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HERALD INVESTMENT TRUST plc

CHAIRMAN'S STATEMENT

The investment policy of the Company continues to aim to exploit growth opportunities
in small quoted companies in the field of multi-media; this 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 1998 exceeding
the return of other smaller companies investment trusts according to various tables—
and is the more pleasing because it is the third time that this has been achieved in four
years. It now also means that the asset growth continues to exceed other small company
investment trusts since its inception in February 1994 in spite of the dilutive effects of the
warrants in issue, and the absence of financial gearing. In 1998 this success has been
achieved despite the fact that, as in 1997, small companies have significantly underperformed large capitalisation stocks, particularly in the Trust's two most important
markets, the UK and US. The Trust has outperformed the two most relevant indices by
26.8% (HGSCI) and 7.7% (Russell 2000 small cap Technology Index) and has even
exceeded the FTSE-100. The fully diluted assets per share fell in the second half by
5.6%, having risen by 25.5% in the first half. However, it is pleasing to note that the first
half outperformance, relative to the HGSCI, of 12.0% was exceeded in the second half,
because that index declined by 19.2% which is 13.6% more than the Trust's decline. The
Trust has therefore significantly outperformed in both a rising and a falling market.
The Trust acquired 1,477,620 of its own warrants for an aggregate consideration of about
L0.9m in 1997, and continued this policy in 1998 with the purchase of a further 6,090,737
warrants for L4.62m. The Company will continue to buy in warrants as and when they
become available at an appropriate discount in order to enhance shareholder value.
The Trust started the year with a record discount of 19.4% (fully-diluted), and ended at
a similar level of 19.2%. It is disappointing that during the year the volatility of the
discount compounded the volatility of the assets to such a great extent. I have noticed that
some shrewd investors have taken advantage of this anomaly.
The earnings performance in 1998 has been tempered by the reduction in recoverable
advance corporation tax, which had an impact of L208,000. Earnings for 1997 included
recoverable advance corporation tax of L213,000 (1996: L126,000).
The investment manager was tempted to gear the portfolio in October. The Board
meeting at the end of October duly approved borrowing up to L15m. However, by
the time the facility was available, markets had significantly rebounded. Since the year
end a 5-year term loan in yen of L3m has been put in place and the investment manager
has the capacity to borrow further if a similar market correction occurs.
The internet, business intelligence, mobile telephony and pay TV continue to be major
demand drivers in the targeted field. There is no reason why companies will not continue
to emerge with high growth prospects as they have over the last five years, since the Trust
was launched. These stocks have enabled premium returns.
Martin Boase

23 February 1999
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Capital performance of the Trust from 1 January 1998 to 31 December 1998
+18.1%
+1.3%
+14.9%
—11.6%
+18.9%* (reduced to 15.7% due to
repurchase of warrants)

UK Equities
European Equities
US Equities
Other Overseas Equities
Total Portfolio
This compares with the most relevant indices
Hoare Govett Smaller Companies Index
FTSE-100
Russell 2000 (small cap) Technology Index
Russell 1000 (large cap) Technology Index

+14.5%
+12.0% (+10.7% in
+75.1% (+73.2% in

L)
L)

* Excluding income retention for the year to 31 December 1998

The sharp witted may notice a statistical anomaly in the geographic returns. The return
on the overall portfolio has exceeded the return from any geographic market, in spite of
the obvious underperformance of cash and gilts. This reflects the fact that the figures
shown are the compounded monthly returns, which do not account for reallocation of
assets between regions. In particular, weightings in the Far East were increased from
negligible levels in July and August. Although in percentage terms the subsequent rise
was not as great as the decline, in sterling terms it was, so the other overseas element has
not been the drag the bald figures imply. Similar enhancement was achieved by taking
profits in the UK in the summer.
UK
The quarterly returns in the Trust's UK portfolio were as follows:

Herald
HGSCI

Qi
+22.8%
+13.4%

Q2
+10.1%
+0.0%

Q3
—18.7%
—22.7%

Q4
+7.5%
+4.5%

The UK performance was derived from two areas, the strong performance of certain
software stocks and takeovers. In particular Admiral, which started the year as the largest
holding rose 62.5%, Lynx was up 64.7% and Sherwood +156%. Profits were taken to
some extent on all these holdings during the year, but still they remain at the top of the list
in terms of weighting. Similar returns cannot be expected again this year from these
particular stocks. There has also been a proliferation of bids—the nine most significant
ones (Vero, VCI, Wace, More, Spargo, Cassell, Coda, Watmoughs, Home Counties)
yielded a combined profit during the year of cL8.6m (excluding any profit or losses
made on these stocks in prior years). What is extraordinarily noteworthy is the high
premiums paid on a number of these bids relative to the pre-acquisition price, particularly
when the bid has become contested. This is a measure of the intrinsic value in a number of
small companies, and it would be disappointing if similar windfalls did not occur in the
portfolio this year. There appears to be very sound value in UK smaller companies,
particularly relative to larger companies.
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US
The quarterly returns in the Trust's US portfolio were as follows:
QI

Herald
Russell 2000 Technology Index

+16.6%
+10.5%

Q2
—6.9%
—5.0%

Q3
—18.1%
—20.5%

Q4
+29.2%
+34.2%

This highlights the continued volatility in this market, which provides both risks and
opportunities. It should not be underestimated how much the US leads the world in
technology, and computing in particular. This, combined with highly regulated stockmarkets and high growth rates, justifies higher valuations than may at first sight seem
appropriate. Intellectual leadership equals good margins and potential profit. Whilst
overall the fund's performance has been adequate, it has been a frustrating year for the
managers, who are acutely aware that performance could have been enhanced significantly had the markets' volatility been exploited more fully. In particular, a heavier
US weighting in the fourth quarter would have been more beneficial. (I suspect that to
varying degrees all fund managers shared our frustration in 1998.) The bright spot has
been the exposure to Internet stocks in the last quarter.
Rest of the World
Exposure in other markets has continued to be on an entirely stock specific basis. The
limited exposure to the Far East has contributed well in the second half as alluded to
above. Europe could have been exploited more profitably. For the first time there has
been a sector in which to invest in the Neuer market in Germany, and the Nouveau market in France which have expanded rapidly. However, the manager's bias towards value
has kept the exposure limited. Valuations in Europe from the perspective of small technology and media stocks seem extraordinarily high in these markets compared to the UK
and the US. Even relative to the US valuations of Internet stocks these valuations are
absurd. Fingers will in due course get badly burnt!
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Relative Performance for
year to 31 December 1998
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Basic NAV performance is dampened by the repurchase of warrants during the year.
The HIT (adjusted for warrant repurchase) line shows the effect on the basic NAV per
share if no warrant repurchases had been made.
This has led to returns as follows:

Statistics and Performance Report
At inception
16 February
1994

At
31 December
1997

At
31 December
1998

Capital
pelformance
since 31 Dec
1997(%)

+15.4
98.7p*
177.8p
205.8pt
Basic NAV (p)
Fully Diluted
98.9p*
NAV (p)
171.8p
199.9pt
+16.3$
3,417.70
5,135.50
+14.5
FTSE-100
5,882.60
+10.9
2,411.00
2,673.92
FTSE-All-Share
1,717.78
2,076.05
2,313.25
2,070.90
—10.5
FTSE-Small cap
HGSC (ext cap
1 ,750.00
1,984.94
1,818.72
—8.4
gains ex IT)
+18.8
90.9p
Share price
136.0p
161.5p
+28.1
45.5p
60.5p
77.5p
Warrant price
(19.2%)
Discount to fully diluted NAV/share as at 31 December 1998
UK Equity Portfolio as a % of Shareholders' Funds at 31 December 1998
Overseas Equity Portfolio as °A of Shareholders' Funds at 31 December 1998)%
Gilts, cash and other net assets as a % of Shareholders' Funds at 31 December 1998
Number of Equity Holdings at 31 December 1998

Capital
peifonnance
since inception
(%)

+108.5
+102.1
+7?.1
+55.7

+3.9
+77.7
+70.3

64.6%
5.5%
175

*I()Op is shareholders' subscription price before launch costs of I .3p
t Excluding income retention
The fully diluted capital performance for the year exceeds the basic because the warrant repurchases
depressed the basic NAV growth. If warrants had not been repurchased the basic NAV growth would have
been 18.9%.
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Outlook
In an increasingly uncertain world from a macro-economic point of view, and with
increased volatility in stockmarkets it is reassuring to be in one of the few sectors demonstrating strong underlying growth world-wide. The sectors include broadcasting,
publishing, telecommunications, information technology, advertising and printing.
Technological advances and related consumer and business demand have led to a significant expansion of the sectors in recent years, with the traditional businesses adapting
to new capabilities and new businesses being created to capitalise on technological
innovations and improvements. The effect of this process is to blur the distinction
between previously disparate businesses, products and markets. The investment philosophy is to have a limited exposure to the highly rated high growth stocks, which do have
the potential to decline in a market correction, combined with the value plays where bids
will continue, particularly in a world of low long term rates. As ever the best returns
come from the stocks that make the transition from value to glamour. We are optimistic
that some stocks have the potential to be discovered this year.
Particular drivers to growth include:
*Internet
*Business-to-business e-commerce
*Business-to-consumer e-tailing
*Broadband communications
*Support services
*Storage
*Storage area networks
*Outsourcing
*Security
*Multimedia communications
*Cable TV networks
*Mobile telephony
*Satellite broadcasting
*Unified messaging
*Deregulation
*Small electronic devices
*Handheld computers
*Set-top boxes
*Wireless networking
*Services
*Skills shortages
*Outsourcing
*Efficiency, cost reduction and competitive advantage.

Investment opportunities continue to emerge.

Katie Potts

23 February 1999
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TOP TWENTY HOLDINGS
31 DECEMBER 1998

A brief description of the twenty hugest holdings in companies, and the comments thereon of the
Investment Manager, are asfollows:
Admiral plc k9.32m
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.
Sherwood International L8.13m
Sherwood's traditional strength lay in software products for the Lloyd's insurance
market. The area of growth is facilities management, and Amarta, a life insurance
product.
Lynx Holdings £5.93m
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, networking, training and maintenance. Suppliers include IBM, Acer, Compaq, Oracle and SCO. The software division,
although smaller in revenue terms accounts for more than half the 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 significant presence in the ERP market as a reseller of SAP and
Tetra.
Acal L4.73m
Acal plc distributes electronic components, industrial controls and document imaging
equipment and also repairs and distributes personal computer parts. Acal operates worldwide, but has a high proportion of its sales in Continental Europe.
Inform a k4.09m
Informa has been formed by the merger of IBC and LLP. It runs targeted conferences for
professional audiences of between 25-250 people. The publishing division publishes
about 200 newsletters, and the leading title is Lloyds List.
Northamber L3.50m
Northamber is a wholesale supplier of computer equipment including hardware, software, printers, and peripherals including transmission equipment. This market has been
plagued by infinitesimal margins, but there are signs that margins are continuing to
improve.
Rebus L2.98m
Rebus is a computer applications and services group. Its principal markets are human
resources (including payroll, personnel and pensions applications) and insurance.

HERALD INVESTMENT TRUST plc

TOP TWENTY HOLDINGS continued
31 DECEMBER 1998

Alba k2.75m
Alba plc designs and sells audio and video equipment, TVs, domestic appliances, power
tools, electronic garden tools and giftware. It sells its products in the UK and Europe.
IMS k2.64m
IMS operates call centres for third parties, publishes by telephone (racing etc), and media
services. The company is also in business as a service provider for fixed and mobile
telephony.
Elec & Eltek L2.62m
Elec & Eltek's principal activity is through its 41% owned Singapore quoted subsidiary,
which is the 12th largest printed circuit board manufacturer in the world. Operations are
in China, Thailand and Hong Kong. Elec & Eltek also has an 80% interest in a liquid
crystal display manufacturer in China and a 100% interest in a magnetic products cornpan v.
Diploma k2.59m
The electronics division includes component distribution, communications and laboratory instrumentation. These activities account for about 65% of sales but less in profits.
The remaining business is in manufacturing building components and specialist steels.
M.M.T. Computing k2.44m
MMT was founded by its current chief executive in 1978. Essentially it sells man hours of
computer programming expertise, and has developed long term client relationships with
customers such as Marks and Spencer.
Telemetrix k2.34m
Telemetrix primarily serves the international telecommunications and networking
industries. It has two main businesses in the UK — Zetex which manufactures specialist
semiconductors, and Trend which manufactures telecommunications test equipment
targeting the ISDN market.
Superscape k2.26m
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 developed Lego's
Creator product, on which it receives a royalty and has on-going business with Intel.
Tempus k2.21m
Tempus is a media buyer based in the UK. It also has overseas operations principally in
Continental Europe.
Wace k2.20m
Wace provides graphics imaging and printing services, particularly in the US.
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TOP TWENTY HOLDINGS continued
31 DECEMBER 1998

Linx Printing Technologies k2.16m
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 is starting to contribute.

Dorling Kindersley k2.15m
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 and DVD
publishing, its books having an easily transposable style.
Maiden L2.01m
Maiden is a market leader in the UK outdoor advertisinc 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.
,

Burr Brown L2.01m
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 and medical instrumentation; process and
industrial control; communications; manufacturing automation; automatic test equipment; consumer audio; computer peripherals and multimedia. The company is based in
Arizona.

HERALD INVESTMENT TRUST plc

DISTRIBUTION OF INVESTED FUNDS BY SECTOR AND TYPE
BY VALUATION AT 31 DECEMBER 1998

UK
Equity
Media
Support Services
Distributors
Printing, Paper &
Packaging
Electronic & Electrical
Equipment
Investment Trust
Index Linked Gilts
Health Care
Other Financial
Telecommunications

UK
AIM
Equity

18.89
29.06
7.47

0.37
1.33

Foreign
Equity
5.89
13.69
2.28

Foreign
Fixed
Int.
Cony.
Bond Securities

25.15
44.14
9.75

0.06

1.45
7.12
0.18

1.45
0.14

7.33

0.34
2.49

0.21
0.15
64.53

of which:
Listed
Unquoted, at book cost

Total
%

0.52
0.26

0.77

2.10

30.48

0.40

2.49

14.93
0.18
2.49
0.73
0.15
1.03
100.00

64.38
0.15
64.53

GEOGRAPHICAL SPREAD OF INVESTMENTS

31 December 1997

31 December 1998
Cash &

Eu rope 4.88%

UK 6.S.390,.

UK 6437%

II

DETAILED LIST OF INVESTMENTS
AT 31 DECEMBER 1998
UNITED KINGDOM

Aim/Electronic & Electrical Equipment
BCO Technologies
Aim/Media
Ambient Media Corporation
Helicon Publishing Group
VFG

% of
Total investments

% of
Total investments

9.18

0.08
0.11
0.37

AIM/Support Services
AFA Systems
Intelligent Environments
ISB Software Technology
'Netcall
NSB Retail Systems
Science Systems

Support Services
Acorn Group
Admiral
AIT Group
Alphameric
Anite
BNB Resources
Division Group
Electronic Data Processing
Gresham Computing
Kalamazoo Computer Group
Lorien
Lynx Holdings
Macro 4
MDIS
Misys
MMT Computing
MSW Technology
Pegasus
Rebus Group
Rolfe & Nolan
Sherwood In
Spring Group
Superscape VR

1.33
(1.26

Distributors
Abacus Polar
Acal
De'troll Electronics
Diploma
Northamber
Ross Group

(1.47
1 .86
0.40
1.56
2.11
0.07
7.47

Other Financial
*Herald Investment Mangmt Ltd
Health Care
Bmtrace In
Media
Aspen Group
Atlantic Telecom
I3loomsbury Publishing
Border Television
Chime Communications
Columbus Group
Dialog
Dorling Kindersley Holdings
Fitch
Freepages
Golden Rose Communications
GWR Group
Healix Group
IMS
Informa
Maiden Group
Osprey Communications
Portsmouth & Sunderland News
Quarto
Quarto 8.75% Prf'd
Saatchi & Saatchi
Scottish Radio
Sterling Publishing Group
Taylor Nelson
Taylor & Francis
Television Corporation
Tempus Group
Wilmington

0.15
0.21

0.21
0.24
3.58
0.08
(.26
1.47
0.21

1.19
1.8))
0.47
4.91
1).97
1.37
0.19
1.33

Wace Group

11.27
0.49
0.63
0.72
0.48
1).39
1.30
0.13
0.46
0.41
1.03
0.19
1.59
2.47
1.21

29.116

Investment Trusts
Henderson Technology Warrants

0.1$

Gilts
2 1 4% 11..G 2001

2.49

OVERSEAS
BOLIVIA
Telecommunications
Multivision Communications

11.05

FRANCE
Media
Europe 1 Communications

11.09
11.63
11./3

0.32
0.19
1.08
0.65
0.53
0.15
(1.73
1.33
1.07

0.13
1.17
1.30

HOLLAND
Foreign Cony. Bond
2001
Draka

0.34

Electronic & Electrical Equipment
Draka

11.20

HONG KONG
Distributors
Legend
Vanda Systems & Communications

ft19
0.08

( 1.2 6

(1. 27

1.19
Electronic & Electrical Equipment
Elec & Eltek
Varitrcmix

1.45
Electronic & Electrical Equipment
Airtech
Alba
Amstrad

11.66
5.63
10")
0.30
11.97
1137
11.20
11.77
R74

Text 0)
0.12

18.89
Printing, Paper & Packaging
Adare Printing
Applied Holographics

1.30
0.34
0.16
1.41
().()9
(1.23
7.12

0.22
0.31
0.15
0.17
(1.27
0.11

Aim/Telecommunication
Personal Number Cornpany

0.23
0.5»
0.16

Blick
Druck Holdings
Intelek
Linx Printing Technologies
Plasmon Group
Prestwick Holdings
Telemetrix
Telspec
Vision Group

(1.14

0.20
1.66
0.84

1.58
0.41
1.99
*I
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DETAILED LIST OF INVESTMENTS continued
AT 31 DECEMBER 1998
OVERSEAS (continued)
HONG KONG (continued)

% of
Total investments

% of
Total investments

Media
South China Morning Post

0.93

Telecommunications
APT Satellite

0.15

IRELAND
Support Services
CBT Spoils ADR

0.54

ITALY
Distributors
Algol

0. -)9

JAPAN
Electronic & Electrical Equipment
Riso Kagaku
Yamaichi Electronics

0.44
0.29

Media
Cinar Films Inc-CL B
Four Media
Granite Broadcasting
Lions Gate Entertainment
Medialink Worldwide
Scholastic

2.09
Support Services
Acxioni
Advent Software
Applied Graphics Tech
Applix
Ardent Software
Autonomy
Axent Technologies
Broad vision
Carreker-Antinon
Concentric Network
Condor Technology
Davox
Electronic Processing
Extended Systems
First Consulting
Flir Systems
Indus International
Infospace
Inspire Insurance Solutions
Macrovision
Memco Software
Mercury Interactive
Meta Group
Micro Systems
Nergravity
Ozemail ADR.
Peerless Systems
Phoenix
Point of Sale
QCS
Reptron 6 34% Cnv
Richardson Electronics
Rogue Wave
Security First
Security Dynamics
Select Software Tools ADR
Softworks
Standard Micro Systems
TCSI
Transcrypt International
Xirom

0.73
MALAYSIA
Media
Star Publications

0.79

NORWAY
Telecommunications
Netcom

0.09

Support Services
tAtex Media
Avenir
ProIdoc
Sysdeco

OJAI

11.89
0.06
0.07
1.02

SWITZERLAND
Electronic and Electrical Equipment
Logitech

0.48

Media
Publigroupc

0.78

SINGAPORE
Distributors
Electronic Resources

0.66

USA
Distributors
Black Box
Onsale
Pomeroy Computer

0.75
0.07
(1.24
1.06

Electronic and Electrical Equipment
Adflex Solutions
Arresyn Technology
Burr Brown Corporation
General Scanning
Harmonic Lightwaves
MRV Communications
M Systems Flash Disk Pioneer
Opti Inc.
Radisys
Superior Telecom
Triquint Semi-Conductor
Visage Technology

0.75
0.12
0.07
0.20
(1.46
0.49

1.12
0.51
0.09
0.07
0.42
0.14
0.61
0.23
0.12
0.24
0.40
0.14

0.19
11.18
(1.61
0.30
0.08
0.55
0.33
0.38
0.11
0.46
0.38
0.60
0.41
0.08
0.19
(1.24
0.37
0.12
0.06
0.14
0.22
0.84
0.13
0.19
0,07
0.20
0.04
(1.31
12.19

0.15
0.08
1.21
0.07
0.24
0.09
0.23
0.21
0.22
0.90
0.49
0.04

Healthcare
GP Strategies

0.52

Telecommunications
California Microwave
Digital Microwave
Spectralink
USN Communications

(1.17
(1.25
0.06
0.00
0.48

3.93

t ' quoted stock included at nil valuation. 'Grey marker' value qf holding is L216,944 at 31 December 1998.
,

Geographical a llocariolis 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 1998.
Information on the Annual General Meeting including the proposed authority to enable the
Company to purchase its own shares and amendments to the Articles of Association are
contained in the enclosed document.
Business Activity
The Company was approved as an investment trust on the basis of the 1997 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 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 L500m (formerly L350m)
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.
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 third 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.
The Articles of Association of the Company give it power to borrow up to one-fifth of its total
capital and reserves. At 31 December a facility was in place to borrow L3m in yen.
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 L1,134,000 (1997: Z1,118,000).
The Directors recommend a dividend of 0.90p per Ordinary share for the year ended
31 December 1998, which, if approved at the Annual General Meeting, will be payable on
28 April 1999 to holders registered on 26 March 1999. The payment will amount to k746,000
and the transfer to reserves will therefore be k388,000.
The net asset value (NAV) of the Company at 31 December 1998 represented a value of 206.25p
per Ordinary share (fully diluted 201.70p). This represented a rise of 16.0% during the year (fully
diluted 17.4%) and of 109.0% since the date of committal of funds (16 February 1994) after
allowing for launch expenses of 1.3p per share.
Investment Report and Outlook
The Chairman's Statement incorporates a review of the highlights of the year to 31 December
1998.
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.
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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. However, this indexation allowance was
frozen at 5 April 1998, and replaced by a taper relief. Indexation and taper relief, 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 investment manager,
all its members being non-executive. All have been Directors for the whole period under review.
Martin Boase, MA, FIPA (Chairman), aged 66, 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. Mr Boase owns 7.2% of the Ordinary share capital of the investment management
company.
Timothy Abell, MA, aged 68, is chairman of Foreign & Colonial Eurotrust plc, chairman of
the Church, Charities and Local Authorities Fund Managers Limited and a non-executive
director of Tribune Trust plc. He was formerly deputy chairman of Baring Investment
Management Limited and chairman of the Association of Investment Trust Companies.
Justin Dukes, aged 57, is chairman of ECIC Management Limited, is a director of VTR plc and
was the founding managing director of Channel Four Television 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.
Colin McCarthy, FCA, MCT, aged 61, 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 55, 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.
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The Directors' holdings in the Company's shares, all of which are beneficially owned, were as
follows:
Number of

Ntrinber of

Warrants
1998
1997

Ordinary Shares
19981997

Martin Boase
Timothy Abell
Colin McCarthy
Clive Parritt
Justin Dukes

50,000
11,158
8,112
5,637
1,158

50,000
11,158
8,112
5,637
1,158

60,000
2,000
1,000
1,000

60,000
2,000
1,000
1,000

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 12 months' notice. HIML is remunerated at a monthly rate of 0.0833% of the
Company's NAV.
At 31 December 1998 the Company was the beneficial owner of 14% of the Ordinary share
capital of HIML.
Administration of the Company and its investments is contracted by HIML to Stewart Ivory &
Company Ltd, which also acts as company secretary.
Custody of investments is contracted to RBS Trust Bank Limited.
PEPs
The Ordinary shares of the Company are qualifying investments for personal equity plans.
Qualifying individuals may invest up to L6,000 in a general PEP before 5 April 1999. PEPs
will cease to be available for investment after 5 April 1999.The Government has announced its
intention to introduce a new tax privileged savings vehicle, the Individual Savings Account
(ISA). Any individual contemplating investment should consult his or her 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

Lincoln Investment Management
Commercial Union Asset Management Ltd
Windsor Life Assurance
Legal & General

8,965,166
4,909,996
2,700,000
2,535,244

10.8
5.9
3.3
3.1

Payment of Suppliers
It is the Company's payment policy to obtain the best possible terms for all business. The
Company negotiates with its suppliers the terms on which business will take place and abides
by such terms.
The Company did not have any trade creditors at 31 December 1998.
Donations
The Company did not make any donations during the year under review.
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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.
Year 2000 Compliance
The Company's accounting records are maintained on computer by Stewart Ivory & Company
Limited. As the Year 2000 issue could potentially affect the Company's accounting records the
Directors have sought assurances from Stewart Ivory that its systems are Year 2000 compliant.
Stewart Ivory has confirmed that its core in-house investment administration and accounting
software is Year 2000 compliant, and is continuing to assess the ability of other in-house
electronic systems, and those of external service providers, to cope with Year 2000. The
Company will not bear any of the costs associated with ensuring that the computer systems
used are Year 2000 compliant.
Authority to Repurchase the Company's Ordinary Shares
A resolution will be proposed at the forthcoming Annual General Meeting seeking shareholder
approval for the Company to have the power to repurchase its own Ordinary shares. The Board
believes that the ability of the Company to purchase its own Ordinary shares in the market will
potentially benefit all shareholders of the Company. The repurchase of Ordinary shares at a
discount to the underlying net asset value (`NAV') should enhance the NAV per Ordinary
share of the remaining shares and it may also enable the Company to address more effectively
any imbalance between supply and demand for the Company's Ordinary shares.
At the Annual General Meeting, the Company will therefore seek the authority to purchase up to
12,426,902 Ordinary shares (representing 14.99% of the Company's issued Ordinary share
capital, the maximum permitted under the Listing Rules of the London Stock Exchange) at a
price that is not less than 25p per share (the nominal value of each share) and not more than 5%
above the average of the middle-market quotations for the five business days preceding the day of
purchase. The authority being sought, the full text of which can be found in Resolution 6 in the
Notice of Meeting which is with the letter from the Chairman accompanying this report and
accounts, will last until the earlier of the date of the next Annual General Meeting and twelve
months from this year's Annual General Meeting. The Company's current Articles do not
contain a provision permitting the Company to purchase and cancel its own shares.
Accordingly Resolution 6 also proposes certain changes to the Articles of Association which
include the necessary changes to enable the Company to repurchase its Ordinary shares and
certain updating changes. Details of all the proposed changes arc set out in the Notice of
Meeting which is accompanied by explanatory notes relating to them.
The decision as to whether the Company repurchases any shares will be at the absolute discretion
of the Board if it is considered to be in the interests of the Company and its shareholders as a
whole; it is the intention that purchases will only be made at a discount to net asset value. No
shares will be repurchased during the two month period immediately preceding the
preliminary announcement of the Company's annual and interim results or, if shorter, the
period from the end of the relevant financial period up to and including the time of the relevant
announcement.
The Directors consider that the implementation of a facility to repurchase the Company's own
Ordinary shares is in the interests of shareholders as a whole and unanimously recommend all
holders to vote in favour by completing and returning the enclosed form of proxy. The proxy
form should be returned to the Company's Registrar as soon as possible but in any event so as to
arrive no later than 48 hours before the time of the Annual General Meeting.
By order of the Board
_Tames Ay/ii
for Stewart Ivory & Company Limited
Secretary
23 February 1999
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Code of Best Practice
The Directors have considered the new Combined Code on Corporate Governance and,
following guidance issued by the London Stock Exchange in December 1998, can confirm
that the Company has, with the following exceptions, complied with all material aspects of
the Code relevant to an Investment Trust throughout the year. The London Stock Exchange
confirmed that until guidance has been issued, by complying with the existing arrangements
on internal controls (i.e. internal financial controls) that the Company's statement on
compliance satisfies the requirements of the new Code. The exceptions to compliance with
the Code are as follows:
•

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 Manager.

•

The Directors do not have appointment letters nor service contracts for a specific term.
The Board is comprised entirely of non-executive Directors who, except as disclosed in
the Directors' Report, are independent of the Investment Manager. All such Directors
form the Audit Committee with formal terms of reference.

•

A technical matter in relation to the re-appointment of Directors as explained in the
enclosed Amendments to the Articles of Association document.

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.
Going Concern
After making enquiries, 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.
On behalf of the Board
Martin Boase

Chairman
23 February 1999
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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.

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.
On behalf of the Board
Marthi Boase

Chairman
23 February 1999
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REPORT OF THE AUDITORS TO THE MEMBERS OF HERALD
INVESTMENT TRUST plc
We have audited the accounts on pages 21 to 28 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 24.
Respective responsibilities of the Directors and Auditors
The Company's Directors are responsible for preparing the Annual Report including, as
described on page 19, the accounts. Our responsibilities, as independent auditors, are
established by statute, the Auditing Practices Board, the Listing Rules of the London
Stock Exchange and by our profession's ethical guidance.
We report to you on our opinion as to whether the accounts give a true and fair view and
are properly prepared in accordance with the Companies Act. We also report to you if, in
our opinion, the Directors' report is not consistent with the accounts, if the Company has
not kept proper accounting records, if we have not received all the information and
explanations we require for our audits, or if the information specified by law or the
Listing Rules regarding Directors' remuneration and transactions with the Company is
not disclosed.
We review whether the statement on page 18 reflects the company's compliance with
those provisions of the Combined Code specified for our review by the Stock Exchange,
and we report if it does not. We are not required to form an opinion on the effectiveness
of either the Company's corporate governance procedures or its internal controls.
We read the other information contained in the Annual Report and consider whether it is
consistent with the audited accounts. We consider the implications for our report if we
become aware of any apparent misstatements or material inconsistencies with the
accounts.
Basis of audit 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 1998 and of its net revenue for the year then ended and have
been properly prepared in accordance with the Companies Act 1985.
ERNST & YOUNG
Registered Auditor
Edildniigh
23 February 1999
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STATEMENT OF TOTAL RETURN
FOR THE YEAR ENDED 31 DECEMBER 1998
1998
Notes
Gains on investments

8

Currency losses

16

1997

Revenue

Capital

Total

Revenue

Capital

Total

'000

L'000

C000

£000

/, '000

'000

27,877

27,877

18,109

18,109

(86)

(86)

(1,852)

(1,852)

(41)

(41)

Loss on warrant
repurchase

11

( 230)

(230)

3,845

3,845

3,185

3,185

3

(1,998)

(1,998)

(1,634)

(/634)

3

(173)

(173)

(149)

( 149)

Income
Investment
management fee
Other expenses

Net return before
1,674

taxation
Taxation

5

25,939

27,613
(540)

(540)

1,402

17,838

(284)

(213)

1,118

17,625

19,240
(497)

Return on ordinary
activities after
1,134

taxation

25,939

27,073

18,743

Ordinary dividend
payable

6

(746)

(746)
25,939

388

Transfer to reserves

')6,3" 7
).

(

(705)

705)
413

17,6 75

18,038

Return per Ordinary
share

7

Basic

1.37p

31.29p

32.66p

1.351)

21.26p

22.611)

Fully Diluted

1.31p

30.05p

31.36p

1.30p

20.431)

21.73p

0.90p

0.85p

Dividend per Ordinary share

0.90p

6

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 24 to 28 form parr of these accounts
-
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0.85p

BALANCE SHEET
AT 31 DECEMBER 1998
1998

199 7

Notes

L'000

L'0610

8

165,677

136,673

197

1,281

96

312

528

400

6,030

9,640

6,851

11,633

Fixed assets
In vestments
Current assets
Sales for future settlement
Taxation recoverable
Other debtors
Cash and deposits

Creditors: amounts falling due within one year
602

Purchases for future settlement
Other creditors

198

172

Dividend payable

746

705

1,546

877

5,305

10,756

Net current assets

9

Provision for deferred taxation

TOTAL NET ASSETS

5

170,982

147,424

Capital and reserves
Share capital

10

20,725

20,725

Share premium account

11

67,823

Warrant reserve

11

67,827
2,732

Capital Reserve — Realised

11

50,836

29,960

Capital Reserve — Unrealised

11

27,727

22,664

Revenue Reserves

11

1,635

1,247

TOTAL EQUITY SHAREHOLDERS' FUNDS

19

170,982

14 7,424

Net asset value per Ordinary share

13

206.25p

1 77.84p

Fully diluted

13

201.70p

171.80p

Approved by the Board of Directors on 23 February 1999 and signed on their behalf by:
M Boase
T G Abell

Directors

The notes on pages 24 to 28 form part of these accounts
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CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 1998
1998

1997

L'000

'000

953

759

Operating activities
Net cash inflow from operating activities
Taxation
?90

Tax recovered
Capital expenditure and financial investment
Purchase of investments

(82,468)

(49,795)

Sale of investments

83,027

58,083

Currency movement

(86)

(41)

473

8,247

Net cash inflow from capital expenditure
and financial investment

(705)

Equity dividend paid

NET CASH INFLOW BEFORE FINANCING

(672)

1,011

8,334

3

-4

Financing
Issue of Ordinary shares
Warrants repurchased

(4,624)

(903)

NET CASH OUTFLOW FROM FINANCING

(4,621)

(899)

NET CASH (OUTFLOW)/INFLOW
(Decrease)/increase in cash

(7,610)

Increase in deposits

4,000

(Decrease)/increase in cash and deposits

(3,610)

The notes to the Cash

Statement are contained in note 14.
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7,435

7,435

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 and in accordance with the Statement of Recommended Practice 'Financial Statements of
Investment Trust Companies'.
(b) Investments
Listed investments are valued at closing mid-market prices. Investments On the Alternative Investment
Market are included at their quoted mid-market prices. Unlisted investments are valued by the 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-dividend date) and is grossed up at the appropriate rate of tax credit. Interest receivable is accounted
for on an accruals 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
Investment management fees are charged wholly to revenue.
(f) 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.
(g) 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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2. Income
Income from investments

1998

L'000
Franked dividends from listed investments
Franked dividends from unlisted investments
Foreign income dividends
Unfranked dividend income
Unfranked income from foreign convertible bonds
Gilt interest income

1997
L'000

2,650
44
6
370
35
77

2,389
53

3,182

2,873

646
17

287

663

.3/

Other income
Interest receivable
Underwriting commission

7

277
52

95

3,845

3,185

1998
Z 000

1997
1- '000

Investment management fee
VAT thereon

1,700
298

1,391

1,998
39
18
48
8
4
56

1,634

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

2,171

1,783

3.

Administration expenses

.

32

13
48
4

8
44

The figure shown for the 1997 audit fee has been reduced by an over-accrual of L4,000 in 1996.
The actual audit fec payable for 1997 was /,8,000.
4. Directors' fees
The fees of the Chairman are Z12,000 (1997: L12,000) per year and those of the other Directors k9,000
each (1997: L9,000 each) per year.
5.

Taxation

L'000

1997
'000

—
530
15

2/3
274
12

1998

Corporation tax
Tax on franked investment income
Overseas tax
Deferred tax

(5)
540

(2)
497

6. Dividend
The Directors recommend a final dividend of 0.90p (1997: 0.85p) per share, to be paid on 28 April 1999
to all shareholders on the register as at the close of business on 26 March 1999.
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7. Return per Ordinary share
Basic revenue return per Ordinary share is based on the net revenue on ordinary activities after taxation
of £1,134,000 (1997: £1,118,000) and on 82,900,234 Ordinary shares (1997: 82,896,771) 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
£25,939,000 (1997: /17,625,000) and on 82,900,234 Ordinary shares (1997: 82,896,771) 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 weighted average share
warrants in issue during the year adjusted by the difference between the average price of the Ordinary
shares during the year and the Subscription price of £1.00, giving a weighted average of 86,311,360
(1997: 86,265,117) shares. The income return of 1.31p (1997:1.30p) and capital return of 30.05p (1997:
20.43p) are based on the same income and capital figures used in the basic return calculation.
8.

Investments at current market value
1998

L'000

1997
[000

Listed at market valuation on the London Stock Exchange
Listed at market valuation on other recognised Stock Exchanges
Unlisted*

110,779
51,170
3,728

99,883
34,665

Total fixed asset investments

165,677

136,673

Opening book cost
Opening unrealised appreciation

114,009
22,664

108,563
19,588

Opening valuation

136,673

128,151

Movements in the year:
Purchases at cost
Sales - proceeds
- realised gains
Increase in unrealised appreciation

83,070
(81,943)
22,814
5,063

49,651
(59,238)
15,033
3,076

Closing valuation

165,677

136,673

Closing book cost
Closing unrealised appreciation

137,950
27,727

114,009
72,664

Market value of investments at 31 December

165,677

136,673

22,814
5,063

15,033
3,076

27,877

18,109

Realised gains on sales
Increase in unrealised appreciation

2,125

* The unlisted balance comprises eleven UK AIM stocks, one foreign unlisted stock and an unquoted
holding in Herald Investment Management Limited (HIML), the Company's Investment Manager,
included at its cost of £251,421 (1997: £305,297).
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9. Provision for deferred tax
Deferred tax is not provided on accrued income as there are excess management expenses at
31 December (1997: 31%).
1998
'000
5

Balance at I January
Movement during the year

(5)

/ 997
£ 000
7
(2)

Balance at 31 December

10. Share capital
Authorised:
Ordinary shares of 25p:
Allotted, issued and fully paid:
Ordinary shares of 25p:

1998

1997

Number
L'000

109,000,000
27,250

109,000,000
27,250

Number
L'000

82,901,286
20,725

82,898,086
20,725

At 1 January 1998 there were 11,000,000 warrants in issue, which entitle the holders to subscribe for one
Ordinary share per warrant at a price of100p. On 8 May 1998, in accordance with the terms and subject
to the conditions of the warrants, 3,200 Ordinary shares were allotted in respect of warrants on which the
subscription rights had been exercised. Herald Investment Trust plc repurchased 6,090,737 warrants
during the year. At 31 December 1998 there were 4,906,1)63 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, iflater, the
date thirty days after the date on which copies of the audited accounts of the Company for its then
immediately preceding financial year are despatched to shareholders) in any of the years 1999 to 2003
inclusive.

11. Reserves
Share
Premium
Account
L'000
Balance at I January
Arising on exercise of warrants
Transfer on warrants exercised
Arising on repurchase of warrants
Net gain on realisation of investments
Increase in unrealised appreciation
Currency movement
Revenue available for distribution
Dividend proposed

67,823
3
1

Balance at 31 December

67,827

Warrant
Reserve
,(,'000

Capital
Reserve —
Realised
'000

Capital
Reserve —
Unrealised
'1101)

Revenue
Reserve
L'000

5,005
—

29,960
—

72,664
—

1,247
—

(1,852)
22,814
—
(86)

—
5,063
—

(1)
(2,772)
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511,836

27,727

—
1,134
(746)
1,635

NOTES TO THE ACCOUNTS continued

12.

Reconciliation of movements in shareholders' funds

Distributable profits
Transfer to distributable reserves

1998

1997

k'000

[ow

388

413

Recognised capital gains and losses
Share capital subscribed
Deemed original value of warrants repurchased

25,939
3
(2,772)

17,625
4
(673)

Net increase in shareholders' funds

23,558

17,369

Opening shareholders' funds

147,424

130,055

Closing shareholders' funds

170,982

147,424

13.

Net asset value per Ordinary share

Net assets per share are based on total net assets of £170,982,000 (1997: 4147,424,000) divided by
82,901,286 (1997: 82,898,086) 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. The
resulting number of Ordinary shares in issue on that date is calculated using the difference between the
year end share price (161.5p) and the Subscription Price (100p). The 1997 fully diluted net asset value has
been restated.
14a.

Reconciliation of operating profit to net cash inflow from operating activities

1998
L'000

1997

Z'000

1,674
(604)
(144)
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1,402
( 564)
(65)
(14)

953

759

1998
L'000

1997
L' '000

Cash at bank at 1 January
Net cash (outflow)/inflow

9,640
(3,610)

2,205
7,435

Cash and deposits at 31 December

6,030

9,640

Cash at bank
Short term deposits

2,030
4,000

9,640

6,030

9,640

Operating profit
Tax on investment income
Increase in debtors
Increase/(decrease) in creditors
Net cash inflow from operating activities
14b.

Analysis of changes in cash during the year

There were no movements in borrowings and cash balances (net debt) except for those shown in note 14
above.
15. Capital commitment
The Company entered into a loan agreement with The Royal Bank of Scotland plc on 31 December
1998 to borrow £3 million in yen. This loan was not drawn down until 7 January 1999 and therefore
this was not included in the accounts.
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