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Year to
31 December 2009

Total Returnx

Net asset value 50.9%
Ordinary share price 50.5%
FTSE All-Share Index 30.1%

31 December 31 December 
2009 2008 % change 

Capital
Net asset value per share 85.7p 57.6p +48.8
Total assets‡ £44.3m £32.7m +35.5

Share price 80.5p 54.5p +47.7 

Discount (% difference between price and net asset value)  6.1% 5.4%
Average discount for the year 6.8% 5.6%

Dividends
Dividend per Ordinary Share  0.5p 3.7p

Dividend yield 0.6% 6.8%

Gearing (100=nil geared position)*
Actual gearing  105 99

Total expense ratio
as percentage of average shareholders’ funds**  1.8% 1.5%

2009 2009
High Low

Year’s Highs/Lows
Net asset value per share 86.6p 50.6p
Share price 80.5p 46.5p
Discount on shares 1.0% 14.4%

x All total returns are based on net dividends reinvested.
‡ Excluding Bank Loan
* Actual Gearing: (Total Assets – Net Current Assets (excluding Bank Loan) ÷ (Shareholders’ Funds)).
**Excludes performance fee and estimated costs in relation to the proposed liquidation of the Company in respect of the year ended 31 December 2009, and

recovery of VAT on investment management fees in the year ended 31 December 2008.                     Sources: F&C Investment Business & Datastream

• Net asset value total return of

50.9 per cent.

• Share price total return of 50.5 per cent.

• FTSE All-Share Index total return of

30.1 per cent.

• Dividend of 0.5 pence per Ordinary Share.
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Net Asset Value Total Return and FTSE All-Share Index Total
Return Performance Graph year to 31 December 2009
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Chairman’s Statement

Introduction

I write to you this year with very mixed feelings. Your

Company enjoyed an excellent 2009, delivering the

best absolute and relative performance of its

seventeen-year life. Unfortunately this was not quite

good enough to overcome the underperformance of

2008 and, as I explain below, the Board is therefore

proposing that the Company be wound up.

Investment Performance

Before providing for the costs associated with this

winding up, the Company’s net asset value total

return per share for 2009 was 52.5 per cent. This

compared with a total return on the benchmark

FTSE All-Share Index of 30.1 per cent.

The Company’s portfolio was well positioned to take

advantage of any strength in the emerging

economies relative to the OECD at the start of 2009,

and that strength became apparent as the year

wore on; we enjoyed particular success in the

resource sector.

Earnings per share were 0.61 pence after the

accrual of £470,000 in relation to the costs of the

Company winding up, and a dividend of 0.50 pence

per share has been declared and will be paid on

7 May 2010 to shareholders on the register on

30 April 2010.

Reconstruction and Winding Up

In 2007 the Board gave a commitment that, if the

net asset value total return per share did not

outperform the FTSE All-Share Index on a total

return basis over a two year period to 31 December

2009, the Board would propose a reconstruction of

the Company which would allow shareholders to

elect for a full cash exit this year. The net asset value

total return per share over that period, before

accruing any costs in respect of the proposed

liquidation of the Company, was -12.3 per cent,

some 3.5 percentage points below the total return

on the FTSE All-Share Index over those two years.

Accordingly, the Board has today announced

proposals for the reconstruction and winding up of

the Company. The proposals will involve a members'

voluntary liquidation of the Company under which

shareholders will be able to choose either to receive

cash in respect of their investment in the Company

or rollover their investment in the Company into

shares in F&C UK Opportunities Fund, or a

combination of those options. The F&C UK

Opportunities Fund is an authorised, open-ended

fund which is managed by Phil Doel, the Company's

fund manager, in substantially the same manner as

he manages the Company. Its portfolio closely

resembles that of the Company, with 22 out of 25

stocks, including Caithness Petroleum, held in

common.

The proposals are subject to, among other things,

the approval of shareholders. The necessary

resolutions will be proposed at this year's Annual

General Meeting and at a subsequent General

Meeting.

Full details of the proposals are set out in the

separate circular posted with this document. That

circular will also include the notices of both the

Annual General Meeting and the subsequent

General Meeting.

1993 to 2010

I have been Chairman of the Company since it

commenced business on 15 June 1993 as Ivory &

Sime ISIS Trust plc. The Company was launched

with an innovative structure based around retail

shareholders, a structure renewed and refined in

October 2000. Maintaining a high level of retail

2 F&C UK Select Trust plc

G K Maddrell Chairman
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ownership has always been one of the Directors’

objectives, and retail scheme holders still own more

than 60 per cent of the Company’s shares.

A shareholder who had invested £5,000 in June

1993 would receive £12,478 back in capital if the

scheme were to be implemented today. After taking

dividends into account he would have received a

total of £13,061. By way of comparison, £5,000 left

on deposit for the same period would now be worth

£6,260.

There have been many ups and downs, but taken

as a whole this is a creditable record over a period

of nearly 17 years.

Outlook

Given the Company’s impending demise, I would like

to express a few parting words. The philosophy that

underpinned the setting up of this Company in 1993

was informed by a belief in the value for retail

investors of investing in equities. Your Board

continues to believe that this is the best way for the

retail investor to build investment value over the long

term.

The economic future appears even more uncertain

than usual, with the world in general, and the mature

economies in particular, still fearful of continuing

recession. Meanwhile the UK is threatened by both

deflation and inflation, depending upon to whom you

speak. Equity investment provides a healthy

measure of long term protection against all of this.

It remains for me to thank you for your support over

the years, and to wish you well with your future

investments. I hope to see as many of you as

possible at what is likely to be a our last AGM.

G K Maddrell

Chairman

22 April 2010

Annual Report and Accounts 2009 3

72333 UKS TxtFINAL:72333 UKS TxtFINAL  23/4/10  17:40  Page 3



4 F&C UK Select Trust plc

Investment Managers and
Investment Process

Phil Doel Investment Manager joined F&C Asset
Management in 2005 and was appointed Investment
Manager of F&C UK Select Trust plc in November
2006. He is a Director, UK Equities and has over 14
years’ experience in managing UK equities. 

Investment Managers 

F&C Asset Management plc (F&C) has around £98
billion of funds under management and is a leading
asset manager in both the UK and Europe. The
shares of F&C are traded on the London Stock
Exchange. 

F&C, through its subsidiary F&C Investment Business
Limited, provides investment management and other
services to a range of investment trust clients. 

Martin Cassels Company Secretary a chartered
accountant, started working for F&C Asset
Management in 1990, and is responsible for the
provision of company secretarial services for several
investment trusts.

Investment Process 

The primary aim of F&C UK Select Trust plc is to
provide ordinary shareholders with capital growth in
excess of the FTSE All-Share Index by investing in a
diversified portfolio of UK equities. 

F&C UK Select Trust plc invests in a concentrated
portfolio containing 25 of the managers’ high
conviction ideas, each being broadly equally
weighted. A strict rebalancing discipline is enforced,
meaning that positions will be trimmed back or sold
to lock in profits or topped up or sold when they are
underperforming. 

Phil Doel Investment Manager Martin Cassels Company Secretary
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Manager’s Review

Market Review

What a difference 12 months makes.

After the difficulties of 2008 markets recovered their

poise through the first half of 2009 as the impact of

an ultra low interest rate policy and massive

government stimulus spending was felt across the

globe. This extraordinarily loose policy stance has

seemingly stopped the potential spiral into depression

that was overhanging the market in the first quarter

of 2009. The banks have, through a combination of

external capital raising, disposals, natural balance

sheet shrinkage and by taking advantage of an

incredibly steep interest rate yield curve, managed to

rebuild their capital base despite ongoing very

material credit writedowns.

Equity and credit investors have refinanced numerous

corporations, both big and small, to reduce the

reliance on short term bank finance. The new world

in which all of these organisations are operating is

one where the cost of bank debt will likely remain

high and its availability scarce. However, at the

beginning of 2009 many of these same companies’

market values were pricing in a significant chance of

them being insolvent. In most cases the combination

of capital restructuring and stabilising trading

conditions has enabled them to escape this outcome

and hence these are the shares that have typically

performed best during the current year.

The major emerging market economies have

performed far more strongly than those in the west.

They have had less geared government and

consumer sectors and hence the stimulus

programmes put forward have maintained growth

rather than simply softening the impact of the

shrinkage in private sectors experienced in the

majority of the OECD. This in turn has led to very

strong pricing in their areas of major consumption,

namely the basic commodities. For this reason the

resource sector has also performed very well in 2009

– the Company has benefited from this factor as

described below.

Portfolio Review

After an extremely difficult 2008 we are delighted to

report a far better return for shareholders in 2009.

The FTSE All-Share delivered a total return of 30.1%

as discussed above. The Company’s NAV increased

by 52.5%, before providing for the costs associated

with the proposed winding-up of the Company, on

the same basis. This is the best annual percentage

return the Company has achieved in its history.

We observed in our outlook statement last year that

2009 would likely be a tough year economically and

so it proved, but the superior strength of emerging

markets relative to the rest of the OECD we had

anticipated certainly held true. The portfolio was well

placed to take advantage of this in particular with

reference to the resource sector. The strength in the

oil market – the benchmark Brent price very nearly

doubled – and many of the main hard commodity

markets provided a powerful tailwind to these

sectors. In addition there were positive developments

at all of our holdings in the oil exploration sector

which added significant value.

Our unlisted investment, Caithness, had a successful

fund raising at a price materially in advance of the

value at which we had held the shares. This followed

encouraging results from its first exploration well in

Morocco. Indus Gas discovered material new

resources on its acreage in Rajasthan in India. Tullow

Oil continued their remarkable success rate finding

new oil resources in Uganda and Ghana in particular.

This has been endorsed by the well publicised

expressions of interest of leading international oil

companies looking to purchase stakes in each of

these licence areas. Finally Bowleven completed a

fund raising and subsequent “farming out” (or partial

sale in return for a commitment to finance drilling

operations) of some of its assets in Cameroon to

Vitol, at a value significantly in excess of that

embedded in the prevailing share price. We believe

that the share prices of each of these companies still

has material potential upside from the (fully financed)

exploration and development activity they will

undertake in the current year.

In the mining sector we participated in

recapitalisations at both Rio Tinto and Xstrata and the

subsequent performance of each has handsomely

rewarded these decisions. Management actions

containing costs and curtailing some expansionary
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6 F&C UK Select Trust plc

Manager’s Review (continued)

capex have helped, but the benefit of Chinese led

demand for their underlying commodities has been

particularly beneficial.

Finally it is worthy of note that SSL, one of our longer

held investments that also performed extremely well

in 2008, had another excellent year. The shares

reacted positively as it consistently generated results

ahead of the most bullish expectations and they have

been justifiably rerated.

The year has also had its disappointments. We sold

out of two recovery situations at the start of the year

both of which had been a part of the 2008

underperformance. In the case of Unite this was a

major error as the shares have subsequently

recovered very strongly and this error of judgement

was our biggest negative contributor to relative

performance in 2009. The other major detractor was

Findel although here at least our decision to sell was

vindicated by subsequent poor performance and the

need for a refinancing. The shares still trade well

below the level at which we sold them.

The portfolio has changed during the year. In the first

half we increased exposure to globally exposed

cyclical companies such as HSBC, Rio Tinto, Regus

and Standard Chartered which were all modestly

valued with varying degrees of exposure to the

emerging market recovery we were witnessing. As

the year moved on we added a wider spread of

companies including some less economically

sensitive businesses such as Associated British

Foods, GlaxoSmithKline and Tesco. Many of these

shares had performed badly in the earlier part of the

year as the market preferred recovery situations and

balance sheet restructuring. We believe that appetite

will fade through 2010 and strong, high returning

businesses such as these will return to favour.

The volatility we have seen has given rise to shorter

term opportunities across many sectors including

resources, financials and even in the utility stocks

during periods of regulatory uncertainty – we have

exploited this volatility to the advantage of

shareholders during the course of the year.

Outlook

2009 returns were certainly better than we had

anticipated 12 months ago – the abundance of

liquidity injected by central authorities gave investors

the incentive to embrace the necessary capital

raisings and the companies the confidence to

execute them. Companies are now ready to consider

reinvesting, albeit cautiously at first, in their

businesses again.

That said, the process of deleveraging OECD

economies still has a long way to run and this will

probably impact overall economic growth. We say

“probably” in that, whilst the quantum of credit

available may shrink, it is also important to consider

the velocity at which that money circulates through

the economy. If it all sits on bank balance sheets in

central bank reserves rather than being advanced to

generate economic wealth then it will be detrimental.

This has clearly been happening in recent months.

Emerging economies continue to exhibit greater

economic growth and stronger finances at both the

personal and national level. The challenge is

maintaining this and the emphasis must shift from

government investment to domestic consumption.

We would anticipate retaining a bias towards these

emerging economies through 2010.

Equity valuations remain modest in absolute terms

and certainly as measured against alternative asset

classes – the returns on cash and debt both look

relatively unappealing at this stage.

Statements from Western central bankers at the

current time make it plain that significant base rate

rises are not imminent. We have however seen the

first steps in the removal of the stimulus of excess

liquidity – through tightening reserve requirements in

China and the lifting of reserve rates in the US.

Markets are as ever forward looking and hence the

emphasis is on when rather than if these interest rate

rises happen. For this reason there is an increasing

preference in our portfolio construction for longer

term holdings to be made up of higher returning

businesses which are less susceptible to increases in
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their cost of finance. This is to a degree anticipating a

reversal of the sentiment witnessed in 2009.

There will be plenty of difficulties in the year ahead –

the situation in Greece illustrates just one such

example of this. Geo-political tensions could well

escalate in the Middle East as nations seek enhanced

self determination and continue to orientate

themselves towards the growing influence of markets

in Asia. 

Overall however we believe equities can deliver

positive performance in the year ahead.

Phil Doel 

Investment Manager

F&C Investment Business Limited 

22 April 2010
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8 F&C UK Select Trust plc

Classification of Investments

31 December 31 December 31 December
2009 2009 2008

% % %
FTSE All-Share Index Total Total

Sector Weighting Investments Investments

Oil & Gas  18.3 18.4 24.8

Oil & Gas Producers 17.8 18.4 20.9
Oil Services 0.5 – 3.9

Basic Industries 11.9 7.8 2.6

Chemicals 0.3 – –
Forestry & Paper 0.1 – –
Mining 11.5 7.8 2.6

Industrials 6.8 – –

Construction 0.2 – –
Aerospace & Defence 1.8 – –
General Industrials 0.6 – –
Electronic & Electrical Equipment 0.3 – –
Industrial Engineering 0.5 – –
Industrial Transport 0.2 – –
Support Services 3.2 – –

Consumer Goods 11.9 19.8 14.7 

Automobiles 0.1 – –
Beverages 3.1 – –
Food Producers 2.7 7.6 4.6
Household Goods 2.0 3.8 –
Personal Goods 0.3 4.2 4.7
Tobacco 3.7 4.2 5.4

Health Care 7.9 8.4 4.9

Health Care 0.4 – –
Pharmaceuticals & Biotech 7.5 8.4 4.9

Consumer Services 9.7 8.0 7.1  

Food & Drug Retailers 3.0 3.8 –
General Retailers 1.8 – 3.5
Media 2.4 4.2 3.6
Travel & Leisure 2.5 – –

Telecommunications 5.8 4.0 10.3

Fixed Line Telecoms 1.0 4.0 5.2
Mobile Telecoms 4.8 – 5.1

Utilities 3.5 3.9 8.9

Electricity 1.0 3.9 4.6
Gas & Water 2.5 – 4.3

Technology 1.4 – –

Technology Hardware & Equipment 0.3 – –
Software & Computer Services 1.1 – –

Financials 22.8 29.7 26.7

Banks 12.9 7.4 –
Non-Life Insurance 0.9 3.8 4.2
Life Insurance 2.8 6.7 5.5
Real Estate 1.7 4.3 7.9
General Financial 1.8 3.5 4.3
Equity Investment Instruments 2.7 4.0 4.8

Total Equities 100.0 100.0 100.0 
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Ten Largest Investments 

Company % of  
31 December Total 31 December  

2009 Assets 2008  
Valuation less current Valuation‡

£’000 liabilities* £’000  

Caithness Petroleum†

An unlisted independent oil and gas exploration and

production company with assets in the UK, USA and Morocco. 2,993 6.8 2,102

GlaxoSmithKline
Leading multinational pharmaceutical group with an estimated 7% share of the

global pharmaceutical market. In addition it owns numerous consumer 

brands including Lucozade, Ribena, Nicorette, Aquafresh and Gaviscon. 1,950 4.4 –

Dolphin Capital
The leading developer of large-scale residential resorts in South-East Europe

with operations in Cyprus and Greece. In addition the group is looking to

develop sites in the Dominican Republic and Panama. 1,919 4.3 1,170

Bowleven
Oil exploration company with operations in West Africa focused in

Cameroon in particular. 1,873 4.2 338

SSL International
International consumer goods company with brands including Scholl and Durex. 1,865 4.2 1,388  

Aegis Group
One of the world’s leading marketing communications groups helping clients

to build relationships with their consumers around their products and brands. 1,861 4.2 –

Imperial Tobacco Group
International tobacco group operating in over 150 countries worldwide. 1,857 4.2 1,587

Unilever Environmental Markets
Wide ranging global consumer products group with significant exposures

to emerging markets. 1,840 4.2 1,358

Shire
Speciality pharmaceutical group focusing on the attention deficit hyperactivity

disorder and human genetic therapy markets. 1,810 4.1 1,447  

Impax Environmental Markets
Investment trust that focuses on the rapid and sustained growth anticipated

in the markets for cleaner or more efficient delivery of basic services

of energy, water and waste. 1,805  4.1 1,417

Ten largest investments 19,773 44.7

* Excluding Bank Loan
† Unquoted
‡ Based on shareholding held at 31 December 2008
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10 F&C UK Select Trust plc

Investment Portfolio

Company
31 December Total

2009 Assets
Valuation less Current

Sector £’000 liabilities*

Caithness Petroleum† Oil & Gas Producers 2,993 6.8

GlaxoSmithKline Pharmaceuticals & Biotech 1,950 4.4

Dolphin Capital Real Estate 1,919 4.3

Bowleven Oil & Gas Producers 1,873 4.2

SSL International Personal Goods 1,865 4.2

Aegis Group Media 1,861 4.2

Imperial Tobacco Group Tobacco 1,857 4.2

Unilever Food Producers & Processors 1,840 4.2

Shire Pharmaceuticals & Biotech 1,810 4.1

Impax Environmental Markets Equity Investments 1,805 4.1  

Ten largest investments 19,773 44.7

Cable & Wireless Fixed Line Telecom 1,786 4.0

Rio Tinto Mining 1,753 4.0

Scottish & Southern Electricity 1,742 3.9

Xstrata Mining 1,735 3.9

Tesco Food & Drug Retailer 1,735 3.9

Berkeley Group Household Goods & Home Construction 1,714 3.9

Lancashire Holdings Non-Life Insurance 1,706 3.9

Indus Gas Limited Oil & Gas Producers 1,699 3.8

HSBC Banks 1,681 3.8  

Tullow Oil Oil & Gas Producers  1,669 3.7  

Twenty largest investments  36,993 83.5

Barclays Banks 1,653 3.7

Associated British Foods Food Producers & Processors 1,562 3.5

Hansard Global Life Insurance 1,540 3.5    

Man Group General Financial 1,502 3.4  

Aviva Life Insurance 1,445 3.3  

Total investments 44,695 100.9  

Net current liabilities* (408) (0.9)  

Total assets (less current liabilities)* 44,287 100.0 

* Excluding Bank Loan 
† Unquoted   

Caithness Petroleum
Year ended 31 December 2008 2007

US$ million US$ million

Cost £1,264,000 Turnover 1.2 1.4

Valuation  £2,993,000  Loss before tax 23.5 4.2

% of Capital Owned 0.8% Net assets 88.5 107.2  
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Capital Structure

Ten Year Record
Shareholders’ Net Asset Ordinary Total  

Total Assets Funds Value per Share Expense  
As at 31 December £’000 £’000 Ordinary Share Price Discount Ratio 

1999  62,814  62,814  96.7p†  84.8p† 12.3%  1.2%  

2000  98,204  82,204  100.6p  97.5p 3.1%  1.2%  

2001  79,449  63,449  79.7p  73.0p 8.4%  1.3%  

2002  57,052  41,052  54.0p  48.5p  10.1%  1.7%  

2003  61,971§  45,343¶  63.8p*  59.0p  7.5%  1.7%  

2004  58,515‡§ 49,236¶  73.1p*  63.3p  13.4%  1.6%  

2005  68,008  58,776* 88.1p*  77.0p  12.6%  1.5%  

2006  77,194# 68,154*  103.0p*  98.5p  4.4%  1.5%  

2007 70,168x 63,168  105.4p  99.8p  5.3%  1.6%

2008 32,695• 29,695 57.6p 54.5p 5.4% 1.5%  

2009 44,287ø 42,287 85.7p 80.5p 6.1% 1.8%¢

† Adjusted to reflect capital reorganisation in November 2000.

‡ Reflects repayment of £7 million of the term loan during the period.

§ Adjusted to reflect the change to value investments from mid to bid basis.

¶ Excludes Fixed Rate Annuity Shares Liability and interest rate swap liability (adjusted to fair value).

*Excludes Fixed Rate Annuity Shares Liability.
#Excludes term loan, fair value of interest rate swap and Fixed Rate Annuity Shares Liability.

x Excludes Bank Loan and reflects repayment of £2 million of the bank loan during the period.

•Excludes Bank Loan and reflects repayment of £4 million of the bank loan during the period.
ø Excludes Bank Loan and reflects repayment of £1 million of the bank loan during the period.
¢ Excludes performance fee and estimated costs in relation to the proposed liquidation of the Company.

The capital structure of F&C UK Select Trust plc consists of Ordinary
Shares only.

Ordinary Shares 
As at 31 December 2009 there were 52,344,961
Ordinary Shares of 1p each in issue of which
3,000,000 were held in Treasury.

Ordinary Shareholders participate in all general
meetings of the Company on the basis of one vote
for each share held.
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12 F&C UK Select Trust plc

Board of Directors

Geoffrey Maddrell
Chairman
age 73, is also Chairman
of Human Recognition
Systems Limited, BuildStore
Financial Services Limited
and Economic Lifestyle
Property Investment

Company. Formerly he was Chairman of
Glenmorangie PLC, The UNITE Group plc, Westbury
plc and LDV Limited. He was previously responsible
for turning around the textile group, Tootal, as Chief
Executive. He served two terms as a Civil Service
Commissioner.

Clare Gore Langton
age 55, is a director
of Rathbone Investment
Management Limited
and of the Securities
and Investment Institute.

Tom Bartlam
age 62, was a Managing
Director of Intermediate
Capital Group PLC, which
he co-founded, until his
retirement in 2005. He
is also non-executive
chairman of Pantheon

International Participations PLC and Polar Capital
Holdings PLC and a non-executive director of Numis
Corporation PLC. Prior to 1989 he worked for the
merchant banking group, Charterhouse for 14 years.

Rod Birkett
age 48, is also a director
of Gartmore Fledgling
Trust PLC. He joined
Robert Fleming in 1991
as a Japanese fund
manager after eight years
broking at Vickers da

Costa and S G Warburg. He was head of Closed
End Funds when he left JP Morgan Fleming in 2002
to work at Thames River Capital as a hedge fund
manager. He left Thames River Capital in 2006. Mr
Birkett was an Executive member of the AIC board
between 2000 and 2002.

Mark Cannon Brookes
age 70, is a director
of Smith & Williamson
Investment Management
and of a number of
offshore funds. He is
Chairman of Baronsmead
VCT 3 plc and CG Asset
Management.
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Report of the Directors

Results and Dividends
The Directors submit the Seventeenth Annual
Report and Accounts of the Company for the year
ended 31 December 2009.

The results for the year are set out in the attached
accounts.

An interim dividend of 0.50p per Ordinary Share is
payable on 7 May 2010 to shareholders on the
register on 30 April 2010.

Company Number: SC143888

Principal Activity and Status
The Company is registered as a public limited
company and is an investment company within the
terms of Section 833 of the Companies Act 2006.

The Company carries on business as an investment
trust. It has been approved by HM Revenue &
Customs as an investment trust under Section 842
of the Income and Corporation Taxes Act 1988 for
the year ended 31 December 2008. In the opinion
of the Directors, the Company has subsequently
conducted its affairs so as to enable it to continue
to obtain such approval.

A review of the business during the year is
contained in the Chairman’s Statement and the
Manager’s Review.

Reconstruction and Winding Up
In 2007 the Board gave a commitment that, if the
net asset value total return per share did not
outperform the FTSE All-Share Index on a total
return basis over the two year period to 31
December 2009, the Board would propose a
reconstruction of the Company which would allow
shareholders to elect for a full cash exit this year.
The net asset value total return per share over that
period, before accruing any costs in respect of the
proposed liquidation of the Company, was -12.3 per
cent, some 3.5 percentage points below the total
return on the FTSE All-Share Index over those two
years. Accordingly, the Board announced on 22
April 2010 proposals for the reconstruction and
winding up of the Company. The proposals will
involve a members’ voluntary liquidation of the
Company under which shareholders will be able to
choose either to receive cash in respect of their
investment in the Company or rollover their
investment in the Company into shares in F&C UK
Opportunities Fund, or a combination of those
options. The F&C UK Opportunities Fund is an
authorised, open-ended fund which is managed by
Phil Doel, the Company’s fund manager, in

substantially the same manner as he manages the
Company. Its portfolio closely resembles that of the
Company with 22 out of 25 stocks, including
Caithness Petroleum, held in common.

The proposals are subject to, among other things,
the approval of shareholders. The necessary
resolutions will be proposed at this year's Annual
General Meeting and at a subsequent General
Meeting.

Full details of the proposals are set out in the
separate circular posted with this document. That
circular will also include the notices of both the
Annual General Meeting and the subsequent
General Meeting.

Business Review
The Board is recommending shareholders to vote in
favour of the Scheme described above and expect
it to become effective following the conclusion of the
General Meeting referred to above. This Business
Review describes the Company’s business during
2009 and up to the 2010 Annual General Meeting.
Should the Scheme not become effective then the
Company’s business will continue as here
described.

The Board of Directors is responsible for the overall
stewardship of the Company, including investment
and dividend policies, corporate strategy, corporate
governance, and risk management. Biographical
details of the Directors, all of whom are non-
executive, can be found on page 12.

Objectives and Investment Policy

The investment objective of the Company is to
achieve capital growth for ordinary shareholders by
investing in a portfolio of UK equities with the
potential for above average capital growth.

The performance of the Company is measured
against the total return on the FTSE All-Share Index.

The Company seeks to achieve capital growth
through a concentrated portfolio containing 25 high
conviction ideas, with the individual quoted positions
being broadly equally weighted. The initial weighting
for a holding will be 4 per cent of the total portfolio
and, thereafter, it will be maintained at between 3-5
per cent of the portfolio. A strict rebalancing range
is enforced, meaning that positions will be trimmed
back or sold to lock in profits or topped up or sold
when they are underperforming.
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Report of the Directors (continued)

The Company’s investment policy is flexible,
enabling it to invest in: any market sector; large, mid
and small capitalisation companies; and all types of
securities issued by corporates, including (but not
limited to) equities, preference shares, debt,
convertible securities, warrants and other equity-
related securities.

The Company’s positions are generally individual
equities, but at times up to a maximum of five of the
Company’s positions may be of the other
instruments described above or cash and money
market instruments. 

The Company invests principally in the securities of
companies quoted on the London Stock Exchange’s
main market (but without restricting the Company
from investing in companies quoted or traded on
other exchanges or markets, including AIM).

The Company will not normally invest in unquoted
securities (with the exception of securities which are
about to be traded on a stock exchange). However,
the Company may continue to hold unquoted
securities where the anticipated admission to trading
has been postponed or abandoned, and securities
that cease to be traded, if the Board considers this
to be appropriate. The Company will not be required
to adhere to the 3-5 per cent weighting in relation
to any existing unquoted investment. The Company
will not invest in an unquoted security if, at the time
of investment, it is already invested in any other
unquoted security.

The Company may invest in other listed closed-end
investment funds that are traded on the London
Stock Exchange’s main market but it will not invest
more than 10 per cent, in aggregate, of the value of
its gross assets at the time of investment in such
other listed closed-end investment funds.

The Company may invest in derivatives, financial
instruments, money market instruments and
currencies for the purpose of efficient portfolio
management.

The Company will utilise borrowings when deemed
appropriate for investment purposes, subject to a
maximum borrowings level of 20 per cent of net
assets measured at the time of drawdown. 

An explanation of how the Company has invested its
assets with a view to spreading investment risk in
accordance with the investment policy is contained
under the heading Management of Assets and
Shareholder Value below. An analysis of the portfolio
is contained on page 8 and the list of investments is
shown on page 10.

Strategy 
The Company’s investment objective is to achieve
capital growth for ordinary shareholders by investing
in a portfolio of UK equities with the potential for
above average capital growth. 

As part of its strategy, the Board has contractually
delegated the management of the investment
portfolio, and other services, to F&C Investment
Business Limited. 

The investment strategy employed by the Managers
in meeting the investment objective focuses on
stock selection, with reference to the Company’s
investment objective. As part of this process the
Managers are cognisant of the Company’s
requirement for above average capital growth. 

The Company’s performance in meeting its
objectives is measured against key performance
indicators as set out below. A review of the
Company’s returns during the financial year, the
position of the Company at the year end and the
outlook for the coming year is contained in the
Chairman’s Statement on pages 2 and 3 and in the
Manager’s Review on pages 5 to 7.

Principal Risks and Risk Management 
The Company’s assets consist mainly of listed
securities and its principal risks are therefore
market-related. More detailed explanations in the
financial risks and the way in which they are
managed are contained in note 17 to the accounts. 

Other risks faced by the Company include the
following: 

• External – events such as terrorism, disease,
protectionism, inflation or deflation, economic
recessions and movements in interest rates could
affect share prices. 

• Investment and strategic – incorrect strategy
(including use of gearing) and stock selection
could lead to poor returns for shareholders. 

• Regulatory – breach of regulatory rules could lead
to suspension of the Company’s Stock Exchange
listing, financial penalties or a qualified audit
report. Breach of Section 842 of the Income and
Corporation Taxes Act 1988 could lead to the
Company being subject to tax on capital gains. 

• Operational – failure of the Managers’ accounting
systems or disruption to the Managers’ business,
or that of third party service providers could lead
to an inability to provide accurate reporting and
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monitoring, leading to a loss of shareholders’
confidence. 

• Financial – inadequate controls by the Managers
or third party service providers could lead to
misappropriation of assets. Inappropriate
accounting policies or failure to comply with
accounting standards could lead to misreporting
or breaches of regulations. 

The Board seeks to mitigate and manage these
risks through continual review, policy setting,
shareholder communication and enforcement of
contractual obligations. It also regularly monitors the
investment environment and the management of the
Company’s investment portfolio, and applies the
principles detailed in the internal control guidance
issued by the Financial Reporting Council. Details of
the Company’s internal controls are described in
more detail on page 18. 

Management of Assets and Shareholder Value
As stated above, the Board has contractually
delegated the management of the investment
portfolio to F&C Investment Business Limited. 

The Company invests in companies which the
Managers believe will generate growth in capital.
The selection of investments is based on analysis of,
amongst  other  things,  market  positioning  and
competitive  advantage,  financial  strength  and
cashflow characteristics.  

The Board measures the overall relative success of
the Company against the benchmark index. 

Investment risks are spread through holding a
range of securities in industrial sectors. As at
31 December 2009, the portfolio was made up of
25 investments. 

The Managers make use of third party risk systems
to monitor investment risk. At each Board meeting,
the Board receives a presentation from the fund
manager. 

The Company’s borrowings at 31 December 2009
were represented by a £2 million bank loan, which is
described in more detail in note 11 to the accounts.
This was repaid in full on 19 March 2010. The
Board receives recommendations on gearing levels
from the Managers and it is responsible for setting
the gearing range within which the Managers may
operate. The Company’s potential gearing level as
at 31 December 2009 was 4.7 per cent, and its
actual gearing level was 4.5 per cent. 

The Board and the Managers recognise the
importance of managing the discount of share price
to net asset value in enhancing shareholder value.
One aspect of this involves marketing, and to this
end the Managers meet with current and potential
new shareholders, and with stockbroking analysts
who cover the investment trust sector, on a regular
basis. In addition, F&C Asset Management plc offers
a range of private investor savings schemes.
Communication of up-to-date portfolio information is
provided through the Company’s website. 

Key Performance Indicators 
The Board uses a number of performance measures
to assess the Company’s success in meeting its
objectives. The key performance indicators are as
follows: 

• Net asset value against the benchmark index and
comparable investment trusts. 

• Discount of share price to net asset value. 

• Total expenses as a ratio of shareholders’ funds. 

A historical record of these indicators is contained
in the Financial Highlights for the Year on page 1
and in the Ten Year Record on page 11. Additional
comments are provided in the Chairman’s
Statement on pages 2 and 3. 

Directors
Mr Maddrell and Ms Gore Langton retire by rotation
and, being eligible, offer themselves for re-election
at the Annual General Meeting. 

The Board confirms that, following a formal
performance evaluation, the performance of
Mr  Maddrell and Ms Gore Langton continues to be
effective and demonstrates commitment to their
role. It believes that it is in the interests of
shareholders that Mr Maddrell and Ms Gore Langton
are re-elected. 

The Directors who held office during the year and
their interests in the Ordinary Shares were: 

2009 2008

Ordinary Ordinary

Shares Shares

G K Maddrell Beneficial  125,834 129,518  
T H Bartlam  – – –  
R A Birkett Beneficial 18,079 18,079  
M Cannon Brookes Beneficial 192,313 179,317  
C M Gore Langton Beneficial  9,218 9,218  
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Report of the Directors (continued)

Since 31 December 2009, the number of Ordinary
Shares held by Mr Cannon Brookes has increased to
195,307. Theis increase has resulted from the
investment of half his fees in the Company’s shares
via the F&C ZeroCharge Monthly Savings Plan. There
have been no other changes in the holdings of the
Directors in the shares of the Company between
31 December 2009 and 22 April 2010.

No Director has any material interest in any contract
to which the Company is a party. No Director has a
contract of service with the Company.

Management and Management Fees 

F&C Investment Business Limited provides
management and secretarial services to the
Company and receives a quarterly management fee,
payable in arrears, of 0.2 per cent per quarter on
the net assets of the Company. An annual
performance fee based on the outperformance per
share over the total return of the Company’s
benchmark is payable. The performance fee is 12.5
per cent of the amount by which the change in the
closing mid-market price per share in any calculation
period exceeds the total return on the benchmark
index plus 2 percentage points over the period. The
total amount of any outperformance payable in
respect of any calculation period of 12 months shall
not exceed 1.2 per cent of the closing net assets of
the Company for that period. F&C Investment
Business Limited is also entitled to a fixed
administration fee of £40,000 per annum (plus VAT)
and a variable administration fee of 0.1 per cent per
annum of the Company’s net assets (plus VAT) in
excess of £65 million, subject to a maximum
administration fee of £75,000 per annum (plus VAT),
for providing company secretarial and administration
services to the Company. 

This agreement can be terminated, without
compensation due, by either party giving not less
than three months’ notice. In the event of the
Company terminating the contract by giving less
than three months’ notice, F&C Investment Business
Limited is entitled to compensation calculated as a
proportion of the fees that would have been payable
by the Company based upon its assets at the end
of the relevant quarter-end prorated to the date of
termination. 

Corporate Governance 
Arrangements in respect of corporate governance
have been made by the Board, which it believes are
appropriate to an investment trust. Except as

disclosed below, the Company complied throughout
the year with the relevant provisions of the
Combined Code on Corporate Governance issued
by the Financial Reporting Council in June 2006
(‘the revised Code’) and has taken into account the
recommendations of the AIC Code of Corporate
Governance (‘the AIC Code’) issued in May 2007.
Since all the Directors are non-executive, the
Company is not required to comply with the
provisions of the revised Code in respect of
Directors’ remuneration, except in so far as they
relate specifically to non-executive Directors. 

In view of its non-executive nature and the
requirement of the Articles of Association that all
Directors retire by rotation, the Board considers that
it is not appropriate for the Directors to be
appointed for a specified term as recommended by
the revised Code. However, the Board has agreed
that each Director will retire and, if appropriate, seek
re-election every two years. 

The Board consists solely of non-executive
Directors. Mr G K Maddrell is Chairman and Mr M
Cannon Brookes is the Senior Independent Director. 

All Directors are considered by the Board to be
independent of the Company’s Managers. New
Directors receive an induction from the Managers on
joining the Board and all Directors receive other
relevant training as necessary. 

Three of the Directors have served on the Board for
more than nine years. The Board subscribes to the
view expressed within the AIC Code that long-
serving Directors should not be prevented from
forming part of an independent majority. It does not
consider that a Director’s tenure necessarily reduces
his or her ability to act independently and, following
formal performance evaluations, believes that each
Director is independent in character and judgement
and that there are no relationships or circumstances
which are likely to affect the judgement of any
Director. 

During the year the Board reviewed its composition
taking into account not only the need for
refreshment over time but also the current balance
of skills, experience and tenure.

The revised Code and the AIC Code recommend
that Directors who have served for more than nine
years should seek re-election annually. The Board
has concluded that, to avoid the possibility of the
Company being left without Directors, the Directors
will seek re-election every second year. 
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The Company has no executive Directors or
employees. A management agreement between the
Company and its Managers, F&C Investment
Business Limited, sets out the matters over which
the Managers have authority and where Board
approval must be sought. All other matters,
including strategy, investment and dividend policies,
gearing and corporate governance procedures, are
reserved for the approval of the Board of Directors.
The Board currently meets at least seven times a
year and receives full information on the Company’s
investment performance, assets, liabilities and other
relevant information in advance of Board meetings.
The Managers, in the absence of explicit instructions
from the Board, are empowered to exercise
discretion in the use of the Company’s voting rights.
Shareholdings are voted at all meetings where
practicable in accordance with the Managers’ own
corporate governance policy, which is to seek to
maximise shareholder value by constructive use of
votes at company meetings and by endeavouring to
use its influence as an investor with a principled
approach to corporate governance. 

Throughout the year a number of committees have
been in operation. The committees are the Audit
Committee, the Management Engagement and
Remuneration Committee, and the Nomination
Committee. 

The Audit Committee, chaired by Mr T H Bartlam,
operates within clearly defined terms of reference,
which are available on request, and comprises all of
the Directors. The duties of the Audit Committee in
discharging its responsibilities include reviewing the
Annual and Interim Accounts, the system of internal
controls, and the terms of appointment of the
auditors together with their remuneration. It is also
the forum through which the auditors report to the
Board of Directors and meets at least twice yearly.
The objectivity of the auditors is reviewed by the
Audit Committee which also reviews the terms

under which the external auditors are appointed to
perform non-audit services. The Committee reviews
the scope and results of the audit, its cost
effectiveness and the independence and objectivity
of the auditors, with particular regard to non-audit
fees. Such fees amounted to £4,000 for the year
ended 31 December 2009 (2008: £11,000) and
related to the provision of taxation services.
Notwithstanding such services the Audit Committee
considers Ernst & Young LLP to be independent of
the Company. 

The Management Engagement and Remuneration
Committee, chaired by Mr M Cannon Brookes,
comprises the full Board and reviews the
appropriateness of the Managers’ continuing
appointment together with the terms and conditions
thereof on a regular basis. 

The Nomination Committee, chaired by Mr G K
Maddrell, operates within clearly defined terms of
reference, which are available on request, and
comprises the full Board unless otherwise
determined by the Board from time to time and is
convened for the purpose of considering the
appointment of additional Directors as and when
considered appropriate. In considering appointments
to the Board, the Nomination Committee takes into
account the ongoing requirements of the Company
and the need to have a balance of skills and
experience within the Board.

During the year the performance of the Board,
committees and individual Directors was evaluated
through a forum based assessment process led by
the Chairman. The performance of the Chairman
was evaluated by the other Directors under the
leadership of the Senior Independent Director.

The following table sets out the number of Board
and Committee meetings held during the year
ended 31 December 2009 and the number of
meetings attended by each Director.

G K Maddrell 9 9 2 2 1 1 1 1

T H Bartlam 9 9 2 2 1 1 1 1

R A Birkett 9 9 2 2 1 1 1 1

M Cannon Brookes 9 9 2 2 1 1 1 1

C M Gore Langton 9 9 2 2 1 1 1 1

Management 

Engagement and

Board of Audit Remuneration Nomination

Directors Committee Committee Committee 

Held Attended Held Attended Held Attended Held Attended 
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Report of the Directors (continued)

Individual Directors may, at the expense of the
Company, seek independent professional advice on
any matter that concerns them in the furtherance of
their duties. The Company maintains appropriate
Directors’ and Officers’ liability insurance.

Going Concern
As explained in the Chairman’s Statement, the
Directors are proposing the Company is placed into
Members’ Voluntary Liquidation. Therefore, these
financial statements have been prepared on a
break-up basis.

Under this basis, assets and liabilities are stated at
their fair value which materially equate to their
residual value.

Internal Control 
The Board is responsible for the Company’s system
of internal control and for reviewing its effectiveness.
The Board has therefore established an ongoing
process designed to meet the particular needs of
the Company in managing the risks to which it is
exposed, consistent with the guidance provided by
the Turnbull Committee. The process is based
principally on the Managers’ existing risk-based
approach to internal control whereby a test matrix is
created that identifies the key functions carried out
by the Managers and other service providers, the
individual activities undertaken within those
functions, the risks associated with each activity and
the controls employed to minimise those risks. A
residual risk rating is then applied. The test matrix is
regularly updated and the Board is provided with
regular reports highlighting all material changes to
the risk ratings and confirming the action which has
been, or is being, taken. A formal annual review of
these procedures is carried out by the Audit
Committee and includes consideration of internal
control reports issued by the Managers and other
service providers. 

Such review procedures have been in place
throughout the financial year and up to the date of
approval of the Annual Report, and the Board is
satisfied with their effectiveness. These procedures
are designed to manage, rather than eliminate, risk
and, by their nature, can only provide reasonable,
but not absolute, assurance against material
misstatement or loss. At each Board meeting the
Board monitors the investment performance of the
Company in comparison to its stated objective, the
benchmark index, and to comparable investment
trusts. The Board also reviews the Company’s
activities since the last Board meeting to ensure that

the Managers adhere to the agreed investment
policy and approved investment guidelines and, if
necessary, approves changes to such policy and
guidelines. 

The Board has reviewed the need for an internal
audit function. The Board has decided that the
systems and procedures employed by the
Managers, including their internal audit function and
the work carried out by the Company’s external
auditors, provide sufficient assurance that a sound
system of internal control, which safeguards
shareholders’ investments and the Company’s
assets, is maintained. An internal audit function,
specific to the Company, is therefore considered
unnecessary. 

Relations with Shareholders 
The Company welcomes the views of shareholders
and places great importance on communications
with its shareholders. The Managers hold meetings
with the Company’s largest shareholders and report
back to the Board on these meetings. The Board is
also regularly briefed on shareholder attitudes by the
Company’s brokers. The Chairman and other
Directors are available to meet shareholders if
required. The Annual General Meeting of the
Company provides a forum both formal and informal
for shareholders to meet and discuss issues with the
Directors and Managers of the Company. The Notice
for the forthcoming Annual General Meeting is set
out in a separate circular posted to the Company’s
shareholders with this document. A Special
Resolution relating to the proposed liquidation of the
Company is included within the Notice. The Annual
Report and Notice of Annual General Meeting is,
where practicable, sent to shareholders at least 20
working days before the meeting.

Financial Instruments
The Company’s financial instruments comprise its
investment portfolio, cash balances, overdrafts, bank
debt, debtors and creditors that arise directly from
its operations such as sales and purchases awaiting
settlement and accrued income. The financial risk
management objectives and policies arising from its
financial instruments and the exposure of the
Company to risk are disclosed in Note 17 to the
Accounts.

Disclosure of Information to Auditors
The Directors confirm that, so far as each of the
Directors is aware, there is no relevant audit
information of which the Company’s auditors are
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unaware and the Directors have taken all the steps
that they ought to have taken as Directors in order
to make themselves aware of any relevant audit
information and to establish that the Company’s
auditors are aware of that information.

Auditors
Ernst & Young LLP have expressed their willingness
to continue in office as auditors and a Resolution
proposing their re-appointment will be submitted at
the Annual General Meeting.

Substantial Interests in Share Capital 
As at 22 April 2010, the Company had received
notification of the following holdings of voting rights
(under the FSA’s Disclosure and Transparency
Rules):

Number of

Ordinary Shares Percentage

Held Held

F&C Monthly Savings Plan
and Retail Products 23,248,527 47.1  
F&C Asset Management plc 8,676,796 17.6  
F&C Investment and  
Income Plans 6,913,236 14.0

Individual Savings Accounts 
The Company’s shares are qualifying investments as
defined by HM Revenue & Customs’ regulations for
Individual Savings Accounts. It is the current
intention of the Directors that the Company will
continue to conduct its affairs to satisfy this
requirement.

Creditor Payment Policy 
The Company’s payment policy is to settle
investment transactions in accordance with market
practice and to ensure settlement of supplier
invoices in accordance with stated terms. The
Company did not have any trade creditors at the
year end or at the previous year end.

Environment 
The Company’s Managers are leaders in the field of
socially responsible investment and, with the
support of the Board, actively engage with investee
companies. Environmental factors are, therefore,
where appropriate, taken into consideration with
regard to investment decisions on behalf of the
Company.

By order of the Board 

F&C Investment Business Limited 

Secretary 

80 George Street 

Edinburgh EH2 3BU 

22 April 2010
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Directors’ Remuneration Report

The Board has prepared this report in accordance
with the requirements of the Companies Act 2006.
An ordinary resolution for the approval of this report
will be put to the members at the forthcoming
Annual General Meeting. 

The law requires the Company’s auditors to audit
certain of the disclosures provided in this report.
Where disclosures have been audited, they are
indicated as such. The auditors’ opinion is included
in their report on pages 23 and 24.

Directors’ Fees 
The Board consists solely of independent Non-
Executive Directors and considers at least annually
the level of the Board’s fees, in accordance with the
Combined Code on Corporate Governance. The
Company Secretary and Investment Manager, F&C
Investment Business Limited, provides information
on comparative levels of Directors’ fees to the
Board in advance of each review. 

The Board concluded following a review of the
Directors’ fees that the level of Directors’ fees for
the forthcoming year should remain unchanged from
those introduced in April 2007. 

The Chairman receives £22,500 per annum, and the
other Directors receive £15,000 per annum. The
Chairman of the Audit Committee receives an
additional £3,000 per annum. 

The Management Engagement and Remuneration
Committee chaired by Mr M Cannon Brookes,
comprises the full Board. As the Company has no
Executive Directors, the Committee meets, at least
annually, to determine the remuneration and terms
of appointment of the Investment Manager.

Policy on Directors’ Fees 
The Board’s policy is that the remuneration of non-
executive directors should reflect the experience of
the Board as a whole, be fair and comparable to
that of other relevant investment trusts that
are similar in size and have similar investment
objectives and structures. Furthermore the level of
remuneration should be sufficient to attract and

retain the Directors needed to oversee the Company
properly and to reflect the specific circumstances of
the Company, the duties and responsibilities of the
Directors and the value and amount of time
committed to the Company’s affairs. It is intended
that this policy will continue for the year ending
31 December 2010 and, if appropriate, subsequent
years. 

The fees for the non-executive directors are
determined within the limits set out in the
Company’s Articles of Association. The present limit
is £100,000 in aggregate per annum and the
approval of shareholders in a general meeting would
be required to change this limit. Non-executive
directors are not eligible for bonuses, pension
benefits, share options, long-term incentive schemes
or other benefits.

Directors’ Service Contracts
It is the Board’s policy that Directors do not have
service contracts, but new Directors will be provided
with a letter of appointment.

The terms of Directors’ appointments provide that
new Directors should retire and be subject to
election at the first annual general meeting after their
appointment. Directors will thereafter be obliged to
retire by rotation, and to offer themselves for re-
election by shareholders, at least every two years
after that. There is no notice period and no provision
for compensation upon early termination of
appointment.

Company Performance 
The Board is responsible for the Company’s
investment strategy and performance, although the
management of the Company’s investment portfolio

Date of Due date for
Director Appointment Re-election

G K Maddrell 12/04/1993 AGM 2010
T H Bartlam 08/03/2007 AGM 2011
R A Birkett 08/03/2007 AGM 2011
M Cannon Brookes 22/03/1996 AGM 2011
C M Gore Langton 10/05/1993 AGM 2010
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