gains and losses were included 111 the gains and losses
on investments.

27
HERALD INVESTMENT TRUST plc

NOTICE OF MEETING
Notice is hereby given that the Annual General Meeting of Herald Investment Trust p l c
will be heId at 12 Charterhouse Square, London EClM 6DX on 15 A p d 1998at 12 noolrr
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 1997.

2. To re-elect Mr M. Boase as a Director of the Company.
3.

To re-elect Mr C. McCarthy as a Director of the Company

3. To reappoint Ernst & Young as auditors to the Company and to authorise t h e
Directors to fix their remuneration.

3.

To declare a dividend of 0 . 8 5 ~per share in respect of the year ended
31 December 1997.

By order of the Board
James A y ling
for Stewart Ivory & Company Limited
Secretary

Registered Ofice:
12 Charterhouse Square
London ECl M 6DX
5 March 1998

MOTES
V ~ W
a &@ mmimg is d d e d to appaint r n er
~ mcs: proxi@ti0 a ~ d
1. h shar.ekoLdw =titled w atitend
d,
QSJ a poll, ta vate in hiis stead*Such graxy E Y B Lnot
~
be& member of the Con~p~i~y.
h fwrm d g m y ik tzt+cLwdm d rn be d d ma@b~ lodged with the R & s t ~ a a of the Cg.mpmy la& hs6 6,
L*y+bt houm 'bdorethe rime b e d &I the meait~$.
d
l
&F the pwpest ~fb h da-eia
by the CQmpwy ol
3. To be mtidd to a$t%nd4m t e at t h matkg (
e is a d j m d t a a &meI&& ma= Sban48 hm at?fm r
k purpotx o f d a d t ~ s
the en!&lem&t afm-mbei.~m a&-n$ md vote (md fm the p u q w @fd~amining
the number of uam tihw
may E&) at the r d j ~ u meeting.
d
I& hc~wever,the me&% is &.am&Em 3 long# p & h dhe&, to be s t r
mddJ,mmbmmwv be entered om the Campany's r ~ g i ?oFmemhers
F~
at the time w&cK is 48 horn& bdo*
the t t m e f h f fir dbe a&mmed me@@ar,E&eC ~ m p a give
p a~cice
ofrLe,adjom& nwethg, ae tbz f a d
spec&& intizatata~ce,
325 of the CO-mp@aitEs
4. XLe regis* dint-& ofDiae&askept byf .the Cmnpa~iyin aeeo&ce
&a99% dbe open bt i n s m n a6 &e m@q.
mmm13 &p?d1% ("@ T&ed

the

Fkvd').

&%he m

mvpUcabIe to the odptd taWg thaat time w 3 1 h a@$

%jr the ]Bk&on is apptoved, i$will k paid an 29 & p d I%@.
6. I f h e dvidmd ~ n n m m d e d

'

