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EQUITY PRE-IPO INVESTMENTS LIMITED

Martello Court, Admiral Park, St. Peter Port, Guernsey GY1 3HB

DIRECTORS’ REPORT

We are delighted to present this first annual report to shareholders since the Company’s
admission to trading on AIM. The following pages show the financial performance of the
Company from the 1 January 2005 to 31 December 2005. We have also included some
unaudited information for the period from the 31 December 2005 to 15 February 2006 in order
to ensure that shareholders are provided with as up to date information as is practical.

Net Asset Value

We have set out in the table below the progression of our Net Asset Value ("NAV”) per share
since 1 January 2005. It should be noted that Equity Pre-IPO Investments Limited (the
“Company” or “Pre IPQ”") achieved its flotation on 24 February 2005 and that this was the time
that material funds were available to the Company for investments. The NAV per share on the
1 January 2005 was 14.46 pence per share and by the 30 June 2005, the date of our interim
results, the NAV had risen to 28.13 pence per share. The NAV had risen to 39.69 pence per
share by 30 September 2005 and on the 31 December 2005 the NAV stood at 44.19 pence per
share. We are delighted to report that this growth in the NAV of Pre IPO has continued since
the year end. As of 15 February 2006 the net asset value was 44.92 pence per share,
representing an increase of approximately 211% for the period from 1 January 2005 to 15

February 2006.

Date 1January 31 March 30 June 30 September 31 December 15 February

2005 2005 2005 2005 2005 2006
(audited)  (unaudited)  (unaudited) (unaudited) (audited) (unaudited)
NAV 14.46 p 2814 p 28.13p 39.69 p 4419 p 44.92p
Fund Raising ‘

Our first material fundraising occurred at the time of our admission to trading on AIM in
February 2005 when £2.5 million (gross) was raised. In addition we successfully completed an
additional fundraising of approximately £1.45 million (gross) at 42 pence per share, the details
of which were announced on 2 September 2005.

We also have an option agreement with Danemead Limited (‘Danemead”) under which it must
procure the subscription of a total of £4.0 million for the issue of new shares in Pre IPO, with
half the total due to be procured during the period 24 October 2005 to 23 November 2005 and
the remaining half during the period 24 April 2006 to 23 May 2006. We expected that the funds
raised at the time of Admission together with the option agreement with Danemead and the
placing which we undertook in September 2005 would provide sufficient cash resources for Pre
IPO on an on-going basis. However, the Directors have been very aware that, with the
Company's share price being below the price at which the Company raised its funds in
September 2005, (42 pence per share), it would be highly dilutive to our shareholders for the
first part of the option to have been exercised. We therefore decided that it was in the best
interests of our existing shareholders not to exercise this first option. We will continue to
monitor the situation with regards to the exercise of the second part of the option. However, we
are determined that we will not overly dilute our existing shareholders.
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A consequence of us not exercising the first half of the Danemead option is that we are
operating with £2 million of assets less than anticipated. This has resulted in the cash
balances held by Pre IPO being very low, and, in general, we can only make investments when
divestments have occurred. Therefore, our cost base as a percentage of assets managed is
relatively high. We have constantly sought ways to reduce the costs of Pre IPO but believe
that those costs that are incurred are necessary for the proper operation of an AlM-traded
investment company.

Investment Strategy

Pre IPQ’s stated investment strategy is to achieve capital growth for shareholders through the
purchase, holding and sale of minority stakes in other companies. We intend to invest only in
companies which are currently unquoted but where we believe that it will achieve a flotation on
a Recognised Investments Exchange or Exchange Regulated Market in Europe up to eighteen
months from the time of investment by the Company. Potential investments are evaluated from
a wide variety of industry sectors which are based upon the recommendations of a separate
Investment Advisory Panel (“IAP").

The IAP will normally prepare a written report for the Board on the proposed investee company
together with its recommendations. It will base its recommendations upon its investment
policy, which has been approved by the Board. This investment policy sets out a number of
key factors which are taken into account, including:

e The size of the investment in relation to Pre IPO’s assets;

o Whether or not the investment cost appears to be at a discount to the actual or
potential valuation of the investee company;

e Whether or not there is a proven management team in place or available for
the investee company;

e lts opinion of the investee company’s financial and other resources, future
trading prospects, visibility of eamings, cash flow forecasts and ongoing
working capital requirements;;

o Whether or not it considers that there are satisfactory prospects for the
investee company to achieve a quotation within a reasonable time frame;

o Whether or not it considers that there are satisfactory prospects for Pre IPO to
exit the investment once a flotation has been achieved.

We stated at the time our interim accounts were published on 27 September 2005 that we had
successfully invested and exited from two investments. We are delighted to be able to report
that since this time a further two investments from the portfolio have floated. We have partially
exited from one of these and expect to fully exit from both in the coming months. The funds
received from the divestment of investments have been re-invested into other companies very
quickly. Our cash as at 31 December 2005 was £101,668 which has increased to £142,822 by
15 February 2006. These levels of cash have been usual for Pre IPO during the second half of
2005 and are a direct consequence of us not exercising the Danemead option, as has been
discussed in Fund Raising above.
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As of 15 February 2006 we have a portfolio of 9 investments of which 3 are quoted and 6
unquoted. Three of our unquoted investments are valued at cost and the other three unquoted
investments have been re-valued to the value of their latest third party funding. All three of
these re-valuations are at a premium to the valuation we invested at. (Our quoted investments
are valued at the mid-market closing price.) We have targeted the complete exit from at least
two of our quoted companies and the flotation of at least 3 of our unquoted companies for this
year. Achieving this will enable us to make a number of further new investments during the

course of 2006.

In order to provide further information about the style of investment that we make we have set
out below further information about our latest investment.

Pinnacle Plus Limited (“Pinnacle”) has developed a specialised vehicle fleet management and
information system that has been proven to significantly improve operational efficiency, safety
and security for motorised airport ground support equipment. Pinnacle has won long term
contracts from KLM, Air France, Martinair and Menzies. Further significant long term contracts
are under negotiation. Pre IPO has become the “cornerstone investor” and has now invested
{or syndicated the investment) in excess of £1 million. Follow on funding has also been agreed
with Pinnacle, with some of the additional funds coming from Pre IPO and the remainder
invested from the network of contacts that Pre IPO has developed. We have nominated a
director to the board of Pinnacle and are now working with the company to ensure that an
appropriate funding structure is in place and that a successful flotation of Pinnacle can be
achieved during 2006.

In our Investment Update announcement of 10 June 2005 we discussed our analysis of the
textile and fashion industry and the opportunities that we believe have come about from
structural changes within it. We stated at the time that we expected to provide further
information about these efforts in the very near future. Whilst we continue to believe that there
is considerable opportunity for investment in this sector we have been unable to negotiate a
satisfactory investment in the sector. We will continue to monitor the sector and to remain in
contact with those companies with whom we have been in discussions but we do not expect
any further progress on this in the very near future.

Share Price

We successfully completed a placing and an introduction to trading on AIM, with trading in the
Company’s shares commencing on 24 February 2005. The share price has however suffered
during 2005, reaching a low of 35 pence per share. There has been some recovery of the
share price but it has been disappointing, particularly given the progress achieved during the
year. We are working to promote Pre IPO to a wider part of the investment community in the
expectation that the share price tracks more closely the progress we make in the NAV.,

Outlook

The Directors believe that Pre IPO has made good progress in the increase of our NAV and
hope that the share price will start to reflect this. We continue to review a wide range of
potential investments and are confident that those investments we have made will be exited in
a profitable and timely manner. We therefore remain optimistic about the future.
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Directors and their interests

The Directors of the Company during the year were:

Martin Shires BSc (Econ), ACA, TEP

Paul Matthew Schreibke BSocSc, CTA, TEP

Jonathan David Freeman BA (Hons) MBA

lan Geoffrey Clarke (alternate director for Paul Matthew Schreibke)
James Grant Howitt (alternate director for Martin Shires)

None of the Directors who held office at the end of the financial year had any interest in the
share capital, loan capital or share options of the Company, nor does any person connected
with the Directors have any such interests, whether beneficial or non-beneficial.

Substantial shareholdings

At 31 December 2005, the issued share capital of the Cbmpany was 13,237,235 ordinary
shares of 1 pence each and the following shareholders were listed in the shareholder register
as holding 3% or more of the Company'’s share capital:

Number of Percentage of
ordinary shares issued ordinary
share capital
C J Crabtree 1,091,460 8.2%
E*Trade Securities 3,022,535 22.8%
HSBC Global Custody Nominee (UK) Ltd alc 0
241820 1,067,500 8.1%
HSBC Global Custody Nominee (UK) Ltd alc o
813259 867,391 6.6%
Pershing Keen Nominees Ltd 478,000 3.6%
Shepherd Investments Ltd 468,000 3.5%
Vidacos Nominees Ltd 2,875,000 21.7%

Corporate Governance

The Company continues to give careful consideration to the principles of corporate governance
to ensure that it complies with current UK corporate governance requirements to the extent to
which the Directors consider these to be appropriate for a company of its size and taking into
account its wish to conserve cash for investments.

The Board meets regularly and has ultimate responsibility for the management of the
Company. It also meets to review the remuneration of directors, the Investment Advisory Panel
and consultants.
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Relationship with shareholders

The Directors seek to build a mutual understanding of objectives between the Company and its
shareholders. The Company reports formally to shareholders in its interim and annual reports
setting out details of its activities. In addition, the Company keeps shareholders informed of
events and progress during the year through the issue of press releases. The Directors meet
with institutional shareholders following interim and final results. The Company also maintains
investor relations pages on its website (www.equitypreipo.com).

Where possible the Annual Report is sent to shareholders at least 20 working days before the
Annual General Meeting. Directors are required to attend Annual General Meetings of the
Company unless unable to do so for personal reasons or due to pressing commercial
commitments. Shareholders are given the opportunity to vote on each separate issue. The
Company counts all proxy votes and will indicate the level of proxies lodged on each resolution,

after it has been dealt with by a show of hands.

Results and Dividends

The results of the Company for the year are set out on pages 11-19. No dividends have been
paid or are proposed.

Directors’ responsibilities

Company law requires the Directors to prepare financial statements for each financial period
which give a true and fair view of the state of affairs of the Company and of the profit or loss of
the Company 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;

o state whether applicable accounting standards have been followed, subject to any
material departures disclosed and explained in the financial statements; and

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

The Directors are responsible for keeping proper accounting records which disclose with
reasonable accuracy at any time the financial position of the Company and to enable them to
ensure that the financial statements have been properly prepared in accordance with the
Companies {Guernsey) Law, 1994. In addition the Directors are responsible for ensuring that
the annual report includes information required by the AIM Rules. They are also responsible
for safeguarding the assets of the Company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.
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Financial statements are published on the Company's website. The maintenance and integrity
of the Company’s website is the responsibility of the Directors. The Directors’ responsibility
also extends to the ongoing integrity of the financial statements contained therein.

Auditors

A resolution to reappoint BDO Novus Limited (previously BDO Guernsey Limited) as auditors
will be proposed at the next Annual General Meeting.

Directors Remuneration

The emoluments of the individual Directors for the period were as follows:

Director Salary or Fees
M Shires -

P M Schreibke -

J D Freeman (non executive) £16,666

The Company entered into a services agreement with BGL Reads Fund Management Limited,
now called MPR Fund Management Limited, which included the provision of the services of M
Shires and P M Schreibke as executive Directors on a time-cost basis. The non-executive
Directors fees are governed by Article 99 of the Articles of Association of the Company.

The above fees do not include reimbursed expenditure.

Martin Shires
Paul Schreibke AT .

Jonathan Freeman

A March 2006
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF EQUITY
PRE-IPO INVESTMENTS LIMITED

We have audited the financial statements of Equity Pre-IPO Investments Limited for the year ended 31
December 2005 which are set out on pages 11 to 19. These financial statements have been prepared
under the historical cost convention as modified by the revaluation of investments and in accordance

with the accounting policies set out on page 14.

This report is made solely to the company's members, as a body, in accordance with Section 64 of the
Companies (Guernsey) Law, 1994, Our audit work is undertaken so that we might state to the
company's members those matters we are required to state to them in an auditors’ report and for no
other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the company and the company's members as a body, for our audit work, for this
report, or for the opinions we have formed.

Respective responsibilities of the directors and auditors

As described in the Statement of Directors’ Responsibilities within the Directors’ Report the company's
directors are responsible for the preparation of the financial statements in accordance with applicable
law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practice).

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland).

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 Companies (Guernsey) Law 1994. 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 is not disclosed.

We read the other information included in the Annual Report, and consider whether it is consistent with
the audited financial statements. This other information comprises only the Directors’ Report. We
consider the implications for our report if we become aware of any apparent misstatements within it.
Our responsibilities do not extend to any other information.

Basis of 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 judgements made by the directors in the preparation of the financial
statements, and of whether the accounting policies are appropriate to the 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.
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Opinion
In our opinion the financial statements:

e give a true and fair view, in accordance with United Kingdom Generally Accepted
Accounting Practice, of the state of the company's affairs as at 31 December 2005 and of its
net return for the year ended 31 December 2005; and

o  have been properly prepared in accordance with the Companies (Guernsey) Law, 1994,

BDO Novus Limited BYo Navus lustod

CHARTERED ACCOUNTANTS
Elizabeth House

St Peter Port

Guernsey.
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