JPMorgan Fleming European Fledgeling
Investment Trust plc

ANNUAL REPORT & ACCOUNTS — YEAR ENDED 31St MARCH 2006

JPMorgan €
Asset Management



Features

OBJECTIVE
Capital growth from smaller European companies (excluding the UK).

POLICIES

To invest in a diversified portfolio of smaller companies in Europe, excluding the United
Kingdom.

To manage liquidity and borrowings to increase potential returns to shareholders.

To emphasise capital growth rather than income. Shareholders should not therefore
expect a dividend.

It should be noted that the Company invests in smaller companies which tend to be
more volatile than larger companies and the Company’s shares should therefore be
regarded as carrying greater than average risk.

To invest no more than 15% of gross assets in other UK listed investment companies
(including investment trusts).

BENCHMARK
The performance benchmark is the HSBC Smaller European Companies (ex UK) Index
in Sterling terms.

CAPITAL STRUCTURE
The Company has an authorised share capital of 280,000,000 ordinary shares of
25p each, of which 52,781,517* were in issue at the year end.

MANAGEMENT COMPANY
The Company employs JPMorgan Asset Management (UK) Limited JPMAM) to manage
its assets.

AITC
The Company is a member of the Association of Investment Trust Companies.

*includes 175,000 shares held in treasury (2005: nil)
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Results

+ 7 2 . OO/O Return to shareholders' (2005: +50.3%)
+ 6 8 - 6 0/0 Return on net assets®(2005: +41.4%)

+ 5 1 . 60/0 Benchmark return®*(2005: +31.8%)

Long Term Performance

Return to Return on Benchmark
shareholders® net assets? return®*
3 Year Performance 340.3% 261.1% 219.1%
(2st April 2003 — 31st March 2006)
5 Year Performance 123.3% 125.8% 127.6%
(1st April 2001 — 315t March 2006)
10 Year Performance 421.8% 424.7% 234.5%

(2st April 1996 — 31st March 2006)

‘Change in share price with net dividends (if any) reinvested (Source: Standard & Poor’s — www.funds-sp.com).
*Change in net asset value per share with net dividends (if any) reinvested. (Source: Fundamental Data Ltd).
NAV total returns are now calculated on a bid to bid basis. Historic NAVs have been adjusted to a bid basis by using

an average factor compiled from the previous 12 month end valuations. This adjustment may vary from that shown in
the accounts.

3Change in value with net dividends (if any) reinvested (Source: HSBC).

“The Company’s benchmark is the HSBC Smaller European Companies (Ex UK) Index (in Sterling terms).
Comparison of the Company’s performance is made with this benchmark. The benchmark is a recognised index of
stocks which should not be taken as wholly representative of the Company’s investment universe. The Company’s

investment strategy does not track this benchmark and consequently, there may be some divergence between its
performance and that of the Company.
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Chairman’s Statement

Review of the year

For the third year running | am delighted to report
that the Company has returned a positive
performance. As with the previous years, this has
been due to strong results from Continental Europe
and the investment managers’ consistent stock
picking abilities. Over a three year period, the
return to shareholders which the Company has
produced are +70.2% (year to 31st March 2004),
+50.3% (year to 31st March 2005) and +72.0%
(year to 31st March 2006). | am sure you will agree
that these are excellent returns.

At the end of the year under review, the net asset
value per share was 709.0p which was 68.6%
higher than the previous year end. This
represented a substantial 17% outperformance
of the Company’s benchmark, the HSBC Smaller
European Companies (ex UK) Index, which
returned +51.6%.

The Company’s 17% outperformance can be
analysed by use of the underlying attribution data,
which is calculated net of fees and the expenses
from the running of the Company. This shows that
the investment managers stock selection during
the year added +13.6%, and this was further
enhanced by the positive impact of the Company’s
gearing in a rising market. Full details of the
performance attribution, together with the
investment managers review of the year and a
market outlook, are given in the investment
managers’ report on pages 5 to 8.

The Board regularly discusses gearing with the
investment managers and it is the Board’s current
intention to keep gearing within a range of 10%
cash to 15% geared under normal market
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conditions. During the year the investment
managers have used gearing skillfully and the
gearing range has varied between 101% and 112%.
It is important to note that having the ability to
gear is an advantage of the investment trust
structure over other collective investment vehicles.

The discount on the Company’s share price to

net asset value per share during the year ranged
from -6.1% to -16.0%, and ended the year at -10.3%.
(12.3% year to 31st March 2005), the narrowing
discount no doubt reflecting the Company’s
positive performance. The Board regularly reviews
the discount level and wishes to avoid discount
volatility returning to the levels seen previously.

At the 2005 AGM, your Board sought shareholder
approval subject to certain conditions to reissue
shares from treasury at a discount to net asset value.
Your Board continues to believe that the ability to
reissue, rather than cancel, shares bought in the
market is in the interests of shareholders as it has
the effect of improving liquidity in the Company’s
shares, managing any imbalance between the supply
and demand, minimising the volatility and absolute
levels of the discount and enhancing the net asset
value by selling shares at a narrower discount than
that at which they were purchased. During the year
your Board has fully demonstrated the advantage of
treasury shares as in January 2006 it purchased
300,000 shares into treasury at a discount of 10.65%
and a cost of £5.40 per share, this purchase was
necessary due to an imbalance in the market
between supply and demand. The demand for the
Company’s shares increased and they were
subsequently reissued in three tranches in
accordance with the Board’s guidelines. The first

Michael Hart cHAIRMAN



tranch was for 125,000 shares on 24th February
2006 at a price of £6.13 which equated to a discount
of 6.33%. The second was for 100,000 shares on
19th April 2006 at a price of £6.62 which equated to
a discount of 6.50% and the last was for 75,000
shares on 20th April 2006 at a price of £6.71 which
equated to a discount of 6.00%. The use of treasury
shares also resulted in a modest net positive
contribution to the relative return, please refer

to page 6. Following the year end, the Company
again experienced an imbalance in the supply and
demand of its shares and between 5th May 2006
and 22nd May 2006 a further 1,020,000 were
bought into treasury at an average weighted
discount of 11.45%.

Your Board continues to believe that the use of
treasury shares will benefit shareholders as a
whole and is therefore putting forward resolutions
to shareholders at the forthcoming AGM seeking
approval to renew the necessary powers. It is
important to note that the Board will maintain the
policy of constraining the Company’s ability to
reissue treasury shares, by imparing a strict limit
to the dilution associated with the reissue at

a discount to a maximum of 0.5% of net asset
value in any year.

The Company operates in accordance with the
corporate governance best practice and the Board
is committed to the highest standards of corporate
governance as applicable to investment trust
companies. | would like to draw your attention to
the comprehensive compliance statements in the
Corporate Governance section of this Report on
pages 25 to 29. A new requirement is for the
Company to include a business review in the

Directors’ Report, and this has been include on
pages 19 to 24.

I would like to report that during the year the
Board has carried out a formal review of the
investment manager, company secretarial and
marketing services provided to the Company by
JPMAM. This review included their investment
performance record, management processes,
investment style, resources and risk control
mechanisms. Due to the volatile nature of this
asset class the investment performance needs to
be reviewed over the medium to longer term, an
investment horizon of three to ten years. As can be
seen from the comparative performance against
the benchmark, the investment managers have
performed well against this measure. After a full
consideration of all aspects of the services
provided, the Board concluded that the continued
appointment of JPMAM for the provision of these
services is in the best interest of shareholders.

On 3rd May 2005 the investment manager changed
its name from J.P. Morgan Fleming Asset Management
(UK) Limited to JPMorgan Asset Management (UK)
Limited. We have been informed that the ‘Fleming’
name will no longer be used in the general
promotions of companies in the JPMorgan investment
trust range. In view of this, the Board considers it
appropriate to change the name of the Company to
JPMorgan European Fledgeling Investment Trust plc.
We will be seeking shareholders’ approval for this
change at the forthcoming AGM.

I would like announce my intention to stand down
from the Board at the forthcoming AGM having
served as a Director of the Company since October
1997 and Chairman since July 1998. It has been
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Chairman’s Statement continued

a pleasure and a privilege to serve as a Director.

| am delighted to inform you that Liz Airey will
succeed me as Chairman following the conclusion of
the forthcoming AGM. Liz has been a Director of the
Company since January 2002 and has all the skills
necessary to be an excellent Chairman. During 2005,
your Board conducted a search for a new Director
prior to my retirement. Liz Airey and Michael Wrobel
interviewed a number of candidates. On the

1st December 2005 the Board decided to appoint two
new directors Paul Manduca and Federico Marescotti
having concluded that both brought considerable
expertise to the Company, but from different angles.
Paul has extensive knowledge of the investment trust
industry and European equity markets and was until
recently Chief Executive Officer of Deutsche Asset
management whilst Federico has considerable
knowledge of the European small cap market and

is currently a Managing Partner of an Italian private
equity Management company. This means that
following my retirement the Board will increase by
one in number. To accommodate this and any future
rise in Directors’ fees shareholders will be asked to
approve an increase in the maximum aggregate
Directors’ fees to £175,000.

4 )PMorgan Fleming European Fledgeling

Your Directors and | very much look forward to
welcoming you to the Company’s AGM which will
be held at The Library, JPMorgan, 60 Victoria
Embankment, London EC4Y ofP. The investment
managers will review the past year and comment on
the outlook for the current year. If you have any
detailed questions, you may wish to raise these in
advance with the Company Secretary at Finsbury
Dials, 20 Finsbury Street, London EC2Y 9AQ.
Shareholders who are unable to attend the AGM in
person are encouraged to use their proxy votes.
Shareholders who hold their shares through CREST
are able to lodge their proxy votes electronically.
More details are given in the notes to the Notice of
Meeting on pages 32 and 33.

Michael Hart

Chairman 2nd June 2006



Investment Managers’

Report

Francesco Conte

has been managing the
Company’s assets since 1999
INVESTMENT MANAGER

Investment Review

The twelve months to 31st of March 2006 was one
of the strongest periods in the Company’s history.
The prolonged run of low interest rates finally had
its desired impact and economic growth began to
gain momentum. In combination with the
corporate restructuring of prior years, this led to
dynamic earnings growth. Markets rose sharply
despite minor setbacks in April and October.

The blue chip FTSE World Europe (ex UK) Index

rose by 36.0% over the year. Smaller company
performance was even stronger and the HSBC
Smaller European Companies Index (ex UK) increased
by 51.6%. The Company significantly outperformed,
and the net asset value per share rose by 68.6% in
the period and the share price jumped by 72.0% as
the discount narrowed. Stock selection was the key
driver to outperformance. Positions which
contributed the most included offshore engineering
specialist Aker Kvaerner, oil services supplier Subsea
7 and construction business Veidekke, all in Norway,
as well as the French steel company Vallourec. The
Company’s 11.6% position in the JP Morgan Europe
Micro Cap Fund, formerly known as Fleming Frontier
European Discovery Fund (also managed by the same
management team), continued to add value with an
increase of 54.8% in the year.

The economic background of low interest rates and
recovering economic growth was ideal for growth
companies. The best performing investment style
factors during the year were high earnings
momentum — companies where forecast earnings
are being revised upwards, high price momentum —
companies whose share prices had risen most

over the previous twelve months continuing to rise
fastest over the next twelve months, and high
growth companies whose earnings are expected
to grow the fastest. For the first time in several
years buying stocks which were valued cheaper
than the market in itself failed to add significantly
to performance.

Investment Process

The objective of the Company is to achieve capital
growth from a portfolio of quoted smaller
companies in Europe, excluding the United
Kingdom. The investment universe is defined at
the time of purchase by the countries and market
capitalisation range of the constituents of the
benchmark index which, at the end of March 2006,
consisted of 1000 companies with a market value of
between £70 million and £2,627 million across
fifteen countries.

The investment process is driven by bottom-up
stock selection focusing on a combination of
growth companies with strong operational
momentum and value companies with a catalyst
for rerating. The large universe of potential
investments is screened using a proprietary
multi-factor model to the results of which we apply
extensive fundamental analysis. The portfolio is
constructed within a framework where risk is
managed relative to the benchmark index style
characteristics of earnings growth, valuation,
earnings revisions and price momentum.
Investments are sold when there is a fundamental
change in business prospects or the valuation is
regarded as excessive. The policy is not to hedge
the currency exposure of the portfolio’s assets. The
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Investment Managers’ Report continued

Board has set a liquidity range of 10% cash to 15%
gearing within which the Managers may operate.

Portfolio

In the period the most notable change to the
portfolio was the increased weighting in value
cyclicals. This was largely the result of increasing
further the already significant overweight in
construction from 8.2% to 11.6% and in insurance
from 5.5% to 8.4%. During the year we took profits
in oil and gas, which was one of the strongest
performing sectors, so that by the end of the period
the 2.7% overweight was turned into a 3.6%
underweight. We also reduced the exposure to
growth cyclical sectors such as IT hardware where
the portfolio ended the year 4.9% underweight and
media at 2.5% underweight, such sectors struggling
to regain their pricing power. The high exposure to
construction and insurance was rewarded as these
were the best performing sectors for the Company.

6 JPMorgan Fleming European Fledgeling

Performance attribution for the year

to 31st March 2006 1 Year
%
Portfolio total return 68.6
Benchmark total return 51.6
Relative return 17.0
Analysis of relative return
— Selection effect 13.6
— Currency effect 2.0
— Gearing/cash effect 1.6
— Allocation effect 1.7
— Bid valuation adjustment 0.3
— Buybacks 0.2
- Fees/expenses 1.7
— Residual item -0.7
Relative return 17.0

Source: Xamin/HSBC/JPMAM

Definitions

Performance attribution: Analyses how the Company achieved
its recorded performance relative to its benchmark.

Currency effect: Measures the impact of currency exposure
differences between the Company’s portfolio and its benchmark.
It also identifies the effects of holding forward currency contracts
or currency futures.

Allocation effect: Measures the impact of allocating assets
differently to those in the benchmark, via the portfolio’s weighting
in different sectors or asset types.

Bid Valuation adjustment effect: Measures the effect of change
from mid to bid valuation.

Stock selection effect: Measures the effect of investing in
securities to a greater or lesser extent than their weighting in the
benchmark, or of investing in securities outside the benchmark.
Gearing/cash effect: Measures the impact on returns of
borrowings, cash balances or cash substitutes on the Company’s
relative performance.

Buybacks: Measures the net effect on relative performance of
buying back shares at a discount to NAV for cancellation.

Fees and other expenses: The payment of fees and expenses
reduces the level of total assets, and therefore has a negative
effect on relative performance.

Residual item: Arises when there is a divergence between total
return as calculated by the AITC/Fundamental Data, and total
return as calculated by the attribution generating system. This is
a result of methodology differences with respect to the treatment
of income and cashflows and timing differences.




HSBC Smaller European Companies (ex UK) Sector performance attribution for the year to
Index sector performance over the 12 months to 31st March 2006
31st March 2006

Index Weight Performance Basic Materials 4.0%
Sector % % Business Providers 2.0%
Financials 19.2 55.4 Consumer Goods 0.7%
Consumer Goods 13.5 45.4 Financials 1.8%
Natural Resources 5.7 71.2 Industrial Goods -0.1%
Basic Materials 11.7 71.3 Natural Resources  -0.4%
Industrial Goods 11.4 56.4 Retail Providers 0.8%
Retail Providers 7.9 41.7 Technology 0.5%
Business Providers 19.7 40.7 JPM Managed Funds 1.4%
Technology 10.7 44.4 Net Gearing 2.5%

'1’.0 0.0 1}0 2‘.0 310 410 5‘.0

Source: JPMorgan Asset Management

Top 10 active positions relative to the benchmark index as at 31st March 2006*

Industry Country
Construction

& Building 11.6 Sweden 9.5
Nonlife Insurance 8.4 Germany -8.1
General Financial 6.5 Switzerland 6.3

Electonic & Electrical -4.9 Spain 5.1
Real Estate 4.1 Greece -4.5
Oil & Gas -3.6 Finland -3.5
Health Care -3.5 France -3.4
Travel & Leisure -2.5 Denmark 3.3
Support Services 2.5 Ireland 2.1
Media -2.5 Norway -1.8
6% 3% 0% 3% 6% 9% 12% 9% 6% 3% o% 3% 6% o% 12%

*excluding cash and JPMorgan Europe Micro Cap Fund
Source: JPMorgan Asset Management, Factset, HSBC
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Investment Managers’ Report continued

The country exposure changed markedly in the Overall we remain confident that by maintaining a
period with the overweight position in the disciplined stockpicking approach, focusing on
Netherlands replaced by Sweden and the cheap stocks with good operational momentum,
underweight in Italy being replaced by Germany. we can continue to add value for shareholders.

The countries which added most value to portfolio
returns included Sweden, Norway, the Netherlands

and France. The portfolio was modestly geared at Jim Campbell

around 5% throughout the year, contributing Francesco Conte

positively to performance in a rising market. Investment Managers 2nd June 2006
Outlook

With interest rates on an upward but manageable
path, strong earnings growth and corporate
takeover activity accelerating to levels not seen
in many years, the outlook for equities remains
positive. However, enthusiasm should be
tempered. Sectors such as basic materials now
command valuations which assume that the
current high levels and in some cases
unprecedented margins can be maintained over
the long term. Appetite for risk, consistent with

a prolonged period of low interest rates, is at

a high level and a meaningful weakening of

bond yields may lead to a reassessment of the
risk premium.
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Summary of Results

2006 2005
TOTAL RETURNS
for the year to 31st March
Return to shareholders* +72.0% +50.3%
Return on net assets® +68.6%* +41.4%”
HSBC Smaller European Companies (ex UK) Index** +51.6% +31.8%
% change
ASSETS at 31st March
Total net assets (£’000) 372,970 225,934 +65.1
Net asset value per share 709.0p 421.8p +68.1°
Share price 636.0p 369.8p +72.0
Discount to net asset value 10.3% 12.3%
HSBC Smaller European Companies
(ex UK) Index (capital only)® 47.6% 28.8%
REVENUE for the year ended 31st March
Gross revenue return (£°000) 4,898 4,218 +16.1
Revenue return attributable to
ordinary shareholders (£’000) 216 91
Revenue return per ordinary share 0.41p 0.17p
Dividend per ordinary share nil nil
GEARING FACTOR
Actual® 103.8 104.9
Potential’ 113.0 115.0
TOTAL EXPENSE RATIO® 1.00% 0.98%

*Change in share price with net dividends (if any) reinvested (Source: Standard & Poor’s — www.funds-sp.com).
*Change in net asset value per share with net dividends (if any) reinvested. (Source: Fundamental Data Ltd). NAV total returns are now calculated on
a bid to bid basis. Historic NAVs have been adjusted to a bid basis by using an average factor compiled from the previous 12 month end valuations. This adjustment may
vary from that shown in the accounts. The movement in NAV in the table above is based on the NAV as stated in the accounts for the year ended 31st March 2005.
This NAV has not been restated for the adoption of bid prices and therefore the returns will differ.
>Change in value with net dividends (if any) reinvested (Source: HSBC).
“The Company’s benchmark is the HSBC Smaller European Companies (Ex UK) Index (in sterling terms).
Comparison of the Company’s performance is made with this benchmark. The benchmark is a recognised index of stocks which should not be taken as wholly representative
of the Company’s investment universe. The Company’s investment strategy does not track this benchmark and consequently, there may be some divergence between its
performance and that of the Company.
*Source: Datastream.
¢Actual gearing means investments expressed as a percentage of shareholders’ funds but treats investments in government bonds and liquidity funds as cash.
” Potential gearing means total assets, including any undrawn facilities, less current liabilities expressed as a percentage of shareholders’ funds.

®Management fees and all other operating expenses (including tax relief, where allowable) expressed as a percentage
of average net assets over the year.
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Performance

Ten Year Performance

Figures have been rebased to 100 at 31st March 1996
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Performance Relative to Benchmark Index
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Financial Record

Financial Record

As at 31st March

Total assets less current liabilities (£m)
Ordinary shareholders’ funds (£m)
Warrant price (p)?

Discount (%)

Actual gearing*

Potential gearing*

Total expense ratio (%)*

Year to 31st March

Gross revenue return (£’000)
Revenue return per ordinary share (p)

Dividend per ordinary share (net) (p)

Rebased to 100 at 31st March 1996

Net asset value per ordinary share — total return*?
Ordinary share price — total return*

HSBC Smaller European Companies (ex-UK) Index

(expressed in Sterling) — total return*

*Source: Standard & Poor’s — www.funds-sp.com/Fundamental Data Ltd/HSBC.

1996
84.6

76.7
23.5
10.4
107.8
110.4

0.75

1,280

(0.44)

nil

100.0

100.0

100.0

1997
94.7
86.7
37.0
9.7
110.4
109.2

0.87

1,794
(0.31)

nil

110.9

111.3

110.1

1998 1999 2000
129.9 140.3 412.9
120.6 117.2 346.0

16.1  19.4 9.5
114.6  117.1 118.7
107.7 119.7 119.3
0.92 0.97 1.06

2001

221.9
192.9
9.5
114.1
115.0

1.60

1,661 2,494° 1,641 2,074

(0.99) (0.32) (3.93) (8.26)

nil nil nil

nil

142.3 138.3 416.8 232.4

132.6 123.8 418.8 233.7

143.1 140.3 182.6

147.0

*Figures have been restated where necessary to comply with FRS16. The figures for 1998 and prior years have not been restated.
*Dealings in warrants ceased on 31st July 1997. Historic net asset value is therefore disclosed on a fully diluted basis.

“Definitions shown on page 9.

2002

181.9

158.9

18.9
110.7
114.5

1.29

2,779
(2.94)

nil

201.0

181.3

140.6

2003

116.0
107.6

26.6
104.9
107.7

1.10

3,572
0.48

nil

145.3
118.5

104.9

2004
162.6

162.6

17.5

107.8

116.0

0.99

3,446

nil

220.0

201.7

167.4

2005 2006
225.9 373.0
225.9 373.0
12.3 103
104.9 103.8
115.0 113.0

0.98 1.00

4,218 4,898
0.17 0.4

nil nil

311.3 524.7
303.3 521.8

220.6 334.5
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Ten Largest Investments

at 31st March 2006

Value %"
Company Country £’000 assets
JPM Europe Micro Cap Fund Luxembourg 44,374 11.6
Cementos Portland Valderrivas Spain 11,759 3.1
Fuchs Petrolub Germany 11,109 2.9
Cermaq Norway 8,894 2.3
Topdanmark Denmark 8,845 2.3
M Sweden 8,816 2.3
Lindex Sweden 8,781 2.3
Groupo Catalana Occidente Spain 8,497 2.2
Rockwool Denmark 8,317 2.2
Transcom Worldwide Sweden 8,007 2.1
TOTAL 127,399 33.3

'‘Based on total assets less current liabilities of £383.4m after adding back Euro 15m loan.

As at 31st March 2005, the value of the ten largest investments amounted to £69,198,000 representing
26.6% of total assets less current liabilities.
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Investment Activity

Investment Activity*

for the year ended 31st March 2006

Sweden
Luxembourg
Switzerland
Italy

Spain
France
Netherlands
Denmark
Norway
Ireland
Germany
Finland
Austria
Belgium
Greece
Portugal

Total portfolio

Value at

31st March 2005 Purchases

Net current assets/(liabilities) 23,291

Total net assets

'This includes impact of change in accounting policy.

*Based on total assets less current liabilities of £383.4m (2005: based on £260.3m), after adding back Euro 15m loan

(2005: Euro 15m loan).

260,324

(Restated)
£’000 %
7,293 2.8

33,003 12.7
10,742 4.1
13,348 5.1
22,224 8.5
24,128 9.3
35,978 13.8
6,481 2.5
22,199 8.5
15,769 6.1
15,535 6.0
14,795 5.7
2,965 1.1
9,826 3.8
2,747 1.0
237,033 91.1

8.9

100.0

£’000
48,664
49,463
60,016
22,436
45,722
58,410
41,262
21,203

5,963
31,554
24,766

8,736
17,019
11,452

446,666

446,666

Sales

£’000

11,995
25,903
47,617
23,484
50,503
77,635
30,657
38,136
10,867
39,598
45,916
6,745
10,242
24,744
2,707

446,749

446,749

Changes®
in value

£’000
16,296
11,371
9,650
9,699
13,757
13,606
15,770
13,873
19,079
3,899
3,618
14,226
2,892
(899)
3,466
(40)
150,263

150,263

Value at

31st March 2006

£’000
60,258
44,374
43,952
35,446
34,933
32,953
32,523
30,959
24,345
14,764
11,109
7,871
7,848
5,878

387,213

(3,778)
383,435

%
15.7
11.6
11.5

9.2
9.1
8.6
8.5
8.1
6.3
3.9
2.9
2.1
2.0
1.5

101.0

(1.0)

100.0
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Analysis of Portfolio

31st March 2006 31st March 2005
Geographic Portfolio* Index Portfolio* Index
(Restated)

(“Look through” basis) % % % %
Sweden 17.4 9.2 5.7 8.9
Switzerland 12.0 8.2 5.4 9.1
Italy 10.5 11.7 6.2 13.3
France 10.4 13.3 10.4 13.3
Spain 9.8 5.2 8.5 6.2
Netherlands 9.3 7.5 14.4 7.4
Denmark 8.6 5.3 3.2 4.6
Norway 7.0 6.8 9.1 4.0
Ireland 3.8 23 6.1 2.7
Germany 3.7 12.8 6.7 11.7
Finland 3.1 5.8 6.7 6.0
Austria 2.6 3.0 1.4 2.8
Belgium 1.7 3.4 0.5 3.1
Greece 0.6 4.5 5.0 4.6
Portugal - 1.0 1.1 1.3
Luxembourg - - - 1.0
Net current

(liabilities)/

assets (0.5) - 9.6 -
Total 100.0 100.0 100.0 100.0

Based on total assets less current liabilities of £383.4m (2005: £260.3m).

Euro 15m of the Euro 7om loan facility has been added back into 2006
net current assets/ (liabilities) figure and Euro 5om in 2005.

*This has been calculated on a “look through” basis to take into account that
the JPM Europe Micro Cap Fund is invested in a number of countries. This has
consequently also affected the net current assets/ (liabilities) figure.
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Sector

Finance
Industrial Services
Investment
Companies
Consumer
Non-Durables
Producer
Manufacturing
Process Industries
Technology Services
Commercial Services
Transportation
Consumer Services
Retail Trade
Non-energy Minerals
Energy/Minerals
Health Technology
Distribution Services
Electronic
Technology
Consumer Durables
Communications
Health Services
Utilities
Net current
(liabilities) /
assets

Total

31st March 2006

Portfolio

%

223
18.8

11.6

75

6.9
5.6
4.9
4.0
3.5
3.4
3.0
3.1
2.9
1.8
1.5

0.5

(1.0)

100.0

Index

%

17.8
8.3

5.5

11.8
7.0
4.4
4.3
5.6
5.6
34
4.5
1.3
5.5
2.2

5.4
35
1.2
1.0

17

100.0

31st March 2005

Portfolio
(Restated)
%

11.5

14.8

12.7

10.2
6.6
5.7
5.3
1.2
3.2
3.9

1.2

2.7
3.8

1.5
5.3
1.4

9.0

100.0

Index

%

19.0
6.4

5.6

11.5
5.6
4.9
3.9
4.9
71
4.8
4.6
1.4
5-4
2.6

53
3.5
1.5
0.8
1.2

100.0

Based on total assets less current liabilities of £383.4m (2005: £260.3m).

Euro 15m of the Euro 7om loan facility has been added back into 2006

net current assets/(liabilities) figure and Euro 5om in 2005.



List of Investments

at 31st March 2006

Austria
Andritz

Total

Belgium

Omega Pharma

Total

Denmark

Topdanmark
Rockwool
FLSmidth
Sydbank

Total

Finland
Yit

Total

France

SR Teleperformance
Scor

Groupe Steria
Pierre & Vacances
GFI Informatique
Latecoere

Ipsen

Total

£’000

7,848

7,848

5,878

5,878

8,845
8,317
6,972
6,825

30,959

7,871

7,871

6,337
6,087
5,842
5,728
5,380
2,081

1,498

32,953

£’000
Germany
Fuchs Petrolub 11,109
Total 11,109
Ireland
Kingspan 7,354
F.B.D. 7,410
Total 14,764
Italy
Creditor Emiliano 7,652
Valentino Fashion Group 7,583
Davide Campari 6,347
Guala Closures 5,872
Recordati 5,352
Marr 2,640
Total 35,446
Luxembourg
JPM Europe Micro Cap Fund* 44,374
Total 44,374

*Formerly known as Fleming Frontier European
Discovery Fund
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List of Investments continued

at 31st March 2006

£’000
Netherlands
Nutreco 7,328
Royal Vopak 75550
Buhrmann 5,936
Smit 5,673
Royal Boskalis Westminister 5,536
Total 32,523
Norway
Cermaq 8,894
Veidekke 7,785
Aker Kvaerner 7,666
Total 24,345
Spain
Cementos Portland Valderrivas 11,759
Groupo Catalana Occidente 8,497
Banco Pastor 7-359
Fadesa Inmobiliaria 7,318
Total 34,933
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Sweden

M

Lindex

Transcom Worldwide
HIQ

Holmen

Cardo

D.Carnegie

Invik

Total

Switzerland

Kuoni Reisen

Sika

Geberit

George Fisher

St Galler Kantonalbank
Banque Cantonale Vaudoise
Rieter

Baloise

Publicgroupe

Total

Total Portfolio

£’000

8,816
8,781
8,007
7,720
75439
7,317
6,226
5,952

60,258

6,215
6,210
5,963
5,882
5,795
5,754
5,317
1,923

893

43,952

387,213



Shareholder Analysis

at 31st March 2006

Pension Funds

Unit Trusts
Investment Trusts®
Insurance Companies
Other Institutions
Charities

UK Government
Total Institutions
Treasury Shares

Retail Investors holding shares directly or through nominee accounts*
Private Client Brokers

Individuals in the Investment Trust Share Plan®

Individuals in the Investment Trust Personal Equity Plan?

Individuals in the Investment Trust Individual Savings Account®

Individuals in the Investment Trust Pension Account?
Total Retail Holdings

Total shares in issue?

Nominee accounts have been allocated to their appropriate category.
*Includes shares below threshold of 10,000 shares

*Includes 800,000 shares held by JPMorgan Elect plc

*Savings products managed by JPMorgan

Source: Thomson Financial

Number of shares
14,382,960
7,297,880
1,629,213
1,430,424
1,142,251
828,859
34,658
26,746,245
175,000
8,193,202
10,932,500
3,535,594

1,437,973
976,468

784,535

25,860,272

52,781,517

% held
27.2
13.8

3.1
2.7
2.2
1.6

0.1
50.7
0.3
15.5
20.7
6.7
2.7
1.9
1.5
49.0

100.0
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Board of Directors
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Michael Hart*** (Chairman of the Board and Nomination Committee)
Age 69

A Director since October 1997

Appointed Chairman in 1998

Formerly Chief Executive of Sun Life and Provincial plc. Chairman of
Furness Building Society, a Director of Home & Legacy Insurance
Services Limited and Premierline Direct Ltd.

Elisabeth Airey*™

Age 47

A Director since January 2000

A Director of Harrison Lovegrove & Co, AMEC plc and Dunedin Enterprise
Investment Trust plc, and Chairman of Zetex plc.

Anthony Davidson*™ (Chairman of the Audit Committee)

Age 58

A Director since May 2005

A Director of Britannic Assurance plc, Century Life plc and RLG with-profits
Holdings Limited and Sun Life Assurance Company of Canada (UK)
Limited. Formerly Chief Executive of Provincial Insurance plc and
Chairman of JPMorgan Fleming Worldwide Income Investment Trust plc.

Jacques Drossaert**

Age 68

A Director since January 1999

Formerly Managing Director of PanEurolLife, a Luxembourg life
and pensions company.

Paul Manduca*™

Age 54

A Director since December 2005

Formerly the Chief Executive Officer of Deutsche Asset Management
Limited, a Director of The Henderson Smaller Companies Investment
Trust plc, Development Securities plc, UNIQ Pension Scheme Trustees
Limited and WM Morrison Supermarkets plc.

Federico Marescotti*™

Age 49

A Director since December 2005

A Managing Partner of Vela Capital and Vice Chairman of Friulia, Italy,
a Director of Ecofin Water & Power Opportunities plc.

Michael Wrobel***

Age 51

A Director since April 2003

Head of Investment Trusts at F&C Management, a Director of Aberdeen
European Investment Trust plc, Geit Offer plc and The German
Investment Trust plc.

*Member of Audit Committee.
"Member of Nomination Committee.
*Considered independent by the Board



Directors’ Report

The Directors present their report for the year
ended 31st March 2006.

Business Review

Business of the Company

The Company carries on business as an investment
trust and was approved by the Inland Revenue as
an investment trust in accordance with Section 842
of the Income and Corporation Taxes Act 1988 for
the year ended 31st March 2005. In the opinion of
the Directors, the Company has subsequently
conducted its affairs so that it should continue to
qualify. The Company will continue to seek approval
under Section 842 of the Income and Corporation
Taxes Act 1988 each year. Approval for the year
ended 31st March 2005 is subject to review should
there be any subsequent enquiry under Corporation
Tax Self Assessment. The Company is an
investment company within the meaning of Section
266 of the Companies Act 1985. The Company is
not a close company for taxation purposes.

Investment Objective and Policies

The Company’s objective is to achieve capital
growth from smaller European companies
(excluding the UK) by consistent out-performance
of the Company’s benchmark index, HSBC Smaller
European Companies (ex UK) Index expressed in
sterling terms, by taking carefully controlled risks
through an investment method that is clearly
communicated to shareholders (details of which
are given in the Investment Managers’ Report

on pages 5 and 6).

In order to achieve this objective, the Company
invests in a diversified portfolio of smaller
companies in Europe, excluding the United
Kingdom, emphasising capital rather than income
growth, so shareholders should not therefore expect
to receive a dividend. Liquidity and borrowings are
managed with the aim of increasing returns to
shareholders. The Company does not invest more
than 15% of its gross assets in other UK listed
investment companies (including investment trusts).

Performance
In the year to 31st March 2006, the Company
produced a total return to shareholders of +72.0%

and a total return on net assets of +68.6%. This
compares with the return on the Company’s
benchmark index of +51.6%. As at 31st March
2006, the value of the Company’s investment
portfolio was £387m. The Investment Managers’
Report on pages 5 to 8 includes a review of
developments during the year as well as
information on investment activity within the
Company’s portfolio.

Revenue and Dividends

Gross revenue for the year totalled £4,898,000
(2005: £4,218,000) and distributable revenue after
deducting interest, administrative expenses and
taxation amounted to £216,000 (2005: £91,000).
The Company is unable to pay a dividend due to

a £8,683,000 deficit on the Revenue Account
(2005: £8,899,000).

Key Performance Indicators (‘KPIs’)

The Board uses a number of financial KPIs to
monitor and assess the performance of the
Company. The principal KPIs are:-

e Performance against the benchmark index:
This is the most important KPI by which
performance is judged.

Ten Year Performance
Figures have been rebased to 100 at 31st March 1996
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