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The share price declined 9.7% in October while the net
asset value fell by a further 10.2%. In Sterling terms
the MSCI World Index fell 10.7%, the MSCI Japan Index
declined 6.1% and the MSCI Asia ex Japan Index
dropped 16.3%.

Unavoidable

The can of worms opened as a consequence of the
Lehman Brothers bankruptcy in mid September is clear
for all to see. Perhaps the bankruptcy was inevitable,
perhaps the firm could not have been “managed” back
to health over a number of years but one thing is sure -
there will be a place in the history books for the firm.
Within one month of filing for bankruptcy vast swathes
of the western banking system have effectively ended
up in Government hands as market participants reacted
immediately, and rationally, by hoarding liquidity and
not lending to each other. Only a few institutions had
sufficient liquidity (and reputation among depositors) to
cope with the severity of deleveraging required and
even these may have failed had Governments and
central banks not belatedly rushed to the rescue of the
entire system.
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The chart above depicts the credit losses and capital
raised by region since July 2007. According to the
Bloomberg data a total of US$250bn of capital was
raised, or committed, last month in the Americas and
Europe. Capital raising in Japan is inevitable following
the damage to capital ratios inflicted by the decline in
the equity market but the chart highlights where the
real credit problems lie — the West.

The somewhat naive view that Asian markets could tip
toe round this western credit implosion has been very
wrong. Economic growth is slowing rapidly around the
region with obvious consequences for overall
profitability. Specific problems at CITIC (unauthorised
forex) and Bakrie Brothers (leverage) will not prove
unique but we cling to the belief that the corporate
sector in general is in pretty good shape.
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Investment Objective To achieve long-term capital
growth from a  managed
international portfolio of
securities. The preservation of
capital will be of primary
importance to the investment
objective.

One per cent of the market
capitalisation of the Company
annually.

Management Fee

Performance Fee 10% of any gain in the market
capitalisation of the company
that exceeds the 10%
performance hurdle annually.

Financial Year 31% March

Net Asset Value Calculated weekly on Friday's
closing prices and published the
following Monday or Tuesday.

Evidence of forced selling across regional markets was
widespread during October and individual stocks
recorded quite extraordinary declines. A whiff of
leverage, hint of maritime activity or small cap status
was sufficient to warrant immediate execution. With
large hedge funds continuing to suspend withdrawals on
a daily basis it is too early to suggest that the current
process of deleveraging has run its course but we can
only hope that process of liquidating equity positions (a
ready source of cash in comparison to many other
assets) is reasonably well advanced.
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We expect to continue to operate in an oscillating
environment of forced selling and scare stories
interspersed with short, sharp rallies. There appears to
be many an investor who can neither distinguish
between an AHTS and a Capesize, nor a casino and a
lottery nor indeed the merits of long term financing
compared to short term debt. A consequence of this is
that there has been a severe mispricing of assets

especially in the small to mid cap area of the market.

Liquidity was increased in early September to 22% and
the further declines in equity markets have resulted in
liquidity levels rising to 27%.
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The western world is in recession and Asia's smaller,
“satellite” economies are slowing rapidly. The key is
China - will fiscal and monetary stimulation prove
sufficient to offset the impact of collapsing external
demand? It has not paid to underestimate the ability of
the authorities during past slowdowns but there is little
doubt that growth will slow rapidly in 2009. What is
highly probable is that valuations around the region
recently touched rock bottom. Liquidity levels are

unlikely to increase from here.
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Currency Exposure Asset Type Direct Equity by Country Equity by Sector
US Dollar 30.8% Listed Equities 43.8% Japan 12.1% Financials 15.3%
Japanese Yen 13.4% Absolute Return Vehicles 24.7% Hong Kong 6.6% Materials 6.7%
Sterling 12.7% Sovereign Bonds 0.0% Singapore 6.4% Information Technology 5.0%
Taiwan Dollar 10.2% Gold Bullion 0.0% Thailand 6.0% Health Care 4.8%
Euro 7.0% Unlisted Equities 4.9% Taiwan 5.9% Consumer Discretionary 3.2%
Hong Kong Dollar 6.6% Cash 26.7% UK 4.9% Property 2.2%
Singapore Dollar 6.5% Derivatives 0.0% Malaysia 4.9% Industrial 1.9%
Thai Baht 6.0% Other 0.0% India 1.9% Telecoms 1.8%
Malaysian Ringgit 4.9% Loan 0.0% Other Asian 0.0% Utilities 1.3%
Indian Rupee 1.9% Other non Asian 0.0% Energy 0.8%
Consumer Staple 0.7%
Top Ten Equity Holdings Top Bond & ARV Holdings Performance 18-Mar-02 30-Sep-08  +/- %
Siam Steel 4.7% BDT Invest Asia Fund $ Dist 12.5% EIT Share Price # 100.0 107.5 7.5%
China Insurance 4.4% SR European IT 4.1% EIT Net Asset Value # 100.0 119.8 19.8%
First Ship Lease Trust 3.2% BDT Invest Oriental Focus $ 3.0% Premium/Discount -10.3%
BDT Investment Mgnt 3.0% BDT Invest Japan Fund £ 2.9% UK Equity # 670.2 541.2 -19.3%
Top Glove 2.9% Lindsell Train Inv Trust 1.1% World Equity # 714.8 592.7 -17.1%
Lafarge Malayan Cement 2.0% BDT Invest Japan Small Cos 1.2% Asia Free ex Japan # 153.8 1731 12.5%
Bharat Heavy Electricals 1.9%
Takeda Pharmaceutical 1.9%
Taiwan Semi 1.9% # excluding dividends
NTT Docomo 1.8% all MSCI indlices in Sterling terms
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