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Chameleon Trust plc ]
Annual Report and Financial Statements for the year ended 31 May 2007

Investment Objective & Policy

Chameleon Trust plc (the “Company”} 1s a special situations investment trust, which has the
objective of making capital profits from investments in ordinary shares of selected UK quoted
companies Chameleon Trust plc has a bias towards companies within recognised growth industries
Chameleon Trust plc works within a risk control framework that aims to shift its focus from capital
growth to capital preservation at particular stages of the stock market cycle

For the purposes of Listing Rule 154 13R of the UK Listing Authority, the Directors confirm that the Comparny does not currently hold any
investrnents 1n UK histed mvestment compames, including rvestrment trusts, nor is it m the Company's norrnal course of business to invest in such
investment companies However in the unlikely event that the Company does decide at some future date to make an investment in any UK listed

investment company, it confirms that no more than [5% of s gross assets may be mvested in other UK listed investrnent companies, including
investment trusts (as covered by Chapter 15 of the FSA Listing Rules)

Financial Highlights

{Audrted) (Audted)

As at As at

31 May 2007 31 May 2006

{Pence) (Pence)

Net asset value per share 1302 1296
Share price 1297 1365
Revenue return per share 042 012)
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Risk Framework

The Company's umque risk framework seeks 10 dentify, n an objective
way, the underfying risk to an investor's capital when investing in the
stock market at any given moment in time

The framework, developed by Revera Asset Management Limited,
("Revera”) incorporates a traffic ight approach to assessing nisk to
capital values By monttoring five key parameters {(as detailed below)
relating to the stockmarket, and charting them relative to their historic
values, one can build a picture of how risky equity investrment s at that
maoment in time

The ultimate picture consists of a signal for each of the five
parameters that may be

indicating an increased risk to capital
indicating no strong signal from data

indicating a lowered risk to capital

The Historic Price/Earnings (P/E) Ratio on the FTSE
All Share Yield on the FTSE All Share (ex [nvestment

Companies) Index

Over the last 25 years there have been huge swings in this ratio, largely
driven by market expectations for future eamings growth Qur anatysis
suggests that I this ratio 15 below 16 there 1s a lower risk to caprtal
values over the following eighteen months, but that if that same ratio sits
at or above 22 there 15 a increased risk to capral values

The Ratio of 10 year Gilt Yields (Adjusted for Inflatron) to
the Dividend Yield on the FTSE All Share (ex Investment

Companies) Index

This ratio gives an indication of the refative value of mvesting in
government bonds versus UK equities If the yield on the FTSE All Share
Is perceived as a “real” yield {1 e over the long term dividends should
nse around the rate of inflation), then i this ratio s below 1 0, you are
receming a better real yield from equities than from gits This has
historically irmplted that there 1s a lower than normal nisk to equity values
If the ratro sits above | 5 our analyss suggests that the underlying risk to
equity values 15 higher than normal

The Direction of UK Earnings Revisions

The pnce of equrty s ultmately a function of current expectations of
future eamings When confidence about future profitability 1s high, then
the risk to caprtal values tends to be low, and when the cutlook for the
future 1s uncertain the risks to capital are higher Much of this movement
15 captured by revisions to analysts’ expectations of future profits from
indvidual compantes When taken in aggrepate.one gets a’ bottom
up”predictton of future profitability When aggregate estimates are rising,
we perceve a lower risk to capital, when they are fallng, we perceve an
ncreased risk,

Appetite for New Equity

There are many reasons — such as tax — why an investor may not sell an
exasting equity holding, even though he or she may feel that it 13
overvalued However, there are very few reasons to buy a share, other
than If you believe that it will go up i price Revera monrtors the level of
appetite for new equrty placings, nghts ssues and initial public offerings as
an indicator of nsk to caprtal A reduction in buying interest is often first
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evident 1n new equity 1ssues and this can indicate a greater Ykelihood of
stock market instability and an increased risk to capital vatues

Share Price Momentum

Perhaps the purest measure of momentum in a stock market.When
share prices in aggregate have nsen by more than 2% in the preceding
three months momentumn 1s deemed to be strong, and when they have
fallen by more than 2% 1t 1s classified as weak.

Summary of Risk Framework

GRAPHIC REMOVED

FTSE Ai-Share PE ratio <lé 16-22 >22
Real bond yield/equity yield <l -5 >15
Earnings revisions +ve - —ve
Appetite for new equity strong neutral weak
3mth market direction >+2%  +2%2)% <(2)%

Using the Risk Framework
The Company’s Managers, using the above five parameters, will
deterrmine which of the foliowing four phases the stockmarket s in

* Buil Phase — the market 15 showing positive momentum, and there rs
reduced valuation risk.

* Extended Bull Phase — the market is showing positive mornenturn, but
there is incregsed valuation risk.

*  Bear Phase — the market 15 showing pror momenturm, and there 15
increased valuation risk

+ Fallow Phase — the market 1s showing poor momenturn, but there s
reduced valuation risk

This important phase decision dictates the extent to which the
Company can invest in higher nsk compames Specfically this relates to
"Emerging” and "Established" comparves, where

» Emerging companies — have not been profitable in both of therr last
two annual reportng penods

* Established compantes — have been profitable in both of the last two
annual reporting periods, but have not been profitable for seven
consecutive annual reporting periods

* Mature companies — have been profitable in all of the last seven
annual reportng pertods

Maximum % Exposure Based on Market Phase

GRAPHIC REMOVED
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Directors & Advisers

Martin Ritchie ose (Chairman)™

Age 58 Martin Ritchie was a director of Spider Systerns Limited
which was seld to Shiva Corporation in 1995 Since then Martin

has been a director of a number of small technology businesses, is
charman of both Stortext FM Limrted and Pentland Systerms Limited
Apponted on 24 September 2004

Robert Adarr (Chairman of the Audit Committee)t

Age 50 Robert Adair 1s the executive chairman of Melrose Resources
plc, a isted o1l and gas exploration group, which he founded in

1992 Itis active in Egypt, Bulgara and the USA He s also executive
chairman of Terrace Hill Group ple, an AlM listed PLC property group
and non executive chairman of AlM listed Plexus Holdings He 15 also
nen executive charman of Revera Asset Management Limited
Appointed on 24 September 2004

James Leek’t

Age 63 James Leek, a chartered accountant, has had an extensive career
0 ndustnal manufacturing with Capare Group PLC and E Wood
Holdings PLC and brings broad and complmentary experience to the
Board He 15 currently charrman of Pennine Downing AIMVCT 2 PLC
He 15 also on the boards of Leisure & Media VCT PLC, Pennine Downing
AIMVCT PLC and Pennine AIMVCT 5 PLC Appointed on 31 October
2005

Andrew Mickel*t

Age 33 Andrew Mickel is a drector responstble for strategic land
investment with Mactaggart & Mickel Limited, one of Scotfand's largest
private housebuilders He supervises mnvestment activity in his role as
chairman of trustees of the Mactaggart & Mickel Pension Scheme
Appointed on 24 September 2004

»
Independent of the Manager in accordance with the provisions of the Combined Code on
Corporate Governance

T Mesmber of the Auddt Commttee and Nommatien Commitiee

Registered Office

120 Bothwell Street

Glasgow

G2 7j5

Registered in Scotfand Number SC269598

An investment company os defined under Section 266 of the
Comparies Act 1985

Directors

Martin Ritchie oBe (Chairman)

Robert Adair mMa (Oxen) ACA CTA Fos {Charman of the Audit Committee)
James Leek

Andrew Mickel

Administrators and Company Secretary
BNP Paribas Fund Services UK Limited and

BNP Paribas Secretanal Services Limited

55 Moorgate

London

EC2R 6PA

Tel 020 7410 5971

Fax 020 7477 5849

Email secretarialservice@uk.bnpparibas com

Manager

Revera Asset Management Limited
15 19 York Place

Edinburgh

EH! 3EB

Tel 0131 524 6150

Registrars
Capita Registrars
Northern House
Woadsome Park
Fenay Bridge
Huddersfield
HDB OLA

Shareholder enquines
Tel G870 162 3100

Independent Auditors
PricewaterhouseCoopers LLP
Erskine House

68 73 Queen Street
Edinburgh

EH2 4NH

Stockbrokers

Teather & Greenwood Limited
Beaufort House

15 5t Botalph Street

London

EC3A 7GR

Custodian/Bankers
The Bank of New York
Cne Canada Square
London
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Chairman’s Statement

Introduction
Last year | was pleased to report that in the eighteen months since our
launch that our net asset value (“NAV") had increased by 29 6% It s
therefore very disappointing to report on a NAV per share which was
Ittle changed over this year at |30 2p This compares unfavourably
against the generally healthy returns seen elsewhere in the stockmarkets

Your Board 15 acutely aware of the need to produce good returns for
shareholders This 1s no academic exercise for us, for, as you will see in
the attached Financial Staternents, the Directors hold 4,400,000 shares,
1e 3496% of the 1ssued equity as at 26 July 2007 Investment
performance s our number one priority To this end, we have carned out
reviews with our Manager ta dentrdy the underlying wsues affecting our
performance and to ensure that they put in place the necessary changes
to address these ssues We believe the changes adopted by our Manager
should gve you confidence w the future growth of the fund

Charneleon Trust s an absolute return trust which aims to make
money for its shareholders during periods of stockmarket growth
through a disciplined approach to stockpicking and to preserve these
gains in more turbulent ttmes by employing a unique traffic light system
of nsk control We do not adopt a benchmark based approach to
investment and hence do not expect returns to correlate with the main
stockmarket indices However, the dispanity in our performance
compared ta the FTSE All Share Index (which rose by [79%) and the
FTSE AIM Index (which increased by 8 1%) requires explanation

Notwithstanding a flat twelve months, our longer term returns have
produced a caprtal return of 32 3% for shareholders since launch

Economic background

Economic growth both n the US and UK remaimed on track in spite of a
series of interest rate increases biy both the Federal Reserve and the
Bank of England It 1s clear that the primary focus of monetary policy 1s
to curb any inflauonary pressures In consequence, there is every chance
that interest rates rmay increase further Higher interest rates do not
usually provide the backdrop for either strong corperate profit growth
or rising stockmarkets In the main, corporate profitability was unaffected
by tighter monetary policy Despite penodic blips generally occasioned
by concerns over US sub prime borrowing or Chinese stockmarket
volatility, stockmarkets continued to make headway In addion, relatively
high levels of nstitutional Iquidity and cash bids from private equity
houses for leading UK companies supported markets and endorsed
equrty valuations

Performance Analysis
When evaluating the return over the year in more detall, attribution
analysis demonstrated that as a group the established and mature
companies within the portfolio performed well However a number of
our investrments 1N emerging companies encountered business execution
1ssues and financing problems, exacerbated by poor secondary market
liquicity and this had a detrimental effect on overall performance The
situations which were the most notable detractors of value were 1 mate,
Celoxica, Servocell, and Quantica The company specific issues are
covered i greater detall In the Manager’s Review

The Manager exited a number of therr long standing investments in
established and mature businesses at substantial profits They closed out
their bullish stance on housebuilders and banked large gains Cad/cam
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software provider Aveva enjoyed a tremendous share price appreciation
driven by growing demand from Far Eastern customers We scld on
valuation concerns Immunodiagnostics Systems, a producer of diagnostic
testing kits, has appreciated over five fold since we made our original
investment Recent issue, Matchtech, a speciahst engineering recruttment
consultancy, has performed well since listing on AM

In terms of overall portfolio exposure the Managers have reduced
their investrment in the banking sector and built up new Investments in
ol stocks The proportion of cash and of short dated bonds has nisen
reflecting the Manager's view that while they have identified a number
of attractive nvestment opportunities, valuations are not yet at the
right level

Change of Emphasts
'n Iight of the above, the Board, in conjuncion with the Manager, has
decided to significantly increase the proportion of the portfohio invested
in companies with demonstrable track records This change will
necessitate a re aignment of the portfolio and the Board has instructed
the Manager to effect this in as timely and cost effective manner as
possible In additon the Manager has revised its risk controls on
individual stocks, paying particular attention to new 1ssues The Board
believes these changes should deliver enhanced returns for shareholders
In the medm term

The Company's unique traffic light system of nisk control will remain
In place as it 1s entirely consistent with the Company's objective of
preserving capital during more turbulent times

Change of Lead Manager
| am also pleased to announce the appointment of Stephen Grant on
25 June 2007 as the lead individual responsible for the Company's
investment portfolio Stephen joined Revera Asset Management Limited
("Revera”y m October 2006 and after a penod of famitiznsation with the
Company, its portfolio and its objectives, Revera decided that this was an
appropnate time for Stephen to take full responsibility for the
Company's investment portfolio

Before joning Revera, Stephen had a very successful nine year pericd
runmng the award winning ISIS Smaller Companies Trust plc

Earnings and Dividends
For the year ended 31 May 2007, the Company generated earnings per
share of 025p The Board's policy is to distribute all available ncome at
the year end and consequently proposes a dividend payment of 033p
per ordinary share for the year ended 3! May 2007, to be pad on
27 September 2007 to all members on the Register at close of business
on 3 August 2007 Shareholders will be asked to approve this dividend
payment at the Company's Annual General Meeting {("AGM™} 1o be held
on Thursday, 20 September 2007 at 400 pm

The Board encourages as many shareholders as possible to attend
the Company's AGM to hear a formal review from the Manager coverng
the past year and future investment prospects

Share Issues

The Board recognises that return to shareholders comprises both the
change in NAV and the change in the premium or discount at which the
shares trade in relatron to the NAY During the year the Company's
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Chairman’s Statement

Continued

shares moved from trading at a premium te trading at a discount. The
Board reaffirms its commitment to ensuring that the issued shares trade
at a minimal discount ta NAV and bought back 1 12 millien shares for
cancellation, amounting to approximately 8% of the 1ssued share capital
The Board also acknowledges the importance of good long term
investrment performance i determining the relationship between the
share price and NAV

Qutlook
Qur economic outlook remains positive Legitimate concerns over rising
interest rates, levels of personal borrowing and possibly tighter hines of
credit may result in markets suffering periodic bouts of nervousness
However, the corporate sector remains in good health Strong earnings
growth, healthy dividend increases driven by robust underlying cashflow
all point to a busmess environment, which 15 conducive te further
progress in stockmarkets Those companies with strong business
proposttions will still prosper The Board believes that there are still
sufficient profitable opportunrties for the Company to exploit

Despite a difficult year in performance terms, the Board views the
future with increased confidence The Board beheves that the Company’s
remit and absofute retum objective should appeal to a broad range of
ivestors Further, it believes that the haning of the Manager's approach
and the apphcation of tighter nsk parameters should generate tugher
returns for shareholders We also welcome Stephen Grant's introduction
as our Lead Manager

| look forward to presenting you with a healthier set of results in next
year's Annual Report and Financial Statements

NV

Martin Ritchie oBe
Chairman

2 August 2007



Manager'’s Review

2007 Annual Review

Performance

During the year ended 31 May 2007, the NAV per share rose by 05%
Although this 1s not a benchmarlang trust, by way of comparison, the
FTSE All Share Index rose by 17 9%

The UK economy continued to grow at close to trend, in spite of five
quarter point nses in the Bank of England base rate Minutes from the
Bank of England meetings ndicate that the Monetary Policy Committee
("MPC") 1s worried about inflation runring ahead of s target of no
more than 2% Consensus opinion now beheves that the MPC may
increase rates further to curb inflabonary pressures in the economy US
economic growth has been similarly encouraging although there 1s
growing concern that problems with sub prime borrowing will affirct the
wider economy A good barometer of economic health, the housing
market continued to show year on year growth although n recent
months there have been signs of this growth abating

Markets were able to ignore these 1ssues as corporate profit growth
was strong and outlook statements generally confident Corporate health
was further endorsed by strong underlying cashflows which manifested
therrselves In attractive rates of dividend growth and share buy backs
Markets forecasts suggest that the highest rates of eamings growth will
continue to be found in small and mud cap comparses While earmings
growth 1s slower in farge companies to some extent this 1s mitigated by
the rating differentia) between mid cap and large comparies

Agamst this berign backdrop, it s disappointing 1o report that the
Company made no significant headway over the course of the year
Ths factor requires some further analysis

Attribution Analysis
We classify our Investments into mature, established and emerging
companies in analysing the perfermance comtribution from each
classification, we experienced good returns from our irvestments in
established and mature comparies and significant value detraction from
the emerging section of the portfolio

Looking at the emerging companies there were three common
themes as to why these investments produced poor returns The
weaknesses we identified related to business execution, insufficient
financing and secondary market hquidity On a stock level the most
significant detractors of value were as follows 1 mate, a designer of
Smartphones, which experienced issues with quality control from two of
its key suppliers and conseguently was unable to sabsfy custormer
demand during impartant selling periods There were large downgrades
in revenue and profit projections Celoxica, a provider of technelogy for
accelerated computmg systerns, was unable to achieve the wider sales
penetration required to hit its revenue targets i was refinanced on
disadvantageous terms for existing sharehalders Servocell, a provider of
Actwve Latch technology that offers low energy products for the lock
rmarket, could not convert custorner interest into firm product orders A
series of revenue and profit downgrades impacted the share price
Quantica, a recrutment business, experienced textbook problems in
managing a people business which has grown through acquisition
Fiefdoms developed and the centre lost touch with local performance
High profile staff departures and missed forecasts took their toll on the

Chameleon Trust plc
Annual Report and Financral Staterments for the year ended 31 May 2007

share price Netservices, a provider of converged voice and data
networks, experienced delays in orders shortly after listing and never
recovered from 1ssuing a profit warning so early in its stockmarket life
We have extted several of our investments in this area

In contrast, the portfolo enjoyed a number of positive contributions
from cur mature and established companies We mvested in several of
the UK's leading housebulding companies — Persimmon, Beltway and
Bovis — over two years ago Qur belef was that housebullders were
well placed to exceed consensus earnings expectations through a
combination of clever land buying and a favourable demographic for new
homes This subsequently proved to be accurate However a senies of
management updates in March caused us to re apprarse our investment
in the sector The growing proportion of investment buyers coupled with
affordability 1ssues excluding first time buyers fed us to conclude that the
great run enjoyed by housebuilding shares was about to end We exited
all our investments  Aveva, a suppher of CadCam software to design
engineers, expertenced further strong growth in demand from end
customers in the Far East The subsequent upgrades in earnings estimates
drove the share valuation to a level which we found difficult to justify
Again we were able to bank significant profits We backed a new
rmanagement team at Parity Group, an (T resourcng business The cost
cutting and re focussing of Parity’s business was quickly and effectively
implemented and we are minded 1o back the team in their efforts to
grow Parity's revenues When Xaar, the specralist printhead manufacturer,
encountered problems with ts Chinese customers, we viewed this as a
buying opportunity The problems were not of Xaar's making and likely
10 be resolved quickly Afthough revenues were downgraded for 2006,
the longer term growth story remains intact The shares recovered after
management indicated a resumption of more normal tradmng patterns
in China and the potentally hostile purchase of 3% of Xaar's equity
by Danaher Corporation As with Aveva, we exited the mvestment
once the shares appreciated to a level which discounted the recovery
In trading

Activity
Our buying strategy 1s one of patience We are reluctant to chase prices,
particularly when so many are inflated by perceived private equity bid
premium The most important sectoral decision was to Increase our
exposure to the oll sector We made new investments in BP and
Bowleven The former has been the focus of some adverse media
coverage but 1s materially undervalued when compared to is global
peers Bowleven's stockmarket history 15 chequered but we believe that
the new management team can defiver an uplift in shareholder value A
defensive earmings stream and the prospect of mdustry consolidation
lead us to make a new nvestment in GlaxoSmithKhne Whilst there 15
some adverse sentiment overhanging the retall sector, we believe that
MNext's tistory of creating shareholder value and a stronger product
offering should see it rebound later this year

We purchased Hilton Foads, a leading specialist meat packing
business supplying major international foog retalers across Europe itis a
well invested business with scope to win major new accounts New
investment Pure YVafer has a market leading position in supplying wafer
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Manager’s Review

Continued

reclaim services to semiconductor manufacturers It reconditions test
wafers which are an integral part of the semiconductor manufactunng
process With the industry set to move to using 300mm wafers, Pure
Wafer appears well set for several years of growth

The most significant sales were of Barclays and Lloyds TSB 1o reduce
our mvestment in the banking sector We booked significant profits in
Immunodiagnostic Systems, a manufacturer of diagnostic test kits for the
chinical and research markets, returning over six times our onginal stake
As detailed earlier, we exited a number of Investments in emerging
comparues

Investment Process

We will retain our process for evaluating new investments We believe
that it works well but we will alter the focus of the portfolio We intend
o concentrate our efforts on identifying companies which have the
following charactenistics established industry positions, a transparent
relationship between reported profits and cashflow, operate in

markets which have structural growth charactenstics and, lastly, have
acknowledged managenal talert We beheve these changes wilt be 1o
the benefit of sharehclders and allow us to capitalise on those areas

of the portfolio where we have a proven track record of success

In addition we have imposed a 1% limit on any Initial Public Offering
("1PO™) irvestrent This can be increased but only after a subsequent
meeting with management We will also set a strict imit on the amount
of an IPC free float that our nvestment represents

Traffic Lights
The traffic hght system which we employ 1s designed to anticipate major
stockmarket corrections, not short term trading ranges The signals which
we use aim to identify whether equities look cheap or expensive relative
1o hisionc patterns, the relative valuation of equities and bonds, the
direction of changes in earnings expectations, and, assess prevailing
stockmarket sentiment through investers’ appetrte for new equity and
three month change in stockmarket levels The traffic Iights suggest that
equities rernain cheap by historic standards  Desprte the recent rise in
bond yields, the bond/equity valuation does not appear unduly stretched,
afthough one consequence 1s to make longer duration stocks less
compelling In summary from a top down perspective we percerve little
threat to capstal values

We would remind shareholders that the percentages shown on page
2 are Iimits not target asset allocations

Qutlook
Qur investment approach is more a case of playing to our strengths
rather than a new departure It has delivered very strong returns in
mature and established businesses A concentrated portfolio of shares,
constructed using a soundly based research driven investment approach
should generate more than acceptable return for shareholders over the
medium term

There are challenges for policymakers in the developed econormies
most notably inflation and personal debt The US economy through the
sub prime borrowing and housing markets provides the greatest source

of uncertainty The Fed has a track record of respanding to slowing
economic growth by cuting mnterest rates wath surpnising alacnity if the
occasion demands However, n aggregate, we do not believe that
economies are showing signs of undue stress Close monitoring of both
earnings forecasts and company statements reveals no sign of pressure
on profit margins Although there may be further interest rate rises
before the Bank of England feels confident that mflation 1s under contro,
the economy feels sufficiently robust to cope Global economic actvity
continues to be buoyed by growth in China and India.

Corporate confidence 1s high The vast majonty of public companies
are emoying favourable trading conditions and rewarding shareholders
erther through relatively large dvidend increases or value enhancing
share buybacks We see prospects for capital appreciation across the
market spectrum

Hence, our butish stance s derved from a combination of strong
company fundamentals and historical precedent.

Revera Asset Management Limited
Manager

2 August 2007



Porifolio Information

Twenty Largest Investments

As at 31 May 2007
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007 006
fmvestment Description of Business % of Total Assets % of Total Assets
I UK Treasury 8 5% 16/07/07 Fixed Interest 854 -
2 BP Ol & Gas 527 -
3 GlaxoSmithiine Health 453 -
4 Kewill Systems Software & Computer Services 453 -~
5  Matchtech Group Support Services 39 -
6 (8)1  Royal Bank of Scotland Group Banks 377 319
7 PureWafer Electronuc & Flectrical Equipment 339 -
(IOt Awva Life Assurance 321 275
9 (15 lus Holdings Transport 302 224
|10 Party Group Software & Computer Services 189 -~
Total for top 10 holdings 4308
I Mathercare General Retallers 169 -
12 Inspicio Support Services 236 -
13 HBoS Banks 231 -
14 ArkTherapeutics Group Health 223 -
15 Next General Retailers 208 -
16  Bloomsbury Publishing Media & Entertainment 206 -
|7 Hilton Food Group Leisure & Hotels 202 -
18 Axeon Haldings’ Information Technology Hardware 198 -
19 Byotrol PLC Transport 1 96 -
20 Gatekeeper Systems Com’” Technology 189 -
Total for top 20 holdings 64 66
Other equity holdings 3426
Net equity 107
Total 100 00
t Numbers in brackets represent last years postion
The total portfolio consists of 52 holdings and has a value of £16,850,723
All shares are UK listed (" these investments are AIM listed)
[ ]
Structure of the Portfolio
As at 31 May 2007
2007 2006
% of Towal Portfolio % of Total Portfolo
Emerging compantes 27% 30%
Established comparues 38% 2%
Emerging and estabfished compamies 65% 52%
Mature companies, bonds and cash 35% 48%
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Portfolio Valuation

As at 31 May 2007

Fair Value % of Toral Pordfolic
Holdmg Secunity £ %
FINLAND
Mining
21256 Tatvaara Mining Co Eur §5.250 033
UNITED KINGDOM
GENERAL INDUSTRIALS
Electronic & Electrical Equipment
138000  Citel ORD GBP0 038" 73,140 043
142,000 DSG nternational Ord GBP0 025 238,986 142
175000  PureWafer GBPOO2* 577,600 343
705556  Servocel Group Ord GBPOOI™ 246,945 | 47
NON CYCLICAL CONSUMER GOODS
Health
265000  ArkTherapeutics Group Ord GBPOOI 380,275 226
64500  Glaxosmithkline Ord GBP GBPO 025 844,950 501
Pharmaceuticals & Biotech
90,000  Carclo Ord GBPOOS 101,700 060
86,095 Immunochagnostic Systems Ord GBPQ 02" 209,211 124
200000  Vectura Group Crd GBPO00025" 170,600 104
RESOURCES
Oit & Gas
960429  Ascent Resources Ord GBPOO1® 156,070 093
105235  Bowleven Ord GBFQ 10° 211,522 i26
159,000 BP Ord USDO 25 897,555 533
48,205 Hardy Onl & Gas Ord* 219,456 136
855,000 Plexus Ord GBPQOI* 282,150 |1 67
CYCLICAL SERVICES
General Retailers
60,000 Dunetm Group Crd GBPGOI 121,800 072
780,000  JacquesVert PLC Ord GBPO 10 187,200 111
112,500 Mothercare Ord GBPO 50 458,719 272
16,000 Next Ord GBPQ |© 353,440 210
184500  Vertu Moters Ord GBPO 0® 142,065 084
Leisure & Hotels
185,000 Hitton Food Group Ord GBP 344,100 204
Media & Entertainment
188,756  Bloomsbury Publishing Ord GBPOO125 351,558 209
370000  Tinopols Ord GBPI 00* 129,600 077
Support Services
169,600  CMR Fuel Cells Ord GBPO 10" 220,480 131
216,667 Inspicio Ord GBPO 10* 401,917 239
£38,103 Matchtech Group GBPGO1” 669,800 398
2,700,000 Triplearc Ord GBPO05* 128,250 076
155000  Nationwide Acadent Repair GBP12 5 235,600 ' 40
375000  Work Group Ord GBPO 02" 319,000 | 89
Transport
557,500 Byotrol PLC GBPO 0025 334,600 t 9%
676,500 ltrs Holdings Ord GBPO 02° 514,140 305




Porffolio Valuation

as at 31 May 2007 continued
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Farr Value % of Total Portfolis
Holding Security £ %
NON CYCLICAL SERVICES
Telecommunication Services
385250 Netservices Ord GBP( 0025* 53,935 032
962,180 Telephonetics PLC Ord GBPOO1® 81,785 049
FINANCIALS
Banks
36,200 HBoS Ord GBPO 25 393,594 234
102,300 Royal Bank of Scotland Group Ord GBPO 25 641,933 38l
Life Assurance
68,500 Aviva Ord GBPO 25 546,630 324
Investment Companies
Speciality & Other Finance
123950  Ludorum Ord GBPOO!I* 130,148 077
50,000 Resolution Ord GBPO 05 316,000 1 88
INFORMATION TECHNOLOGY
Information Technology Hardware
420,880 Axeon Holdings GBPO05* 336,704 200
125000 Coda Ord GBPQ 257 235,000 t 39
2,092,007 IQE Ord GBPOOH® 308,571 183
37412 MTL Instruments Group Ord GBPO 10 188,931 112
Software & Computer Services
338,571 Ascribe Ord GBPOOI"® 206,528 I 23
705,000 At Communications Ord GBPOOI® 282,000 | 67
250,768 Bango Ord GBPQ 20" 112,846 067
39,980 Chelford Group Ord GRPOOI* 55,972 033
930,000 Kewill Systems Ord GBPO O 774,900 458
85,000 Maxama GRPOQ!” 242,250 ) 44
615,125 Parity Group Ord GBPQ02 492,100 292
214,540 Z Group Ord GBPO05* 90,107 053
Total United Kingdom 15,074,363 89 46
UNITED STATES
CAPITAL GOODS
Technology
606000  Gatekeeper Systems Com USD000!” 321,180 191
Totat United States 321,180 {91
FIXED INTEREST
{450,000 UK Treasury 8 5% 16/07/07 1,454,930 863
Total Fixed Interest 1,454,930 863
Grand Total 16,850,723 100 00

* All these nvestrnents are AiM listed
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Directors’ Report

The Directors have pleasure in presenting their Report and audited
Financral Statements for the year ended 31 May 2007

Principal Activities and Business Review
A description of the Company's activities during the year ended
31 May 2007 can be found in the Chairman’s Statement on pages 4
and 5 and In the Manager's Review on pages 6 and 7

This business review has been prepared in accordance with the
requirernents of Section 234 ZZB of the Companies Act 1985 (“Sechion
234", Schedule 7 Part | of the Companies Act 1985 and current best
practice The objective of the Directors has been to provide a balanced
and comprehensive review that 1s consistent with the size and
complexity of the business As an externally managed investment trust
entity, the Company has no employees and delegates most of its
functions to third party service providers Accordingly your Board has
focussed this review on the Company's financial performance during the
year ended 31 May 2007

The business review I1s addressed only to shareholders as a body, and
no hability can be admitted by the Directors te any other parties n
connection therewith The purpose of the business review 15 rmited to its
statutory purpose, namely to assist shareholders in assessing the
Company's strategies and the potental for those strategies contained n
the business review to reflect the knowledge and information avaitable
to the Dhrectors at the date the business rewiew was prepared The
business review will not be updated during the next financial year, but
any forward locking statements contained in the business review will be
considered in the preparation of the next business review

Status
The Company operates as an investrent company as defined within
Section 266 of the Compames Act 1985 and operates as an investment
trust. HM Revenue & Customs approval of the Company's status as an
investment trust has been recerved in respect of the year ended 31 May
2006 In the opinion of the Directors, the Company has subsequently
conducted its affairs so that 1 would continue to quahfy

The current portfolio of the Company 1s such that its shares are
elgible for nclusion m an Indnadual Savings Account, and the Directors
expect this eligibility to be mantaned

Financial Position
The net revenue for the year s set out in the Income Staterment on
page 20 of the Financial Statements

At the year end the net asset value per ordinary |p share, ncluding
retained ncome, was 130 2p (2006 129 ép)

For the year ended 31 May 2007, the Company generated earmings
per share of 0 25p The Board's policy 1s to distrbute all available
income at the year end and consequently propese a dividend
payment of 0 33p per ordinary share for the year ended 31 May 2007,
to be paid on 27 September 2007 to all members on the Register at
close of business on 3 August 2007 Shareholders will be asked to
approve this dvidend payment at the Company's Annual General
Meeting to be held on Thursday, 20 September 2007 at 400 pm at
The George Hotel, 19 21 George Street, Edinburgh EH2 2PB

A number of performance measures are considered by the Board
and the Manager in assessing the Company's success in achieving its

objectives The key performance indicators ("KPIs™) used to measure the
progress and performance of the Company over time are as follows

* Performance The Company has an absolute rate of retum
objective and as such does not have a speaific stockmarket index
as a benchmark. However, the Chairman's Statement on pages
4 and 5 lays out several market indices as ponts of reference In
addiion to the above performance indicators, the Board assesses
the discount/premium at which the share price stands against the
underlying attributable net assets At 31 May 2007 the shares
stood at a premium of 251% (2006 5 3%) to the diluted net
assets per share, reflecting the Company’s performance record

*+ Total expense rato The Company's total expense ratio ("TER")
15 also reviewed by the Board as a measure of the Company's
performance As at 31 May 2007 the TER was 2 5% (2006 2 2%)

In addrtion to the above KPls, the Board monitors the activity in the
Company's shares and any discount to the net asset value

The Board considers that stabilty in the premium/discount comes
from good long term perforrmance No premium/discount targets
have been set, but in the event that the shares trade at a discount, the
Board has empowered the Manager to exercise the Company's
authonity to buy back shares, within guidelines established for this
purpose

Market/Company Performance
The objective of the Company 1s to make capital profits from
nvestments in ordinary shares of selected UK quoted companses In
seeking to achreve this objective, Revera Asset Management Limrted has
been appointed as Manager and has responsibility for the day to day
running of the Company's investment portfolio Detals of haw the
Company has performed for the year under review and the key factors
that influenced this return are set out In the Charrman’s Statement and
the Manager's Review

The performance of the Company 1s reviewed regularty by the Board
As the investment policy 1s broad, it affords the Manager flexibility as to
where it Invests

Principal Risks and Uncertainties
The Company has estabhished a risk management framework within the
context of the Company’s overall cbjective to achieve caprtal growth by
Investing In companies quoted on the London Stock Exchange The
Board and the Audit Committee are responsible for the monitoring of
the risk framework The framework enables the Company to assess the
overall risk exposure of the Company and to develap a nisk map which
identtfies the potential impact to the Company and the risk management
approach

Within the context of the Company's overall objective, the Board has
identified the principal financial risks which are set out in note |7 to the
Financial Statements on pages 30 and 3!

Operational risk

As the Company's main functions are defegated to third party service
providers, operational risk arises from inadequate processes of intemal
control This would include, for example, compliance with statute and
regulation governing the functions of the Company
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Operational risks are assessed by the Board and the Board receives
timely reports from its main service providers as to the internal contro!
processes in place within those organisations, which serve to minimise
the risk exposure to the Company The Board and Audit Committee
annually review the nternal control reports of the Company's service
providers, produced in accordance with Financial Reperting and Auditing
Guidance (FRAG 21)

Outlook

Schedule 7 Partl of the Companies Act 1985 requires that this Report
should contain an indication of the “likely future developments in the
business of the cormpany” This 15 outhned n the Charman's Statement.
on pages 4 and 5, and 15 not meant to be a detalled forecast in any way

Life of Company
In accordance with the Company's Artidles of Association, Chameleon
Trust ple has an indefinite Iife

Share Capital

As at 3] May 2007, there were 13,085,000 ordinary 1p shares in issue
Dunng the year ended 31 May 2007, the Compary bought back
1,120,000 shares for cancellation at a cost of £1,401,337 5C Since the
year end, the Cornpany has bought back 500,000 shares for holding n
Treasury at a cost of £612,240 At the date of this Report, the total
issued share caprtal 1s 2,585,000, excluding those held in Treasury Full
detalls of the authorised and issued share capital are set out in note 12 of
the Financial Statements on page 28

Management Agreement

The Company's nvestroents are managed by Revera Asset Management
Limntted under a Management Agreement (“Agreement”) dated

8 October 2004 The Manager s authorised and regulated by the
Financial Services Authority and at 31 May 2007 had £64m of assets
under managerment

Under the Agreement the Manager I1s entitled to a management fee
payable monthly in arrears at a monthly rate of 00833% of the market
capitahisation of the Company (phus VAT at the prevailing rate) The
market capitalisation of the Company 1s calculated as the product of the
number of ordinary shares in issue {less any held in Treasury) and the
clesing mid market price of the Company's ordinary shares quoted on
the London Stock Bxchange on the last trading day of the preceding
month

The Agreement alse provides for the payment of an additional fee to
the Manager in the event of the perfermance of the Company achieving
a pre deterrmined set of eriteria. This additional fee will be paid to the
Manager in the event that the increase in fully diluted net asset value per
share of the Company on the last day of any financial year from 31 May
2007 and thereafter exceeds the hughest net asset value per share on
the last day of any of the preceding financial years by more than 20
percentage points

No addrtional fee was payable by the Company for the year ended
31 May 2007 (2006 £nil)

The Company or the Manager can terminate the Agreement
providing they give not less than twelbve months’ notice m writing and that
suich notice shall not expire on any date pnior to the second annversary
following admission to listing of the Company’s ordinary shares

Chameleon Trust pic
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In the event of termination by the Company of the Management
Agreement cn less than the agreed notice penod, compensation s
payable to the Manager by the Company The amount of compensation
payable shall equal 1% of the market capitahisation of the Company on
the date of terrmnation (o, if the date of termimation 15 not the last
business day of a month, the last business day of the month preceding the
date of termination} reduced pro rata in respect of any period of notice
actually given

Admirustration and Company Secretarial Agreement

The Company has entered into an agreement with BNP Panbas Fund
Services UK Limted to prowide company secretamal and admurstration
services to the Company BNP Paribas Fund Services UK Limited (the
“Administrator’) delegates the provision of secretanal services to the
Company to its wholly owned subsidiary, BNP Panbas Secretaral
Services Limrted (the "Company Secretary”) The fees for these services
are set at £49,000 per annum, plus a charge based on the level of gross
assets of the Company All charges are subject to VAT at the prevalling
rate The agreement may be termmated on six menths’ notice by
erther party

Continuing Appointment of the Manager

Revera Asset Management Limited rmanages the portfolio and the Board
believes that the continued appointment of the Manager on tts current
terms 15 I the Interests of shareholders because of the Manager’s
specialist knowledge

Directors
The Directors of the Company and their biographical detalls are shown
on page 3 All Directors held office throughout the year under review

In accordance with the Company's Articles of Association, Mr Mickel
will be retiring by rotation and, being ehgible, will be seeking re election by
sharehclders at the Annual General Meeting The Nomination Committee
have reviewed the performance of this Director and his contrbution to
the operation of the Company and have concluded that the Company
benefited from his services and accordingly, recommended to the Board
that a resolution be put to shareholders at the 2007 Annual General
Meeting that Mr Micket be recommended for re election The Board
concurred with the Nomination Commettee's recornmendation and
recommends that shareholders vote in favour of this resolution

Fhere are no other contracts or arrangerments subsisting for the
year ended 3| May 2007 in which any of the Directors 15 or was
matenally interested and which 1s or was significant in refation to the
Company's business

Dtrectors’ Interests

Ordimary shares  Ordinary shares % of the share

held as at held asat  capital as at the

Dwrector 31 May 2007 31 May 2006 date of this Report
Martn Ritchie oge 250,000 250,000 1 99%
Robert Adair 3,500,000 3,500000 27 B1%
James Leek 150,000 125000 119%
Andrew Mickel 500,000 500,000 397%

No further changes o these holdings have been notified as at the date
of this Report.
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Substantial Shareholdings
As at 5 July 2007, the Company had been notified of the following
disclosable nterests n the ordimary shares of the Company

Shareholding
Benefical Holder %
Robert Adarr 27 27%
Gordon Crawford |15 58%
Premier Enterprise Fund 5 45%
South Yorkshire Pensions Authority 545%
Andrew Mickel 390%

Payment of Suppliers

The Company does not have a specific policy n place for the payment
of its supphers Rather, the Board seeks to secure the most advantageous
possible terrms for the Company Once terms are agreed, the Company
will adhere to them accordingly It 1s normal practice for all outstanding
Invoices to be settled within 30 days The Company had no trade
creditors at close of business on 31 May 2007

Going Concern

The Directors have prepared the Financial Staternents on the going
concemn basis as, after due consideration, they believe that the Company
has the resources to continue m operation Into the foreseeable future

Authority to Allot Shares

On | October 2004, the Directors were given the power to allot
refevant securtties pursuant to Section 80(2) of the Companies Act
1985 (the “Act™) up to an aggregate nominal amount of £239,999 98,
such authonity to expmre on | October 2009 (unless previously
revoked, vaned or extended by the Company in general meetings)

Authority to Purchase Own Shares
With effect from 10 October 2006 until the conclusion of the
Cornpany's third Annual General Meeting, the Directors have the
authority in accordance with Section (66 of the Companies Act 1985 to
buy back up to 1499% of the Company's ordinary shares in 1ssue The
Drrectors also have autherity to buy back and retain in Treasury up to
| 0% of the Company's ordinary shares in issue in any twelve month
period Duning the year ended 31 May 2007, 1,120,000 ordnary shares
were purchased for cancellation at a cost to the Company of
£1,401,337 50

The Board considers that the Company should continue to have
the authorrty to make market purchases of its own shares Accordingly
a special resolution will be proposed at the Annual General Meeting to
authorise the Company to make market purchases of up to [499% of
the ordinary shares in issue, equivalent to 1,886,491 ordinary shares at
the date of this Report. Under the FSA Listing Rules of the UK Listing
Authority, this 15 the maximum percentage of its equity share capital
that a company may purchase through the market pursuant to such
authorrty

The authonty for the Company to purchase its own ordinary shares
will, by virtue of Treasury Shares Regulations, allow the Company to held
ordinary shares so purchased in Treasury, as an afternative to Immediate
cancellation, provided that the number of ordinary shares held in

Treasury 15 not more than 10% of the Company’s 1ssued share capital
The Campany would only make market purchases within guidelines set
by the Board , or when, market conditions are surtable, with the aim of
maxirmising benefits to shareholders

Independent Auditors

PricewaterhouseCoopers LLP the Independent Auditors of the
Company, have indicated their wiillingness to continue in office The
Audit Committee has responsibility for making a recommendation to
the Board on the re appomntment of the external Auditors After careful
conaderation of the services provided to the Company duning the year
and a review of the effectiveness of the external Auditor, the Audit
Committee has recommended that PricewaterhouseCoopers LLP be
re appointed as the Company’s Auditors Accordingly, resolutions are to
be proposed at the farthcoming Annual General Meeting for their re
appointment and to authorse Directors to agree their remuneration
for the enswing year

Disclosure of Information to Auditors

The Directors who held office at the date of approval of this Directors’
Report confirm that, so far as they are each aware, there 1s no relevant
audit information of which the Company’s Auditors are unaware, and
each Director has taken all the steps that they ought to have taken as a
Director to make themselves aware of any relevant audtt informatron
and to establish that the Company's Auditors are aware of that
information

Annual General Meeting (“AGM”)

The Company’s third AGM will be held on Thursday, 20 September
2007 at 400 pm at The George Hotel, 15 21 George Street, Edinburgh
EH2 2PB Detais of the business of the meeting can be found in the
Notice of AGM on page 33

By order of the Board
S Wil o

BNP Paribas Secretarial Services Limited
Secretary

2 August 2007



Corporate Governance

Background

The UK Listing Authority requires all listed companies to disclose how
they have applied the principles and complied with the provisions of the
Combined Code on Corporate Governance (the "Cade"), as 1ssued by
the Financial Reportng Council in July 2003 In addition, the AIC Code of
Corporate Governance was issued by the Association of Investment
Companies and provides specific corparate governance guidelines to
investment trusts

Corporate Governance Principles

During the year ended 31 May 2007, the Company complied with the
provistons of the Code subject to the exceptions explained below and
its special crcurnstances as an investment trust company Throughout
the year, the Board have attached great importance to the matters set
out in the Code and am to observe its principles it should be noted
that as an investmment trust, all the Directors are non executive and
most of the Company's day to day responsibilities are delegated to
third parties

Board Responsibilities
The Board determmes the strategic direction of the Company It meets
at least four times a year to review the investment performance of the
Company's investments, the financial position of the Company, its
performance in line with the agreed investment objective and all other
important issues to ensure control 1s maintained over the Company's
affaws and that it operates within a framework of prudent and effective
controls The Directors also meet on an ad hoc informal basis A
schedule of matters specifically reserved 1o the Board for its decision has
been adopted

There 15 a clear division of responsibility between the Chairmarn, the
Dhrectors, the Manager and the Company's other third party service
providers No one indwidual has unfettered powers of decision The
Chairman, Mr Ritchte, was at the time of his appointment, and remains,
independent of the Manager The Chairman 1s responsible for leading the
Board and ensuring its effectiveness on all aspects of its role In addrtion,
the Chairman 1 responsible for ensuring that alt Directors receve
accurate, tmely and clear information as well as ensuring that there 1s
effective communication with shareholders

The Board sets the boundaries within which the Manager operates
The Manager takes decsions as to the purchase and sale of indmvidual
investments and alse ensures that the Board receves all relevant
management and financial information 0 a timely manner
Representatives of the Manager attend each Board meeting enabling the
Board to review the Manager’s performance against the Company's
investment objective, the portfolio risk and attnbution analysis In
addiion, their attendance allows the Board to seek clanfication on
specsfic issues The Board takes responsibility for the content of major
corporate communications and the Manager informs the Board of any
relevant promotional material that 1s ssued

The Board has formalised arrangements under which Directors, in
the furtherance of their duties, may take independent professional advice
at the Company's expense The Directors have access to the advice and
services of the Company Secretary through 1ts appointed
representatives, who are responsible to the Board for ensuring that
Board procedures are followed and that apphcable rules and regulations
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are comphed with The Company Secretary is also responsible for
ensuring good information flows between all parties The appointment
and removal of the Company Secretary 1s a matter for the whole Board
It 15 the Chairman's responsibiity to ensure that the Directors have
sufficient knowledge to {ulfil their role and Directors are encouraged to
participate in training courses as appropriate

The Board, led by the Nomination Cammittee, has formalised a
process to evaluate its own performance and that of its Chairman on
an annual basis This process is based upon a self assessment of the
Board's strengths and weaknesses, with the Charrman malang
recommendations to improve performance where necessary

The Board has agreed that new appointees will be provided with a
full mduction programme which cavers the Company's strategy, policies
and practices Thereafter Directors are provided with a Director’s Manual
which is regularty updated by the Company Secretary

The Board has decided that due to the small size of the Board, it 1s
not necessary to form a separate Management Engagement Commuttee
and, as such, the entire Board will review the performance and terms of
appointment of the Manager and other third party service providers on
an annual basis

Directors and Directors’ Independence
As at 3 May 2007, the Board comprised four non executive Trrectors
All the Directors are deemed to be independent of the Manager and
independent n accordance with the provisions of the Code, with the
exception of Mr Adair wha was appainted the non executive charman
of Revera Asset Management Limited in 2006 and has invested in the
Manager and this constitutes a matenial business relatienship In
accordance with the Code In addition, Mr Adair 1s considered to be a
significant shareholder n the Company which alse renders him non
independent in accordance with the provisions of the Code The Board
has considered the position of this Director with particular care and 1t
was agreed that Mr Adarr contributed significantly through his indmadual
skills,and a considerable knowledge of both the Company and the
industry It was further concluded that all the Directors were considered
to be mdependent in character and judgement. The Boand annually
reviews the continued independence of the Directors

As the Board 1s comprised solely of non executive Directors, there s
no chief executive posibion within the Company Dunng the year under
review, 1t was agreed by the Board that given the small size of the Board,
the opportuntty for open discussions and the breadth of investment,
commercial and professional knowledge of each Director that would
enable them to address any concerns conveyed to them, there was not a
need to appoint a senior ndependent director at the current time This
matter 1s reviewed annually Biographies of all the Directors appear on
page 3 and demonstrate the wide range of skills and experience they
bring to the Board All the Directors served throughout the year under
review

All of the Directors are appainted for an rutial term of three years
and are re appointed In accordance with the Company's Articles of
Association and stand for election at the first Annual General Meeting
following their appointment.

All the terms and conditions of the non executive Directors
appointments are avallable for nspection at the registered office of the
Company and at the Annual General Meeting
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Board Committees

In order to enable the Directors to discharge their duties, the Board
has operated Audit and Nomination Committees during the year
Committee membership 1s set cut on page 3 of this Report. No one
other than the Committee Chairman and members are entitled to be
present at the meetings unless invited to attend by the indmdual
Committee Each Cammuttee 1s chared by the Chawrman of the Board
except the Audit Committee, of which Mr Adair was appointed
Charman Copies of the terms of reference for the Board Committees
are avallable from the Company Secretary

Audit Committee

The Audit Committee operates within clearly defined terms of reference
and provides a forum through which the Company's external Auditors
Repert to the Board The mam responsibifities of the Audit Committee
include monitaring the integnty of the Company's Fiancial Statements
and appropriateness of its accounting policies, reviewng the internal
control systerns and the nisks to which the Company 1s exposed and
making recommendations to the Board regarding the appointment and
remuneration of the external Audtor and considering the external
Audritors' independence, objectmity and the effectiveness of the

audrt process

The Audrt Committee has approved and implerented a policy
on the engagement of the Auditors to supply non audit services, taking
Into account the recommendations of the Accounting Practices Board
Audrtor objectivity and independence are safeguarded through a
requirement to have all non audit work which incurs a fee greater
than £10,000 to be approved by the Audit Committze prior to the
commencement, and the prohibition of the performance of accounting
and other services relating to the accounting records of the Company
where the Auditors might otherwise find thernselves auditing their
own work.

Mr Adarr, the Chairman of the Audit Committee is considered to
have relevant financial and investment experience as a result of his
employment in the financial services and other industres In addiion,
te 1s a qualified accountant. The Board acknowledges that Mr Adair s
not independent in accordance with the provisions of the Code but the
Directors believe that rt 1s m the best interests of the Company that he
chars the Audit Comprittee based on his extensive expenience n
financial services

As the Company has no employees there 15 no dedicated resource
to the Audit Committee However, representatives from BNP Panbas
Fund Services UK Limited, which produces the financial information for
the Company, are invited to attend and present on issues as required

The Secretary 1o the Audit Commitiee 1s BNP Parbas Secretanal
Services Limrted In addrtion, representatives of the Manager are invited
to attend the Audit Committee meetings and are asked to present on
speciic 1ssues

The Company does not have an internal audrt function, it delegates
to third parties most of ts operations and does not employ any staff
The Administrator has established internal control frameworks to
provide reasonable assurances on the effectiveness of the snternal
controls operated an behalf of their clients The Manager and the
Administratcr Report on any breaches of law or regulation as and when
they arise and on a quarterty basis The Audit Committee will consider
annualfy whether there s any need for an mternal audit function, and 1t
has agreed that it s appropnate for the Company to rely on the nternal
audtt controls which exist wathin s third party prowiders Accordingly, the
Board has concluded that an internal audit funchion 1s not necessary at
the present time

The Company does not have a whistleblowing pohicy and procedurs
in place The Company delegates its main functions to third party
providers who have such palicies in place and the Audit Committee 15
happy to accept that these pohaies meet the industry standards

Nomination Committee
The Nominatton Cormmittee has defined terms of reference and s
responsible for identifying and nominating to the Board new Directors,
and for considering whether existing Directors should be recormmended
for re electron

The Nomination Committee s chaired by Mr Ritchie, except on
those occasions when the Committee 1s reviewing the performance
of the Chairman In such instances, an independent non executive
Director chairs the Committee The Nomination Committee meets
at least annually

Board Meeting Dates and Attendance

Meeung date Artendance

|0 October 2006
Nomination Committee, Board meeting

and Annual General Meeting All Directors attended

23 January 2007
Audit Committee and Board meeting All Directors attended

except Mr Mickel

24 Apr)l 2007
Audit, Nomination Committees

and Board meeting All Directors attended

24 July 2007
Audrt, Nominatton Committees
and Board meeting

All Directors attended
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Directors’ Remuneration
The Board as a whole considers Directors’ remuneraticn in accordance
with the limits set by the Company's Articles of Association and a
separate Remuneration Committee has not been established

Under the Listing Rule 154 15, where an investment trust cormpany
has onty non executive directors, the Code's principles relating to
Dhrectors’ remuneration do not apply Details of the Directors’
remuneratron are contaned i the Directors’ Remuneration Report on
page V7

Board Succession Planning
The Board does not have a timetable for Board succession as yet The
Nomination Committee reviewed the tenure policy for Directors
dunng the year and, In recogntion of the value of experience
bestowed by longevity of service, recommended to the Board that a
nine year terure policy be adopted, subject to rigorous review of
individual Dhrectors after six years of service and annual re election of
Directars after nine years The Board approved and adopted this
recommendation

The Board have agreed a procedure for the appointment of new
Directors Forrmal consideration of the skills and experience of the Board
15 undertaken to help identify the capabilities of a new Director when a
VRCANCy arises

Relations with Shareholders
The Directors are zhways avallable to enter mto dialogue with
shareholders and the Company places a great deal of importance upon
such communications Dunng the year, the Manager. together with the
Chairman if requested, 1s avallable to meet with the Company's
shareholders to discuss the Company's investment strategy, performance
and governance Discussions with shareholders are reported to the
Board on a quarterly basis

All shareholders have the opportunity to attend and vote at the
Annual General Meeting of the Company to be held on Thursday,
20 September 2007 and n accordance with the Code, the Notice of
Meeting will be arculated 20 working days in advance of the Meeting At
the Meeting the Board and the Manager will be avallable to discuss ssues
affecting the Company Proxy votes are declared at the Meetings
Following the Annual General Meeting the Company wili hold a
presentation to shareholders at which the Company's performance and
prospects will be explamed in more detail

The Company discloses the top twenty wvestments on a hall yearly
basis and the top ten haldings are disclosed to the London Stock
Exchange at each quarter end i accordance with the FSA Listing Rules

Voting Policy

The Board has delegated discretion to the Manager to exercise voting
powers on ris behalf The Manager will seek to vote on all issues raised at
general meetings of Investee companies
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Internal Controls
The Board recogruses that i bears overall responsibility for the
Company’s system of internal control and for reviewing its effectiveness
As the majoriy of the Company’s systems are mawtained on bebalf of
the Compary by third party prowiders under contract, the Board fulfils its
obhgations by requinng those service providers to report and give
assurance on their internal controls, which are designed to manage
rather than elminate risks In light of the Board’s reflance on these
systerns and the reports thereon, the Board can only provide reasonable
and not absolute assurance against matenal misstatement or loss In
addiion, the Board ensures that these serwice providers are employed
subject to dearly defined contracts

The key procedures which have been estabhshed and followed to
provide effective internal controls are as follows

* The Board has carned out and documented a risk and control
assessment, which was reviewed during the year and will be kept
under ongeing, and at least annual, review

* The duties of the investment management, accounting and custody of
assets are segregated The procedures of the indvidual parties are
designed to complement each cther

* Irvestment managemerit 1s provided by Revera Asset Management
Limited The Board 1s responsible for setting the overall investment
policy and monitor the actions of the Manager at regular Board
meetings The Board reviews information produced by the Manager in
detail on a regular basis

* Administration and company secretanal services are provided by
BNP Paribas Fund Services UK Limited and BNP Panbas Secretarial
Services Limited respectively {together"BNP Paribas’) BNP Paribas
reperts to the Board on a quarterly basis and ad hoc as necessary In
addition the Board reviews BNP Parbas’ annual audited report on
internal controls

 Safekeeping of the Cormnpany's assets 13 undertaken by the Bark of
New York.

* The Directors of the Company clearly define the duties and
responsibilities of their agents and advisers in the terms of ther
contracts The appaintment of agents and adwisers 1s conducted by
the Board after consideratron of the quality of parties nvolved, the
Board monitors their ongoing performance and contractual
arrangements to ensure that they remain effective

» Mandates for authorisation of investrnent transacuons and expense
payments are set by the Board

By the procedures set out above, and in accordance with the Turnbull
"Guidance for Directors on the Combined Code” published by the
Insitute of Chartered Accountants in England and Wales, the Drrectors
have kept under review the effectiveness of the Company’s nternal
controls throughout the year under review and up to the date of

this Report.

Complance with the Provisions of the Combined Code
The Durectors have reviewed the principles outlined in the Code and
consider that, subject to the exceptions detalled above, the Company
has complied with the provisions of Section | of the Combined Code
during the year ended 31 May 2007 and up to the date of this Report.
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Directors’ Remuneration Report

The Directors are pleased to present therr Report on remuneration for
the year ended 31 May 2007, in accordance with the Directors'
Remuneration Report Regulations 2002 (the “Regulations™)

The Company's Auditors are required to verrfy certain information
contained within the Report and Accounts Where information set out
below has been audited, it 1s clearly indicated The Auditors’ opinion 15
included m the Audrtors’ Report, which ¢an be found on page 19

The Board
The Board 1s comprised entirely of non-executive Directors, who
determine their remuneration as a whole Accordingly, a separate
Remuneration Committee has not been appointed

The Board has not been provided with advice or services by any
person to assist it to make s remuneration deaisions, altthough the
Directors will carry out reviews from time to time of the fees paid to
directors of other investment trusts

As at 31 May 2007, the Board comprised four non executive
Directors, three of whom are independent of the Manager In
accordance with the Company's Articles of Asscaation, new Directors
are required to stand for election at the first Annual General Meeting
following their appontment. and thereafter, are required to retire by
rotation, so that over a three year period all Directors have retired from
the Board and been offered up for re election

No Director has a contract of service with the Company but are
instead apponted by letters of appointment. A Director may resign in
writing to the Board at any time, there are no fixed notice penods nor
any entittement to compensation for loss of office

Policy on Directors’ Remuneration
The Company's Articles of Association limit the fees payable to
Drrectors to £100,000 per annum The Company’s policy is that fees
payable to the Directors should reflect the time spent on the Company's
affars and the responsibilities borne by the Directors and should be
suffictent to enable candidates of a high calibre to be recrurted

The Company's policy 1s for the Chairman of the Board to be pad a
higher fee than the other Directors, to reflect his more onerous role and
for the Directors’ fees to be reviewed from time to time

At launch, the Company reviewed the fees being pard to non
executive directors of Investment trust companies of a similar size or
with a similar investment objective In addition, corporate governance
responsibilities were assessed Having due regard to this information, at
the time of launch it was agreed that the Chairman should be pad a fee
of £15,000 per annum with each of the other Directors being entitled to
fees of £10,000 per person per annum

It 15 the Company's policy that no Director shall be entitled to any
benefits n kind, share options, long term incentives, pensiens or other
retirement benefits, or compensation for foss of office It 1s also
considered appropriate that no aspect of Directors’ remuneration
should be performance related in light of the Directors’ non executive
status Directors are entitled to clam expenses in respect of duties
undertaken in connection wath the management of the Company

It 1s the intention of the Board, that unless deemed appropriate to
implement a revision, the above remuneration policy will continue to
apply for the forthcorring and subsequent financial years

The Company has obtained Directors' and Officers’ liability insurance
and this waill be renewed annually

Performance Graph
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In accordance with the Regulations, the performance graph above shows
the share price total return to ordinary shareholders from launch to
31 May 2007 compared to the total return on notional mvestments i
the FTSE All Share index The data has been rebased to |00 at the date
of launch

The Board considers the FTSE All Share Index to be the most
approprate compansen for the Company against which to track the
performance of its share price

Directors’ Fees {audited)
The information in this section has been subject to audrt.

The Directors who served duning the year ended 31 May 2007
receved the following emoluments

Fees ta feesio
Director 31 May 2007 31 May 2006
Martin Ritchie Gae 15,000 15000
Robert Adair 10,000 10,000
james Leek 10,000 5833t
Andrew Mickel 10,000 10,000

T Mr Leek was appornted a Director of the Company on 31 October 2005

By order of the Board
S5 (e e Ned

BMNP Paribas Secretarral Services Limited
Secretary

2 August 2007
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Statement of Directors’ Responsibilities

In respect of the Financial Staterments

The Directors are responsibie for the preparing the Annual Report and
Financial Staternents in accordance with apphcable law and regulations

Company law in the United Kingdom requires the Directors to prepare
Financial Statements for each financial year which give a true and far
view of the state of affairs of the Company and of the profit and loss of
the Comnpany for that year In prepanng these Financial Statements, the
Directors are required to

* Select suitable accounting policies and then apply them consistently;

* Make judgements and estimates that are reasonable and prudent,

* State whether apphcable accounting standards have been followed,
subject to any materal departures discfosed, and explaned in the
Financial Staternents, and

* Prepare the Financial Statements cn the going concern basis unless it
15 Inappropriate to presume that the Company will continue
In business

The Drrectors confirm that they have complied with the above
requirements

The Directors are responsible for keeping proper accounting records
which disclose with reasonable accuracy at any time the financeal postion
of the Company and to enable them to ensure that the Finanaal
Statements comply with the Companies Act 1985 They have general
responsibitity for taking such steps as are reasonably open to them and
to safeguard the assets of the Company and to prevent and detect fraud
and other irregularities
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Independent Auditors’ Report

To the sharehalders of the Chameleon Trust plc (“the Company™)

We have audited the Financial Statements of the Chameleon Trust plc
for the year ended 3| May 2007 which compnise the income Statement,
the Balance Sheet, the Reconahation of Movements in Shareholders'
Funds, the Cash Flow Statement and the related notes | to 19 These
Financial Statements have been prepared under the accounting policies
set out therein We have audited the information in the Directors’
Remuneration Report that s descrbed as having been audited

Respective Responsibilities of Directors and Auditors
The Directors' responsibiities for preparing the Annual Report, the
Drrectors’ Remuneration Report and the Financral Statements in
accordance wrth applicable faw and United Kingdom Accounting
Standards (United Kingdom Generally Accepted Accounting Practice)
are set out in the Statement of Directors’ Respensibilities

Our responsibility 1s to audit the Financial Statements and the part of
the Directors’ Remuneration Report to be audited in accordance with
retevant legal and regulatory requirements and International Standards
on Auditing (UK and Ireland) This Report, including the opinion, has
been prepared for and only for the Company’s members as a bedy in
accordance with Section 235 of the Companies Act 1985 and for no
other purpose We do not, in gving this opinion, accept or assume
responsibility for any other purpose or to arty other person to whom
this Repart s shown or into whose hands it may come save where
expressly agreed by our prior consent in writing

We report to you our opinion as to whether the Financial
Statements pive a true and fair view and whether the Financial
Staternents and the part of the Directors’ Remuneration Report 1o be
audited have been properly prepared in accordance with the Companies
Act 1985 We also report to you whether, in our opinion, the Directors’
Report 1s not consistent with the Financial Statements In addition, we
report to you if. in our opinian, the Company has not kept proper
accounting records, If we have not receved all the information and
explanations we require for our audit, or if nformation specified by law
regarding directors’ remuneration and other transactions 1s not disclosed

We review whether the Corporate Governance Statement reflects
the Company's compliance with the nine provisions of the 2003 FRC
Combined Code specified for our review by the Listing Rules of the
Financial Services Authority and we report If it does not. We are not
required to consider whether the Board’s statements on internal control
cover all nsks and controls, or to form an opinion on the effectiveness
of the Company’s corporate governance procedures or its risks and
control procedures

We read the other information contained in the Annual Report and
consider whether it 1s consistent with the audited Financial Statements
The other mformation comprises only the Chairman's Statement, the
Managers’ Review, the Directors' Report, the Corporate Governance
Statement and the unaudited part of the Directors’ Rermuneration
Report.We consider the mmplicabions for our report if we become
aware of any apparent misstatements or material inconsistencies with
the Financial Statements Our responsibiities do not exiend to any
other mnformation

Basis of Audit Opinion
We conducted our audit in accordance with International Standards on
Auditing (LUK and Ireland} 1ssued by the Auditing Practices Board An audit
inchides exarnmation, on a test basis, of ewdence relevant to the amourts
and disclosures in the Financial Statements and the part of the Directors’
Remuneration Report to be audited It also ncludes an assessment of the
significant estimates and judgments made by the Directors in the
preparation of the Financial Statements, and of whether the accounting
polces are appropriate to the Company's arcumstances, consistently
appled and adequately disclosed

We planned and performed our audit so as to obtain all the
information and explanations which we considered necessary in order to
provide us with sufficient evidence to give reasonable assurance that the
Financial Staternents and the part of the Directors' Remuneration
Report to be audited are free from matenal misstaternent, whether
caused by fraud or other irregularity or error In forming our opinion we
also evaluated the overall adequacy of the presentation of infermation in
the Financial Statements and the part of the Drectors’ Remuneration
Report to be audited

Opinion”

In our opinion

* the Financial Statements give a true and fair view, In accordance with
United Kingdom Generally Accepted Accounting Practice, of the state
of the Company’s affairs as at 31 May 2007 and of its net retum and
cash flows for the year then ended,

* the Financial Statementts and the part of the Directors’ Remuneration
Report to be audrted have been properly prepared In accordance
with the Comparnies Act 1985, and

* the information given in the Directors’ Report 1s consistent with the

inancial Statements

LY

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
Edinburgh

3 August 2007

* The Financral Statements are published on www reverafunds.co uk, which s a
website maintained by Revera Asset Management Limited The maintenance and
ntegnty of the website 15 the responsibility of the Directors, the work camed
out by the audrtors does not Involve consideration of these matters and,
accordingly, the auditors accept no responsibility for any changes that may have
occurred 1o the Financial Statements since they were mnitially presented on the
webstte Visttors to the website need to be aware that legistation in the United
Kingdom goverring the presentation and dissemination of the Financeal
Statements may differ from legislation in their junsdiction
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Income Statement

For the year ended 3! May 2007

For the year ended 3| May 2007 For the year ended 31 May 200&
Revenua Capmal Total Revenue Capital Total
Notes £000 £'000 £000 £000 £000 £000

Gains on wivestments held at fair value

through profit or loss 9 - s 1S - ENNT 3116
Income from rwvestments held at fair value

through profit or loss 2 284 - 284 270 - 270
Other income 2 27 - 27 36 - 36
Investment. managerment fees 3 (68) (13%9) (207) (68) (137 (205)
Other expenses 4 211) - (211) (209) - (209)
Net return before finance costs and taxation 2 (24) 8 29 2979 3,008
Finance charges 5 26 - 26 (46} - (46)
Return on ordinary activitres before taxation 58 (24) 34 (17} 2979 2962
Taxation on ordinary activities 6 - - - - - _
Net return on ordinary activiues after taxation 58 24) 34 {17} 2979 2962
Return per ardinary share (pence) 7 042 ©17) 025 012} 2189 2177

The total column of this staternent represents the profit and loss of the Company
All tems in the above statement derve from continuing operations
A Statement of Total Recognised Gains and Losses 1s not required as all gains and losses of the Company have been reflected in the above statement.

The accompanying notes are an integral part of the Financial Statements
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Balance Sheet

As at 31 May 2007

21

31 May 31 May
2007 2006
Notes £000 £000
Fixed assets
Investments designated as held at far value through profit or loss 9 16,851 16,652
Current assets
Debtors 10 160 43
Cash at bank and short term deposits 749 1997
909 2,040
Creditors
Amounts falling due within one year iR (722) (282)
Net current assets 181 1,758
Total assets less total habilities 17,038 18410
Capital and reserves
Called up share capital 12 131 142
Share premium 3,936 3930
Distributable reserve 13 9,025 10,437
Caprtal reserves 13 3,893 3917
Capital redemption reserve I3 11 -
Revenue reserve 13 42 (16}
Equity shareholders’ funds 17,038 18,410
Net asset value per ordinary share (pence) i4 1302 1296

The Financial Statements were approved by the Board of Directors on 2 August 2007 and were signed on its behalf by

Ll

Martin Ritchie ose
Chairman

The accompanying notes are an integral part of the Financial Statements
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Reconciliation of Movements in Shareholders’ Funds

For the year ended 3| May 2007
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Capital

Share Share  Distributable Capital  redemption Revenue

capital premum reserve reserves reserve reserve Total

£'000 £000 £000 £'000 £000 £000 £'000
Shareholders funds at 31 May 2006 142 3,930 10,437 3917 - (16} 18,410
Repurchase of shares (1 - (1,405) - 1 - {1,405)
Expenses of repurchases - - )] - - - N
Net return from ordinary actnties - - - (24) - 58 34
Reversal of inthal costs provision - 6 - - - - 6
Dmvidends paid in respect of year ended 31 May 2006 - - - - - - -
Balance at 31 May 2007 131 3936 9,025 3,893 I 42 17,038
For the year ended 31 May 2006

Capital

Share Share  Distnbutable Caprtal redemption Revenue

captal premum reserve reserves resere resarve Tatal

£000 £000 £000 £000 £000 £000 £000
Sharehalders’ funds at 31 May 2005 128 2245 1,437 938 - 33 13,781
Issue of shares 14 1,783 - - - - 1,797
Expense of share ssues - (98) - _ - — (98}
Net return from ordinary activities - - - 2979 - (17 2962
Dwvidends paid in respect of year ended 31 May 2005 - - - - - (32) (32)
Balance at 31 May 2006 142 3930 10,437 3917 - (16) 18410

The accompanying notes are an integral part of the Financial Statements
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Cash Flow Statement

For the year ended 31 May 2007

for the year ended For the year ended
31 May 2007 31 May 2006
Notes £000 £000 £000 £000
Investrment income recerved 209 299
Interest receved 27 36
Investment management fees paid (176) (214)
Other cash payments (241} (221
MNet cash outflow from operating activities 15 (181) (100)
Servieing of finance
Overdraft interest refunded/{paid) 26 (46}
Net cash inflow/{outflow) from servicing of finance 26 (46)
Financial investment
Purchase of mnvestments (14,047} (16,283)
Sale of investments 14,366 16,099
Net cash inflow/{outflow) from financial investment 319 (184)
Equity dividends paid - (32)
Net cash inflow/(outflow) before financing 164 (362)
Financing
(Repurchase)/issue of ordinary shares (1,405) 1,797
Expenses of share ssue {7) (8)
Net cash (outflow)/inflow from financing (1.412) 1,699
(Decrease)/increase w cash 16 (1,248) 1,337

The accompanying notes are an integral part of the Financial Statements
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Notes to the Financial Statements

(a)

(b}

()

(d)

(e)

Accounting policies

Basis of preparation

For the accounting period beginning on 2| June 2004, the Company had the option to prepare its Financial Statements in accordance with
International Financial Reporting Standards (“IFRS™), as adopted by the International Accounting Standards Board ("IASB™) The Board has
elected to continue to adopt UK Generally Accepted Accounting Principles ("UK GAAP™) and therefore adopt the new Financial Reporting
Standards issued as part of the programme to converge UK GAAP with IFRS

The Financial Statements have been prepared under the histoncal cost convention, as modified to include the revaluation of Investments in
accordance with the Comparies Act 1985, applicable UK Accounting Standands and with the Statement of Recommendead Practice for
"Fmancial Statements of Investment Trust Comparnies™ issued by the Assaciation of Investment Comparies revised December 2005 (“The
revised SORP")

Income

Income from equrty shares s brought into the Revenue Return of the Income Statement on the ex dwvidend date Where no ex dividend date
1s avalable, dvidends recervable on or before the year end are treated as revenue for the year Prowsion 15 made for any dmwdends not
expected to be receved The fixed returns on debt securities and non equity shares are recognised on a time apportionment basis so as to
reflect the effective vield on the debt securtties and shares Provision 1s made for any fixed income not expected to be recetved Interest
recervable from cash and deposits and interest payable are accrued to the end of the year

Expenses
All expenses are accounted for on an accruals basis Expenses are charged to the Revenue Return of the Income Statement except as follows

* expenses which are incidental to the acquisition of an investment are included within the cost of the investment.

* expenses which are incidental to the disposal of an Investment are deducted from the disposal proceeds of the Investment.

+ expenses are charged to realised capital reserves where a connection with the mantenance or enhancement of the value of the
investments can be demonstrated In this the management fee has been allocated 1/3 to revenue and 2/3 to realised capital reserves to
reflect the Company's iInvestrnent policy and prospective iIncome and caprtal growth

Taxation

Deferred taxation s provided on all timing differences that have onginated but not reversed at the Balance Sheet date, where transactions or
events that result m an obligation to pay more tax in the future or right to pay less tax in the future have occurred at the Balance Sheet date
Deferred tax is not provided on permanent differences Deferred tax assets are only recognised to the extent that it 1s considered more hkely
than not that there will be future taxable profits from which the future reversal of undertying timing differences can be deducted Timing
differences are differences anising between the Company's taxable profits and sts results as stated in the Financial Statements which are capable
of reversal in one or more subsequent periods

Deferred tax 1s measured on a non discounted basis at the tax rates that are expected to apply In the pertods in which timing differences are
expected to reverse, based on tax rates and laws enacted or substantively enacted at the Balance Sheet date

Valuation of investments
Listed Investments have been designated by the Board as held at fair value through the profit or loss and accordingly are valued at fair value
deemed to be bid market prices for quoted nvestsnents

Changes in the fair value of investments held at far value through the profit or loss and gans and losses on disposal are recognised in the
Income Statement as "Gains or losses on investments held at fair value through prafit or loss” Also included wathun this caption are transaction
costs in relation to the purchase or sale of investments, including the difference between the purchase price of an investment and the bid price
at the date of purchase All purchases and sales are accounted for on a trade date basis
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Notes to the Financial Statements
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Continued
For the yezr ended For the year ended
31 May 2007 31 May 7006
2 Income £000 £000
Income from investments held at fair value through profit or loss
UK listed dividends 268 270
Unfranked investment income 16 -
284 270
Other income
Deposit interest 27 36
Total income 31 306
For the year ended 31 May 2007 For the year ended 31 May 2006
Ravenue Capieal Toral Revenus Capital Total
3  Investment management fees £000 £000 £000 £000 £000 £000
Investment management fees 58 ] 176 58 17 175
Irrecoverable VAT 10 21 31 10 20 30
68 139 207 6B 137 205

The investment management fee payable to Revera Asset Management Limited has been calculated and charged on the following basis

* an investment management fee of 0 0833% per month on market caprtalisation which 1s chargeable 1/3 to revenue and 2/3 aganst realised
capital reserves The Company and the Manager can terminate the Agreement prowiding they give not Jess than |2 months’ notice in writing
and that such notice shall not expire on any date prior to the second anniversary following admission to hsting of the Company's ordinary

shares

For the year ended For the year ended
3t May 2007 31 May 2006
4 Other expenses — all charged to revenue £000 £000
Secretarial fees 6 |5
Administration fees 48 42
Shareholder services” [ 7
Directors’ remuneration 45 45
Auditors’ remuneraticn 17 16
Irrecoverable VAT 18 20
General administration &l &4
211 209

* mchodes registraton and promotion expenses
For the year ended For the year ended
3 May 2007 31 May 2006
5  Finance charges ~ all charged to revenue £000 £000
Bank overdraft charges (26} 46

In the year ended 31 May 2006 overdraft interest was incurred owing to an administrative error The Company was rembursed during the

year ended 31 May 2007 by the parties concemed for their contribution to the error
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Notes to the Financial Statements

Continued
For the year ended 31 May 2007 For the year ended 3| May 2006
Revenue Capital Total Reverue Capital Total
6  Taxation on ordinary activities £'000 £000 £000 £000 £000 £000

Analysis of charge in year
Corporation tax - - - - -

Factors affecting current tax charge for year

The tax assessed for the perod s lawer than the standard rate of corporation tax n the UK of 309 (2006 30%) The differences are explained below

For the year ended 31 May 2007 For the year ended 31 May 2006
Revenue Capital Total Revenue Capital Total

£000 £000 £009 £000 £000 £.000
Retum on ordinary actrities before tax 58 (24) 34 (17 2979 2962
Return on ordinary actwities multiplied by the standard rate
of corporation tax in the UK of 30% (2006 30%} 17 {7) 10 (5 894 889
Other capital retumns’ - (349 (349 - (935) {(935)
UK Dividends (80} - (80) (8l1) - 81y
Unused management expenses 66 41 107 86 4 127
Losses brought forward (&) - {3 - - -

* These 1tems are not subject to corporation tax within an nvestment trust company

Factors that may affect future tax charges

The Company has an unrecognised deferred tax asset of £278,000 (2006 £173,000) This has arisen from deductible expenses exceeding
taxable ncome A deferred tax asset has not been recognised on these losses as it 15 considered unlikely that the Company will make taxal
revenue profits in the future and s not liable to tax on capital gains

ble

Due to the Company's status as an investment trust, and the intention to continue meeting the conditions required to cbtain approval as an
vestment trust company in the forseeable future, the Company has not provided for deferred tax on any caprtal gains and losses arising on

the revaluation of disposals of Investments

7 Return per ordinary share For the year ended 31 May 2007 For the year ended 3| May 2006
The returns per ordinary share have been based on the following figures Number Number
Weighted average number of ordinary shares 13,824,898 13,608,699

£'000 Penice £000 Perce

Revenue return 58 042 (I7) 0 12)
Capital return (24) 017 2979 2189

For the year ended for the year ended

31 May 2007 31 May 2006

8 Dividends on ordinary shares £000 £000

Armounts recognised as distributions in the pertod -

The total dimdends payable in respect of the financial year which 1s the basis on which the requirements of Section 842 of the Income and
Corporation Tax Act 1988 are considered are set out below

For the year ended For the year ended
31 May 2007 31 May 2006
£000 £000

Final dvidend 0 33p, payable 3 August 20G7 (2006 nil) 42
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Continued
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For the year ended For the year ended
31 May 2007 31 May 2006
9  Fixed Asset Investments designated as held at fair value through profit or foss £000 £000
Cost at start of year 15,254 12,158
Unrealised gains 1,398 B58
Valuation at start of year 16,652 13016
Movements during the year
Purchases 14,495 16210
Sales proceeds (V4.411) (15,690)
Realised gains 1,486 2,576
(Decrease)/ncrease in unrealsed appreciation (1,371) 540
Valuation at 31 May 2007 16,851 16,652
Unrealised gamns @n {1,398)
Cost at 31 May 2007 16,824 15254
The portfolio valuation
Listed on UK stock exchange and AiM at market valuation
Equities 15,396 16,652
Fixed Interest Stocks 1,455 -
16,851 16,652
Garns/(Losses) on investments
Realised gans based on historical cost 1,486 2576
Net movement in unrealised appreciation (1,371) 540
{Losses)/Gains on Investments L5 3116
Of the total mvestments, £7,56 1,772 (2006 £6,500,000) 15 listed on AiM
Transactton Costs
During the year transaction costs were incurred on purchases and sales of investments as follows
For the year ended For the year ended
31 May 2007 3| May 2006
£000 £000
Purchases 83 80
Sales 42 54
125 134
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Continued
31 May 2007 3) May 2006
10 Debtors £000 £000
Prepayments and accrued income 14 42
Sales for future setilement 46 I
160 43
31 May 2007 31 May 2006
Il Creditors amounts falling due within one year £ 000 £000
Purchases for future settlement 644 196
Accruals 78 86
722 282
Accruals include amounts due to Manager for management fees of £16,265 plus VAT (2006 £16,152 plusVAT)
Authorised Issued and fully pad
12 Share capital Number £1000 Number £000
Crdinary shares of |p
Balance brought forward 24,000,000 240 14,205,000 142
Shares 1ssued by the Company - - (1,120,000) ()
24,000,000 240 13,085,000 134
During the year the Company made the following share repurchases
Bought Cast per share (p) Total cost (£)
14 fuly 2006 150,000 12400 185,436
|7 October 2006 295000 12325 363,589
7 December 2006 200,000 12875 258,768
23 May 2007 250,000 12550 313,750
30 May 2007 225000 12500 283,412
26 June 2007 100,000 12324 123,240
28 June 2007 100,000 12275 122,750
9 luly 2007 50,000 12250 61,250
13 Juty 2007 250,000 12200 305,000

Under the Petition granted by the Court on 2} March 2005, confirmation was granted for the reduction in the share premium account, and

the creation of a distributable reserve, i order to fund the share buy back policy

During the year ended 31 May 2007, the Company bought back |,120,000 ordinary shares for cancellation at a cost of £1,401,337 50 Since
the year end, the Company has bought back a further 500,000 shares for holding in Treasury at a cost of £612,240

At the date of this Report, the total issued share capital was 12,585,000 excluding those held in Treasury
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Continued
For the year ended 31 May 2007

Capital Capital Capital Capital
reserve reserve rederfpuon  Distributable reserve Revenue
realised unrealised reserve reserve total reserve
I3 Caprtal and reserves £000 £000 £000 £000 £000 £000
At 31 May 2006 2519 1,398 - 10,437 14,354 (16}
Net gains on realisation of investments 1,486 - - - | 486 -
Movement in unrealised appreciation - (1,371) - - (1371} -
Investrent management fees (139 - - - (139) -
Share repurchases - - It (1412) (1,400 -
Retaned net revenue for year - - - - - 58
Dividends paid - - - - - -
At 31 May 2007 3,866 27 I 9,025 12,929 42

Net asset value per ordinary share

Total shareholder funds have been calculated in accordance with the provision of FRS 26 The figures for net asset value per ordinary share
have been calculated on the basis of shareholder's rights to reserves as specified in the Articles of Association of the Company There 1s no

difference In these

31 May 2007 3| May 2006

Net asset Net asset Net asset Net asset

value value value value

per share  attrbutable per share attributable

Pence £000 Pence £000

Ordinary shares 1302 17,038 1296 18410
For the year ended For the year ended

Reconciliation of net return before finance costs and taxatron 31 May 2007 31 May 2006
to net cash outflow from operating activities £1000 £000
Total return before finance charges and taxation 8 3,008
Less capttal return before finance and taxation 24 (2,979)
Revenue return before finance charges and taxation 32 29
lnvestment management fees charged to caprtal (139) (137)
Accrued expense charged to caprtal - -
(Increase)/decrease 1n accrued franked income (75) 29
Decrease/{increase) in prepayments 3 (6)
Decrease in accruals (2) (15)
Net cash outflow from operating activities (181) (100)
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At At
31 May Cash 31 May
2006 flows 2007
16  Analysis of changes in net funds £000 £000 £000
Cash and cash equivalents 1,997 {1,248) 749
At A
31 May Cash 31 May
2005 flows 2006
£000 £000 £000
Cash and cash equivalents 660 1,337 1,997

17 Financial Instruments

The Company's financial mstruments comprise secunties and cther Investments, cash balances and debtors and creditors that anse directly
from its operatrons, for example, In respect of sales and purchases awarting settlement, and debtors for accrued income The Compary also has
the ability to enter into derwatwe transactions in the form of farward faregn curreney contracts, futures and optians The Company did not
carry cut any dervative transactions during the year The purpose of these financial instruments is efficient portfolio management

The main risks the Company faces from its financial instruments are

(a) market price sk, being the nisk that the value of investment holdings will fluctuate as a result of changes In market prices caused by factors
other than interest rate or currency movement,

(b) interest rate nsk,

{c) foreign currency risk,

{d) hquidity risk, and

{e) credit risk.

The Board regularly reviews and agrees pohcres for managing each of the risks The Manager's policies for managing these risks are summarised
below and have been appled throughout the year The numernical disclosures below exclude short term debtors and ¢reditors

Market price risk
Market pnce risk arises mamly from uncertainty about future prices of financial Instrurments used i the Company's operations It represents
the potential Joss the Company rright suffer through halding market positions as a consequence of price movements

Further information on the investment portfolio 15 set out in the Manager's Review on pages 6 and 7

To mitgate risk, the investment strategy is to select investments for their fundamental value Stock selectton is therefore based on disciplned
accounting, market and sector analysis The Manager actively monitors market prices throughout the year and reports to the Board, which
meets regularly in order to consider mvestment strategy

Current strategy is detaled in the Chairman's Statement on pages 4 and 5

Fair value assets
All investments are valued on a far value basis, this 15 deemed to be bid market value Bonds are valued on an effective yietd basis
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Interest rate risk
Financial assets
The nterest rate risk of the portfolio of financial assets at the Balance Sheet date was as follows

Frxed Interest Floating Rate Nan Interest Bearing

2007 2006 2007 2006 2007 2006

£000 £000 £'000 £000 £'000 £000

Sterling 1,455 - 743 1,997 15,396 16,652

The floating rate assets consist of cash deposits on call earning interest at prevailing market rates
The non interest bearing assets represent the equity element of the portfolio

The Company currently holds a UK Treasury Bond with a value of £1,454,930 at a coupon rate of 8 5% which matures on 17 July 2007

Foreign currency risk

The Company’s investment portfolio includes overseas securities and the Balance Sheet can be signsficantly affected by movements in foreign
exchange rates No forward currency contracts were undertaken during the year under review The revenue account is subject to fluctuation
ansing on overseas wcome The Company does not hedge on currency nsk

Liquidity risk
The Company's assets comprise readily realisable securities which can be sold to meet funding requirements If necessary Short term flexibility
15 achieved through the use of an overdraft facility which would increase on a fleating rate basis

Counter party

Counter party risk Is the risk that one party to a financial instrument will fail to discharge an obfigation and cause the other party to incur a
financial loss This 1s mitigated by the Managers reviewing the credit ratings of broker counterparties The risk attached to dividend flows s
mitigated by the Manager's research of potential investee comparies The Company's custodian bank is responsible for the callection of iIncome
on behalf of the Company and their performance 15 reviewed by the Board on a regular basis The maximurn credit nsk at 31 May 2007 1s
£152,000 (31 May 2006 £32,000) consisting of £106,000 (2006 £31,000) dwvdends receivable from equity shares and £46,000 (2006 £1,000)
from brokers for investments sold

Capital commitments

At the Balance Sheet date, there were no capital commitments

Related party transactions

Transactions with the Manager are disclosed in note 5 The amount due to the Manager at the penod end was £16,265 (2006 £16,152) There
were no other related party transactions

Na performance fee s payable to the Manager for the year ended 31 May 2007 (2006 nul)
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Shareholder Information

Share Capital
Ordinary shares of |p each 12,585,000 at the date of this Report, with 500,000 shares being held in Treasury

Share Price and Net Asset Value Information
The Company's ordinary | p shares are traded on the London Stock Exchange

SEDOL number BO31054
iSIN number GBO0OB0O310540
EPIC code CHAM

The Company’s share price s listed in the Glasgow Herald and n the Financial Times under the London Share Service' Investment Compames” secior

The Company releases the net asset value per share to the market on a Tuesday, based on the value of the assets at the close of business on the
previous Friday

The Company does not offer a share deafing service The Company's shares may be purchased through the Registrar, a stockbraker a high street
bank share dealing service ¢r other share dealing service

Financial Calendar

Year end 31 May
Results announced

Interim January
Annual August
Annual General Meeting September
Annual dvidend (f payable) September

Annual and Interim Reports
Copies of the Annual and Interm Reperts are avarlable from the Company Secretary ~Tel 020 7410 5971

in addition sharehalders will be able ta access these Reports on the Manager’s website www reverafunds com
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Notice of Meeting

Notice 1s hereby given that the third Annual General Meeting of Chameleon Trust ple will be held at The George Hotel, 19 2| George Street,
Edinburgh EH2 2PB on Thursday, 20 September 2007 at 4 00 pm for the purpose of transacting the following business

To consider and, if thought fit, pass the following resolutions of the Company, resolutions | to 6 being ordinary resolutions and resolution 7 being a
special resolution

Ordinary resolutions

L b W N

6

To receve the Report of the Directors and audited Financial Statements for the year ended 31 May 2007
To approve the Directors’ Remuneration Report for the year ended 31 May 2007

To declare a final dividend of 0 33p per ordinary share

To re elect Mr Andrew Mickel”, as a Director in accordance with the Company's Articles of Association

To re appoint PricewaterhouseCoopers LLP as independent Audttors of the Company from the conclusion of this meeting until the
conclusion of the next general meeting at which the Financial Statements are lad before Members

To authonise the Directors to determine the remuneration of PricewaterhouseCoopers LLP as Independent Auditors of the Company

Special resolution

7

THAT, the Company be and 15 hereby generally and uncondrtronally authonised n accordance with Section 166 of the Companies Act 1985
(the "Act”) to make market purchases (within the meaning of Section 163 of the sard Act) of ordinary shares of |p each in the capital of the
Company (“ordinary shares'), prowvided that.

(@) the maximum number of ordinary shares hereby authonsed to be purchased shall be | 886491,
{b) the minmurm price which may be paid for an ordinary share 13 one penny,

{¢) the maximum pnce which may be paid for an ordinary share 1s an amount equal to 105% of the average of the middle market quotations
for an ordinary share taken from the Londeon Stock Exchange Official List for the five busmess days immediately preceeding the day on
which the ardinary share 1s purchased or such other amount as may be specified by the UK Listing Authortty from time to time,

{d) the authonty hereby conferred shall expire at the conclusion of the Annual General Meeting of the Company n 2008 o, if earlier, on the
expiry of 18 months from the passing of this resolution, unless such authority 1s renewed prior to such tme, and

{e) the Company may make a contract to purchase ordinary shares under the autharity hereby conferred prior to the expiry of such
pany Y
authartty which walf ar rnay be executed wholly or partly after expration of such authority and may make a purchase of ordinary shares
pursuant to any such contract,

such authonty to be in substitution for any existing authonty

By order of the Board

&.’W

BMNP Paribas Secretarial Services Limited
Secretary

Registered office
120 Bothwelt Street
Glasgow

G2 7S

2 August 2007

Registered in Scotland Number SC269598

An investment company as defined under Section 266 of the Companies Act 1985

“The biography of the Director Is set out on page 3
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Notice of Meeting

Continued

Notes

1)

2)

3)

4

Pursuant to Regulation 41(1) of the Uncertificated Securtties Regulations 2001 to be entitled to attend and vote at the meeting (ang for the
purpose of the determination by the Company of the number of votes they may cast), Members must be registered on the Company's
Register of Members at 4 0 pm onTuesday, 18 September 2007 If the meeting 1s adjourned to a tme not more than 48 hours after the
specific time applcable to the oniginal meeting, that time wall also apply for the purpose of determining the entitlement of Members to attend
and vote {and for the purpose of determining the number of votes they may cast) at the adjourned meeting If, however, the meeting 15
adjourned for a longer period then, to be so entitled, Members must be entered on the Company’s Register of Members by 4 00 pm two days
before the time fixed for the adjourned meeting or, if the Company gives notice of the adjourned meeting, at a time specified In the notice

A member of the Company entitled to attend and vote at the Annual General Meeting may appoint cne or more proxes to attend and, on a
poll, vote instead of him or her A proxy need not be a Member of the Company A form of proxy for use at the above meeting Is enclosed
To be valid, the form of proxy must be completed and deposited at the office of the Company's Registrars, Capita Registrars, PO Box 25,

34 Beckenharmn Road, Beckenham, Kent BR3 4BR, not less than 48 hours before the tme fixed for holding the meeting or adjocurned meeting
Lodgement of the form of proxy will not preclude a Member from attending and voting at the meeting

Members (and any proxies or corporate representatives appointed) agree, by attending the Annual General Meeting, that they are expressly
requesting and that they are willing to receive any communications relating to the Comipany’s securities made at the Annual General Meeting

The following documents will be avaitable for nspection at the registered office of the Company during usual business hours on any weekday
(expect Public Hohdays) until the date of the meeting and at the place of the meeting for a period of 15 minutes prior to and during the
meeting

a) A statement of all transactions of each Director and of their family interests in the share capital of the Comparny,
b) The Memorandumn and Articles of Association, and

¢) Terms and canditions of appointment of non executive Directors

Nane of the Directors has a contract of service with the Company
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Form of Proxy

For use at the third Annual General Meeting of Chameleon Trust plc to be held an Thursday, 20 September 2007 at 4 00 pm at The George Hotel,
I9 21 George Street, Edinburgh EH2 2PB

7 We®
(" Delete as appropnate) (BLOCK CAPITALS please)

of

being the holder(s) of ordinary shares of |p each i the capnal of the above named Company, hereby appoint the Chairman of the meeting
(see note 2)

or
of

as my/our proxy to attend for mefus on my/our behalf at the Annual General Meeting of the Company to be held at The George Hotel,
19 21 George Street, Edinburgh EH2 2PB on Thursday, 20 September 2007 or at any adjournment thereof

I\We desire to vote on the reselutions as indicated in the appropriate calumn below Please indicate with an X" how you wish yaur vate to be cast.
Fuli details of the resolutions are set out In the Notice of the Annual Generat Meeting

Withheld

Qrdwnary resolutions t (see aote 1)

| To recewe the Report of the Directors and audited Financial Statements
To approve the Directors’ Remuneration Report.

To declare a final dvidend of 0 33p per ordinary share

To re elect Mr Andrew Mickel, as a Director

To re appont PricewaterhouseCoopers LLP as Independent Auditars of the Company

o W A W M

To authonse the Directors to determine the remuneration of
PricewaterhouseCoopers LLP as Independent Audrors

Special resolution

0 10 00000
O |0 0O000os
O {0 00000

7 Te authonse the Directors to make market purchases of the Company’s own shares

Dated this day of 2007

Signature(s) /

| The Vote Withheid * option 1 previded to enabie you to abstan on any particular resolution It should be noted that a 'Vote Withheld 15 not a vete in law and will not be counted in
the calculation of votes ' For' and' Against a resolution

2 IF you wish to appomnt a proxy of your own choice delete the words ‘the Chaiman of the Meeting' and nsert the name and address of the person whom you wish to appont in the
space prowvided A proxy need not be a mernber of the Comparny

1 In the case of 2 corporation this form mwst be executed under ts common seal or signed on #s behalf by s attomey or a duly authonsed officer of the corporation

4 In the case of yint shareholders any one may sign but the vote of the person whose name stands first in the Register of Mambers will be accepted to the exciusion of the votes of the
other joint holders
5 If you do not indicate the way you desire your proxy to vote you will be deemed to have authonsed your proxy to vote or abstain from votng at his or her discretion

6 To be vahd this form of proxy must be completed and depasited (together with any power of attorney or other authorty under which it is signed) with the Companys Registrars,
Capita Registrars PCY Box 25 34 Backenham Road Beckenham Kent BR3 4BR not less than 48 hours before the time fixed for halding the meeting or adioumed meeting
Completion of this form will not preclude you from attending and voting at the meeting f you 5o wish
Any atterabon made to the farm of prexy must be indalled
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