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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 rest of the world, 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

2

This is the sixth interim statement for the Trust, and I am delighted to be able to report the
highest percentage increase in assets in any six month period since inception, with an overall
capical increase of 32.6%. However, this has been achieved against 2 more sympathetic
background for valuations of smaller companies. In general, business conditions in the
underlying investments have been sound and the manager believes that the re-rating in the
first half is fully justified and reflects a partial catch-up with the revaluation previogsly seen in
larger companies. It is also pleasing to be able to report strong contributions from Burope and
the Far East, although the exposure to these markets remains small. The inclusion of the
Norwegian software company, Avenir, and the Malaysian newspaper, the Star, in the list of
top 20 holdings reflects particularly useful contributions from these investments. These along
with the returns on most of the other holdings in the top 20 were the more rewarding because
they significantly reflected the benefits of a readjustment to the portfolio last year gway from
software service companies. It is notable that over this period the FTSE-IT indlex has, in
contrast, been relatively lacklustre. The performance was more broadly based than last year,
with 23 stocks appreciating by in excess of £1 million, and in aggregate contributing to a rise
in assets of ,£40 million, across a diverse range of companies and sectors.

Performance has also benefited from the shake out in the market last year which, particularly in
retrospect, provided a wonderful opportunity to buy back warrants. In total, over 6 million
warrants were acquired for cancellation last year, significantly reducing the dilutive effect.on
the asset rise this year. Whilst volatile markets can be unnerving for investors, they can provide
good opportunities for adjusting the portfolio, particularly in a closed end vehicle such s an
intvestment trust.

Summary of Performance

Performance
At inception At At since Performance
16 February 31 December 30June 31 December since
1994 1998 1999 1998 inception
Basic NAV per share 98.7p 206.25p  273.54p* +32.6% +177.1%
Fully diluted '

NAYV per share 98.9p 200.31p  263.96p* +31.8% +166.9%
Share price 90.9p 161.5p  241.0p +49.2% +165.1%
Warrant price 45.5p 77.5p 140.5p +81.3% +208.8%
FT-SE 100 Index 3417.7 5882.60 , 6,318.5 +7.4% +84.9%
HGSC Index

(ext. cap gains ex IT) 1,750.0 1,818.72 2,330.18 +28.1% +33.2%
Russell 2000 ¢

Technology Index — . 157.04 18471 +17.6% —

*The NAV figures are stated on a capital only basis, and do not include any income retention at that date. This is
because the Company only pays one dividend per year and no provision has been made at this stage. However, the
NAV figures given after the Balance Sheet do include the Revenue Reserve uplift for the period. The fully diluted
NAY figures given after the Balance Sheet take into 2ccount the price of the ordinary shares at the period ends, as
required by FRS 14.
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TOP TWENTY HOLDINGS

in companies, by market value at 30 June 1999

Company Sector

Sherwood International Insurance software

Admiral Software and computer consultancy
IMS Telephone information services
Alba Consumer electronics

Acal Electronic products distribution
Lyrix Holdings Computer systems etc.
Telemetrix ISDN equipment and ASICS
Informa Confercnce/training/magnzines
Tempus Group Media buying

Diploma Electronic components & others
Arm Holdings Designs RISC microprocessors
GWR Commercial radio operator

Burr-Brown (United States) Analogue semicorductors

Scottish Radio _ Radio operator
Dorling Kindersley . Publisher
Applied Holographics Holograms

Cordiant Communication Advertising

Star Publications (Malaysia) Newspaper publisher
Avenir (Norway) Computer software services
Linx Printing Technologies Printer manufacturer

“/n of

£’000  portfolio

10,588
6,423
6,085
5,462
5,197
5,022
4,441
4,382
4,286
4,246
3,645
3,521
3,311
3,198
3,120
3,113
2,984
2,810
2,722
2,722

87,278

——

GEOGRAPHIC SPREAD OF INV ESTMENTS

31 December 1998

30 June 1999

" Cash & Gilus ¢

USA 19.64% USA 18.98%

UK 64.57%

/
/

Cash & Gilts 5.50% Europe 4,88% {ner of loan) 5.95%
Rest of World 5.41% Rest of World 5.51%

Europe 5,72%

4.87
2.95
2.80
251
2.39
2.31
2.04
2.01
1.97
1.95
1.68
1.62
1.52
1.47
1.43
1.43




DIRECTORS, MANAGER AND ADVISERS

DIRECTORS

Martin Boase (Chairman)
Timothy George Abell
Justin Paul Dukes

Colin Michael McCarthy
Clive Anthony Parritt

SECRETARY

Stewart Ivory & Company Limited
45 Charlotte Square

Edinburgh EH2 4HW

Tel: 0131-226 3271

Fax: 0131-226 5120

REGISTERED OFFICE,

12 Charterhouse Square
London ECIM 6AX

INVESTMENT MANAGER
Katie Potts

Herald Investment Management Limited

12 Charterhouse Square
London ECIM 6AX

~ Tel: 0171-553 6300

Fax: 0171-490 8026
Web-site: www.heralduk.com
E-mail: info@heralduk.com

COMPANY NUMBER
2879728 (England and Wales)

A MEMBER OF THE ASSOCIATION OF INVESTMENT TRUST COMPANIES

Year 2000 Compliance

The business systems of our Manager, Herald Investment Management Limited and our
Secretary, Stewart Ivory, have all been ti;cted and have been shown to be Year 2000
compliant. Statements of compliance have also been obtained from all manufacturers of their
systems. A continuity plan has been put in place to maintain compliance through into 2000. All
new software and hardware will be tested for compliante before introduction into the business
systems. In addition, contingency plans have been prepared for each system should it not
function in January 2000 despite the rigorous testing that has been completed. There will be

SOLICITORS

Macfarlanes
10 Norwich Street
London EC4A 1BD

AUDITORS

Ernst & Young
Ten George Street
Edinburgh EH2 2DZ

BANKERS

RBS Trust Bank Limited
67 Lombard Street
London EC3P 3DL

STOCKBROKERS

Warburg Dillon Read
1 Finsbury Avenue
London EC2M 2PP

REGISTRARS

Northern Registrars Limited
Northern House

Penistone Road

Fenay Bridge

Huddersfield HD8 0LA

Tel: 01484 606 664

Fax: 01484 608 764

no direct cost to the Trust associated with Yéar 2000 compliance.
Pillans & mw. Edinburgh. 14075
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