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TOP TEN HOLDINGS (%)
as at 30.06.07

Fund BM
CHINA MOBILE 9.2 14.5
PETROCHINA 7.7 7.6
CHINA LIFE 7.6 6.9
INSURANCE
PING AN INSURANC 5.9 2.7
CNOOC 4.9 4.7
CHINA 3.6 4.6
CONSTRUCTION
BANK
CHINA MERCHANTS 2.5 -
BANK
SINA.COM 2.0 -
INDUSTRIAL & 2.0 4.4
COMMERCIAL BANK
NINE DRAGONS 1.8 0.8

PAPER
Benchmark: MSCI China Index

FIDELITY FUNDS CHINA FOCUS FUND

VALUATIONS KEY FOR CHINA

STOCKPICKING

In May 2006, Martha Wang took over the management of the Fidelity Funds China Focus
Fund. China’s recent outperformance has naturally generated attention from investors as
well as prompting government action. However, whilst some investors have used this
outperformance to take profits, Martha continues to find attractively priced opportunities.
Here Martha discusses her investment style, the outlook for Chinese equities and portfolio
positioning over the first half of 2007.

WHAT IS YOUR OUTLOOK FOR CHINESE EQUITIES?

Strong economic growth and healthy corporate performance has seen Chinese equities
perform strongly over the last year. In July, despite recent volatility, domestic Chinese
equity indices have been robust. From an offshore perspective, MSCI China has re-
rated in the last 18 months and is now trading close to 20x 2007 earnings compared to
12x as at 31 December 2005. This valuation may not seem cheap but is still reasonable
for offshore Chinese equity.

The investment universe has expanded on the back of strong IPO activity both in Hong
Kong and increasingly on the mainland, as the government encourages more
companies to list on the A-share market. | take a positive view towards IPOs, as long as
the quality is controlled. Essentially, the universe in A-shares is not representative of the
underlying economy, but with more listings, this universe becomes more diverse and
investors get more choice.

Looking ahead over the next 12 months, the September/October congress election is
expected to extend the current party’s tenure, offering stability, and, of course, the 2008
Olympics should see increased levels of consumption. Despite liquidity controls
implemented by the government, the overall macro environment is benign, displays
good fundamentals, and continues to provide good stockpicking opportunities.

HOW HAS THE FUND PERFORMED RECENTLY?

Over the last 12 months, the fund has returned 74.24%, compared to the benchmark
return of 79.75%. Sector allocation has been the biggest detractor. Following 2006’s
strong performance, many sectors are now experiencing mean reversion. For example,
utilities, which underperformed last year, began to catch up with the market. Stock
selection continues to drive positive fund performance and | remain willing to invest in
strong companies operating in what may otherwise be underperforming or
unfashionable sectors. A good example is the financials sector, which has
underperformed following profit-taking from investors. Nevertheless, | am willing to hold
a number of banking stocks in which | have high conviction and which have
outperformed the market. For instance, recent monetary tightening measures could
reduce credit growth and constrain banks’ operating margins, yet the fund’s non-
benchmark position in China Merchants Bank had a positive influence, owing to its
strong presence in the fast-growing retail finance segment.

WHAT TRENDS DO YOU SEE SHAPING THE CHINESE MARKET GOING
FORWARD?

Strong global demand for Chinese goods continues to push the economy forward but
the growth in domestic consumption is also a significant factor in the country’s economic
strength. In 2006, Chinese workers saw nominal wage growth of 8.0% and a 10% jump
in personal disposable income®. This compares to nominal wage growth of 4.6% for the
US and 2.7% for Europez. So, I'm very keen on those companies which will be affected
by lifestyle changes as Chinese consumers become wealthier. Currently, many
companies that are positioned to benefit from this trend are mid-cap companies and are
at the early stages of their earning cycle.

Source: Source: JP Morgan, June 2007

%Source: CLSA Asia-Pacific Markets, “Chain Reaction”, February 2007
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RELATIVE SECTOR For example, wine currently comprises only around 1% of the alcohol market but |
WEIGHTINGS (%) expect this to increase as disposable income grows; wine companies should therefore
as at 30.06.07 benefit. Similarly credit card consumption is currently around 15% of GDP but this is
expected to grow significantly over the longer term. Credit card companies like China
Merchants Bank are well-positioned to capitalise on this trend.

HOW WOULD YOU DESCRIBE YOUR INVESTMENT STYLE?

| prefer stocks that can offer growth at reasonable valuations. Valuations are particularly
0 1 important in view of the cyclical nature of the Chinese stock market. As such, | am keen
to emphasise valuation criteria, such as price-to-book ratios, as part of the stock
selection process. | look for companies which are industry leaders, with high entry

4 4 barriers and low costs of production. | also favour companies where senior management
has a flexible mindset and strategy. | regard these as essential requirements for

-6 1 capturing market share and driving earnings growth in China’s rapidly changing
environment. As a bottom-up stock picker | am free to invest outside the benchmark and
am willing to invest across the market cap spectrum. | run a relatively concentrated
portfolio and take large positions when conviction permits, so the top ten will see a
number of positions that deviate from the benchmark.

Consumer Disc.
IT

Health Care
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Consumer Staples
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Energy
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Benchmark: MSCI China Index WHAT ARE YOUR THOUGHTS ON THE A- AND H-SHARE MARKETS?

The H-share market’s better valuations are proving more rewarding at present.
Nonetheless, about 6% of the portfolio is invested in mainland or domestic Chinese
equities and the market is attractive from a bottom-up stock picking perspective,
especially as it is relatively under researched. We continue to look at investment
opportunities within this structure, and, in fact, we are hiring a new investment analyst
with considerable experience in domestic Chinese equities, dedicated to the A-share
market.

Overall, the A-share market has performed very well, driven by strong economic
fundamentals, liquidity and market sentiment. This has attracted government attention
and led to moves to dampen liquidity levels with reserve and interest rate increases.
Going forward it is likely there will be continued efforts to address excess liquidity and
encourage greater capital outflow (a QDII quota expansion is imminent), as well as
encouraging more Hong Kong-listed companies to list on the A-share market, thus
increasing the supply of equities.

The risk profile for the A-share market has been increasing, given the potential for
further tightening. However, it is important to note that the fund primarily invests in the
offshore Chinese equity universe, limiting any potential impact on the fund. Stocks listed
on both the A-share and H-share markets face a valuation gap of around 50%, with H-
share stocks providing a better risk/return profile. Historically the two markets have been
negatively correlated, due to different investor bases and liquidity flow. However, |
“I’'’M VERY KEEN ON believe that we should see an increasing correlation between the two markets given the
THOSE COMPANIES greater number of dual-listed companies and the QDII/QFII expansions. Initially, | expect
WHICH WILL BE these expansions to primarily benefit the Hong Kong market as more capital flows from
AFEECTED BY .the mainland. Indeed, China’s dgmsmn to relax restrictions on overseas portfolio
investments has buoyed the Taiwan and Hong Kong markets. Over the long term, we
LIFESTYLE CHANGES should continue to see a net outflow of capital largely driven by China’s strong FX
AS CHINESE reserves, but with Chinese investors willing to invest more widely. The QDII is one
CONSUMERS BECOME outflow channel and its expansion should facilitate further flows. Other outflows are
WEALTHIER” taking the form of overseas acquisitions by Chinese companies and the government.
For example, China Mobile, the country’s largest mobile phone operator, recently
acquired a Pakistan telecommunications provider. This activity adds a new dimension
and interesting opportunities for investors in Chinese stocks.
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This material is for Investment Professionals only and must not be passed to private investors. It must not be reproduced or circulated without prior permission. This communication is not
directed at, and must not be acted upon by persons inside the United States and is otherwise only directed at persons residing in jurisdictions where the relevant funds are authorised for
distribution or where no such authorisation is required. Assets and resources as at 30.06.2007 are those of Fidelity International Limited. Fidelity/Fidelity International means Fidelity
International Limited (FIL), established in Bermuda, and its subsidiary companies. Unless otherwise stated, all views are those of the Fidelity organisation. Reference in this document to
specific securities should not be construed as a recommendation to buy or sell these securities, but is included for the purposes of illustration only. Investors should also note that the views
expressed may no longer be current and may have already been acted upon by Fidelity. The research and analysis used in this material is gathered by Fidelity for its use as an investment
manager and may have already been acted upon for its own purposes. Fidelity only offers information on its own products and services and does not provide investment advice based on
individual circumstances. Fidelity, Fidelity International and Pyramid Logo are trademarks of Fidelity International Limited. Past performance is not a reliable indicator of future results. The value
of investments and the income from them can go down as well as up and investors may not get back the amount invested. For funds that invest in overseas markets, changes in currency
exchange rates may affect the value of an investment. Foreign exchange transactions may be effected on an arms length basis by or through Fidelity companies from which a benefit may be
derived by such companies. Investments in small and emerging markets can be more volatile than other more developed markets. Due to the lack of liquidity in many smaller stock markets,
certain Country Select Funds may be volatile and redemption rights may be restricted in extreme circumstances. In certain countries, and for certain types of investments, transaction costs are
higher and liquidity is lower than elsewhere. There may also be limited opportunities to find alternative ways of managing cash flows especially where the focus of investment is on small and
medium sized firms. For funds specializing in such countries and investment types, transactions, particularly those large in size, are likely to have a greater impact on the costs of running a
fund than similar transactions in larger funds. Prospective investors should bear this in mind in selecting funds. Fidelity Funds China Focus Fund is a sub-fund of Fidelity Funds, an open-
ended investment company established in Luxembourg with different classes of shares. We recommend that you obtain detailed information before taking any investment decision. Investments
should be made on the basis of the current prospectus, which is available along with the current annual and semi-annual reports free of charge from our distributors, from our European Service
Centre in Luxembourg and from our legal representative in Switzerland: Fortis Foreign Fund Services AG, Rennweg 57, P.O. Box, CH-8023 Zurich. After a decision made by the Swiss Federal
Banking Commission on 10 July 2007, Fidelity Funds can publicly market 82 of its subfunds in Switzerland. Our legal representative in Switzerland is Fortis Foreign Fund Services AG,
Rennweg 57, P.O. Box, CH-8023 Zurich. The Paying agent for Switzerland is Fortis Banque (Suisse) S.A., Zurich branch, Rennweg 57, CH-8023 Zurich; from your financial advisor or from the
branch of your bank in Italy and the Nordic Region; for purposes of distribution in Spain, Fidelity Funds is registered, with the CNMV Register of Foreign Collective Investment Schemes under
registration number 124, where complete information is available from Fidelity Funds authorised distributors. The purchase of or subscription for shares in Fidelity Funds shall be made on the
basis of the Simplified Prospectus that investors shall receive in advance. The Simplified Prospectus is available free of charge and for inspection at the offices of locally authorised distributors
as well as at the CNMV. In Portugal, Fidelity Funds is registered with the CMVM and the legal documents can be obtained from locally authorised distributors. In the UK, Fidelity Funds is
recognised under section 264 of the Financial Services and Markets Act 2000. Investors should note that loss caused by such recognised funds will not be covered by the provisions of the
Financial Services Compensation Scheme (or by any similar scheme in Luxembourg) if the fund is unable to meet its obligations, however claims for loss in regards to such recognised funds
against a FSA authorised firm such as Fidelity will be. The Full Prospectus and Simplified Prospectus for this fund is available from Fidelity on request by calling 0800 41 41 81. The UK
distributor of Fidelity Funds is Fidelity Investments International. Malta: Growth Investments Limited is licensed by the MFSA. Fidelity Funds is promoted in Malta by Growth Investments Ltd in
terms of the EU UCITS Directive and Legal Notices 207 and 309 of 2004. The Fund is regulated in Luxembourg by the Commission de Surveillance du Secteur Financier. South Africa:
Collective investment schemes in securities (CIS) are generally medium to long term investments. The value of participatory interests may go down as well as up and past performance is not
necessarily a guide to the future. Fluctuations or movements in exchange rates may cause the value of underlying international investments to go up or down. CIS are traded at ruling prices
and can engage in borrowing and scrip lending. Commission and incentives may be paid and if so, would be included in the overall costs. The funds are priced daily using a forward pricing
basis. For further information on fees and charges or for a copy of the prospectus please contact Fidelity Distributors International Limited, International Business Development, Oakhill House,
130 Tonbridge Road, Hildenborough, Kent TN11 9DZ, United Kingdom. Fidelity is an Associate Member of the Association of Collective Investments. Issued jointly by Fidelity Investments
International (registered in England and Wales), authorised and regulated in the UK by the Financial Services Authority and Fidelity Distributors International Limited (registered in Bermuda and

licensed to conduct investment business by the Bermuda Monetary Authority). CO16093 / CB31947/na
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