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SHIRES SMALLER COMPANIES PLC

Objective
The objective of the Company is to provide a high and growing dividend and
capital growth from a portfolio invested principally in the ordinary shares of smaller

UK companies and UK fixed income securities.

Financial Highlights

As at As at
30 June 31 December %
2004 2003 change
Total assets less current liabilities £69.52m £,64.64m +7.5
Shareholders’ funds £43.26m £38.87m +11.3
Net asset value per share 197.7p 177.6p +11.3
Share price 189.0p 184.0p +2.7
(Discount)/Premium
(share price to net asset value) (4.4%) 3.6%
Dividends per share 6.0p 6.0p*
* Half year to 30 June 2003.
Performance
(periods to 30 June 2004)
6 months 1 year 3 years 5 years
Shires Smaller Companies plc % % % %
— Net asset value total return 14.7A 27.7t 11.2¢ 329t
— Share price total return 6.0A 29.81 16.9t 63.7T
FTSE SmallCap Index (excluding
Investment Companies)f 6.0 25.9 (2.3) 14.0
FTSE All-Share Indext 2.8 16.9 10.1) 12.8)
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SHIRES SMALLER COMPANIES PLC

Performance
(Continued)

Performance
Year to: 30 June 30 June 30 June 30 June 30 June
2000 2001 2002 2003 2004

16.7%F  20.1%t  5.1%t (143)%t  29.8%t

Mid to mid closing share price, net income re-invested.

Past performance should not be seen as an indication of future performance.

As at As at

30 June 31 December

Net Dividend Yield 2004 2003
Shires Smaller Companies plcA 7.3%* 7.5%
FTSE SmallCap Index (excluding Investment Companies)t 2.4% 2.5%
FTSE All-Share Index} 3.2% 3.1%

A Source: Glasgow Investment Managers Limited.

Source: Prepared for the Association of Investment Trust Companies by
Fundamental Data.

Source: Datastream.

Based on share price and last four quarterly dividends.

® -+t
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SHIRES SMALLER COMPANIES PLC

Chairman’s Statement

Financial Highlights

I am pleased to report that the first half of the Company’s financial year saw continued
progress. The net asset value per share rose by 11.3% from 177.6p to 197.7p. Dividends paid
and declared to date are at the same level as last year, producing a dividend yield of 7.3%
based upon the share price of 189p at 30 June 2004.

Investment Returns

The total return on net assets was 14.7%, significantly above the return of 6.0% on the
FTSE SmallCap Index (excluding Investment Companies), the Company’s benchmark.
Larger quoted UK companies continued to perform less well than smaller companies with
the FTSE All-Share Index rising by 2.8% over the same period.

The total return to shareholders at 6.0% was lower than the return on net assets, reflecting
the fact that the premium of 3.6% at which the share price stood to net asset value per share
at 31 December 2003 gave way to a small discount of 4.4% at 30 June 2004. The total
return to shareholders was, however, still in line with that of the Company’s benchmark.

Earnings and Dividends

The revenue return per share was 6.9p over the six months to 30 June 2004. On 6 July
2004 the Board declared a second interim dividend of 3.0p per share which was paid on
30 July 2004 to shareholders on the register at close of business on 16 July 2004. A first
interim dividend of 3.0p per share was paid on 30 April 2004. Total dividends paid and
declared to date in 2004 therefore total 6.0p, the same level as last year.

Portfolio Profile

The distribution of assets shows that 100.2% of net assets was invested in ordinary shares
compared with 98.7% at 31 December 2003. Total gearing at 30 June 2004 was 65.6% of
net assets, down from 72.2%, due to the rise in value of the Company’ portfolio of ordinary
shares. All of this gearing is invested in the high-yielding fixed income securities which
make a major contribution to the high level of income distributed to shareholders.

Outlook

A moderate rise in UK interest rates is expected over the next twelve months. This is aimed
at slowing the consumer and housing sectors, and thereby reducing the prospects of higher
inflation. Smaller companies in general have produced healthy increases in earnings and
dividends in the last year and although corporate earnings growth may slow somewhat in
the future, further progress is likely.

¢ £

H S Cathcart
Chairman
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SHIRES SMALLER COMPANIES PLC

Consolidated Statement of Total Return

(incorporating the Revenue Account)
for the half year ended 30 June 2004

Half year to 30 June 2004

Revenue
£000
Gains on investments —
Dividends and interest receivable 1,993
Profits less losses of dealing subsidiary 35
Underwriting commission 2
Investment management fee (143)
Other administrative expenses (128)
Net return before finance costs
and taxation 1,759
Finance costs of borrowings (247)
Zero coupon finance -
Return on ordinary activities
before taxation 1,512
Taxation -
Return on ordinary activities
after taxation for the period 1,512
Dividends on equity shares (1,313)
Transfer to reserves 199
Return per share 6.91p
Dividends per share 6.00p
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(unaudited)
Capital
£000

5,067

Total
£000

5,067
1,993
35
2
(286)
(128)
6,683
(494)
(484)
5,705

5,705
(1,313)

4,392

26.07p



SHIRES SMALLER COMPANIES PLC

Consolidated Statement of Total Return

(Continued)

Half year to 30 June 2003

(unaudited)
Revenue Capital
£000 £000
- 4,721
2,125 —
16 —
(121) (121)
(129) —
1,891 4,600
(243) (243)
— (503)
1,648 3,854
(104) 104
1,544 3,958
(1,313) -
231 3,958
7.05p 18.08p
6.00p

Total
£000

4,721
2,125
16

(242)
(129)

6,491
(486)
(503)

5,502

5,502
(1,313)

4,189

25.13p

Year to 31 December 2003

(audited)

Revenue Capital Total
£000 £000 £000

— 8,709 8,709
4,197 — 4,197
7 - 7

1 - 1
(260) (260) (520)
(283) - (283)
3,662 8,449 12,111
(497) (497) (994)
— (1,546) (1,546)
3,165 6,406 9,571
3,165 6,406 9,571
(3,009) — (3,009)
156 6,406 6,562
14.46p 29.27p 43.73p

13.75p
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SHIRES SMALLER COMPANIES PLC

Group Balance Sheet
as at 30 June 2004

30 June 31 December 30 June
2004 2003 2003
(unaudited) (audited) (unaudited)
£000 £000 £000
Fixed assets
Listed investments
Ordinary shares 43,360 38,354 34,813
Convertibles 2,646 2912 3,736
Corporate bonds 23,070 23,074 23,664
Other fixed interest 2,577 2,613 1,227
71,653 66,953 63,440
Current assets
Debtors 795 734 886
Investment of dealing subsidiary - 147 156
Cash at bank and in hand - 465 -
795 1,346 1,042
Creditors: amounts falling due within one year (2,925) (3,655) (3,296)
Net current liabilities (2,130) (2,309) (2,254)
Total assets less current liabilities 69,523 64,644 61,186
Creditors: amounts falling due after
more than one year
Long-term loan (9,992) (9,989) (9,987)
Zero coupon finance (16,269) (15,785) (14,702)
Net assets 43,262 38,870 36,497
Capital and reserves
Called up share capital 10,943 10,943 10,943
Share premium account 11,490 11,490 11,490
Capital redemption reserve 2,032 2,032 2,032
Realised capital reserve 9,010 9,031 10,537
Unrealised capital reserve 8,610 4,396 442
Revenue reserve 1,177 978 1,053
Equity shareholders’ funds 43,262 38,870 36,497
Net asset value per share 197.7p 177.6p 166.8p

Note: These are not statutory accounts under section 240 of the Companies Act 1985 and are
unaudited. The information relating to the group balance sheet at 31 December 2003 is an
extract from the latest audited accounts which have been delivered to the Registrar of
Companies; the report of the auditors on these accounts was unqualified and did not contain a
statement under Section 237(2) or (3) of the Companies Act 1985.

INTERIM/REPORT



SHIRES SMALLER COMPANIES PLC

Consolidated Cash Flow Statement
for the half year ended 30 June 2004

Half year to Half year to Year to
30 June 30 June 31 December
2004 2003 2003
(unaudited) (unaudited) (audited)
£000 £000 £000
Net cash inflow from operating activities 1,695 1,694 3,513
Servicing of finance
Interest paid (940) (480) (535)
Taxation
Corporation tax 4 - -
Investing activities
Purchases of investments (15,005) (10,341) (24,158)
Sales of investments 15,372 11,372 25,575
367 1,031 1,417
Equity dividends paid (1,696) (1,696) (3,009)
Net cash (outflow)/inflow before financing (570) 549 1,386
Financing
Zero coupon finance - - 40
Debt due within one year
— increase/(decrease) in short-term
borrowings 50 (2,000) (1,050)
(Decrease)/increase in cash (520) (1,451) 376
Analysis of Changes in Net Debt
As at Other As at
31 December Cash non-cash 30 June
2003 flows changes 2004
£000 £000 £000 £000
Cash at bank and in hand 465 (465) - -
Bank overdrafts - (55) - (55)
Short-term borrowings (1,950) (50) - (2,000)
Long-term loan (9,989) - 3) (9,992)
Zero coupon finance (15,785) - (484) (16,269)
(27,259) (570) (487) (28,316)
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SHIRES SMALLER COMPANIES PLC

Analysis of Equity Portfolio

(based on value of Ordinary Shares)

. % of 30 June 2004 portfolio

. % of 31 December 2003 portfolio

43.7

Cyclical Financials Basic General Cyclical Resources Utilities Non-cyclical Information
services industries  industrials consumer consumer  technology
goods goods
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SHIRES

SMALLER

COMPANIES PLC

Portfolio of Investments

at 30 June 2004

Ordinary Shares

James Fisher & Sons

Pendragon

Dawson Holdings

ATH Resources

John Menzies

XP Power

DES Furniture

British Vita

Peacock

Titan Europe

Northgate

Viridian

FKI

Countrywide

Arriva

SIG

Development Securities

Dairy Crest

Intermediate Capital

Diploma

Aggregate Industries

Interserve

McCarthy & Stone

Zotefoams

Shanks

Cattles

London Scottish Bank

City Natural Resources High
Yield Trust

600 Group

Marshalls

‘Woolworths

Christian Salvesen

The Malcolm Group

Regent Inns

Aberforth Geared Income

London Merchant Securities

Delta

Hunting

Other (13)

Market
value
£000

2,762
2,436
2,079
2,045
1,870
1,750
1,730
1,726
1,663
1,637
1,511
1,270
1,228
1,141
1,030
998
938
857
850
842
820
804
726
700
685
647
643

630
624
608
592
575
566
565
553
489
407
334
2,029

43,360

% of
total
assets

4.0
35
3.0

Market
value
£000

Convertibles
Balfour Beatty 10.75p 1,491
Hunting 8.25% 858
Impax Group 5.5% 297
2,646

Corporate Bonds

Anglian Water Services Financing
6.7525% 2037 2,860

Luxfer Holdings 10.125% 2004/09 2,100

Woolworths Group 8.75% 2006 2,073
RWE Finance 4.625% 2010 1,591
Carnival 7.125% 2012 1,489
BG Transco 5.375% 2009 1,473
Bank of Scotland 8.117% 2010 1,106

National Westminster 7.625% 2010 1,093

Scottish Mutual 7.25% 2021 1,037
Lafarge 6.875% 2012 1,035

Northumbrian Water Finance
6.0% 2017 991
BOC Group 6.5% 2016 856
Hilton Group Finance 7.25% 2008 851
GKN 7% 2012 840
Compass Group 6.375% 2012 836
Household Finance 6.125% 2010 832
Land Securities 5.875% 2013 809
Big Food Group 9.75% 2012 700
Tate & Lyle 6.5% 2012 498
23,070

Preference Shares

Ecclesiastical Insurance 8.625% 932
Co-operative Bank 9.25% 679
Bellway 9.5% 486
Other (3) 480
2,577
Total portfolio 71,653
Net current liabilities (2,130)
Total assets (less current liabilities) 69,523
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SHIRES SMALLER COMPANIES PLC

Distribution of Assets

Valuation at Valuation at
31 December 2003 Appreciation/ 30 June 2004
(audited) Purchases Sales (Depreciation) (unaudited)
£000 % £000 £000 £000 £000 %
Listed investments
Ordinary shares 38,354 98.7 3,906 (5,072) 6,172 43,360  100.2
Convertibles 2,912 7.5 - - (266) 2,646 6.1
Corporate bonds 23,074 59.3 5,661 (5,113) (552) 23,070 53.3
Other fixed interest 2,613 6.7 5438 (5,187) (287) 2,577 6.0
66,953  172.2 15,005 (15,372) 5,067 71,653 165.6
Net current liabilities (2,309 (5.9 (2,130) (4.9
Total assets less current
liabilities 64,644  166.3 69,523  160.7
Long-term loan (9,989)  (25.7) (9,992)  (23.1)
Zero coupon finance (15,785)  (40.6) (16,269)  (37.6)
Net assets 38,870  100.0 43,262 100.0
Net asset value per share  177.6p 197.7p
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SHIRES SMALLER COMPANIES PLC

Glasgow Investment Managers Limited
(Authorised and regulated by the Financial Services Authority)
Glasgow Investment Managers (“Glasgow”), the company which manages Shires Smaller Companies plc, is

principally owned by its directors and staff with an investment trust (Shires Income plc) holding the remaining
interest.

Glasgow also manages two other investment trust companies:

M Shires Income ple

B Glasgow Income Trust ple

Shares in Shires Smaller Companies plc, Shires Income plc and Glasgow Income Trust plc are also available
within the Glasgow Investment Collection, as detailed below.

The Glasgow Investment Collection

The Glasgow Investment Collection was launched in January 2004. It brings together four cost effective savings
products in a single brochure. These products allow you to invest in the stockmarket, to save for your future or
to make Lump Sum Investments. The four products are:

M The Glasgow ISA a tax efficient plan.
M The Glasgow TrustPlan a low cost regular savings plan.
B The Glasgow Children’s Plan a savings plan which allows you to invest in the stockmarket for your

children, grandchildren or other child.
M The Glasgow PEP a tax efficient savings plan which allows you to transfer any existing
PEP investments you may hold.
All four products which make up The Glasgow Investment Collection invest in a selection of the investment
trusts: Shires Smaller Companies plc, Shires Income plc and Glasgow Income Trust plc; the investment trusts
managed by Glasgow.
The Glasgow Investment Collection offers:
M Regular monthly savings, from as little as £20 per month;
B Lump sum investment from /200;
M PEP or ISA transfers;

M A share exchange scheme;
M Dividend reinvestment.

Further information may be obtained from Glasgow on FREEFONE 0800 435 797 or
www.glasgowinvestmentmanagers.co.uk
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SHIRES SMALLER COMPANIES PLC

Page 11 is issued and approved by Glasgow Investment Managers Limited, authorised and regulated
by the Financial Services Authority.

Past performance is not indicative of future performance. The price of shares and the income from
them may go down as well as up and it is possible that investors may not get back the full amount
invested on disposal of the shares. Changes in the rates of exchange may cause the value of overseas
investments to go down or up. High income investments, in order to meet their income objectives,
may charge expenses to capital which in turn may erode the capital value of the investment to less
than the amount invested. Funds that invest in the securities of smaller companies are likely to carry
a higher degree of risk than most funds. In certain circumstances, the Manager may enter into
derivatives transactions in order to manage risk in the portfolio and generate income. The market
in these instruments can be highly volatile and there is a high risk of loss. Derivatives may only be
used subject to the restrictions set out for the Trust.

Investment Trusts have the facility to borrow, which is known as “gearing”” Shires Smaller
Companies plc participates in gearing. Normally gearing is measured as a percentage. A gearing
percentage of 110% means that an Investment Trust with equity of £100 million has /10 million
of borrowing(s). The level of gearing can change quite significantly depending on fluctuations in
market levels. When there is a change in value of the Investment Trust’s underlying portfolio, the
use of gearing may result in exaggerated movements in the Trust’s net asset value. Gearing may also
result in Investment Trust price movements being more volatile than the price movements in the
Trust’s underlying investment portfolio.

The favourable tax treatment of PEPs and ISAs is subject to government legislation, and as such,
may be changed. The value of tax relief will depend upon your individual circumstances.

Glasgow Investment Managers Limited,

Sutherland House,

149 St Vincent Street,

Glasgow G2 5DR

Tel: 0141 572 2700 Fax: 0141 572 2777 Email: information@gimltd.co.uk

Website: www.glasgowinvestmentmanagers.co.uk
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