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Investment Policy
The policy of the Company is to achieve capital appreciation through investments in smaller
quoted companies, principally in the UK but also in the U.S.A. and Continental Europe, in the
areas of communications and multi-media. The business activities of investee companies will
include information technology, broadcasting, printing and publishing and the supply of
equipment and services to these companies.



CHAIRMAN'S REVIEW

The trading background for most stocks in the Herald orbit continues to be
strong overall. There are signs that the growth in average profits may be
slowing slightly, but it still exceeds 20% for most companies and thus remains
significantly in excess of the economy as a whole. The investment focus of the
ordinary shares remains heavily in UK companies, whereas about one third of
the C share assets have been invested in the United States. The performance
of the two classes of share must therefore be considered separately until the
funds have merged, which will occur by the end of September this year.

Ordinary Shares

There has been a pronounced re-rating in the portfolio, beginning in April
1995 continuing until May 1996. When combined with the strong growth in
underlying profits, this has led to a continued healthy rise in net asset values in
the first half.

Herald basic NAV/share
% changes since 31 Dec 1995
FT-SE100 % change since 31 Dec 1995
HGSC % change since 31 Dec 1995

Inception End Dec
1995

End June
1996

End July
1996

98.7p* 137.8p 160.9p
+17.1%

+0.6%
+14.2%

152.21)
+11.1%
+0.4%
+9.0%

'The Net Asset Value per share raised net or expenses on 16 Feb 1994. when 65in shares were placed at 100p per share with warrants attached
on a I for 5 basis.

There has been a sharp (8.4%) correction in asset values in June and July, but
the manager regards this as a healthy consolidation which provides an import-
ant reminder to investors that some companies, aided by brokers and invest-
ment bankers, can inflate stock market expectations to an unsustainable level
in certain stocks. The Herald universe is markedly vulnerable to this trend,
reflecting the extraordinary rates of growth achieved by some companies. The
manager is wary of venture capital type situations, which the trust continues to
avoid, and sees long-term growth opportunities in established companies.
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C shares

In April, £30m was raised in the C share issue with the intention of broadening
the geographic remit. The manager argues that analytical cross-referencing on
a global basis is essential for investment in leading-edge companies. There are
strong parallels between the US and UK sectors in terms of growth, restruc-
turing of media and telecommunications companies, and regulatory influ-
ences. However, the US market cycle in technology stocks has been
consolidating for the last year and has proved particularly volatile over the
short term.

Herald C basic NAV/share
% changes since 10 April 1996
Morgan Stanley HT % change since 10 April 1996
Russell 2000 % change since 10 April 1996

Inception
10 Apr 1996

End June
1996

End July 1996
1996

98.5p 96.9p

-1.6%
+0.9%
+4.7%

91.3p
-7.3%
-4.9%
-4.5%

After a strong rally the market corrected, leading to a 22% decline in the
Morgan Stanley High Technology Index, between mid-May and mid-July.
Similarly, a 16% fall in the Russell 2000 has had an adverse effect on the C
share assets, with the net decline in the US element of the portfolio a similar
magnitude. However, the manager saw the correction as an opportunity to
invest the significant cash balances (or index-linked gilt holdings) in both the
C share and the main fund at the end of June.

CREST

The board has passed a resolution for ordinary shares to be transferred and
settled by means of CREST; but for the warrants to be so transferred and
settled it is necessary for warrantholders to pass an extraordinary resolution,
for which a meeting has been convened on 13 September 1996.

Summary

Although stock market conditions are uncertain, the underlying growth in the
industries in which the fund invests continues to provide a helpful background
in the endeavour to achieve above average long-term growth.

Martin Boase 	19 August 1996
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SUMMARISED REVENUE ACCOUNT
for the six months ended 30 June

Ord
Shares
£000

1996
C

Shares
£000

Total

£000

1995
Total

£000

Investment income—franked 866 16 882 600
—unfranked 102 52 154 167

—total 968 68 1,036 767

Other income—bank interest 117 152 269 28
—commissions 26 26 4

—total 143 152 295 32

Total income 1,111 220 1,331 799
Administration expenses (665) (79) (744) (445)

Profit before tax 446 141 587 354
Taxation (90) (30) (120) (64)

Profit after tax 356 111 467 290

Earnings per Share") 0.55p 0.64p 0.45p

SUMMARISED BALANCE SHEET
at 30 June 1996 1995

Ord C Total Total
Shares Shares

£000 £000 £'000 i000

Investments at market value 100,879 29,067 129,946 65,576
Net current assets/(liabilities) 4,914 107 5,021 2,671

Total net assets 105,793 29,174 134,967 68,247

Share capital and reserves 105,793 29,174 134,967 68,247
less: current period revenue (356) (111) (467) (290)

Net asset valuation ,2, 105,437 29,063 134,500 67,957

Net assets per share 160.93p 96.88p I 60.93p 104.55p
Net assets per Share-Diluted and Converted( 3 ' 153.01p

( I) The total EPS assumes a weighted average of 73.21 million shares, including the current calculation that the C shares will convert into 18.06
million ordinary shares.

(2) The valuation net of current revenue is shown for consistency with data released monthly.
(3) The diluted and converted net assets per share are based on the current calculation that 30 million C shares will convert to 18.06 milllion

ordinary shares upon consolidation of the ordinary and C share funds, and that 12.48 million outstanding warrants will be exercised at 100p.

These financial statements are not the Company's statutory accounts for the purposes of
Section 240 of the Companies Act 1985. They are unaudited. The interim report will be sent to
shareholders and copies will be made available to the public at the registered office of the
Company. The dividend in respect of the financial year to the end of December 1996 will be paid
in April 1997.

4



TOP TEN INVESTMENTS
at 30 June 1996

Sector 000 % of portfolio

Admiral Software and computer consultancy 4,118 3.2
Northamber Computer distribution 3,994 3.1
Eidos Computer games & compression 3,375 2.6
MMT Computing Computer consultancy 3,321 2.6
CRT IT recruitment and training 3,043 2.3
Dorling Kindersley Book and CD-ROM publisher 2,990 2.3
Superscape VR Virtual reality software 2,616 2.0
GGT Advertising 2,586 2.0
Lynx Holdings Computer systems 2,342 1.8
Midland Independent Newspapers Regional newspapers 2,341 1.8
Other holdings in companies 82,831 63.7
Index linked gilts *16,615 12.8

Total portfolio 129,946 100.0

*Of the index-linked gilts, £10,777,500 worth were held in the C share portfolio.

SETTLEMENT OF ORDINARY SHARE TRANSACTIONS BY

THE CREST SYSTEM
In accordance with the Uncertified Securities Regulations 1995 (the Regulations) the directors give
notice that on 19 August 1996 they resolved that title to the ordinary shares of £1 each in the capital of
the Company, in issue or to be issued, may be transferred by means of a "Relevant System" - a general
term which includes the CREST share settlement system recently introduced by CRESTCo, the
operator of the system. The resolution of the directors will become effective immediately prior to
CRESTCo's granting permission for the shares to be transferred by means of CREST.
Application will be made to CRESTCo for such permission, but no date has been fixed for the
transfer. It is currently expected that it will take place at the end of 1996, subject to permission being
granted.

The effect of the directors' resolution is to disapply, in relation to the ordinary shares, any provisions
of the Company's Articles of Association which may be inconsistent with the holding and transfer
those shares in CREST and with any provision of the Regulations, when the shares concerned enter
the CREST system.

Shareholders should be aware that under the Regulations they have certain statutory rights to resolve
that the shares should not be (or should cease to be) transferable by means of the CREST system, and
that the said directors' resolution should cease to have effect. Notification of any intention to propose
such a resolution should be given immediately in writing to the Company Secretary.

SETTLEMENT OF WARRANT TRANSACTIONS BY

THE CREST SYSTEM
The Regulations do not permit warrants to subscribe for ordinary shares to become transferable by
means of a Relevant System by a resolution of the directors alone, and it will therefore be necessary to
amend the Warrant Terms. Accordingly, a circular to warrantholders including a notice of an
extraordinary general meeting of warrantholders, to be held on 13 September 1996, accompanies this
interim report.
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DIRECTORS, MANAGER AND ADVISERS

DIRECTORS
Martin Boase (Chairman)
Timothy George Abell
Justin Paul Dukes
Colin Michael McCarthy
Clive Anthony Parritt

SECRETARY
Cavendish Administration Limited
12 Charterhouse Square
London EC1M 6AX

REGISTERED OFFICE
12 Charterhouse Square
London ECIM 6AX

COMPANY NUMBER
287928 (England and Wales)

INVESTMENT MANAGER
Miss K J Potts
Herald Investment Management Limited
12 Charterhouse Square
London EC1M 6AX

REGISTRARS
Nortern Registrars Limited
Northern House
Penistone Road
Fenay Bridge
Huddersfield HD8 OLA

SOLICITORS
Macfarlanes
10 Norwich Street
London EC4A IBI)

AUDITORS
Ernst & Young
Rolls House
7 Rolls Buildings
Fetter Lane
London EC4A INH

CUSTODIAN AND BANKERS
The Royal Bank of Scotland plc
Regent's House
PO Box 348
42 Islington High Street
London N1 8XL

STOCKBROKERS
SBC Warburg
1 Finsbury Avenue
London EC2M 2PP
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