


Chairman’s Statement

Financial Results

| am pleased to report on a very successful period for
the Fund. The Fund was launched in March this year,
raising £48 million, net of listing and fund raising
costs. In the period to 30 September the Fund
invested £24.1 million in seven transactions, with a
further £8.4 million invested in four transactions since
then, bringing the total invested to date to £32.5
million invested in 11 transactions.

The Board has given conditional approval for a
number of additional investments, which, should they
be completed, will mean that the Fund will have
insufficient cash available. We shall be discussing with
shareholders in the New Year options available for
financing the opportunities, which cannot be covered
by existing resources.

Of the seven investments completed at the period
end, one was already listed in Singapore at the time
we invested, and three have subsequently listed on
the UK's PLUS market. The market value of these
investments based on the price at which they were
listed or the last available trade price exceeds cost by
£10.4 million. The net asset value of the Fund, using
these values, as at 30 September 2006 was £58.5
million, equal to 117.0p per share.

The interim financial statements show assets at fair
value in accordance with International Accounting
Standards. In most cases this is cost, except for Asia
Water Technology, where trading volumes on
Singapore’s SESDAQ warrant disclosure at market
value. No account has been taken of the remaining
£10.0 million uplift in value in the Income Statement.

Investment Environment

Two of our investments were in businesses which
were already listed at the time we invested. This is
partially as a result of our belief that the market price
of these businesses did not reflect their true potential,
and partially as a result of recent changes in the
regulatory and investment environment in China.

In September the Chinese Government brought in
revised regulations governing the transfer of Chinese
assets outside China (“Ordinance 10”). The main
impact of the rules is to require central government
approval for the transfer of assets and listing of
businesses outside China. This adds an additional
level of approval before investments can be made,
slowing down the investment process considerably.
Ordinance 10 is part of a broader change in the
attitude of the Chinese Government to investment in
China from overseas, with the Chinese Government
attempting to slow down excessive investment and
stamp out abuse, as well as create a more level
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playing field to enable the development of its own
financial services sector.

Much of the fall-out is likely to be for the larger, more
high profile transactions — in the SME sector where
the Fund operates, investments are more likely to be
approved given the continued difficulty listing locally
caused by the backlog of applications for listing
within China and shortage of finance to the sector.

The Chinese Government has indicated the areas of
its economy where it favours foreign investment,
which broadly speaking equates to energy,
environment, education and where there is genuine
technology transfer. These are areas in which the
Fund Adviser, London Asia Capital plc (“"LAC") is
strong, and LAC has expanded its office network to
32 offices in China, covering 20 of China’s provinces,
giving it even greater access to investment
opportunities.

The latest Five Year Plan for China’s economy
emphasizes China’s need to protect its environment,
reduce pollution, switch from fossil fuel to other
energy sources and address the problems with its
water supply and quality. We are investing heavily in
these areas.

We see the new rules and investment environment as
being beneficial to our business. They will reduce
competition for deals, bring down prices and the
longer time period for listings will mean more
companies will require pre IPO finance. One side-
effect of the new regulations is that those businesses
already listed outside China or restructured under the
old regulations are likely to have increased value, as
there will be fewer opportunities for foreign investors
to invest in new Chinese deals outside China. The
new regulations also introduce the ability to do share
swaps to acquire Chinese assets, which was
previously heavily restricted, enabling our existing
investments to acquire Chinese businesses using
shares rather than cash. They may also mean that the
Fund could invest alongside other lead investors,
including LAC, rather than investing as sole or lead
investor, as stated in the Admission Document.

Outlook

With the Fund now fully committed, our focus has
shifted to realising the value of the portfolio through
trade sales, IPO’s and follow on financings, made
easier by the new possibilities opened up by the re-
opening of the Chinese Stock Markets to new
listings, and the surplus capital available for
investment in Chinese businesses as a result of the
new regulations in China.

John Manser
21 December 2006



Investment Portfolio as at 30 September 2006 (unaudited)

Company Activity/Sector
Asia Water Technology
Canmake Business

China Synergy Real Estate

Clean Technology
Manufacturing

Services Property
China New Energy Energy

China Biofoods Manufacturing
Dalian Business Institute Education

FEnet Company Information Technology

Net current assets

Net assets

Asia Water Technology

Asia Water is a specialist water treatment company,
offering total engineering solutions for both water
purification and waste water treatment systems.
Founded in November 2002, the company listed on
Singapore’s SESDAQ Stock Market in March 2005
and has a current market capitalisation of
approximately £48 million. It has also invested in
Build-Operate-Transfer projects for water supply and
waste water treatment plants, working primarily
with clients in the power generation and municipal
water supplying and waste water treatment
industries in China.

Canmake Business Company

Founded in 2001, Canmake is a leading
manufacturer of can-lids, pull-tab ends, caps and
closures and other metal packaging products
serving the Chinese beverage and food industries. It
has an output capacity of over 150 million lids per
month and its customers include Ball and Crown,
Coca-Cola, Pepsi and Sunkist. The company is a
dominant player in its market backed by advanced
production machinery and technology and lower
production costs and is able to lock in its clients by
offering high quality customised closures meeting
large order quantities with minimum defect.

China Biofoods

China Biofoods specialises in the production of
highly purified herb extract products, which are
then used to produce traditional Chinese medicine,
and as ingredients in functional foods. The Chinese
government view functional foods as an important
means to address malnutrition in underdeveloped
regions of China. Dietary problems and increasing
consumer education in health and nutrition,

Market Percentage

value of net

Listing (if listed) Fair value assets
£'000 £'000 %

SESDAQ 9,492 9,492 19.6
Not listed 4,762 4,762 9.8
Not listed 2,900 2,900 6.0
PLUS 8,795 2,174 4.5
PLUS 3,850 2,033 4.2
PLUS 3,578 2,000 4.1

Not listed 516 516 1.1
33,893 23,877 49.2

24,624 50.8

48,501 100.0

coupled with increasing purchasing power, is
expected to significantly contribute to the growth
of the health foods market in general and the
functional foods market in particular.

China Biofoods' core products are highly purified
linolenic acids (similar to Omega 3), reishi
mushroom spore oil, and deodorized garlic oil. The
company is in the process of launching a new
product - high protein corn - which, because of its
high nutritional and economic value, is believed to
be best choice used for poverty-alleviation projects
in China. The corn is integrated with soybean
protein to deliver four times more protein than that
of ordinary corn and serves as a better protein
source for the feed meal and food industries.

China New Energy

China New Energy is a leading turnkey provider of
production equipment and technologies for the
production of ethanol, edible alcohol and acetic
acid from a range of bio-resources (including corn,
sugarcane and cassava).

China Synergy

China Synergy is a leading real estate services firm
based in Beijing providing agency, consultancy and
conveyance services for property developers,
investors and purchasers in the real estate industry
in China. China Synergy provides fully-integrated
real estate services, from project planning, design,
and market research, to the sale and marketing of
properties in China. The company mainly deals with
residential and commercial properties in the upper
end of the private market. It has long-term
relationships with leading developers in China, and
acts as adviser to international investors including
Lehman Bros and Carlyle Partners.
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Investment Portfolio as at 30 September 2006 (unaudited)

Dalian Business Institute

Dalian Business Institute Limited has a 25 year
contract to manage a profitable Chinese college,
Dalian Business Institute (“DBI”), a nationally
accredited comprehensive three-year college
focusing on business and arts subjects. The college
has over 5,000 students and the diplomas awarded
by DBI are recognised by the Ministry of Education.
The education market in China is seeing
considerable growth with the continued expansion
of China’s economy, with an increasing emphasis on
developing skills and education, as China seeks to
move from being a low cost manufacturing base to
developing jobs for semi-skilled and skilled workers.
The one child policy has also encouraged increased
spending on education, as parents focus their
resources on giving their one child the best possible
education.

FEnet

FEnet is a leading provider of Business Intelligence
(“BI") applications and solutions in China, providing
services to a range of industry sectors. Bl refers to
the methodology designed to analyse data from
various sources within an organisation to provide
management with fast and reliable information for
decision making and strategic purposes. The
company has over 150 employees, with branches
located in Guangzhou, Beijing, Shanghai and
Chengdu. The company’s key strength is its
proprietary Bl software and application packages
designed specifically for the Chinese market,
making it the leading domestic provider of B
solutions in China and giving it an important
competitive advantage over international players. Its
products include applications developed for specific
industry use (insurance, banking,
telecommunications and manufacturing sectors,
and government functions) and ‘off-the-shelf’
proprietary applications aimed at the high end
market and the growing SME market in China.

Investments Since the Period End

China Solar Energy

On 17 October the Company invested £2.1 million
in China Solar, a leading constructor of solar energy
buildings in China. The funds will provide working
capital for the construction of a number of new
multi-functional solar energy buildings, for which
contracts were signed in September. The company
has also developed an efficient, solar thermal
heated and cooled house, designed to meet the
requirements of the Chinese Governments’ program
for providing affordable, energy efficient housing to
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the rural population, which makes up around 600
million of China’s population

China Solar’s core business is the design and
manufacture of solar energy buildings in China,
based on its patented solar thermal technology. In
2004, the management team completed the first
large scale building in China that uses solar power
as the sole source of thermal energy - because of its
ground-breaking design and application of
technology, the building is used as a
‘Demonstration Building’ for the 2008 Beijing
Olympics. The company is currently completing a
large scale leisure project in Beijing, believed to be
one of the largest solar thermal buildings in the
world, which integrates a range of sea themed
leisure activities, including an aquarium, fish
breeding centre, floating tanks and restaurants, in
one complex. The water temperature, as well as all
heating and cooling, is provided and regulated
using the company’s patented solar technology.

Devotion Eco-Thermal

On 17 November 2006 the Company invested £1.4
million in Devotion, a Singapore listed company
specialising in providing clean and alternative
energy solutions, as well as developing, fabricating
and marketing energy saving and environmentally
friendly thermal equipment and infrastructure.

China CDM Exchange

On 23 November 2006 the Company invested £1.9
million in China CDM Exchange, a Jersey company
providing brokerage, advisory and research services
relating to the reduction of greenhouse gases in
Asia. It works with businesses and projects that
generate carbon credits and assists the project
owner to identify buyers for and sell on those
carbon credits.

As well as providing advice to projects which
generate carbon credits, China CDM Exchange also
acts as an emissions broker and maintains its own
carbon trading portfolio, It manages the only on-
line platform for environmental commodity
transactions in China.

Asia Wind

On 27 November 2006 the Company invested £3.0
million in Asia Wind, a Guernsey investment
company which intends to build a significant
portfolio of wind energy related businesses,
capitalising on the rapidly expanding wind energy
sector in Asia and availability of leading edge
Western technologies.



Income Statement for the period from 23 February 2006 to

30 September 2006 (unaudited)

Note

Income
Bank interest
Fair value adjustment

Total income

Expenses

Investment Consultant’s fees 2
Administration fees 2
Commission fees

Custodian fees

Audit fees

Directors’ fees

Other expenses

Total expenses
Profit for the period

Earnings per share - basic and fully diluted 3

23 February 2006 to
30 September 2006
£'000

1,098
411

1,509

The accompanying notes on page 7 form an integral part of these unaudited interim financial

statements.

These financial statements are unaudited and are not the Company’s statutory financial statements.
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Balance Sheet
as at 30 September 2006 (unaudited)

Non-current assets
Investments

Current assets
Cash and cash equivalents
Debtors and prepayments

Total assets

Current liabilities
Other creditors and accruals

Net assets

Capital and reserves
Called-up share capital
Warrant reserve
Distributable reserve

Total equity shareholders’ funds

Net Asset Value per Ordinary Share — basic and fully diluted

Note 30 September 2006
£'000

23,877

28,460
135

28,595
52,472

(3,971)
48,501

500
2,293
45,708

48,501
4 97.00p

The accompanying notes on page 7 form an integral part of these unaudited interim financial

statements.

These financial statements are unaudited and are not the Company’s statutory financial statements.
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Statement of Changes in Equity for the period from
23 February 2006 to 30 September 2006 (unaudited)

Share Share Warrant Distributable

capital premium reserve reserve Total

£/000 £/000 £/000 £/000 £/000
Net proceeds of placing 500 45,356 2,293 - 48,149
Cancellation of share
premium - (45,356) - 45,356 -
Profit for the period - - - 352 352
Balance at 30 September
2006 500 - 2,293 45,708 48,501

Cash Flow Statement for the period from
23 February 2006 to 30 September 2006 (unaudited)

Net cash outflow from operating activities
Investing activities
Purchase of fair value through profit or loss investments

Net cash outflow from investing activities

Financing activities
Issue of Ordinary Shares and Warrants
Issue costs

Net cash inflow from financing activities

Increase in cash and cash equivalents

The accompanying notes on page 7 form an integral part of these unaudited interim financial

statements.

Note

23 February 2006 to

30 September 2006

£:000

(105)
(19,584)
(19,584)

49,990
(1,841)

48,149
28,460

These financial statements are unaudited and are not the Company’s statutory financial statements.
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Notes to the Interim Financial Statements for the period from
23 February 2006 to 30 September 2006 (unaudited)

1.

Significant Accounting Policies
(@)  Basis of preparation

The results for the period from 23 February 2006 to 30 September 2006 are unaudited.
(b)  Investments

Designation

In accordance with IAS 39, all investments are designated as “fair value through profit or loss”. The
portfolio of financial assets is managed and its performance evaluated on a fair value basis, in accordance
with a documented investment strategy. Information about the portfolio is provided internally to the
Company’s Board of Directors.

Recognition

The Company recognises financial assets held as fair value through profit or loss assets on the date it
commits to purchase the instruments. From this date any gains and losses arising from the changes in fair
value of the assets are recognised through the Income Statement.

Measurement

For investments actively traded in organised financial markets, fair value is determined by reference to Stock
Exchange quoted market bid prices as at the close of business on the balance sheet date. The fair value of
other investments is determined in accordance with the International Private Equity and Venture Capital
Guidelines.

Management and Administration Fees

During the financial period London Asia Capital (S) PTE Limited (the “Investment Consultant”) acted as
Investment Consultant to the Company.

Earnings per Share

The earnings per share is based on profit for the period of £352,311 and on a weighted average number of
50,000,000 Ordinary Shares in issue. At 30 September 2006 the price of the Ordinary Shares was 109.0p and at
no point during the period did the share price reach the exercise price of the Warrants (exercise price of 120p).
As the average price of the Ordinary Shares during the period was less than the exercise price of the Warrants
there was no dilution in the return per Ordinary Share.

Net asset value per Ordinary Share

The basic net asset value per Ordinary Share is based on the net assets attributable to equity shareholders of
£48,501,013 and on 50,000,000 Ordinary Shares in issue at the end of the period. As the price of the Ordinary
Shares (109.0p) was below the exercise price of the Warrants (exercise price of 120.0p) there was no dilution in
the Net Asset Value per Ordinary Share.
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