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Annual Review Investment Strategy

Investment Objective

In accerdance with the Prospectus dated 14 October 2005, the
Company’s objective 15 to achieve capital gains and maximise UK
tax free income to s shareholders from dividends and capital
distributians 1ts intenged that this objective is to be achieved by
investing the majorty of the Company’s funds in a portiglio of
Qualifying Investments as described under "investment Strategy”
below

Investment Strategy

The Comnpany offers investors the opportumty 10 gain access to
the venlure capital market

The investment focus of the Investment Manager has been to
seek out estabhshed companies, most of whom are cash positive,
in preference to early stage opportunities

In addrion, invesiments are normally structured as a mixture of
equity and loan stock The loan stock represents the majority of
the finance provided Typically, funds managed by Acuity Capital
own a significant percentage of the equity of the nvestee
companies

This investment focus, combined with 2 diversified sector strategy
and the typical investment structure, will, 1n the opinien of the
Directors, contribute matenally to reducing the overall risk of
investing in smaller companies

As at 30 Seplember 2010, the Company has invested in 14
qualifying companies and 3 non-qualifying companies

As at 30 Seplember 2010, the Company has no bank
indebtedness

The Directors do not wish the Company to be restricted by having
a fixed hmit on what exposure Lo geanng it may have, apart from
the restriction in the Company’s Articles, which imits borrowing to
an amount equal to its adjusted capital and reserves

Co-investment

The Company invests alongside Acuity Grewth vCT Pl which
enables shareholders 1o participate in larger  unquoted
transactions, which tend to have a lower nsk profile than smaller
venture capital nvestments

Qualifying Investments

The Company intends to invest In companies that it believes have
a high growth potentiai In the Oweclors’ cpinion, each of these
companies should generally reflect the following critena

« A well defined business plan and ability o
demonstrate strong demand for s producls of
services,

s Products or services thal can be supplied al sustainable
high margins and be cash generative,

2 Aculty VCT 3 Plc

»  Objectives of management and sharehalders 1o be
similarly aligned,

» Adequate capital resources or access to further
resources to achieve the targets set out In the business
plan, and

»  High calibre management teams

The Company seeks 1o invest in a diversied portfolio of unquoted
and AIM quoted companies and will not specialise unduly In any
particular industry sector Unquoted investments will typically be
In cempanies where the Company believes that there are
reasonable prospects of an exit through a trade sale or flotation In
the medium term

There are no critenia set by the Directors regarding the size of the
targel compantes, except, with respect to each speaific pool of
capital that an mvestee company’s gross assets must comply with
cutrent UK VCT legislation  Investments in start-up companies
where, in the opiman of the Company, levels of nsk are
unacceptably high, in particular the technology sector, wil
generally be avoided

As at 30 September 2010, the Company has invesied
approximalely 83% of its net assets by valualion v quahfying
companies The average invesiment size at cost s £1 4 million

Non-Qualifying Investments
Associated Funds

As at 30 September 2010, 1% of lotal assetls by valuation of the
Company was invested 1n CF Acuity Real Active Management Fund
and a further 4% in Electra Private Equity Plc

(ash Management

In addition to wvestments held in associated funds, as at 30
Sepiember 2010, 4% of its net funds by valuation of the Company
were invested In ¢ash deposits to provide immediate hiquidity,
pending sutable qualifying investments being identified

Risk Management

Since the Company s flexible with regard to those areas 1n which
it invests, 1t aims to achieve a significant degree of diversiication
and to spread nsk by investing in unquoted, PLUS traded and AIM
quoled companies

In addition, there is no emphasis on any particular industry sector
and even the ngn qualiying nvestrnents have quite a high level
of i built diversification The Company 15 restricted to 1nvesting no
more than 5% of the value of its total assets at the ume of
investment 1 any one indvidual qualifying nvestment or non
qualifying investment
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Annual Review Investment Strategy

Investment Portfolio
Ordinary Shares

The investrnent classification by value expressed as a percentage
as at 30 September 2010 was as follows

By Sector

By Asset Type
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Annual Review Financial Highlights

Year ended 30 September 2010 2009
Net Assets £213m £300m
Net asset value per ordinary share 615p 857p
Owidend paid per ordinary share 10p 00p
Cumulative retum to shareholders since launch

Dividends paid per ordinary share 45p 35p
Net asset value plus dividends paid per ardinary share 664p 89 2p

4 Acuity V(T3 Plc
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Annual Review Chairman’s Statement

Overview

I am disappointed to report that dunng the year ended 30
September 2010 the Net Asset Value (NAV) of the ordinary shares
de¢reased by 28% 10 619 p per share Jhe Net Asset Value of the
Fund 15 £213 millon In the same period the FTSE All Share index
increased by 9%

Ordinary Shares

When 45 pence of cumulative dividends are added to the Net
Asset Value (the amount distnbuted since the Company's
inception), the total was 66 4p per ordinary share, a decrease of
26% over the penod

The performance of the portiolio in the second half of the year
has been poor In particular the Company s largest holding, The
fin Machine Company expenienced significant working capial
issues following the establishment of a manulactunng plant in
China A new Chairman was appointed in November 2010 and
corrective actions Including semigr management changes have
been taken The company has entered 2017 with an impioved
order book and ncreased working capital faciliies and we are
hopeful this will tead to a recovery In the value of the investment
Despite thes the Directors felt 1t prudent to wrte down the
Company’s investment by 60% as at 30™ September 2010 which
has accounted for a sigruficant part 1n the overall deching in the
Net Asset value of the fund Further deialls of the movement in
the investment portfolio are contained within the Invesiment
Manager s report

The investment portfolio 15 focussed on unquoted investments
which now represent over 0% of the portfolio by value The
portfolio comprses nvestments in 14 qualifying comparnies bul
has become increasingly concentrated with the top five
Investments now representing over 63%

tnvestment Manager

On 13 December 2010, the Board announced that it was
nterviewing  other Investment Managers with 3 view 10
appointing a new Investment Manager for the fund Agreement
an Heads of Terms, which will be subject to coniract, has been
reached with the Foresight Group It 15 anticipated the terms of
this appomtment will be substantially the same as those in our
management contract with Acuity Capital Foresight Group 15 a
well respected YCT Manager In the UX with a good history of
success in managing funds

Portfolto Activity

No new Investments were made during the year other than a
further £38m was nvested to support exising portiolio
companies The largest of these invesiments were the Fin
Machine Company (£1 1m) and Loseley Dairy Ice Cream (£14m;)

Soon after the year ended the Company reahsed 11s holding in
Amber Taverns and received £913,000 which represents an uphfi
of 83% on the onginal cost of the Investment Amber Taveins 1$ a
wel led freehold pub portfolic which targets the lower end of the
marketplace The onginal investment was made in 2006 Also,

Report & Accounts 2010

following an agreed oifer for Mount Engmneernng, we realised our
shareholding in this company for £846,000, a 10% uphit on cost

Dividends and Share Buy Backs

A Dividend of 10p was paid in February 2010 10 relation to the
accounting penod ending 30 September 2009 No dividends have
been proposed by the board for the year ended 30 September
2010

A total of 724 29% shares were baught back in the peniod for 2
totak of £397,000 2t an average of 53 7p per share

Although the worst effects of the recession may be betund us the
Board continues 1o review the liquidity positien of the fund and
will ask the new Investment Manager io undertake a ngorous
review of the portfolio

Top Up Offer

A top up offer was offered to existing sharehalders in the year In
lotal £01m was raised under the offer which closed on 6
December 2010

Risks

Risks associated with the Company are set out in detal in the
Report of the Dwectors” and in note 19 of the Notes (o the
accounts

Outlook

The first 1ask of the new fund manager will be to conduct a full
scale review of all portfolio companies A surmmary of the findings
of this review will be communicated Lo all shareholders

Business conditions for @ number of our investee companies are
Likely 1o remain difficult dunng 2011 but prospects for others,
notably those engaged in export businesses appear lo be
brightening

i will write 1o Shareholders again once the board have executed
contracts with both Foresight Graup and Acuity Capital and inform
you of the date and location of the Annual General Meeting
together with the Netice of Annual General Meeting

Cp sl

Stuart Stradling
Chairman
28 January 201
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Annual Review Investment Managers Review

Overview

As set oul in the investment strategy on page 2 of the Reporl, our objective 1s to nvest in small unquoted companes with significant existing
revenues and profits and to seek to add value through organic growth and buy and build strategies Access 1o these types of investment s
enhanced through co investing with Acutty Growth VCT Ple

Performance Review

Although the first half results indicated that the portfolio had weathered the worst of the economic recession, four portfolio companies have
since reported difficulties in the summer which have had a sigruficant negative impact on the year end Net Asset Value As at 30 September
2010, the Net asset Value per share had fallen to 61 9p, a reduction of 28% aver the year The main declines 1n the year were The Fin Machine
Campany, Loseley Dairy Iced Cream, Munro Global and Target Entertainment Collectively they accounted for the majonity of the overall
decrease In the net asset value

Fin Machine Company encountered working capital difficulties as a result of its expansion into China This had a knock on impact on trading
which has resulted in a disappointing year for the company The fund invested & further £11 million to help bridge the working capital shortfalt
We have instigated the appontment of a new Chairman duning November 2010 The company also replaced its Financial Direcior and put n
place tighter internal controls The company has started its new financial year with 2 healthy order book and the long term growth prospects for
the company remain goad The key dnver of future growth will be the continued growth of the autemotive sector in China and India and the
adoption ¢f its cooling technology by ar condittoning manufacturers

Although Loseley Dairy Ice Cream attracted other investors (n the year, the delay in receiving the funding meant that the company was unable
to achieve the production efliciencies 1t had planned for and as a result profitability was below forecast Over the last eightzen months the
company has made good progress in increasing its annuahsed turnever and winming new custamers In particular it won a supply contract with
a major national retaller, a significant milestone, which could lead to much lfarger orders over the next two years A new CEQ, Neil Burchell the
former MD of Yoghurt producer Rachel’s Crganic has been appointed Loseley has the opportunity to further grow its own label business and to
use the benefits of scale to market its own hugher margin ice cream brands Loseley, Thayers and Yorkshire Dales

Munro Global 15 @ market research company which has dernonstrated good growth bath organically and through bolt on acquisitions One of 4ts
trading subsidianies which had established good long term cantracts with the public sector has recently disappainted following the impact of the
Government’s austenty spending cuts This has necessitated a programme of redundancies and a shortfall in forecast profitability for the current
year

Despite Target Entertainment recerving an attractive offer, 8 successful negotiation between the prospective buyer and all the shareholders
proved elusive As a result, the company’s bank decided to place the company into administration The downlturs in the media sector had put
the company under significant pressure with its drama production business n particular, suffering from a lack of comrmssions from the TV
broadcasters

On a more posiive note Amber Taverns, the pub cperator, was sold in October 2070 at an uphft of 2 9x cosl The key to the success of the
transaction was an experenced management team who were able to acquire underperforming pubs 1n the North West of England at attractive
prces and to drive through better operating performance in each unit Mount Engineering was also sold alter the reporting date realising
£845,000 & 10% up)ft on cost

The best performer in the pened was Faciery Media who have continuad to show good mormentum in therr online wabsite mpora com Faclory
Media has become one of Europe’s largest and most inrovative Action Sports media awners with 19 traditional print publications and 23 new
media brands reaching over 500,000 readers and 4 milion online users every month The business currently focuses on two market segments,
Board sporls and Bike, with an internationat feotprint and mulihngual products

the results for the last six months have been disappointing largely due to trading difficulties at four portfolio companmies The investment
manager has been working closely with the investee company management teams Lo ensure that they have reacted quickly 1o cut ¢osts and
where appropriate added management rescurce to ensure that the companies are being optimally managed Whereas the warst of the
economic downturn may well have passed the npple effect feeding into the smaller companies market has continued to cause problems for
many companies

Acuity Capital Manag
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Annual Review Portfolio Summary

Yaluation movementin|

Qualifying investments Cost Valuation the year % of Portfolio

at30 September 2010 £000 £000 £000 by value
JAMBER Amber Taverns 500 62 81 32%
Brand Acquisitions Limited 1900 160 (256) 8%
o Conrect 2 Play 2250 2,450 a 12 6%
@'\00‘ Defagio Goup Lmited 1285 1,765 300 9 1%
! Factary Media 1925 3663 813 18 %%
l\_'_:. Fin Machine Company 3260 2794 {4130} W A%
T Jelf 250 m {1 0 6%
Lankify, Loseley Dairy Ice Geam Ud 1858 42 (534} 7 3%
":\?é Managed Support Services 828 138 (3M 0 7%
[ Mount Engineerng 759 845 217 4 3%
_b\i‘f Muro Global 1615 883 (1402) 4t
(2 Red Reel Media Ltd 1,488 1248 (35) 64%
' ‘:\ Spoit Meda Group 500 1t (% 01%
_LA] Zamano 750 139 {438) 058%
Sub Total 19,268 7716 (5,863) 912%

Non Qualilying Investments

CF Acuny Real Active Mgt Fnd 218 220 (3) 11%
Eectra Private Equity 70 808 g5 42%)
m'hg‘gi Fulure Noise 1248 €84 (532) 35%
Sub Total 2236 1712 (450) 8 8%

Report & Accounts 2010
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Annual Review Investment Manager and Unquoted Investment

Valuation Process

The Investment Manager

The Board of the Company has decded to appoint another
Investment Manager to manage the Fund and subject to contract
this will take effect after the issue of this Repert and Accounts of
the Company Dunng the year the Fund's investments were
managed by Acwty Capital Management Limited Acurty Capital
Management Limited was established 1n 1981 and 15 authonsed
and regulated by the Financiai Services Authonty

Acuity Capital has considerable expertise in quoted and unquoted
nvestments and has a well developed deal flow, ncluding
unquoted company proposals that onginate from its own contacts
and network, pre-float finance oppertunities and broker led AlM
flotations

Acuity Capital s also the Investment Manager of Acuity Growth
Plc, Acutty Environmental VCT Ple and CF Acuity Real Active
Management Fund as well as the Company

The Investment Manager has established an Investment
Committee compnising three Acuity Capital executives and two
independent members  The independent members of the
Investment Commitiee are Angela Lane and Tony Everett After 18
years working in private equity at 31, Angela’s final role was as a
partner in 3i's Growth Capital business managing the UK Porifolio
Tony has a background as an entrepreneur and business owner
and acts as a consultant to Fleming Farmily and Partners Pnvate
Equity In addition, the Investment Commuttee s chaired by Hugh
Mumiford, a senior executive of Electra Pariners Group The
Investment Committee meets as required o consider and review
Investment proposals

The Unquoted Investment Valuation Process

The Oiectors foliow the principles recommended 10 the
international Private Equity and Venture Capital (IPEV) Valuation
Guidelnes 1ssued In September 2010

intially the valuauons of the unquoted investments will be
compiled by the fund managers They will then be reviewed in
detail by the executive members of the Investment Commiitee
and further reviewed in detal by the independent members of
the Investment Commuittee Finally, they will be presented to the
full Audit Commitiee of the Board and then be recommended to
the Board of Direciors for adoption All Boards members have
open access to the investee companies and to all papers relating
to the valuations

& Acuity YT 3 pl
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Annual Review Co-investment Arrangerments

Co-investment Arrangements with other Acuity VCTs

The Directors welcome she fact that the Investment Manager has
three V(T pools of funds, Acutly Growth VCT Plc Ordinary Share
pool, Acuity Growth v{T Plc 'C’ Share poo!, and Acuity V(T 3 Ple
(together “the Acuity VCTs™), 1t can use for co invesiment This
allows each fund 1o spread its investment nsk and gan access to
larger investments than o could do on iis own Where a o
investment opportunity arises between the Company and one or
more of the other funds, the Company will invest In an agreed
and consistent proportion, on the same terms and in the same
securities as the funds with which it co mvests Costs associated
with any such investment will be borne by each fund pro rala to
s investrent

In more detail, the Board has adopted a set of guidelines on its
¢o Investment arrangements with the Acuity V(s and the
Investment Manager as follows -

«  Other than as set out below, investments will be
allocated between the Company and the Acuy V(Ts
by reference to the size of each fund and o each
fund’s available cash resources

e Where an oppoftunity anses for a second or
subsequent round of investment N a company In
which one of the Acuity VCTs has invested al an earlier
stage, the fund holding the existing mvestment wil
have a prelerential nght 1o take up any prorala
enlitlement 1L may have in the new fnanaing round
The amount it nvests on this basis will nol be taken
nto account an determning 1ts <o nvestment share
lhereafler

+ The Company will make an investment in which one or
more of the Acwity V(Ts have existing invesiments only
when the Board considers thal to be in the best
interests of the Company

e Any potential confhict of interest in a proposed
invesiment by one or more of the Acuity ¥CTs will be
referred by the Investment Manager to the Board of
the Company and the other relevant Boards

« In the event of a possible conflict of interest between
the Investment Manager and the Company, the matter
will be deuded by those ODie¢lors who are
independent of the Investment Manager

The Board of the Company acknowledges thal the Investment
Manager may occasionally tecommend an  allocation  of
invesiments on a different basis from the one described above
For example, an exception may be made to ensure thal one or
more of the Company and Acuity Growth VCT Plc maintain ther
status as a HMRC appraved VCT, or 1n the (nterests of balancing
their portfolios A different basis may also be necessary to meel
the requirements of potential investee companigs In these cases
the Directors may use their judgement

Repait & Accounts 2010
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Annual Review Largest 10 Investments

Factory Media
Cost £1,925,000 Audited financial information
Valuation £3,663,000 Year Ended 31 December 2009 2008
Basis of valuation EV/Sales Multiple £m fm
Equity held 24 99% Sales 72 24
Bustness Sports Publishing toss befoie tax (04) (05
Company
Retained Loss {0 4) (05
Other Acuity funds Acuity Growth v(T Net assels (07) {02
investing
Fin Machine Company
Cost £3,260,000 Audiled financial informatian
Valuation £2,794,000 Year Ended 30 September 2009 2008
Basis of valuation EV/EBITOA Multiple £m £m)
Equity held 19 50% Sales 212 195
A Business Specialist Engineeting |(Loss)/Profit before tax (12) 28
Retained {Loss}/Profit {07 2]
Other Acuity funds Acuity Growth v(T Net assets 37 44
invesling
Connect2Med:a
Cost £2,250,000 Audited financial information
valuation £2,450,000 penod 16 june 2008 tg 31 2008
\ December 2008
57 Basis of Valuation Ev/Sales Multiple £m
Equity held 17 45% Sales 24
Business Mobile Games t.0ss before tax (07
connecTtamenia Retained Loss (07
Other Acuity funds Acuity Growth vCT Net assets 38
Investing

10 Acutty VCT 3 pk
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Annual Review Largest 10 Investments

Defaqto Group

Audited financizl information

f .1. Cost £1,285,000
d e Oq O ® Valyation £1,765,000 Year Ended 31 March 2010 2009
Basis of valuation Earnings Mulitple £m £m
Equity held 8 45% Sales 88 83
Business Financial product data [Loss before tax {06) {05
provider
Retained Loss (08 (05
Other Acuity funds Acuity Growth V(T Net liabihities (89) {81
investing
Brand Acquisitions Audited financial information
PETERWERTH ...
! valuation £1,621,000 Year Ended 31 January 2010 2009
Basis of vatuation EV/EBITDA Multiple £m £m
Equity held 16 63% Sales 91 113
Business Branded Menswear {Loss)/Profit befare tax (15) 03
{Loss)/Profit after tax (14) 02
Other Acuity funds Acuity Growth vCT Net (liabibties)/assets (06) 07
investing
Loseley Dairy Ice Cream Audited linancial information
Cost £1898,000
Valuation £1,424,000 18 Month peniod Ended 31 2010
L ( Basis of valuation Ev/Sales multple March £m
K O} Y I __, Y Equity held 26 20% Sales 87
DAIRY 1CE CREAM Business Producer of Fine Diary |Loss before tax (47)
% Ice Cream
Loss after tax (47
Other Acuty funds Acuity Growth v(T Net liabilities (3 6)
Investing

Repart & Accounts 2010
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Annual Review Largest 10 Investments

Red Reef Media

audited financial nformation

Other Acuity funds
nveshing

Acutty Growth vCT

Cost £1,488,000 Year Ended 31 March 2010 2009
Valuation £1,248,000 £m £
8asis of Valuation Bid Price Sales 37 49
Equity held 14 41% Loss before tax {10} {07
Business Magazine Publishing  [Loss after tax (10} (06
Net assels 41 41
Other Acuity funds Acuity Growth V(T
nvesting
Munro Global Audited hinancial information
Cosi £1,615,000
valuation £883,000 Year Ended 31 July 2009 200
Basis of valuation Ev/Sales Multiple £m £m
Equity held 24 79% Sales 94 10 2
Business Market Research Loss before tax (02) (v
Company
Loss after tax (02) 0C
Other Acuily funds Acuily Growlth V(T Net assets 04 04
investing
Mount Engineering Audited financial Information
Cost £759,000 Year Ended 31 December 2009 2008
valuaticn £845,000 £m £
Basis of Valuation Bid Price Sales 93 118
Equity held 324% Profit before tax 27 37
Business Engineenng Retained Profit 19 22
Nei assels 22 7 235
Other Acuity funds Acuity Growth (i
investing
Future Noise Audited financial informaiion
Cost £1,248,000 |Penod ended 31 December 2005 2008}
Valuation £684 000 £m £m
Basis of valuation Nel Present Value Sales 05 00}
' . [ ] Equity held 37 04% Loss before lax (04) 00
Business Recorded music, Retained Loss {0 4} 00
mastes nghts Net assets 012 00
UTU NO|S management

Note In many cases, the qualifying investrnent 1s made substantialty in the form of lean notes which both carry a igh interest rate and are
treated as debt for statutory purposes  Shareholders should therefore be advised that often the investee companies report both retained losses

and net Hiabtlities as a result

12 Acuity VCT 3 ple
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Company Information Contact Details

Acuity VCT 3 Plc

Board of Directors

Swart Stradhng {Chairrman}
Kevin D Silva

David Kurst 8rown
Nicholas Ross

Investment Manager and Administrator
Acuity Capital management Limited
Paternoster House

65 St Paul’s Churchyard

London EC4M 8AB

Telephone +44 (0)20 7306 3901

Web www acuitycapital co uk
Enquiries info@acuitycapital co uk

Secretary and Registered Office
Acuity Capital Management Limited
Paterngster House

65 St Paul’s Churchyard

London FC4M 8AB

Telephone +44 {0)20 7306 3901

Company Number
5544383

Registered Independent Auditors
KPMG Audit Plc

Salure Court

20 Castle Terrace

Edinburgh EH1 2EG

Telephone +44 (0)131 222 2000

Registrar and Transfer Office

Capita Registrars Limited

Northern House

Woodsome Park

Fenay Bndge

Huddersfield HO8 0GA

Telephone (UK) 0871 664 0300 {calls cost 10p per minute plus network extras, ines are open 8 30am-5 30pm Monday 1o Friday}
Telephone (Qverseas) +44 208 639 3399

Email sharehoider services@capitaregistrars com

Web www capitaregistrars com

Any change of address of a shareholder or other relevant amendment to shareholder detais should be communicated to the Company's
Registrar, Capila Reqistrars
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Company Information Board of Directors

14 Acubty vCT 3 ple

Swart Stradling, Chairman

Kevin D'Silva*

Dawid Hurst-Brown*®

Nicholas Ross

Appainted a Oirector on 14 September 2005

He 1s a charlered accountant with 36 years experience n the Gty of London  He
was Managing Director of invesiment banking and Chairman of corporate banking at
Dresdner Kleinwort Wasserstetn uniil he retred in Apnl 2006 He previously held a
similar positron at $G Warburg and was partner in charge of corporate braking at
Rowe and Pitman for 10 years prior to the hrm's sale to SG Warburg in 1986 In
addition, he holds a number of non executive posibons in small companies In
several fields, including media and technology He 15 Chairman of the Nomination
Committee

Apposnted a Durector on 14 September 2005

He 15 a chemical engineer who has specialised in the medical devices indusiry  He
was [ormerly Group Manaqing Director of Ferrans Group Plc and he has managed
the growth of a number of publicly quoted and unquoted companies He s
Chawrman of Hallmarq Veiennary Imaging Lid, a MRI scanning business Charman of
Ar2 Lid, 2 antrmucrotnal pephide supplier Charman of Crystallon Ltd and Oxford
Cryosystems Ltd, a cryogemics coeler manufacturer and Chairman of Surface
Transforms plc, a publically isted manufacturer of carbon ceramic brake discs  He
15 also a partner 1n Salusinvest LP that snvests and manages a portfolio of medical
producls businesses Heis Chawrman of the Remuneration Commuttee

Appointed a Director on 14 September 2005

Having graduated as a Production Engineer he worked for over 25 years in the
nvestment banking ndusiry Priar to his retirement from UBS n 2002 he had
worked for 15 years as an execulve in the corposate finance diviston of UBS
Warburg Presenily he 15 a non executive of Anite Plc, Imagination Technologies Plc,
Flastfill Plc, Hargreave Hale AIM VCT and Keydata Income VCT He 15 Chairman of the
Audit Cermmittee and has been ngminated the Semior Independent Director under
the Combined Code on Corporate Gavernance

Appointed a Qirector on 14 September 2005

He 15 a founding member of Acuily Capital LLP, prior ta the Management buy-out he
had been at Electra Quoted Management since 1553  Previously he had several
years n investment analysis and fund management He has been responsible for
the launch of the three Acusty Capital VCT funds  He 1s a Manageng Pariner of Acurty
Capital LLP and a Director of Acuity Capital and ali three Acurty VCT funds He also
sits on a number of investee company boards

* Membes of the Audit, Rernuneration and Nomination Committeas
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Accounts Report of the Directors

To the Members of Aculty VCT 3 Plc

The Directors present the audited accounts of the Company lor the
year ended 30 September 2010 and their Report on 1ts affairs

Investment Company Status

Throughout the year under review the Company was an
investment company as defined under Section 833 of the
Companies Act 2006

V(T Status

HM Revenue and Custorns has granted the Company approval
under Section 274 of the Income Tax Act 2007 (ITA 2007} as a
V(T, the approvat being effective from the first day on which the
Company’s crdinary shares were listed on the London Stock
Exchange (being 1 December 2005) The Board centinues to direct
the affars of the Company to enable 1t 1o maintain approval as a
var

Business Review
Objective and Investment Strategy

A review of the Company's Objective and Investment Strategy Is
detailed on page 2

Current and Future Development

A review of the main features of the year 15 contained n the
Chairman’s Statement and the Invesiment Manager's Review on
pages 5 and & respeclively

The Board of the Company has decided to appoint another
Investment Manager to manage the Fund and subject to contract
this will take effect after the 1ssue of this Reporl and Accounts of
the Company

The Board reqularly reviews the development and sirateqic direclion
of the Company The Board's main focus ccnhinues lo be on the
Cormpany's long term nvestrnent return  Attention 15 paid to the
integnity and success of an investment process and on factors which
may have an impact on this approach  Due regard 15 given to the
marketing and promotgn of the Cempany, including effective
communication with sharehalders and other external parties

Performance

A detalled review of performance during the year under review 1s
contained in the Investment Manager's Review on page 6

A number of performance measures are considered by the Board
and Investment Manager 1n assessing the Company’s success In
achieving Its objectives

The key perfpimance indicators ('KPIS”) used to measure the
progress and performance of the Company are established industry
measures and are as feltows -

Report & Accounts 2010

s The movement in nel asset value per ordinary share
¢ The movement in share price

» The movement of net asset value and share price
performance compared tc the FTSE All-Share Index

Details of the KPIs are shown in the Financial Highlights on page 4
and through a graph comparing the Company’s total return on a
share price and nel asset value basis over the period since shares
were first 1ssued with the FTSE All-Share Index total return over the
same penad as sel out In the Dreclors’ Remuneration Repert on
page 23

Risk Management

Since the Company is flexibte with regard to those areas in which
it invests, it aims to achieve a significant degree of diversification
and to spread risk by investing in unquoted, PLUS traded and AtM
quoted companies In addition, there 15 no emphasis on any
particular industry sector and even the non qualfying investments
have quite a tugh level of in bullt diversificalion The Company 15
restricted to nvesting no mare than 15% of the value of ils olal
assets at the time of investment in any one ndividual qualfying
investment or non qualfying investment

The key nsks facing the Company include Market Risk, interest Rate
Risk, Credit Risk and Liguidity Risk as further detailed in Note 19 of
the Nales to the Accounts

In additon (he Company 15 also focused on the follow:ng nsks
Macroeconomic risks

The perfarmance of the Company's underlying investment portfolio
1s prinopally nfluenced by a combination of economic growth,
interest rates, the avallability of well pnced debt finance, the
number of active trade and prvate equity buyers and the level of
merger and acquisition activity All of these factors have an impact
o the Company’s ability Lo invest and on the Company’s ability to
exit from its undertying portfolic ar on the levels of profitability
achieved on exit

Leng-term strateqic risk

The Company 1s subject to the nsk that its long term slrategy and its
level of performance fails to meet the expectalions of its
shareholders  The Company constantly monitors the level of
disccunt of 1ts Nel Asset Value 1o its share price and considers the
most effective methodologies to keep this at a minmum including
its share buy back palicy

In addition the Company regularly reviews s Objeclives and
Investrment Strategy in hght of prevaiing mvestor sentiment to
ensure the Cornpany remains attractive to 1ts sharehalders

Government policy and regulation risk

The Company ¢ames on business as a V(T under section 274 aof the
Income Tax Act 2007 {ICTA 2007) Conbnuation of this status 15
Aculty VT 3 Pk 15



Accounts Report of the Directors

subject 10 the Company directing its affairs in fine with the relevani
requirernents of ihe legislation Anticipated and actual changes in
government policy and related lax treatment of V{Ts" are closely
monitored, a5 are other changes which could affect results of
operations or financial position

Acuity Capttal 1s an authenised person under the Financial Services
and Markets Act 2000 and regulated by the FSA Changes to the
requlatory framework under which Acuity Capital operates are
closely monitered and reported upon as necessary by Acuity Capital
to the Company

Investment risks

The Company opeiates In a very competiive market Changes in
the number of market parucipants, the avarlability of funds within
the market, the pricing of assets, or in the ability of its investment
Manager to access deals on a oropnetary basis, could have a
significant effect on the Company’s competitive position and an
the sustainability of returns

In order to source and exacute good qualily investments the
Company s pamarily dependent on Acuity Capital having the
ability to attracl and retain people with the requisite investment
experience and whose compensation 15 dine with the
Company’s objeclives

Once nvested, the performance of the Company’s portiolio 1s
dependent upon a range of faciors These include but are not
irmited to (1) the quality af the ntial investment decisian
desenbed above, {(n) the abilty of the portfcko company to
execute its business strategy successfully, and () actual
outcomes against the key assumplions underiying the portiolio
company’s financral projections Any one of these faclors couid
have an tmpact on the valuat:on of a portfolio company and upon
the Company’s abiity to make a profiiable exi from the
investment within the desired imeframe

A rigorous process 15 put in place by Acuity Capital for managing
the relationship with each invesiee company for the penod prior
1e anucipated realisation This includes reqular assel reviews and,
in many cases, board representation by one of Acuity Capriial’s
executives

The Company reviews both the performance of Acuity Capital and
il incentive arrangements on a regular basis 10 ensure thal both
are appropriate 10 the objectives of the Company  As part of this
process the Board has concluded thai the besi interests of
Sharehotders are served by apponling a new investment
Manager

Operational nisks

The Company’s nvestment management, custody of assets and
all administiative systems are provided or arranged for the
Company by Acuity Capital Therefore the Company is exposed to
a range of cperalional risks at Acuily Capital which can arnse from
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inadequate or falled processes, people and systems or from
external factors aifecting these

The Company's system of internal control manly comprises the
monitoring of the services provided by Acuity Capital, including
the operating ¢ontrols established by them 1o ensure they meet
the Company's business objectives, as discussed further in the
Corporate Governance Stalement on page 19

Share Capital

The turrent authonsed share capital of the Company 1s £600,000
divided into 60,000,000 ordinary shares of ip each The ordinary
shares have vaung rights attached, holders are entitled 10 receive
notice of and aitend shareholder meetings and to recewe
dividends once declared and approved The other rnights and
oblhigations attaching to the ordinary shares are set gut In the
Company's Acticles of Association

Authonty to make Market Purchases of Shares

At the Annual General Meeting of the Company held on 3 March
2010 authonty was given to make market purchases ¢f up 1o
5,208,544 of the Company’s 1ssued ordinary share capital

The Company does not hold any shares in lreasury

Accordingly, at 30 September 2010 authonty remamed (o
purchase a further 4,484,245 ordinary shares

Al 30 September 2010, a total of 34,337,164 ordinary shares of 1p
each of the Cormpany were In 1ssue

A Special Resolution wili be proposed at the Annual General
Meeling to renew, for one year, the Board's authonty to buy up to
3,433,716 of the Company's ordinary shares, or such lesser
number of shares as 1s equal i@ 10% of the tolal number of
ordinary shares In issue as al the dale of the passing of the
resolulion, subject to the constraints set oul In the Specal
Resolution Should any shares be purchased under this autherty, it
1s the intention of the Board that such shares be cancelled

The Directors do not intend to use this authonty ta purchase
shares unless this would result In an Increase in the net asset
value per share and would be in the best interests of shareholders
genesally  The Direclors recommend shareholders to vote n
favour of this Special Resolution

Results and Dividend

Revenue (losses}/returns allributable to shareholders amounted
o £{347,000) (2009 £139,000) Capital losses atinbutable to
shareholders amounted to £{7,696 000} (2009 £(3,780,000}) The
Directers do nol fecommend the payment of a2 final dividend in
respect of the year ended 30 September 2010
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Drrectors

The curcent Directors of the Company are listed on page 13 Mr
SR Stradling, Mr O Hurst-Brown, Mr KA D'Silva and Mr NRW Ross
all served as Directors throughout the year ended 30 Septermber
2010 No other person was a Qirector of the Company duning any
part of the year under review Mr N Ross and Mr K 0'Silva will
retire 3t the Annual General Meeting in 2011 and, being elgible,
Mr K D'Siva will offer himself for re election  Mr N Ross will not
offer himself for re election  Short biographical details of all the
Directoss are provided on page 14 Following performance
appraisals of all af the Dhirectors, details of which are 1o be found
in the Corporate Governance Statement on page 19, the Board
considers that the performance of each Direclor retnng at the
Annual General Meeting and cffering himself for se-election
continues to be effective and that each Director continues to show
commitment to his role  Accordingly, the 8oard recemmends that
those Directors teiinng at the Annual General Meeting in 2011
and offenng themselves for e electien be re-elected

Directors’ Interests

the beneficial interests of the Directors in the ordinary shares of
the Company are shown below Save as disclosed, no Director had
any notifiable interest in the secunties of the Cempany

No Director bought or sold any ordinary shares of the Company
dunng the year under review There have been no changes in the
interests of any of the Directors i the ordinary shares of the
Company between 1 October 2010 and 28 January 2011 No
options over grdinary shares in the capiial of the Company have
been granted to the Direclors

30 Septemnber 2010 1 October 2009

Ondinary Shares Ordinary Shares

of 1p each of 1p each

SR Stradling 51,500 51,500
KA D'Silva 10,300 10,300
D Hurst-Brown 25,750 25,750
NRW Ross™ 51,600 51,600

** NRW Ross also has an interest in £25,575 (2009 £25,575) of
the 3 75% Lgan Notes 1ssued by the Company

Directors’ Remuneration Report

A0 Ordinary Resolution 1o approve the Directors’ Remuneration
Report will be put to the Annual General Meeting 1n 2011

Contracts with Directors

Ne Director has a service contract with the Company As a resuli
of being a Partner of Acuity Capital LLP, Mr NRW Ross 15 deemed
to have an interest in the Management Contract between the
Company and Acunty Capial
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Directors’ and Officers’ Liability Insurance

Drrectors’ and Officers” Liability Insurance 15 maintained on behalf
of the Direclors 1n respect of ther positions as Directors of the
Company

Substantial Shareholders

Al 28 January 2011 the Directors had not been notifted of any
Interests of 3% or mere in the Company's 1ssued share caputal

Independent Auditors

A resolution to re-appoint KPMG Audit Plc as Audiors to the
Company will be propesed at the Annual General Meeting in
2011 A separate resolution will be proposed al the Annual
General Meeling in 2011 authonsing the Directors 10 fix the
remuneration of the Auditors

The Directors conbirm that so far as each Director 15 aware, there 5
no refevant audil Informatton of which the Company’s auditers are
unaware and that each Director has taken all the steps that he
ought Lo have taken as a Director in oider 10 make himself aware
of any relevant audit information and io establish that the
Cormpany's audslors are aware cf that information

Creditor Payment Policy

the Company agrees lhe terms of payment with s supghers
when agreeing the terms of each agreement  Suppliers are
aware of the terms of payment and the Company abides by the
lerms of payment The Companys average creditor payment
penod al 30 September 2010 was cne day

Investrnent Manager

In February 2008 Acuity Capital LLP, a himited hiability partnership
established by the cument investment fnanagement team,
acquired the Company's Investment Manager, Electra Quoted
Management Limited  On acquisition Electra Quoted Management
changed its name to Acuity Capital Management Limited (*Acuity
Capital™)

Aculy Capiial was the Invesiment Manager of the Company
dunng the year under rewew The Board regularly reviews Lhe
performance of the Investment Manager and as 2 result of Its
poor performance 1n the year the Board conducled a beauty
parade of alternative Investment Managers and intends te appoint
Foresight Group

Management Fees and Arrangements

Acuity Capital was appointed as Invesiment Manager under an
agreement dated 14 Octobes 2005 The agreement 1s for an imtal
penod of hive years and thereafter until terminated by not less
than one year's nolice Fees are paid quarterly in arcears, as a
percentage of net assels (less a rebate of fees suffered on
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investmenls on funds managed by Acuiy Capiial Management),
at the iollowing annuat rates

Period ended 30 June 2006 15%
Year ended 30 June 2007 20%
Year ended 30 June 2008 and thereafter 2 5%

Incentive Schemes

Certain persons engaged in the business of the Investment
Manager will be entitled to receive a performance fee based upon
returns to shareholders The incentives are designed to encourage
significant diwidend payments to sharehglders and a Net Asset
Value perfermance that would equate 1o a historic top quartile
indusiry ranking, before any performance fee payment 15 made
Therefore, if, by the end of a financal year, aggregate
distributians of 30p per share have been declared and Il the
Performance Value, which 15 equal 10 the Net Asset value plus
distnibutions, at thal date exceeds t30p per share, then the
beneficianes will be entitled to a performance fge equal to 20%
af the excess of such Performance Value over 100p per share i,
on a subsequent financral year end, the performance of the
Company falls short of the performance of the Company on the
previgus linancial year end, the benehcaries will not be entitled
lo any incentive if, on a subsegueni fhinancal year end, the
perfermance of the Company exceeds the previous performance
of the Company, the benefciaries will be entitled to 20% of such
excess To give effect to this perfarmance fee, Loan Notes have
been issued by the Company to certain persens engaged n the
business of the Investiment Manager No Loan Noies have been
ssued direcily to the investment Manager Furlher delails of the
terms of the Loan Notes are set oyt in Noie 13 of the Financial
Statemenis AL 30 September 2010 there was no amount due
under the Incentive Schemes

Going Concern

After making enquines and bearing 10 mind the nature of the
Company’s business and assels, the Dwectors consider that the
Company had adequate resources o <ontinue n operational
existence for the foreseeable future In arriving at this conclusion
the Directors have considered the liquidity of the Company and its
ability to meet gbligations as they lali due for a period of at least
twelve months frem the date hat these financial statements
were approved  As at 30 September 2010 the Company held cash
balances and listed vesiments 1n Electsra Pavale Equity ple
amountng lo £1,585,000 Cash ilow projections have been
reviewed and show that the Company has sufficent funds to
meet both «ts contracted expendiure and its discretionary cash
oulflows 1n the form of the share buyback programme and
dvidend policy The Company has no external loan finance in
place and therefore is not exposed te any gearing or cavenants

Annual General Meeting

The Annual General Meeting of the Company will be held on 2
March 2011 In addition to the ordinary business, the fellowing
special business will be considered -
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Authonty to Allot Shares Resolution 7

At the Annual General Meeting an Ordinary Resolution will be
proposed seeking to renew the authonty conferred upen the
Directors al the Annual General Meeting held on 2 March 2011 to
allos additional shares, up te an aggregate nominal amount of
£115,199 17 representing one third of the norminal value of the
1ssued share capital of the Company at ihe date of this Directors’
Report The Directors have no present intention of exercising this
authenty  The authonty conferred on the Directors will expire at
the cenclusion of the Company’s Annual General Meeting 1n 2012
The Directors recammend sharehelders (o vote 1n favour of this
Ordinary Resolution

Authonty to Disapply Pre-emption Rights Resolution 8

A Special Resolutton will be proposed al the Annuat General
Meeting seeking to renew the authonty conferred upon the
Directors at the Annual General Meeting held on 2 March 2010 to
issue equity securities cof the Company for cash without the
appiication of the pre empltion fighis provided by the Companies
Act 2006 The authonty contained 1n this Resclution 15 sought in
connection with a aghts 1ssue or similai ssue, or otherwise I
connection with an allotment of up to 5% of the norminal value of
the 1ssued ordinary share capital of the Company shown 1 the
accounts for the year ended 30 September 2010 The Direclors’
authority will expire at the conclusion of the Company’s Annual
General Meeling In 2012 The Directors recommend sharehaslders
to vole in favour of this Special Resolutian

Authority to Make Market Purchases of Shares Resolution 9

As sel out 1n the Charman’s Statement, i the mterest of all the
Company’s shareholders the Board has decided to suspend the
Company's buy back programme temporarly because of the
exceplional economic crcumstances  Nevertheless the Board
wishes to have in place the authonty to purchase the Company's
own shares 5o that the buy back programme can be re-insiated as
and when condstions permit  Accordingly, a Special Resolution
will be proposed to renew, for ane year, the Board’s authorty to
buy up to 3,433,716 of the Company's ordinary shares, or such
lesser number of shares as 15 equal 10 10% of the total number of
ordinary shares in 1ssue immediately prior to the passing cf Ihe
resolulion, subject to the constianls set out i the Spacal
Resolution Should any shares be purchased under this authonty, it
15 the intention of the Board that such shares be cancelled and not
held as treasury shares

The Duectors do not intend lo use this autharty to purchase
shares unless this would result in an increase in the net assel
value per share and would be in the best interests of shareholders
generally  The Directers recommend shareholders to vote In
favour of this Special Resolution
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Corporate Governance

The Directors confirmn that dunng the year under review the
Company has complied with Section 1 of the Combined Code on
Corporale Governange (“the Code”) isswed by the Financial
Reporting Counctl in 2008

Directors’ Attendance at Scheduled meetings of the Board and

Cammuttees of the Board

In addion, a number of Directors attended further Board
meetings at sheri notice to address specific issues

Bemungeation
ini
Director Held  Aftended|  Heid  Atiended Held Attenged] Held Attended
§ Stradhng k] E] 2 2 1 1 1 1
0 Hurst-Brown E] k] 2 2 1 1 1
KDSive 3 3 2 2 1 1 1 1
N Ras 3 E] 2 2 1 1 1 1

The Board of Directors

The Board, which meets regularly, compnsed four Directors ai 30
September 2010, all ¢l whom were non executive

Acuity Growth VCT Plc is also managed by Acuity Capital and Mr
NRW Ross 15 one of its ODwectors The Board has particularly
considered the independence of each Dwector in light of the
Code s provisions on that subject

The Board believes that each of the Company’s Directors, apart
from Mr NRW Ross continues to be wholly independent under the
Code Independence 15 a state of mind and the chasacter and
judgement which accompany this are distinct from and, 1n the
Board's opimon, are nol compromised by having cross
directarships with gther Directers

the Board has agreed a schedule of matters reserved for s
specific approval, which includes a reqular review of the
Company’s Management Agreement with Acuity Capital, together
with the monitering of the performance thereunder As such the
board have conducted a beauly perade with the intention of
changing the Investment Manager The Management Agreement
sels out the matters over which Acuidy Capital has authonty in
accardance with the policies and directions of the Board The
Board meelings consider as appropriate such matters as gverall
strategy, investment pesformance, share price performance, share
price discount and commumication with sharehotders The Board
consders that it meets sufficiently regularly to discharge s duties
effectively The numbers of scheduled meetings of the Board and
the Audit Committee are shown in the table above

The Board receives infarmation that it considers 1o be sutficient
and appropriate to enable it to discharge its duties tach Director
receives board papers several days in advance of each scheduled
Board meeting and 15 able 0 consider in detall the Company's
performance and any issues to be discussed at the relevant
meeting

The Directors believe that the Board has the balance, skilis and
expefience which enable 1t io provide effecuve strateqic
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leadership and proper governance of the Company Infermation
about the Directors, Including therr relevant expeitence can be
found on page 14

Performance Appralsal

The Board carned out a fermal appraisal process of its own and of
11s Commitiees’ operation and performance dunng the year under
review This was smplemented by means of questiannaires
arculated 1o the OQirectors, the results of which were then
reviewed by the Board Issues covered ncluded board
composilion, meeting arrangements and communication The
process was considered by the Board to be constructive 1n
identifying areas for improving the functioning and performance
of the Board and of its Committees The Board concluded that s
performance and that of its Comnittees was satisfaciory

The Charman camed oul a formal appraisal of each of the
Directors duning the year under review and the Board, under the
teadership of the Senicr Independent Orrector, simitarly appraised
the ¢harman Relevant matters censidered included the
attendance and parucipation at Board and Commitiee meetings,
commitment to Board activiies and the effectiveness of the
contnbution made by the relevant Director As a result of this
process the Chairman has confirmed that the performance of each
of the Dvectors being proposed for re-election conlinues 1o be
effective and that each of them continues to show commiiment
to his role The Senior independent Director has also confirmed
the continuing effectiveness and commiiment of the Chairman

Re-election of Direciors

In accordance with the Codes provistons and the Company's
Articles, Mr K D'Silva and Mr N Ross will retire at the Annual
General Meeting 1o be held in 2011 and Mr D'Silva will offer
tumnseif for re election  Mr N Ross wili not coffer imself for re
election

Independent Professional Advice

Indwidual Directors may seek independent prefessional advice in
furtherance of ther duties al the Campany's expense within
certain parameters All Direclors have access 1o the advice and
services of the Company Secrelary Any appointment of removal
of the Company Secretary would be a matter tor consideration by
the entire Board

The Audit Commuttee

The Board has an Audit Cornmittee estabhished 1n comphiance with
the Code It comprises all the Directors other than the Charrman of
the Bpoard and Mr NRW Ross, with Mr David Hurst Brown as
Chairman of the Committee The Board has taken note of ihe
suggestion that at least one member of the Commiltee should
have recent and relevant experience and 15 salisfied that the
Commuttee 15 praperly constityted m this respect 1ts authorny and
duites are clearly defined inits written terms of reference which
are avallable on Acuity Capital's website
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The Committee’s Responsibilities include

e« moniternng and reviewing the integnty of the financial
statements, the nternal financial contrels and the
independence, objectivity and effeciveness of the
externat auditors,

e« making recommendations 1¢ the Board in relation to
the appointment of the external auditors and
approving the remuneration and terms of theu
engagement,

s developing and implementing the Cornpany’s policy on
the provision of non-audit services by the external
auditors,

+ (eviewing the arrangemenis in place within Acuity
Capital whereby ther staff may, i confidence, raise
concerns aboul possible improprieties in maltters of
financial reporting or ather matters insefar as they may
affect the Company,

 considening annually whether there 1s a need for the
Company to have its own internal audit function

The Commitiee has reviewed the provision of non audi services
provided by the external auditors and believes them lo be cost
effecive and not an impedment to the external auditors’
objectivity and independence It has been agreed that all non
audit work to be carned out by the external auditors, must be
aporoved by the Audit Commuttee and that any special projects
must be agproved in advance

Internal Audit

Following the review carned out by the Audit Commitiee as to
whether there 15 a need for the Company Lo have Its own internal
audit functien, the Board has considered and continues 1o believe
that the internal control systems in place within Acuty Capital
provide sufficient assurance that a sound system of internal
control, which safequards shareholders’ investrnent and the
Company’s assets 1s maintained An nternal audit function,
specific to the Company, s therefore considered unnecessary

The Rermuneration Committee

punng the year under review the Rermuneration Commitize
compnsed all the Directors ef the Company other than the
Chairman of the Board and Mr NRW Ross, with Mr KA D'Silva as
Chairman of the Committee The Committee met once duning the
year It was agreed for there to be no change In salanes The
Committee has written terms of reference which are available an
Acuity Capital's website Full details of its role are set out In the
Directors” Remuneration Report

The Nomination Committee

The Nomination Committee meets on an ad hoc basis to cansider
sutable candidates for appomtment as Director It comprises all
the Directors apart from M NRW Ross, with M S Stradling as
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Charman of the Committee it was not necessary 1o hold any
meeting af the Commitiee dunng the course of this year The
Commuttee has wntten terms of reference which are avallable on
Aculty Capital's website The Committee 15 responsible for
identifying and nomminating, for the approval of the Board,
tandidates to fill board vacancies to maintain a balanced Board
Letiers of appointment, which specify the terms of appantment,
are issued 1o new Direclors

The curremt Dwactors of the Company were appointed with regard
10 their independence, suitabilly for the position and theyr
experience in related business areas

Induction and Training

New Directors are provided with an induction pregramme which 13
tallored to the particuiar cocumstances of the appointee and
which includes being briefed fully about the Company by the
Charman and senior executives of Acuity Capital Following
appointment, Direclors conlinue to recerve other relevant traning
and advice as necessary Lo enable them to discharge their duties

The Company’s Relattonshup with its Sharehalders

At the Annual General Meeting all shareholders are welcome Lo
attend and have the opportunity to put questions 1o the Board

The notice of the Annual General Meeting and related papers are
sent to shareholders al least 21 working days before the Meeting
A separate resoluticn 15 proposed on each substantially separate
issue including the annual report and accounts

All proxy votes are counted and, except where a poll 15 called, the
level of proxies lodged for each resolution 15 announced at the
Meeting and (s published on Acuity Capital’s website

The Chawman and the Senior Independent Director can always be
contacted erther through the Company Secretary or care of the
Company's registered office at Patarnoster House, 65 St Paul's
Churchyard, Londen ECAM BAB

Internal Controt

The Code requires the Directors to review the effectiveness of the
Company's system of internal control and report to shareholders
that they have done so The Code extended the earlier reporting
requicements  and now ncludes financial, operational  and
comphance contrels and nsk management

The Board confirms that it has an engoing process for identifying,
evaluaing and managing the significant nisks faced by the
Company This process has been in place throughout the year and
has continued since the year end and up to the date of this report
It 15 reviewed at regular intervals by the Board and accords with
Ihe Fingncial Reporting  Councd's  “internal  Controb  Revised
Guidance for Direciors on the Combined Code’

The Board 15 responsible for the Company’s syslem of internal
centrol and it has reviewed 1ts effectiveness far the year ended 30
September 2010 The system of internal contral 15 designed to
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manage, father than elminate, the nsk of failure to achieve
business objectives and can only previde reasonable and not
absolute assurance against matenal misstatement or loss

Since investment management, custody of assets and alt
administrative sefvices are provided o arranged for the Company
by Acurty Capital, the Company's system of internal control mainly
comprises the monitoring of services provided by Acuity Capital,
including the operating controls established by them, to ensure
they meel the Company's business objectives The key elements
desigred to provide effective internal control for the Company are
as follows

o Fnancial Reporting - Reqular and cemprehensive
review by the Board of key investment and financiai
data ncluding management  accounts, fevenue
projections, analyses of transactions and performance
COMparisons

*  Investment Stralegy - Agreement by the Board of the
Company's investment strategy and momitening of all
large investments

¢« Managemeni Agreemenis - The Board regularly
rmoniters the performance of Acuty Capital to ensure
that the Company’s assets and atlars are managed in
accordance with the guidelines determined by the
Board

+ Investment Performance  The investment transactions
angd performance of the Company's assels and affairs
are managed In accordance with the guidelines
determined by the Beard

e Management Systems - Acully Capinal's system of
internal contrel includes clear lines of responsibility,
delegated authenty, control procedures and systemns
Acuity  Capiial's comphance department  monitors
comphance with the Financial Services Authorily rules

The Board keeps under review the effectiveness of the Company’s
system of internal coatrol by monitoning the operation of key
controls of Acuity Caprtat as follows

s« The Board reviews the terms of the Management
Agreement and receives regular reports from Acuity
Capital executives

e The Board reviews the certificates provided by Acuity
Capital on a six monthly basis, venfying compliance
with documented controls
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voting Policy

The Cempany's (nvestee companies are princpally a mixture cf
quoled and ungueled companies in which the Company 1s a
significant sharehalder and the Company 15 usually 2 party to all
1ssues fequinng sharenglder approval The Company has given
discreticnary voting power to Acuily Capital to vate on its behalf

Acuity Capual's voting policy as agent for the Company has
adopted and applies the Statement of Principles drawn up by the
Institutional Shareholders Commitlee when 1t considers these in
iIts reasonable judgement te best serve the financial nterests of
the Company's sharehclders Acuity Capital's voling pohcy has
been reviewed and endorsed by the Beard

Acuity Capital Management Limited
Secrelary

Registered Olfice

Paternoster House

65 St Paul’s Churchyard

London EC4AM BAB

28 January 2011
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Accounts Statement of Director’ Responsibilities in respect of the Annual
Report, the Directors’ Remuneration Report and the Financial

Statements

The Directers are responsible for prepaning the Annual Report and
the Financial Statements In accordance with apphcable law and
regulations

Company law regquires the Diectors 1o prepare financial
statements for each financial year Under that law they have
elecled to prepare the Finangial Statements 1n accordance with UK
Accounting Standards and applicable law (UK Generally Accepled
Accounting Practice)

The Fingncial Statements are required by law to give a true and
tair view of the state of affarrs of the Company and of the profit or
loss of the Company for that penod

In prepanng these Financial Statements, the Birectors are required
i0

*  seleci suitable accounting policies and then apply them
consistently,

«  make Judgements and estimates that are reasonable
and prudent,

« slate whether applicable UK Accounting Standaids
have been followed, subject to any materia! departures
disclosed and explaned in the Financial Statements,
and

«  prepare the Financial Statements on the going concern
basis unless it 15 nappropriate o presume that the
Company will continue in business

The Directors are responsible for keeping proper accounting
records that disclose with reasonable accuracy at any time the
financia! position of the Company and enable them te ensure that
s Financial Statements comply with the Companies Act 2006
they have general responsibility for taking such steps as are
reasenably open to them to safeguard ihe assels of the Company
and to prevent and detect fraud and other irregulanties

Under apphcable law and regulations, the Directors are also
respansible  far  prepaning a Dweclors' Report, Oirectors'
Remuneration Repori and Corporate Governance Statement that
complies with that law and those regulatians

The Directors are responsible for the mantenance and integrity of
the corporate and  financal information included on  the
Management Company's website, relating (o Acuily VCT 3 PLC
Legislation in the UX governing the preparation and dissemination
of financial siatements may differ from legistation i other
Junsdictions

The accounts of the Company are  published on

wyw aculdveapuat co uk which 1s a website maintained by the
Company’s Investment Manager, Acuity Capiiat

in accordance with the FSA’s Disclosure and Transparency Rules,
the Direciors confirm to the besi of ther knowledge that

22 Aculty VCT 3 Pic

(b)

the accounts, prepared in accordance  with
apphicable accounting standards, give a true and
far view of the assets, labilites, fnangal
postien and profii or loss of the Cornpany, and

the Report of the Directors includes a farr review
of the development and performance of the
business and posiion of the Cempany together
with a description of the pnncipal nsks and
uncertainties thai it faces

By order ¢f the Board of Directors
Stuart Stradling, Chairman

Registered Office
Paternoster House
65 51 Paul's Churchyard

¢ LS

London EC4M BAB

28 January 20113
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'Accounts Directors’ Remuneration Report

The ODirectors submut this report i accordance with the
requirements of Schedule 8§ of the Large and Medium Suzed
Companies and Groups (Accounts and Reports) Regulations 2008
An Ordinary Resolution for the approval of this report will be put
to members at the forthcorming Annual General Meeting The law
requires the Company's Auditors to audit certain of the disclosures
provided Where disclosures have been audited they are indicated
as such

Remuneration Committee

During the year under review the Remuneration Commuitee
compnsed all the Directors of the Company other than the
Charman of the Board and Mr NRW Ross Mr KA D'Silva was
Chairman of the Remuneration Comnmittee throughout the year

The Committee met once dunng the year The current annual fee
rates are £20,000 for the Chairman and Mr Dawvid Hurst-Brown and
£15,000 for the other Directors, apart from Mr NRW Ross who
receives no remuneration from the Company The Company has
not been provided with advice or services by any person in
respect of Qirectors’ remuneration dunng the year

Policy on Directors” Remnuneration

In accordance with the Articles of Assoniation of the Company, the
aggregate remuneration of the Diectors may not exceed
£100,000 per annurn or such higher armount as may from time to
time be determined by an Crdinary Resclution of the Company
Subject to this overall limit, the Remuneration Committee's pohicy
Is that remuneration of non-execubive Directors should be
sufficient to attract and retain the Directors needed to oversee the
Company and reflect the speafic arcumstances of the Company,
the duties and responsibilities of the Directors and the value and
amount of ime commutted to the Company's affairs 1t is intended
that this policy will continue for the year ended 30 September
2011 and subsequent years Won-executive Direclors are not
eligible to receive bonuses, pension benefits, share options and
other benefits

Directors’ Service Contracts

None of the Directors has a service contract with the Company
No arrangements have been entered into between the Company
and the Directors to entitle any of the Diectors to compensation
for loss of office

Performance Graph

the graph below shows the Company's performance being
measured In terms of its Total Shareholder Return and its Net
Asset Value per share since the date on which the shares were
fiest 1ssued, being 25 November 2005, against the Total
shareholder Return of the FTSE All-Share index.

The graph has incorporated the change i net asset value per
share because changes in net asset value per share relative to the
FTSE All Share Index are an important indicator of the performance
of the Company's assets

#Feport & Accounts 2010

The Directors consider that since the Company invests in 2 broad
range of commeraal sectors, the FTSE All-Share Index 1s the most
appropriate index against which to compare the Company's
performance

Acuity VCT 3 Share Pnce Total Return v Aculty VCT 3 Net Asset
value v FTSE All Share Index (Total Retum)
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Directors’ Remuneration fo! the Year (audited)

The Directors who served during the year receved the following
emolurments in the forrmn of fees

For the yex ended For the year ended 30
30 September 2010 Septembers 2009
£000 £006
S8 Stradimg 20 20
(thayman & Jom
highest paid Director)
© Hurst Brown {foint 20 20
highest pald Disector)
KA D'Silva 15 15
_NRW Ross
Totd 5% 55

As a current executive of Acuity Capital, NRW Ross has an interest
in the Management Contract between the Company and Acurty
Capital and also holds loan notes  NRW Ross has waived his night
to recerve 3 salary in the (g

By order of ¢
Mr KA D'Silv
Chairman of the Rermuneration Commuttee

Registered Office- Paternoster House, 65 St Paul's Churchyard,
London, ECAM BAB

28 January 2011

rd ol Directors

Acuity VT 3 Fic 23




Accounts Directors’ Remuneration Report

The Directors submit this report n accordance with the
requrements of Schedule 8 of the Large and Medium Sized
Compames and Groups (Accounts and Reporls) Regulations 2008
An Ordinary Resolution for the approval of this report will be put
to members at the forthcorming Annual General meeting The law
requires the Company's Auditars to audit certain of the disclosures
provided Where disclosures have been audited they are indicated
as such

Remuneration Commitiee

During the year under review the Remuneralion Commitiee
compnised all the Direclors of the Company other than the
Chairman of the Board and Mr NRW Ross Mr KA D'Silva was
Chatrman of the Remuneratron Cammittee thrgughout the year

The Committee met once during the year The current annual fee
rales are £20,000 for the Chairman and Mr David Hurst-Brown and
£15,000 for the other Direciors, apart from Mr NRW Ross who
receives no remuneration from the Company The Company has
not been provided with advice or services by any person in
respect of Directors’ remuneration dunng the year

Policy on Directors’ Remuneration

In accordance with the Ariicles of Association of the Company, the
aggregale remunergion of the Oweclors may not exceed
£100,000 per annum or such higher amount as may irom time Lo
ume be determined by an Ordinary Resolution of the {ompany
Subject to this gverall imit, the Remuneration Committee’s policy
15 thal remuneration of non executive Diectors should be
sufficient 1o altract and retain the Directors needed io oversee the
Company and reflect the specific arcumstances of the Company,
the duties and respensibiities of the Directars and the value and
amount of tme commuitted 1o the Company’s affairs 1 15 inlended
that this policy will continue for the year ended 30 September
2011 and subsequent years Non execulive Directors are not
eligible o recee bonuses, pensien berefits, share options and
olher benefits

Directors’ Service Contracts

None of the Oirectors has a service contract with the Company
No arrangernents have been entered into between the Company
and the Cirectors to entitle any of the Directors to tompensation
for loss of office

Performance Graph

The graph below shows the Company's perfermance being
measured in terms of its Total Shareholder Return and s Net
Assel Value per share since the date on which the shares were
first 1ssued, being 25 November 2005, againsl the Total
Shareholder Return of the FTSE All Share Index

The graph has incorporated the change in net asset value per
share because changes in net assei value per share relative to the
FISE All Share Index are an important indicator of the perfarmance
of the Company's assets

Reporl & Accounts 2010

The Directors consider that since the Company (nvests in a broad
range of commercial sectors, the FISE All-Share Index 15 the most
appropriate index against which to cgmpaie the Company's
performance

Acuity VCT 3 Share Price Total Return v Acuity V(T 3 Net Asset
Value v FTSE All Share index (Total Return)
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Directors’ Remuneration for the Year (audited)

The Directors who served during the year received the following
emaluments in the form ¢f fees

For the year ended For the year ended 30
30 September 2010 September 2009
£000 £'000
SR Stradling 20 0
{Chawman & jomt
highest paid Directar)
0 Hurst Brewn {Joint 20 20
tighest pait Dwector)
KA D Silva 15 15
NRW Ross
1otal 55 55

As a curient executive of Acuily Capital, NRW Ross has an interest
in the Management Contract between the Company and Acuity
Capnal and also holds loan nales  NRW Ross has waived his nght
lo receive a salary in the Company

By order of the Board of Directors

Mr KA D'Silva

Chairman of the Remuneration Committee

Registered Office Paternoster House, 65 St Paul's Churchyard,
London, EC4M 8AB

28 january 2011
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Accounts Independent Auditors’ Report

Independent Auditars’ Report to the Members of Acurty V(T 3 Plc

We have audited the financial staternents of Acuity VCT 3 Ple for
the period ended 30 September 2010 which comprise the Income
Statement, the Reconciltation of Moverments in Shareholders’
Funds, the Balance Sheel, the Cash Flow Statement and the
related notes The financial reporting framework that has been
applied in their preparation 15 applicable law and UK Accounting
Standards (UX Generally Accepted Accounting Practice)

This report 1s made solely to the company's members, as a body,
In accordance with Chapter 3 of Part 16 of the Companies Acl
2006 Our audit work has been undertaken so that we might state
o the tompany's members these matlers we are required 1o
stata to them in an auditors' repart and for no other purpose To
the fullest extent permitted by law, we do not accept or assume
responsibility to anyore other than the company and the
tompany's members, as a body, for our audn work, for thas repont,
or for the opiniens we have formed

Respettive responsibilities of directors and auditors

As explained more fully v the Directors' Responsibiliies
Statement sel oul on page 22, the direclors are responsible for
the preparation of the financial statements and for being satished
that they qive a true and far view Our responsibility 15 to audit
the finangial staterments In accordance with apphicable faw and
Internatronal Standards on Audiing (UK and Jreland) Those
standards require us Lo comply with the Auditing Praclices Board's
(APB's) Ethucal Standards for Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements 15
provided on the APB's web site at www frc org uk/apb/scepe /UKP

Opinion on financial statements
I our opian the financial statements

+ give atrue and fair view of the state of the company's
aftairs as at 30 Septamber 2010 and of its toss for the
year then ended,

»  have been properly prepared in accordance with UK
Generally Accepted Accounting Praclice, and

e have been prepared in accordance with the
requirements of the Companies Act 2006

Opinien on ather matters prescribed by the Companies Act 2006

In our opinion

s the part of the Directors' Remuneratien Report to be
audited has been properly prepared w accardance with
the Companies Act 2006, and

« thenformation given 1n the Directors' Report for the
financial year for which the financial statements are
prepared 1s consistent with the financial statements

24 Acuity VCT 3 Pk

Matters on which we are required to report by exception

We have nothing to report in respect of the following

Under the Companies Act 2006 we are required to report to you If,
I our opInIgn

. adequate accounting records have not been kept, or
returns adequate for our audit have not been received
tiom branches not wisiied by us, of

« the financial statements and the part of the Directors’
Remuneration Report (o be audited are not n
agreemnent with the accounting records and returns, ot

+  cerlain disclosures of directors' remuneration specified
by law are not made, or

»  we have not received all the information and
explanaticns we require for our audit

Under the Listing Rules we are required to review

s the directors' statement, set out on page 18, in refation
to going congern, and

. the part of the {orporate Governance Statement
relating to the company's comphance with the nine
provisions of the June 2008 Combined Code spetified
for our review

simen Pashby {Senior Statutory Auditor} %

fer and on behalf of
KPMG Audit Plc,
Statutery Audnor
Chartered Accountants

Edinburgh
28 January 2011
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Accounts Income Statement

For the year ended

For the year ended

30 Septenber 2010 3 September 2009
Revenye Captal Totd Revenue {apial Tatal
Notes £'000 €000 €000 £ 000 £000 £'000
{1328) (1.328) {(1.154) (1,154)
Realised losses on nvestments sold g
Investment holding losses 9 - (6 1) (6111) . (2332 (2.332)
Incorme 1 130 130 670 - 670
Recoverable VAT - . . 3 o8 31
130 (7.439) (7.309) i) (33%) (2.685)
Invesiment management fees 2 (133) (398) (531} {185) (556) (741)
Other expenses 3 (275) 141 (134} (297) 124 (73
(408) (7) {665) {482) (432) (1)
Retuen/{Loss) on Ordinary Actimuties before (278} (7696) {7.974) 221 (3.820} (3.599)
interest and taxaton
Finance cost 4 69) (65) (42) (42)
Retum/{Loss) on Crdmary Activities
before taxation (347) (7.696) (8,03) 179 (3.820) (3.641)
Tax en ordinary activities 6 - (40) 40
Net Retum/(Loss) on Ordinary Activities
after taxation (347) (7,696} (8043} 139 (3.780) (3,641
Bask and Diluted (Loss)/Return 1o
sharehalders per Ordmary Share 7 (10p) (227) (232p) 04p (10 8p (10 4p

The total column of this statement represents the Company’s Income Statement prepared 1n accordance with UK GAAP  The revenue
return and capital return columns are supplementary to this and are prepared under guidance published by the Association of Investment
Companes  All revenue and ¢apiial stems in the above stalement denve from continuing operations No operations were acquired or
disconuinued in the year A Slaternent of Total Recognised Gains and Losses ts not requiced as all gains and losses of the Company have

been reflecied in the above statement

The information on pages 29 10 42 from part of these bnanaial staternents

Reporl & Accounts 2010
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Accounts Balance Sheet

For the year ended
30 September 2010

For the year ended
30 Septetmnbes 2009

£000 £'000
Fixed Assets
investments held at fan value 9 19,428 7,73
Current Assets
Deblors 10 1,494 1,159
Cashat bank 781 1,828
2,275 2,985
Current Liabilities
Creditors amounts falling due
within one year M (114) (297)
{14) (297)
Met Curent Assets 2,161 2,688
Total Assets less current liabilities 71,589 30,419
Creditors amounts fzlling due
atter more than one year 12 (324) {454)
Net Assets 21,265 29,965
Caprtal and Reserves
(alled-up share capnal 14 344 350
Share Premium 15 89
Capital Redemption Resene 15 7
Special reserve 15 31,160 31,907
Capitai reserve 15 {10,649) (2,953)
Revenue reserve 15 14 661
Total Equity Shareholders’ Funds 2,265 29,965
Net Asset Value per Ordinary Share 16 619p 857p

Number of Ordinary Shares in issue at end of year

As & 30 September 2010
34,337,164

As at30 September 2009
34,956,673

The information on pages 29 to 42 forms part of these Financial Statements

the Financiat Statements on pages 25 lo 42 were approved and autharised for ssue by the Board of Directors an 28 january 2011 and were

signed on therr behalf by

S Stradhing 5 Q _
Charman

26 Aculty VT 3 Plc
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Accounts Cash Flow Statement

For the vear ended

For the vear ended

Notes 30 September 2010 30 Septernber 2009
£000 £'000

Operating Activities
investment 1ncome received 25 215
Bank deposit interest received 1 1
Recoverable VAT 140
Investment management fees paid () {584)
Other cash payments (371} (337)
Net Cash {Qutflow) from Operating Activities 17 (1,052} (565)
Investing Activities
Purchase of investments (3.573) {5,167)
Sales of investments 4,437 4,969
Cash held in escrow pending investment (200) (445)
Net Cash Inflow/{Outflow) from Investing Actvities 664 (643)
Equity Dvidends Paid (350} -
Cash Qutflow before Financing (738) (1,208)
and Management of Liquid Resources
Management of Liqusd Resources
Sale of current asset investments 830
Net Cash Inflow from Management &0
of Liquid Resources
Financng
Issue of shares 0
share 1ssue expenses
Repurchase of shares (397)
Net Cash Qutflow from Financing {307)
Decrease in Cash for the Perwd 18 (1,045) {578)

Report & Accounts 2010
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Accounts Reconciliation of Movements in Shareholders’ Funds

For the year ended

For the year ended

30 Septamber 2010 1¢ September 2009

£'000 £ D00

Totl Return on ordinary activities after taxation (8043) (3.64%
Repurchase of ordnary shares (397)
Shares 1ssued dunng the year 90
Dividend payment (350)

Movements in Total Shareholders' Funds (8,700) (3.647)

Total Shareholders Funds as at 1 0ctober 19,965 33,606

Total Shareholders' Funds at the end of the penod 21,265 29,965

18 Acuity VCT 3 Pl
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Accounts Statement of Accounting Policies

Basis of Accounting

The accounts are prepared on a going concern basis and on the
hustorical cost basts of accounting, modified o include the
revaluation of fixed assel investments, in accordance with ihe
Companies Act 2006, United Xingdom Generally Accepted
Accounting  Practice (UK GAAP) and the Statement of
Recornmended Practice for Investment Trust Companies and
Venture Capital Trusts 1ssued by the Association of Investiment
Cormpanigs n Decernber 2005 and rewvised 0 January 2009 {the
“SORP™)

In order to reflect the activities of an nvestment company,
supplernentary information  which  analyses  the  financial
statements between items of a revenue and capital nature has
been presented alengside the financial stalements In analysing
total income between capital and revenue returns, the Directors
have followed the guidance contained in the SORP

The management fee 15 allocated batween revenue and capital In
accordance with the Board's expected long term sphit of returns,
and other expenses are charged to capiial only to the extent that
a clear connection with the maintenance or enhancement af the
value of investments can be demonstrated

A summary of the principal accounting policies, all of which have
been applied consistently throughout the current year, follows

Investments

Purchases and sales af quoted investrnents are recognised on the
uade date where a contract exists whose terms requwe delivery
within a umeframe determined by the relevant market Purchases
and sales of unlisted nvestments are recognised when the
contract  for acquisition  of sale becomes unconditional
Investments are designaled at faw value through profit and loss
on mtial recognition (descrioed In the Accounts as mvestments
held at fair value) and are subsequently measured at reporting
dates at farr value The fair value of diregt unquoted investments
15 calcuiated 1in accerdance wath the Principles of Valuation of
investments below Changes in the farr value of investments are
recognised in the income statement through the capital account

Quoted Investments

Quoted investments are stated at the bid market prices on the
balance sheel date without discount

Principles of valuation of Investments
General

In valung nvestments, the Diectors follow the prinaples
recommended i the International Private Equity and Venture
Capital  Valuaton Guidehnes 1ssued in September 2009
investments are valued at fair value at the reporting date

fFar value represents the amount for which an asset could be
exchanged between knowfedgeable, wiling parties in an arrn’s
length transaction In estimating faw value, the Direclors use a
methadology which 1s appropriate in light of the nature, facts and

Repart & Accaunts 2009

arcumstances of the nvestmenl  Methodologies are apphied
consistently fram one period to another except where a ¢hange
resylts 1n a better estimate of fair value Because of the inherent
uncertaimies In  estmaung the value of prvale equily
investments, the Qirectors exercise appropriate prudence In
applying the various methodologies

As part of the valuation process, the proposed valuauons are
reviewed by the ndependent members of the Investment
Commitiee before being examined by the auditors and then
approved by the Directors

Ungquoted Investments

The principal methodologies appled in valuing  unguoted
investments, including PLUS invesiments (a UK market focussed
on small and medwm compantes which the Dureclors do not
regard as an active market with sufficient liquidity), include, but
not exclusively, the following

Earntngs multple
Price of recent investment
Nel assels

in applying the Earmings Multiple methodology, the Directors apply
a market based mulliple that 15 appropriate and reasonable to the
maintainable earnings of the company in the majonty of cases
the Enterprise Value of the underlying business s denved by the
use of an Earnings before interesl, Tax and Depreciation multiple
applied to current vear s earnings where these ¢an be forecast
with a reasonable degree of certainty and are deemed (o
represent the best estimate of maintainable earmings Where this
15 not the case, histanc eamings will generally be used n therr
place

where a recent nvestment has been made, either by the
Company or by a third party in one of Company’s investments,
this price will be used as the estmate of farr value from the date
on which the investment was made One of the pincipal
methodologies, as above, may be used at any ume if this 15
deemed to provide a beller assessment of the fair value of the
investrnent  Unquoted invesiments may be subject to an
impairment adjustment {o valuation where necessary

The far vatue of an investment in a company wili be arnved at
through the following process

«  The Enterprise Value of the underlying business will be
calculated using one of the above methodologies,
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Accounts Statement of Accounting Policies

e« The £nterpnse Value of the underlying business will
then be adjusted for surplus assets or excess habilities
to arrive at an Enterprise Value for the company, and

« The valuation of the Company's investment will be
calculated from the Enterprise Value for the company
after deduction of prior ranking debt and other financial
instruments and an appropriate discount

In terms of the discount, this will normally be in the range of 10
30% (in steps of 5%) applied to the comparable multiple of the
cornpany

The amount of the discount 1s a question of judgement and will
reflect several factors including the abiiity of the Company to
influence the timing and nature of any realisation Where the
Company has the abihity o influence an exit, or 15 part of a
syndicate of like rminded nvestors who inibiate the exit, a smaller
discount will be applied This may vary according to market and
investee company arcumstances Where the likelihood of an exit
15 fugh, the discount 1s likely to be lower Where there s no ability
to inibiate an exit and exit 1s nel under discussion, the discount 15
likely to be higher in cases where no exit 1$ tontemplated by
cantrolbng  shareholders, the nvestmert may be valued by
discounting the cash flow from the investrnent rtself

Although the Company holds more than 20% of the equity of
certain companies, 111 considered that the investments are held
as part of the investment portfalio Accordingly, and as permitted
by FRS 9 ‘Associates and jont ventures’, thewr value to the
Campany hes 1n their marketable value as part of that portialio It
15 not considered thal any of the holdings represent investments
in associated undertakings

Under FRS 2 ‘Accounting for subsidiary undertakings’ control 15
presumed 1o exist when the parent owns, directly or indirectly
more than half of the voting power by a number of means The
Company does not hold moere than 50% of the equity of any of
the companies within the portfelic In additien, it does nat control
any of the companies held as part of the investment portfolis 1t 1s
not considered that any of the holdings represent investments in
subsidiary undertakings

Income

Dividends recevable from equity investmenls are brought inte
account on the ex dividend date or, where nc ex dividend date s
quoted, are brought into account when the Company’s right ic
feceive payment Is established Fixed returns on non-equily
investments and on debt securtties are recognised on an effective
Interest rate basis Where Lhere 15 reasonghle doubt that a return,
which falls within the accounting penod, will aclually be receved
by the Company, the recognition of 1he return 1s deferred until the
reasonable doubt has been removed

Interest recewvable on cash deposits 5 accounted for on an
accruals basis

30 Aculty VCT 3 Ple

Expenses

All expenses are accounted for on an accruals basis  Expenses are
charged through the revenue account except for expenses m
connection with the disposal of fixed asset investments, which
are deducted from the disposal proceeds of the investment and
investment management and incentive {ees which are dealt with
befow

Investment Management and Incentive Fees

The investment management fees for the Investment Manager's
services are charged 25% to the revenue account and 75% lo the
capital account This 1s i fine with the Board's long term expecled
spht of returns from the nvestment portfolio of the Company
Incentive fees are fully charged to the capral account The
incentive fee on realisaticns in the pertod 15 charged to the
realised capital reserve and the incentive fee provision n respect
of unrealised value growth in the portfolio 15 charged to the
unrealised capital reserve

Revenue and Capital Reserves

The revenue return 1n the Income Statement 15 taken to the
revenue reserve

Gans and losses on the realsation of investments are taken to
the reahsed capital reserve Gains and losses ansing from changes
in fair value are censidered o be realised only io the extent that
they are readily convertibie to cash in full at the balance sheet
date Otherwise Gains and Losses are treated as unrealised

Taxation

The lax effects of different items in the Income Statement are
allocated between capital and revenue an the same basis as the
particular item to which they relate using the Company's effective
rate of tax for the accounting period

Due to the Company’s status as a venture capial trust and the
continued Intention to meet the conditions required to comply
with Section 274 of the Income Tax Act 2007 (ITA 2007}, ne
provision for taxation s required 1n respect of any reahsed or
unrealised appreciation of the Company’s investments

Deferred tax 15 provided on all timing differences that have
oniginated bul not reversed by the balance sheet date Deferred
tax assets are only recogmsed to the extent that they are
recoverable

Dividends Payable

Dividend distributions to shareholders are recognised as a liabilty
in the period in which they are paid in respect of intenm
dividends or when approved by members in respect of bnal
dividends
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Accounts Statement of Accounting Policies

Foreign Currency

The Company does not hofd any assets or habiliies denorminated
in foreign currencies at the year end

Traill Commussion

The fair value of trail commussion payable on new share 1ssues 1s
estimated on the dale the new shares are issued based on the
net assel value of the trust at that time, an estimate of annualised
growth In NAv over the kfe of the contract and an appropriate
discouni rate Subsequent to iitial recognition, changes in the
value of the creditor ansing through the unwinding of the discount
rate are recogmised in the revenue column of the Income
Statement and movements in the value of the credior resulling
from ¢hanges 1n assumplions are recognised in the capital column
of the Income Statement
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Accounts Notes to the Accounts

)]

3

Income
For the year ended For the year ended
30 Septamber 2010 3 Seplermber 2009
£1000 £000
Franked investment income * 28 .
Incerne from Liguidty Funds ™ - 1
Urit arked investment income™ 101 634
Interest from bark deposits # 1 1
interast on VAT Rebate from HVRC# 9
130 670

* Denotes income ansing from nvestrments designated as fain value through profit of loss onintial secognition

# Denadtes income anrsing on financial assets not desigrated as fan value through profit of [ass

vestment Managers Fees for lhe year ended 30 Septerber 2010 For the year ended 30 Seplerrber 2009
Reverue Capital Tatal Reverue Captal Totd
£000 £:000 £000 £000 £000 £000
Aduty Capta 133 »8 531 185 556 7

Adxty Capital also receved an administiation fee of £67 000 (2009 £68,000), net of VAT whichincreases or detreases each yea inlinewith R The

administration fee 15 included inthe administration experses of £172,000 (2009 £146,000) 0 Nole 3

Other Expenses
Far the year ended For the year ended
30 Septermber 2010 30 Seplemrber 2009
£000 £'000
Drrectars' remuneration 55 55
Employer's NIC 5 8
Audit
KPMG Pz} 18
Auditors' fees - nonraudt
KPMG  Cther services 2
Legal fees 5 9
Re-estretonof Tral Cormmssion craditar {41} (124)
Recharge of non-recoverable VAT from ACML - 50
Adinistratien expenses 184 157
134 173

In addiien to the audit fees above, an arrount of £3,000 was settied by Acaty Capital inrdation to the period to 30 Septerrber 2009
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4 Finance Cost

As 2l 30 September 2010 Asal 30 September 2009

Total Totat

£000 £000

Deferred brail commission expense amertisation [ 4
69 42

Detalls of Directars remuneraticn are shown 1n the table in the "Drrectors Remuneration for the year (audied)” section of the Directors’ Remuneration Report
on page 23

The Company had no employees or employee costs 1n 2016 £l (2009 Eml)

6)  Taxahion on Ordinary Activities For the year ended for the vear ended
30 September 2610 30 September 2009
£'000 £'000

Analysis of charge in the year

Current tax

UK Corporation 1ax at 21% (2009 21%)
Total Current Tax

factors affecting tax charge for the year

Total return on ordinary activities before tax (8 043) (3 641)
Total Return muttiplied by corporate tax rate (1689) {765)
Fffects of

Dividend income not subtect to lax [ (5)
Expenses not deductible for Lax purposes (14) (17)
Los5@s on investments 1562 732
Unutilised tax lesses ansing n the year 135 55

Total Cusrent Tax

In kght of the Company's status as a venture capital trust and the Directors intention (o continue to meet the conditions necessary to obtain such approval in the foreseeable future, the
Company has not provided for deferred tax on any capital gains and losses ansing on the revatuation or dispasal al investments

There 15 no unprovided deferied tax lability at 30 Septernber 2010 {200% i)

There has been no recognition of 2 defetred tax asset of £92 000 (2009 £58 00C) as the Dueclors do nol anlicipate there being futire taxable profits 1n excess of the
deductable expenses and atcordingly the Company 15 unhkely to be able to reduce future tax habilit:es through the use of existing suiplus expenses

7)  Return per Ordinary Share
The revenue return per ordinary share 15 based on the net {loss)/revenue fiom ordinary activities aftes taxation of (£347,000) (2009 £139,000) and on 34 614 245 (2009 34 956 673)
ordinary shares beng the weighted average number of ordinary shares in issue during the year

The capital return per ardinary share 15 based on net capital losses of £7 696 000 {2009 £3 780 000) and on 34 614 246 (2009 34 956 673) oidinary shares being the weighted average
number of ordinary shares in 1ssue during the year

The total retuin per ordinary share 1s based on the net deficd from ordinary actwibies after taxation of £{8,043,000} (2009 £3 641000} and on 34 614 246 (2009 34 556 673) ordinary
shares being the weighted average number of shares inissue duning the year

There 15 no difference between the basic and diluted relumn per ordinary share because the Company has no potentially dilutive shares i 1ssue
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Accounts Notes to the Accounts

8)  Dividend

A5 2t 30 September 2010

As al 30 Sepiember 2009

Ordinary Shares Revenue Capitat Total Revenue Capital Tolal
£ 00g £ OCO { 0oC £ 000 £ 000 £ 000
Recogrised as dislnbution in the !inanaial statements
lor the veat
Fust intenm pard 1 0p (2009 10p} per share 350 350
350 350
As al 30 September 2010 As al 30 Seplember 2009
Ordinary Shares Revenue Capual Tolal Revenue Capital Total
£ 000 £ 000 £ 000 £ 000 £' 000 £ 000
Paid and preposed in respec of the penod
FirsLintenm paid Op (2009 10p) per share 350 350 350 350
350 350 380 350
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9 Investments
Qualifying Investments Non qual ifving Investments
Ordinary Shares level3 | Level § Level2 | Level
Open-anded
Unlisted Traded on AIM Investment Closed ended In;sr:]ment Total
Company pany
£'000 £'000 £ 000 £'000 £ 000

Cost at 10ctober 2009 20,061 3147 18 3,847 2040
Investrnent holding gains/(losses) a 1 Cctober 2009 2252 (1603} 5 (B6) £8
Valuation at 1 October 2009 22353 1,544 23 36M 27731
Purchases at cost 3573 3573
Proceeds from sale (1,420 (3.017) {4437
Realised gains/{losses) nyear (1457 gre (1328)
unredised losses redised during the year {3,388) {189) (3577)
Investrment holding (losses)/gains in year (2509 {59) (4) 274 (2,534
Valuation at 36 September 2070 17,156 1245 n9 808 15,428
Cost at 30 September 2010 17369 3147 8 770 21,504
Izrg%stnmnt helding (losses)/gains at 3G September @3) (152) ] 38 (2076)
Valuation at 30 September 2010 17,156 1,249 219 808 19 428
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Accounts Notes to the Accounts

9 Investments {cont )

The purchases and sales proceeds figures above include transaction costs of £nd (2009 £rul) and £6,000 (£2 000} respectively
The gains and lasses included in the above table have all been recogrised n the income Statement on page 25

All investments are designated fair value thiough prafit ar loss at snitial recogmition, therefore all gams and fosses anise on
invesiments designated al fair value thraugh profit of kass

Finantial Reporting Standard 29 ‘Financial Instrumenits Disclosures” (the Standard) requires an analysis of investments valued al

farr vafue based on the reliability and significance af the information used to measure their darr value The level 15 determined by
the lowest {that 15 the least relrable or ndependentfy observable) level of input that 15 sign:ficant 1o the fair value measurernent for
the individual mvestment 1n its entirety as follows

Level 1 - investment prices quoted in an active markel

Level 2 - investments whase fair value 1s based directly on observable current market prices or indirecily being dernved from
markel prices

Level 3 - invesiments whose fair value 15 determined using a valuation techrique based on assumptions that are not supported
by observable current markel prices or based on observable market data

The Standard raquires disclosure, by class of financial mstruments, if the effect of changing one or more Inpuls to reasonably pessible
alternative assumptions would resuft in a significant change ta the fair value measuiement  The information used in determination of
the far value of tevel 3 nvestments 1s chosen with reference to the speahic underlying orcumstances and position of the nvestee
campany such as visib:ity of earnings streams and marketability discaunts  The portiohio has been eeviewed and both downside and
upside reasonable passible alternalives have been indentified and applied to the valuation of each of the unquoted invesiments
Applying the downside allematives the value of the unquoted investments would be £14 mallion or 7 3% lower Using the upside
alternative the value would be increased by £2 0 million or 10 2%

2010 2005
£ 000 £'006
tevel 1
Traded on FTSE 808 3,611
Traded on Al 1245 1,544
2053 5,155
evel 2 QEIC 219 22}
Level 3
Unquoted invesiments 17,156 22,353
19428 27,731
Equily shares 6,741 15,766
Loaan nates/preference shares 12,687 11,965
19478 27131
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10 Debtors
2010 2009
£' 000 £' 000
Amounts recevable within one year
Investment Manager's loan interest 26 26
Amaounts held In esceow awaiting iavestment 200
Debtor due from ACML 34
Amaunts receivable afler one year
Accryed income 1234 1133
1494 1159
11 Crediters amounts falling due within one year
2010 2009
£ 000 £ 000
Due to Acurty Capial 16 198
Trail Commission Payable 54 &9
other creditors 44 30
114 297
12 Creditors amounts falling due after one year
2010 2009
£' 000 £' 000
Trail Commussion Payable 248 378
Unsecured 3 75% Loan Notes 76 76
At 30 September 2009 324 454
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Accounts Notes to the Accounts

B Sgnficant Interests

Al 30 Septerrber 20101he (arrpany held signifiant invesiments, amounting o Feor more of the equity capld n the fdllomng corpanies.

oty Ivestment Investents Loan Stock Percentrage of nvesteee

(Odray hareg  And Reference Shams Tolal Investments Cormpany's Total Equity

£000 £000 £000 %

Fuure Nose 9 125 1248 T 0k
Loseley Darry l@ Creamitid = 1605 1,898 2620%
Fadory Meda ;] 1732 195 249%%
MuroGebd 1& 148 166 247%%
FinMachne Company 25 306 3260 1950%
Comnedt 2 Aay 250 2290 17 &%
Brend Acuaitins 200 1700 1900 166¥%
R Reef Media Utd 3 mnm 1488 14476
Defagto 125 11 126 8.4%
Mount Eng neening A% % 2%
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14 Called Up Share Capital

00 o
Number £'000 Hymber E00
Authonsed
Qvdinary Shares of 10 each 50 000 000 600 60 000 000 500
Issued
At 4 October 2009 34955,673 350 3495 673 350
Ordinary Shates of 1p each repuichased dunng the year {724299) 0]
New issue of shares 104,790 1
As at 30 September 2019 34337 364 344 34 956 673 350
15 Reserves
12l
Shate Premiym Special Reserve Capital Reserye Lapia M;Zﬂ:sg Revenue Reseive
{Non distributable) {Distrbutable) {Non distributable) {Mon distnbutable} {Distnbutable)
As at t October 2009 31907 {2953) 661
Shares issued during the yaar 89
Grdinary shates repurchased dunng she year (337) 7
Profitf{Loss} on disposal of investment 1,328
Investment holding losses e}
Investment management fees charded 1o caputal account {net of tax and
{358)
VAT recoverable)
Re eshirmation of tratl commussien creditor chalged 1o capital account "
Retained loss for the year 347
Dividends pard (350)
valuation at 30 September 2010 1] 3160 (10 649) 7 I

Dunng the year ended 30 September 2007, the Company receved court approval Lo canced its Share Premium  The resulting special reserve can
be used for the payment of dividends and the repurchase of Orcinary Shares
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16 Net Asset Value per Qrdinary Share

Nel assel value per ordinary share 1s based o net assets al 30 September 2010 of £21 265000 {2009 £29 965 300)and on 34 337 164 (2009 34 556 673)ordinary shaes bemng Lhe

number of ordinary shares 1n issue on that date

17 Reconclilialion of Net Revenue on Ordinary Activities Before Taxation to Net Cash Outflow from Operaling Activities

AL 30 September 200 Al 30 September 2009
£000 £ 000

Return on ordinaty actmties before
finance costs and 1axation (7 974) (3.599)
{Lasses)/ gains in Invesiments 7439 3486
Non cash movernents (na) {124)
Ingease indebtors {85} (436)
tngease/{detrease) in creditors and accuas 2m} 108
Net cash outflow from opetating (1052} {565)

activies

18 Analysis of thanges in Cash

As al 30 September 2010

As al30 Seplember 2009

£000 £000
At begrmitng ol perod 1826 2404
Net cash putflow (1045) (578)
At 30 September 18 1826
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19 Finangial instruments

Market Risk Markel Risk incorporates the possibihily fos losses and gains [rom Investmenls and encompasses imnleres| rale risk ang price nsk

Investmenl nisk managemenl 1s governed by the Investment Stralegy delalled on page 2 of Lhese accounts and Markel Risk 15 within thal process On a regular basis the investment
Manager morxtars the Fund's Markel Risk n accordance with pohcies and piocedures documented in the Report of the Dueclors The Board meets reqularly Lo review the Fund s

market poskion

Detals ol Ihe nature ¢f the Fund s investment portfolio al the balance sheet date can be found on page 9 within the Fertlolio Summary

The consliluent parts of lhose iInvestments are sel gut below

The invesiment note Nole 9 details the sphl between lisled and unlisted invesiments which shows that al the balance sheet dale 12% was ivested 1n quoled invesiments (2009
19%) A 5% intrease n the bid price of the quoled mvestments as al Lhe balance sheet date would have ncreased ret assets and the total relurn for the year by E114 000 (2009
£269000) and an eguivaleni change i the opposite direclion would have reduced nel assels and the total reluen for the year by Lhe same amount A 5% increase in Lhe valie ol
unquoted investments held al the Balance Sheel dale would have increased net assets and the total retumn for the year by £858 000 {2009 £1118 080) an equivalent change in the
oppasile dwection would have reduced nel asset and the lotal retum lor the year by the same amount

Interest Rate Risk A proportion af the Fund s inancial assets are inlerest beanng earning a lixed of a vanable rale Therefore theFund has exposure lo far value interst rale risk

due to Huctuations n the market inleresi rates

The interest rale picfile of the Company s finanaal assets a5 al 30 September 2010 was

Financal Assets

Weighted Average

on whichng Fixed Rate Variable Rate weighted Average  Period for which
Interest Paid Finandal Assets Finanoial Assets Tetal Interest Rates rake is fived
£'000 £'000 £'000 E'000 % {Years)
Equily Shares 6741 6741
Non Equily Shares 850 860 8%
Loan Stock 10127 1700 11827 8% 16
Liqudily Funds
Cash 781 781 0%
Deblars 1,494 1,454
Tolal 8235 10,987 2 481 21703
The only inanaial habilities were the unsecured Loan Notes of £76 000 which carry a 3 75% coupon and lrail commission credilor of £301 000
The interest rale profile of the Company s linancial assets as al 30 September 2009 was
Financil Assets Wweighted Average
on which no Fixed Rate Variable Rate weighted Average  Period for which
Interest Paid Financial Assets Finanaal Assets Total Interest Rates rate 15 fced
£090 £000 E'000 £1000 ) {rears)
Equity Shares 15 766 15 766
Non Equity Shares 860 B6G 8%
Loan stock 1105 1105 8% 37
Liquickty Funds
Cash 1826 1826 2%
Debtors } 159 1159
Tolal 16825 11,965 3826 30716
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19 finanaial Instrurnents
(Cont )

The orly firenad liatulities were the Lnseaured Loan Notes of £76,000which crry a3 75% mupon and tral cornssien craditer of £447,000

Fixed Rate Assets Represent nvestroenis with predetemmined weld targets The firedate mvestents are held far the medemitemiand tave 4 predetommired irterest rae, inHine
with thar sk profle. Trerefure a denge of 51ess ponsinthemaed rae A the tdate shes Ble woudrol Feve a sguficant impec onthe company's e assets

varable Rate Assets. Represent investments with interest rates irked by famnuta, to wabsation of funds by rvestee companies and caeh held In nterest baarng depesit
acaunts

(redt fusk. Creditrisk s the risk that a countarparty to a firancid mgtrurment 15 ureble to dshargean obligation or commiment entered into with the Company The Invesimert
Manager has i plae a rronitonng procedure inrespect of ounterparty nsk which is montered on en ongoing basss. The camyng amounts of firenoa asets best represent the
medaTumcred | nsk expasire a the telanee sheet date

A thereporting date, the Company's firenad assets exposed to aedit nsk amounted to the fdlowing

o 2008
Credit Risk £000 £000
ivestrrents in fixed interest Instruments 0987 1196
Investments |n verable nterst Instuments 1700
(xh i 1825
Interest, dvdends and other recavables 149 1159

Gredt nsk on foedinterest nstuments which are solely comprsed of [oan stock s part of the Company's verture capital procedures
and are menaged within the ren mvestrrent managerment procedures

Al the assets of the Company which are tradzd ona recogised exchangz are beld in a seaured faalty on site Ths mitgates the nsk
of a thrd party custodian going 1nto hqudation o becoming barkeupt

Liquidity nsk The kquedity risk s that the Cammpary micht encourter difficuity in meeting s obligations ansing fiomihelding
finarcial irstruments

The Company's finanaal irstrumerts dso indude Investrents 1n unlisted equity investrents. which are nct traded in an organsed public
warket and whch qererdlly ey be fiqud As a result, the Conrpeny ey nat be able to liquidate quickly sorme of 1ts investrents in

these iInstruments at an amount close 1o therr value norder tomeet its Iiquidity requirenents, of o respond to specific evenits sch as
dteronton n the reditwerthiness of any patialar issuer

The Compeny's kqudity rskis managed on an ongang bass by e investment Meneger 2 presanted in the Repor of the Dirediors

The Cormpany fmarntars sufficert nvestments incash o pay a accounts payatie and acciued expenses as they becorme due

20 Geographical Analysis

The operations of the Campany are wholly in the United Kingdom

21 Contingencies, Guarantees and financial Commitments

There were na centingencies, quarantees or financial commitments of the Company at 30 September 2010
22 Transactions with the Investment Manager

During the year ended 30 September 2010, £778 000 was payable (2009 809,000) to Acuily Capital, the Investment Manages
At 30 September 2010 the Company was owed £35,000 by the Investment Manager
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