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1o provide ¢ secure and growing iz,
combined with capital cappreciaiion Oy
muvesting in utility and related compe:. ..

Objective ¢t Foreign & Coioniai Speciai Utilizies mvestmei TusL 0

Summary ot Results

Split Capital Pool ‘'S’ Pool

Income Capital Package Ordinary

shares  shares units shares

Net assets 1687 50370 TR der TT3E3: [ IEE
per share/unit 1996 G0.18p  B9.48p 149.66p 120.65p
% change 0.3 29.0 17.5 16.2

Earnings 1987 5.370 - 5.37p 3.27p
per share/unit 1996 +.73p - +.73p 3.00p
% change 13.5 - 135 9.0

Dividends 19e7 5.18p - 5.18;2 3.10p
per share/unit 1996 +.70p - +.70p 2.90p
% change 10.2 - 10.2 6.9

Share/unit price? ieg” 7.5 Sl 158.0p 117 .55
1996 62.5p 60.3p  127.40p 99.5p

% change 7.7 39.5 25.2 18.1

' The fully diluted net asset value per ‘5" share at 30 September 1997 was 133.57p (1996: 117.22p).
?The '§’ share warrant price at 30 September 1997 was 39.5p (1996: 35.0p).

Financia: Caiendar

Annual General Meeting 19 December 1997
Final dividend payable 2 January 1998
interim results for 1997/8 announced May 1998
Interim dividend payable July 1998
Final results for 1997/8 announced November 1998

Company Registration Number 2829844




Chairman’s Statement

Dear Sharebolder,

['am pleased to report a fourth successive year
of growth in both asset value and dividend for
yvour Company.

During the year the net asset value of the Split
Capital Pool grew by 17.5% with the net asset
value of the Capital shares in the Split Capital

Pool growing by 29.0%.

The net asset value of the *$" Share Pool grew by

16.2% over the vear.

The dividend on the Income shares in the Split
Capital Pool is being increased from 4.7p to
5.18p.an uplift of 10.2%.This compares with
dividend growth on the FTSE All-Share Index for
the vear of 5.85%. which is our benchmark for

dividend growth in the Split Capital Pool.

While we remain fully committed to
outperforming this benchmark in the future,
shareholders should not expect that we will
continue 1o outperform by the sort of margin

achieved this vear.

The dividend on the '$' Shares is being increased
from 2.9p 1o 3.1p. an uplift of 6.9%.

Background to the year

This time last year, I was describing how the UK
utility sector's performance had been affected
by political worries about the Labour Party's
policies towards utilities and how. if Labour
were elected, performance would continue to
be affected until their policies became clearer. In
the event, the FTSE All-Share Utilities Index
increased 21.5% between the end of our

financial yvear and the date of the election and
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was up by a comparable amount after the
election. While the UK stockmarket performed
strongly over the year. it is now evident that the
political and regulatory risk to the utility sector
of a Labour election victory had been over
discounted. In government. the Labour Party has
not yet made the fundamental changes 1o utility
regulation that were feared by some and the
windfall tax was within the market’s range of
estimates. OQverall, Labour has so far shown
responsibility in fiscal and monetary matiers and
reaffirmed its support for a healthy private
sector. It is continuing the process of privatising

government owned enterprises.

Our focus on smaller utilities with special
attractions and our limited exposure to the
larger capitalisation UK. utilities (3.3% of the
Split Capitat Pool at vear end) make it inevitable
that the Split Capital Pool will not outperform

the FTSE All-Share Utilities Index every vear. In

the vear under review, the FTSE All-Share
Utilities Index appreciated by 40.7% with a

number of the large capitalisation utilities

Net Asset Value Performance {Package Units)
from inception to 30 September 1997
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Chairman’s Statement

continued

having outstanding vears. Over the longer term
however. we believe our policy will benefit
performance as demonstrated by the graph on
page 3 which shows that since inception of the
Split Capital Pool in 1993. net asset value has
grown by 81.3% compared to an increase in the
FTSE Utilities Index of 38.7%.

Our largest UK exposure remains to the smaller
water only companies (:i4.8% of the Split Capital
Pool at vear end). As we had hoped. they were
not subject to the windfall tax and we continue
to believe they are less exposed to political
interference. Some of these companies
enhanced shareholder value during the vear by
capitalisation issues of Preference shares and
buy backs. Two of our core holdings. Dee Valley
Water and Chester Water merged. and we took
the opportunity during the vear to sell our
shares in Mid Kent Holdings ar a significant
profit. Overall and reflecting these events. the
vahie of our holdings increased by 10.5% from

the beginning of the vear.

Pursuing our focus on smaller utilities and
related companies. we invested during the vear
in American Port Services. 2 UK listed operator
of ports and airports in the US. and in Jarvis
PLC. which is one of the two principal truck
maintenance and track renewal companies in
the UK. We also increased our investment in
Prism Rail. We believe that these investments are
serving shareholders well and we continue to

look for other comparabie investments.

We have carried on the process of gradually
increasing the Split Capital Pool's exposure to
overseas utilitics as we continue to believe that

in genenal they offer more attrctive opportunities

at the present time. both for dividend growth
and capital appreciation. At the vear end. 44.4%
of the Split Capital Pool's portfolio was invested
overseas as compared to 33.0% at 30 September
1996.

The 'S’ Share Pool's predominantly international
portfolio performed favourably against the
Datastream World Utility Index. which appreciated
by 11.4 % compared to the appreciation in the
'5" Share Pool'’s net assets of 16.2%. and slightly
underperformed the Dow Jones World Utiliny

Index. which appreciated by 17.9%.

Overseas. we increased our exposure to
emerging markets, where we believe there are
atrractive opportunities although often carrving
a higher degree of country and currency risk,
necessitating selectivity and frequent
monitoring. A review of two of these markets,
Brazil and China, is set out in the Investment
Manager's Review on pages 7 to 19, During the
vear we sold the positions we Tad built up in
Russian utilities: we invested @ total of
U85445.000 and achieved a profir of 32% on
disposal. At the vear end we had investments
across both Pools of £3.1 million in Latin
American utilities and £1.0 million in Chinese
and Hong Kong utilities. We have subsequently
increased our investments in Latin American
utilitics by &1.2 million and in Chinese and
Hong kong utilitics by £2.0 million. of which
&1 million relates to an investment in China
Telecom. We are showing small fosses on both
our Chinese and Hong Kong investments and
our Liatin American exposure. We believe the
investments represent good value on a medium

term basis.




Other new overseas investments made this year

include Qcean Wilson, a UK listed company,
which is a leading supplier of maritime services
in Brazil including port operations, and Lang
Corporation, an Australian stevedoring company,
which would be a major beneficiary of any
reform of waterfront employment practices. We
also purchased a convertible bond in Pakistan
Telecom denominated in US$ with the covenant
of the Pakistan government. We like to invest in
convertible instruments when available as they
reduce our risk profile.

Having reported last year that the performance
of our two Bermudian utilities had been
relatively disappointing, it was very pleasing
when Bermuda Telecom implemented a
restructuring which has greatly enhanced
shareholder value.

We continue 10 keep market and currency risk
under review and have hedged against both
types of risk during the year where we have felt
it appropriate. Markets have performed strongly
throughout the year under review and there
have been no market losses against which to set
off our hedges. On the other hand, our Currency
hedges saved us potential currency losses of
over £1 million in the year under review.

Investment management arrangements
At inception in 1993, Foreign & Colonial
Management (FCM) was appointed your
Company’s investment manager and Duncan
Saville, one of your Company’s directors, was
appointed investment adviser to your Company
and to FCM. At this time, your Company's
investment portfolio was some £50 million and
was essentially invested in the UK. At 30 September
1997, the investment portfolio had increased to

£118 million with investments in all continents
and over 20 countries. There has therefore been
a major build up of investments overseas.

To support Duncan with the expansion and
diversification of the portfolio and to provide
day to day analysis and research, Duncan's
wholly owned company, Utilities Advisory
Management Limited, employed Tony Edwards in
1993 and an assistant in 1994, Both continue to
be based at FCM's offices.

More recently, your board has been advised that
certain organisational changes were appropriate.
In particular, it was recommended that Tony
Edwards and his assistant should be separately
authorised by IMRO and, as a result, Tony has
formed Utilities Investment Research Limited
(UIRL), which is now authotised by IMRO to

provide investment advice to your Company.

At the same time, your board was advised that it
would be more appropriate if Duncan Saville's

services were provided by his wholly owned

Net Asset Value Performance ('S’ Shares)
from inception to 30 September 1997
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Chairman’s Statement

continued

company, Ingot Capital Management Ltd (Ingot),
which is licensed by the Australian Securities
Commission.

In substance however there will be no change
in the way your Company is provided with
investment advice. Nor will there be any
change in the management fees pavable by your
Company as a result of these organisational
changes.

The year ahead

The start of the current financial vear has been
marked by significant falls in most of the world’s
stockmarkets from what were historically very
high ievels. As an investor in utilities and related
companies, your Company’s portfolio has strong
defensive qualities and we are reasonably
confident that our performance will stand up on
a relative basis in whar are proving to be
difficult markets. We have some hedges against
market risk in place.

At the same time, these markets present buying
opportunities and we plan to avail ourseives of

these on 2 selective basis.

Alan Wheatley
November, 1997




investment Manager’s Report

Split Capital Pool

We are pleased to report that in our fourth vear

of operation, net asseis have continued to grow.

The appreciation in net asset value of the

package units was 17.5% and of the Capital

shares was 29.0%. The graph on page 3 shows

that since inception in August 1993, the net

asset value of the package units has appreciated

by 81.3%

In addition, we have increased the dividend on

the Income shares by 10.2%.

At our year end, 30 September 1997, the Pool's

investment portfolio had increased to £87.6

'S’ Share Pool

We are pleased to report that in its second vear
of operation, net asset value of the 'S’ Share Pool
grew by 16.2%. The graph on page 5 shows that
since inception in April 1995, the net asset value
of the ‘S’ Shares has appreciated by 46.8%.

In addition we have increased the dividend on
the 'S’ Shares by 6.9%.

At our vear end, 30 September 1997, the Pool's
investment portfolio had increased to £29.8
million. Thre gross exposure by utility sector can
be summarised as follows:

million. Our gross exposure by utility sector can  Utility Sector %
. Telecommunications 25.9
be summarised as follows: Electricity 223
Water 17.8
Urility Sector % Gas distribution 5.2
Telecommunications 13.4 Ports, Airports 5.0
Electricity 12.1 Road, rail 7.0
Water 52.8 Investment companies 113
Gas distribution 56 Other 1.5
Ports, Airports 4.4 100.0
Road, rail 34
Investment companies 7.2
Other 1.1 Our gross exposure is held through a
100.0 combination of:
%
Shares 96.9
Our gross exposure is held through 2 Convertible securitieswarrants 24
combination of: Fixed income 1.4
% Derivatives (net position) (0.7)
Shares 93.8 100.0
Convertible securities/warrants 4.6
Fixed income 2.1
Derivatives {net position) 0.5y  Our exposure by currency is as follows:
100.0 %
£ Sterling 30.0
US$/USS linked 29.1
Our exposure by currency is as follows: Other 40.9
. % 100.0
f Sterling 60.6
US$H/US$ linked 16.0
Other 23.4
100.0

oz oot & oM dpedia Utilines investment Trust PLE Report & Accounts 1867 7
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Investment Manager's Report

continued

This year we are reviewing the opportunities for
investing in utilities in emerging markets and, in
particular, two of the largest emerging markets,
Brazil and China. These markets have a number
of attractions for utility investors including
higher rates of volume growth in comparison
with the developed markets and the
Opportunity to invest at a time when there is
still major scope for efficiency gains. At the same
time, these markets carry undoubted risks, There
is the risk that the growth potential may not be
fully realised due for example to continuing
unresolved weaknesses in the cconomy. an
imbalanced industry structure or the absence of
an even-handed regulatory system. There is also
the risk of volatility inherent in emerging market
share prices. Inevitably there will be emerging
market utility companies that will produce very
high returns for shareholders and there will be
others that lose money for shareholders.

Brazil and China are amongst the largest nation
states in the world both in terms of geographical
size and population.

Brazili China UsSA UK
Population (millions) 159 1,200 266 59
GDP/capita (US$) 4,746 680 29,744 19,303
Area {million sq km} 85 9.6 9.1 0.24

Based on estimates jor 1996.

The potential for utilities in these countries to
achieve higher rates of volume growth is
illustrated by the following tables of electricity
consumption/capita and telephone lines/100

population.

Brazil China USA UK
kWh/capita 1,680 864 11,400 5,082

Lines{fixed)100 pop. 9.5 45 64 51

Based on estimates for 1996,

Reservatoric Usina
Hidreletrica Gov.
Parigot de Souza

Cia Paranaense de
Energia-Copel,
Brazil




BRAZIL

Brazil's political, economic and legal systems are
closer to those of the developed western
countries than are those of China. Protection of
commercial and shareholder rights is also closer
to that afforded by developed western countries
than that recognised by China. There is already 2
significant level of foreign investment, both
direct and portfolio.

Potential for growth

Brazil's electricity consumption in 1996 of
1,680 kWh compares with around 4,000 kWh
in Spain and Irtaly. Analysts believe Brazilian
consumption will move towards these levels as
the economy moves into a growth phase and
€Xpect consumption to grow by at least 5% pa

for the next ten vears,

Telephone lines (fixed) per 100 population were

9.5 in Brazil in 1996 compared with 18 in Argentina,

the country with the highest penetration in
Latin America, and with 38 and 45 for Spain and
Italy respectively. Cellular penetration in Brazil
in 1996 was 1.6% compared with 2.3% in Chile,
the country with the highest penetration in
Latin America, and 7.6% and 11.2°% in Spain and

Italy respectively.

At the present time there are some 16 million
lines installed in Brazil. It takes on average

24 months 1o obtain 2 line in Brazil and it is
estimated that more than 3 million customers
are waiting to acquire a line in Brazil in the

short-term.
Will this growth potential be realised

In our view there are three key drivers to the
fulfilment of this potential, which are inter-linked.

SertE It LoCramia’ dnedial Utlues investment Trust PLC Repors & Accounts 1997 ]

(a) artracting the necessary investment to build

the infrastructure, whether it is generating
capacity, other electricity infrastructure,
telephone lines or transport infrastructure.
{b) a conducive macro-economic environment,
and
(¢) a viable industry structure with an even-handed
regulatory system

(a) To date, Brazil has had little difficulty in
attracting the necessary investment, either
foreign or domestic. In fact, significant
premiums have been achieved over minimum
and expected bids in recent auctions. Top
international operarors from USA, Europe and
other Latin American countries have aiready
entered the Brazilian market.

However, much more investment is required as a
result of which the Government has initiated a

widespread privatisation programme.

(b) Turning to the macro-environment, we can
see dramatic changes since the introduction of
the Real plan in july 1994 with inflation coming
down from levels in excess of 5,000% pa at that
time to estimates for 1997 of 4-5% pa. Fiscal
policy does not have such a good record with
Brazil currently running a budget deficit of 5%
of GDP contributing to a Government financing
requirement of $50 billion this year. The US$
linked exchange rate is probably overvalued and
Brazil's current account deficit is running at
4.5% of GDP. The hope is that the potential for
around $80 billion of privatisation revenues in
the three vears to 1999 will provide the time to |
address on a long term basis the unsustainable
fiscal weaknesses.The recent currency crisis has
provided the impetus for greater fiscal stringency.




Investment Manager’s Report

"continued

It has also resulted in higher interest rates and
lowered estimates of GDP growth for 1998
(down to 0% real in the view of some
economists). Longer term however, the
potential for growth will be improved by the
impetus to greater fiscal stringency resulting
from the currency crisis.

(©) In both electricity and telecommunications,
new industry structures and new regulatory
frameworks are underway. Although uncertainry
remains, progress is being made and investors
are willing to accept the uncertainties in order

to gain access to such a large growth market.

Coopers & Lybrand were appointed by the
Government to propose a new regulatory
framework for electricity that would reward
investors appropriately, gear the system towards
higher efficiency and lead to lower tariffs in the
medium to long term (after a period of higher
tariffs in the short term). The sector remains
inefficient, the legacy of decades of under
investment and poor management while under
government control, and needs to auract long

term investment.

Coopers & Lybrand propose the separation of
generation, distribution and transmission under
which generation will become competitive and
the natural monopolies of distribution and
transmission will be reguiated. Distribution
companies can continue 1o own generation
businesses but can only purchase up to 30% of
electricity from their own generation. A new
independent regulatory body, ANEEL. will be
created. Initial contracts berween generators and
distributors covering existing generation
capacity will be set by ANEEL for a maximum

period of 15 vears. The proposal includes a
volume reduction of 10% pa in the last 10 vears
of the contracts. At the same time a spot marker
will be created to trade both new generation
capacity and existing capacity as the initial
contracts come off, 1o the extenrt that new

contracts with distributors are not entered into.

Distribution tariff formulas will allow
distributors to retain the benefits of efficiencies
and an independent transmission operator (ISO)
will be set up to operate the transmission grid
and for dispatching functions. This is currently
carried out by Eletrobras. which will continue to

own most of the grid.

In November, the Government set up ANATEL. i
new telecommunications regulatory agency,
which is intended to be independent, to take
over the regulatory functions previously carried
out by the Ministry of Communications. This is
preparatory to the Government's splitting up of
Telebras, which has 90% of Brazil's
telecommunications infrastructure, and the
subsequent sale of the Government's 50%
holdings in the constituent parts. This is targeted
for July 1998 and analysts estimate it could raise
$30 billion, Although there is much deuil to be
worked out. Telebras will be split into one long
distance company. three fixed line carriers and
9 mobile operators. ANATEL will set rates for
these companies for the five years after they are
sold and will define their minimum yearly
investment requirements. However, the industry
structure will be complex. Telebras currently
owns 27 local fixed line operating companies
and one long distance company. These
companies will continue to exist and will be

owned by the constituent parts into which
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Telebras is split, making 32 fixed line operating

companies in all. There will also be a total of 19
cellular companies in existence. On top of this,
it is suggesied that competitive, second
providers to the four fixed line constituent parts
of Telebras be set up after 1998 adding a further
four operating companies. This is unlikely to be
sustainable in the long term and it is probable
that some of the existing Telebras subsidiaries
will be absorbed by their new parents after July
1998. Moreover, most of Telebras® existing
subsidjaries have minority shareholders and
their shares are listed. Under the proposed new
industry structure. the liquidity of these shares

will become even more of an issue.

Investment possibilities in the utility
sector

Electricity

The Brazilian electricity sector is significantly the
largest in Latin America with some 58,000 MW of
installed capacity. Installed capacity is over 90%

hydro and 8-9% thermal including some nuclear.

Utilities where either Federal or State

Government has a controiling shareholding
dominate all sectors of the industry; generation,

transmission and distribution.

The sector comprises three integrated utilities,
Cemig, Copel and Cesp, one principal generating
company, Eletrobras, which accounts for over
40% of the nation’s generation, and a number of

distribution companies spread throughout the

country. Of these the largest are Eletropaulo,

Tudl BLl Repont ¢ AClount: 1997 11



Investment Manager's Report

continued

Light, CPFL and Cerj, based around either Rio de
Janeiro or Sao Pauio, and CEEE in the south of
Brazil. In addition, Eletrobras owns Brazil's 50%
shareholding in Iraupu, Latin America's largest
hydro plant with a total capacity of 12,600 MW,

It is possible to invest in all these companies,
which are listed. Cesj and CPFL are currently
owned as to more than 50% by private sector
investors while 48% of Cemig's voting shares are
owned by private sector investors. Of the
others which are still government controlled.
Eletropaulo is expected to be privatised in 1998
as are two out of four of Eletrobras’ principal

generating subsidiaries.

Telecommunications

Brazil is the 11th largest country in the world in
terms of installed telephone lines. It is possible
to invest in Telebras and nearly all Telebras® fixed
line operating subsidiaries. The Federal
Government owns just over 50% of the voring
shares in Telebras, with the private sector
owning the balance, and Telebras retains over
80% of the voting shares in its subsidiaries.

There are four companies outside the Telebras
system, of which three are owned by Stare
governments and one is owned by the private
sector, representing about 9% of Brazil's
telecomnmunications infrastructure. It is possible

to invest in one of these. CRT.

Currently, cellular services are provided by the
27 fixed line subsidiaries of Telebras. known as
“A band width™ operations. The Government has
also created 10 competing regional licences.
Band B, and has already successfully auctioned

off four of these to bidding consortia recently.

When Telebras is split up in 1998, it is proposed
to group the existing Band A operations into 9
regional areas which. except in Sao Paulo. wiil
correspond to the Band B regions and Telebras
will then look to sel its 50% shareholdings in
the 9 Band A cellular operations. There are
therefore no current possibilities to invest in a

pure cellular operator.

Water

The oniy Brazilian water company in which it is
possible to invest is SABESP, which has the
concession from the Sao Paulo State Government
to provide water and sewerage services in

S20 Paulo State, the most populous state in
Brazil. SABESP serves approximately 70% of
households in the State. The State of Sao Pauio
owns 92 % of the voting shares.

Ports

Terminals ar Brazilian ports are being privatised
in an endeavour to improve productivity which
is significandy less than in many other countries.
The terminals have been sold to consortia and
there are no pure port companies in which to
invest. Ocean Wilson plc, with interests in
towage and other maritime services in Brazil,
was a member of the winning consortium in the
first of the two terminals to be privatised to date
and is bidding on others and is the closest proxy

to a Brazilian port operator.

Rail, roads and airports

State governments have sold rail and road
concessions to the private sector but, as with
ports, there are no pure road or rail transport
companies in which to invest. The Federal
Governraent has stated that Infraero. which
operates and manages all Brazil's principal

airports. is to be privatised.




CHINA

China is a Communist country under one party
rule, Political and legal rights are more limited
than those in western democracies. The economy
is still in transformation from a centrally pianned
economy to a more market oriented economy
and it is less open to foreign investment than
Brazil. It is important in China for a utility
developer or operator to align himself with
government. central or local, often as joint

shareholders in the project.

or crowth

China’'s per ¢apita electricity consumption in
1996 was 864 kWh. In comparison, per capita
consumption in Hong Kong in 1996 was 4.400
kWh. Analysts are looking for electricity demand
in China to grow at an annual rate of 7-9% pa.To
keep pace with this growth in demand. to
climinate existing capacity shortages and to
establish a comfortable reserve margin.

enormous capacity additions will be required.

e mlIT. TEDT 13

Generating capacity is planned to increase by a
total of 20-25% berween 1996 and 2000 and
then 90% berween 2001 and 2010. The Government
has estimarted the investment required in generation
between 1996 and 2000 at US$84 billion.
Analysts estimate that a further $US50 billion is
required to be spent on transmission and

distribution assets in the period.

Telephene lines (fixed) per 100 population were
4.5 in China in 1996.This compares with 7.0 in
Thailand. 18.3 in Malaysia and 55 in Hong Kong.
Cellular penetration in China was 0.6% in China
in 1996 compared with 2.8% in Thailand, 7.4%
in Malaysia and 21.5% in Hong Kong.

Under the current Five-Year Plan. covering the
period 1996 to 2000. the intention is to double
China’s telecommunications capacity and
business volume through total planned

investments over the period of US$57.5 billion.

Zhejiang
Expressway Co.
Limited

China
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Investment Manager's Report

continued

Will this growth potential be realised
In our view there are three key drivers to the
fulfilment of this potential, which are inter-linked.

(@) attracting the necessary investment to build
the infrastructure, whether it is generating
capacity, other electricity infrastructure,
telephene lines or transport infrastructure.

(b} a conducive macro-economic environment,
and

(<) a viable industry structure and even handed

regulatory system

(2) China is less willing to accept foreign

investment than Brazil.

Foreign investment is not currently permitted in
electricity transmission and distribution. The level
of investment required in electriciry generation
however is such that significant foreign invesiment
will be required. China has targeted 20% or

$17 billion as the foreign investment contribution
to the capaciry additions in generation in the
period 1996-2000. In telecommunications, direct
foreign participation is not permitted; foreigners
ar¢ not permitted to own or operate

telecommunications assets in China.

China will therefore continue to rely principally
on domestic funding from power bureaux and
central and local government. Lending from
agencies like the World Bank and Asian
Development Bank and stock market listings of
electricity and telecommunications companies
like Huaneng Power and China Telecom to rajse
domestic and foreign capital will continue to
make a contribution.

However. there remains an undoubted
requirement for significant foreign funding via
project finance. debt and, where permined.
direct investment. There is also undoubted
foreign interest in providing the funding
because of the size of the potential markert. Lack
of government guarantees on currency
convertibility and repatriation and uncertainty
on allowable returns and delays in approvals has
meant only a handful of projects have been
financeable to date. More recently however
there are signs that compromises are being
made by the Chinese authorities that give hope
that more projects wiil become financeable

from the view point of foreign investors

(b) the macro-economic outlook is still
encouraging. The exchange rate should remain
stable. inflation is benign and interest rates have
been reduced. In 1996 there was a budget surplus
and a small current account deficit. GDP growth
is still expected to grow at 9-10% pa. Longer
term there is the need to deal with the large
numbers of inefficient State owned enterprises
and the potentially large unemployment that

will follow.

(¢) the Electric Power Law promulgated in 1996
has targeted various reforms in an initiative to
overcome some of the perceived shortcomings
of the electricity industry and which should
encourage investment in the industry. These
include the massive increase in generating
capacity referred to above, a trend towards
larger and more efficient generating units,
increased availability of electricity to residential
and rural end-users, listings of power companies
to raise capital to fund capacity additions,

creation of a reasonably transparent regulatory
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mechanism, creation of a national transmission
network by increasing and improving
interconnection between regional and provincial
grids and a plan to revise the existing tariff system
and subsidised prices. Norwithstanding the
Government's commitment to the development and
reform of the industry, major challenges remain
and development may not progress in a straight
line but in fits and starts.

The Electric Power Law encourages
competition, but while there is a shortage of
generating capacity most regions will remain a
sellers’ market in the near to medium term.
Guangdong province, one of the most

economically developed, is an exception.

Regulation of the industry is undertaken by the
Ministry of the Electric Power Industry (MEPI),
which is comprised of the representatives of the

various central, regional and provincial grids.

The listed power companies are regulated via a
return on asset formula. The pricing mechanism
allows recovery of all operating costs (including
fuel), depreciation, interest. currency Iosses on
foreign currency debt and taxes. It also allows a
15% return on average net fixed assets including
construction work in progress less an
adjustment on the debt financed portion of net
fixed assets. The pricing mechanism provides
that tariffs are set annually for the upcoming
year based on projected costs. capital
expenditures and assumed levels of output. Tariff
increases under the mechanism have to be
approved by local government bodies and in

some cases by central government.

(D

While the structure appears attractive for the

listed power companies and their investors. in
practice delays in tariff increase approvals are
common and in some cases tariff increases are

not made fully retroactive.

Much of the interest in the companies is driven
by the likelihood of new projects and the
resultant additional capacity, New projects in
China require approvais from both central and
local government and the process has resulted
in delays in the past. However with the huge
increases in capacity that have been targeted.
approvals should be forthcoming on 2 more

timely basis.

Unlike other Asian telecoms markets, foreigners
cannot own. operiate or participare in the
operation of telecoms services in Ching without
approval from the central government. The only
exception is China Telecom (Hong Kong)
Limited. which acquired certain cellular assets of
the Ministry of Posts and Telecommunications
(MPT) and wus floated in October 1997 in Hong
Rong. Nor is there a policy of aggressive
liberalisation of the Chinese telecoms murket.
The only competition to the MPT (and the
provingial Posts and Telecommunications
Administrations and municipal Posts and
Telecommunications Bureaus under its control)
is very limited. The competing operators are
Unicom and Great Wall. which are owned by
other Chinese government bodies. A form of
indirect foreign participation has evolved o
¢ase the financing requirement for these
operators but with limited success 1o date. So
long as the focus among the Chinese leadership
is to deal with the issue of the unprofitable State

owned enterprises. some analysts do not expect




any carly change to the foreign ownership and
liberalisation situation given the good financial
performance of the telecommunications sector

to date.

In 1994, the MPT split its role between an
operating arm, the DGT , and a regulatory arm,
the MPT. The industry in China is extensively
regulated The MPT controls entry to the industry,
scope of business, interconnection and transmission
line zrrangements, technology and equipment
standards and capital investment priorities. With
other Government bodies, the MPT regulates

tariff policies and spectrum allocation.

Unlike relecommunications, road transport in
the form of toll expressways is a sector where
foreigners have participated directly and via
listings of expressway companies. [t is another
sector which the Chinese have carmarked for

massive growth.

In the late 1970, road transport accounted for
less than 70% of total traffic volumes while in
1993 it exceeded 95%.The number of civilian
motor vehicles rose from 3.2 million in 1985 o
10.4 million in 1995. Since 1990, passenger
traffic has grown at a compound annual growth
rate of 10% and freight traffic at 7%. Between
1990 and 1995, 92,000 kms of new roads were
built. China’s highway development strategy is
centred around the construction by 20190 of the
National Highways Trunk System comprising

12 national trunk highwayvs which will link all
provincial capitals and all major cities with a
population of 1 miilion or more. The Ninth Five-
Year Plan projects that $65 billion is to be spent
on road construction between 1996 and 2000,

of which 10% is 10 be sought from foreign

investors, who will invest in toll exXpressways.
Both central and provincial governments are
involved in the administration of China's
highway sector. As central government funding
for highway construction continues to fall, it
becomes key for highway developers and
operators to align themselves with provincial

governments if they are 1o secure new projects.

Toll rates must be approved at the provincial
government level. Toll roads apply for toll
increases every vear. Some of the recently listed
operators have annual RPI linked toll increase
formutas. It is probably too early to assess
whether the system is working efficiently and
toll operators are receiving the toll increases to

which they are entitled.

Zhejiang
Expressway Co.
Limited

China
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Investment possibilities in the utility
sector

Siectricity

Installed capaciry was 236,500 MW at the end of
1996. Under the current Five Year Plan this is
projected to increase to 290.000 MW at the end
of 2000.This compares with Brazil's installed
capacity at the end of 1996 of 38.000 MW,
Approximately 70-75% of electricity is generated
by thermal stations. the bulk of which is coal

fired. and approximately 25% is hydro electriciry,

There are a number of partly investor-owned.
listed generating companies in which foreigners
can invest including Huaneng Power
International. Shandong Huaneng. Beijing
Darang. Zhejiang South East Electric Power,
Heilongjiang Electric Power and Guangdong

Electric Power.

Telecommunications

The only listed telecommunications company in
which foreigners can invest is China Telecom
(Hong Kong). which is the dominant provider of
cellular telecommunications services in
Guangdong and Zhejang provinces. These are
the two provinces with the largest number of
cellular subscribers. The company was set up to

acquire these operations from the MPT,

Expressways

There are a number of investor owned and partly
investor owned, listed expressway companics in
which foreigners can invest including Zhejiang
Expressway. Guangdong Provincial Expressway,
Sichuan Expressway. GZI Transport. Anhui
Expressway. Jiangsu Expressway and Road King
Infrastructure. There are also some broadly

based. listed infrastruture companies with

expressway operations including New World

Infrastructure and Cheung Kong Infrastructure.

To dare, new expressway development has been
weighted toward the more developed provinces
like Guangdong and we muy see increasing

interest in the less developed inland provinees.

Ports

There is not enough port capacity 1o meet China's
transport needs requiring both significint capaciny
expansion at existing ports and the construction
of new ports, with a particular focus on container
terminal development. Significant investment in

technology is also required to improve efficiencies.

There are somy investor owned or partly
investor owned. listed port service companies in
which forcigners can invest including Pacific
Ports. Chiwan Whart and China Merchants
Shekou Port Services. Some of the Hong Kong
operators like Hurchison Whampoa and COSCO

Pacific have significant port interests in China.

CONCLUSION

Brazil and China ire two emerging markets
which long term investors in international
utilities should not ignore. Their utilities offer
the higher growth rates generally found in
emerging markets. In addition, their cconomies
are much larger and there is a greater universe
ol utility companics to choose from. Brazil and
China are different markets and investors need
o know what these differences are. Brizil has
fiscal weaknesses and an overvalued Currency
and is more open to forcign mvestment. China is
facing the: huge challenge of restructuring its
highly inefficient State owned industries and

governnent connections remain the key,



Undoubtedly there are risks 1o investing in
cither market. macro economic risk and risks
refating fo industry structure. minority
shurcholder rights and regulation. Investment
decisions for fund managers mayv be more
difficult than for utilitv companies in the

developed economies.,

Your Managers believe both these markets will

outperform on i long, term basis. They continue
to carry out their research and have already

made a number of investments.

Usina Hidretetrica
Gov. Bento Munhoz
da Rocha

Cia Paranaense de
£nergia-Copel,
Brazil
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Capital Structure

Foreign & Colonial Special Utilities Investrment Trust PLC
Net Assets: £116.0m

I
Split capital pool
Net assets: £87.9m

|
[ L

Inceme shareholders
Net assets; £30.2m

Capital shareholders
Met assets: £57.7m

i
'S’ pool
Net assets: £28.1m
|

I l
50,000,000 50,000,000
Income shares Capital shares

Net assets per share Net assets per share
60.4p 115.5p

Net assets per package unit
175.8p

Company History

Foreign & Colonial Special Utilities
Investment Trust PLC (SUIT) commenced
operations on 23 August 1993 as a split
capital trust comprising 50m income shares
and 30m capital shares. Its purpose was to
invest in utilities with special attractions.
The original portfolio included several large
holdings in water only companies.

On 4 April 1995 the Company issued 20m
‘S’ ordinary shares with 4m warrants
attached. The proceeds from this issue have
been used to form a separate pool of assets.
with its own income, expenses and capital
transactions.

Entitiements

Snlit Capita! Pool

= Income shareholders are entitled to
all the revenue profits attributable to the
split-capital pool. On a winding up,
they are entitled to 60p per income share
plus any undistributed revenue profits of
the Company attributable to the split
capital pool.

20,026,850 3,973,150

'S' shares *S* share warrants
i
1
1
)

Net assets per share Assume exercise of

140.2p warrants

| E
24000000 )

'S* shares
1
1

Net assets per share
(fully dituted) 133.6p

= Capital shareholders have no entitlement
to income. On a winding up, they are
entitled to all the surplus assets of the
Company attributable to the split capital
pool, after pavment has been made to the
income shareholders.

+ Package units are available, consisting of
one income share and one capital share.
These package units are separately traded
on the London S$tock Exchange and are
separately listed in the Daily Official List.

‘'S Pooi

» 'S" sharaholders are entitled to all the
income available for distribution from the
'$”pool and, on a winding up, to all the
surplus capital of that pool.

* ‘S"warrant holders are entitled to
subscribe for ‘S’ shares at £1 each.



Relationship between the Split Capital and ‘S’ Pools

The costs of managing and administering
the two pools are borne by each of the
pools separately. Where expenses are not
specifically attributable to the split capital
pool or the 'S’ pool, each pool will generaily
bear a proportion of such expenses
calculated by reference to the respective
gross assets of each pool.

Each pool will, subject to the availability of
funds. generally participate in new
investment opportunities in proportion to
the gross assets of the pool as shown in its
latest monthly valuation (subject to
adjustment for any material realisation,
acquisition or revaluation). However, the
Directors will have discretion to allocate
the investment participations between tiie
s$plit capital and 'S pools on a different basis
where considered appropriate. Where one
pool does not invest, the other pool may
invest and take up ali or any part of the first
pool’s proportion.

The two pools will remain separate and will
be managed for the exclusive benefir of the
relevant class or classes of shareholders
save that the Directors may adjust the
allocation of assets berween the two pools
to compensate for or reflect the
contribution of each pool to the overall tax
position of the Company. Any borrowings to
fund acquisitions for the split capital pool
or the *$” pool will be attributed to that pool
and. if secured, will be secured only on the
assets of that pool. In addition the Directors
will seek to ensure that borrowings to fund
acquisitions for a particular pool are made
on the basis that the lender has recourse

Ca ninEs tnvestmant Trust 2LC Renort & Acounts 1997 21

only to the assets of that pool. The
Directors do not expect that the Company
will incur any significant long-term balance
sheet gearing for the account of either
pool.The Directors will ensure that the
affairs of the two pools are managed, in
particular in relation to borrowings. so as to
minimise the risk of a revenue or capiral
deficit arising in either pool.

If. in exceptional circumstances, a revenue
deficit were to arise in one of the pools.
this could reduce the amount of profits
which would otherwise be available for
distribution to the shareholders of the
other pool. If the corporation tax paid by
the Company in any vear is reduced or
increased by reference 10 the revenue
account or the nature of the investments of
one pool. the other pool may retain a tax
benefit as a result of that reduction or
suffer a tax Hability as a result of that
increase.

Unless they have agreed otherwise,
creditors of SUIT can have recourse to all
the assets of SUIT in satisfaction of their
claims and would not be limited to
recourse against one or other of the asset

pools.




Twenty Largest Equity Holdings (5plit Capita! Pool)

1({1) East Surrey Hoidings (UK} 20.3%
Water only company supplying East Surrey and parts of
Kent, Sussex and the London Borough of Croydon.
242 ze Valley Water (UK} 16.8%
Water only company supplying an area of North Wales.
2 {10 Bermuds Teiephone (Bermuda} 4.3%
The Bermudian domestic telecommunications utility.

£ {8} International Energy Group

{Guernsey) 3.8%
Sole distributor of gas in Guernsey and jersey.
g iy nfrastructure & Utlities NZ

{New Zeaiand) 3.6%

Closed end fund investing in securities issued by entities
in the New Zealand infrastructure and utilities sectors.

£1i3  Aguzars de Barzeiona (Spain} 3.6%
The largest private sector water utility in Spain.
I AELLT Heldings (Bermudal 3.1%;

The Bermudian electricity utility.
moT Sriste! Water Holdings (UKD 2,00,
Water only company supplying an area of
Gloucestershire and Somerset. centred on Bristol.

Ay Zambriooe Vater (UK 2.0

Water onlv company supplying an arex centred on the
Citv of Cambridge.

‘=, infraii. Austraiia (Australia} 2.
Closed end fund investing in securities issued by
cntities in the Australian infrastructure and utilities

3
¢

N

SECLOTS,

11 {19) Jersey Electricity (Jersey )
The Jersey electricity utiliny.

[
(g}
5]

12 (15) Caribbean Utilities (Cayman Islands?
The electricity utility of Grand Cayman.

13 {13) Brockhampton Holdings (UK:! 1.8%:
Water only company supplying an area of Hampshire

and West Sussex.

14 (-} Ocean Wilson Holdings (8razil} 1.7%
A Ieading supplier of maritime services and a port
operator in Brazil.

15 (-} Prism Rait (UK} 1.5%
Train operating company with four franchises.
16 (20} BT (UK) 1.5%
The leading British telecommunications utility.
17 (-} tang Corporation {Australia} 1.4%

Owns one of the two major stevedoring companies
in Australia.

18 1-Y OTE (Gresca) 1.3%

The Greek telecommunications utility.

124 Jarvis (UK) 1.1%
One of the leading railway infrastructure maintenance

and renewil companies.

-

5 - Amerizan Water Woerks (US? 1.0%

S

The leading investor-owned US water utility.

The figures in brackets denote the position at the previous year end, Percentages shown are the percentages of net assets
attributable to income and capital shareholders. The value of the twenty largest holdings represents 78.5% (1996: 85.4%) of the

Split Capital pool's portfolio.



Arnerican Water Works £0.9m

Jarvis Group £0.9m

OTE £1.2m

Lang Corporation £1.2m

BT £1.3m

Prism Rail £1.4m

Ocean Wiison Holdings
£1.5m

Brockhampton Holdings
£1.6m

e T SerTtEe UL TES Investment Trus 2

Caribbean Utilities
£1.7m

w

East Surrey Holdings £17.8m

Dee Vailey Water £14.8m

Bermuda Telephone £3.8m

International
Energy Group
£3.3m

infratil NZ £3.2m

Aguas de Barcelona
£3.2m

BELCO Holdings
£2.7m

Bristol Water Holdings
£2.6m

b i e p

Cambridge Water £2.5m

Infratil Australia
£2.2m

Jersey Electricity £1.8m

e T U
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Statement of Total Return

(incorporating the Revenue Account)

for the year ended 30 September

(Split Capital Pool)

1997 1996

Revenue Capital Totai  Revenue Capital Total

£'000s £'000s £'000s £000s  &000s  &'000s

Gains on investments - 12,465 12,465 8.442  B.442
Gains on futures contracts - 114 114 - (73%)  (73®
Exchange gains and losses 4 673 669 (2 99) (10D

income 4,175 - 4,175 3.785 - 3.785
Management and advisory fees (410} (273) (683) 403 270 (673)
Other expenses (186) (124) (310) (133 (89 (222

Net return before finance costs and tax 3,575 12,855  16,43C 3,245 T.251 10490
interest payable and similar charges (73) - (73) (159 - (159

Return on ordinary activities before taxation 3,502 12,855 16,357 3,086  T.251 10,337
Tax . (815) 133 {682) 22 93 (629

Return attributable to shareholders 2,687 12,988 15,675 2364 T.344 9708
Dividends (2,590) - (2,590) (2.350) - (2350

Amount transferred to reserves - 97 12,988 13,085 14 T.344  7.358
Return per income share - 5.37p - 5.37p 4.73p - 173
Return per capital share - 25.98p  25.98p - 1469p 14.69p
Return per package unit 5.37p 25.98p 3135p 173p 44.69p 19.42p

All revenue and capital items in the above statement derive from continuing operations.
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Balance Sheet (Split Capital Pool)

at 30 September

1997 1996
£000s £°000s £'000s £000s
Fixed assets
tnvestments
Listed in Great Britain 51,614 51717
Listed outside Great Britain 32,060 20671
83,674 2,388
Unlisted at directors’ valuation 3,858 3,394
87,632 T5.982

Current assets
Debtors 1,905 4147
Taxation recoverable 207 533
Cash at bank and short-term deposits 3,185 11~

5.307 470"
Current liabilities
Creditors: amounts falling due within one year 5,002 5.950
Met current assets/{liabilities) 305 (1.153)
Total assets less current liabilities 87,937 74,829
Provision for liabilities and charges (23 =
Net assets 87.914 74.829
Capital and reserves
Called up share capital 1,000 1.000
Share premium 47,500 47500
Capital reserves 38.22¢ 20.241
Revenue reserve €5 88

36,914 73,829

Shareholders’ funds - non-equity 87.214 74.829

Approved by the board on 18 November 1997

AL E. WHEATLEY Director

Foreigr & Jootpal Snenal Utitmes investmens Trust PLC Report & Accounts 1997
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Twenty Largest Equity Holdings ('S’ Pool)

1(3) American Water Works (US) 5.4%
The leading investor-owned US water wtility.
2 {12} Bermuda Telephone (Bermuda) 4.4%

The Bermudian domestic telecommunications utility.

Infrastructure & Utilities NZ

{(New Zealand) £.3%
Closed end fund investing in securities issued by entities
in the New Zealand infrastructure and utilities sectors.

2 (1

L=l BT UK 4.2%
The leading British telecommunications utility.
St Prism Rall (UG 4.1%
Train operating company with four franchises.
5= infratil Australiz (Austraiia) 4.0°

Closed end fund investing in securities issued by entities
in the Australian infrastructure and utilities sectors.

720 lerszy Blecuricity (Jersay) 3.€%
The Jersev electricin utility.,
S Telerem Walia Mobiie {haiy: 3.6%:

Italy’s feading mobile telecommunications Company.

"L BELCO Holdings (Bermuda) 3.5%

The Bermudian electriciry urility:

fo ~

© (A Carinbzan Utilitee {Cavman isiands) 3.3%
The electricity utility of Grand Cavman.

-

11 (13) Aguas de Barcelona (Spain) 3.3%
The largest private sector water utility in Spain.

12 (-} Cambridge Water {UK) 2.9%
Water only company supplying an area centred on the
Ciry of Cambridge.

13 (-} Telecom Italia SPA (kaly) 2.9%
Italv’s telecommunications utility.

14 {-) American Port Services (US) 2.6%
Operator of ports and airports in the US.

15 (-) Railtrack (UK) 2.6%
Railway infrastructure urility.

16 {14) Teie Danmark {Denmark) 2.3%
The Danish telecommunications utility.

17 {19) AUMAR (Spain) 2.0%

Spanish toll road urility.

18 (-} Environment Investment Co. (Jersey) 1.9%
Closed end fund investing in companies which should
benefit from increased spending on environmental
products and sevices.

19 {-) Lang Corporation {Australia) 1.8%
Owns one of the two major stevedoring companies

in Australiz.

20 {~) Eietricidade de Portugal (Portugal)  1.8%

The Portuguese electriciey utility.,

The figures in brackets denote the position at the previous year end, Percentages shown are the percentages of net assets
attributable to 'S’ shareholders. The value of the twenty largest hoidings represents 60.7% (1996 73.6%) of the ‘S’ pool’s portfolio.



Eletricidade de Portugal £0.5m

Lang Corporation £0.5m

Environment Investment Co.
£0.5m

AUMAR £0.6m

Tele Danmark
£0.6m

Railtrack £0.7m

American Port Services
£0.7m

Telecom ltalia SPA
£0.8m

American Water Works £1.5m

Cambridge Water £0.8m

Bermuda Telephone £1.2m

Infratil NZ £1.2m

BT £1.2m

Prism Rail £1.2m

infratil Australia
£1.1m

Jersey Electricity
£1.0m

Telecom Italia Mobile
£1.0m

Belco Holdings
£1.0m

Caribbean Utilities
£0.9m

Aguas de Barcelona
£0.9m
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Statement of Total Return

(incorporating the Revenue Account)
for the year ended 30 September

('S’ Pool)

1997 1996

Revenue Capital Total  Revenue Capital Tortal

£'000s £000s £000s £000s  X'000s  A000s

Gains on investments - 3,322 3,322 - 445 4s
Gains on futures contracts - 30 30 - (165)  (165)
Exchange gains and losses (12) 636 624 ) 94 92
Income 1,230 - 1,230 1.102 - LI
Management and advisory fees (142) {85) {237) (13D E™Y 218
Other expenses (70) (47) 17 (3%) 38 (93)
Net return before finance costs and tax 1,006 3,845 4,852 914 3949 4.863
Interest payable and similar charges (173) - (173) 0] - et
Return on ordinary activities before taxation 833 3,848 4,679 844 3949 4793
Tax (178 4 {134 (244) 39 (20%)
Return attributable to shareholders 653 3,850 4,545 600 3988 4,588
Dividends (621) - (621} (380 - (580)
Amount transferred to reserves 34 3.890 3023 200 3988 4008
Return per *$’ share 3270 19.43p  22.70p 300p  19.94p  22.94p
Return per '8° share - fully dituted + 16.212 20.26p t o 16.62p 2051p

* Fully diluted return is not applicable.

All revenue and capital items in the above statement derive from continuing operations.



Balance Sheet
at 30 September

('S' Pool)

1997 1996
£'000s £000s £000s AQ00s
Fixed assets
Investments
Listed in Great Britain 6.360 5.739
Listed outside Great Britain 21,518 20,414
27,878 26,173
Unlisted at directors’ valuation 1,936 620
29,814 206,793
Current asseis
Debtors 3,603 3.696
Taxation recoverable 187 226
Cash at bank and short-term deposits 392 114
4,162 +,036
Current liabilities
Creditors: amounts falling due within one year
Loans 1.800 2150
Other 4.083 +.486
5.883 6.036
et current assets/(liabilities) (1721 (2.600)
Total assets less current liabilities 28,093 24,193
Provision for liabilities and charges (10) (52)
Net assets 28.083 24,141
Capital and reserves
Called up share capital 200 200
Share premium 7 43¢ 17435
Warrant reserve 1.468 1,474
Capital reserves 2,877 +.987
Revenue reserve 79 45
27.883 23941
Sharehoiders’ funds - non-equity 28,083 24,141

Approved by the board on 18 November 199

Ao Uity

VY Director

Alon Wlaotley

Sorent & Lo Soeda Unies investment Trust 6.7 Senott & Loyt 1967
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Auditors’ Report on the Memorandum Pool
Accounts

To the directors of Foreign & Colonial Special Utilities Investment Trust PLC

As requested we have reviewed the

‘Memorandum Pool Accounts” on pages 24, 25,
28 and 29 of the 1997 Report and Accounts of
Foreign & Colonial Special Utilities Investment

Trust PLC (‘the Company ).

M
Price Waterbouse
Chartered Accountants
18 November 1997

On the basis of our review we report that in our
opinion the "Memorandum Pool Accounts” have
been properly prepared from the Company's
books and records on a basis consistent with
the accounting policies set out in note 2 to the

Financiul Statements on pages 43 and 44.

o

Southwark Towers
32 London Bridge Street
London SE1 98Y



Directors

Alan Wheatley t § FCA, Chairman. is a non-
executive director of Babcock International
Group PLC, Legal & General Group Pic,

N.M. Rothschild and Sons Limited and

Deputy Chairman of Ashtead Group PLC.

John Kay t § is Director. School of Management
Studies, Oxford University and 2 director of
London Economics Limited. He has written and
consulted on the privatisation and regulation of

utilities.

Duncan Saville. FCA. B. Com (Hons). B.Sc
(Hons). investment adviser to SUIT. is a non-
executive director of two licensed water only
companies, East Surrey Holdings PLC and Dee
Valley Water PLC. He has been an adviser on

privatisation and corporatisation.

T These directors constitute the Audit Committee.

§ Member of the Remuneration Committee.

Foreign & Colomal Soecial Utilities Investment Trust PLC Report & Accounts 1997 EX|

Peter Spiller t §,is a partner with Cazenove &
Company and a director of Capital Gearing Trust
PLC.

Jeremy Tigue, joined Foreign & Colonial
Management Limited in 1981. He is also a
director of Foreign & Colonial Smalier

Companies PLC.

Roger Urwin 1 §.Ph.D.. MIEE. is Managing
Director. Transmission. at The National Grid
Company plc. He has had many vears
experience in the UK electricity industry, and
played a major role in its restructuring and

privatisation.




Management

Tony Edwards through his company, Utilities David Harding carries out the company
Investment Research Limited. carries out analysis  secretarial duties on behalf of Foreign &
and research and provides investment advice to Colonial Management Limited. He joined the
the Company on a day-to-day basis. He is an Group in 1973,
alternate director of SUIT.

Nick Pitt-Lewis is Director of Compliance for
Paul Cameron assists Tony Edwards in the Foreign & Colonial Management Limited. He
day-to-day analysis and research and the provision  joined the Group in 1992,

of investment advice to the Company.

Robert Dowdali is Director of Finance for
Foreign & Colonial Management Limited. He

joined the Group in 1990.

Secretary and Registered Office: Foreign & Colonial Management Limited,
Exchange House, Primrose Street, London EC2A 2NY,

Regulated by Investment Management Regulatory Organisation Limited (IMRO)
and the Personal Investment Authority,

Registered in England.

Telephone: 0171-628 8000

Telex: 886197 or 8811745 (FORCOL G)

Facsimile: 0171-628 8188

Banker: The Roval Bank of Scotland pic.
Registrars: The Roval Bank of Scotland plc.. Registrars Department, PO Box 435,
Owen House, 8 Bankhead Crossway North. Edinburgh EH11 4BR,

Telephone: 0131-556 8555.

Auditors: Price Waterhouse, Southwark Towers, 32 London Bridge Street, London SE1 95Y.

Member of The Association of
T

(@R /11vestinent Trust Companies



Report of the Directors

The directors present their report and the
financial statements of the Company for the vear
ended 30 September 1997.

Status of Company

The Company is an investment company as
defined by Section 266 of the Companies Act
1985.

During the year under review the Company
carried on the business of an investment trust
and has since conducted its affairs so as to
continue to qualify as such under the provisions
of Section 842 of the Income and Corporation
Taxes Act 1988. The last accounting period for
which the Company has been treated as
approved by the Inland Revenue was for the
year ended 30 September 1996.

The Company is a qualifying investment trust
under the Perseonal Equity Plan Regulations
1989, as amended. and therefore up to £6.000
may be invested in the Company's shares via a
Personal Equity Plan in any one fiscal vear.

The accounting policies adopted are stated in
note 2 to the accounts.

Results and Dividends

Split Capital Pool £'000s £'000s

Net revenue available for
distribution on income shares 2,687

Dividends paid or payable

interim of 1.57 p per share
paid 15 tuly 1997 785

Proposed final of 3.61p per share
payable 2 January 1998 1,805 2,590

Amount set aside to reserve 97

The final dividend now recommended of 3.61p
per income share makes a total dividend of
5.18p per income share for the year ended

30 September 1997,
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'S’ Pool £'000s £'000s
Net revenue available for distribution

on 'S’ ordinary shares 655
Interim of 0.90 p per share

paid 15 July 1997 180
Proposed final of 2.20p per share

payable 2 January 1998 441 621
Amount set aside to reserve 34

The final dividend now recommended of 2.2p
per 'S’ ordinary share makes a total dividend of
3.10p per 'S’ ordinary share for the vear ended
30 September 1997.

Share Capital

On 31 fanuary 1997, 17 holders of warrants to
subscribe for 'S ordinary shares exercised their
right to subscribe for a total of 17,500'S
ordinary shares at the fixed subscription price
of 104} p per share.

A notice reminding wargnt holders of their
subscription rights will be sent out towards the
end of December.

Substantial Share Interests

At 18 November 1997 the following
notifications of holdings of 3% and over in
various classes of the Company's share capital
had been received,

Income  Capital 'S’ ordinary
shares of shares of shares of
1peach 1peach 1p each
Foreign & Colonial
Investment Trust PLC 5,000,000
Foreign & Colonial PEP
(interests of the
participants held in
the name of
Glyn Mills Nominees) 2,196,430
General Provincial Life
Pension Fund Limited 28,764,000 8,450,500

Ruffer Investment
Management Ltd 7,132,000
Goy Harris

Cartwright 2,150,242
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Report of the Directors

continued

Review of Activities

A review of the Company’s activities is given in
the Chairman’s Statement on pages 3 to 6 and in
the Investment Manager's Report on pages 7 to
19.

Directors

The directors of the Company are featured on
page 31 and al! held office throughout the vear
under review. In accordance with the
Company’s articles of association, Mr. D.E Saville
and Mr.A E.Wheatley retire at the annual general
meeting and. being eligible. offer themselves for
re-election.

Mr. D.P. Saville, the executive director, has a
continuing service contract with the Company
subject to termination by two vear's notice.
Mr A. E. Wheatlev does not have a service
contract with the Company

Denails of directors’ shareholdings in the Company
are contained in note T to the accounts.

Management

Details of the Company’s various management.
investment advisory and service agreements. all
of which have termination periods of two years.
are contained in note 4 to the accounts.

The Foreign & Colonial Group has arrangements
under which stockbrokers pay for various
investment services used by the Group in return
for stated amounts of commission. Foreign &
Colonial Management's policy is that this
commission should not exceed 15% of the tota)
commission in any one vear paid by clients of
the Group which permit soft commission
arrangements: in 1996 the figure was 102, of
COMMIssions.

It is the Company's policy 1o exercise its voting
rights at shareholders” meetings of investee
companies.

Decisions on contested take-over bids are always
referred to the board of directors.

Duration of the Company

In accordance with the Company's Articles of
Association, the peried fixed for the duration of
the Company will expire on 24 August 2003 and
a resolution will be proposed requiring the
Company to be wound up voluntarily unless 2
special resolution releasing the Board from its
obligation to do so has been passed not earlier
than 24 August 2002, If the Directors are not
released from their obligation to propose a
winding up resolution in 2003, the holders of
the *$" ordinary shares will be offered the
Opportunity to approve armangements to enable
them to continue to participate in the pool of
assets attributable to the '8’ ordinary shares
through a successor fund having a similar
investment policy and objective and 2 planned
life until 2008.

Corporate Governance

Throughout the year under review. the Company
has complied. where necessary, with the
recommendations of the Code of Best Practice
of the Cadbury Committee (The Committee on
the Financial Aspects of Corporate Governance)
as incorporated in the Listing Rules of the
London Stock Exchange.

Price Waterhouse have reviewed those matters
which the Listing Rules recommended that the
auditors should review. Their report on the
results of the review is set out on page 38,

It is the responsibility of the board to ensure

that there is effective stewardship of the

Company’s affairs. The board is comprised of

six directors, one of whom is an executive ,
director and four of whom, including the

Chairman, are wholly independent of the

management company. The board meets

regularly and determines strategy and all

operational matters of @ material nature.



The board does not operate a nominations
committee. Appointments of directors are made
on a formalised basis by reference to selection
criteria agreed by the full board.

Internal Financial Control and Audit
Committee

The directors have overall responsibility for the
Company’s svstems of internal financial
controls. These aim 1o ensure that assets of the
Company are safeguarded. proper accounting
records are maintained and the financial
information used within the business and for
publication is reliable. The systems of internal
financial controls are established to provide
reasonable. but not absolute, assurance against
material mis-statement or loss.

The board meets regularly and at each meeting
reviews investment performance and financial
results. It monitors compliance with the
Company’s objectives and is directly responsible
for investment strategy. asset allocation and
gearing,

The board has contractually delegated
responsibility for management of the portfolio.
custody. accounting and company secretarial
services to Foreign & Colonial Management
Limited (the Manager). Details of the terms of
its agreement with the Manager as set out on
page 45 are periodicaily reviewed by the
Company's Audit Committee,

The Manager has established an internal control
framework to provide reasonable assurance on
the effectiveness of the internal controls
operated on behalf of its clients. The
cffectiveness of these controls is monitored by
the Manager’s Group Audit Committee. which
receives regular reports from the Manager's
compitance and internal sudit functions.

The independent directors of the Company
constitute the Audit Committee. The primary

role of the Committee is to review the
Company’s accounting policies. the contents of
its annual financial statements, the adequacy and
scope of the external audit and compliance with
regulatory and financial reporting requirements.
The Committee has direct access to the
auditors, Price Waterhouse. 1o the Internal Audit
and Compliance Directors of the Manager and
to the Manager’'s Group Audit Committee,

The Company’s Audit Committee has received
and reviewed a report from the Manager’s
Group Audit Committee on the effectiveness of
the internal financial controls maintained on
behalf of the Company.

By means of the procedures set out above the
directors have reviewed the effectiveness of the
internal financial controls systems for the
period.

Going Concern

The directors believe that it is appropriate to
continue to adopt the going concern basis in
preparing the accounts as the assets of the
Company consist mainly of securities which are
readily realisable.

Remuneration Committee

The Company’s Remuneration Committee is
comprised of Mr.AE. Wheatley (Chairman),
Professor LA, Kay. Mr. R.PA. Spiiler and

Dr. RJ. Urwin. The board has agreed that
additional remuneration of 0.00975% per
quarter of the Company’s funds under
management should be paid to Mr AE. Wheatiey
in view of special duties performed by him
outside his ordinary duties a3 a director. This
agreement is subject to regular review by the
Remuneration Committee excluding, Mr. Wheatley,
The Board considers that the Company otherwise
complies with section A of the Best Practice
Provisions annexed to the Listing Rules of the
London Stock Exchange,
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Report of the Directors

continued

Policy on payment of Suppliers

The Company’s principal suppliers are Foreign
& Colonial Management Limited, Ingot Capital
Management PTY Limited and Utilities Investment
Research Limited. These companies provide
investment management services and are paid in
the month following the end of each calendar
quarter in accordance with the terms of the
respective agreements. Other suppliers are paid
in accordance with the individual pavment
terms agreed with each supplier. At 30 September
1997, the Company's outstanding trade creditors
were equivalent to one day’s pavments to suppliers.

Auditors

The auditors, Price Waterhouse, have indicated
their willingness to continue in office and a
resolution re-appointing them and authorising
the directors to fix their remuneration will be
submitted at the annual general meeting.

Special Business at the Annual General
Meeting

Shareholders will find on pages 59 and 60 the
notice of the forthcoming annual general
meeting of the Company to be held on

19 December 1997, In addition to the ordinary
business of the meeting, two resolutions
(numbered 5 and 6) are proposed as special
business.

Authority of directors to allot shares
Resolutions 5 and 6 in the notice of annual
general meeting are similar to the authorities
given to the directors at the last annual general
meeting. By law, directors are not permitted to
allot new shares (or 1o grant rights over shares)
unless authorised to do so by shareholders. In
addition, directors require specific authority
from shareholders before aliotting new shares
(or granting rights over shares) for cash without
first offering them to existing shareholders in
proportion 10 their holdings. Resolution 5 gives
the directors. for the period until the conclusion

of the annual general meeting in 1998, the
necessary anthority to allot securities up to an
aggregare nominal amount of £60.000. which is
equivalent to 5 per cent., of the issued share
capital. Resolution 6 empowers the directors.
until the conciusion of the annual general
meeting in 1998 or, if earlier, the expiry of
fifteen months from the date on which
resolution 6 is passed. to ailot securities for
cash, otherwise than to existing shareholders on
a pro-rata basis, up 10 an aggregate nominal
amount of £60,000, whicl: is equivalent to 5 per
cent of the issued share capital. This authority
provides the directors with a degree of
flexibility to increase the assets of the Company
by the issue of new shares, should any
favourable opportunirties arise to the advantage
of sharcholders. The directors can. if necessary.
use this authority to satisfy demand from
participants in the Foreign & Colonial Private
Investor and Personal Equity Plans when they
believe it is advantageous to plan participants
and the Company’s shareholders to do so.
Under no circumstances would the directors use
the authority to dilute the interests of existing
shareholders by issuing shares at a price which
is less than the net asset value attributable to
the shares at the time of issue.

By order of the Buard

Foreign & Colonial Management Linited,
Secretary

18 November 1997

For and on behalf of
FOREIGN & COLONIAL MANAGEMENT LIMITED
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Remuneration Committee Report

Mr D.P. Saville is the only executive director
of the Company and has been emploved as
such since the Company was established in
1993. His remuneration package, which
was agreed in 1993 and has not changed
since (apart from the payees), is disclosed
in note 7 to the accounts.

Mr Saville's service agreement with the
Company is subject to two (previously
three) vears’ notice of termination. Should
the agreement be terminated by the
Company, without notice and in the
absence of specific grounds, compensation
based on his remuneration may be pavable
to Mr Saville,

None of the other directors has a service
agreement with the Company.

The Remuneration Committee has fully
considered section B of the Best Practice
Provisions annexed to the Listing Rules of
the London Stock Exchange to the extent
they are applicable to the Company's
circumstances.

A.E. Wheatley
Chairman, Remuneration Committee

Directors’ Statement of Responsibility

As required by company law, the directors
are responsible for the preparation of
financial statements which give a true and
fair view of the state of affairs of the
Company as at 30 September 1997 and of
the results for that year.

In preparing the financial statements,
suitable accounting policies have been used
and appiied consistently, and reasonable
and prudent judgements and estimates have

been made. In ali other respects the
financial statements are prepared in
accordance with applicable accounting
standards and on a going concern basis. The
directors are also responsible for ensuring
that adequate accounting records are
maintained and have a general
responsibility for taking such steps as are
reasonably open to them to safeguard the
assets of the Company and to prevent and
detect fraud and other irregularities.
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Report by the Auditors on
Corporate Governance Matters

To the directors of Foreign & Colonial Special Utilities Investment Trust PLC

In addition to our zudit of the financial
statements we have reviewed vour
statements on pages 34 and 35 concerning
the Company’s compliance with the
paragraphs of the Cadbury Code of Best
Practice specified for our review by the
London Stock Exchange and the adoption
of the going concern basis in preparing the
financial statements.The objective of our
review is to draw attention 1o non-
compliance with Listing Rules 12.43 (j) and
12.43 (v). if not otherwise disclosed.

Basis of opinion

We carried out our review having regard to
guidance issued by the Auditing Practices
Board.That guidance does not require us to
perform the additional work necessary to.
and we do not. express any opinion on the
effectiveness of cither the Company’s
system of internal financial control or
corporate governance procedures nor on

!Pr:'ce Waterbouse

Chartered Accountants
18 November 1997

the ability of the Company to continue in
operational existence.

Opinion

In our opinion, vour statements on internal
financial controls on page 35 and on going
concern on page 35, have provided the
disclosures required by the Listing Rules
referred to above and are consistent with
the information which came to our
atrention as a result of our audit work on
the financial statements.

In our opinion. based on enquiry of certain
directors and officers of the Company and
examination of relevant documents your
statement on page 34 appropriately reflects
the Company’s compliance witl the other
aspects of the Code specified for our
review by Listing Rule 12.43(j).

o

Southwark Towers
32 London Bridge Street
London SET 98Y



Auditors’ Report

To the shareholders of Foreign & Colonial Special Utilities Investment Trust PLC

We have audited the financial statements on
pages 40 to 56, which have been prepared
under the historical cost convention as
modified to include fixed asset investments
at valuation, and the accounting policies set
out on pages 43 and 44.

Respective responsibilities of directors
and auditors

As described on page 37, the Company’s
directors are responsible for the
preparation of financial statements. It is our
responsibility to form an independent
-opinion. based on our audit, on those
statements and to report our opinion to
you.

Basis of opinion

We conducted our audit in accordance with
Auditing Standards issued by the Auditing
Practices Board. An audit includes
examination, on a test basis, of evidence
relevant to the amounts and disclosures in
the financial statements. It also includes an
assessment of the significant estimates and
judgements made by the directors in the
preparation of the financial statements. and
of whether the accounting policies are
appropriate to the Company’s
circumstances, consistently applied and
adequately disclosed.

M—J
Price Waterbouse
Chartered Accountants

and Registered Auditors
18 November 1997

We planned and performed our audit so as
to obtain all the information and
explanations which we considered
necessary in order to provide us with
sufficient evidence to give reasonable
assurance that the financia! statements are
free from material misstatement, whether
caused by fraud or other irregularity or
error. In forming our opinion we also
evaluated the overall adequacy of the
presentation of information in the financial
statements.

Opinion

In our opinion the financial statements
give a true and fair view of the state of the
Company’s affairs as at 30 September 1997
and of its total return and cash flows for
the vear then ended and have been
property prepared in accordance with the
Companies Act 1985.

O

Southwark Towers
32 London Bridge Street
London SE1 95Y
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Statement of Total Return of the Company
(incorporating the Revenue Account*)

for the year ended 30 September

Revenue Capital

Notes Notes

Capizal
£'000s

Revenue
£'000s

Capirtal

£000s

1996
Total
£000s

1 Gains on investments

19 Gains on futures contracts

19 Exchange gains and losses
3 income
4 19 Management and advisory fee
5 19 Other expenses

15,787
144

1,309
(368)
(171)

12,587
(898
(3)

357
1z

12,587
(898)
(&)

4.887
(893
(31%)

Net return before finance costs and tax
6 Interest payable and similar charges

16,701

11.200

15.359
(229)

Return on ordinary activities before taxation
8 19 Tax

16,701
177

3.930
(966)

11.200
132

15,130
(834)

16,878

2.904

(2,930

11,332

14.2906
(2,930

2 Return attributabis to shareholders
10 Dividends
19 Amount transferred to reserves

16,878

34

11.332

11,360

Split Capital Pool:

Feturn per income share
Raturn per capital share
Return per package unit

wn

N

O
(€] 9")

8]

)

[ I ]
Vi
[$a]

4.73p

4.73p

14.69p
14.69p

4.73p
14.69p
19.42p

'S* Poel:
Return per 'S’ share
Return per ‘S$’ share - fuily diluted

19.43n

LET

3.00p
1.

19.94p
16.02p

22.94p
20.51p

1 Fully diluted return is not applicable (see note 9).

* The revenue column of this statement is the profit and less account of the Company,

All revenue and capital items in the above statement derive from continuing operations,
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Balance Sheet of the Company

at 30 September

Notes

23

1997 1996
£000¢ £'000s £000s £'000s
Fixed assets
Investments
Listed in Great Britain 57,874 57.476
Listed outside Great Britain 53,578 41,085
111,532 98,561
Unlisted at directors’ valuation 5,884 4,214
NS 102,77
Current assets
Debtors 5,508 7.843
Taxation recoverabie 374 738
Cash at bank and short-term deposits 3.587 231
Cage 8.812
Current habiiities ,
Creditors: amounts falling due within one year
Loans i,80¢ 2,150
Cther 9,083 10,415
12885 12,565
Nat qurrent assets/(iiabilities (3.753)
Total assets less current liabilities P 99,022
Provision for liabilities and charges N (52)
Met asseis LeeT 28.970
Capital and reserves
Called up share capital 120G 1,200
Share premium fl B 64,935
Warrant reserve =8 1,474
Capital reserves ST 31,228
Revenue reserve 2w 133
oo 97,770
Siiarehoivers’ funds - non-eauity LT 98,970

Approved by the board on 18 November 1997

LEETLE Director
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Cash Flow Statement

for the year ended 30 September

Hotes

w

"
o

"
"

42

1997 1996
£'000s £°000s L000s 0008
Operating activities
Investment income received 5,111 3.391
Other revenue 338 110
Management and advisory fees paid (775) (62
Cash paid to and on behalf of directors {97} (T0Y
Other cash payments {396) (290)
Net cash inflow from cperating activities 3,931 2,367
Returns on investments and servicing of finance
Interest paid (245) (2300
Taxation
UK tax paid (143) (2
QOverseas tax paid (145) (=
Total tax paid - (288) (173
Investing activities .
Purchase of fixed interest securities {3,813) (G623
Purchase of equities and other investements (42,169) (47.050
Sale of fixed interest securities 3,595 35334
Sale of equities and other investments 43,851 4157
Cash received on futures contracts 144 (89
Net cash inflow/(outflow) from investing activities 1,608 {3.060)
Dividends paid {3,015) (2.65%
Financing i
Net loans raised/(repaid) (350) 330
Share capital raised 18 (20
Net cash inflow/(outflow) from financing (332) 328
Increase/(decrease) in cash 1,658 (3.82%)




Notes on the Accounts

1 POOL ACCOUNTS
The starutory accounts of the Company are shown on pages 40 to 42 and the notes are presented below.
A separate Statement of Total Return and Balance Sheet for the Split Capital pool and the *S” Pool are given on
pages 24 to 25 and 28 to 29 respectively.

2 ACCOUNTING POLICIES

{a;  Basis of accounting

The accounts have been prepared under the historical cost convention. modified to include fixed asset
investments at valuation and prepared in accordance with applicable accounting standards and with the
Statement of Recommended Practice ‘Financial Statements of Investment Trust Companies’ (SORP). The
Company was in existence as a Split Capital Investment Trust prior to 1 January 1996. and. as permitted by the
SORP. the Company has not changed any of its accounting policies that would have affected the financial
benefits or rights attaching to each class of its share capital.

{h} ‘aluation of investments

As an investment trust. the Company treats all transactions on the realisation and revaluation of investments
held as fixed assets as transactions on the capital account. These items, whether profits or losses, are not part
of. and are not reflected in. the revenue account but are credited or charged to capital reserves. Listed investments
are shown at middie-market value and unlisted investments at directors’ valuation.

(¢} Foreign currency

Foreign currency assets and liabilities are expressed in sterling at rates of exchange ruling at the batance sheet
date. Foreign currency transactions are transkated at the rates of exchange ruling at the dates of those
transactions. Exchange profits and losses on currency balinces are credited or charged to capital reserves
except where they relate 1o revenue items.

{d} Income

Dividends receivable are brought into the revenue account (except where, in the opinion of the Directors,
their nature indicates they should be recognised as capital) on the ex-dividend date or, where no ex-dividend
date is quoted, when the Company’s right to receive payment is established. Interest on investments is

recognised on @ time apportionment basis 5o as to reflect the effective vield on the investment.

Franked investment income includes the imputed ax credit attaching to dividends credited and this tax has
been written off within the taxation charge.

Where the Company has clected 1o receive its dividends in the form of additional shares rather than in cash,
the amount of the cash dividend foregone is recognised as income. Any excess in the value of the shares
received over the amount of the cash dividend foregone is recognised in capital reserves.

Foreign income dividends are included in the revenue account without the related notional income tax credit,
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Notes on the Accounts

continued

(e)  Expenses

All expenses are accounted for on an accruals basis. Where expenses of the Company are not specifically
attributable to the Split Capital pool or the ‘S’ Pool, each poo! will generally bear a proportion of such
expenses calculated by reference to the respective gross assets of each pool. Management fees and
administration charges, together with any associated tax relief, are allocated 60 per cent against the revenue
account and 40 per cent against the capital account.

) Finances costs
Finance costs are accounted for on an accruals basis and are charged through the revenue account.

et Taxzuen

Deferred tax is provided in fuil on any material timing differences expected to crystallise in the foreseeable
future. The tax effect of different items of expenditure is allocated between capital and revenue on the same
basis as the particular item to which it relates, using the company’s effective rate of tax for the accounting
period.

i lroital Reserves

<apitai ressrve - realised

The following are accounted for in this reserve:

- gains and losses on the realisation of investments

- realised exchange differences of a capital nature

- expenses allocated in accordance with note 1(e), together with any associated tax relief,
e reserve — unrealised

The following are accounted for in this reserve:

- increases and decreases in the valuation of investments held at the vear-end

- unrealised exchange differences of a capital nature,



3 INCOME

1997 1996
£000s £ 000
incoms ‘rom Investments
Franked dividends 3,508 3.249
Overseas dividends 1,531 1.282
UK unfranked interest 4 14
Overseas interest 276 K
5.319 4.784
Qthser Income
Interest on cash and short-term deposits 86 103
GO1E inoo M 5,405 4.887
Total ingome comorises
Dividends 5,039 4,531
Interest 280 253
Other 86 103
5,405 +.887
Inceme from investments
Listed 5,140 4,606
Unlisted 179 178
5,319 4784
. MANASEMENT AND ADVISORY FEES
1997 199G
£'000s £000s
Payable to:
Foreign & Colonial Management Limited (FCM) 442 397
Utilities Advisory Management Limited (UAM) 210 389
Utilities Investment Research Limited (UIR) 90 -
Ingot Capital Management Pty Limited (Ingot) 97 -
839 7RO
Irrecoverable VAT thereon 81 -
920 893
Charged to capital reserve (368) (357)
552 3306

The manager, FCM, provides investment management and general administrative services to the Company for a quarterly fee
payable in arrears equal to 0.1% of the funds under management. The management agreement may be terminated upon two

years' notice given by either party.

Untit 31 March 1997, pursuant to Mr D. P. Saville's service agreement, UAM received a guarterly fee payabie in arrears equal to

0.1% of the funds under management, less directors fees paid to Mr Saville. During the year, Mr Savilie’s setvice agreement with
the Company was amended by a supplemental agreement which took effect from 1 April 1997. At the same time, the Company
entered new investment advisory agreements with Ingot and UIR. These agreements may be terminated upon two years’ notice

given by either party.
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Notes on the Accounts

continued

Under the new agreements, the totat quarterly amount payable by the Company remains at 0.1% of the value of the funds under
management. This is broken down as: a directors’ fee to Mr Saville {currently £7,500 per annum); remuneration to Mr Saville

payable under his amended service agreement quarterly in arrears equal to 0.01675% of the value of the funds under

management; a quarterly advisory fee of £45,000 payable to UIR, a company not related to Mr. Saville; and, an advisory fee

representing the balance payable to Inget.

Fees payabie to ingot and UAM, companies controlled by Mr Saville, have been taken into account in providing the detailed

disclosures on directors’' remuneration in note 7(a).

UIR is a company controlled by Mr A, H. Edwards, an alternate director of the Company.

< CTHER ZXPENSES
1997 1996
£000s 0N
Directors’ emoluments (see note 7} 19 =3
General expenses 249 196
Auditors’ remuneration:
for audit services 21 21
for non-audit services 38 25
427 315
Charged to capital reserve (171) a7
256 188
2 INTEREST PAYABLE AND SIMILAR CHARGES
1997 1990
£000s LH0s
On bank toans and overdrafts
repayable within 5 years, not by instalments 246 229
DIRECTORS’ REMUNERATION AND COMNTRAZTS
Remuneration from the Company
Mr D.P Saville is an executive director of the Company. The Company had no other employees during the
vear. The amounts paid by the Company to the directors were as follows:
A.E.
Wheatley D.P. ) A R.J. R.PA
(Chairman)* Saville Kay* Urwin* Spiller* Total
£ £ f £ £ £
Fees 7,500 7.500 7,500 7,500 7,500 37,500
Remuneration 43,120 38,286 - - - 81,406
50,620 45,786 7,500 7,500 7,500 118,906
Remuneration payable to companies
controlied by Mr Saville - 306,467 - - - 306,467
1997 Total 50,620 352,253 7,500 7,500 7,500 425,373
1996 Torl 46.175 396,603 =500 =500 2964 460,804

* Members of the Audit Committee and Remuneration Committee.

Mr J. 1. Tigue did not receive any remuneration from the Company. The amounts paid by the Company to the directors, disclosed
above, together with the amounts, excluding pension contributions, paid by Foreign & Colonial Management Limited (FCM) to

Mr Tigue, disclosed in note 7{b}, total £443,000 (1996; £474,000).

I
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{b)  Remuneration from Foreign & Colonial Management Limited (FCM) attributable to the Company

Mr J.J. Tigue is an employee of and is remunerated by FCM for his services to FCM. The cost of emplovment of Mr
Tigue was met in full during the year by FCM.

Company law requires the proportions of the emoluments received by Mr Tigue from FCM in connection with the
management of the affairs of the Company to be disclosed, even though the Company neither determines nor pays
these emoluments. These proportions of his emoluments from FCM are detailed below.

1997 1996

£°000s £000s

Salary (i} 12 11
Benefits (i} 1 i
Performance-related bonus (i) 5 )
Totai 18 13
Pension contniputions (jii) ) 8 12

(i) Salary and benefits represent the amounts earned by and paid to Mr Tigue during the relevant year. Benefits are all
tax-assessable, arising from employment by FCM and include such benefits as a company car and medical insurance.

(i) The performance-related bonus is paid in the year following that in which it was earned.

(iiiy The figures shown above for pension contributions are those paid by FCM on behaif of Mr Tigue to a defined contribution
pension scheme (£6,000 (1996: £10,000)) and a defined benefit pension scheme (£2,000 (1996: £2,000)). Mr Tigue is the only
director of the Company to whom retirement benefits are accruing under any pension scheme.,

{c) Directors’ interests in shares

The interests of directors in the ordinarv shares of the Company were as follows:

30 September 1997 30 September 1996

income Capital 'S’ Shares Income Capital '$" Shares

shares shares ordinary  warrants shares shares ordinary warrants
Beneficial
J.A. Kay 71,000 56,000 20,000 2,000 40,000 10,000 20,000 2,000
D.P. Saville* 50,000 50,000 50,000 10,000 50,000 50,000 50,000 10,000
R.P.A. Spilter 5,000 5,000 5,000 - 5,000 5,000 " 5,000 -
1), Tigue 25,205 25,205 21,638 2,000 22,126 22,126 18,376 2,000
R.J. Urwin 52,000 52,000 12,000 2,400 12,000 12,000 12,000 2,400
A.E. Wheatley 110,000 425,000 20,000 4,000 60.000 375.000 20,000 4.000

*In addition, 28,764,000 capital shares (1996 - 25,900,000}, 8,450,500 'S’ ordinary shares (1996 - 8,450,500) and 1,690,100 ‘S’ shares
warrants (1996 - 1,690,100) are held by General Provincial Life Pension Fund Limited, a company associated with Mr Saville,

No director had any interest in the share capital of the Company, beneficial or otherwise, other than that shown above. Since the
year end Mr Tigue has acquired through the Private Investor Plan and the Personal Equity Plan 152 income shares, 153 capital
shares and 197 '$” ordinary shares. There have been no other changes in the interests of directors in the shares of the Company
between 30 September 1997 and 18 November 1997.

{d)  Directors’ interests in contracts with the Company
Contracts which subsisted during the year between Mr D. P. Saville and the Company are set out in note 4.

Other than the above disclosures and the management agreement with FCM referred to in note 4 and the
Directors’ Report, in which Mr J. ). Tigue has an interest by reason of his employment with FCM, no contracts
in which any director of the Company was materially interested and which are significant in relation to the
Company’s business have existed at any time during the year.
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Notes on the Accounts

contnusd

g TAXLTION ON ORDINARY ACTIVITIES
1997 1996
(restiated)
] £'000s £°000s
Corporation tax at 31%/33% ({1996: 33%) 86 -
Relief for overseas tax (86) -
Overseas tax 133 132
imputed tax credit on franked income 702 050
Deferred tax {19} 32
816 834
Tax relief on expenses charged to capital 177 132
993 Rl

Revenue return per share and earnings per share are synonymous terms. The basic revenue return
per income share is based on the revenue return attributable to income shareholders of £2,687.000
(1996: £2.364.000.The basic revenue return per 'S share is based on the revenue return attributabie to
‘8" shareholders of £655.000 (1996: £600.000).

The basic capital return per capital share is based on the capital return auributable to capital shareholders of
£12.988.000 (1996: £7.344.000). '
The basic capital return per *$' share is based on the capital return artributable 1o °§' shareholders of
£3.890.000 (1996:£3.988.000).
The capital and revenue returns per share are based on the following weighted number of shares in issue
during the vear:

50.000.000 income shares (1996: same)

50,000,000 capital shares (1996: same)

20.020.953 "8 shares (19906: 20.006.255)

S i e
LonTed erin

ns

The fully diluted returns per S’ share have been calculated on the assumption that the warrants in issue at the
vear-end are fully converted into 3.973.150 (1996: 3.990.650) 'S’ shares on the first day of the financial year,
giving a weighted average of 23,994.103 (1996: 23.996.858) °S" shares. It is further assumed, on a purely
theoretical basis. in accordance with the Statement of Recommended Practice issued by the AITC. that the
proceeds from the conversion are invested in 2.5% Consols. from that date. This assumption would have
resulted in returns per 'S share for the current vear which would have exceeded the basic returns, There is
therefore no dilution and fully diluted returns for the vear are not shown. For the same reason, the fully

diluted revenue return per 'S’ share for the vear ended 30 September 1996 is not shown.



10 DIVIDENDS

1997 1996
£000s £ 0008
Income shares
Interim paid of 1.57p (1996: 1.40p) 785 200
Proposed final of 3.61p {1996 3.30p) 1,805 1650
‘S* Shares
Interim paid of 0.90p (1996: 0.90p) 180 180
Propesed final of 2.20p (1996: 2.0p} 441 400
3,21 2,930
11 INVESTMENTS
Listed Unlisted Total
£000s £'000s £000s
Cost at 1 October 1996 76,412 3,779 80,191
Unrealised appreciation at 1 October 1996 22,149 435 22,584
Valuation at 1 October 1996 98,561 4,214 102,775
Movements in the year
Purchases at cost 44,971 6,215 51,186
Sales - proceeds {51,140) {1,162) (52,302}
- realised net gains on sales 5.164 - 34 5,198
Transfer from unlisted - cost 2,985 (2,985) -
Increase in unrealised appreciation/(depreciation) 11,011 (422) 10,589
Vaiuation at 30 September 1997 111,552 5,894 117,446
Cost at 30 September 1997 82,894 5,881 88,775
Unrealised appreciation at 30 September 1997 28,658 13 28,671
111,552 5,894 117,446
Gains on investments
1997 1996
£'000s £000s
Realised gains based on historical cost 9,700 7732
Less: amounts recognised as unirealised in previous year {4,502) (1.597)
Realised gains based on carrying value at
previous balance sheet date 5,198 6.135
Increase in unrealised appreciation 10,589 6.452
Gains on investments 15,787 12,587

Subsidiary undertaking

Utilities Dealing Limited. a wholly owned subsidiary, was formed in 1996 with an injection of £100 share capital. Since

formation. the company has remained dormant and has passed a special resolution providing exemption from the

requirement of an annual audit, in accordance with Section 250 of the Companies Act 1985.The company has not

prepared group accounts since, in accordance with Section 229 of the Companies Act 1985, the consolidation of the

subsidiary undertaking is not material for the purpose of giving a true and fair view.

& Iogmia Soea’ Utiinies Invesiment Trus: PLE Resart & 4A¢counts 1997

n
o
v
jig
1)
[
0
©

49



Notes on the Accounts

continued

Associated undertaking

At 30 September 1997 the Company had the following associated undertaking:

Country of  Percentage Share of Share of Share of

registration, equity Share of profit taxation retained

incorporation helding net assets before tax charge profits

Company and operations % £000s £'000s £000s £'000s
Dee Valley Water plc England & Wales 247 5,534 1,128 335 224

The information given is based on the latest published accounts of Dee Valley Water plc. for the year ended 31 March 1997,
At 30 September 1997, the Company held 2,512,906 ordinary shares and 876,680 ordinary non-voting shares. The Company's
holdings in Dee Valley represent 20.6% of the voting rights and 24.7% of the assets on a winding-up.

The income from the associated undertaking included within the revenue account is as follows:

Year to Year to

30 Sep 1997 A0 Sep 1996

£'000s £'000s5

Franked income 692 130
Imputed tax credit (138) (RO)
554 3id

The interest in associated undertaking is included in the balance sheet at its mid-market valuation of £14.1m (1996 - £9.1m).

During the year, Dee Valley Water pl¢, the Company’s second largest holding, successfully bid for Chester Water ple, an associate of
the Company. Mr D. P Saville was a non-executive director of both companies at that time and remains a non-executive director of

Dee Valley Water plc.

swanificant interests

At 30 September 1997 the Company held more than 10% of any class of the share capital of the following

undertakings heid as investments, none of which represented a participating interest:

Number of Class of % of class

Company shares heid shares held of shares held
Brockhampton Holdings plc 488,218 ordinary shares 114
Cambridge Water 888,964 'A’ ordinary shares (non-voting) 11.0
East Surrey Holdings plc 6,105,813 ordinary shares 12.4
3,661,910 warrants 100.0

Jersey Electricity 120,200 'A' ordinary shares 20.7
South Staffordshire Water Holdings plc 488,027 9% redeemable pref. shares 40.7

All of the above companies are incorporated and registered in England and Wales, with the exception of Jersey Electricity which is
incorporated and registered in Jersey. East Surrey Holdings plc, the Company's largest investment, also announced a capital
restructuring during the year involving an exchange of non-voting shares for voting shares and a capitalisation issue of preference
shares. Mr D. P. Saville is a non-executive director of East Surrey Holdings.



In addition to the above, the Company has a holding of 3% or more of any class of share capital of the
following investments, which are material in the context of the financial statements:

Class of % of class
Company shares held of shares held
BELCO Holdings ordinary shares 5.6
Bermuda Telephone ordinary shares 8.9
Bermuda Telephone 7.75% notes 2012 83
Infrastructure & Utilities NZ ordinary shares 5.1
International Energy Group ordinary shares 6.6
Lang Corporation ordinary shares 33
Ocean Wilson Holdings ordinary shares 4.4
Prism Raii ordinary shares 3.4
Mr D. P. Saville is a non-executive director of Infrastructure & Utilities NZ.
12 DEBTORS
1997 1996
£'000s £000s
Investment debtors 4,922 66
Forward currency deals - 0.083
Prepayments and accrued income 586 1.092
Other debtors - 2
5,508 T843
13 CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR
LOANS
1997 1996
£000s £000s
£1.8m repaid October 1997 1,800 -
£2.15m repaid October 1996 - 2,150
1,800 2,150
14 CREDITORS : AMOUNTS FALLING DUE WiTHIIé ONE YEAR
OCTHER
1997 1996
£'000s £000s
Bank overdraft 328 109
Investment creditors 5,968 765
Forward currency deals 141 64.565
Proposed dividends 2,246 2,050
Advance corporation tax - 513
Accruals and deferred income 401 357
Other creditors 1 50
9,085 10,415
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Notes on the Accounts

continued

15 GEOGRAPHICAL AND INDUSTRIAL CLASSIFICATION :
Total assets less current iiabilities (exciuding loans)

Other Pan 1997 1996
UK EC Europe  American Others Total Total
% % % % % % %
Assets
Equities, convertibles and options
Electricity 2.4 1.6 24 4.0 3.2 13.6 11.6
Financial (0.2} - - 1.5 6.8 8.1 4.2
Gas distribution 0.3 1.0 3.2 0.4 0.6 55 4.3
General Utilities 1.4 0.4 - - 32 5.0 835
Telecommunications 2.6 5.4 - 36 1.7 13.3 10.0
Transport 5.1 1.0 - - 0.6 6.7 2.1
Water 35.6 4.3 - 3.3 - 43.2 59.4
Total 47.2 13.7 5.6 12.8 16.1 95.4 160.1
Fixed Interest 0.5 - - 1.3 2.5 43 1.6
Teial investments 47.7 13.7 5.6 14.1 18.6 99.7 101.7
Net current assets/(liabilities) 0.2 (0.3) - 0.6 {0.2) 0.3 1.7)
Totai assets iess current iiabilities (excl ioans)  47.9 13.4 586 14.7 18.4 100.0
1996 totals 54.00 17.2 4.8 13.4 10.6 100.0

Note : Geographical classification for the investments held as fixed assets is determined by the location of the major part of the

investee companies’ business.

it SHARE CAPITAL (NON-EQUITY)

lssued,
allotted
Authorised Nominat and paid up Nominal
Number £'000s Number £'000s
g ™me Shares of 1p each ‘
Balance brought forward and carried forward 77,500,000 775 50,000,000 500
Coritz! Shares of ip each
Balance brought forward and carried forward 77,500,000 775 50,000,000 500
T «nares of tp each
Balance brought forward 77,000,000 770 20,009,350 200
Issued during the year - - 17,500 -
-~¢2 carried forward 77,000,000 770 20,026,850 200

Under Financial Reporting Standard No.4 (FRS4), each class of the Company’s share capital falls under the description "non-equity".
The definitions in FR54 do not have practical implications for shareholders.

The respective rights attaching to different classes of shareholders on a winding-up are set out on page 20.

Voting rights

At the general meeting of the Company on a poll each income share will carry three votes, each capital share will carry two votes
and each *S’ share will carry five votes. The Directors will propose separate resolutions to approve the declaration of a dividend
payable from the split capital pool to holders of income shares and from the ‘S’ pool to holders of *S' shares. Holders of capital
shares and 'S’ shares will not be entitled to vote on a resolution for the payment of a dividend on the income shares. Holders of
capital shares and income shares will not be entitled to vote on a reselution for the payment of a dividend on the ‘5’ shares.

Separate class meetings of holders of the income shares, capital shares and ‘S’ shares will be required to approve certain actions,

including those concerning the duration of the Company.

w1
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17  SHARE PREMIUM (NON-EQUITY)

30 Sep1997 30 $epl996

£'000s £'000s

Balance brought forward - 66,400
Amount re-classified as warrant reserve - (1.478)
Balance brought forward restated 64,935 64,922
Premium received from share issue 18 9
Transfer from warrant reserve on exercise of warrants 6 4
Baiance carried forward 64,959 64,935

18 VWARRANT RESERVE
30 Sep1997 30 Sepl996

£'000s £000s
Balance brought forward 1474 -
Amount re-classified as warrant reserve - 1,478
Transfer to share premium on exercise of warrants (6) (4)
Balance carried forward 1,468 1,474

At 30 September 1997 there were 3,973,150 (30 September 1996: 3,990,650) warrants outstanding.

Holders have the right to subscribe for one ‘S’ share per warrant at £1 in cash on 31 January in any of the years to 2008 (subject to
any alterations in accordance with the Deed Poll of the Company dated 24 January 1995 - “the Warrant Instrument”).

1¢  OTHER RESERVES

Capital Capital Capital
reserve - reserve — reserves - Revenue
realised unrealised total reserve
£'000s £°000s £'000s £000s
Balance brought forward 8,616 22,612 31,228 133
Gains on investments 5,198 10,589 15,787 -
Gains on futures contracts 144 - 144 -
Transfer on disposal of investments 4,502 (4,502) - -
Exchange gains and losses on currency balances 1,478 (169) 1,309 -
Management and advisory fees charged to capital (368) - (368) -
Other capital charges and credits {(i71) - (171) -
Tax effect of capital items 177 - 177 -
Amount transferred to revenue account - - - 131
10,960 5918 16,878 131
Balance carried forward 19.576 28,530 48,106 264
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Notes on the Accounts

continued

20 NET ASSETS VALUE PER SHARE
30 September 1997
Pence per share

30 Seprember 1996
Pence per share

Undiluted Fully diluted Undiluted Fully diluted
Split capitat pool
Income shares 60.37 60.37 60.18 60.18
Capital shares 115.46 115.46 89.48 89.48
Package units 175.83 175.83 149.66 149.66
'S poo!
'§* shares 140.23 133.57 120.65 11-.22

Net assets per share are calculated on the basis of rights applying on a return of assets, in accordance with

the Articles of Association.

Income shares

Net assets per income share are calculated on the basis of net assets of £30.185m (1996 - £30.088m). and on

50,000,000 (1996 - 50,000,000) income shares in issue at the vear end.

Capital shares

Net assets per capital share are calculated on the basis of net assets of £57.729m (1996 - £44.741m), and on

50.000.000 (1996 - 50.000.000) capital shares in issue at the vear end.

fackage units

Ner assets per package unit are calculated as the aggregate of net assets per income share and net assets per

capital share,

nare

[¥3)

Net assets per 'S’ share are calculated on the basis of net assets of £28.083m (1996 - £24.141m). and on
20.026.850 (1996 - 20,009,350 'S’ shares in issue at the vear end.The fully diluted net assets per ‘S’ share
assumes the exercise of 3,973.150 (1996 - 3,990.650) warrants outstanding at the vear end at £1 per warrant,

The movements in the vear attributable to each class of share were as follows:

Split capital pool ‘S’ Pool

Capital Income ‘5
shares shares shares Total
£000s £000s £'000s £'000s
Total net assets attributable at 1 October 1996 44,741 30,088 24,1481 98,970
Total recognised gains and losses for the year 12,988 2,687 4,545 20,220
Dividends - (2,625} (621) (3,246)
New share capital subscribed, less issue expenses - - 18 18
© .t nssets attributabie 2t 30 Seprember 1927 57,729 30,150 28,083 115,962

wn
(29



21 ANALYSIS OF SHARE CAPITAL AND RESERVES

Attributable to: Capital Income
‘8’ shareholders shareholders shareholders Total
£000s £'000s £'000s

Share capital 200 500 500 1,200
Share premium 17,459 18,000 29,500 64,959
Warrant reserve 1,468 - - 1,468
Capital reserve 8,877 39,229 - 48,106
Revenue reserve 79 - 185 264

28,083 57,729 30,185 115,997
22 RECONCILIATION OF MOVEMENT IN SHAREHOLDERS’ FUNDS

1997 1996
£000s £'000s
Revenue return available for shareholders 3,342 2.964
Capital return for the year 16,878 11,332
New share capital subscribed, fess issue expenses 18 9
Net addition to shareholders’ funds 20,238 14,305
Dividend on ordinary shares (3.211) (2,930)
Shareholders” funds brought forward 98,970 87.595
Snarenoioers’ funds carried forward 115,997 98.970
23 PROVISIONS FOR LIABILITIES AND CHARGES
1997 1996
£'000s £'000s

Deferred taxation attributable to short-term timing differences
Balance brought forward 52
Movement in the period {19) 52
Ealance carred forward 33 52

24 CONTINGENT LIABILITIES

There were no contingent liabilities at 30 September 1997 (1996: £nil).
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Notes on the Accounts

continued
25 RECONCILIATION OF OPERATING PROFIT TO NET CASH INFLOW FROM OPERATING ACTIVITIES
1997 1996

£'000s £000s
Revenue return before finance costs and taxation 4,581 4.139
Investment management and advisory fees charged to capital (368) (5T
Other expenses charged to capital (171) (126)
Decrease/(increase) in accrued income 436 3™
Increase in creditors 95 78
Tax on franked investment income included within income from companies (702) 650y
Het cash inflow from operating activities 3,931 2.367
26 RECONCILIATION OF NET CASH FLOW TO MOVEMENT IN NET DEBT

1997 1996

£000s £000s
Increase/(decrease) in cash 1,659 (3.825)
Decrease/(increase) in short-term loans 350 (550)
Exchange movement 1,478 78
Movement in net debt 3,487 (4,453
Net debt at the beginning of the period (2,028) 2.425
Het agit at the end of the period 1,459 (2.028)
Represented by:
Cash at bank and short term deposits 3,587 231
Bank overdrafts (328) 109
Bank loans (1,800) (2.150)

1,459 (2.028)
56



Twenty Largest Equity Holdings of the Company

i (1) East Surrey Holdings £18.9m 16.3%
Water only company supplying East Surrey and parts of
Kent. Sussex and the London Borough of Crovdon.

2{2} Dee Valley £14.8m 12.7%
Water only company supplying an area of North Wales.

3{10) Bermuda Telephone £5.0m 4.3%
The Bermudian domestic telecommunications utilicy.

2025 inirastructure & Utilities NZ £4.4m 3.8%
Closed-end fund investing in securities issued by entities
in the New Zealand infrastructure and utilities sector.

-

313Y  Acuas de Barcelona £4.1m
The largest private sector water urility in Spain.

3.5%

international! Energy Group £3.7m 3.2%
Sole distributor of gas in Guernsey and Jersey.

o}

747, EZLCO Holdings £3.7m 3.2%
The Bermudian electricity utility.
- mfrati Australia £2.3m 2.9%

Clused end fund investing in securities issued by entities
in the Austrudian infrastructure and utilities sectors,

2.9%

L

‘;  Cambridge Water £2.3m
Warer only company supplving an area centred on the
City of Cambridge.

~

1t 8y Bristol Water Holdings £2.9m
Water only company supplving an area of
Gioucestershire and Somerset. centred on Bristol,

i3

1923
[+
'

11 {19) Jersey Electricity £2.8m 2.4%
The Jersey electricity utility.

12 (12) Caribbean Utilities £2.6m 2.2%
The electricity utility of Grand Cayman.

13 () Prism Rail £2.5m 2.2%
Train operating company with four franchises.

14 (-} BT £2.5m 2.1%
The leading British telecommunications utility.

15 (15) American Water Works £2.4m 2.1%
The leading investor-owned US water utility.

16 (16) Brockhampton Holdings £2.0m 1.8%

Water only company supplying an area of Hampshire
and West Sussex,

17 (-} Ocean Wilson Holdings £2.0m 1.7%
A leading supplier of maritime services and port
operator in Brazil.

18 (=) Lang Corporation £1.7m 1.5%

Owns one of the two major stevedoring companies
in Austratlia.

19 {~} Telecom Italia Mobile £1.6m 1.4%
ltaly’s leading mobile telecommunications utility.
20 {-} American Ports Services £1.6m 1.4%

Operator of ports and airports in the US,

The value of the twenty largest holdings represents 73.3% (1996: 76.8%) of the Company's portfolio. The figures in brackets dencte
the position at the previous year end. Percentages shown are the percentages of net assets attributable to shareholders of the
Company and the value is the approximate market value. The value of convertible securities represents 1.9% (1996: 0.6%) of the
Company’s portfolio. The total number of companies included in the portfolio is 122 (1996: 119).



Historical Record
at 30 September

SPLIT POOL
Assets
at 30 September
1994 1995 1996 1997
Net assets £62.18m £67.47m £74.83m £87.88m
Net asset vaiue per income share 60.1p 60.1p 60.2p 60.3p
Market price per income share 65.5p 59.3p 62.3p 67.3p
Net asset value per capital share 04.3p T1.8p 89.5p 115.5p
Market price per capital share 30.5p 63.3p 66.3p 92.5p
Net asset vaiue per package unit 124.4p 134.9p 149.7p 175.8p
Market price per package unit 11".0p 122.0p 127.0p 159.0p
Total Return per Share
for the year ended 30 September
1994* 1995 1996 1997
Return attributable to income shares 3.9p 4.2p +.7p 5.4p
Return attributable to capital shares 2=3p 10.5p 14.7p 26.0p
Return attributable to package units 31.2p 14.7p 19.4p 3t.4p
- for the period 23 August 1993 to 30 September 1994.
S RPOCL
seeig
ZC Sepiemnper
1995 1996 1997
Net assets £20.52m £24.14m £28.08m
Net asset value per 'S’ share 100.6p 120.7p 140.2p
Net asset value per ‘S’ share ~ fully diluted 100.5p 117.2p 133.6p
Market price per ‘S’ share 92.0p 99.5p 117.5p
T2l Return per Share
“the vear ended 30 September
19951 1996 1997
Revenue return per ‘S’ share 1.6p A0p 3.3p
Capital return per ‘S’ share 5.0p 199p 19.4p
Total return per ‘S* share 6.6p 22.9p 22.7p

i for the period 4 April 1995 tc 30 September 1995,
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Notice of Meeting

Notice is hereby given that the fourth
annual general meeting of Foreign &
Colonial Special Utilities Investment TFrust
PLC will be held at the registered office
of the Company, Exchange House,
Primrose Street, London EC2, on Friday,
19 December 1997 at 2.30 p.m. for the
tollowing purposes:

Ordinary Business:

1 To receive and adopt the directors report
and accounts for the yvear ended 30
September 1997,

[ R

To declare a dividend
(2} on the income shares
(b) on the'§ ordinary shares

3 To re-elect the following directors:
(1) Mr. D.P Saville
(b) Mr.AE. Wheatlev

+ To re-appoint the auditors and authorise the

directors to fix their remuneration.

Special Business
5 To consider and. if thought fit. pass the
following resolution as an ordinary

resolution:

THAT:

() the directors be and they are hereby
generally and unconditionally authorised.
i accordance with section 80 of the
Companies Act 1985 (‘the Act). 10
exercise all the powers of the Compuny
to allot relevant securities (as defined in
that section) up to an aggregate nominal
amount of £60.000 during the period
commencing on the date of the passing
of this resolution and expiring at the
conclusion of the annual general meeting
of the Company in 1998, but so thart this

authority shall aliow the Company o
make offers or agreements before the
expiry of this authority which would or
might require relevant securities to be
allotted after such expin:

(b) all authorities previously conferred under
section 80 of the Act be and they are
hereby revoked. provided that such
revocation shall not have retrospective
effect: and

(¢) words and expressions defined in or for
the purposes of Part IV of the Act shall
bear the same meanings in this
resolution.

To consider and. if thought fit, pass the

following resolution as a special resolution:

THAT. subject to and conditional upon the
passing as an ordinary resolution of the
resolution numbered 5 set out in the notice

of this meeting:

(a) the directors be and they are hereby
empowered. pursuant to section 95 of
the Companies Act 1985 Cthe Act). to
allot equity securities (as defined in
section 94 of the Act) pursuant to the
authority given in accordance with
section 80 of the Act by the said
resolution numbered 3 as if section 89(1)
of the Act did not apply to any such
allotment, provided that this power shall
be limited to the allotment of equity
securities up to an aggregate nominal
amount of £60.000 during the period
commencing on the date of the passing
of this resolution and expiring at the
con¢lusion of the annual general meeting
of the Company in 1998 or. if earlier,
fifteen months from the date of the
passing of this resolution, but so that this
power shall enable the Company to make
offers or agreements which would or
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Notice of Meeting

continued

might require equity securities to be
aliotted after the expiry of this power:

(b} all powers previously conferred under
section 95 of the Act be and they are
hereby revoked, provided that such
revocation shall not have retrospective
effect; and

(c) words and expressions defined in or for
the purposes of Part IV of the Act shall
bear the same meanings in this
resolution.

By Order of the Board,

Foreign & Colonial Management Limited,
Secretary

25 November 1997

Registered Office:
Exchange House,
Primrose Street.
London EC24 2NY

fomves
The holders of income shares of 1p each, the
holders of capital shares of 1p each and the holders
of 'S* ordinary shares of 1p each are, subject as set
out hereafter, entitled to attend and vote or to be
represented at the meeting provided that they are
registered on the Register of Members of the
Company at 2.30 pm on 17 December 1997, Changes
1o entries on the Register of Members after 2.30 prn
on 17 December 1997 shall be disregarded in
determining the rights of any person to attend and
vote at the meeting.

The holders of income shares are not entitled to
vote on the declaration of a dividend on the ‘S’
ordinary shares. The holders of 5’ ordinary shares
are not entitled to vote on the declaration of a
dividend on the income shares. The holders of
capital shares are not entitled to vote on the
declaration of a dividend on either the incorme
shares or the ‘S’ ordinary shares.

A member entitled to attend and vote at the
meeting may appoint one or more proxies to attend
and, ¢n a poll to vote instead of him. A proxy need
not be a member of the Company,

To be valid, an instrument of proxy for use at the
meeting and the power of attorney or other
authority (if any) under which it is signed, or a
notarially certified copy of such authority, must be
deposited with the Company’s registrars, The Royal
Bank of Scotland plc, Registrar's Department,

P.O. Box 457, Owen House, 8 Bankhead Crossway
North, Edinburgh EH11 OXG, not less than 48 hours
before the time appointed for holding the meeting.

The Register of Directors' Holdings and the
Company’s memorandum and articles of association
are available for inspection at the registered office
of the Company during norma! business hours on
any weekday and will be avaflable at the place of
the meeting from 15 minutes prior to the
commencement of the meeting untii the conclusion
thereof.

Mr Saville is the only director having a service
contract with the Company. The contract is
available for inspection at the registered office of
the Company during normal business hours on any
weekday and will be available at the place of the
meeting from 15 minutes prior to the
commencement of the meeting until the conclusion
thereof.

The finai dividend in respect of the year ended

30 September 1997 for the income shares and for
the 'S’ ordinary shares will, if approved, be paid on
2 January 1998 to the relevant holders on the register
at the close of business on 28 November 1997.
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Foreign & Colonial Group Funds

INVESTMENT TRUSTS
Foreign & Colonial investment Trust pLCT

Foreign & Colonial Emerging Markets Investment Trust PLC
Foreign & Colonial Enterprise Trust PLCS

Foreign & Colonial Eurotrust pLCS

Foreign & Colonial German Investment Trust PLCS

Foreign & Colonial Income Growth Investment Trust PLCS
Foreign & Colonial Pacific Investment Trust PLCT

Foreign & Colonial PEP Investment Trust PLCS

Foreign & Colonial Private Equity Trust PLC

Foreign & Colonial Smaller Companies PLCT

Foreign & Colonial Special Utilities Investment Trust PLCE
Foreign & Colonial U.S. Smaller Companies PLCt

Brazilian Smalier Companies Investment Trust PLC

Latin American Investment Trust PLC

Second Consolidated Trust PLC

For details of our investiment trust products;

Private Investor Plan - regular or lump sum savings
Personal Equity Plan — tax-free savings
Pension Savings Plan - saving for retirement

please contact.. Investor Services on 0171-454 1415
or Broker Services on Q171-454 1434

SPEJIALIST OFFSHORE FUNDS

Foreign & Colonial Portfolios Fund sICAV

Foreign & Colonial Reserve Asset Fund Ltd*

HYPC Capital Management investmentgesellschaft
Luxembourg S.A.

Cantact; Helpdesk i 0171454 1434

Argentinian Investment Company SICAV
Brazilian Investment Company $ICAV
Colombian investment Company SICAV*
Global Emerging Markets Investment Company SICAV
indian Investment Company SICAV*

Latin American Extra Yield Fund*

Latin American Investment Company SICAV
Mexican Investment Company SICAV
Peruvian Investment Company SICAV*
Polish Investment Company SICAV*

Russian Investment Company StCAV*
Taiwan Investment Company SICAV*
Contact: Jane Davies on 017 1-628 1234

t Part-qualifying for PEP purposes (maximum investment £1,500 p.a}
§ Fully-qualifying for PEP purposes (maxirnum investment £6,000 p.a,}
" Professional investors only

US REGISTERED FUNDS
The Foreign & Colonial Emerging Middie East Fund, Inc.*
Contact: Jane Davies on 0171-628 1234

PENSION FUNDS

Balanced and specialist investment services are provided for
a wide range of instituticnal pension funds.

Contact: Nigel Morecroft on (171-6.28 8000

AUTHORISED UNIT TRUSTS

Foreign & Colonial European Smaller Companies Fund$
Foreign & Colonial High Income Fund$

Foreign & Colonial Japanese Smaller Companies Fund®
Foreign & Cofonial UK Smaller Companies Fund$
Foreign & Colonial U.S. Smaller Companies Fund®

Contact: Investor Services oi O~ [-454 14 15
or  Broker Services on 0171-954 | 434

AUTHORISED EXEMPT FUNDS

Foreign & Colonial Anglo-Nippon Exempt Fund
Foreign & Colonial European Exempt Fund
Foreign & Colonial North American Exempt Fund
Foreign & Colonial Overseas Bond Exempt Fund
Foreign & Colonial South East Asia Exempt Fund
Foreign & Colonial UK Bond Exempt Fund
Comtact: Nigel Morecroft on 017 1-628 8000

UNAUTHORISED EXEMPT FUNDS

Foreign & Colonial Global Emerging Markets
Exempt Fund

Foreign & Colonial Latin American Exempt Fund

Contact: Nigel Morecroft on (171-628 8000

PRIVATE EQUITY FUNDS

Foreign & Colonial Ventures manages or advises seven
funds concentrating on unquoted investments including
three of the investment trusts above,

Contact; fumes Nelson on 01~ 1-782 9829

CHARITY FUNDS

A comprehensive management service is available for larger
charities while smaller ones can use our general and
specialist pooled funds. We also offer two Charity Common
Investment Funds (The Common Fund for Growth and The
Common Fund for Income) and a Portfolio Management
Service.

Corttarct: Nicola Ternennr on (1~ 1-628 8000)

The information on this Page has been issued and approved by Fereign & Colonial Management Limited, regulated by IMRO and the Personal Investment Authority. Potential

investors are reminded that the value of investments and the income from them may go down as well as up and investors may not receive back the full amount invested.

Past performance is no guide to the future. The value of your investment may be adversely affected by fluctuations in exchange rates. The stockmarkets and currencies of

emerging markets can be extremely volatile and investors should be prepared to accept a high degree of risk.



