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stronger.  Scientific forecasts suggest
that global emissions need to reduce
by some 75% by 2050 and this can
only place a long term premium on
the emission reduction permits in
which we are investing.  

A significant factor in the success 
of the Company in its initial phase
was that of implementation.  This
depended on the investment 
advisor building a high calibre team
and being able to close significant
transactions.  In this regard, we are
delighted with the success of our
investment advisor which has led 
to the Company fully investing its
first tranche of funds ahead of 
our expected timetable.  

We are also exceptionally pleased
with the progress in building a 
network of relationships.  This 
has involved making unquoted 
investments in some organisations
that possess origination, distribution
or operational expertise in the areas
of emission reductions and alternative

energy.  These are more fully set out
in the Investment Advisor’s report.

During April 2006, the Company 
successfully raised a further £175 
million (before expenses) through 
the issue of ‘C’ shares.  These funds
will be employed in debt financing
and taking equity stakes in projects
that generate emission reduction 
permits for the Company.  Deal 
flow continues to meet expectations
and we have concluded some 
significant transactions since the 
fund raising.

There has been no significant 
revaluation of the portfolio except 
for the loan repayable by emission
reductions in the ordinary share 
portfolio.  A gain had been 
recognised in revaluing the said loan
in line with the Board’s opinion.  The
net profit for the financial year was
2.82p per ordinary share and 0.39p
per ‘C’ Share.  The net asset value
per ordinary share and ‘C’ share is
99.20p and 97.29p respectively.   

In conclusion, the Company was an
early mover in the emissions space.
We hope, therefore, that this gives 
us a competitive advantage to 
execute our business strategy and
lead to attractive shareholder returns.
Political developments continue apace
and we believe that North America 
is becoming an increasingly attractive
market which could lead to increased
opportunities for the Company.
There is currently a significant pricing
differential between Kyoto and non
Kyoto markets.  

We look forward to the coming 
period during which time we expect
to see an increasing level of political
certainty as these nascent emissions
trading systems develop giving
increased confidence on to the
underlying value of our investments.

Neil Eckert
Chairman
29 September 2006 

It gives me great pleasure to 
write to Shareholders in the first
Annual Report of the Company.  
It has been an exciting period of
development for the Company 
and one in which there have 
been notable achievements.

The initial strategy set out at the time
of the launch of the Company was
straightforward; to be in a position 
to acquire emissions asset classes that
had medium to long term duration.
We also believed that we could 
purchase those assets at significant
discounts to their potential exit price
towards the end of Phase I of Kyoto.
As the investment advisor’s report
states, the Company has fully invested
the initial funds raised, mainly in a
pricing range of C5 to C7 per tonne.  

At the time of flotation, it was our
contention that as the EU Emissions
Trading Scheme (EU ETS) matured,
there would be pricing tension, 
especially during the period 2008 to
2012.  We also contended that the
long term equilibrium price of an
emission reduction permit should 
be close to the marginal cost of
abatement.  We believe that our 
pricing assumptions remain valid.  

The Company’s share price moved
significantly during EU ETS short 

term price volatility earlier in 2006
despite the Company having 
negligible exposure to the short term
market.  This volatility did however
raise the question of political 
uncertainty surrounding the carbon
emissions market. 

At the time of writing, the various 
EU member states are applying for
their National Allocation Plans (NAPs)
in respect of the period 2008 to
2012.  We expect to see much
brinkmanship during this process 
but are confident that the EU
Commissioner, Stavros Dimas, will
have the resolve to set the necessary
levels for the EU to achieve the
required meaningful cuts.  This will
underpin the value of our business.
There is also a question of the 
number of Certified Emission
Reductions (CERs) that will be 
allowable into the EU system for
compliance purposes.  Once again,
we are confident that the socio-
political imperative for addressing 
climate change has never been
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Chairman’s Statement
Results for the period to 30 June 2006 

“ We look forward to the coming period during 
which time we expect to see an increasing level 
of political certainty as these nascent emissions 
trading systems develop giving increased confidence 
on to the underlying value of our investments.”



1 North America

1.1 Investment in Environmental
Credit Corp (US)
The Company made an equity 
investment in Environmental Credit
Corp (ECC) on 29th October 2005. 

ECC is focused on the development
of project level activities in the US 
and abroad that will deliver fungible
instruments on the Chicago Climate
Exchange CFI market.  ECC is 
developing as expected and to its
business plan. The company is
engaged in a number of initiatives
that will significantly expand its 
access to CFI instruments.

2 Latin America

The Company is making good
progress in identifying and contracting
CDM opportunities in Latin America.
During Q2 and Q3, the Investment
Advisor’s team was enhanced with
resources experienced in the Latin
American market and with the 
language skills necessary to tackle the
market.  The Company attended a
number of trade missions and has
also cultivated a network of contacts
throughout Latin America that are
incentivised to introduce CDM projects
to the Company and facilitate 
negotiations.  Currently the Company
has arrangements with entities in
Brazil, Argentina, and Peru. These
efforts have begun to bear fruit as
the percentage of Latin American
deal flow for the Company increased
substantially in the Q4 and has 
continued to grow subsequent to the
year end.  The Latin American share
of the Company deal flow portfolio is
currently in-line with Latin America’s
worldwide share of the CDM market.  

2.1 Investment in Econergy
Econergy International Corporation
(Econergy) is a US based international
clean energy investment, management
and consulting business focused 
on Latin America. The Company 
provided Econergy with a US$4 
million loan repayable in CERs and
made a US$3.2 million investment
for approximately 2 per cent of the
issued share capital of its holding
company, Econergy International PLC,
which floated on AIM earlier in 2006.

Econergy has made considerable 
progress since IPO:
• Six renewable energy projects in 

development;
• Six other projects in exclusivity;
• Econergy’s board reports that the 

company is on track to meet its target
of 352 Megawatts (MW) installed 
capacity by the end of 2008; and

• An increase in Econergy’s CER 
portfolio since February 2006, 
which now totals 13.2 million CERs.

Trading Emissions PLC (the
Company) has had a successful
period since incorporation 
identifying, structuring and 
executing investments which will
lead to the acquisition of tradable
environmental instruments. 

The Company focuses principally 
on the Kyoto Protocol’s Clean
Development Mechanism (CDM) and
Joint Implementation (JI) markets and
the acquisition of Certified Emission
Reductions (CERs) and Emission
Reduction Units (ERUs) respectively.
The Company’s investments can be
divided into three structures:

• Equity - direct investment in a 
project in return for an ownership
stake and access to CERs/ERUs;

• Carbon Loan - debt provided 
to a project, repaid directly in
CERs/ERUs; and

• Emission Reduction Purchase
Agreement (ERPA) - a forward
contract for the purchase of
CERs/ERUs, with payment on 
delivery.

Although the Company continues 
to originate, negotiate and contract
to purchase CERs/ERUs directly under
ERPA, its strategy has increasingly
been to participate in early stage
projects, either as a source of project
finance or equity. In so doing the
Company has been able to leverage
CERs/ERUs from these projects at 
discounted prices which reflects risk
and early mover advantages.  

This report presents a summary of 
the Investment Advisor’s activity 
and transactions to date. Due to 
the regional differences in the 
CDM and JI markets this report 
is presented on a regional basis.
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Investment Advisor’s Report

“ The Company has made substantial progress in
building a quality portfolio of CERs derived either
from ERPAs, repayable from carbon loans or 
from direct equity investments in projects.”



3 Africa

To date the Company’s activities in
Africa have been limited to one
investment due to the relatively 
small number of projects and weak
government capacity to promote 
and approve projects. 

3.1 Ethiopia - Sun Biofuels
During the financial period reported,
the Company made a US$10 million
investment in an early stage African
biofuels business, Sun Biofuels (SBF).
SBF aims to become a major world
producer and seller of biodiesel 
from Africa. 

In addition to its current Ethiopian
estates, SBF is currently procuring 
further land on which to grow crops
in Ethiopia, Kenya and Mozambique.
First production of oil is expected in
2008.  Following its first year of 
operation and the appointment of a
new chief executive in July 2006, 
SBF is undertaking a strategic review
to ensure it keeps pace with the 
rapidly evolving biofuels market. 

4 South-East Asia

South-East Asia has been slow to
develop as a significant host for 
CDM projects. This has been partly 
as a result of delays in establishing
the necessary infrastructure at a 
government level. However, there 
are indications that countries such 
as Vietnam, the Philippines and 
particularly Thailand, are making
sound progress in their infrastructure
and approval process, which is
expected to have a positive impact 
on these countries’ pipelines.  

The Company is currently well 
positioned in the region, most 
importantly, with a significant stake 
in a local project developer (Asia
Biogas Co. Ltd). The Company is 
also developing relationships that 
will facilitate access to projects as 
the region’s pipeline strengthens. 
In addition to the investments 
outlined below, agreements on 
heads of terms were reached during
September 2006 with a number 
of projects, each expected to deliver
in excess of 500,000 CERs to the
Company. 

On Wednesday 20th of September
2006 a coup occurred in Thailand.  
A member of the Investment Advisor 

team was on the ground while these 
events unfolded peacefully.  A change
of administration in such a manner 
is certainly not positive, as it will 
slow down the CDM approvals
process in the country. However,
there is expected to be relatively 
limited economic impact as a result.
Consequently we expect at this 
point for there to be little or no 
material impact on the Company's
investments going forward.

4.1 Thailand - Kalasin Waste To
Energy Co. Ltd.
During the financial period, the
Company invested a mixture of debt
and equity into a Thai waste water
(from a cassava starch treatment 
facility) to energy project called
Kalasin. Waste water from the project
undergoes anaerobic digestion and
the resulting biogas is burnt to supply
heat (displacing fuel oil) and electricity
to the starch facility, making the
installation almost entirely energy
self-sufficient. The project is due to
be commissioned at the end of
September 2006, on schedule and 
on budget. 

The project’s CDM registration is still
pending as Thai host nation approval 

Econergy delivered its first tranche 
of CERs to the Company as partial
repayment of the carbon loan in
September 2006, ahead of the 
anticipated delivery schedule.

2.2 Argentina - Transport and Waste
Management 
In July 2006, the Company completed
an investment in an Argentine 
transport CDM project involving the
conversion of a bus fleet to a more
energy efficient engine technology.
The technology is designed to reduce
the consumption of diesel in large
vehicles by 10-20%.  In consideration
of its early stage involvement, the
Company has acquired exclusive
rights to any additional CDM projects
utilizing the same engine technology
for 3 years. Although the initial 
project is small, it has earned the
Company a significant profile in
Argentina and the potential for 
further, larger projects in the 
near future.

The Company has recently agreed
heads of terms with two developers
of municipal waste recycling 
and composting plants, under a 
combined Carbon Loan and ERPA
structure. The transactions are

collectively expected to deliver
750,000 CERs through to 2012.  
The Company is optimistic that 
further similar agreements will be
concluded shortly.  

2.3 Brazil - Bagasse project and
Project Portfolio Agreement 
The Company entered into terms
with a Brazilian sugar mill for CERs.
Through the combustion of bagasse
the project will produce both 
electricity and heat to be used by 
the sugar mill, with excess production
exported to the grid. The project 
is expected to generate 90,000 
CERs through the ERPA term.

Also in Brazil, the Company has 
executed heads of term with a 
leading renewable power project
developer. The deal provides for a
long term arrangement where the
developer will commit to the delivery
of several million CERs to the
Company under a blended carbon
loan and ERPA structure. The CDM
projects will be a mix of biomass 
generation and hydroelectric projects
from the developer’s pipeline.  

2.4 Peru – Run of river hydro
The Company has agreed terms for a 

significant equity investment in a
Peruvian “run of river” hydroelectric
project.  The equity stake in the 
project developer entitles the
Company to a pro rata share of CERs
from the project. All additional CERs
are to be purchased by the Company
under an ERPA arrangement. The
agreement is due to be completed 
in September 2006.

2.5 Company’s Pipeline in Latin
America
The pipeline of projects under 
negotiation in Latin America is healthy.
The Company will continue to focus 
on waste composting in Argentina, 
is in discussions with several Brazilian
sugar mill cogeneration projects and 
is also negotiating to finance methane
capture projects at landfill sites in 
Chile and Mexico.  In addition, heads
of terms are expected to be concluded
with a waste management company
for the purchase of CERs from a 
portfolio of landfill methane capture
projects throughout Latin America. 
This investment would lead to delivery
of a significant volume of CERs to the
Company under a carbon loan and
ERPA structure.
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Ordinary Share portfolio projects 
from China had been registered 
with the CDM Executive Board. 
To date, two further projects have
been registered and there is one 
project pending registration. The
remaining three projects in this 
portfolio are undergoing validation
and are expected to be submitted 
for host nation approval in 
September and October 2006.

5.2 ‘C’ Share portfolio in China
Since the financial period end, the
Company has secured additional 
term sheets with eight projects 
across the following sectors
• Waste heat recovery
• Electricity from Natural Gas
• Fuel Switch
• Industrial gas replacement

These additional term sheets 
represent up to a further 14 million
CERs and will fall within the
Company ‘C’ Share portfolio in 
addition to the biomass project
described above.

Of the projects in the ‘C’ Share 
portfolio, one has achieved host
nation approval from the Chinese
authorities. This project is expected 

to complete validation and be 
submitted for registration in October.
Three of the other projects in this
portfolio are to be submitted in
September for host nation approval.

5.3 Important features of the Chinese
project approval process
One of the distinct features of the
Chinese CDM market has been the
rigorous approval process by the
Chinese government. While all CDM
projects must be approved by the
host nation under the rules of the
CDM, only in China is the price for
the sale of CERs one of the approval
criteria.  The Company’s Ordinary
Share portfolio included some 
projects that featured a pricing 
structure which gave a guaranteed
minimum price to the projects and
also some participation in potential
future upside. However, this structure
is no longer viable in the Chinese
market as the minimum price set 
by the Chinese government does 
not recognise the value of any upside
sharing arrangement, meaning the
Company can no longer viably 
structure these deals.  In addition,
host nation approval is sought some
time after the Company and project
have agreed price and terms. This 

time delay can lead to a situation
where the government imposed 
minimum price has, subsequent to
the deal being made, risen above 
the price agreed with the project.

Another feature of the market in
China are national requirements that
the project entity be majority owned
by a Chinese entity. This makes 
equity investments, relative to other
CDM markets, less attractive in
China. The Company’s strategy in
China has therefore been to enter
into fixed price ERPA type transactions.

is not yet available.  A slow approval 
process was anticipated when the
investment was made so this will not
affect the project’s expected returns.
In the interim, any carbon credits 
created will be developed and marketed
as Verified Emission Reductions.

4.2 Asia Biogas Company Limited
In last quarter of the financial 
period, the Company made a 
significant investment in a South-East
Asian biogas project development
company, Asia Biogas Company
Limited (ABC). ABC’s business is to
develop projects, similar to Kalasin, 
in the agro-industry waste water 
sector throughout South East Asia.
ABC will focus on waste water 
produced from starch mills, palm
mills, ethanol plants, piggeries and
slaughterhouses.  A substantial
amount of the capital provided 
by the Company has been committed 
to projects under development.
Moreover, ABC had established 
successful offices in Thailand,
Indonesia and the Philippines and 
is developing its operations in
Vietnam and Malaysia.  ABC is 
on target to deliver the expected
pipeline and consequently, 
expected CER volumes.

5 China

During 2005, China came to dominate
the CDM market, moving from 5% 
of the transacted CDM market in
2004 to 66% of the market in 2005.
China is currently maintaining this
position through 2006. This market
growth was partly due to a number
of large Chinese HFC projects which
came to the market in 2005, but
more importantly, was due to a
Chinese government policy that
strongly encourages Chinese projects
to enter into fixed price off-take
agreements for their CERs.

The Company has been active in
China since July 2005 when it 
first visited China as part of a UK
Government organised inward
trade mission.  During this time the
Company built a strong network in
the market and by October 2005 
had secured its first agreements 
with Chinese project developers. 

To maintain the strong position built
by the Company in the Chinese 
market during the period ended 
30 June 2006, the Investment Advisor
has recently established a Beijing
office. This office will be responsible
for managing the Company’s 
relationships with projects and 

developers in China and identifying
future deal flow. The office is 
managed by one of the leading CDM
experts in China, and his excellent
network has already strengthened the
Company’s pipeline from China and
will help the Company maintain its
strong track record.

5.1 Ordinary Share portfolio in China
The Company’s Chinese portfolio is
well diversified, across a range of 
sectors. By the end of June 2006, 
the Company had agreements and
term sheets signed with 9 projects 
in the following sectors:
• Landfill gas
• Wind
• Hydro
• Biomass
• HFC-23 destruction

These projects are contracted to 
deliver up to 17.3 million CERs to 
the Company by the end of 2012.
The agreements or term sheets fall
within the Company’s Ordinary Share
portfolio with the exception of one
biomass project that represents 1.3
million CERs and which falls within
the Company’s ‘C’ Share portfolio.

As of 30 June 2006, two of the 
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6 Europe / Joint Implementation

6.1 Ukraine – Fluidised bed combustion
The Company has signed its first Joint
Implementation (JI) project term sheet 
as part of the ‘C’ Share portfolio for a
fluidised bed combustion project in
Ukraine.  Ukraine has recently made
progress in developing government 
climate change institutions and a project
approval process. Alongside this, recent
announcements from the JI Supervisory
Committee indicate that the "Track 2" 
JI approval process will be launched in
October 2006.  This “Track 2” process
will be used in JI countries that do not
meet all Kyoto eligibility criteria and are
therefore unable to use an autonomous
“Track 1” process, the project has a 
2-year lead time meaning we are 
optimistic that these institutions will be
well established to support this project. 

6.2 UK - Carbon Capital Markets
The Company made an investment 
in Carbon Capital Markets Limited
(CCM) to become its largest single
shareholder.  CCM provides carbon
related financial products and services
to companies affected by the EU
Emissions Trading Scheme (EU ETS)
and the Kyoto Protocol. CCM traded
profitably during its first accounting
period and has made good progress 
in acquiring and trading for customers
requiring (EU ETS) services.

7 Pricing and Pipeline Summary

7.1 Portfolio pricing for CERs/ERUs
As of the date of this report, the
investment advisor estimates 
that the Company has executed 
contracts or entered into heads of
terms at an average price range of 
C5 to C7 per CER/ ERU for the
Ordinary Share portfolio, and 
expects to execute well within the
range indicated in the ‘C’ Share
prospectus for the ‘C’ Share portfolio
investments. 

7.2 ERU/CER delivery pipeline
The Company has made substantial
progress in building a quality portfolio
of CERs derived either from ERPAs,
repayable from carbon loans or from
direct equity investments in projects.

There are three categories of 
transactions for ERU/CER acquisition: 
Category A Negotiating terms
Category B Heads of terms 
Category C Contracted

10 11

The following tables show the CER portfolio & pipeline as of 29 September 2006

CER portfolio & pipeline by year of delivery

Vintage 2005 2006 2007 2008 2009 2010 2011 2012 Total

Total Ordinary 

Share portfolio 

& pipeline (CER) 96,490 1,473,491 2,670,184 4,015,179 4,099,871 4,181,071 4,210,871 4,790,419 25,537,576

Total ‘C’ Share 

portfolio 

& pipeline (CER) 200,000 212,500 3,752,850 10,806,272 10,802,336 11,682,726 11,679,148 11,675,213 60,811,045

296,490 1,685,991 6,423,034 14,821,451 14,902,207 15,863,797 15,890,019 16,465,632 86,348,621 

Combined CER portfolio & pipeline by geographic distribution

No. of CERs China SE Asia Latin America Europe Total 

Category A - Negotiating terms 27,400,000 2,637,500 9,746,000 1,139,921 40,923,421 

Category B - Heads of terms 13,211,107 2,035,256 6,224,500 671,904 22,142,767 

Category C - Contracted 15,629,433 6,475,000 1,178,000 -   23,282,433 

56,240,540 11,147,756 17,148,500 1,811,825 86,348,621 

CER portfolio & pipeline by category

No. of CERs Ordinary Share ‘C’ Share Total

Category A - Negotiating terms Closed 40,923,421 40,923,421 

Category B - Heads of terms 2,330,143 19,812,624 22,142,767 

Category C - Contracted 23,207,433 75,000 23,282,433 

25,537,576 60,811,045 86,348,621 

EEA Fund Management Limited
Investment Advisor
29 September 2006 
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Directors’ Report
For the period 15 March 2005 (date of incorporation) to 30 June 2006

Statement of Directors’ responsibilities 
in respect of the Annual Report and the financial statements

The directors present their report and financial statements of the Group for the period from 15 March 2005 (date of 
incorporation) to 30 June 2006.

Principal activity and incorporation
Trading Emissions PLC (the “Company”) was incorporated in the Isle of Man as a public limited company on 15 March 2005
for the purpose of investing in environmental and emissions assets, companies providing products and services related to
reduction of green house gas (GHG) emissions and associated financial products.

Results and dividends
The Group’s results for the financial period from 15 March 2005 (date of incorporation) to 30 June 2006 are set out in the 
consolidated income statement on page 16.

A review of the Company activities is contained within the Chairman’s Statement and the Investment Advisor’s Report on pages
2 and 4 respectively. For details of the movements in share capital during the period see Note 15 in the financial statements.

The Directors do not recommend the payment of a dividend in respect of the period ended 30 June 2006 and recommend that
the profit for the period of £4,496,581 is taken to reserves.

Directors
The Directors of the Company during the period and to date of this report were as follows:

Appointed Resigned
A Crowther 15 March 2005 23 March 2005
P P Scales 15 March 2005
R N S Bigland 23 March 2005
N D Eckert 23 March 2005
N H Wood 23 March 2005
M J Gillies 20 March 2006

The following Directors had interests in the shares of the Company as at 30 June 2006.
"C"  shares Ordinary shares 

N D Eckert 750,000 1,000,000
M J Gillies 25,000 -

Company Secretary
The secretary of the Company during the period from 15 March 2005 (date of incorporation) and to date of this report was 
P P Scales.

Auditors
The auditors PricewaterhouseCoopers were appointed by the Directors during the period and being eligible have expressed
their willingness to continue in office in accordance with Section 12(2) of the Isle of Man Companies Act 1982.

Post balance sheet events
For a summary of significant transactions entered into by the Group subsequent to 30 June 2006 see Note 25 in the 
financial statements.

By order of the Board
Philip Scales
Company Secretary
6 October 2006

The Directors are responsible for preparing the Annual Report and the financial statements in accordance with applicable law
and International Financial Reporting Standards (IFRSs). 

The Directors are responsible for preparing financial statements for each financial period which give a true and fair view in
accordance with IFRSs, of the state of affairs of the Company and the Group and of the profit or loss of the Group for that
period.  In preparing those 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 the financial statements comply with IFRSs; and

• prepare the financial statements on the going concern basis unless it is inappropriate to presume that the group will
continue in business.

The Directors confirm that they have complied with the above requirements in preparing the financial statements.

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the
financial position of the Company and the Group and to enable them to ensure that the financial statements comply with 
the Isle of Man Companies Acts 1931-2004.  They are also responsible for safeguarding the assets of the Company and the
Group and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities.

By order of the Board
Philip Scales
Company Secretary
6 October 2006
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Corporate Governance Statement Independent Auditors’ Report to the Shareholders 
of Trading Emissions Plc 

The Directors recognise the value of the Principles of Good Governance and Code of Best Practice as set out in the Combined
Code and although the Company is not obliged by the listing rules of the Alternative Investment Market of the London Stock
Exchange to do so, the Board intends to take appropriate measures to ensure that the Company complies with the Combined
Code to the extent appropriate taking into account the size of the Company and the nature of its business.

The Board directs the Company’s activities in an effective manner through its regular Board meetings and monitors performance
through timely and relevant reporting procedures.

The members of the Board, all of whom are non-executive, meet more regularly than is usual for a company of this size as
investment recommendations are currently agreed at Board meetings. In addition to formal Board and Committee meetings,
Directors also attend a number of informal meetings to represent the Company’s interests.

The Board has established an Audit Committee but does not consider it necessary to have a separate nomination committee or
to continue to have a separate remuneration committee. Matters relating to nominations and remuneration are now dealt with
at regular Board meetings.  Nigel Wood is Chairman of the Audit Committee. 

Audit Committee
The Audit Committee is a sub-committee of the Board and makes recommendations to the Board which retains the right of final
decision.  The Audit Committee has primary responsibility for reviewing the financial statements and the accounting policies,
principles and practices underlying them, liaising with the external auditors and reviewing the effectiveness of internal controls. 

The terms of reference of the Audit Committee cover the following:

• The composition of the Committee, quorum and who else attends meetings.  

• Appointment and duties of the Chairman.

• Duties in relation to external reporting, including reviews of financial statements, shareholder communications and other
announcements.

• Duties in relation to the external auditors, including appointment / dismissal, approval of fees, discussion of the audit.

Responsibilities of Advisory Panel
The Advisory Panel is independent of the Investment Advisor and is responsible for providing independent expert advice to the
Board regarding: 

• the development prospects of various greenhouse gas emission markets;

• the possible financial prospects of specified individual projects; and

• contacts, ideas and advice to assist the Company with the successful development and implementation of the Company's
investment objectives.

The Advisory Panel currently consists of the following members:
Dr Richard Sandor
Lionel Fretz
Professor Alexander Zehdner 
Dr Rajendra K Pachauri 
Michael Zammit Cutajar 

Nigel Wood
Chairman, Audit Committee
6 October 2006

We have audited the group and parent company financial statements (the ‘‘financial statements’’) of Trading Emissions PLC for the period
ended 30 June 2006 which comprise the Group Income Statement, the Group and Parent Company Balance Sheets, the Group and
Parent Company Statement of Changes in Shareholders’ Equity, the Group and Parent Company Cash Flow Statements and the related
notes. These financial statements have been prepared under the accounting policies set out therein.

Respective responsibilities of directors and auditors
The directors’ responsibilities for preparing the Annual Report and the financial statements in accordance with applicable Isle of Man law
and International Financial Reporting Standards (IFRSs) are set out in the Statement of Directors’ Responsibilities.

Our responsibility is to audit the financial statements in accordance with relevant 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 body in accordance with Section 15 of the Isle of Man Companies Act 1982 and for no other purpose.  We do not, in giving this 
opinion, accept or assume responsibility for any other purpose or to any other person to whom this report is 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 give a true and fair view and are properly prepared in accordance
with the Isle of Man Companies Acts 1931-2004. We also report to you if, in our opinion, the Directors’ Report is not consistent with the
financial statements, if the company has not kept proper accounting records, if we have not received all the information and explanations
we require for our audit, or if information specified by law regarding directors’ remuneration and other transactions is not disclosed.

We read other information contained in the Annual Report, and consider whether it is consistent with the audited financial statements.
This other information comprises only the Chairman’s Statement, the Investment Advisor’s Report, the Report of the Directors, and the
Corporate Governance Statement. We consider the implications for our report if we become aware of any apparent misstatements or
material inconsistencies with the financial statements. Our responsibilities do not extend to any other information.

Basis of audit opinion
We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. An
audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements. It also includes
an assessment of the significant estimates and judgments made by the directors in the preparation of the financial statements, and of
whether the accounting policies are appropriate to the group’s and company’s circumstances, consistently applied 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 statements are free from material misstatement,
whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation
of information in the financial statements.

Opinion
In our opinion:
• the Group financial statements give a true and fair view, in accordance with IFRSs, of the state of the group’s affairs as at 30 June 

2006 and of its profit and cash flows for the period then ended; 

• the Parent Company financial statements give a true and fair view, in accordance with IFRSs as applied in accordance with the 
provisions of the Isle of Man Companies Act 1982, of the state of the parent company’s affairs as at 30 June 2006 and its cash flows
for the period then ended; and

• the financial statements have been properly prepared in accordance with the Isle of Man Companies Acts 1931-2004.

PricewaterhouseCoopers
Chartered Accountants 
Douglas, Isle of Man
6 October 2006
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Consolidated Income Statement
For the period 15 March 2005 (date of incorporation) to 30 June 2006

Consolidated and Company Balance Sheets 
at 30 June 2006  

£

Notes

Revenue
Interest income 7,324,432

Dividend income 1,129,641

23 Other income 486,464

7 Net gain on financial assets and liabilities at fair value through profit or loss 404,911

Total investment income 9,345,448

Expenses
4 Investment advisory fees (3,273,873)

4 Administration and custodian fees (330,768)

5 Directors’ fees (105,460)

6 Auditors’ remuneration (83,706)

Other operating expenses (1,024,335)

Total operating expenses (4,818,142)

Profit before taxation 4,527,306
Withholding tax on dividends and other investment income (30,725)

Profit after taxation 4,496,581

Attributable to:
Equity holders of the Company 4,499,912

Minority interest (3,331)

4,496,581

15 Earnings per share for profit attributable to the equity holders 
of the Company during the period (expressed in pence per share)

Basic and diluted per ordinary share 2.82p
Basic and diluted per C share 0.39p

Group Company
£ £

Notes

Assets
Non-current assets

10 Property, plant and equipment  845,717 -

11 Investments in subsidiaries - 6,105,905

7 Financial assets at fair value through profit or loss 24,375,685 21,506,177

9 Loans and receivables 324,403 3,770,771

13 Accrued income and prepaid expenses 1,141,320 1,141,320

26,687,125 32,524,173

Current assets
7 Financial assets at fair value through profit or loss 3,440,362 2,144,215

13 Accrued income and prepaid expenses 724,053 706,683

12 Cash and cash equivalents 274,922,654 270,801,863

279,087,069  273,652,761

Total assets 305,774,194 306,176,934

Liabilities
Current liabilities

14 Accrued expenses (1,391,043) (1,391,053)

7 Financial liabilities at fair value through profit or loss (58,825) -

Total liabilities (1,449,868) (1,391,053)

Net assets 304,324,326 304,785,881

Shareholder’s Equity
16 Share capital 3,100,000 3,100,000

17 Share premium 296,830,705 296,830,705

18 Retained earnings 4,499,912 4,855,176

18 Translation reserve (251,169) -

Total shareholders’ equity 304,179,448 304,785,881

Minority interest 144,878    -

Total equity 304,324,326 304,785,881

The financial statements were approved by the directors on 6 October 2006 and signed on their behalf by:

Nigel Wood                                  Philip Scales
Director                                         Director

The notes on pages 21 to 39 form an integral part of these financial statements.
All results represent continuing activities.
The notes on pages 21 to 39 form an integral part of these financial statements.
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Consolidated Statement of Changes in Equity
For the period 15 March 2005 (date of incorporation) to 30 June 2006

Company Statement of Changes in Equity
For the period 15 March 2005 (date of incorporation) to 30 June 2006

Attributable to equity holders of the Company

Share Share Retained  Translation  Minority Total
Capital Premium Earnings Reserve Total Interest Equity

£ £ £ £ £ £ £

Notes

Profit for the period - - 4,499,912 - 4,499,912 (3,331) 4,496,581

Exchange differences 

on translating foreign 

operations - - - (251,169) (251,169) 1,611 (249,558)

Total recognised income - - 4,499,912 (251,169) 4,248,743 (1,720) 4,247,023

Proceeds from issue of 

16 share capital 3,100,000 306,900,000 - - 310,000,000 - 310,000,000

16 Share issue costs - (10,069,295) - - (10,069,295) - (10,069,295)

24 Business combinations - - - - - 146,598 146,598

Balance at 30 June 2006 3,100,000 296,830,705 4,499,912 (251,169) 304,179,448 144,878 304,324,326

Share Capital Share Premium Retained Earnings Total Equity 
£ £ £ £

Notes

16 Proceeds from issue of share capital 3,100,000 306,900,000 -    310,000,000 

16 Share issue costs -    (10,069,295) -    (10,069,295)

Profit for the period -    -    4,855,176 4,855,176 

Balance at 30 June 2006 3,100,000 296,830,705 4,855,176 304,785,881

The notes on pages 21 to 39 form an integral part of these financial statements. The notes on pages 21 to 39 form an integral part of these financial statements.
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Consolidated and Company Cash Flow Statements
For the period 15 March 2005 (date of incorporation) to 30 June 2006

Notes to the financial statements 
for the period 15 March 2005 (date of incorporation) to 30 June 2006

1 Operations
Trading Emissions PLC (“the Company”) and its subsidiaries (together “the Group”) invest in environmental and emissions assets, 
companies providing products and services related to reduction of green house gas (GHG) emissions and associated financial products.
The Company also aims to provide shareholders with opportunities to invest in environmental ventures that offer potential returns 
with a view to the realisation of each investment through future trade sale, flotation or other exit route.

The Company is a closed-ended investment company domiciled in the Isle of Man.  It was incorporated on 15 March 2005 in the Isle
of Man as a public limited company and is quoted on the Alternative Investment Market (AIM) operated and regulated by the London
Stock Exchange.  

2 Summary of significant accounting policies
The principal accounting policies applied in the preparation of these consolidated financial statements are set out below.

2.1 Basis of preparation
The consolidated financial statements of the Company have been prepared in accordance with and comply with International Financial
Reporting Standards (‘IFRS’) and IFRIC interpretations and the Isle of Man Companies Acts 1931-2004. The consolidated financial 
statements have been prepared under the historical cost convention, as modified by the revaluation of financial assets and financial 
liabilities (including derivative instruments) at fair value through profit or loss.

The preparation of financial statements in conformity with generally accepted accounting principles requires the use of estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Although these estimates are based on the directors’ best knowledge of the
amount, event or actions, actual results ultimately may differ from those estimates.  The areas involving a high degree of judgement or
complexity, or areas where assumptions and estimates are significant to the consolidated financial statements are disclosed in Note 3.

In accordance with the provisions of Section 3 of the Isle of Man Companies Act 1982, no separate income statement has been 
presented for the Company.

2.2 Consolidation 
The consolidated financial statements of the Company for the period from 15 March 2005 (date of incorporation) to 30 June 2006
comprise the results of the Company and its subsidiaries as set out in Note 11 (together referred to as the "Group"). 

(a) Subsidiaries
Subsidiaries are all entities over which the Group has the power to govern the financial and operating policies generally accompanying
a shareholding of more than one half of the voting rights. The existence and effect of potential voting rights that are currently 
exercisable or convertible are considered when assessing whether the Group controls another entity.  Subsidiaries are fully consolidated
from the date on which control is transferred to the Group.  They are de-consolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group.  The cost of an acquisition is
measured as the fair value of the assets given, equity instruments issued and liabilities incurred or assumed at the date of exchange,
plus costs directly attributable to the acquisition.  Identifiable assets acquired and liabilities and contingent liabilities assumed in a 
business combination are measured initially at fair value at the acquisition date, irrespective of the extent of any minority interest.  The
excess of the cost of acquisition over the fair value of the Group’s share of the identifiable net assets acquired is recorded as goodwill.
If the cost of the acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference is recognised in the
income statement. 

Inter-company transactions, balances and unrealised gains on transactions between group companies are eliminated.  Unrealised losses
are also eliminated unless the transaction provides evidence of an impairment of the asset transferred. 

(b) Associates
Associates are entities over which the Group has significant influence but not control, generally accompanying a shareholding of

Group Company
£ £

Notes

Cash flows from operating activities
Profit for the period 4,496,581 4,855,176

Adjustment for:

- interest income (7,324,432) (7,254,211)

- dividend income (1,129,641) (1,129,641)

23 - other income (486,464) (486,464)

- tax expense 30,725 30,725

- depreciation 1,675 -

- exchange gains (2,600) (2,600)

Changes in working capital 

- Net increase in financial assets at fair value through profit or loss (27,412,060) (23,163,928)

- Net increase in financial liabilities at fair value through profit or loss 58,825 -

- Net increase in accrued expenses 1,428,133 1,391,053

- Net increase in prepayments (178,360) (101,070)

Cash used in operations (30,517,618) (25,860,960)

Interest received 6,699,255 6,606,194

Net cash used in operating activities (23,818,363) (19,254,766)

Cash flows from investing activities
11 Investments in subsidiaries - (6,105,905)

9 Loans granted to subsidiaries - (3,446,368)

9 Loans granted to third parties (324,403) (324,403)

10 Purchase of property, plant and equipment (699,795) -

Net cash used in investing activities (1,024,198) (9,876,676)

Financing activities
16 Net proceeds from issue of share capital 299,934,243 299,930,705

Net cash from financing activities 299,934,243 299,930,705

Net increase in cash and cash equivalents 275,091,682 270,799,263
Cash and cash equivalents at start of period - -

Exchange (losses)/gains on cash and cash equivalents (169,028) 2,600

12 Cash and cash equivalents at end of period 274,922,654 270,801,863

The notes on pages 21 to 39 form an integral part of these financial statements.s.
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Notes to the financial statements continued

between 20% and 50% of the voting rights.  Investments that are held as part of the Group’s investment portfolio are carried in the
balance sheet at fair value even though the Group may have significant influence over those companies.  This treatment is permitted
by IAS 28, which requires investments held by mutual funds and similar entities to be excluded from its scope where those investments
are designated, upon initial recognition, at fair value through profit or loss and accounted for in accordance with IAS 39, with changes
in fair value recognised in the income statement in the period of change. 

2.3 Segmental reporting
A business segment is a group of assets and operations engaged in providing investments and returns that are subject to risks and
returns that are different from those of other business segments.  A geographical segment is engaged in providing products or services
within a particular economic environment that are subject to risks and returns that are different from those of segments operating in
other economic environments.  The Directors are of the opinion that the Group is engaged in a single segment being investing in 
interests in a portfolio of environmental ventures.  An analysis of the portfolio is included in Note 26.

The Group’s secondary reporting format for reporting segmental information is geographic segments.

2.4 Foreign currency translation
(a) Functional and presentation currency 

Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary economic
environment in which the entity operates (‘the functional currency’).  The consolidated financial statements are presented in British
pounds, which is the Company’s functional and presentation currency.

(b) Transactions and balances
Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the 
transactions.  Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation of 
monetary assets and liabilities denominated in foreign currencies at the balance sheet date are recognised in the income statement.  

Translation differences on non-monetary items, such as equities and investments held at fair value through profit or loss, are reported
as part of the fair value gain or loss. 

(c) Group companies
The results and financial position of all the group entities that have a functional currency different from the presentation currency are
translated into the presentation currency as follows:

(i) assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that balance sheet;

(ii) income and expenses for each income statement are translated at average exchange rates; and 

(iii) all resulting exchange differences are recognised as a separate component of equity.

On consolidation, exchange differences arising from the translation of the net investment in foreign entities are taken to shareholders’
equity.  When a foreign operation is sold, such exchange differences are recognised in the income statement as part of the gain or loss
on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and liabilities of the foreign 
entity and translated at the closing rate.  

2.5 Interest income
Interest income is recognised in the income statement for all interest bearing instruments using the effective interest rate method.  

The effective interest rate method is a method of calculating the amortised cost of a financial asset and of allocating the interest
income over the relevant period.  The effective interest rate is the rate that exactly discounts future cash payments or receipts 
throughout the expected life of the financial instrument, or a shorter period where appropriate, to the net carrying amount of the
financial asset.  No income is accrued with regards to financial assets that are in default. 

2.6 Dividend income
Dividend income is recognised when the right to receive payment is established. Realised and unrealised gains on the holding of units
in money market funds are categorised as interest income.

2.7 Other income 
Other income represents the provision of services which are recognised in the period in which the services are rendered by reference to

completion of the specific transaction.  This is assessed on the basis of the actual service provided as a proportion of the total services
to be provided. 

2.8 Expenses
All expenses are accounted for on an accruals basis.

2.9 Taxation
The Company is exempt from taxation in the Isle of Man under the provision of the Income Tax (Exempt) Companies Act 1984 and is
charged an annual exemption fee of £475 per annum.  With effect from 6 April 2007 the Company will be liable to Isle of Man
Income Tax at the rate of zero percent.  Currently the Group has no taxable income in any other jurisdictions.

The Company currently incurs withholding tax imposed by certain countries on investment income.  Such income is recorded gross of
withholding tax in the income statement.

2.10 Cash and cash equivalents
Cash and cash equivalents include deposits held on call with banks, other short-term highly liquid investments that are readily 
convertible to known amounts of cash and are subject to an insignificant risk of changes in value. 

2.11 Investments
The Group classifies its investments in the following categories: financial assets and liabilities at fair value through profit or loss and
loans and receivables.  The classification depends on the purpose for which the investments were acquired.  The Directors determine
the classification of the Company’s investments at initial recognition and re-evaluate the designation at each reporting date.

(i) Financial assets and liabilities at fair value through profit or loss
This category has two sub-categories: financial assets and liabilities held for trading, and those designated at fair value through profit
or loss at inception.  Financial assets or liabilities held for trading are acquired or incurred principally for the purpose of selling or 
repurchasing in the short term.  Derivatives are also categorised as held for trading, as the Company has not designated any derivatives
as hedges in hedging relationships. 

(ii)  Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market.
They arise when the Group provides money directly to a debtor with no intention of trading the receivable.  They are included in 
current assets, except for maturities greater than 12 months after the balance sheet date.  These are classified as non-current assets.
Loans and receivables are separately stated on the balance sheet. 

(a) Recognition
The Group recognises financial assets and financial liabilities on the date it becomes a party to the contractual provisions of the instrument.

Regular-way purchases and sales of investments are recognised on trade date, which is the date on which the Group commits to 
purchase or sell the asset. 

Gains and losses arising from changes in fair value of the ‘financial assets at fair value through profit or loss’ category are included in
the income statement in the period in which they arise.  Interest income on debt instruments is calculated using the effective interest
method and presented separately in the income statement.

(b) Measurement
Investments are initially recognised at fair value, and transaction costs for all financial assets and financial liabilities carried at fair value
through profit or loss are expensed as incurred.   

Subsequent to initial recognition, all instruments classified at fair value through profit or loss are measured at fair value with changes in
their fair value recognised in the income statement.

Financial assets classified as loans and receivables are carried at amortised cost using the effective interest rate method, less impairment
losses, if any.

Financial liabilities, other than those at fair value through profit or loss, are measured at amortised cost using the effective interest rate.

(c) Fair value measurement principles
The fair value of financial instruments traded in active markets (such as publicly traded derivatives and trading securities) is based on
quoted market prices at the balance sheet date.  The quoted market price used for financial assets held by the Group is the current bid
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price; the appropriate quoted market price for financial liabilities is the current ask price.

If a quoted market price is not available on a recognised stock exchange or from a broker / dealer for non-exchange-traded financial
instruments, the fair value of the instrument is estimated using valuation techniques, including use of recent arm’s length market 
transactions, reference to the current fair value of another instrument that is substantially the same, discounted cash flow techniques,
option pricing models or any other valuation technique that provides a reliable estimate of prices obtained in actual market transactions.

Financial instruments that are not traded in an active market (for example over-the-counter (‘OTC’) derivatives) are subsequently 
re-measured using valuation techniques. The Group uses a variety of methods and makes assumptions that are based on market 
conditions existing at each balance sheet date. Valuation techniques used include the use of comparable recent arm’s length 
transactions, discounted cash flow analysis and other valuation techniques commonly used by market participants. 

Where discounted cash flow techniques are used, estimated future cash flows are based on management’s best estimates and the 
discount rate used is a market rate at the balance sheet date applicable for an instrument with similar terms and conditions. 
Where other pricing models are used, inputs are based on market data at the balance sheet date. Fair values for unquoted equity
investments are estimated, if possible, using applicable price/earnings ratios for similar listed companies adjusted to reflect the specific
circumstances of the issuer.

(d) Impairment
Financial assets that are stated at amortised cost are reviewed at each balance sheet date to determine whether there is objective 
evidence of impairment. If any such indication exists, an impairment loss is recognised in the income statement as the difference
between the asset’s carrying amount and the present value of estimated future cash flows discounted at the financial asset’s original
effective interest rate.

If in a subsequent period the amount of an impairment loss recognised on a financial asset carried at amortised cost decreases and 
the decrease can be linked objectively to an event occurring after the write-down, the write-down is reversed through the income
statement. 

(e) Derecognition
The Group derecognises investments when the contractual rights to receive cash flows from the investments have expired or the Group
has transferred substantially all risks and rewards of ownership. 

The Group uses the weighted average method to determine realised gains and losses on derecognition of investments.

2.12 Derivative financial instruments
Derivatives are recognised at fair value on the date on which a derivative contract is entered into and are subsequently re-measured 
at their fair value.  Fair values are obtained from quoted market prices in active markets, including recent market transactions, and 
valuation techniques, including discounted cash flow models and options pricing models, as appropriate. All derivatives are carried 
as assets when fair value is positive and as liabilities when fair value is negative.  

The best evidence of the fair value of a derivative at initial recognition is the transaction price (i.e., the fair value of the consideration).
Subsequent changes in the fair value of any derivative instrument are recognised immediately in the income statement.

2.13 Offsetting financial instruments
Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a legally enforceable right to
offset the recognised amounts and there is an intention to settle on a net basis, or realise the asset and settle the liability simultaneously.

2.14 Share capital
Ordinary shares and C shares are classified as equity.  Incremental costs attributable to the issue of new shares are shown in equity as a
deduction from the proceeds.

2.15 Property, plant and equipment
Property, plant and equipment is stated at historical cost less accumulated depreciation and impairment losses.  The cost of property,
plant and equipment includes costs directly attributable to the construction or acquisition of an item of property, plant and equipment.  

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only when it is 
probable that future economic benefits associated with the item will flow to the Group and the costs can be measured reliably.  All
other subsequent costs (primarily repairs and maintenance) are charged to the income statement during the financial period in which
they are incurred. 

Depreciation is not provided on freehold land or projects under construction.  On other property, plant and equipment, depreciation 
is provided on the difference between the cost of an item and its estimated residual value, in equal annual instalments over the 
estimated useful economic lives of the asset which is 5 years for both motor vehicles and equipment.

The assets’ residual values and useful economic lives are reviewed and adjusted if appropriate at each balance sheet date.

2.16 Dividend distribution
Dividend distribution to the Company’s shareholders is recognised as a liability in the Group’s financial statements in the period in
which the dividends are approved by the Company’s shareholders.

2.17 Emission Reduction Purchase Agreements 
The Group enters into Emission Reduction Purchase Agreements (ERPAs).  ERPAs are contracts for the future purchase of Certified
Emission Reductions (CERs) with payment due upon delivery.  The delivery of CERs is subject to the success of its underlying projects
which produce the CERs and there is no guarantee of delivery.  In some instances the delivery could not be reliably ascertained.  
ERPAs are recorded in the Group's financial statements at their fair value.  Fair value is determined using recent market transactions
and valuation techniques including discounted net cash flow models, as appropriate.  Details of the Group's commitments under 
ERPAs at 30 June 2006 are set out in Note 21.2. 

2.18 Certified Emission Reductions
CERs receivables which can be ascertained are valued at fair value determined using recent market transactions and valuation 
techniques including discounted cash flow models, as appropriate.  CERs receivables are recorded in the Group’s financial statements 
at fair value.

3 Critical accounting estimates and judgements in applying accounting policies
The Group makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next financial year.
Estimates are continually evaluated and based on historical experience and other factors, including expectations of future events that
are believed to be reasonable under the circumstances.  Changes in expected future cash flows, discount rates could impact the fair
value of unquoted investments.

Unquoted investments
In determining the fair value of investments in unquoted securities the Directors take into consideration the original valuation 
technique (for example, discounted cash flow model) used to assign a value to the investment when the Group made its original 
purchase decision.  At each reporting date the Directors establish the fair value of each investment based on the original assumptions
together with any new factors arising in the period.  Changes in project status, counterparty risk and the market for CERs could 
impact on the fair value of CERs. 

Emission Reduction Purchase Agreements
In determining the fair value of ERPAs, the Directors take into consideration the factors used to determine the purchase price when the
Group made its original purchase decision together with any new factors arising in the period, including the purchase price of recent
transactions in similar instruments. Changes in assumptions will affect the reported fair value of financial instruments.

Fair value of derivatives
The Group may from time to time hold financial instruments that are not quoted in active markets, such as OTC derivatives.  Fair 
values of such instruments are determined by using valuation techniques.  Where valuation techniques (for example, models) are used
to determine fair values, they are validated and reviewed by experienced personnel at CK Environmental Capital Management LLC 
(see Note 11), independent of the area that created them.  Models are calibrated by back-testing to actual transactions to ensure that
the outputs are reliable.  Changes in assumptions will affect the reported fair value of financial instruments.   

Models use observable data, to the extent practicable.  However, areas such as credit risk (both own and counterparty), volatilities and
correlations require the Directors to make estimates.  Changes in assumptions about these factors could affect the reported fair value
of financial instruments.   
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4 Investment advisor, administration and custodian fees
Investment advisory fees
The Company is advised by EEA Fund Management Limited (‘the Investment Advisor’), an investment management company 
incorporated in the United Kingdom.  Under the terms of the original investment advisory agreement dated 14 April 2005 (as amended)
the Company appointed EPIC Specialist Investments Limited (EPIC) as investment advisor for the provision of investment advisory 
services to the Company. Further to a novation agreement between the Company, EEA Fund Management Limited and EPIC, EEA Fund
Management Limited is responsible for the provision of the investment advisory services.

The investment advisory agreement (as amended) is fixed for an initial period of 18 months and is terminable by either of the parties
giving not less than 12 months notice no earlier than the expiry of the initial 18 month period.  The agreement shall expire after 
7 years whereby the Company and the Investment Advisor can agree to rollover.

(a) Investment advisory fees
EEA Fund Management Limited receives an investment advisory fee payable quarterly in arrears at a rate of 1.5% per annum of the
gross asset value of the Company's investment portfolio (together with any applicable VAT).  The gross asset value excludes expenses
associated with the Company's placing and admission to AIM and excludes any provision for any liabilities including borrowings or 
the accrual of any fees or expenses.

Under this agreement, investment advisory fees for the period ended 30 June 2006 were £3,236,793, and £1,053,118 was accrued at
30 June 2006.

(b)  Performance fees
In addition to the investment advisory fees stated above, under the terms of the investment advisory agreement (as amended), EEA
Fund Management Limited receives a performance fee.  The performance fee is payable to EEA Fund Management Limited at a rate of
20% of the net profits per annum made by the Company in respect of the portfolio subject to an annual return of at least 10% being
achieved.

No performance fees are payable for the period ended 30 June 2006.

Administration fees
The Company has engaged the services of Northern Trust International Fund Administration Services (Isle of Man) Limited (formerly
Barings (Isle of Man) Limited) for the provision of administration, registration and secretarial services. Under the terms of the 
administration agreement dated 14 April 2005, Northern Trust International Fund Administration Services (Isle of Man) Limited 
receives a fee of 0.15% per annum of the net asset value of the Company, subject to a minimum fee of £30,000 per annum (together
with any applicable VAT) or pro-rata for any period less than one year.

On 2 May 2006 following the Company’s issue of its C shares (see Note 16) the Company entered into a revised administration 
agreement with Northern Trust International Fund Administration Services (Isle of Man) Limited for the provision of administration,
registration and secretarial services.  Under the terms of the revised administration agreement the Company and Northern Trust
International Fund Administration Services (Isle of Man) Limited agreed to a reduction in the administration fee to 0.10% per annum
of the combined net asset value of both the ordinary shares issued on 14 April 2005 and the C shares issued on 2 May 2006.  The
revised fee is subject to a minimum fee of £30,000 per annum (together with any applicable VAT) or pro-rata for any period less 
than one year.

The agreement is terminable inter alia by either of the parties giving not less than 6 months notice.

Administration fees for the period ended 30 June 2006 were £296,590, and £194,274 was accrued at 30 June 2006.

Custodian fees
The Company has engaged the services of The Royal Bank Of Scotland Trust Company (IOM) Limited (‘the Custodian’) for the provision
of custodian services.  Under the terms of the custodian agreement dated 20 April 2005, the Custodian receives transaction fees as set
out in the agreement subject to a minimum fee of £3,000 per quarter paid in arrears.

5 Directors' fees
Directors' fees amount to £105,460.

Group Company
£ £

Neil David Eckert 36,493 36,493
Robin Neil Siddall Bigland * 30,411 30,411
Malcolm John Gillies 5,232 5,232
Philip Peter Scales * 2,913 2,913
Nigel Harley Wood * 30,411 30,411

105,460 105,460

* Isle of Man resident directors

None of the Directors are entitled to any cash or non-cash benefits in kind, pensions, bonus or share scheme arrangements.
The Directors are related parties and further disclosure regarding transactions with Directors have been disclosed in Notes 22 and 23.

6 Auditors’ remuneration
During the period the Group (including its overseas subsidiaries) obtained the following services from the Group’s auditors and 
network firms: 

Group Company
£ £

Statutory audit - Isle of Man 80,849 80,849
Special audit -  Overseas 2,857 -
Non-audit services 121,794 121,794

205,500 202,643

Statutory audit
The Group’s auditors in the Isle of Man received £80,849 for the statutory audit of the Group.

Non-audit services 
These services relate to work performed by PricewaterhouseCoopers LLP in the UK in connection with the admission of the Company’s
ordinary and class C shares to the Alternative Investment Market. These costs are included within the Company’s transactions costs
associated with the placings  (see Note 16).

7 Financial assets and liabilities at fair value through profit or loss
7.1 Non-current financial assets at fair value through profit or loss

Group Company
£ £

Designated at fair value through profit or loss
- Unquoted equity securities 21,139,011 18,269,503
- Certified emission reduction receivables 3,236,674 3,236,674
Total non-current financial assets at 
fair value through profit or loss 24,375,685 21,506,177

The holding period of the Group’s unquoted equity securities is on average greater than one year. Accordingly the Directors have 
classified the Group’s unquoted equity securities as non-current.  It is not possible to identify with certainty investments which will be
sold within one year.
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7.2 Current financial assets at fair value through profit or loss

Group Company
£ £

Held for trading
Quoted equity securities held for trading
- Quoted equity securities held for trading 2,144,215 2,144,215
OTC instruments
- Long OTC RTC and SO2 instruments 792,979 -
Exchange traded commodities
- Quoted long CCX CFI’s 24,944 -
Derivatives
- Quoted short CCX SO2 futures 185,815 -
- OTC RTC put and call SO2 and NOx options 292,409 -

Total held for trading 3,440,362 2,144,215
Total current financial assets at fair value 
through profit or loss 3,440,362 2,144,215

7.3 Current financial liabilities at fair value through profit or loss

Group Company
£ £

Held for trading
OTC instruments
- Short OTC RTC and SO2 instruments (31,089) -
Derivatives
- OTC Put Options for SO2 instruments (27,736) -

Total held for trading (58,825) -

Total current financial liabilities at fair value 
through profit or loss (58,825) -

7.4 Gains/(losses) recognised in relation to financial assets and liabilities at fair value through profit or loss

Group Company
£ £

Realised (losses) / gains (555,696) 64,692
Unrealised gains 960,607 651,667
Total gains 404,911 716,359

8 Derivatives 
The Group holds the following derivative instruments.

(a) Futures
Futures are contractual obligations to buy or sell financial instruments on a future date at a specified price established in a quoted 
market.  The futures contracts are collateralised by cash or marketable securities; changes in the futures contracts’ value are settled
daily with the exchange.  

(b) Options
An option is a contractual arrangement under which the seller (writer) grants the purchaser (holder) the right, but not the obligation,
either to buy (a call option) or sell (a put option) at or by a set date or during a set period, a specific amount of securities or a financial
instrument at a predetermined price. The seller receives a premium from the purchaser in consideration for the assumption of future
securities price. Options held by the Group are both exchange-traded and over-the-counter. The Group is exposed to credit risk on 

purchased options only to the extent of their carrying amount, which is their fair value.

The notional amounts of certain types of financial instruments provide a basis for comparison with instruments recognised on 
the balance sheet, but they do not necessarily indicate the amounts of future cash flows involved or the current fair value of the 
instruments and do not therefore indicate the Group’s exposure to credit or market price risks. The derivative instruments become
favourable (assets) or unfavourable (liabilities) as a result of fluctuations in market interest rates or foreign exchange rates relative 
to their terms. The aggregate contractual or notional amount of derivative financial instruments on hand, the extent to which 
instruments are favourable or unfavourable and, thus the aggregate fair values of derivative financial assets and liabilities can fluctuate
significantly from time to time.

The Group’s derivative financial instruments are held by the Company’s subsidiary TEP Trading 2 Limited.  These are detailed below:

Contractual/notional amount Group Fair value
US$ £

Current Derivatives Contracts Assets
Quoted short CCX SO2 Futures 2,051,875 185,815
OTC RTC Put and Call SO2 and NOx Options 13,087,500 292,409

478,224

Contractual/notional amount Group Fair value
US$ £

Current Derivative Contracts Liabilities
OTC SO2 Short Put Options 3,750,000 (27,736)

(27,736)

9 Loans and receivables
The Group and the Company have entered into the following loans. 

Group Company
£ £

Loans to subsidiaries
TEP Asia Limited GBP 3,000,000 - 3,000,000
Kalasin Waste to 
Energy Co., Ltd. 31,500,000 Thai Baht - 446,368

- 3,446,368
Other loans and receivables 
Silk Roads, Ltd. US$ 600,000 324,403 324,403

324,403 3,770,771

TEP Asia Limited
On 9 May 2006 the Company entered into a loan with TEP Asia Limited in the amount of £3,000,000.  TEP Asia Limited used these
funds in order to purchase a 35% shareholding in Asia BioGas Co., Ltd.  The loan is unsecured, interest free and repayable on demand. 

Kalasin Waste to Energy Co., Ltd
On 30 November 2005 the Company entered into a loan agreement with Kalasin Waste to Energy Co., Ltd (‘Kalasin’) in the amount of
31,500,000 Thai Baht. The loan is secured and is to be repaid over an 8 year term at 3.125% of the loan principal amount repayable
quarterly.  Under the terms of the loan agreement interest shall accrue on the loan principal at a rate of 9% per annum.  Principal and
interest payments are due quarterly commencing 90 days from the first day on which Kalasin commences commercial operations as set
out in the agreement.  At 30 June 2006 Kalasin had not yet commenced commercial operations.

In addition to the loan above, under the terms of the agreement the Company agreed to make available to Kalasin an additional sum
of 5,000,000 Thai Baht if necessary. As security for the loan, Kalasin has assigned its rights and obligations under relevant project
agreements to the Company.  See Note 21.
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Silk Roads, Ltd
On 18 November 2005 the Company entered into a loan agreement with Silk Roads, Ltd. in the amount of US$600,000.  The loan is
unsecured and repayable on demand after 17 November 2007.  Under the terms of the loan agreement interest shall accrue on the
loan at a rate per annum equal to 6% of the outstanding amount of the loan and interest is repayable at the same time as repayment
(in whole or in part) of the loan. 

10 Property, plant and equipment

Group Project under construction Motor Vehicles Equipment Total
£ £ £ £

At cost
Acquisitions (Note 24) 143,060 - - 143,060
Exchange adjustments 4,537 - - 4,537
Additions 685,407 9,257 5,131 699,795
At 30 June 2006 833,004 9,257 5,131 847,392

Depreciation
Charge for the period - (1,015) (660) (1,675)
At 30 June 2006 - (1.015) (660) (1,675)

Net book value
At 30 June 2006 833,004 8,242 4,471 845,717

11 Investments in subsidiaries

% of nominal   
share capital

Nature of Country of and voting 
company Incorporation rights held Company

£
Clean Energy Asia Limited Dormant Isle of Man 100% 2
Trading Emissions (Isle of Man) Limited Dormant Isle of Man 100% 2
Kalasin Waste to Energy Co., Ltd Development stage company Thailand 75% 439,795
Trading Emissions Limited Investment holding company United Kingdom 100% 2
TEP Asia Limited Investment holding company Isle of Man 100% 2
TEP Trading 1 Limited Dormant Isle of Man 100% 2
TEP Trading 2 Limited Trading company Isle of Man 100% 5,666,100

6,105,905

Kalasin Waste to Energy Co., Ltd.
On 30 November 2005, the Group acquired 75% of the share capital of Kalasin Waste to Energy Co., Ltd (‘Kalasin’), a company 
incorporated and domiciled in Thailand.  Kalasin has commenced a project for a specific anaerobic digester energy plant for the 
conversion of waste products into biogas, electricity and by-products.  Kalasin was under construction during the period to 30 June
2006 and certain costs of construction have been capitalised and are disclosed in the Group’s balance sheet as ‘Property, plant and
equipment’.  Other than the Company’s investment in Kalasin it has also entered into a loan and facility agreement which includes 
the future purchase of 75% of the CER’s generated by Kalasin.  See Notes 10, 21 and 24.  

Trading Emissions Limited
The Company is a private company and was incorporated on 23 February 2005 in the United Kingdom. The share capital of the
Company comprises 1,000 ordinary shares of £1 each. At incorporation, one ordinary share was subscribed for, £nil paid, by the 
subscribers to the Memorandum of Association. 

Trading Emissions Limited entered into a number of ERPAs during the period to 30 June 2006. The Group intends to transfer the ERPAs
to Trading Emissions PLC once the Isle of Man has ratified the Kyoto Protocol as part of the United Kingdom.   

TEP Asia Limited
The Company is a private company and was incorporated on 15 March 2006 in the Isle of Man. The share capital of the Company
comprises 1,000 ordinary shares of £1 each. At incorporation, two ordinary shares were subscribed for, £nil paid, by the subscribers to
the Memorandum of Association. 

TEP Asia Limited is an investment vehicle through which the Company invested 35% in Asia BioGas Co., Ltd in Thailand.  To facilitate
this investment, the Company issued to TEP Asia Limited an unsecured, interest free demand loan in the amount of £3,000,000 (see
Note 9).   

TEP Trading 2 Limited 
The Company is a private company and was incorporated on 11 November 2005 in the Isle of Man. The share capital of the Company
is US$10,000,100 comprising 100 ordinary shares of US$1 each and 10,000 redeemable preference shares of US$0.01 issued at a price
of US$1,000 per share.  TEP Trading 2 Limited has used the funds to invest in a discretionary portfolio which trades in environmental
instruments including futures and options contracts in the United States of America.  On 29 December 2005 TEP Trading 2 Limited
appointed an investment manager, CK Environmental Capital Management LLC, to manage its discretionary portfolio.   

12 Cash and cash equivalents
For the purpose of the cash flow statements, cash and cash equivalents comprise the following balances with original maturity of less
than 90 days: 

Group Company
£ £

Cash at bank 5,084,196 963,405
Short-term bank deposits 267,858,058 269,838,458
US Treasury bill 09/14/2006 1,980,400 -

274,922,654 270,801,863

The US Treasury bill is held by a broker as margin collateral against the Group’s exchange traded futures account.
The effective interest rate of short-term bank deposits is 4.58% per annum. These deposits have an average maturity of 30 days.

13 Accrued income and prepaid expenses

Group Company
£ £

Non-current
Accrued dividend income 1,129,641 1,129,641
Accrued loan interest 11,679 11,679

1,141,320 1,141,320

Current
Accrued bank and loan interest 545,693 605,613
Prepayments 178,360 101,070

724,053 706,683
1,865,373 1,848,003
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14 Accrued expenses

Group Company
£ £

Accrued expenses (1,391,043) (1,391,053)
(1,391,043) (1,391,053)

15 Net asset value per share and earnings per share
The net asset value per share is calculated by dividing the net assets attributable to the ordinary shares and the C shares by the 
number of ordinary shares and C shares in issue respectively at 30 June 2006.

15.1 Net asset value per share

Ordinary shares
Net assets attributable to ordinary shareholders (£) 133,919,352
Ordinary shares in issue at 30 June 2006 (number) 135,000,000
Net asset value per ordinary share (in pence) 99.20p

C shares
Net assets attributable to C shares (£) 170,260,096
C shares in issue at 30 June 2006 (number) 175,000,000
Net asset value per C share (in pence) 97.29p

The net proceeds received from the Company’s ordinary share issue and C share issue are accounted for as two separate pools of
funds.  The C shares will convert into ordinary shares on such date as the Directors may decide on the basis of the conversion ratio set
out in the C share admission document, which will reflect the proportion of the Group’s net asset value attributable to each C share
compared with the fully diluted net asset value attributable to each ordinary share at the calculation date.  The Directors intend to 
trigger conversion of the C shares once 80 percent of the funds raised from the C share issue have been invested.  

15.2 Earnings per share
(a) Basic

The basic earnings per ordinary share and C share are calculated by dividing the profit attributable to the ordinary shareholders and the
profit attributable to the C shareholders by the weighted average number of ordinary shares and C shares in issue during the period.

Ordinary shares
Profit attributable to equity holders of the ordinary shares (£) 3,815,828
Weighted average number of ordinary shares in issue (number) 135,000,000
Basic earnings per ordinary share (in pence) 2.82p

C shares
Profit attributable to equity holders of the C shares (£) 684,084
Weighted average number of C shares in issue (number) 175,000,000
Basic earnings per C share (in pence) 0.39p

(b) Diluted
Diluted earnings per share is calculated by adjusting the weighted average number of ordinary shares and C shares outstanding to
assume conversion of all dilutive potential ordinary shares and C shares. The Company does not have any dilutive potential ordinary
shares or C shares and therefore diluted earnings per ordinary share and diluted earnings per C share are the same as the basic 
earnings per ordinary share and C share.

16 Share capital
The total number of authorised and issued ordinary shares and conversion shares (‘C shares’) of the Company at 30 June 2006 
together with their rights are explained below.

Authorised Number £
Ordinary shares of £0.01 par value 200,000,000 2,000,000
C shares of £0.01 par value 260,000,000 2,600,000

460,000,000 4,600,000

Issued and fully paid Number £
Ordinary shares of £0.01 par value 135,000,000 1,350,000
C shares of £0.01 par value 175,000,000 1,750,000

310,000,000 3,100,000

The Company was incorporated on 15 March 2005 with an authorised share capital of £2,000 divided into 2,000 ordinary shares of
£1 each.  At incorporation, two ordinary shares were subscribed for, nil paid, by the subscribers to the Memorandum of Association.

On 14 April 2005, following an extraordinary general meeting of the shareholders of the Company, the issued and un-issued ordinary
shares of the Company were sub-divided into 200,000 ordinary shares of £0.01 each.

On 14 April 2005, following an extraordinary general meeting of the shareholders of the Company, the authorised share capital of the
Company was increased from £2,000 to £2,000,000 divided into 200,000,000 ordinary shares of £0.01 each.

On 21 April 2005, the Company raised a gross amount of £135,000,000 following the admission of the Company’s ordinary shares to
trading on the Alternative Investment Market.  The Company placed 135,000,000 ordinary shares of £0.01 par value at a price of
£1.00 per share.  Related transaction costs amounting to £4,645,306 have been deducted from the proceeds.

Following an extraordinary general meeting on 28 April 2006 the Company’s authorised share capital was increased from £2,000,000
to £4,600,000 by the creation of 260,000,000 C shares of £0.01 each.

On 2 May 2006, the Company raised a gross amount of £175,000,000 following the admission of the Company’s C shares to trading
on the Alternative Investment Market.  The Company placed 175,000,000 C shares of £0.01 par value at a price of £1.00 per share.
Related transaction costs amounting to £5,423,989 have been deducted from the proceeds.

The C shares will convert into ordinary shares on such a date as the Directors may decide on the basis of the conversion ratio, which
will reflect the proportion of the Group’s net asset value attributable to each C share compared with the fully diluted net asset value
attributable to each existing ordinary share at the calculation date. The Directors intend to trigger conversion of the C shares once 80
per cent of the funds raised from the C share issue have been invested.

The net proceeds received from the Company’s ordinary share issue and C share issue are accounted for as two separate pools of
funds.  All issued shares are fully paid, and each share carries one vote.  The C shares have the same rights as the ordinary shares.

17 Share premium
The Company’s share premium has arisen on the issue of the Company’s ordinary shares and C shares and represents the difference
between the issue price of £1.00 per ordinary share and C share and the par value of £0.01 per ordinary share and C share.

Issue costs of £4,645,306 and £5,423,989 in connection with the ordinary share and C share issues, respectively, have been expensed
against share premium.

18 Reserves 
The following describes the nature and purpose of each reserve within shareholders' equity. 

Reserve               Description and purpose 
Share premium         Amount subscribed for share capital in excess of nominal value, less share issue costs
Retained earnings* Cumulative net gains and losses recognised in the consolidated and company income statements
Translation reserve    Gains and losses arising on retranslating the net assets of overseas operations into sterling

* Reserve is distributable.
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19 Financial risk management
The Group’s activities expose it to a variety of financial risks: market price risk, interest rate risk, credit risk, and liquidity risk. The
Group’s overall risk management programme focuses on the unpredictability of financial markets and seeks to minimise potential
adverse effects on the Group’s financial performance.  

The risk management policies employed by the Group to manage these risks, which are regularly reviewed by the Group’s directors 
are discussed below. 

19.1 Market price risk
The Group is exposed to equity security price risk as it invests in quoted and unquoted equity securities which are classified on the 
balance sheet as financial assets at fair value through profit or loss. The Group also trades in financial instruments, taking positions 
in traded and OTC instruments, including derivatives, to take advantage of short-term market movements in the emission markets.
The Group may therefore buy or sell call or put options and financial futures. It may do so on a covered or uncovered basis.  

The Group’s investment securities including derivative financial instruments are susceptible to market price risk arising from uncertainties
about future prices of these securities and instruments. The Group’s overall market positions are monitored on a daily basis by the
Group’s investment adviser and are reviewed on a quarterly basis by the Directors.  

19.2 Interest rate risk
The majority of the Group’s financial assets are interest bearing.  As a result, the Group is subject to significant amounts of risk due to 
fluctuations in the prevailing levels of market interest rates on its financial position and cash flows. The Group’s exposure to market risk 
for changes in interest rates relates primarily to the Group’s investment portfolio. The Group does not use derivative financial instruments
to hedge its interest rate risk on its investment portfolio.  The returns on the Group’s investments in both money market funds and cash
deposits are linked to short–term deposit rates and are therefore linked closely to bank base rate changes.  For the purposes of the 
disclosure below this has been treated as variable rate.  Certain financial assets at fair value through profit or loss contain fixed interest
rates, and therefore changes in the base rate will not affect interest receivable from these assets. There are no interest bearing liabilities.

The table below summaries the Group’s exposure to interest rate risk. It includes the Group’s assets and liabilities at fair value, 
categorised by the earlier of contractual re-pricing or maturity dates.

Non- interest 
Up to 1 year 1-5 years bearing Total

At 30 June 2006 £ £ £ £
Assets
Property, plant and equipment - - 845,717 845,717
Financial assets at fair value through profit or loss - 14,853,819 12,962,228 27,816,047
Loans and receivables - 324,403 - 324,403
Accrued income and prepayments - - 1,865,373 1,865,373
Cash and cash equivalents 274,922,654 - - 274,922,654
Total assets 274,922,654 15,178,222 15,673,318 305,774,194

Liabilities
Accrued expenses - - (1,391,043) (1,391,043)
Financial liabilities at fair value through profit or loss - - (58,825) (58,825)
Total liabilities - - (1,449,868) (1,449,868)
Net assets 274,922,654 15,178,222 14,223,450 304,324,326

The table below summarises average effective interest rates for monetary financial instruments.

% per annum
At 30 June 2006 GBP THB USD
Assets
Financial assets at fair value through profit or loss 12.00 - 8.00
Loans and receivables - 9.00 6.00
Cash and cash equivalents 4.58 - 5.20

19.3 Credit risk
The Group takes on exposure to credit risk, which is the risk that a counterparty will be unable to pay amounts in full when due.
Impairment provisions are provided for losses that have been incurred by the balance sheet date, if any.

All transactions in listed and quoted securities are settled/paid for upon delivery using approved brokers.  The risk of default is 
considered minimal, as delivery of securities sold is only made once the broker has received payment.  Payment is made on a purchase
once the securities have been received by the broker.  The trade will fail if either party fails to meet their obligation.

19.4 Liquidity risk 

Prudent liquidity risk management implies maintaining sufficient cash and marketable securities, the availability of funding through 
an adequate amount of committed credit facilities and the ability to close out market positions and meet financial commitments.  
The Group’s investments comprise quoted and unquoted investments, loans and receivables and derivative financial instruments.  

The Group’s derivative contracts include contracts traded over the counter, which are not traded in any organised public market and
may be illiquid.  As a result the Group may not be able to liquidate quickly its investments in these instruments at an amount close t
o their fair value or to respond to specific events such as deterioration in the creditworthiness of any particular issuer. 

There are no ready markets for the unquoted investments and as such, these investments may not be readily realisable. The Group
maintains the majority of its assets in cash and cash equivalents in order to meet its future financial commitments. At 30 June 2006
the Group had cash and cash equivalents of £274,922,654. 

19.5 Currency risk
The Group holds assets denominated in currencies other than the British pounds, the functional currency.  The Group is therefore
exposed to currency risk, as the value of its assets and liabilities denominated in other currencies will fluctuate due to changes in
exchange rates.  Certain investments are denominated in United States Dollars, Euros and Thai Baht. The Group has not entered into
any currency hedging transactions.

The table below summaries the Group’s exposure to currency risks.

Denominated currency
At 30 June 2006 GBP US$ THB Total
(all expressed in £)
Assets
Project under construction - - 845,717 845,717
Financial assets at fair value through profit or loss 18,791,699 6,154,840 2,869,508 27,816,047
Loans and receivables - 324,403 - 324,403
Accrued income and prepayments 1,685,667 169,078 10,628 1,865,373
Cash and cash equivalents 270,584,205 4,168,881 169,568 274,922,654
Total assets 291,061,571 10,817,202 3,895,421 305,774,194

Liabilities
Accrued expenses (1,391,043) - - (1,391,043)
Financial liabilities at fair value through profit or loss - (58,825) - (58,825)
Total liabilities (1,391,043) (58,825) - (1,449,868

Total net assets 289,670,528 10,758,377 3,895,421 304,324,326

The US Dollar and Thai Baht exchange rate at 30 June 2006 was $1.8495 and THB 70.5696 to one British pound respectively.

19.6   Fair value estimation
The fair value of accrued income and prepayments, cash and cash equivalents and accrued expenses are assumed to approximate their
book values.
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20 Contingencies
The Group participated in the first Tranche of the Umbrella Carbon Facility managed by the World Bank in December 2005 to acquire
CERs up to December 2013.  The transaction was completed in August 2006. The Company has arranged a fully pledged bank 
guarantee of C68,109,848 in favour of the World Bank to secure the transaction in August 2006. The Directors do not expect any 
losses to arise from the guarantee the Group has entered into.

21 Commitments
21.1 Loan commitments

Loan facility to Kalasin Waste to Energy Co., Ltd.  (“Kalasin”)
The Company entered into a loan agreement with Kalasin on 30 November 2005 whereby the Company agreed to provide a credit
facility of 36,500,000 Thai Baht for the construction and commissioning of the project in Kalasin.  The sum of 31,500,000 Thai Baht
has been drawn down (see Note 9).  The balance of 5,000,000 Thai Baht loan facility which was made available to cover construction
cost overruns cannot be drawn down after the project commissioning when Kalasin shall be self-financing.  It is expected that the
5,000,000 Thai Baht loan facility will remain available to Kalasin until 31 December 2006.

Loan facility to Asia BioGas Company Limited
The Company entered into a project development agreement with Silk Roads Limited and its associates on 31 March 2006.  As part 
of the transaction the Company has committed to provide finance up to US$60 million to Asia BioGas Company Limited to develop
renewable energy projects in Asia.  To facilitate the investment, the Company will grant a further loan to TEP Asia Limited and its
investments.  

21.2 Contractual Commitments
The Group has entered into a number of long term ERPAs to purchase Certified Emission Reductions (CERs) produced from various
projects.  As of 30 June 2006, the maximum quantity contracted for by the Group amounted to 2.6 million CERs.  

The fair value of the ERPAs included within financial assets at fair value through profit or loss at 30 June 2006 is £nil.  Details of the
Group's CER commitments, which are payable in Euros over the next 7 years are as follows: 

Group
Financial period/year ending 30 June £
2006 204,373
2007 216,965
2008 1,292,984
2009 1,622,809
2010 1,750,747
2011 1,880,517
2012 2,012,556
2013 2,078,058
Total 11,059,009

22 Directors’ interests
The following Directors had interests in the shares of the Company as at 30 June 2006.

C shares Ordinary shares 
N D Eckert 750,000 1,000,000
M J Gillies 25000 -

None of the other Directors had any interest in the shares of the Company at any time during the period ended 30 June 2006.
The Directors, who are Manx residents, are prohibited from having any interest in the shares of the Company under the provisions 
of the Income Tax (Exempt Companies) Act 1984.

23 Related-party transactions
Parties are considered to be related if one party has the ability to control the other party or to exercise significant influence over the
other party in making financial or operational decisions.  

The following have been identified as related parties:

23.1 Investment advisor
The Company is managed by EEA Fund Management Limited, an investment management company incorporated in the United
Kingdom. The investment advisor receives an advisory and performance fee under the terms of the investment advisory agreement.  
A summary of the terms of the agreement together with the amount of fees paid in the period ended 30 June 2006 and the amount
due to the investment advisor at 30 June 2006 are included in Note 4. 

Certain employees of the investment advisor hold director positions on a number of the Company’s subsidiaries and equity investments
as follows:

Simon Shaw is a director of Kalasin Waste to Energy Co., Ltd, Sun Biofuels Limited, Carbon Capital Markets Limited, and Asia BioGas
Company Limited;

Justin Guest is a director of TEP Asia Limited, Clean Energy Asia Limited, Kalasin Waste to Energy Co., Ltd, Sun Biofuels Limited and
Asia Biogas Company Limited; and

Des Godson is a director of Kalasin Waste to Energy Co., Ltd.

23.2 Directors
The directors of the Company received fees during the period as set out in Note 5.  Directors’ interests in the ordinary shares and 
C shares of the Company are set out in Note 22.  

Neil Eckert, the Chairman of the Company also serves as Chairman of Econergy International PLC, the holding company of Econergy
International Corporation.  The Group holds ordinary shares in Econergy International PLC with a value of £2,144,215 at 30 June 2006.
During the period the Company entered into an agreement with Econergy International Corporation whereby the Company provided
Econergy International Corporation with a US$4 million loan repayable in Certified Emission Reductions.  The fair value of this 
agreement was £3,236,674 at 30 June 2006.  During the period ended 30 June 2006 under the terms of this agreement the Company
provided services to Econergy International Corporation in connection with the admission of its holding company’s shares to the London
AIM.  As consideration for these services the Company received £486,464 (US$800,000) of Econergy International PLC’s ordinary shares
which have been recoded in the income statement as ‘Other income’, and were a non-cash transaction during the period.

Neil Eckert is also a director of Environmental Credit Corporation.  The Group holds investments in Environment Credit Corporation
with a fair value of £1,622,019 at 30 June 2006. 

For the period to 29 December 2005, Neil Eckert had an interest in arrangements between the Company and EPIC Specialist
Investments Limited (EPIC) under the Investment Advisory Agreement by virtue of his being an executive director of Brit Insurance
Holdings PLC. Brit Insurance PLC owns forty per cent of the entire issued share capital of EPIC.  On 29 December 2005, a novation
agreement was entered into between the Company, EPIC, and the Investment Advisor whereby the Investment Advisor undertakes to
perform the obligations of EPIC under the Investment Advisory Agreement. For details of Investment Advisory fees paid in the period
ended 30 June 2006 and amounts payable at 30 June 2006 see Note 4.

Mr Philip Scales, a director and Secretary of the Company was also a director of the Company’s administrator and registrar during the 
period to 31 December 2005.  Administration fees amounting to £296,590 were payable to the administrator during the financial period.

The Company has intercompany loans with its subsidiaries and details can be found in Note 9.  Interest income and accrued interest
on the Company’s loan to Kalasin at 30 June 2006 was £11,679.
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24 Business combinations
On 30 November 2005, the Company acquired 75% of the share capital of Kalasin Waste to Energy Co., Ltd (‘Kalasin’), a company
incorporated and domiciled in Thailand. Under the terms of the purchase agreement the Company contributed £439,795 of cash for
its 75% shareholding in Kalasin.  The fair value of the consideration paid by the Company was equal to the fair value of the assets
acquired and as such no goodwill arose.  Under the terms of the same agreement the minority interests contributed cash and property,
plant & equipment with a fair value £146,598. 

The contribution of £143,060 of property, plant and equipment has been treated as a non-cash item for the purposes of the 
consolidated cash flow statement.

Kalasin has commenced a project for a specific anaerobic digester energy plant for the conversion of agricultural waste into biogas and
electricity.  Kalasin was under construction during the period to 30 June 2006 and certain costs of construction have been capitalised
and are disclosed in Note 10.  Kalasin did not contribute any revenues during the period and contributed a net loss of £13,325 to the
Group for the period from 30 November 2005 (date of acquisition) to 30 June 2006.

Under the terms of the purchase agreement the Company was assigned 75% of the Certified Emission Reductions (CERs) and related
emissions reduction instruments arising from the project of Kalasin.  The Company has provided Kalasin with an investment and a loan
in respect of the project anticipated to lead to the origination of these CERs, see Notes 9 and 11.

25 Post balance sheet events
The Group participated in the first Tranche of the Umbrella Carbon Facility managed by the World Bank in December 2005 to acquire
CERs up to December 2013.  The transaction was completed in August 2006.  The Company has arranged a fully pledged bank 
guarantee of C68,109,848 in favour of the World Bank to secure the transaction.  

Subsequent to 30 June 2006, the Group has further entered into EPRAs for the acquisition of 1.5 million CERs.

26 Portfolio Statement as at 30 June 2006

At Fair Value At Fair Value
Holding Currency Group Company

£ £
Financial assets at fair value through profit or loss
Unquoted securities
Carbon Capital Markets Limited - Ordinary Shares 6,667 GBP 1,000,000 1,000,000

Carbon Capital Markets Limited - Preference Shares 10,000,000 GBP 10,000,000 10,000,000

Environmental Credit Corporation - Ordinary Shares 9,009,009 USD 4,874 4,874

Environmental Credit Corporation - Preference Shares 2,990,991 USD 1,617,145 1,617,145

Sun Biofuels Limited - ‘B’ Ordinary Shares 3,081,346 GBP 5,647,484 5,647,484

Asia Biogas Company Limited - Ordinary Shares 20,250,000 THB 2,869,508 -

21,139,011 18,269,503

CER Receivables
Certified Emission Reduction Receivables - CERs 1,103,000 USD 3,236,674 3,236,674

Quoted securities
Econergy International PLC - Ordinary Shares 2,305,608 GBP 2,144,215 2,144,215

OTC purchase agreements 
Long RTC & SO2 Instruments 2,366 USD 792,979 -

Short RTC & SO2 Instruments 25,000 USD (31,089) -

Exchange traded commodities
Quoted long CCX CFI’s 101 USD 24,944 -

Derivatives
Derivatives at Fair Value - CCX SO2 Futures USD 185,815 -

Derivatives at Fair Value - OTC RTC Put and Call Options USD 292,409 -

Derivatives at Fair Value - OTC SO2 Put Options USD (27,736) -

Total Investments 27,757,222 23,650,392
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Directors Neil David Eckert (Chairman)

Robin Neil Siddall Bigland 

Malcolm John Gillies 

Philip Peter Scales 

Nigel Harley Wood 

Secretary Philip Peter Scales

Administrator, Northern Trust International Fund 

Registrar and Administration Services (Isle of Man) Limited 

Registered office St James’s Chambers

Athol Street

Douglas

Isle of Man IM1 1JE

Nominated Advisor Cenkos Securities

6,7,8 Tokenhouse Yard

London  EC2R 7AS

Joint Brokers Numis Securities Limited

Cheapside House

138 Cheapside

London EC2V 6LH

Cenkos Securities

6,7,8 Tokenhouse Yard

London  EC2R 7AS

Crest Provider Computershare Investor Services 

(Channel Islands) Limited

Ordinance House

31 Pier Road

St Helier 

Jersey JE4 8PW

Investment Advisor EEA Fund Management Limited

22 Billiter Street

London EC3M 2RY

Solicitors to the Taylor Wessing

Company Carmelite

50 Victoria Embankment

London EC2V 6LH

Custodian The Royal Bank Of Scotland 

Trust Company (IOM) Limited

Royal Bank House

2 Victoria Street

Douglas 

Isle of Man IM99 1NJ

Independent Auditors PricewaterhouseCoopers 

to the Company Sixty Circular Road

Douglas

Isle of Man IM1 1SA

Banker The Royal Bank of Scotland 

International Limited

Royal Bank House

2 Victoria Street

Douglas 

Isle of Man IM99 1NJ

Notice is hereby given that the first Annual General Meeting of Trading Emissions PLC will be held:

at St James’s Chambers, Athol Street, Douglas, Isle of Man IM1 1JE

on Friday 10 Novemebr 2006 at 10.00am for the purpose of dealing with the following ordinary 

business:

Resolution 1 Considering and, if thought fit, adopting the audited accounts of the Company for the year ended 

30 June 2006, together with the Directors’ and Auditor’s reports thereon.

Resolution 2 To approve the payment of Directors’ fees for the year ended 30 June 2006.

Resolution 3 To reappoint the auditors and authorise the Directors to determine their remuneration.

Resolution 4 To re-elect Mr M J Gillies as a Director.

By order of the Board

Philip Scales

Company Secretary

6 October 2006

Notes A Member entitled to attend and vote at this Meeting may appoint one or more proxies to attend and, on a poll,

vote in his stead.  The proxy need not be a Member of the Company. Forms of proxy must reach the office of the

Registrars at least forty-eight hours before the Meeting.

A form of proxy is provided with the Annual Report. Completion of the form of proxy will not prevent a Member 

from attending the Meeting and voting in person.

Contracts of service are not entered into with the Directors, who hold office in accordance with the Articles of Association.


