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Investment Review

continued

defensive sectors like Telecoms, Utilities and Pharmaceuticals.
The large rights issues in 2009, combined with limited inflows
into equity funds, have resulted in shares from larger, liquid
companies being sold to fund the cash calls.

The performance at a stock level has largely been a mirror
reversal of 2008, in that the bond portfolio has recovered
much of its lost ground and materially outperformed UK gilts.
The work done in broadening the portfolio away from
financials produced improved performance as the industrial
and consumer investment grade bonds turned first and now
trade around fair value compared with comparable
government bond yields. The equity portfolio, having
outperformed in 2008, continued its recovery in value terms
but through a lack of mining and bank holdings (both low
yielding sectors), it did not recover to the same extent as the
FTSE All-Share Index. There were plenty of positives in that the
smaller companies in the portfolio performed exceptionally
well and the degree of dividend cuts, while undesirable, has
been manageable. The largest income-producing positions
have been very stable and only HSBC and Aviva from last
year's top 10 have cut their dividend payments.

Portfolio Activity

Managing the gearing is always the most difficult aspect of
running an investment trust during highly volatile markets.
When markets fall, the gearing can increase dramatically and
covenant limits add further tension. The flexibility of the
banking facility has once again shown the benefits of not
having structural gearing, as during the market fall we were
able to keep gearing under control and maintain equity
exposure around 90% of net asset value. In the recovery
phase we have been reducing bond investments to increase
equity exposure, while also making sure that we increased
investment to maintain gearing around 25%, as markets
recovered over the summer.

Much of the bond portfolio restructuring was achieved in 2008
and during the past year we have benefited from a reduced
exposure to financial bonds. The remaining banking preference
shares and bonds experienced a challenging market but the
recent banking bond exchanges have broadly been welcomed by
the market. We had to reduce certain bond holdings at Lloyds
in order to make sure all the investments produced income but
we were better placed with the NatWest (RBS) investments.
Elsewhere in fixed interest, it is pleasing to see the re-emergence
of traditional convertible bonds with decent yields above 5%, as

these are perfect investments for the Company. We purchased a
newly issued 5 year convertible bond from British Airways,
giving exposure to a recovery stock when the underlying equity
pays no dividends. British Airways has many challenges but air
travel is recovering and mergers with Iberia and American
Airlines would transform the network and cost base.

Within the equity portfolio we reduced Telecom exposure
because, despite large dividend yields, the industry
fundamentals remain difficult. Intense competition and
regulatory price cuts will create considerable headwinds and
have already reduced profits. Following a recovery in prices we
sold the British Telecom and Cable and Wireless holdings.
Some positions, through good appreciation or rights issue,
grew to a disproportionate level within the portfolio and we
trimmed these holdings back to invest into other sectors.
Catlin remains a firm conviction holding, being an insurance
company with a solid underwriting record, operating globally.
Following their recent rights issue to fund growth of the
company, we scaled back the investment but it remains in the
top 10 holdings. Prodesse was also cut back following a
strong upward move in the share price, but sadly the
management have decided to wind up the company. It has
produced a highly attractive income flow over the years of the
investment, yielding over 10%, whilst also growing the
capital. Replacing the investment will bring a new challenge.

Areas of increased or new investment included
Pharmaceuticals for defensive growth, Financials for recovery
earnings and Industrials on cheap valuations. We increased
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the GlaxoSmithKline holding and also purchased
AstraZeneca. Both stocks are on very low valuations
reflecting declining expectations for their pipeline of new
drugs but the market is not adequately reflecting the quality
of their cash flow and future ability to cut costs. New financial
investments included the insurer Hiscox and property
company Land Securities, while a number of other financials
were sold to reinvest into the rights issues from HSBC, Catlin
and Intermediate Capital.

Underwriting the plethora of rights issues in the UK proved
an attractive trade last year, with stable fees and deep
discounts protecting underwriters. In total we generated
£258,000 in underwriting fees, generally from stocks and
sectors to which we were not already exposed. The coming
year should feature further rights issues, although there
should be fewer rescue issues and more from companies
seeking to grow or acquire, as economic growth recovers.

Outlook

In the year ahead we anticipate there will be increasing
growth in the economy but it is unlikely to be robust because
bank lending is limited and consumers have to contend with
higher taxes and lower government stimulus. A consequence
of low growth will be a continuation of the low interest rate
policy and rates may be on hold for the remainder of the year.
Rising funding requirements from governments will put
upward pressure on the yield of fixed income, but may
actually drive more investors into equities, especially those
with higher and growing dividends. Equity valuations look
fairly priced across the market but hide some wide

Top Ten Contributors to Income
during the Year ended 31 December 2009

Holding £000
Prodesse 527
BP 510
Aviva* 335
Vodafone 301
Catlin 269
British American Tobacco* 260
HSBC* 225
National Grid* 200
Standard Chartered* 184
Imperial Tobacco* 184
Total

2,995

These represent 41% of the total income from investments during the year
* includes fixed interest income
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discrepancies across sectors and stocks. In addition, there
continue to be very attractive yields and ratings from many of
the defensive sectors. If economic growth does remain
subdued in the coming year, then there should be a rotation
back into those stocks with reliable earnings relative to the
more cyclical recovery sectors.

The challenge in running the portfolio will be twofold: growing
the net asset value and generating income in the year ahead. We
have undertaken a detailed analysis of the gearing requirements
and feel that a reduced facility of £35m will be sufficient to allow
the generation of income in support of dividends while also
allowing flexibility to take advantage of market opportunities. The
smaller facility will also reduce the market level at which covenant
levels are reached and reduce costs should we not utilise the
whole capacity. Equity exposure as a percentage of net assets will
rise over the coming year as we switch bonds into equities which
have greater growth potential and are less likely to be affected by
removal of quantitative easing; however, equity gearing is not
expected to exceed 120%. Low interest rates are likely to remain
on hold over 2010. Therefore, despite a higher margin on the
new facility, the overall cost of gearing will be low, and more
than covered by new equity investments yielding 4% on average.

The outlook for income is improving from a low point as the
number of companies cutting dividends should reduce in 2010,
resulting in the overall market dividend turning positive, year
on year, sometime in the second half. However, it is usual that
companies are cautious in raising dividends after recessions
until economic growth and profit recovery are well established,;
this especially applies to those that have passed or cut
dividends. The income flows from the portfolio will continue to
be impacted by reduced final dividends in the first half of 2010
but there should be a better pattern of recovery apparent in
the second half. The current revenue forecasts project a similar
shortfall in 2010 income as there was in 2009; however, we do
require dividend growth in 2011 to eradicate this shortfall
substantially. Revenue reserves have been built up in recent
years and on current forecasts, and if conditions permit, we
anticipate drawing on them again in 2010 to maintain current
quarterly payments. This would allow time for a recovery in
corporate profits to reduce our reliance on the release of
revenue reserves.

Alex Crooke
Ben Lofthouse
18 March 2010
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Investments: Fixed Interest

Valuations at 31 December 2009

FIXED INTEREST £7000 FIXED INTEREST continued £000
Preference Shares Others
Aviva 8.75% 1,332 AIB 12.5% 2019 514
Co-Operative Bank 9 1/4% 845 Argon Capital 8.162% Perpetual 2012 353
General Accident 8.875% 392 Aviva 6.125% Perpetual 504
Middlefield Canadian Inc Part Pref 7% 837 Barclays Bank 6% Perpetual 2049 281
National Westminster Bank 9% 507 Barclays Bank 10.179% 2021 1,444
Royal & Sun Alliance 7 3/8% 591 BAT International Finance 7.25% 2024 1,119
Santander 10.375% 677 BNP Paribas 7.436% Perpetual 2049 933
. L . o
Total Preference Shares 5,181 E;i?/;oﬁni{ni??’%l;:mzd(;?% Society 7.625% 2010 ;?:
Cadbury Schweppes 7.25% 2018 828
Carnival 7.125% 2012 767
Credit Suisse Group 8.514% 2015 1,518
Daily Mail & General Trust 7.5% 2013 753
HSBC Capital Funding 8.208% 2015 977
Hutchison Ports 6.75% 2015 615
Imperial Tobacco Finance 8.125% 2024 856
Imperial Tobacco Finance 9% 2022 369
Investec Finance 7.75% 2016 909
Legal & General 6.385% Perpetual 348
Lloyds Capital 11.04% 2020 752
National Grid 6.125% 2014 1,063
National Westminster Bank 7.625% 2049 332
Portman Building Society 7.125% 2016 1,028
Prudential 11.75% 2049 402
Rexam 6.75% 2067 744
Safeway 6.125% 2018 1,058
Severn Trent Finance 6% 2018 783
Société Générale 8.875% 2049 1,733
Standard Chartered Bank 8.103% Perpetual 2016~ 2,083
Standard Chartered Bank 9.5% Perpetual 2049 95
Total Others 23,787
TOTAL FIXED INTEREST 28,968

Investments: Equities (including convertibles and investment funds)

Valuations at 31 December 2009

OIL & GAS £'000 INDUSTRIALS continued £'000
Oil & Gas Producers Electronic & Electrical Equipment
BP 8,400 TT Electronics 227
LASMO OPS 32
Royal Dutch Shell ‘B’ 2,649 Industrial Engineering

. Metalrax 46
Total Oil & Gas 11,081 Senior 8
INDUSTRIALS £'000 Industrial Transportation
Construction & Materials British Airways* 792
Balfour Beatty* 898 Fisher J & Sons 890
Galliford Try 2,345 Forth Ports 395
Marshalls 444 Goldenport 109

Wincanton 557

Aerospace & Defence
BAE Systems 1 ,258 *includes convertibles
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Equities (including convertibles and investment funds)

continued
INDUSTRIALS continued £'000 TELECOMMUNICATIONS continued £'000
Support Services Mobile Telecommunications
Amec 1,980 Vodafone 5,508
Davis Service 605 .
De La Rue 475 Total Telecommunications 7,631
Premier Farnell 287
Smiths News 1,517 UTILITIES £000
Total Industrials 13,253 Electricity
Scottish & Southern Energy 2,752
CONSUMER GOODS £'000 Gas Water & Multiutilities
Automobiles & Parts Centrica 773
GKN 1,030 National Grid 3,710
Northumbrian Water 2,162
Beverages Severn Trent 1,093
Di 1 1
'ageo 30 Total Utilities 10,490
Food Producers
Dairy Crest 1,505 FINANCIALS £'000
Hilton Food 766 Banks
HSBC 5,021
Tobacco
British American Tobacco 4,235 Nonlife Insurance
Imperial Tobacco 4,130 Catlin 4,233
Total Consumer Goods 12,967 Hiscox 792
Jardine Lloyd Thompson 2,902
HEALTH CARE £'000 Life Insurance
Pharmaceuticals & Biotechnology Aviva 2,887
AstraZeneca 2,122 Chesnara 1,364
GlaxoSmithKline 3,066 Prudential 1,828
Total Health Care 5,188 Real Estate
Conygar Investment 238
CONSUMER SERVICES £'000 Land Securities 635
General Retailers Mapeley* 61
Findel 615
HMV 251 General Financial
Sports Direct International 293 Eurocastle 11
Intermediate Capital 1,367
Media Investec 760
TV 332 Prodesse 3,846
Trinity Mirror 611 Tullett Prebon 1,116
Travel & Leisure Equity Investment Instruments
The Hotel Corporation 913 Henderson Diversified Income 1,547
Marston’s 935 Total Financials 28,658
Wetherspoon (JD) 695
Total Consumer Services 4,645 TOTAL EQUITIES 93,913
TELECOMMUNICATIONS £'000
. _ N A *includes convertibles
Fixed Line Telecommunications
Kcom 440
KPN 1,683
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Classification of Investments

at 31 December 2009

Total Total Total Total
31 December 31 December 31 December 31 December
2009 2008 2009 2008
% % % %
FIXED INTEREST Telecommunications
Preference Shares 4.2 7.3  Fixed Line Telecommunications 1.7 2.9
Others 19.4 17.7 Mobile Telecommunications 4.5 5.0
Total Fixed Interest 23.6 25.0 Total Telecommunications 6.2 7.9
EQUITIES Utilities
Oil & Gas Electricity 2.2 2.7
Qil & Gas Producers 9.0 9.4  Gas Water & Multiutilities 6.3 8.7
Total Oil & Gas 9.0 9.4 Total Utilities 8.5 1.4
Industrials Financials
Construction & Materials 3.0 2.0 Banks 4.1 4.8
Aerospace & Defence 1.0 1.2 Nonlife Insurance 6.5 6.3
Electronic & Electrical Equipment 0.2 0.1 Life Insurance 4.9 4.7
Industrial Engineering 0.4 0.3 Real Estate 0.8 0.1
Industrial Transportation 2.2 1.5  General Financial 5.8 4.7
Support Services 4.0 3.1  Equity Investment Instruments 1.3 3.2
Total Industrials 10.8 8.2 Total Financials 23.4 23.8
Consumer Goods Total investments 100.0 100.0
Automobiles & Parts 0.8 0.4
Beverages 1.1 1.1
Food Producers 1.8 1.4 Distribution of the Equity Portfolio of
Tobacco 6.8 6.3 Henderson High Income Trust plc
Total Consumer Goods 10.5 92 dt 31 December 2009
A Large companies (constituents of the FTSE 100 Index)
B Medium-sized companies (constituents of the FTSE 250 Index)
Health Care .
Pharmaceuticals & Biotechnology 4.2 1.4 C Small companies
Total Health Care 4.2 1.4 15%

(2008: 13%)

Consumer Services

General Retailers 0.9 0.5

. 22%
Media | 0.8 0.5 (2008: 21%) 63%
Travel & Leisure 2.1 2.7 (2008: 66%)

Total Consumer Services 3.8 3.7




Directors

Vivian Bazalgette Andrew Bell

Hugh Twiss

Hugh J Twiss joined the Board on 1 October 2003 and was elected
Chairman in May 2006, having been Chairman of the Nominations
Committee since January 2004. He has more than 30 years' investment
experience, predominantly with the Flemings Group where he was a
senior member of their investment management operation for many
years, including responsibility for investment teams and other business
issues, before retiring in 2001. He has had many years" involvement with
investment trusts, including as a director, manager, major institutional
shareholder and long time personal investor. He is currently a non-
executive director of INVESCO Income Growth Trust plc, a member of
the Greenwich Hospital Advisory Panel and is involved with other
charities, as well as doing various consultancy assignments, including
working with Trust Associates.

Vivian P Bazalgette joined the Board on 1 November 2004 and

was Chairman of the Audit Committee from May 2006 until
September 2008. His career as an investment specialist began 30 years
ago and included periods with James Capel, the stockbrokers, and
Mercury Asset Management, before spending nearly 10 years at
Gartmore where he became Managing Director of Pension Funds. In
1996 he joined M&G as Chief Investment Officer, retaining the same
position until 2002 after M&G's acquisition by Prudential. He was also a
director of M&G High Income Investment Trust plc. He is currently a
non-executive director of Brunner Investment Trust plc and Perpetual
Income and Growth Trust plc, an adviser to BAE Systems Pension Fund
and the Nuffield Foundation, as well as being a member of the
Investment Committee of St James's Place PLC. Among a number of
charity involvements, he is deputy chairman of the governors of Dulwich
College and a trustee of King's College Hospital Charity.

Andrew L C Bell joined the Board on 1 November 2004. He has worked
in the City since 1987, initially specialising in European equities as a
strategist at Barclays de Zoete Wedd (BZW), following which he was Co-
Head of the Investment Trusts team at BZW and Credit Suisse First
Boston. From there, in 2000 he joined Carr Sheppards Crosthwaite (now
Rensburg Sheppards Investment Management Limited) where he was a
director and Head of Research and Strategy until February 2010, leaving
to take up appointment as a director and Chief Executive Officer of
Witan Investment Trust plc from 8 February 2010. Prior to the City, he
worked for Shell in Oman, leaving to take a Sloan Fellowship at the

Management

Alex Crooke

Ben Lofthouse Deborah Trickett
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Janet Walker

Margaret Littlejohns Anthony Newhouse

London Business School. He is a non-executive director of Framlington
Innovative Growth Trust plc and of the Association of Investment
Companies, as well as serving as a governor of Bedford School.

Margaret Littlejohns joined the Board on 1 July 2008. Following
university she joined Citigroup, accumulating 18 years of experience in
both commercial and investment banking and developing particular
expertise in derivatives and in credit and market risk management. She
has also worked as an independent consultant in the commercial,
charitable and academic sectors. Since 2004 she has established two
new self storage companies in the Midlands and is currently Finance
Director and Company Secretary of The Space Place Self Storage
(Telford) Ltd. In 2008 she was appointed as a non-executive director of
JPMorgan Mid Cap Investment Trust plc. She is also a trustee of two
charities involved in relieving and researching lymphatic cancer: The
Lymphoma Association and The Lymphoma Research Trust.

Anthony J R Newhouse joined the Board on 1 July 2008. He is a
solicitor who was a partner in Slaughter and May until 2008. He began
his career in the City in banking and joined Slaughter and May in 1976,
where he became a partner in 1984. He had a wide-based domestic
and international corporate finance practice, advising many UK listed
and other corporate entities. He is currently a member of the
PricewaterhouseCoopers Advisory Panel and a visiting professor at the
London Metropolitan University Business School.

Janet S Walker joined the Board on 1 June 2007 and was appointed
Chairman of the Audit Committee on 1 October 2008. She is the
Commercial & Finance Director of Ascot Racecourse and a non-
executive director of the Design Council and Royal Holloway College.
From 1980 until 2003 Miss Walker was employed in broadcasting,
including roles as Director of Finance and Business Affairs at Channel
Four Television from 1998 to 2003, Director of Finance at Granada
Media Group from 1996 to 1998, Financial Controller, Regional
Broadcasting for the BBC from 1994 to 1996 and Deputy Director of
Finance and Corporation Secretary at Channel Four Television from 1988
to 1994.

All directors are non-executive and are members of the Audit,
Management Engagement and Nominations Committees.

Alex Crooke has been Portfolio Manager of the Company since 1997. He is also manager of The Bankers Investment Trust PLC.

Ben Lofthouse has been Deputy Portfolio Manager since August 2006.

Deborah Trickett ACIS is the appointed representative of the Corporate Company Secretary, Henderson Secretarial Services Limited.
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Report of the Directors

The directors present the audited financial
statements of the Company and their report
for the year ended 31 December 2009.

BUSINESS REVIEW

The following business review is designed to provide
information primarily about the Company’s business and results
for the year ended 31 December 2009. The Business Review
should be read in conjunction with the Investment Review on
pages 5 to 7, which gives a detailed review of the investment
activities for the year and an outlook for the future.

a) Status

The Company is an investment company as defined in
Section 833 of the Companies Act 2006 and operates as an
investment trust in accordance with Section 842 of the
Income and Corporation Taxes Act 1988 (“ICTA"). It is
required to seek approval from HM Revenue & Customs
("HMRC") of its status as an investment trust under the
above-mentioned Section 842 every year, and this approval
will continue to be sought. HMRC approval of the
Company'’s status as an investment trust has been received
in respect of the year ended 31 December 2008, although
this approval is subject to there being no subsequent
enquiries under Corporation Tax Self Assessment. The
directors are of the opinion that the Company has continued
to conduct its affairs in a manner that will enable it to
continue to gain such approval.

The Company intends to continue to manage its affairs so
that its investments fully qualify for a stocks and shares
component of an ISA.

b) Investment objective and policy

The Company’s objective is to provide investors with a high
dividend income stream while also maintaining the prospect
of capital growth.

Investment approach

To achieve this objective, the Company invests in a prudently
diversified selection of both equities and fixed interest
securities. Historically, approximately three-quarters of the
Company'’s assets have been invested in equities, namely the
ordinary shares of listed companies, with the balance in
listed fixed interest securities, such as convertibles, corporate
bonds and sovereign debt. The proportion invested in
equities (measured at the time of purchase) would be

unlikely to exceed 90%, or fall below 50%. The Company
invests predominantly in companies listed in the UK and
does not expect to invest more than 20% of total assets in
non-UK listed companies.

The selection process seeks to identify companies with strong
balance sheets and currently paying dividends to their
shareholders. The Company’s Portfolio Manager employs an
investment process that focuses on individual shares, trading
at low valuations. Suitable investment opportunities are
reviewed with particular regard to cash generation, growing
dividends and being well-managed with shares being chosen
for their combination of both expected income and capital
appreciation. The portfolio is diverse, containing a sufficient
range of investments (currently about 100) to ensure that no
single investment puts undue risk on the sustainability of the
income generated by the portfolio or indeed the capital value,
as well as reflecting the value based investment approach.
Regard is also given to having a broad mix of companies in
the portfolio, as well as a spread of risk across a range of
economic sectors.

Investment policy

The Company will not invest more than 15% of its total assets
in any single investment, nor will it invest more than 15% of
its total assets in other investment trusts or investment
companies.

The Company has an active policy of using appropriate levels
of gearing, usually in the form of bank borrowings, in order to
enhance returns. A degree of gearing is usually employed with
respect to the fixed interest portion of the Company’s
portfolio in order to generate additional income. The draw
down of borrowings is principally in sterling but may be in
other currencies, provided that these borrowings do not
exceed the assets held in that particular currency. The gross
level of borrowings at draw down will not be greater than
40% of the total value of the Company’s investments.

Risk management and portfolio analysis

The Company looks to reduce investment risk and achieve an
appropriate spread of investment risk principally through
holding a broadly diversified portfolio containing both equities
and fixed interest securities, as described above. The largest
single exposure to any individual company at 31 December
2009 was BP, which accounted for 6.8% of the total portfolio.
The top 10 holdings amounted to 41.7% (2008: 41.1%) of
the total portfolio.



Report of the Directors

continued

Investment risk may also be further reduced through the use
of financial futures and options. This will only be for the
purposes of efficient portfolio management by reducing
market, interest rate or credit risk within the portfolio.

Full details of the Company’s portfolio can be found on pages
8 and 9, and an explanation of the movement in NAV against
the Company’s relevant composite benchmark index is
contained on page 55. Further information regarding
investment risk and portfolio activity throughout the year can
be found in the Investment Review on pages 5 to 7.

c) Financial review

Assets

Total net assets at 31 December 2009 amounted to
£100,763,000 compared with £87,764,000 at 31 December
2008, and the net asset value per ordinary share increased
from 102.73p to 117.73p.

At 31 December 2009 there were 97 (2008: 97) separate
investments, as detailed on pages 8 and 9.

Costs

In the year under review borrowing costs totalled £349,000,
the management fee totalled £675,000 and other expenses
totalled £275,000. These figures include VAT where
applicable. No performance fee is payable as the Company did
not outperform the benchmark index. During the year an
amount of £145,000 was recognised as recoverable in respect
of VAT borne on investment management fees in past years;
this amount has been accounted for as a negative expense.
Transaction costs, which include stamp duty and totalled
£93,000, are included within the purchase costs or netted
against the sales proceeds of investments.

Revenue

The Company’s gross revenue totalled £7,727,000 (2008:
£9,351,000). After deducting expenses, the revenue return for
the year was £6,425,000, a decrease of 15.6% from the
previous year’s figure of £7,604,000.

Dividends paid and proposed

The directors have declared a fourth interim dividend of
2.075p per ordinary share. This dividend, together with the
three other interim dividends, makes a total of 8.30p (2008:
8.30p) per share for the financial year. The fourth interim
dividend will be paid on 30 April 2010 to members on the
register at the close of business on 9 April 2010. The ex-
dividend date for the payment will be 7 April 2010.

Henderson High Income Trust plc Report & Financial Statements 2009

2009 2008 % Change
Net asset value per share 117.73p 102.73p  +14.6
Revenue return per share 7.51p 8.90p -15.6
Total dividend 8.30p 8.30p -

Payment of suppliers

It is the payment policy for the financial year to 31 December
2010 to obtain the best possible terms for all business and
thereafter to abide by such terms. Therefore, there is no single
policy as to the terms used. There were no trade creditors at
31 December 2009.

Gearing and overdraft facility

The Board has in place a loan facility that allows it to borrow
as and when appropriate. At 31 December 2009 the
Company had a committed loan facility of £45m. Details of
the facility are contained in note 12 on page 38. The facility
expires on 31 March 2010. A new one year multi-currency
facility of £35m has been agreed with ING Bank NV.

Net gearing at 31 December 2009 was 20%.

Future developments

While the future performance of the Company is dependent,
to a large degree, on the performance of international
financial markets, which, in turn, are subject to many external
factors, the Board’s intention is that the Company will
continue to pursue its stated investment objective and policy
in accordance with the strategy outlined above. Further
comments on the outlook for the Company for the next year
are set out in both the Chairman’s Statement on pages 3 and
4 and the Investment Review on pages 5 to 7.

d) Performance measurement and key performance
indicators

In order to measure the success of the Company in meeting

its objectives and to evaluate the performance of the

Manager, the directors take into account the following key

performance indicators, and consider dividends and overall

portfolio performance to be the most important.

Dividend policy

The Board places a high level of importance on maintaining
the Company’s dividend payments. The aim is to maintain a
suitable asset allocation that will permit a progressive and
steady increase over time in the annual level of dividend
distributions to shareholders. The Board reviews the
Company’s revenue account at every Board meeting, along
with the appropriateness of its dividend payments. The Board

13
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Report of the Directors

continued

also compares the yield on the Company’s shares to other
relevant sectors of the AIC.

Shareholders must, however, recognise that increases in
dividend distributions can never be guaranteed, and that
circumstances may arise when it may be necessary to reduce a
dividend payment. Equally, there may be instances when the
level of payment must be increased in order to comply with
Section 842 of the Income & Corporation Taxes Act 1988
which requires an investment trust to distribute at least 85%
of its eligible investment income. Where such instances would
result in a payment going beyond the Board’s aim, one-off
“special dividend” payments would be declared and paid.

Performance

The Board reviews at each meeting the performance of the
portfolio as well as the net asset value and share price of the
Company. The Board also compares the performance of the
Company against the benchmark, which is a composite of 75%
of the performance of the FTSE All-Share Index and 25% of the
FTA Government All Stocks Index. The Board has determined
that this measure be used to calculate whether a performance
fee is payable to the Manager as set out below.

Premium/Discount to net asset value (“NAV")

At each Board meeting, the Board monitors the level of the
Company's premium or discount to NAV and reviews the average
premium or discount for the AIC UK High Income sector.

The Company publishes the NAV per share figure on a daily
basis through the official newswire of the London Stock
Exchange. This figure is calculated in accordance with the AIC
formula, which since June 2008 has included current year
revenue items. Prior to that date, the AIC formula and the
daily NAV excluded current year revenue items.

Performance against the Company’s peer group

The Company is included in the AIC UK High Income sector. In
addition to comparison against the stated benchmark, the
Board also considers at each meeting the performance of its
AIC peer group.

Total expense ratio (“TER")

The TER is a measure of the Company’s running costs
(excluding finance costs). The definition used is “the total of
the management fees and other administrative expenses
(including expenses charged to capital) as a percentage of the
average of shareholders’ funds at the beginning and end of
the year”. The TER excludes transaction costs and the write-
back of VAT.

The Board monitors and controls all the Company’s expenses
and reviews regularly its TER, comparing it to the TERs of
other investment trust companies within its peer group.

The following table sets out, with comparatives, the key
performance indicators:

Year to Year to

31 December 31 December

2009 2008

% %

Net asset value total return +27.8 -35.9

Benchmark total return +22.3 -19.3

FTSE All-Share Index total return +30.1 -29.9
FTA Government All Stocks

Index total return -1.2 +12.8

AIC UK High Income sector net

asset value total return +41.9 -38.1

Share price total return +31.4 -31.3
AIC UK High Income sector

share price total return +42.7 -35.6

Discount at year end 2.7 7.5

TER (incl. performance fee) 1.0 1.0

TER (excl. performance fee) 1.0 1.0

e) Continuation vote and going concern

In accordance with the Company’s Articles of Association, an
ordinary resolution to continue the life of the Company is
proposed at every fifth annual general meeting. An ordinary
resolution was proposed and passed at the 2005 AGM and
therefore an ordinary resolution will be proposed at the
forthcoming AGM in May 2010 asking shareholders to
approve the continuation of the Company. The Chairman
discusses the continuation vote further in his statement on
page 4. The directors are recommending that the shareholders
should vote in favour of the resolution. The directors have no
reason to believe that the resolution will not be passed.
However, if it is not passed, proposals for the Company’s
liquidation or reconstruction will be put to shareholders.

As the assets of the Company consist mainly of a portfolio of
diversified securities that are readily realisable, the Company
has adequate financial resources to meet its liabilities and
continue in operational existence for the foreseeable future.

The directors therefore believe that it is appropriate to continue
to adopt the going concern basis in preparing the financial
statements. In reviewing the position as at the date of this report,
the Board has considered the guidance on this matter issued by
t