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NEW S5TAR INVESTMENT TRUST PLC

BOARD OF DIRECTORS

*James K Roe {Chairman)}, aged 73, was a director of N M Rothschild from 1970 until 1992 He
15 a director of Principle Capital Investment Trust Plc He was previously a director of Jupiter
International Group PLC and other companies and also a member of the Monopolies and
Mergers Commussion from 1993 to 1999

John L Duffield (Deputy Chairman), aged 69, 1s Chairman of New Star Asset Management
Group PLC He 1s a director of a number of investment and other companies and was chief
executive of Jupiter International Group PLC until May 2000

*Marcus Gregson, aged 62, was formerly head of HSBC Private Bank (UK) Limited and 1s a
director of a number of other investment compares

*Geoffrey Howard-Spink, aged 64, was one of the founders in 1981 of Lowe Group Limited, one
of the UK’s biggest advertising groups He 1s Chairman of Immedia Broadcasting PLC and a
director of Chrysalis Group plc

* Members of the Audit Comnuttee




NEW STAR INVESTMENT TRUST PLC

FINANCIAL HIGHLIGHTS

30th June
2008

PERFORMANCE
Net assets (£7000) 96,405
Net asset value per Ordinary share 135 74p
Mid-market price per Ordinary share 105 50p
Dhscount of price to net asset value 223%
FTSE World Index 116 42
FTSE All-Share Index 2,855 69
1st July 2007 to
30th June 2008

REVENUE

Return per Ordinary share 094p
Dividend per Ordinary share 073p

TOTAL RETURN
Net assets total return (22 1%)

FTSE All-Share total return

(13 0%)

30th June %
2007  Change
123,689 (221
174 15p (221)
156 25p (325)
10 3% -
12972 (103)
340414 (16 1)

1st July 2006 to

30th June 2007

122p

100p

18 8%

18 4%




NEW STAR INVESTMENT TRUST PLC

CHAIRMAN’S STATEMENT

Results

The year to 30 June 2008 was a disappownting one for your Company, with net assets falling
22 1% to £96 4 milhon This compares with a 16 1% decline in the FTSE All-Share Index From its
inception 1n May 2000 to 30 June 2008, your Company has delivered a 41 3% total NAV return
against a return of 22 8% for the FTSE All-Share

Net revenue for the year under review was £671,000, which compares with £865,000 the previous
year Your Directors recommend the payment of a final dividend of 0 73p net per Ordinary share

This compares with a dividend of 1 00p n 2007 This should not be taken as an indication of
future dividends, however, because the policy of your Company 1s to achieve capital growth and
earnings per Ordinary share may fluctuate

Your Company’s unaudited net asset value per share at 31st August 2008 was 133 51p
Market background

Global equities were weak and volatile during the year, with the MSCI World Total Return Index
declining 9 4% 1n sterling terms The main reason for the equity market weakness was the
increase m investors’ nsk aversion in response to the US sub-pnme mortgage cnsis and fears
that the US economy would go into recession The leading central banks responded by pumping
hiquidity into the system, fearmg that increased nervousness among banks could cause economic
conditions to detenorate significantly The Federal Reserve imitiated a significant programme of
monetary looserung, cutting its Fed funds target rate by 3 25 percentage pomnts to 2% while the
Bank of England, having utially raised its bank rate by a quarter point to 5 75%, proceeded to
cut by three quarters of a point to 5% by the year end The European Central Bank left 1ts repo
rate unchanged at 4% but it joined other central banks in supplying liquidity to the money
markets

A low pownt came in early March 2008 as counterparties began to withdraw funds from Bear
Stearns, the US investment bank, on fears that 1t was facing bankruptcy The Federal Reserve
responded by financing a takeover by JP Morgan Chase, helping to restore confidence 1n the
markets

Sentiment deteriorated, however, in the closing weeks of the Company’s year in response to
nising commeodity prices and heightened inflationary pressures, leading to fears that the central
banks would tighten policy, putting further pressure on already lacklustre economic growth
trends In response, cash was switched again from niskier, more volatile securihies, such as
higher-yielding corporate bonds and the shares of small and medium-sized companies, into
“safe haven” assets such as government bonds and large defensive comparies Over the year as
a whole, Group of Seven (G7) government bonds returned 17 3% in sterling terms whule high-
yield corporate bonds fell 2 2%

Withun the Group of Seven (G7} major industrial countries, Italy was the weakest country during
the year under review, falling 15 0% 1in sterling terms, followed by France, down 13 3%, the UK,
down 12 7%, Japan, down 11 1%, and the US, down 105% The resources-heavy Canadian
market gamned 11 6%, however, while Germany proved relatively resilient as a result of the
strength of 1ts exports to industriahising emerging markets and fell only 3 0% Outside the G7,
the weakest countries included Ireland, down 31 4%, the Phulippines, down 30 6%, and New
Zealand, down 23 5% By contrast, resources-heavy emerging markets were strong, with Brazil
up 53 2% and Russia up 27 2% while currency strength lifted Czech shares 50 5% in sterling
terms




NEW STAR INVESTMENT TRUST PLC

CHAIRMAN'’S STATEMENT

contnued

Among the global sectors, financial stocks were the weakest, falling 23 6% Other weak sectors -
included consumer services, down 17 8%, and industrials, down 120% By contrast, basic
materials gained 27 5%, energy gained 25 8% and utihities returned 5 1%

Over the summer of 2008, Western economic conditions were detertorating, with the trade-off
between economic growth and inflahon worsening signuficantly This was reflected 1n a de-
rating of global equities, which were trading at 30th June 2008 on a trailing earnings multiple of
14 0 agamnst 31 0 in April 2000 The market’s dividend yield, meanwhule, rose to a 15-year high
of 274%

Momentum in the emerging markets and positive money supply trends may still yet result in a
soft landing but the credit crunch has increased the nisk of more serious dislocation, partly
because the scope for further monetary looserung may be constrained by increased inflationary
pressures In such an environment, stock selection will be crucial in generating outperformance

Investment policy

Pursuant to changes in the UK Listing Rules, listed investment comparues are now subject to
additional requirements n respect of their published investment policies To comply with the
new standards and to address certain additional proposed amendments to the investment
policy, the Board are proposing a revised investment policy to be formally adopted, subject to
approval of resolution 11, at the Annual General Meeting

The Company’s investment objective 1s to achieve long-term capital growth New Star Asset
Management Limited (the Manager) implements this objective through a policy of investing a
significant proportion of the Company’s assets in pooled investment vehicles, with a sigrficant
proportion represented by shares or units in other investment comparues managed by associates
of New Star Asset Management Group PLC {New Star), the parent company of the Manager

With effect from July 2008, the Company’s assets have been managed by Mark Harns, head of
investment for the Manager's fund of funds range, which had funds under management of £1 1
billion at 2nd September 2008 Mark Harns has worked 1n the investment industry for more than
20 years and jomed New Star 1n 2003 New Star’s fund of funds team 1s currently rated A by
Citywire and 1ts achievements resulted in New Star being named “Best Multi-Manager Group”
in the 2007 and 2008 Professional Adviser awards

Mark Harns 15 manager of New Star Tactical Portfolio, an open-ended unconstrained global
investment fund For the five-year period to 31st August 2008, this fund generated a total return
of 64 35% (source Lipper) compared to 63 94% for the FTSE All-Share Total Return Index

As set out in the arcular that accomparies this annual report and accounts, a shareholder
resolution 1s proposed at the Company’s annual general meeting to amend the Company’s
investment policy Until the appropnate resolution has been passed the Company’s portfolio
will be managed in accordance with the current investment policy

The revised mvestment policy will be to allocate 1ts assets actively to global investment
opporturuties while spreading investment nsk through investment in equity, bond, commodaty,
real estate, currency and other asset classes The complete investment policy 1s set out on pages
12-13

Your Directors recommend that shareholders vote in favour of the resolutions at the annual
general meeting




NEW STAR INVESTMENT TRUST PLC

CHAIRMAN'S STATEMENT

continued

Manager’s fee arrangements

The Company currently pays the Manager an investment management fee of 01875% per
quarter 1e 075% per annum, of total assets of the Company and 1ts subsidianies, payable
quarterly in arrears To the extent that any fees are payable to the Manager or its associates from
any pooled vehicles in the Company’s portfolto, the fees payable to the Manager by the
Company are waived on that portion of the assets

With effect from 1st September 2008, in addition to the mvestment management fee, the
Company will pay the Manager a performance fee of 15% of the growth in net assets over a
hurdle of three-month sterling LIBOR plus 1% per annum, payable six monthly in arrears,
subject to a high water mark The aggregate of the Company’s management fee and performance
fee are subject to a cap of 4 99% of net assets 1n any financial year (with any performance fee in
excess of this cap capable of being earned 1n subsequent periods) The performance fee will be
charged 100% to capital, in accordance with the Board’s long term expectation of how any
cutperformance will be generated

James Roe
Chairman
5th September 2008




NEW STAR INVESTMENT TRUST PLC

INVESTMENT MANAGER’S REPORT

The year under review was a difficult one for the majority of the funds within the portfolio, with
global equity and bond markets suffering in the wake of the credit crunch amid fears among
investors of a significant slowdown 1n economuc growth

There were, however, some bright spots particularly among funds invested in asset classes with
only weak or negligible correlation to mainstream equity markets The Investec Africa Fund
gawned 28 64%, the New Star Heart of Africa, which was launched part way through the year,
gained 10 6% and the New Star International Property Fund gamned 4 92%

Other positive contributors within this difficult environment included the New Star Euro High
Yield Fund, which gained 8 97% as a result of the euro’s strength against sterling, and the
Skandia UK Strategic Best [deas Fund, a long-short equity fund whose fund managers include
New Star, which gained 2 00%

Within the mainstream long-only funds, the New Star UK Alpha Fund was relatively resilient,
falling 9 01% agamnst a 13 03% fall in the FTSE All-Share Total Return Index It was, however, a
disappointing year for a number of the long-only funds in the portfolio, with below-benchmark
performance being delivered by funds such as New Star European Growth and New Star UK
Growth

The year under review was also a disappointing one for the holding in the New Star Asset
Management Group, whose shares fell 77 43% Following the group’s capital repayment to
shareholders in June 2007, New Star entered the recent equity market downturn with significant
debt 1n 1ts balance sheet This had the effect of magnifying the negative impact of financial
market dislocation on New Star’s equity valuation

There were various changes to the portfolhio duning the year Your Company sold 1ts holdings in
Arena Leisure, the New Star Apollo Hedge Fund, the New Star Firefly Hedge Fund and the New
Star Select Opportunities Fund and reduced 1its holdings in the New Star European Growth
Fund, the New Star European Hedge Fund, the New Star Pan-European Equity Fund, and the
New Star UK Growth Fund The proceeds were invested in the New Star Euro High Yield Fund,
the New Star Financial Opportunihes Fund, the New Star Heart of Africa Fund, the New Star
Private Equuty Trust, the Skandia UK Strategic Best Ideas Fund and Midas Capital

As a result of these changes and market movements, your Company ended the year under
review with 63 7% of 1ts invested assets in retail funds, 16 6% 1n hedge funds, 4 7% 1n 1ts holding,
in New Star Asset Management Group and 15 0% 1n other equities and investment trust shares
Geographically, 65 9% of the portfolio was exposed to the UK, 16 4% was exposed to Europe
excluding the UK and the balance was invested elsewhere

At the year end of the year under review, global equity markets were 12 64% off their October
2007 peak in sterling terms, with some markets having suffered more severe setbacks The
weakest emerging markets included Turkey, down 38 29% between October and the year end,
the Phihppines, down 34 48%, and India, down 33 23%, among the smaller developed markets
Sweden was down 2555% and Ireland was down 23 89% while Italy and the UK were the
weakest Group of Seven markets, down 16 65% and 14 94% respectively

June 2008 was a particularly weak month and was followed by further selling in July as investors
became increasingly concerned about the threats posed by the nising prices of o1l and other
commodities Corporate profit margins appeared vulnerable while the increase in inflationary
pressures limited the freedom of central banks to respond to weaker economic growth with
monetary easing This suggests that over the coming months there will be further shifts by
investors into more defensive areas of the financial markets and into asset classes that offer some
diversification away from mainstream equities

New Star Asset Management Limited
5th September 2008




NEW STAR INVESTMENT TRUST PLC

SCHEDULE OF TWENTY LARGEST INVESTMENTS

at 30th June 2008
30th June 2008
Holding Activity Bid-market Percentage of
value portfolio
£000

New Star UK Alpha Fund Investment Fund 8,463 989
Investec Africa Fund Investment Fund 4,556 532
New Star Global Financials Fund Investment Fund 4514 528
New Star Accelerator Hedge Fund Investment Fund 4,450 520
New Star Hidden Value Portfohio Investment Fund 4,107 480
New Star European Hedge Fund Investment Fund 4,098 479

New Star Asset Management Group Asset Management
Company 4,040 472
Global Property Fund Investment Fund 3,995 467
New Star European Growth Fund Investment Fund 3,719 435
New Star Euro High Yield Fund Investment Fund 3,640 425
New Star Financials Hedge Fund Investment Fund 3417 399
Skandia Global Best Ideas Fund Investment Fund 3,292 385
Skandia UK Strategic Best Ideas Fund Investment Fund 3,041 355
New Star International Property Fund Investment Fund 2,976 348
New Star Private Equity Investment Trust Investment Company 2,896 338
New Star UK Growth Fund Investment Fund 2,715 317
New Star Global Fund — Brihish Lion Portfohio Investment Fund 2,652 310
New Star Heart of Afnica Fund Investment Fund 2,211 258
New Star Global Strategic Capital Fund Investment Fund 2,031 237
Midas Capntal Equity 1,955 229
72,768 8503
Balance held in 17 investments 12,800 1497
85,568 10000

All the Company’s investments are unlisted with the excephon of New Star Asset Management Group, New Star Private Equity
Investment Trust, Midas Capttal, New Star Financial Opportunties Fund, Lindsell Tratn Investment Trust and Immedia

Brondcasting
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NEW STAR INVESTMENT TRUST PLC

SCHEDULE OF TWENTY LARGEST INVESTMENTS

at 30th June 2007

30th June 2007
Schedule of investments Bid value Percentage of
Activity £:000 portfolio
New Star Asset Management Group Asset Management
Company 17,993 1523
New Star European Growth Fund [nvestment Fund 9,413 797
New Star UK Growth Fund Investment Fund 7,983 676
New Star European Hedge Fund Investment Fund 7,979 675
New Star UK Alpha Fund Investment Fund 5,850 495
New Star Global Financials Fund Investment Fund 5,706 483
New Star Hidden Value Fund Investment Fund 5,309 449
Global Property Fund Investment Fund 5,155 436
New Star International Pan European Equity Fund Investment Fund 4,912 416
New Star Accelerator Hedge Fund Investment Fund 4,875 413
New Star UK Special Situations Fund Investment Fund 4,350 368
Skandia Global Best Ideas Fund Investment Fund 3,722 315
New Star Financials Hedge Fund Investment Fund 3,701 313
Investec Africa Fund Investment Fund 3,650 309
New Star Global Fund — British Lion Portfolio Investment Fund 3,476 294
New Star Select Opporturuties Fund Investment Fund 3,298 279
New Star International Property Fund Investment Fund 2,750 233
New Star Firefly Hedge Funds Investment Fund 2,489 21
New Star Global Strategic Capital Investment Fund 2,487 210
New Star Global Fund — UK Smaller Comparues
Portfolio Investment Fund 2,232 189
107,330 50 84
Balance held in 13 investments 10,838 916
Total investments 118,168 100 00

11




NEW STAR INVESTMENT TRUST PLC

DIRECTORS’ REPORT

The Directors present their Report and Accounts for the year ended 30th June 2008

BUSINESS REVIEW

The Business Review 15 designed to give sharcholders an insight into the operations of the
Company Further information on the Company’s activihies and prospects may be found 1n the
Chairman’s Statement on pages 6 to 8 and the Investment Manager’s Report on page 9

INVESTMENT OBJECTIVE

The Company’s investment objective 1s to achieve long-term capital growth
INVESTMENT POLICY

Current muvestment policy

The investment objective 1s implemented through a policy of investing a significant proportion
of the Company’s assets in pooled investment vehicles, with a significant proportion
represented by shares or units in other investment companies managed by associates of New
Star Asset Management Group PLC, the parent company of the Manager

The Company takes a global view of investment opportunities and invests 1n sectors or
geographic areas which are considered by the Manager to offer good prospects for growth,
taking into account economic trends and business developments

The Company seeks to enhance returns from each asset class, sector or market by active stock
selection and by a continuous review of the portfolio’s asset allocahon between equities, bonds
and money market instruments as well as between industries, countries and regions

Informahion on how the Company has invested 1its assets with a view to spreading investment
risk in accordance with its investment policy 1s set out on pages 10 and 11

Proposed investment policy

The Board considers that it would be beneficial to shareholders for the investment policy to be
broadened Accordingly, a resolution will be put to the Annual General Meeting amending the
Company’s investment policy Until the approprate resolution has been passed the Company’s
portfolio will be managed in accordance with the current investment policy

The revised investment pohcy will be to allocate 1ts assets actively to global imvestment
opportunities while spreading investment nisk through investment 1n equity, bond, commodity,
real estate, currency and other asset classes The Company’s assets may have significant
weightings to any one asset class or geographic market, including cash

The Company will invest in pooled investment vehicles, exchange traded funds, futures, options
and himuted partnerships The Company may also invest up to 15% of its net assets in direct
investments 1n relevant markets

The Company will not follow any index with reference to asset classes, countres, sectors or
stocks Aggregate asset class exposure to any one of the Unuted States, United Kingdom, Europe
ex-UK, Asia ex Japan, Japan or Emerging Markets and to any individual industry sector will be
limited to 50% of the Company’s net assets, such values being assessed at the ime of investment
and for funds by reference to their published investment policy, where appropriate, the
underlying investment exposure

The Company may invest up to 20% of 1ts net assets in unlisted securities (excluding unquoted
pooled investment vehicles), such values being assessed at the time of investment

12




NEW STAR INVESTMENT TRUST PLC

DIRECTORS” REPORT

continued

The Company will not invest more than 15% of 1ts net assets in any single investment, such
values being assessed at the time of investment

Dervative instruments and forward foreign exchange contracts may be used for the purposes of
efficient portfolio management and currency hedging Dernvatives may also be used outside of
efficient portfolic management to meet the Company’s investment objective The Company may
take outnight short positions in relation to up to 30% of 1ts net assets, with a limit on short sales
of individual stocks of up to 5% of its net assets, such values being assessed at the time of
investment

The Company may borrow up to 30% of its net assets for short termn funding or long term
investment purposes

No more than 10%, in aggregate, of the value of the Company’s total assets may be invested in
other closed-ended investment funds except where such funds have themselves published
investment policies to invest no more than 15% of their total assets in other listed closed-ended
mvestment funds

PERFORMANCE

A review of the Company’s activities and performance may be found in the Chairman’s
Statement on pages 6 to 8 and in the Investment Manager’s Report on page 9

The following Key Performance Indicators are used by the Board to monitor the progress of the
Company

30 June 2008 30 June 2007 % Change
Net assets (£000) 96,405 123,689 (22 1)
Net asset value per share 135 74p 174 15p (22 1)
Share price 105 50p 156 25p (325)
Discount 22 3% 10 3% -
Earnings per share (37 42)p 27 66p -

REGULATORY ENVIRONMENT

The Company 1s an investment trust and 15 subject to the rules governing investment trust status
laid down in the Income and Corporation Taxes Act 1988 The Company has been approved by
HM Revenue & Customs as an investment trust for the year ended 30th June 2007 Approval for
the year ended 30th June 2007 15 subject to review should there be any subsequent enquiry under
Corporation Tax Self Assessment

The Company 1s hsted on the London Stock Exchange It must therefore conduct its activities in
accordance with the Listing Rules and Disclosure and Transparency Rules published by the
Financial Services Authonty

13




NEW STAR INVESTMENT TRUST PLC

DIRECTORS” REPORT

continued

RISK MANAGEMENT

The principal risks associated with the Company include the following

Investment strategy

Inappropnate long-term strategy, asset allocation and manager selection might lead to the
underperformance of the Company The Company’s strategy 1s kept under regular review by the
Board and the accompanying Notice of AGM includes a proposal to adopt a new investment
policy The Board considers that the new investment policy will enhance the ability of the
company to achieve 1its objective of achieving leng-term capital growth Investment performance
18 dhiscussed at every Board meeting and the Dhrectors receive a monthly report which details the
Company’s asset allocation, investment selection and performance

Regulatory risk

Failure to comply with applicable legal and regulatory requirements could lead to the
suspension or loss of the Company’s Stock Exchange listing or result in financial penaltes
Breach of Section 842 of the Income and Corporation Taxes Act 1988 could lead to the loss of the
Company’s investment trust status, leading to the Company being subject to tax on its capaital
gamns The Board employs New Star Asset Management Limited as Investment Manager and
Secretary to help manage the Company’s legal and regulatory obhgations

Manager

The quality of the management team employed by the Manager i1s an important factor in
delivering good performance and the loss by New Star of key staff could adversely affect
investment returns In addition, the failure of the Manager’s core fund management systems
might lead the loss of data or inaccurate reporting The performance of the Manager is reviewed
by the Board on an ongoing basis In addition, the Board undertakes a formal review each year

Business conditions and general economy

The Company’s investment returns are influenced by general economic conditions in the UK
and globally Factors such as interest rates, inflation, investor sentiment, the availability and cost
of credit could adversely affect the performance of both the Company and 1its underlying
investments The Board regularly considers the economic environment in which the Company
operates

The portfolio may be found on pages 10 to 11 Further information on how the Company
manages nsk may be found 1n the Corporate Governance section on pages 22 and 23 and 1n note
18 on pages 45 to 52

RESULTS AND DIVIDENDS

Results and reserve movements for the year are set out in the Consolidated Income Staternent
on page 28 and in the Notes to the Accounts on pages 34 to 53

Dividends do not form a central part of the Company’s investment policy However the
Directors have declared a final dividend of 073p net per share (2007 final dividend of 1 Op)
payable to shareholders on 10th October 2008 to shareholders on the register on 19th September
2008

14




NEW STAR INVESTMENT TRUST PLC

DIRECTORS” REPORT

continued

SHARE CAPITAL
At 30th June 2008 there were 71,023,695 1p ordinary shares in 1ssue (30 June 2007 71,023,695)

MANAGEMENT

In common with most investment trusts, the Company does not have any executive directors or
employees The day-to-day management and admunustration of the Company, including
nvestment management, 15 delegated to New Star Asset Management Limited

Under the terms of the investment management agreement, New Star recerves a fee, payable
quarterly 1n arrears, equivalent to 3/16% of total assets of the Company and its subsidiarnes after
the deduchon of the value of any Jupiter managed investments and any New Star managed
investments (as defined in the management agreement) The investment management
agreement may be terminated by either party giving three months written notice to expire on the
last calendar day of any month The Board momtors the performance of the Manager and
considers that the continuing appointment of New Star 15 in the interests of shareholders as a
whole With effect from 1st September 2008, the Manager will also be entitled to a performance
fee of 15% of the growth 1n net assets over a hurdle of 3 month Stering LIBOR plus 1% per
annum, payable six monthly 1n arrears, subject to a lugh water mark The aggregate of the
Company’'s management fee and performance fee are subject to a cap of 4 99% of net assets in
any financial year (with any performance fee in excess of this cap capable of being earned in
subsequent periods) The performance fee will be charged 100% to capatal, in accordance with
the Board's long term expectation of how any outperformance will be generated

Secretarial services and general admimistration of the Company 1s undertaken by New Star Asset
Management Limited for an annual fee of £70,000 (exclusive of VAT} payable in equal monthly
instalments 1n arrears and reviewed annually by reference to the UK Index of Retail Prices The
agreement 15 terminable by not less than six months’ notice by erther party

SUBSIDIARY UNDERTAKING
The Company owns the whole 1ssued share capital (£1) of JIT Secunties Limited, an investment
company registered in England and Wales

EMPLOYEE, ENVIRONMENTAL AND COMMUNITY ISSUES

The Company does not have any employees, with the day-to-day management and
admirustrabion of the Company being delegated to the Manager New Star Asset Management
Limited manages the Company’s portfolio in accordance with the investment objechive and
policy, environmental, social and community matters are considered to the extent that they
impact on the Company’s investment returns

15




NEW STAR INVESTMENT TRUST PLC

DIRECTORS” REPORT

continued

OTHER MATTERS

LIFE OF COMPANY

The Articles of Association do not contain provisions imiting the hife of the Company

DIRECTORS

The Directors who served during the year were as follows

Date of

appomntment

] K Roe 31st August 2005
] L Duffield 13th Aprl 2000
M ] Gregson 1st December 2006
G Howard-Spink 13th April 2000

None of the Directors has a service contract with the Company, nor has there been any contract
or arrangement between the Group and any Director at any time during the year
DIRECTORS’ INTERESTS

The beneficial interests of the Directors in the ordinary share capital of the Company were as
follows

30th June 2008 1st July 2007
Held beneficially Ordinary shares Ordinary shares
J L Duffield 42,003,223 42,003,223
M ] Gregson 10,000 10,000
G Howard-Spink _ _
J K Ree & Dame Marion Roe 2,290,048 2,290,048

There have been no changes in the Directors’ interests 1n the period to the date of this report

The Directors’ interests in contractual arrangements with the Company are detailed in Note 20
Subject to these exceptions, no Director was a party to or had any interest in any contract or
arrangement with the Company at any time during the year or subsequently

16
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DIRECTORS” REPORT

continued

SUBSTANTIAL SHAREHOLDERS

The Directors are aware of the following interests which represent 3% or more of the Company’s
1ssued share capital at the date of this report

No of Ordmnary % of 1ssued

shares held share capital

J L Buffield 42,003,223 591

Chents of Jupiter Asset Management Ltd 5,254,585 74

M R L Astor 2,801,702 39
Comprised of

M R L Astor & D W Astor as co trustees of

M R L Astor 1995 Discretionary Trust 2,386,545 34

M R L Asier 415,157 05

J E Craig 2,386,545 34
Comprised of

] E Craig 1,193,273 17

Mrs P Craig 1,193,272 17

J K Roe 2,290,048 32
Comprised of

J K Roe 2,090,048 29

Dame Marion Roe 200,000 03

ANNUAL GENERAL MEETING

The AGM will be held on Wednesday, 1st October 2008 at 11 00 am The notice of meeting may
be found in the accompanying aircular

GOING CONCERN

The Directors believe 1t 1s appropriate to adopt the going concern basis in preparing the financial
statements as they consider that the Company has adequate resources to continue 1n operational
existence for the foreseeable future

PAYMENT POLICY AND PRACTICE

It 15 the Company’s payment policy to obtain the most advantageous possible terms for all
business and therefore there 15 no single policy as to terms used The Company agrees with
suppliers the terms on which business will take place and it 1s the Company’s policy to abide by
such terms As the Company s an imnvestment trust it does not have any trade creditors All
suppliers’ invoices received to 30th June 2008 have been settled, save for three invoices (2007
nil)
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DIRECTORS’” REPORT

contmued

POLITICAL AND CHARITABLE DONATIONS
The Company did not make any political or charitable donations during 2008 (2007 rul)

STATEMENT OF DIRECTORS" RESPONSIBILITIES

The Directors are responsible for preparing the Annual Report and the financial statements n
accordance with applicable Uruted Kingdom law and those International Financial Reporting
Standards (“IFR5") as adopted by the European Uruon

The Directors are required to prepare financial statements for each financial year which present
fairly the financial position of the Company and of the group and the financial performance and
cash flows of the Company and of the group for that period In preparing the finanaal
statements, the Directors are required to

* Select suitable accounting policies and then apply them consistently

» present information, including accounting policies, in a manner that provides relevant,
reliable, comparable and understandable information

» provide additional disclosures when compliance with the specific requirements in IFRS 1s
wmsufficient to enable users to understand the impact of particular transactions, other events
and conditions on the enhties financial posihon and financial performance, and

¢ state that the Company has complied with IFRS, subject to any material departures disclosed
and explained n the financial statements

The Directors are responsible for keeping proper accounting records that disclose with
reasonable accuracy at any time the financial position of the Company and of the group and
enable them to ensure that the financial statements comply with the Companies Act 1985 and
Article 4 of the [AS regulation They are also responsible for the safeguarding the assets of the
Company and hence for taking reasonable steps for the prevention and detection of fraud and
other irregulantes

The Directors, who are listed on page 4 of this report, confirm that to the best of their knowledge
that

* the finanmal staternents, prepared n accordance with the apphcable accounting standards,
give a true and fair view of the assets, halities, financial posihion and profit or loss of the
Company, and

+ the Directors’ Report includes a fair review of the development and performance of the
business and the position of the Company, together with a description of the principal nsks
and uncertainties that the Company faces

DISCLOSURE OF INFORMATION TO AUDITORS

The Directors who held office at the date of approval of the Directors” Report confirm that, so far
as they are aware, there 15 no relevant audit information of which the Company’s auditors are
unaware Each Director has taken all the steps that he ought to have taken as a Director to make
himself aware of any relevant audit information and to establish that the Company’s auditors
are aware of that information This confirmation 1s given and should be interpreted in
accordance with the provisions of sechon 234ZA of the Companies Act 1985
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NEW STAR INVESTMENT TRUST PLC

DIRECTORS” REPORT

continued

INDEPENDENT AUDITORS

Ernst & Young LLP have indicated their willingness to remain in office Accordingly a resolution
proposing the re-appowntment of Ernst & Young LLF as auditors, and to authonse the Directors
to determune their remuneration, will be put to shareholders at the forthcoming AGM

By Order of the Board
geez:; tSat;a; Asset Management Limuted For and on behalf of
Sth September 2008 New Star Asset Management

Limited, Secretary
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NEW STAR INVESTMENT TRUST PLC

CORPORATE GOVERNANCE STATEMENT

CORPORATE GOVERNANCE PRINCIPLES

Corporate governance 1s concermed with how comparues are directed and controlled and in
particular with the role of the Board of Directors and the need to ensure a framework of effechive
accountabihty

The UK Listing Authorty requires all listed companies to disclose how they have applied the
principles and complhed with the provisions of the Combined Code on Corporate Governance
(the “Code"), as 1ssued by the Financial Reporting Council 1in June 2006 In addition, the AIC
Code of Corporate Governance (the “AIC Code”) and AIC Corporate Governance Guide for
Investment Companies (the “AIC Guide”) which were 1ssued by the Associabon of Investment
Companies provide specific corporate governance guidance to investment trusts

During the year ended 30th June 2008, the Company comphed with the provisions of the Code
subject to the excephons explained below and 1ts specific circumstances as an investment trust
company the Company does not have a Sentor Independent Director (Code provision A 3 3), no
performance appraisal was carried out during the year (Code provision A 6), and the Notice of
Annual General Meeting was sent to shareholders less than 20 working days before the meeting
(Code provision D 2 4)

THE BOARD
RESPONSIBILITIES

The Board determines the strategic direction of the Company It meets to review the Company’s
investments, the financial position of the Company and matters of investment policy, strategy
and compliance Matters specifically reserved for decision by the Board have been defined and
a procedure 15 1n place for the Directors, in the furtherance of their duties, to take independent
professional advice at the expense of the Company

There 15 a clear division of responsibility between the Chairman, the Directors, the Manager and
other thurd-party service providers No one individual has unfettered powers of decision

The Chairman 1s responsible for leading the Board and ensuring 1ts effectiveness 1n all aspects
of 1ts role and ensuring that the Directors receive accurate, bmely and clear information Details
of the Chawrman’s professional commutments are included in his biography on page 4 In
accordance with the AIC Code the Chairman 1s considered to be independent of the Manager

The Board sets the boundaries within which the Investment Manager operates The Investment
Manager also ensures that the Board receives all relevant management and financial information
in a hmely manner Representatives of the Investment Manager attend most Board Meetings,
enabling the Board to review the Manager’s performance

DIRECTORS

The Board consists of four non-executive directors, all of whom served throughout the year The
Board has reviewed the independent status of the directors individually and as a whole 1n
accordance with the Code and the AIC Code It 15 the Board’s opiruon that, with the exception
of Mr Duffield, all the directors are considered independent in character and judgement
Drrectors abstain from any discussion concerning their own status

The Company does not have any executive Directors or any employees The structure of the
Board 1s such that 1t 1s considered unnecessary to identify a seruor non-executive Director At
30th June 2008 there were no Directors’ service agreements and no Director had been granted
any options to acquure shares in the Company
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NEW STAR INVESTMENT TRUST PLC

CORPORATE GOVERNANCE STATEMENT

continued

Biographies of the Board members, including their relevant experience, appear on page 4, which
demonstrate that each Director has the requisite high level and range of business, imvestment
and financial experience and enables the Board to provide clear and effective leadership and
proper stewardship of the Company

The Board has not implemented a tenure policy for Directors as they believe that the re-election
of Directors should be assessed individually on their expenence, knowledge and contribution to
the running of the Company

Under the Articles of Association, one-third of the Directors are required to retire by rotation in
each year In order to comply with the Code, the Directors have also adopted a policy providing
for each Director to be put forward for re-election by shareholders at least every three years
Mr G Howard-Spink retires by rotation at the Annual General Meeting and, being eligible,
stands for re-elechion In accordance with the Listing Rules Mr ] L Duffield will subrmt himself
for re-election annually as he 1s not independent of the Investment Manager The Board
considers that Mr Howard-Spink and Mr Duffield each make a valuable contribution to the
Board and recommend that shareholders vote in favour of their re-election

The Board meets at least four imes a year and convene ad hoc meetings as and when requuired

The number of meetings of the Board and Audit Commuttee held during the year to 30th June
2008 and the attendance of individual directors 1s as follows

Board meetings Audit Commuttee meetings
No of meetings 5 2
] L Duffield 4 N/A
M Gregson 5 2
G Howard-Spink 4 2
J K Roe 5 2

New appomntees are provided with an induction programme, which covers the Company’s
investment strategy, policies and practices Thereafter, Directors are given key information on
the Company’s regulatory and statutory requirements as they arise

Given the very considerable financial and investment experience of all of the directors 1t was not
considered necessary to conduct a review of the performance of the Board during the year ended
30 June 2008 Nonetheless 1t has been agreed that an annual performance review will be
conducted 1n future years

BOARD COMMITTEES

As the Board consists of only four directors there 15 no formal Nominations Committee and
appomtments of any new Directors will be considered by the Board as a whole The Company
does not have any executive Directors or employees and as a consequence does not have a
remuneration commuttee The Directors” Remuneration Report, which may be found on pages 23
and 24, provides detailed information of the remuneration arrangements of the Directors

AUDIT COMMITTEE

The Audit Commuttee consists of the independent Directors Mr Gregson, Mr Howard-Spink and
Mr Roe, all of whom served throughout the year The Audit Commuittee 1s chawred by
Mr Howard-Spink It 1s considered that each of the members of the Audit Commuttee have recent
and relevant financial expenience
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CORPORATE GOVERNANCE STATEMENT

continued

The Audit Commuttee, which met twice during the year, operates within clearly defined terms
of reference The Commuttee provides a forum through which the Company’s external Auditors
report to the Board The mamn work and responsibilities of the Audit Commuittee include
monitoring the integnty of the Company’s financial statements and appropriateness of its
accounting policies It alsc reviews the internal control systems and the nisks to which the
Company 1s exposed The Audit Commuttee makes recommendations to the Board regarding the
appomtment and mdependence of the external Auditors to the Board and the objectivity and
effectiveness of the audit process Details of the amounts paid to the external Auditors during
the year under review, for audit and other services are set out in note 4 on page 37

In common with many investment trusts, the Company does not have a whistle-blowing policy
The main funchons of the Company are delegated to thurd parties and the Audit Commuttee
believes that 1s appropnate to rely on the whistle-blowing pohces operated by those third
parties

THE COMPANY SECRETARY

The Board has direct access to the advice and services of the Company Secretary, New Star Asset
Management Limited, which 1s responsible for ensuring that Board and Commuttee procedures
are followed and that the applicable regulations are comphed with The Secretary 1s also
responsible to the Board for ensuring timely dehvery of information and reports and also
compliance with the statutory obligations of the Company

A procedure has been adopted for the Directors, in the furtherance of their dutes, to take
independent professional advice at the expense of the Company

SHAREHOLDER RELATIONS

All Ordinary sharcholders will have the opporturuty to attend and vote at the Annual General
Meeting during which the Dhrectors and Investment Manager will be available to answer
queshons regarding the Company The Company will generally seek to provide at least twenty
working days notice of the Annual General Meeting at meeting However, this did not prove
possible n respect of the 2008 Annual General Meeting, this was due to the need to amend the
Articles of Association to reflect the Comparmies Act 2006 by 1 October 2008 The Notice of
Meeting sets out the business of the Annual General Meeting and any i1tem not of an entirely
routine nature 1s explained 1n the Report of the Directors Separate resolutions are proposed for
each substanhve 1ssue The Company reports to shareholders twice a year by way of the Interim
Report and Annual Report and Accounts The Company’s interim and annual reports are also
published on the Admiunistrator’s website at www newstaram com In addition, net asset values
are published on a monthly basis

The Company, through 1ts Directors, the Investment Manager and Admirustrator 1s constantly
available to engage in dialogue with its shareholders Replies will be sent to all letters received
at the registered office

INTERNAL CONTROLS

The Board has overall responsibility for the Company’s systems of internal control and for
reviewing their effectiveness Intemal control systems are designed to meet the particular
requirements of the Company and to manage rather than eliminate the nsks of failure to achieve
its objectives The systems by their very nature provide reasonable but not absolute assurance
agamst matenial misstatement or loss The Board has reviewed the effectiveness of the
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CORPORATE GOVERNANCE STATEMENT
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Company’s internal control systems including the financial, operational and compliance
controls and risk management The key procedures which have been established with a view to
providing effective internal control are as follows

* Throughout the year under review, there has been an ongoing process for identifying,
evaluating and managing the significant nsks faced by the Company This process accords
with the guidance in the document “Internal Control Guidance for Directors on the
Combined Code” and will remain 1n place throughout the Company’s life This process 1s
reviewed on a regular basis by the whole Board 1n accordance with the Turnbull guidance
The process involves reports from the Company Secretary on risk control and comphance, in
conjunction with the Investment Manager’'s regular reports which cover investment
performance and comphance 1ssues In addition, the Audit Commuttee receives internal
controls statements from all the third parties to which it delegates functions as listed below

» The duhes of investment management, accounting and custody of assets are segregated, the
procedures of the individual parties are designed to complement one another

* Investment management 15 performed by New Star Asset Management Limuted The Board
1s responsible for setting the overall investment policy and monitors the activity of the
Investment Manager at regular Board Meetings The responsibihities of the Investment
Manager are included in the Management Agreement between the Company and New Star
Asset Management Limited The Investment Manager’s system of internal control includes
organusation arrangements which clearly define lines of responsibility and delegated
authonties as well as conirol procedures and systems which are regularly evaluated by
management New Star Asset Management 1s authonsed and regulated by the Finanaal
Services Authonty

» Custody of assets 1s undertaken by HSBC Bank plc Until 1st June 2008 custody was provided
by HSBC Institutional Fund Services Limited

* Administrabon and company secretarial duties are performed by New Star Asset
Management Limited Accounting duties are performed by HSBC Securihes Services (UK)
Limited

* Authorisation and exposure limits are set by the Board

* The Company clearly defines the duties and responsibilities of 1ts agents through their
contracts The appointment of agents and adwvisers 1s conducted by the Board after
consideration of the quality of parties involved, the Board monitors their ongoing
performance and contractual arrangements

* The Board reviews financial informaton produced by the Investment Manager and the
Company Secretary mn detail on a regular basis

All of the Company’s management functions are delegated to independent third parties whose
internal controls are reviewed by the Board It 1s therefore felt that there 15 no need for the
Company to have an mternal audit function, although this 15 reviewed penodically

New Star Asset Management Limited
Secretary

5th September 2008
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NEW STAR INVESTMENT TRUST PLC

DIRECTORS’ REMUNERATION REPORT

The Directors are pleased to present their report on remuneration which 1s prepared in
accordance with the requirements of Schedule 7A to the Companies Act 1985 (the “Act”) The
report also meets the relevant requirements of the Listing Rules of the Financial Services
Authonty and descnibes how the Board has applied the principles relating to directors’
remuneration in the Combined Code An ordinary resolution to recerve this report will be put to
members of the Company at the forthcoming Annual General Meeting

The Act requires the Auditors to report to the Company’s members on certain parts of the
Directors” Remunerahon Report and to state whether in their opimion those parts of the report
have been properly prepared 1n accordance with the Act Where information set out below has
been audited, 1t ts clearly indicated The Auditors opimion 1s included within the Independent
Auditors” Report on pages 26 and 27

REMUNERATION COMMITTEE

The Company has four non-executive Directors The Board as a whole fulfils the function of a
Remuneration Committee The Board has appointed the Company Secretary to provide advice
when the Directors consider the level of Directors” fees

POLICY ON DIRECTORS’ FEES

The Board's policy 1s that the remuneration of non-executive Directors should reflect the
experience of the Board as a whole, be fair and comparable to that of other investment trusts that
have a similar capital structure (ordmary shares), and have a similar investment objective (long-
term capital growth) It1s intended that this policy will continue for the year ending 30th June
2009

The fees for the non-executive Directors are determined within the limits set out in the
Company’s Articles of Association The Chairman receives a fee of £20,000 p a, whalst the other
Directors receive fees of £15,000 p a It 1s the Company’s policy that no Director shall be entitled
to any benefits in kind, share options, long term mcentives, pensions or other retirement benefits
or compensation for loss of office It 1s considered that no part of the Directors’ remuneration
should be performance related in the hght of their non-executive status Directors are entitled to
claim expenses 1n respect of duties undertaken in connection with the management of the
Company

DIRECTORS’ SERVICE CONTRACTS

It 1s the Board’s policy that none of the Directors has a service contract Each Director shall retire
and be subject to electron at the first Annual General Meeting after his appointment, and be
subject to re-election at least every three years after that Any Director may be removed without
notice and compensation will not be due on leaving office
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YOUR COMFPANY’'S PERFORMANCE

The graph below compares the share price total return (assumung all dividends are reinvested)
and the net asset value (total return) over the last five years in respect of the Company The
Company’s performance 1s plotted against the FTSE All-Share Index (total retumn) over the same
period, as this 15 the Company’s benchmark. The data has been rebased to 100 on 30th June 2003

Source Datastream 30th june 2003 to 30th June 2008 (rebased to 100 at 30 June 2003)

DIRECTORS FEES (AUDITED)

The Directors who served during the year recerved the following emoluments 1n the form of
fees

2008 2007

£ £

] K Roe (Chairman) £20,000 £15,000
] L Duffield . £15,000 £12,500
M ] Gregson £15,000 £8,333
G Howard-Spink ° £15,000 £12,500
M Boase C, - £3,787
Total ~ Y £65,000 £52,120

Notes

1 With effect from 1st January 2007 the fee recerved by the Chawrman increased from £15,000 pa to £20,000 pa and
the fees recerved by the other Directors increased from £10,000 pa to £15,000 p a

2 MrM] Gregson was appointed a Director on 1st December 2006

3 Mr M Boase resigned as a Director on 16th November 2006

- For and on behalf of
By order of the Board New Star Asset Management
New Star Asset Management Limited, Secretary

5th September 2008




NEW STAR INVESTMENT TRUST PLC

INDEPENDENT AUDITORS” REPORT TO THE
MEMBERS OF NEW STAR INVESTMENT TRUST PLC

We have audited the group and parent company financial statements (the “financial
statements”) of New Star Investment Trust Plc for the year ended 30 June 2008 which compnse
Consolidated Income Statement, the Consolhdated Statement of Changes in Equity, the
Company Statement of Changes in Equity, the Consolidated Balance Sheet, the Company
Balance Sheet, the Group and Company Cash Flow Statements and the related notes 1 to 20
These financial statements have been prepared under the accounting policies set out therein We
have also audited the information in the Directors’ Remuneration Report that 15 described as
having been audited

Thus report 1s made solely to the company’s members, as a body, in accordance with Section 235
of the Companies Act 1985 Our audit work has been undertaken so that we might state to the
company's members those matters we are required to state to them 1n an auditors’ report and for
no other purpose To the fullest extent permutted by law, we do not accept or assume
responsibility to anyone other than the company and the company's members as a body, for our
audit work, for this report, or for the opimons we have formed

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The directors’ responsibilities for preparing the Annual Report, the Directors” Remuneration
Report and the financial statements in accordance with applicable Umted Kingdom law and
International Financial Reporting Standards (IFRSs) as adopted by the European Union are set
out in the Statement of Directors’ Responsibilihies

OQur responsibility 1s to audit the financial statements and the part of the Directors’
Remuneration Report to be audited in accordance with relevant legal and regulatory
requirements and Internahonal Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view and
whether the financial statements and the part of the Directors” Remuneration Report to be
audited have been properly prepared in accordance with the Companies Act 1985 and, as
regards the group financial statements, Article 4 of the IAS Regulahion We also report to you
whether in our opinion the information given in the directors' report 1s consistent with the
financial statements

In addition we report to you if, in our opmmon, the company has not kept proper accounting
records, if we have not recerved all the information and explanations we require for our audit,
or 1If information speaified by law regarding directors’ remuneration and other transactions are
not disclosed

We review whether the Corporate Governance Statement reflects the company’s comphance
with the nine provisions of the 2006 Combined Code specified for our review by the Listing
Rules of the Financial Services Authority, and we report 1f 1t does not We are not required to
consider whether the board’s statements on internal control cover all nisks and controls, or form
an opiuon on the effectiveness of the group’s corporate governance procedures or 1ts risk and
control procedures

We read other information contamned 1n the Annual Report and consider whether 1t 1s consistent
with the audited financial statements The other information comprises only the Investment
Objective, Company Information, Board of Directors, Finanaial Highlights, Chairman’s
Statement, Investment Manager’s Report, Schedule of Twenty Largest Investments, Directors’
Report, Corporate Governance Statement, the unaudited part of the Directors’” Remuneration
Report, Notice of Meeting and Form of Proxy We consider the implications for our report 1f we
become aware of any apparent misstatements or material inconsistencies with the financial
statements QOur responsibihities do not extend to any other information
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INDEPENDENT AUDITORS” REPORT TO THE
MEMBERS OF NEW STAR INVESTMENT TRUST PLC

continued

BASIS OF AUDIT OPINION

We conducted our audit in accordance with International Standards on Auditing (UK and
Ireland) 1ssued by the Auditing Practices Board An audit includes examination, on a test bass,
of evidence relevant to the amounts and disclosures in the financial statements and the part of
the Directors’ Remuneration Report to be audited It also includes an assessment of the
sigruficant estimates and judgments made by the directors in the preparation of the financial
statements, and of whether the accounting policies are appropnate to the group’s and
company’s circumstances, consistently applied and adequately disclosed

We planned and performed cur audit so as to obtamn all the information and explanations which
we considered necessary 1n order to provide us with sufficient evidence to give reasonable
agsurance that the financial statements and the part of the Directors” Remuneration Report to be
audited are free from material misstatement, whether caused by fraud or other wrregularity or
error In forming our opiuon we also evaluated the overall adequacy of the presentation of
information in the financial statements and the part of the Directors’ Remuneration Report to be
audited

OPINION
In our opinion

* the group financial statements give a true and fair view, in accordance with IFRSs as adopted
by the European Unuon, of the state of the group’s affairs as at 30 June 2008 and of 1its loss for
the year then ended,

¢ the parent company financial statements give a true and fair view, i accordance with IFRSs
as adopted by the European Union as applied in accordance with the provisions of the
Comparues Act 1985, of the state of the parent company’s affairs as at 30 June 2008,

* the financial statements and the part of the Directors’ Remuneration Report to be audited
have been properly prepared in accordance with the Compames Act 1985 and, as regards the
group financial statements, Article 4 of the IAS Regulation, and

* the mformation given in the directors’ report 1s consistent with the financial statements

Enst & "10w\3 Wt

ERNST & YOUNG LLP
Registered Auditor
London

5th September 2008
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NEW STAR INVESTMENT TRUST PLC

CONSOLIDATED INCOME STATEMENT

Sor the year ended 30th June 2008

Notes
INVESTMENT INCOME 2
Other operating income 2

Total income

GAINS AND LOSSES

ON INVESTMENTS
(Losses)/gains on investments
at fair value through profit

or loss

(Losses)/gains on forward
currency contracts

Other exchange gains/(losses)

EXPENSES
Investment Management fees 3
Other expenses 4

PROFITHLOSS) BEFORE
FINANCE COSTS AND TAX

Finance costs

PROFIT/(LOSS) BEFORE TAX
Tax 5

PROFIT/LOSS) FOR THE YEAR

EARNINGS PER SHARE
Ordinary shares (pence) 7

Year ended Year ended
30th June 2008 30th June 2007
Revenue Capital Revenue Capatal
Return Return Total Return  Return Total
£000 £000 £000 £000 £'000 £7000
1,029 - 1,029 1,224 - 1,224
376 - 376 93 - 93
1,405 - 1,405 1,317 - 1,317
- (27,203) (27,203) - 18,432 18,432
- (24) (24) - 708 708
- 191 191 - (27) (27)
1405 (27,036) (25,631) 1,317 19,113 20,430
(263) - (263) (265) - (265)
(241) (1) (242} (222) - (222)
901 (27,037) (26,136) 830 19,113 19,943
(60) - (60) (39) - (39
841 (27,037) (26,196) 791 19,113 19,904
{170) (208) (378) 74 (331) (257)
671  (27,245) (26,574) 865 18,782 19,647
0.94 (38.36)  (37.42) 122 26 44 27 66

The total column of this statement represents the Group’s profit and loss account, prepared 1n
accordance with IFRS The supplementary revenue return and capital return columns are both
prepared under guidance published by the Association of Investment Companies All items in
the above statement derive from continuing operations No operations were acquired or

discontinued during the year

All income 15 attributable to the equity holders of the parent company There are no minonty

interests

The Notes on pages 34 to 53 form an wttegral part of these Accounts
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NEW STAR INVESTMENT TRUST PLC

CONSOLIDATED STATEMENT OF
CHANGES IN EQUITY

for the year ended 30th June 2008

Noies Share Share  Special Retained
capital premmum reserve earrungs Total
£000 £000 £000 £000 £000
AT 30 JUNE 2007 710 21,573 56,908 44,498 123,689
Loss for the year - - - (26,574) (26,574)
Dividend pad 8 - - - 710 (710)
AT 30 JUNE 2008 710 21,573 56,908 17,214 96,405

CONSOLIDATED STATEMENT OF
CHANGES IN EQUITY

for the year ended 30th June 2007

Notes Share Share  Special Retained
capital premium  reserve earmings Total
£000 £000 £000 £000 £000
AT 30TH JUNE 2006 710 21,573 56,908 24922 104,113
Profit for the year - - - 19,647 19,647
Dividend paid 8 - - - (71) (71}
AT 30TH JUNE 2007 710 21,573 56,908 44498 123,689

The Notes on pages 34 to 53 form an mtegral part of these Accounts
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NEW STAR INVESTMENT TRUST PLC

COMPANY STATEMENT OF
CHANGES IN EQUITY

for the year ended 30th June 2008

Notes Share Share Special Retamed
capital premium  reserve earnings Total
£000 £7000 £000 £000 £000
AT 30 JUNE 2007 710 21,573 56,908 44,114 123,305
Loss for the year - - -  (26,654) (26,654)
Dividend paid 8 - - - (710) (710)
AT 30 JUNE 2008 710 21,573 56,908 16,750 95,941
COMPANY STATEMENT OF
CHANGES IN EQUITY
for the year ended 30th June 2007
Notes Share Share  Special Retamned
capital premmum  reserve earnungs Total
£000 £000 £°000 £000 £000
AT 30TH JUNE 2006 710 21,573 56,908 25,126 104,317
Profit for the year - - - 19,059 19,059
Dividend paid 8 - - - (71) (71)
AT 30 JUNE 2007 710 21,573 56,908 44,114 123,305

The Notes on pages 34 to 53 form an integral part of these Accounts
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NEW STAR INVESTMENT TRUST PLC

CONSOLIDATED BALANCE SHEET

at 30th June 2008

NON-CURRENT ASSETS
Investments at fair value through profit or loss

CURRENT ASSETS
Other receivables
Cash and cash equivalents

TOTAL ASSETS

CURRENT LIABILITIES
Other payables

NET ASSETS

EQUITY ATTRIBUTABLE TO EQUITY HOLDERS
Called-up share capital

Share premium

Special reserve

Retamned earnings

TOTAL EQUITY

NET ASSET VALUE PER ORDINARY SHARE (PENCE)

Notes

11
12

13

14
15
15
15

16

30th June 30th June
2008 2007
£000 £000
85,568 118,168
118 1,392
11,834 4,883
11,952 6,275
97,520 124,443
(1,115) (754)
96,405 123,689
710 710
21,573 21,573
56,908 56,908
17,214 44,498
96,405 123,689
pence pence
135.74 174 15

These Accounts were approved by the Board of Directors and authorised for 1ssue on 5th

September 2008

ames Roe
Chairman

The Notes on pages 34 to 53 form an integral part of these Accounts
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NEW STAR INVESTMENT TRUST PLC

COMPANY BALANCE SHEET

at 30th June 2008

NON-CURRENT ASSETS

Investments at fair value through profit or loss

CURRENT ASSETS
Other receivables
Cash and cash equivalents

TOTAL ASSETS

CURRENT LIABILITIES
Other payables

NET ASSETS

EQUITY ATTRIBUTABLE TO EQUITY HOLDERS
Called-up share capital

Share premuum

Special reserve

Retained earnings

TOTAL EQUITY

Notes

11
12

13

14
15
15
15

30th June 30th June
2008 2007
£000 £000
85,568 118,168
993 2,083
10,156 3,655
11,149 5,738
96,717 123,906
(776) (601)
95,941 123,305
710 710
21,573 21,573
56,908 56,908
16,750 44,114
95,941 123,305

These Accounts were approved by the Board of Directors and authorised for 1ssue on 5th

September 2008

mes Roe
Chairman

The Notes on pages 34 to 53 form an wtegral part of these Accounts
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NEW STAR INVESTMENT TRUST PLC

CASH FLOW STATEMENTS

Jor the year ended 30th June 2008

Notes Year ended Year ended Year ended Year ended

30th June 30th June 30th June 30th June
2008 2008 2007 2007
Group Company Group Company
£000 £000 £:000 £000
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before finance costs and tax (26,136} (26,183) 19,943 19,202
Adjustments for
Losses/(gaimns) on investments 32,600 32,600 (14,804) (14,804)
Operating cash flows before movements
in working capital 6,464 6,417 5,139 4,398
Decrease/(increase) 1n receivables 1,324 1,106 (685) (1,163)
Increase in payables 514 175 207 54
Net cash from operating activities before
finance costs and income taxes 8,302 7,698 4,661 3,289
Taxation (221) (67) (257) (104)
NET CASH FROM OPERATING ACTIVITIES 8,081 7,631 4,404 3,185
CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid (710) {710) (71) (71)
Interest paid {60) (60) (39) (39}
NET CASH USED IN FINANCING ACTIVITIES (770) (770) (110) (110)
NET INCREASE IN CASH AND
CASH EQUIVALENTS 17 7,311 6,861 4,294 3,075
Cash and cash equivalents at beginning
of year 4,523 3,295 229 220
CASH AND CASH EQUIVALENTS AT
END OF YEAR 11,834 10,156 4,523 3,295

The Notes an pages 34 to 53 form an integral part of these Accounts
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS

for the year ended 30th June 2008

1. ACCOUNTING POLICIES

These financial statements are presented in pounds sterhng because that 1s the currency of the
primary economic environment in which the Group operates, rounded to the nearest
thousand

The finanaal statements of the Group have been prepared mn accordance with International
Finanaal Reporting Standards (‘'IFRS) These comprise standards and interpretations
approved by the International Accounting Standards Board ('IASB’), together with
interpretations of the International Accounting Standards and Standing Interpretations
Commuttee ('IASC’) that remain 1n effect, and to the extent that they have been adopted by
the European Union

(a)

(b)

(©

(d)

(e)

Basis of preparation The financial statements have been prepared on a gomng concern
basis The principal accounting policies adopted are set out below Where presentational
guidance set out in the Statement of Recommended Practice (‘SORP’) for investment
trusts 1ssued by the Association of Investment Comparues (‘'AIC’) i January 2003
{revised December 2005) 1s consistent with the requirements of IFRS, the directors have
sought to prepare the financial statements on a basis compliant with the
recommendations of the SORP

Basis of consolidation The Consohdated Income Statement and Balance Sheet include the
Accounts of the Company and its subsidhary made up to 30th June 2008 No Income
Statement 1s presented for the parent company as permitted by Section 230 of the
Companees Act 1985

Presentation of income statement In order to better reflect the activities of an investment
trust company and in accordance with guidance issued by the AIC, supplementary
information which analyses the income statement between items of a revenue and
capital nature has been presented alongside the income statement

In accordance with the Company’s status as a UK investment company under section
833 of the Comparues Act 2006, net capital returns may not be distnbuted by way of a
dividend Additionally, the net revenue 1s the measure the Directors believe appropriate
in agsessing the Group's comphance with certain requirements set out in Section 842
Income and Corporation Taxes Act 1988

Revenue Dividends on investments are credited to the revenue column of the Income
Statement on the day in which they are quoted ex-dividend Interest on fixed interest
secunihies and deposits 15 accounted for on a time apportionment basis Where the
Company has elected to receive its dividends 1n the form of additional shares rather
than in cash, the amount of the cash dividend 1s recognised as income Any excess 1n the
value of the shares received over the amount of cash dividend 1s credited to the capital
reserve

Expenses Expenses are accounted for on an accruals basis Management fees,
admurustrahon and other expenses, with exception of the transachon charges are
charged to the revenue column of the Income Statement Transaction charges are
charged to the capital column of the Income Statement
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS
for the year ended 30th June 2008

continieed

Investments held at fair value All “regular way” purchases and sales of investments are
recognised and derecogmsed on the trade date where a purchase or sale 15 under a
contract whose terms requare delivery within the tumeframe established by the market
concerned, and are inihally measured at fair value

All mvestments are classified as held at fair value through profit or loss on inhal
recognition and are measured at subsequent reporting dates at fair value, which 1s either
the bid price or the last traded price, depending on the convention of the exchange on
which the investment 1s quoted Investments in units of unit trusts or shares in QEICs
are valued at the closing bid price released by the relevant investment manager The fair
value of unquoted mvestments 1s based on the market price at the close of business on
the balance sheet date where an organised market exists Otherwise, unquoted
mnvestments are valued by the Directors at the balance sheet date based on recognised
valuation methodologies in accordance with International Private Equity and Venture
Capital (“IPEVC”) Valuation Guidelines such as dealing prices or thurd party valuations
where available, net asset values and other information as appropnate

Taxation The charge for taxation s based on taxable income for the year Withholding tax
deducted from mncome recerved 1s treated as part of the taxation charge against income
Taxation deferred or accelerated can arise due to temporary differences between
treatment of certain 1tems for accounting and taxation purposes Full provision 1s made
for deferred taxation under the hability method on all temporary differences not
reversed by the Balance Sheet date

Foreign currency Assets and habilities denomunated in foreign currencies are translated
at the rates of exchange ruling at the Balance Sheet date Foreign currency transactions
are translated at the rates of exchange applicable at the transachion date Foreign
currency differences including exchange gains and losses are dealt with 1n the capital
reserve

Capital reserve The following are accounted for in this reserve

— gams and losses on the realisation of investments together with the related taxation
effect,

— foreign exchange gains and losses, including those on settlement, together with related
taxation effect,

—unreahsed gains and losses on investments

The capital reserve 1s not available for payment of dividends

Cash and cash equivalents Cash and cash equivalents compnses current deposits,
overdrafts with banks and bank lcans These are subject to an insigruficant risk of
changes 1n value and are held for the purpose of meeting short-term cash commutments
rather than for mvestment or other purpose

Drvidends payable Dividends are recogrused from the date on which they are irrevocably
commttted to payment

Segmental Reporting The Directors consider that the Group 1s engaged in a single
segment of business with the primary objective of investing in secunties to generate long
term capetal growth for 1ts shareholders Consequently no business segmental analysis 1s
provided
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS
for the year ended 30th June 2008

continued

{m) Accounting developments The following standards, amendments and interpretations

have been publhished by IASB and are effective for the year ended 30th June 2008

—IFRS 7, Finanaial instruments Disclosures The additional disclosures in accordance
with the standard are set out in note 18 to the Accounts

The following standards, amendments and interpretations have been published by 1ASB

and are effective for the year ended 30th June 2008 but do not apply to the Group or

Company

—~ IFRS 4, Insurance contracts

~IFRIC 7, Applying the restatement approach under IAS29, Financial reporting mn
hyper-inflationary economies

— IFRIC 9, Reassessment of embedded derivatives

The following standards, amendments and interpretations to exishing standards will
become effective in future accounting periods

- IAS 23 (amendment), Borrowing costs
- 1AS 32 (amendment), Financial instruments
- IFRS 8, Operating segments

They have not been adopted early by the Group or Company

INVESTMENT INCOME

Year ended Year ended
30th June  30th June

2008 2007
£000 £000
INCOME FROM LISTED INVESTMENTS
UK net dividend income 460 721
UK unfranked mvestment income 569 503
1,029 1,224
OTHER OPERATING INCOME
Interest on convertible loan stock 2 -
Bank interest receivable 374 93
376 93
TOQTAL INCOME COMPRISES
Dividends 1,029 1,224
Other income 376 93
1,405 1,317
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS

for the year ended 30th June 2008

continued
3 INVESTMENT MANAGEMENT FEES
Year ended Year ended
30th June 2008 30th June 2007
Revenue Captal Total Revenue Capital Total
£7000 £°000 £000 £000 £000 £000
Investment
management fee 263 - 263 226 - 226
Irrecoverable VAT thereon - - - 39 - 39

263 - 263 265 - 265

At 30 June 2008 there were amounts outstanding of £147,000 (2007 £70,000) Details of the
nvestment management agreement are given 1n Note 20

Followmg a decision made by HM Revenue and Customs (HMRC) m November 2007,
management fees mvoiced after this date have not incurred a VAT charge

4 OTHER EXPENSES

Year ended Year ended
30th June  30th June

2008 2007
£000 £000
Admumstrative and secretarial fee 82 82
Auditors’ remuneration
- Audit 26 24
— Fee for review of intertm report 2 2
Drrectors’ remuneration 65 52
Legal fees 3 5
Other 64 57
242 222
Allocated to
- Revenue 241 222
- Caputal 1 -
242 222
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS

for the year ended

30th June 2008

continued

5 TAXATION
(a) Analysis of tax charge for the year:

Year ended Year ended
30th June 2008 30th June 2007

Revenue Capatal Total Revenue Caputal Total

£°000 £000 £000 £000 £000

UK corporation tax 12 (6) - 153 153
Adjustments 1n respect of

prior periods (27) - - -

Irrecoverable income tax 39 - 38 - 38

Total current tax for the year 51 (33) 38 153 191

Deferred tax 119 241 (112) 178 66

Total tax for the year {note 5b) 170 208 (74) 331 257

{(b) Factors affecting tax charge for the year.

The charge for the year can be reconciled to the profit per the income statement as

follows

{Loss)/ profit before tax

Tax at the UK corporation tax rate of 30% (2007 30%)
Tax at the UK corporation tax rate of 28% (2007 30%)
Effects of

Tax effect of non-taxable UK dividends

Gains and losses on investments that are not taxable
Unrealised gamns on non-qualifying offshore funds
Irrecoverable income tax

Utilisation of excess expenses from prior periods
Deferred tax prior year movement

Adjustments 1n respect of prior periods

Small companies’ rate on investment trust

Marginal small companies relief on subsidiary

Total tax for the year

Year ended Year ended

30th June  30th June
2008 2007
£000 £000
(26,196) 19,904
(5,894) 5,971
(1,834) -
(136) (216)
7,969 (5,521}
241 178
39 38
- (187)
27 -
(27) -
(6) ~
(1) (6)
378 257

Due to the Company’s tax status as an investment trust and the intention to continue meeting
the conditions required to obtain approval of such status in the foreseeable future, the
Company has not provided tax on any capital gains ansing on the revaluation or disposal of

investments
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS

for the year ended 30th June 2008

continued
TAXATION cONTINUED

(c) Provision for deferred tax.
Year ended Year ended
30th June  30th June
2008 2007
£000 £000
Provision at start of year 66 -
Deferred tax charge for the year 360 66
Provision at end of year 426 66

The deferred tax charge in the capital account of £241,000 (2007 £178,000) of the investment
trust relates to an unrealised gain on a non-distnbuting offshore fund The deferred tax charge
of £119,000 1n the revenue account (2007 £(112,000)) relates to the reversal of the prior year tax
credit for utihsation of revenue expenses on this unrealised offshore gan and £7,000 (2007
nil) ansing on income taxable 1n the subsequent accounting period

There 1s no unrecogrused deferred tax asset (2007 rul) as a result of excess expenses

REVENUE RETURN FOR THE YEAR

The revenue return for the year dealt with in the accounts of the parent company was
£598,000 (2007 £832,000)

RETURN PER ORDINARY SHARE

Total return per Ordinary share 1s based on the Group total return on ordinary activities after
taxation of £(26,574,000) (2007 £19,647,000) and on 71,023,695 (2007 71,023,695} Ordinary
shares, being the weighted average number of Ordinary shares in 1ssue during the year

Revenue return per ordinary share 1s based on the Group revenue return on ordinary
activities after taxation of £671,000 (2007 £865,000) and on 71,023,695 {2007 71,023,695)
Ordinary shares, being the weighted average number of Ordinary shares m 1ssue during the
year

Capital return per Ordmnary share 1s based on net capatal losses for the year of £27,245,000
(2007 capital gains of £18,782,000) and on 71,023,695 (2007 71,023,695) Ordinary shares, being
the weighted average number of Ordinary shares in 1ssue during the year
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS

for the year ended 30th fune 2008

conhinued

8 DIVIDENDS ON EQUITY SHARES

Amounts recogrused as distributions in the year

Dividends paid for the year ended
30 June 2007 of 1 00p (2006 0 10p) per share

Year ended Year ended
30th June  30th June

2008 2007
£000 £000
710 71
710 71

The total dividend payable in respect of the financtal year, which 1s the basis on which the
requirement of Section 842 Income and Corporation Taxes Act 1988 are considered, 15 set

out below

Proposed Final dividend for the year ended
30 June 2008 of ¢ 73p (2007 100p) per share

Revenue available for distributton by way of dividend

9 INVESTMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS

GROUP AND COMPANY

40

Year ended Year ended
30th June 30th June

2008 2007
£000 £°000
518 710
518 710
671 865

Year ended Year ended
30th June  30th June
2008 2007

£'000 £'000

85,568 118,168




NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS
Jor the year ended 30th June 2008

continued

INVESTMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS cONTINGED

30th June 2008
Listed* Unhsted Total
£000 £000 £000

ANALYSIS OF INVESTMENTS
PORTFOLIO - GROUP AND COMPANY
Opening book cost 68,249 3,098 71,347
Opening unrealised appreciation/{(depreciation) 47,724 (903) 46,821
Opening valuation 115,973 2,195 118,168
Movement i1n period
Purchases at cost 17,054 - 17,054
Sales
~ Proceeds (22,451) - (22,451)
— Reahlised gamns on sales 7,275 - 7,275
Increase in unrealised appreciation ) (34,575) 97 (34,478)
Clostng valuation 83,276 2,292 85,568
Closing book cost 70,127 3,098 73,225
Closing unreahsed appreciation/{depreciation) 13,149 (806) 12,343
Closing valuation 83,276 2,292 85,568

* Listed mmvestments include the unit trust and OEIC funds shown on pages 10 to 11 = schedule of investments

Year ended Year ended
30th June  30th June

2008 2007
£000 £000

ANALYSIS OF CAPITAL PROFITS
Realised gains on sales 7,275 7461
(Decrease)/increase in unrealised appreciation (34,478) 10,971
(27,203) 18,432

The purchases and sales proceeds figures above included transachon costs of £rul (2007
£ral)

INVESTMENT IN SUBSIDIARY

The Company owns the whole of the 1ssued share capital (£1) of JIT Securities Limited, an
investment company registered in England and Wales
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS

for the year ended 30th June 2008

contrmued
OTHER RECEIVABLES
30th June  30thJune  30th June 30th June
2008 2008 2007 2007
Group Company Group Company
£'000 £°000 £'000 £000
Prepayments and accrued income 68 63 14 9
Due from brokers - - 1,160 1,160
Taxation 50 16 - -
Forward currency purchases - - 218 -
Amounts owed by subsidiary undertakings - 914 - 914
118 953 1,392 2,083
CASH AND CASH EQUIVALENTS
30thJune 30thJune 30thJune 30th June
2008 2008 2007 2007
Group Company Group Company
£7000 £'000 £'000 £'000
Cash at bank 11,834 10,156 4,883 3,655
11,834 10,156 4,883 3,655
OTHER PAYABLES
30th June  30thJune  30thJune 30th June
2008 2008 2007 2007
Group Company Group Company
£°000 £'000 £000 £'000
Bank overdraft - - 360 360
Accruals 350 350 175 175
Forward currency purchases 339 - - -
Corporation tax payable - - 153 -
Deferred tax payable 426 426 66 66
1,115 776 754 601
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS

for the year ended 30th June 2008

continued

CALLED UP SHARE CAPITAL

Authornised

305,000,000 (2007 305,000,000) Ordinary shares of £0 01 each

Issued and fully paid

71,023,695 (2007 71,023,695) Ordinary shares of £0 01 each

RESERVES

GROUP

At 30th June 2007

Decrease in unrealised appreciation
Net gains on realisation of investments
Unrealised gains on revaluations of bank accounts
Realised losses on foreign currency
Losses on forward currency purchases
Expenses charged to capital
Corporation tax charge in capital
Deferred tax charge in capital

Relief on taxable income 1n capital
Final dividend

Retained profit for year

At 30th June 2008

43

30th June 30th June
2008 2007
£°000 £000
3,050 3,050
710 710
Share
premium Special Retained
account reserve Earmings
£000 £000 £000
21,573 56,908 44,498
- - (34,478)
- - 7,275
- - 204
- - (13)
- - (24)
- - (1
- - 33
- - (353)
- - 112
- - (710)
- - 671
21,573 56,908 17,214




NEW S5TAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS

for the year ended 30th June 2008

continued

15 RESERVES conTINUED

Share
premium Special Retained
account reserve earnings
£000 £000 £000 |
|
COMPANY
|
At 30th June 2007 21,573 56,908 44,114 |
Decrease in unrealised appreciation - - (34,478)
Net gains on realisation of investments - - 7,275
Unrealised gains on revaluations of bank accounts - - 159
Realised gamns on foreign currency - - 34
Expenses charged to capital - - 1)
Deferred tax charge in capital - - 112
Relief on taxable income 1n capital - - (353)
Final dividend - - (710}
Retained profit for year - - 598
At 30th June 2008 21,573 56,908 16,750
The components of retained earnings are set out below
30th June  30th June
2008 2007
£000 £000 |
GROUP |
Capital reserve-realised 4,269 (3,318) |
Caputal reserve-unrealised 11,913 46,745 |
Revenue reserve 1,032 1,071 |
17,214 44,498 |
|
COMPANY |
Capital reserve-realised 3,623 (3,444)
Capital reserve-unrealised 12,207 46,526 |
Revenue reserve 920 1,032 |
16,750 44,114 |




NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS

Jor the year ended 30th June 2008

conftnued

16 NET ASSET VALUE FER ORDINARY SHARE

The net asset value per Ordinary share 1s calculated on net assets of £96,405,000 (2007
£123,689,000) and 71,023,695 (2007 71,023,695) Ordinary shares in 1ssue at the year end

17 NOTES TO THE CASH FLOW STATEMENT

Cash and cash equivalents comprise cash at bank and other short-term highly hqud

investments with a matunty of three months or less

Purchases and sales of investments are considered to be operating activities of the Group,
given its purpose, rather than investing activities However, the cash flows associated with

these activibies are presented below

Proceeds on disposal of fair value through profit and loss investments 23,611
Purchases of fair value through profit and loss investments

Analysis of changes 1n net cash balances

Cash at bank
Bank overdraft

18 FINANCIAL INSTRUMENTS

30th June  30th June

2008 2007

£000 £000

16,454
(17,054) (13,986)

6,557 2,468

30th June Cash  30th June
2008 flow 2007
£:000 £000 £°000
4,883 6,951 11,834
(360) 360 -
4,523 7,31 11,834

The Group’s investment objective 15 to achieve long term capital growth It invests in funds
managed by New Star Asset Management, both leng-only and hedge, in New Star Asset
Management Group shares and m other retail funds and special situations In addition, the
Group holds cash and short-term deposits and provides for debtors and crechtors that anise
directly from its operations The Group's assets are stated at fair value

For listed securihes, these represent bid prices, or for unit trusts and OEICs, the closing bid
price released by the relevant investment manager The fair value of unquoted investments
15 based on the market price at the close of business on the balance sheet date where an
orgamised market exists Otherwise, unquoted investments are valued by the Directors at the
balance sheet date based on recognised valuaton methodologies, in accordance with
International Private Equity and Venture Capitat (‘TPEVC’) Valuation Guidelines such as
dealing prices or third party valuations where available, net asset values and other

information as appropriate

The holding of securthes, investing activities and associated financing undertaken pursuant
to this objective involve certain inherent risks Events may occur that would result in exther
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS
Sfor the year ended 30th June 2008

contmued

18 FINANCIAL INSTRUMENTS conTINUED

a reduchion in the Group’s net assets or a reduction of potential revenue profits available for
dividend As an investment trust, the Group invests in securities for the long term
Accordingly 1t 15, and has been throughout the year under review, the Group’s policy that no
short-term trading in mvestments or other financial instruments shall be undertaken

The mamn financal instrument risks ansing from the Group’s pursuit of its investment
objective are market risk (comprising price risk, currency risk, and interest rate rnisk), hquadity
risk and credit nsk The Board has reviewed and agreed policies for managing each of these
risks, which are unchanged from the previous year, and which are summansed below

Note 18 (h) sets out a summary of the Group’s financial assets and lhabilittes by category
(a) Market Risk

The fair value or future cash flows of a financial instrument held by the Group may
fluctuate because of changes in market prices in funds managed by New Star Asset
Management, in which the Group invests This market risk comprises three elements —
currency risk (see note 18 (b)), interest rate risk (see note 18 (c)), and other price risk (see
note 18 (d)) The Board reviews and agrees policies for managing these risks The
Group’s Investment Manager assesses the exposure to market risk when making each
investment decision, and monitors the overall level of market nisk on the whole of the
investment portfelio on an ongoing basis

(b} Currency Risk

A proportion of the Group’s portfolio 15 invested in investments denominated n a
foreign currency and movements tn exchange rates can significantly affect their Sterling
value

Management of the risk

The Investment Manager does not normally hedge against foreign currency movements
affecting the value of the investment portfolio, but takes account of this nsk when
making investment decisions In addition, the Directors may authorise the Investment
Manager to hedge currency nsk in appropriate circumstances

Foreign currency exposure

During the year under review, the Investment Manager entered into a forward currency
contract within the subsidiary company, JIT Securitres Limited In view of the Group's
exposure to the US dollar both directly and indirectly by investing in funds, many of
whose assets and/or revenues are related to the dollar, 1t was thought appropriate to
hedge a part of this exposure Therefore in November 2007, the Group, through its
subsidiary, sold approximately US$20 million for sterling for settlement in one year
Thus contract resulted in the forward sale of US for sterling and 15 for one year’s
duration At 30th June 2008 the unrealised loss on this contract was £339,000 (2007
unrealised gain of £218,000)
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS
for the year ended 30th June 2008

continued

18 FINANCIAL INSTRUMENTS conTinuep

The fair values of the Group’s monetary 1tems that have foreign currency exposure at
30th June 2008 are shown below

2008 2008 2008 2007 2007 2007
uUs us

Dollars Euros Total Dollars Euros Total

£000 £000 £000 £'000 £°000 £000

Investments at fair value

through profit or loss 12,780 5,349 18,129 12,532 7,401 19,933

Debtors - - - - - -

Cash at bank and short-term

deposits - 2,957 2,957 (360) 10 (350)
Creditors - - - - - -

“Total net foreign currency exposure 12,780 8,306 21,086 12,172 7411 19,583

Foreign currency sensttiotty

During the financial year sterling depreciated by 0 8% against the US Dollar (2007
appreciated by 8 5%) and depreciated by 15 0% against the EURO (2007 appreciated by
27%)

It 15 not possible to forecast how much exchange rates might move in the next year, but
based on the movements in currencies above 1n the last two years, 1t appears reasonably
possible that rates could change by 10%

Applying a 10% change in rate to the exposures listed above would affect net assets and
capital return as follows

2008 2008 2008 2007 2007 2007
us us

Dollars Euros Total Dellars Euros Total

£000 £000 £000 £000 £'000 £000

If exchange rates appreciated
by 10% (1,162) {755y @917y (1,107) (674)  (1,781)

If exchange rates depreciated
by 10% 1,420 923 2,343 1,353 823 2,176

It should be noted that the above illustration 1s based on exposures at the year end
Exposures may be subject to change during the year as a result of investment decisions

(¢} Interest Rate Risk

The Group will be affected by interest rate changes as 1t holds convertible loan stock
assets The majonty of the Group’s investments are equity based and are not therefore
subject to interest rate nsk However interest rate changes will have an impact on the
valuation of equittes, although this forms part of other price nisk, which 1s censidered
separately below
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS
Sfor the year ended 30th June 2008

continued

18 FINANCIAL INSTRUMENTS cONTINUED

(c)

Interest Rate Risk continued

Management of the risk

The possible effects on fair value and cash flows that could arise as a result of changes
n interest rates are taken into account when making investment decisions The Group
currently has no gearing The Group, generally, does not hold significant cash balances,
with short-term borrowings bemng used when requured Cash balances are held on call
deposit and earn interest at the bank’s daily rate

Derivative contracts are not used to hedge against the exposure to interest rate risk

Interest rate exposure
The exposure, at 30th June of financial assets and Lhabilitzes to interest rate risk 15 shown
by reference to

- floating interest rates — when the rate 1s due to be re-set,
- fixed interest rates — when the financial instrument 1s due for repayment

2008 2008 2008 2007 2007 2007

Greater Greater
In 1 year than In 1 year than
or less one year Total  orless one year Total

£000 £000 £000 £000 £000 £000

Exposure to floating interest rates

Cash at bank 11,834 - 11,834 4,883 - 4,883
Bank overdraft - - - (360} - (360)
Total net foresgn currency exposure 11,834 - 11,834 4,523 - 4,523

2008 2008 2008 2007 2007 2007

Greater Greater
In 1 year than In 1 year than
or less one year Total  orless oneyear Total

£000 £000 £000 £000 £000 £000

Exposure to fixed interest rates
Investments at fair value

through profit and loss - 458 458 - - -
- 458 458 - - _
Total exposure to interest rates 11,834 458 12292 4523 - 4523

The above year end amounts are not representative of the exposure to interest rates
during the year, since the level of cash held duning the year will be affected by the
strategy being followed 1n response to the Board and Investment Manager’s perception
of the market prospects and the investment opportunuties available at any particular
time
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NEW STAR INVESTMENT TRUST PLC

NOTES TO THE ACCOUNTS
for the year ended 30th fune 2008

continued

18 FINANCIAL INSTRUMENTS conTiNueD

(0

(d)

Interest Rate Risk contnuea
Interest recervable and finance cash are at the following rates

— Interest received on cash balances, or paid on bank overdrafts 1s at a margin over
LIBOR or 1its foreign currency equrvalent (2007 same)

— The nominal and weighted average interest rate on Cordon Limiated 12% Loan Notes
15 12% (2007 mnl)

Interest rate sensitivaly

The following table 1llustrates the sensitivity of the profit after taxation for the year and
equity to an increase or decrease of 50 (2007 50) basis points in interest rates in regard
to the Group’s monetary financial assets which are subject to interest rate risk

Thas level of change 1s considered to be reasonably possible based on observations of
current market conditions The sensitivity analysis 1s based on the Group’s monetary
financial instruments held at each balance sheet date, with all other variables held
constant

Increase Decrease Increase  Decrease

In rate 1n rate n rate 1n rate

2008 2008 2007 2007

£'000 £000 £000 £000

Effect on revenue return and equity 59 (59) 23 (23)

Other price nsk

The Group’s exposure to other price risk comprises maiwnly movements 1n the value of
its equuty investments

A Schedule of Twenty Largest Investments 1s given on page 10 Investments are valued
in accordance with the Group’s accounting policies Uncertainty anses as a result of
future changes in valuations of the Group’s investments, the market pnces of the
Group’s listed equity investments and the effect changes in exchange rates may have on
the sterling value of the investments

Muanagement of the risk

In order to manage this risk the Directors meet regularly with the Manager to compare
the performance of the portfolio against market indices and comparable investment
trusts Given the Group’s investment objechive, the Group does not hedge against the
effect of changes in the underlying prices of the investments

The Group had no denvative instruments, other than currency contracts, at the year end,
but, in the event that it had, the value of derivative instruments held at the balance sheet
date would be determined by reference to their market value at that date

The unquoted mnvestments are held at Directors” valuations All valuations are reviewed
by the Investment Manager, the Group’s Audit Committee and subsequently
recommended to the Board for acceptance
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(d)

(e)

Other price sk contnued

Other price risk exposure
The Group’s exposure to other changes mn market prices at 30th June on 1ts quoted
investments was as follows

2008 2007
£'000 £'000
Fixed asset quoted investments at fair value through
profit or loss 83,276 115,973

The Group’s exposure to other changes n prices at 30th June on s unquoted
investments was as follows

2008 2007
£000 £°000
Fixed asset unquoted investments at fair value through
profit or loss 2,292 2,195

A schedule of the Group’s twenty largest investments may be found on page 10

Other price risk sensthivity

The following table illustrates the sensitivity of the profit after taxation for the year and
the equity to an increase or decrease of 10% in the fair values of the Group’s investments
Thus level of change 1s considered to be reasonably possible based on observation of
current market conditions The sensitivity analysis 1s based on the Group’s investments
at each balance sheet date, with all other vanables held constant

Increase Decrease Increase  Decrease

in fair n fair n fair n fair

value value value value

2008 2008 2007 2007

£000 £000 £°000 £000

Effect on revenue return - - - -
Effect on capital return 8,557 (8,557) 11,817 (11,817)
Effect on total return and on net assets 8,557 (8,557) 11,817 (11,817)

Liquidity Risk

Liquidity nisk 1s the possibihity of fallure of the Group to realise sufficient assets to meet
its financial habiliies, including outstanding commitments associated with financial
instruments The Group’s assets mainly comprnse securities which can be readily sold to
meet future funding commutments, 1f necessary Unlisted securities, which carry a higher
degree of hquidhty risk form only 2 7% (2007 1 9%) of the investment portfolio

Management of the risk

The hquidity nisk 1s managed by maintaining some cash or cash equivalent holdings in
order to meet iInvestment requirements as they fall due At the year end the Group had
hiquid resources of £97 4 milhion

This was made up of £11 8 muthon cash and money market mstruments and £85 6
mulhon of listed investments
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(e)

)

(g)

Liquidity Risk contnued

Liquadity risk exposure
A summary of the Group’s financial habilihes 1s provided in note 18 (h) The Group has
sufficient funds to meet these financial habilities as they fall due

Credit Risk

Credit risk 15 the exposure to loss from failure of a counterparty to deliver securities or
cash for acquisitions or disposals of nvestments or to repay deposits

Management of the nisk

This risk 1s not considered sigruficant The Group manages credit risk by entering into
deals only with brokers pre-approved by a commuittee of New Star Asset Management
Limuted

Cred:t risk exposure
The maximum exposure to credit risk at 30 June 2008 was £115,000 (2007 £1,389,000),
comprlsmg

2008 2007
£000 £000
Balances due from brokers - 1,160
Accrued income 65 11
Forward currency purchases - 218
Tax recoverable 50 -
115 1,389

All of the above financial assets are current, their fair values are considered to be the
same as the values shown and the likelihood of a matenal credit default 1s considered to
be low

Fair Values of Financaial Assets and Financial Liabilities

The Group’s financial instruments are stated at their fair values at the year end The fair
value of listed shares and securities 15 based on last traded market prices The fair value
of unlisted shares and securities is based on Directors” valuations as detailed 1in note

1(f)
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(h) Summary of Financial Assets and Financial Liabalities by Category

The carrying amounts of the Group’s financal assets and finanaal habilites as
recognused at the balance sheet date of the reporting periods under review are
categonsed as follows

2008 2007
£000 £000
Financial Assets
Financial assets at fair value through profit or loss

Fixed asset investments - designated as such on imtial
recognition 85,568 118,168

Loans and receivables
Current assets
Debtors (due from brokers, dividends receivable,

accrued mncome and other debtors} 68 1,174
Forward currency purchases - 218
Tax recoverable 50 -
Cash and cash equivalents 11,834 4,883

97,520 124,443

Financial Liabilities
Measured at amortised cost
Creditors amounts falling due unthin one year

Bank overdraft - 360
Creditors (due to brokers and deferred consideration) 426 66
Forward currency purchases 339 -
Other taxation payable - 153
Accruals 350 175

1,115 754

(1) Capital Management

The Group and the Company’s capital 1s as disclosed in the Balance Sheets and 1s
managed on a basis consistent with 1ts investment objective and policies, as disclosed 1n
the Report of the Directors on page 13 The principal risks and their management are
disclosed above

19 CONTINGENT ASSET

In November 2007 HM Revenue & Customs ({HMRC') declared 1its acceptance that fund
management services to mvestment trusts are exempt from VAT From that time the Group
has ceased to be charged VAT on management fees The Manager has confirmed that it has
lodged claims with HMRC to recover VAT paid from January 2001
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There are shll uncertamnties surrounding both the quantum and hming of the potential
repayment Until these uncertainties are resolved there will be ne recognition of an asset i
the accounts However, the Group currently estimates that 1t may in due course recover
approximately £140,000 in respect of claims submitted by the Manager for the period from
2001

RELATED PARTIES

During the year Mr Duffield was Chairman and shareholder of New Star Asset Management
Group PLC, the holding company of New Star Asset Management Limited, which received
investment management fees pursuant to the agreement detailed below

Pursuant to an agreement dated 29th January 2001 the Group's mnvestments are managed by
New Star Asset Management Limited The management fee 1s payable quarterly in arrears
and 1s calculated at the rate of 3/16% per quarter of the total assets of the Company and 1ts
subsidiaries after deduction of the value of any Jupiter managed tnvestments and any New
Star managed investments (as defined in the Management Agreement) Either party may
terminate the appoimntment of the Investment Manager by giving not less than three months’
written notice to expire on the last day of any calendar month

The total management fee payable for the year ended 30th June 2008 amounted to £263,000
(2007 £265,000) of which £147,000 (2007 £70,000} was outstanding at the year end

With effect from 1st September 2008, the Manager will also be entitled to a performance fee
of 15% of the growth in net assets over a hurdle of 3 month Sterling LIBOR plus 1% per
annum, payable six monthly in arrears, subject to a lugh water mark The aggregate of the
Company’s management fee and performance fee are subject to a cap of 4 99% of net assets
in any financial year (with any performance fee in excess of this cap capable of being earned
in subsequent periods) The performance fee will be charged 100% to capital, 1n accordance
with the Board’s long term expectation of how any outperformance will be generated

The Group’s mnvestments include funds managed by subsidianies of New Star Asset
Management Group PLC
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