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Prospectus Supplement No. 1
(To Prospectus dated June 6, 2006)

CHILCO RIVER HOLDINGS, INC.

6,481,334 shares of common stock

This prospectus supplement supplements the Pragpéated June 6, 2006, relating to the sale ob uyb t
6,481,334 shares of our common stock. This prospetipplement should be read in conjunction wigh th
Prospectus.

Quarterly Report on Form 10-QSB

On August 16, 2006, we filed with the Securitied &xchange Commission the attached Quarterly Report
on Form 10-QSB for the quarter ended June 30, ZDI06 text of the 10-QSB is attached hereto.

Investing in our common stock involves a high degeeof risk.
See Risk Factors beginning on page 6 of the Prospes.

Neither the Securities and Exchange Commission n@ny state securities commission has approved
disapproved of these securities or passed on theeagliacy or accuracy of this prospectus supplement.ri
representation to the contrary is a criminal offens.

The date of this prospectus supplement is Augus2@86

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-QSB

B QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THEGURITIES EXCHANGE ACT OF 193
For the quarterly period endecJune 30, 200¢

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(df ®HE SECURITIES EXCHANGE ACT OF 19t

Commission file number:

CHILCO RIVER HOLDINGS INC.
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Explanatory Note: On July 5, 2007, Chilco River Hidings Inc. effected a two-forene split by way of stock dividend. Each shareholde
of record on July 5, 2006 at 5:00 p.m. (Eastern Tig) received one additional share of common stock.Quly 5, 2006, there were
21,840,667 shares of common stock issued and outstiang. After giving effect to the stock dividend, he Company had 43,681,334

shares. Information contained in this quarterly report gives retroactive effect to the stock dividend.

CHILCO RIVER HOLDINGS INC.
CONSOLIDATED BALANCE SHEET
(Expressed in US$)

ASSETS

Current Assets

Cash

Accounts receivable, net of allowance for doubfttounts
of $ nil as of June 30, 20(

Note receivablt

Inventory

Prepaid expense & other current as

VAT tax recoverable

Total Current Assets

Property, furniture & equipmer
net of accumulated depreciation of $6,961
as of June 30, 20(

Non Current Deferred Tax Ass
Total Other Assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities

Accounts payabl

Accrued expenses and other paya

Total Current Liabilities

TOTAL LIABILITIES

Shareholders' Equity
Common stock: $.001 par value, 100,000,000 autad

June 30, 2006

$ 794,33

84,79%
60,00(
207,31«
106,00¢
119,35:

1,371,80:i

16,644,58

116,66t

116,66t

$ 18,133,05

$ 32,47
254,51(

286,98:

286,98:




shares, 43,681,334 shares issued and outsta 43,68’

Additional Pait-in Capital 20,058,50
Prepaid Stock Compensati (1,150,00)
Subscribed Capit: —
Accumulated defici (1,215,58)
Accumulated Foreign Currency Adjustmt 109,46t
Total Shareholders' Equity 17,846,07.
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $18,133,05

(Unaudited — See Accompanying Notes)

CHILCO RIVER HOLDINGS INC.
CONSOLIDATED STATEMENT OF OPERATIONS
(Expressed in US$)

Three Months Ending Six Months Ending
June 30, June 30,

2006 2005 2006 2005
Revenues
Casino $ 117,10¢ $ 778,56 $ 172,37t $ 1,749,86
Rooms 272,85 345,46: 543,88: 614,58:
Food and Beverac 25,302 96,56: 50,96¢ 234,97!
Other 32,98¢ — 62,27(
Less: Promotional Allowance — — — —
Total Revenues 415,26¢ 1,253,57: 767,22° 2,661,69!
Operating Expenses
Operating departments 148,54¢ 238,99: 253,24t 584,01!
General and administrative 659,77¢ 209,83 1,063,21 366,31(
Depreciatior 185,62¢ 144,32: 370,68t 382,03:
Total Operating Expenses 993,95! 593,14 1,687,14. 1,332,35
Income from Operations (578,68 660,43¢ (919,91¢) 1,329,33i
Other Income and Expenses
Interest incom« 7,53( 24,89¢ 13,28¢ 62,65¢
Other income/gains 64 6,26¢ 162 5,077
Other expenses/losses — (34,969 — (34,969

7,59 (3,80€6) 13,45: 32,76:

Income before income tax (571,09) 656,62¢ (906,46%) 1,362,101
Provision for income tax (17,009 (100,010 (29,67() (407,05¢)
Net Income (Loss) (588,10) 556,61¢ (936,13Y) 955,04:

Other Comprehensive Income
Unrealized gain (loss) on



Foreign Currency Translation, net of tax - Note (362) 262,44: (7,587) 53,69!

Total Comprehensive Income

Basic Earnings Per She
Diluted Earnings Per Share
Weighted Average Shares Outstanding

$ (588,46) $  819,06: $ (943,71) $ 1,00873:

$ 0.0) $ 001 $ (0.09 % 0.0z
$ 0.0) $ 001 $ 0.02) % 0.0z
43,681,33 38,500,00! 44,683,80 38,500,00

(Unaudited — See Accompanying Notes)

CHILCO RIVER HOLDINGS INC.

CONSOLIDATED STATEMENT OF CASH FLOWS

(Expressed in US$)

Cash Flows from Operating Activities

Net Income

Adjustments to reconcile net income to castvél

from operating activitie
Depreciatiol
Prepaid expense via stock issue
(Increase)/Decrease in account balance
Accounts receivab
Other receivabl
Inventory
Prepaid expense & other current as
Other asse
Increase/(Decrease) in account balance
Accounts payabl
Accrued expenses and other paya
Foreign Taxes Payat

Cash Flows from Operating Activities

Cash Flows Used by Investing Activitie!
Purchase of properties and equipn
Cash paid for construction in progr

Cash Used by Investing Activities

Cash Flows from Financing Activities
Cash lent to affiliate compa
Cash repayment for shareholder Ic
Cash paid for divider
Proceeds from issuance of common «-Kubuk Investmen
Proceeds from issuance of common «Kubuk Gaming
Cash proceeds from subscribed ca

Cash Used in Financing Activities

$

For the Six Months
Ended June 30,

2006 2005
(936,13) $ 955,04
370,68 151,00(
230,00 —
(61,08%) (380,88:)
— (116,265
(9,510) (83,199
(92,157) 836,18:
48,64 851
(31,337 (121,17
247,48 (56,30()
(61,995 —
(295,39() 1,185,26!
— (404,98:)
(904,63 —
(904,63 (404,982
(60,000 —
(190,88 (47,989
— (2,753,08)
— 1,022,04.
— 6,14¢
817,15( —
566,26 (1,772,89)



Other comprehensive income from current: (7,582) 1,181,57!

Net Change in cash and cash equivalen (641,34 188,96
Cash and cash equivalents at the beginrfiggay 1,435,68. 1,425,99
Cash and cash equivalents at the end of $ 794,33 $ 1,614,96

Supplemental Disclosure Information:
Cash paid during the year for intel — —
Cash paid during the year for income te $ 133,94¢ $ 407,05¢

(Unaudited — See Accompanying Notes)

Chilco River Holdings, Inc.
Notes To The Consolidated Financial Statements
June 30, 2006
Unaudited

Preliminary Note

The accompanying condensed consolidated finanitdraents have been prepared without audit, pursodie rules and regulations of the
Securities and Exchange Commission. Certain infiomand disclosures normally included in finanaitements prepared in accordance
with generally accepted accounting principles hasen condensed or omitted. In the opinion of theagament, the accompanying interim
financial statements contain all adjustments, &timgj of normal recurring accruals, necessary flairgoresentation have been included. The
results of operations for the three and six-momttiquls ended June 30, 2006, are not necessaribaiing of the results for a full-year period.
It is suggested that these condensed financia@retaits be read in conjunction with the financiatesnents and notes thereto included in the
Company’s annual audited financial statementstferyear ended December 31, 2005.

1 Business Organization and Reorganization

Chilco River Holdings, Inc. (CRH, or the Compamgs incorporated in the State of Nevada on Ma&083. The Company acquired a
100% interest in 16 mineral claim units locate@ittish Columbia, Canada in November 2003. After ttompletion of a preliminary
exploration report on the claim, the Company hapeoded any mineral exploration effort. The Compasigs no mineral property
interests at June 30, 20(

Bruce Grupo Diversion SAC (BGD) was formed on deat, 1996 and registered at the Registry for L&gatons of Lima, Peru on
April 28, 1996. BGD owned a fourteen-story buildiagd a four-story adjacent structure that are dpéras a casino and a hotel (the
Bruce Hotel/Casino). Bruce Hotel/Casino is licensedperate slot machines, a night club, discothégand a restaurant. As of
February 2005, the casino consisted of traditigaahing tables (blackjack, roulette, craps and pakethe second floor (the gaming
floor) of the main building and of about 220 slaachines in the ground floor (the slot rool

Kubuk International, Inc. (KlI) is a Californiagoration and was incorporated on January 7, ZDB€.majority shareholders of K|
also control 99% of total voting stock of BG

Kubuk Investment S.A.C. (KISAC) was formed in y2801 by the majority shareholders of KIl in Pefli’s majority shareholders
also formed Kubuk Gaming S.A.C. (KGSAC) in year 200 Peru,

Starting on August 4, 2001, BGD and KISAC entdred a series of sale and purchase agreements §8dlPurchase Agreements) of
the hotel assets and certain casino properties@ane operated by BGD for purpose of transferrimasé properties to KISAC. Total
consideration for all Sale and Purchase Agreemeassin the amount of S/. 62,970,744 (US$19,357u&k3g spot rate of 3.253:1 on
May 21, 2005). On May 21, 2005, all assets sultifettie scope of the sale and purchase agreemerdgsnansferred to and received



KISAC, which then commenced to carry on the haidbing businesses of Bruce Hotel/Casino. The osdgts that were transferrec
KISAC are the assets as listed under “Propertynikiune, and Equipment” on the balance sheet. Aleoassets and liabilities continue
to belong to BGD and will subsequently be distrdalito its current shareholder. The accountingrreat used by KISAC to record 1
transfer of the assets followed the guidance fordactions between entities under common contrdéssribed ifFAS 141, Business
Combinations. This standard requires that the receiving entiythg carrying amount of the assets of the trarniséeentity. Therefore,
no fair market value adjustments w

Chilco River Holdings, Inc.
Notes To The Consolidated Financial Statements
June 30, 2006
Unaudited

made to the transferred assets. Furthermoreciordance with Article 11-01(d) of Regulation Stiis transaction was treated as a
business acquisition since the revenue-producitigitgaremained generally the same as before thesgiction. Specifically, KISAC
retained the following: physical facilities, empémybase, customer base, operating rights, opetatibniques, and trade nar

The gaming floor of Bruce Hotel/Casino has besmporarily closed for renovation since March 2aD6&ring the renovation, BGD
continued to operate slot machines in the casitibduly 1, 2005, when MINCETUR, the gaming auttyof Peru, issued gaming
licenses to KGSAC. KGSAC then took over the slothiae operations and conducts all other gamingyities of Bruce Hotel/Casino
until the renovation project is completed. In aipiation of the start of the planned renovation,@manpany suspended the slot room
operation and closed the restaurant to the gepatdic in November 2005. As of December 31, 2008,&ompany carried out only
the hotel lodging operation

On June 15, 2005, KII and the shareholders oAKI%nd KGSAC entered into an Agreement and PlaRenfrganization (the
Reorganization Agreement), under which Kill issu8¢®230,000 shares of common stock to the sharetotid¢ISAC and KGSAC in
exchange for their entire ownership holdings of K€Sand KGSAC. As of June 30, 2005, both KISAC ard3AC were 100% own
by KII.

On July 15, 2005, CRH entered into a Share Exgh@&greement with Kl and certain representativieissasshareholders. Under the
terms of the Share Exchange Agreement, CRH agoeadquire all of the issued and outstanding capftadk of KIl from KilI's
shareholders. On August 3, 2005, CRH completedcheisition of KIl in accordance with the termstioé Share Exchange
Agreement by issuing 19,250,000 Exchange Shargisaeeholders of Kll as consideration. KIl had 50,800 shares of common st
issued and outstanding at the time of acquisifisrshareholders received 0.3749970588 ExchangeSFa each share of Kll
common stock tendered. In connection with the nipsif the Share Exchange, the founding sharehaldgtwo former officers and
directors of CRH agreed to contribute an aggregb8964,000 shares of the CRH common stock tcCibrapany as an additional
capital contribution. The shares were cancelleeatiffe as of August 3, 2005. See Note 6 for infdiomaregarding the related escrow
agreements and share contribution agreen

The Company established a software developmeneica Shenzhen, China in April 2006 for the pug®of developing an online
poker software and other devices related to omjaraing activities. The Company intends to, a

Chilco River Holdings, Inc.
Notes To The Consolidated Financial Statements
June 30, 2006
Unaudited

successful software development and testinghdieehe online gaming software to third partiedifjed to conduct licensed online



gaming activities outside of the United Statewumisflictions where on-line gaming is legal. The @amy has applied to the local
government in China for the foreign business brasftibe status for its Chinese software developnoemter.

On July 5, 2007, the Company effected a twoefioe-split by way of stock dividend. Each sharehotdeecord on July 5, 2006 at 5:
p.m. (eastern time) received one additional sheceimmon stock. On July 5, 2006, there were 2180 shares of common stock
issued and outstanding. After giving effect to sheck dividend, the Company had 43,681,334 shdresromon stock outstanding.

These financial statements give retroactive etiethe stock dividenc

Significant Accounting Policies
@) Principles of Consolidatio

The financial statements include the accounBRIfl and KiIl, as well as the accounts of the lasterholly-owned Peruvian
subsidiaries, KISAC and KGSAC, formerly Bruce Grupiversion SAC. All significant inter-company batas and transactions have
been eliminated in consolidatic

(b) Use of Estimate

The preparation of the Company’s financial staets in conformity with generally accepted accaumprinciples in the United States
requires management of the Company to make carttimates and assumptions. These estimates andims affect the reported
amounts of assets and liabilities and disclosufesmtingent assets and liabilities at the datthefconsolidated financial statements
well as the reported amounts of revenue and expehging the reporting period. Actual results cadiffer from those estimate

(c) Cash and Cash Equivalel

The Company considers all highly liquid debtiinsients purchased with a maturity of three montHsss when purchased to be cash
equivalents

(d) Accounts Receivabl

Trade receivables, including casino and hotedixetbles, are typically non-interest bearing arediaitially recorded at cost. Accounts
are written off when management deems the accour tincollectible. Recoveries of accounts preWowsitten off are recorded
when received. An estimated allowance for doulafidounts is maintained to reduce the Company’svagies to their carrying
amount, which approximates fair value. The alloveaiscestimated based on specific review of cust@neounts as well as historical
collection experience and current economic andniassi conditions

Chilco River Holdings, Inc.
Notes To The Consolidated Financial Statements
June 30, 2006
Unaudited

(e) Revenue Recognition and Promotional Allowar

Casino revenue is the aggregate net differenivecle® gaming wins and losses, with liabilities gguaed for funds deposited by
customers before gaming play occurs (“casino freabey”) and for chips in the customers’ posses§iontstanding chip liability™).
Hotel, food and beverage, entertainment and otberating revenues are recognized as services Hrerped.

In accordance with industry practice, the retalle of accommodations, food and beverage, aret grvices furnished to guests
without charge is included in gross revenue and ttedlucted as promotional allowances. There wasomotional allowance for the
six months ended June 30, 2006 as all casino ahdsichine operations are temporarily suspendecefmvation

) Income Taxe:

Provisions for income taxes are based on taxgsba or refundable for the current year and detetaxes on temporary differences
between the amount of taxable income and pretanéial income and between the tax basis of asedtiabilities and their reported
amounts in the financial statements. Deferred s@mets and liabilities are included in the finanstakements at currently enacted
income tax rates applicable to the period in whiehdeferred tax assets and liabilities are exgecide realized or settled as



prescribed in Statement of Financial Accountingh8sads (SFAS) No. 109, “Accounting for Income Takés changes in tax laws
rate are enacted, deferred tax assets and liabihitie adjusted through the provision for incoedaA valuation allowance is
recognized if it is more likely than not that sopmtion or all of the deferred tax asset will netrealized. Deferred income tax asset
and liability balances are netted, as applicableemthey represent deferred amounts within the sarig jurisdiction

(9) Basic and Diluted Earnings per Sh

Basic earnings per share of common stock werguated by dividing income available to common staitéders, by the weighted
average number of common shares outstanding, remnefon stock held in the treasury for the yealutBd earnings per share were
computed using th“treasury stock meth” under SFAS No. 12“Earnings per Sha”

Chilco River Holdings, Inc.
Notes To The Consolidated Financial Statements
June 30, 2006
Unaudited

(h) Inventories

Inventories are presented at adjusted cost dkehaalue, whichever is lower. Cost is establishased on either the first-in, first out
assumption or, in certain cases, specific idetifi;n method

0] Property, Plant and Equipme

Property, plant and equipment are stated atitterital cost. Depreciation is calculated basedtomight-line method over the
properties’ estimated useful lives, which rangerf®to 7 years for machinery and equipment ande2®syfor building and building
improvements. Betterment or improvements to prage#dre capitalized to properties, plant and egaigraccounts. Repairs and
maintenance costs are charged to expense acc

Certain long-lived assets of the Company areeieed at least annually as to whether their carryalges have become impaired in

accordance with SFAS No. 144, “Accounting for thhirment or Disposal of Long-Lived Assets.” Managat considers assets to
be impaired if the carrying value exceeds the wudiated projected cash flows from operations. [famment exists, the assets are

written down to their fair value or the projectddabunted cash flows from related operatic

@) Concentration of Credit Ris

The Company maintains substantially all of itg-ttaxday operating cash balances with Peruvian ceraoial banks and a California
bank. Deposits with the California bank are insurgd-ederal Deposit Insurance Corporation (FDICjau$100,000. As of June 30,
2006, the Company had an exposure in the amou$#48,767 that exceeded the FDIC insurance covelédgebanks or financial
institutions in Peru may not provide sufficient dejt insurance coverage on the Comy's cash position:

(k) Share-Based Compensatic

In December 2004, the Financial Accounting Stassi8oard (FASB) issued SFAS No. 123R, “Share B&m®danent.” SFAS 123R is
a revision of SFAS No. 123 “Accounting for Stocksed Compensation,” and supersedes APB Opinion Bid'/AZcounting for Stock
Issued to Employees” and its related implementagisidance. SFAS 123R establishes standards fadtmunting for transactions in
which an entity exchanges its equity instrumentgfmds ol

Chilco River Holdings, Inc.



Notes To The Consolidated Financial Statements
June 30, 2006
Unaudited

services. It also addresses transactions in wdriokntity incurs liabilities in exchange for goatsservices that are based on the fair
value of the entitys equity instruments or that may be settled byigkeance of those equity instruments. SFAS 123Rsfeg primarily
on accounting for transactions in which an entlijains employee services in share-based paymeastirions. SFAS 123R does not
change the accounting guidance for share-basedgrdytnansactions with parties other than emplopeesgided in SFAS 123 as
originally issued and Emerging Issues Task ForseddNo. 96-18, “Accounting for Equity Instrumentsal Are Issued to Other Than
Employees for Acquiring, or in Conjunction with #®, Goods or Services.” SFAS 123R does not addies accounting for
employee share ownership plans, which are sulje&t@PA Statement of Position 93-6, “Employefgcounting for Employee Stoc
Ownership Plans”. SFAS 123R requires a public ymtitmeasure the cost of employee services recéivexdchange for an award of
equity instruments based on the grdate fair value of the award (with limited excep8d That cost will be recognized over the pe
during which an employee is required to provideviserin exchange for the award — the requisiteiserperiod (usually the vesting
period). SFAS 123R requires that the compensatishrelating to share-based payment transactionsdagnized in the financial
statements. That cost will be measured based diaithealue of the equity or liability instrumeritsued. The scope of SFAS 123R
includes a wide range of share-based compensatiangements including share options, restrictedeshkans, performance-based
awards, share appreciation rights, and employee shachase plans. The Company has adopted thesjomms under SFAS 123R as
March 31, 2006. The adoption of this standard tsexpected to have a material effect on the Comigaegults of operations or
financial position

0] Impact of New Accounting Standar

In June 2003, the Securities and Exchange Cornomi§sSEC”) adopted final rules under Section 404he Sarbanes-Oxley Act of
2002 (“Section 404"). Commencing with the Compamimual Report for the year ending December 3172@te Company is
required to include a report of management on th@@any’s internal control over financial reportifidne internal control report must
include a statement of management’s responsilfditgstablishing and maintaining adequate intecoatrol over financial reporting
for the Company; of management’s assessment aftaetiveness of the Compasyinternal control over financial reporting as efy
end; of the framework used by management to evathat effectiveness of the Compamyriternal control over financial reporting; ¢
that the Compar’s independent accounting firm has issued an afitaste@eport on manageme¢s assessment of the Comp’s

Chilco River Holdings, Inc.
Notes To The Consolidated Financial Statements
June 30, 2006
Unaudited

internal control over financial reporting, whictpret is also required to be filed as part of thenda Report on Form -KSB.

The FASB issued FASB Statement No. 154 (SFAS &8vgh replaces APB Opinion No. 20, Accounting Ciesy and FASB
Statement No. 3, Reporting Accounting Changesterim Financial Statements, and changes the reqaints for the accounting for
and reporting of a change in accounting princifiles not believed that this will have an impacttbe Company in the foreseeable
future as no accounting changes are anticip:

(m)  Reclassification:

Certain amounts have been reclassified in the ggar's financial statements to conform to the curreat’s presentatior

(n) Value Added Tax Recoverak

According to sales tax laws in Peru, the Peru@absidiaries are allowed to offset sales tax paicendors with sales tax received

from their customers, prior to remitting the sakesreceived to the local jurisdiction. The ass#abce represents sales tax paid to
vendors that is expected to be offset againstéuates tax received during the one year periddvioig the balance sheet da

(0) Dividends

The Company accrues for declared dividends waiemot yet paid. As of the balance sheet dateg thiere no dividends which were



declared and unpaid. All dividends occurred priotite date of the Share Exchange Agreen
Foreign Currency Transactions

The Company conducts its gaming business at B2asino in US Dollars and the Peruvian Nuevo Sdlas.hotel and other business
activities are operated using both US Dollars &edNuevo Soles. The functional currency of the HAarusubsidiaries’ is the Nuevo
Soles, whereas the functional currency of the U8rgas the US dollar. Account balances on therizasheet are translated into US
Dollars equivalents using the spot rate of 3.40&® &2550:1 on June 30, 2006 and 2005, respectiubije the results of operations
are translated into US Dollars equivalents usimgviikeighted average exchange rates for ea-month period presente

10
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Chilco River Holdings, Inc.
Notes To The Consolidated Financial Statements
June 30, 2006
Unaudited

Related Party Transactions

As of June 30, 2006, the Company made a shartdeisiness loan in the amount of $60,000 to SzcEumerprises, Ltd., a Canadian
Corporation. The loan is secured by a promissotg far a term of six-months. The loan bears arrésterate of 4.39% per annum and
is mature on August 9, 2006. Yong Yang is an affliof Szchuan Enterprises, Ltd. and a direct@Ril. The Company received the
full payment of 61,317 for the principal balancettd loan and related interest on July 19, 2!

The Company incurred over $41,000 of cash expered, including amounts capitalized as computeipegents and office furniture,
at its software development center in Shenzhemahom April to June 30, 2006. $21,868 of theserzhen expenditures have been
advanced by a director of the Company. No intdrastbeen accrued for the amount advanced. The Ggnigands to pay back the
amount advanced by the director during the negafiquarter

I ssuance of Common Stock and Warrants

On December 17, 2005, the Board of Directors@ighd an initial direct private placement offerioigUnits at $1.50 per Unit under
the terms of a Unit Purchase Agreement. Each Wmisists of one share of common stock, and a Clas&ikant exercisable at $2.00
per share for one year from the date of clos

Under the terms of the Unit Purchase AgreemaetCompany is required to use $1,000,000 from mad&éom the offering to
renovate the casino floor of the Bruce Hotel andi@aand $1,000,000 for marketing and businessldeweent. The Company agreed
not to offer and sell shares of common stock orrooem stock equivalents for a period of 120 dayfelhg the effectiveness of the
registration for such Units, except for certaingfied transactions, including an offer and salejpto 2,000,000 shares of common
stock at $1.50 per share. The private placemenimete to non-U.S. persons in off-shore transaciionsliance upon the exemption
from registration available under Rule 903 of Ragjoh S of the Securities Act and one accreditgdstor in the United States
pursuant to an exemption available under Secti@haf(the Securities Act. The private placement wlased in January 2006. The
Company issued 1,365,667 Units as a result of tivate placement and raised aggregate gross prededde amount of $2,048,500.
1,365,667 shares of common stock were issued oru&ighl4, 2006 by the Compar

11
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6.

Cancellation of Shares

During the third quarter of the year ended Decen®i, 2005, we issued a notice of default undeteélms of the Escrow Agreement
related to an aggregate of 2,000,000 shares of aonstock placed into escrow in connection with$ihare Exchange. Kubuk
International, Inc. had obligations to Nefilim Assates, LLC, a Massachusetts limited liability canp, T Morgan LLC, a Delaware
limited liability company, and Sean Sullivan tousscapital stock of Kubuk or an entity acquiredobycquiring Kubuk upon
satisfaction of certain conditions under the teah€onsulting Agreements dated May 9, 2005 witlpees to Sean Sullivan, May 19,
2005 with respect to Nefilim Associates, LLC and&d, 2005 with respect to T Morgan LLC. Undertirens of the Share Exchange,
the shareholders of Kubuk agreed to place the sliai@ escrow to satisfy the obligations of Kubuidar the Consultant Agreemer

We failed to raise a total of $5,000,000 in ficizug within thirty days of receiving the Kubuk atet financial statements, which
resulted in a the release of the escrowed shahes2;000,000 shares were tendered to our trangéert for cancellation and cancelled
during the quarter ended March 31, 2C

Subsequent Events

On July 5, 2006 the Company’s board of direcha@s authorized and approved a 2 for 1 forward ssptik of its issued and
outstanding shares of common stock, par value $30@0 share, by way of share dividend. Immedigtelgr to the stock dividend, the
Company had 21,840,667 shares of common stockdssue outstanding. After giving effect to the stadkidend, the Company has
43,681,334 shares of common stock issued and adieth According to Staff Accounting Bulletin Topde, the stock split has been
given retroactive treatment in the financial statets.

The Company intends to raise up to $3,000,0G@ditional equity through a private placement adffigrstarted on July 3, 2006. As of
July 13, 2006 the Company has completed an offéisate of 666,666 units, at a price of $0.75 pét; Bach unit consisting of one
share of post-split common stock, par value $0.601, one non-transferable share purchase warrdahwhtitles the purchaser to
subscribe for one additional p-split common share at a price of $0.75 per sharhdyirst anniversary of the date of issuat

On July 19, 2006, the Company received the fullnpayt of $61,317 from Szchuan Enterprises for tirecgral balance of the loan a
associated interest. Penalty charge for early mapay did not apply as full interest for the entesam was charge«
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Chilco River Holdings, Inc.
Notes To The Consolidated Financial Statements
June 30, 2006
Unaudited

On July 7, 2006 (the “Effective Date”) the Compamtered into a License Agreement (the “LicenseeAment”) with K.C.
Technology, a Hong Kong corporation (“Licensor’ipder which the Company acquired from Licensor aldvaide exclusive and
perpetual license to use Licensor’s technology amufiacture, market and distribute Licensor desigleddmachines and other gaming
products, including an electronic data transfericetrademarked Smartbook (collectively, the “Teabgy”). The Technology
includes all technology, tools, design, compondmsgdware, software, and specification necessarthéodesign and manufacturing of
slot machines and Smartbook and all associatessateademarks, copyrights, trade secrets, andi-how.

The Company agreed to pay Licensor a cash liciesef $2,500,000, of which, $500,000 was paidbly 15, 2006, and the balance
will be paid in four equal installments of $500,088ch at the end of January and June of 2007 &0®] Bfspectively, during the next
two years. The Company also agreed to pay Licem$ioensee fee in common stock of 6,000,000 shafresstricted post-split
common stock, par value $0.001, of which 3,000,@6€e issued within seven days of the Effective Dafg00,000 to be issued on !
first anniversary of the date of the Effective Dated 1,500,000 to be issued on the second anaiyew§ the Effective Date. The
Company granted Licensor registration rights andlentook to use commercially reasonable effortldiregistration statement with
the United States Securities Commission within &@scbf the Effective Date to register for resakefilst 3,000,000 shares common
stock issued to Licensor under the License Agre¢m&ne Company will also pay a royalty of $20 émch Smartbook sold by the
Company under the License Agreem

The Company anticipates that it will need toeas least $1.2 million in additional capital taélthe plan of operation related to the
slot machine business. Further, if the Company tailmake such payments as described above, thpabgrwill default under the
terms of the License Agreement and could loseitiem$e. The Company cannot assure that it willesgfally raise such financing on
acceptable terms, if at all, or that it will be sassful in marketing and selling the slot machifiéd& Company has no firm



commitments for such financin
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Item 2. Plan of Operation.

All statements other than statements dbhital or current facts included in this reportfeorm 10-QSB or incorporated by reference
herein, including, without limitation, statemenégarding our future financial position, businesategy, budgets, projected costs and plans
and objectives of management for future operatiaresforward-looking statements. Forwdodking statements generally can be identifie
the use of forward-looking terminology such as “rdwill”, “expect”, “intend”, “estimate”, “anticipate”, “believe” or “continue” or the
negative thereof or variations thereon or simintinology. These statements involve known and anknrisks, uncertainties and other
factors that may cause our actual results and peéefioce to be materially different from any futuesults or performance expressed or imy
by these forward-looking statements. These fadtmiade, those discussed under the caption “Risidrs’ attached as Exhibit 99.1 to the
Company’s SB-2/A Registration Statement, filed wite Securities and Exchange commission on MaR096, and incorporated herein by

reference, as well as the following:

the impact of general economic conditions in theuF

. industry conditions, including competitic

. business strategies and intended res

. our ability to integrate acquisitions into our ogigons and manageme

. our ability to market, sell, lease or pr-share slot machines under our licensing agreer

. risks associated with the hotel industry and retdte markets in gener:

. the impact of terrorist activity or war, threatstefrorist activity or war and responses to testaaictivity on the economy in

general and the travel and hotel industries iniqaér;

. travelers' fears of exposure to contagious dise.
. legislative or regulatory requiremen

. access to capital markets; €

. other factors beyond our contr

Although we believe that these statememdased upon reasonable assumptions, we can@igsarance that our goals will be
achieved. Given these uncertainties, prospectivesiiors are cautioned not to place undue reliandbese forwardeoking statements. The
forward-looking statements are made as of the afat@s report. We assume no obligation to updateswise them or provide reasons why
actual results may differ.

“We”, “us”, “our”, the “Company” and the ‘®istrant” in this report refers to Chilco RiverIdiags Inc. and its subsidiaries, as the
context requires.

Overview

We, Chilco River Holdings, Inc., throughrauholly-owned subsidiaries, own all of the assdtand operate the Bruce Hotel and Casino.
The Bruce Hotel and Casino is located Jiron FraacBolognesi # 17191 in the Miraflores District, Province and Depaent of Lima, Pert
approximately 30 minutes from Jorge Charvez Intional Airport in the heart of Miraflores. The Brutiotel and Casino is a “destination”
hotel and casino location for visitors travelinghie Republic of Peru, and we cater to local amdifm visitors, including visitors from the
People’s Republic of China. The Bruce Hotel andi@abusiness consists of a hotel, restaurantsiranggcasino and real property. We
acquired the Bruce Hotel and Casino in connectiith & Share Exchange transaction with the sharem®lof Kubuk International, Inc.,
which we refer to in this report as Kubuk, on Ju8y 2005. The Bruce Hotel and Casino is a fullieertospitality facility with standard and
premium lodging accommodations (rooms and suitesggddition, the hotel encompasses several diraniities and a full-featured Gambling
Casino with traditional gaming tables and slot nirae.
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Prior to signing the Share Exchange Agreemith Kubuk International, we developed a plarxpand, renovate and modernize the
current facilities of the Bruce Hotel and Casind &mporarily suspended the operation of the gaming in February 2005 and operatiol
the restaurant and slot room in November 2005. Wi#mnd to raise capital to fund the expansion, ratiom and modernization of the Bruce
Hotel and Casino.

In April 2006, we established a softwargelepment office in Shenzhen, China to developnégrnet-based computer application for
potential future licensing to third parties, whandegally operate licensed internet gaming webslitgernet gaming is illegal in the United
States, and we intend to license our softwaregvetbped, only to licensed internet gaming compmawnieich have established controls to
operate legally. Internet gaming is subject to &l regulation and we cannot assure you thawilde able to develop or license our
software.

In July 2006, we acquired the exclusiveldravide license to manufacture slot machines baset:chnology developed by K.C.
Technology. We are in the process of marketingelsést machines to operators of casinos in Soutkerga. We intend to raise capital to
manufacture, sell, lease or profit-share machimgsnming in the fourth quarter of 2006 or early 200

We maintain our registered agsruffice at 6100 Neil Road, Suite 500, Reno, Ne\&@izl 1, and an office at the Bruce Hotel and Ce
at Jiron Francisco Bolognesi # 171-191 in the Man&is District, Province and Department of Limar®@xecutive offices are located at 355
Lemon Ave., Suite C, Walnut, CA 91789, and our ghoomber is (909) 869-7933.

History
We were incorporated on May 8, 2003 underdaws of the State of Nevada.
Our Abandoned Mineral Exploration Business

We were previously engaged in the businéssquiring mineral exploration properties. Weghased all right, title and interest in one
unpatented claim in the New Westminster Mining Bien of the Province of British Columbia, knownthe PEG Claim under an agreement
dated November 3, 2003. We were unable to secuadirfg to conduct additional exploration work on BieG Claim and we suspended work
on the PEG Claim. Our management began explorimgr dtusiness opportunities at the beginning of 28@er we acquired our interest in
the Bruce Hotel and Casino in April 2006, we abaredbthe PEG Claim by giving notice to the propesyner to terminate the agreement.
We are no longer engaged in the mineral explordiigginess. We no longer own any mineral explorgpiaperties.

Explanatory Note on Financial Statements

The condensed consolidated financial statgsincluded in this quarterly report on Form 18Bthave been prepared without audit,
pursuant to the rules and regulations of the Seéesiand Exchange Commission. Certain informatiwh @disclosures normally included in
financial statements prepared in accordance witleigdly accepted accounting principles have bead&ased or omitted. In the opinion of
management, the accompanying interim financiaéstants contain all adjustments, consisting of nbreurring accruals, necessary for a
fair presentation of our financial position as ohd 30, 2006, and our results of operations anll ftaws for the quarter ended June 30, 2006.
The results of operations for the three- and sixiin@eriods ended June 30, 2006 are not necessalibative of the results for a full-year
period. It is suggested that these condensed fialastatements be read in conjunction with therfial statements and notes thereto included
in the Company’s Annual Audit for the year endea:&maber 31, 2005.

Following the Share Exchange, Kubuk Intéamal, Inc. became a wholly-owned subsidiary ofl€h Prior to the Share Exchange,
Chilco had no substantial assets and only nomipaitations. Accordingly, the transaction is treaed reverse acquisition of Chilco and has
been accounted for as a recapitalization rather #dhausiness combination. The historical finansiatements of Kubuk International, Inc. and
its predecessor Bruce Grupo Diversion S.A.C. asrdl to be the historical statements of the Chilieer Holdings, Inc.

Due to the Agreement and the significarfala® Company’s operations, the “development stag@us of Chilco is no longer in effect.
The development stage disclosures are no longairegkjn the Company’s current status. Historieslults of operations for Chilco River
Holdings, Inc. may differ materially from futuresudts.

Plan of Operation

Hospitality Business



We intend to continue the operations ofBhece Hotel and Casino over the next twelve moatitsbeyond. The Bruce Hotel and Ca:
is located at Jiron Francisco Bolognesi # 171-19thé Miraflores District, Province and DepartmefLima, approximately 30 minutes from
Jorge Charvez International Airport in the hearbiafaflores. The Bruce Hotel and Casino is a “desiion” hotel and casino location for
visitors traveling to the Republic of Peru, incloglitourists from the People’s Republic of Chinae Basino and slot room are also popular
with local residents in Peru.
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The Bruce Hotel & Casino is a full seevitospitality facility with standard and premiundding accommodations (rooms and suites).
In addition, the hotel encompasses several diraniities and a full featured Gambling Casino witiditional gaming tables and slot

machines.

Hotel

The Bruce Hotel & Casino is a 60 room fdtvice hospitality facility with standard and piam lodging accommodations (rooms and
suites) and dining facilities. The amenities inéwgliest suites and rooms, sauna, air conditioniig;bar, telephone, hair dryer, wake-up
service/alarm-clock, radio, satellite TV and sadpakit boxes. The hotel can accommodate 200 guestddition, the hotel offers a gaming
room, meeting/banquet facilities and a barber/besiiop. The room fare ranges from $70 for a stahd@ym to $95 for an executive suite.

The Miraflores District is one of the masiportant financial and commercial centers of Liamal approximately 20 minutes from the
historical center of Lima. The Bruce Hotel and @ass supported by urban infrastructure, such pealsroads, concrete sidewalks, city
water and sewage, public electricity and garbadieactn and phone lines. The Bruce Hotel and Gassriocated on commercial property
and is located on a major thoroughfare. Our caaimbrestaurants attract local residents in Limay,Rand we believe a significant amount of
our historical gaming revenue was derived from loesidents. We have a historic occupancy ratauohotel averaging approximately 70%
during 2004 and 2005. Our occupancy rate is no¢igdly subject to seasonal fluctuation. The follogviable sets forth the occupancy rate
our hotel during 2005 and the first seven month208f6:

Hotel Average Occupancy Ratt

Month 2005 2006
January 52.3% 64.8t%
February 78.7"% 68.31%
March 77.1% 70.85%
April 69.51% 65.1(%
May 63.11% 71.5%
June 83.6t% 68.85%
July 76.02% 74.26%
August 67.21%

Septembe 67.3%

October 71.4%

Novembel 65.9%

Decembe| 82.61%

Restaurants

The Bruce Hotel & Casino featured two Bdfvice restaurants serving Chinese and interradtdaisine. The restaurants seated 200
guests, respectively. The Bruce Hotel & Casino sialdetail liquor license. The restaurants werseaddor renovation in November 2005.

Gaming Casino

The gaming casino is a full featured casiith 20 traditional gaming tables (blackjack, mtte, craps and poker) and approximately 220
slot machines. The casino is located on the seftoadof the Hotel and is approximately 622 squaueters. The casino features two full bars,
VIP area and can accommodate 300 guests.

We hold two gaming licenses for the operatif our casino and slot room, which were grame2D05. These gaming licenses are valid
for five years
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The gaming casino operates under a garidagde issued to Kubuk Gaming SAC by the RepulflResu. The gaming casino is
currently closed for remodeling and is schedulegttpen to the public in the fourth quarter of 2008irst quarter of 2007, assuming
adequate financing is available.

Slot Room

The slot room is located on the first flabthe Hotel next to the lobby. The slot room teas 220 slot machines and can accommodate
approximately 300 guests. The slot room was clésecenovation in November 2005. As of June 30,800 have leased out over 130 slot
machines that are retired from the slot room t@otbcal slot parlor operators under various léasms and profit-sharing agreements. We
expect to lease out essentially all of the old slathines in the next few months. These operagiagds vary in terms and average $10 per
machine per day in net rental income. We belieeestbt machine rental income should continue &t l#aough the end of year 2007.

Real Property

Kubuk owns all of the real property andeassised in the operation of the Bruce Hotel arglr@a The property consists of one seven-
story building and one fourteen-story building thes physically connected and have been configiaregise as a hotel, casino and office
space. Kubuk uses the office space in connectitinitgi business and does not rent office spackitd parties. The property also includes a
parking garage. Kubuk owns all of the fixtures, ioy@ments, systems, furniture, gaming machinegganting tables and the other contents
currently used in the business of the Bruce Hatdl@asino.

The renovation of our casino, slot room eggtaurants are expected to be completed in tithfquarter of 2006 or first quarter of 2007,
assuming financing is available. We expect to ragaroximately $5 million to complete the renovatio

Historically, our operating revenue wasivit from the following aspects of our businesgressed as percentages relative to total
revenue:

2nd Qtr 2006 1st Qtr 2006 Year 2005 Year 2004
Casino 28% 16% 58% 82%
Rooms 66% 7% 25% 9%
Food & Beverag 6% 7% 11% 5%
Other 0% 0% 6% 4%
Total 100% 100% 100% 100%

Gaming Devices and Software

Subsequent to June 30, 2006, we enterecaimexclusive world-wide license agreement taneetechnology to manufacture slot
machines developed by K.C. Technology, a Hong Kaorgoration. We issued K.C. Technology 3,000,008t of common stock and paid
an initial licensing fee of $500,000 in July 200%e also agreed to pay K.C. Technology an additi&&ahillion in four equal installments
payable every six months beginning January 31, 2804 to issue K.C. Technology 3,000,000 additishalres of common stock in two
1,500,000 share installments on the first and stemmiversary. We intend to raise capital to mactuf@, sell, lease or profit-share slot
machines beginning in the fourth quarter of 200&anty 2007. We raised $500,000 to pay the iniitginse fee by issuing 666,666 units at
$0.75 per unit in July 2006. Each unit consistedre# share of common stock and one share purcltersantexercisable to acquire one share
of common stock at $0.75 per share for one yearalifieipate that we will require at least $1.2 raiilto fund our plan of opeartions related
to manufacturing and selling or leasing slot maekiduring the next twelve months. See “Liquiditd &apital Resources,” below.

In April 2006 we started a software devebent project in Shenzhen, China by contracting witheral programmers to develop an
internet based computer gaming application for mtaéfuture licensing to third parties. We antiip that we will spend approximate



$115,000 on software development during the nexhaBths, assuming adequate financing is availdtile.success of this software
development project depends heavily on our altititseise sufficient capital or borrowing from deébtffund the project through its feasibility
test stage. If, for any reason, we have difficsltigising financial resources to complete the caaird hotel renovation, we will have to delay
or suspend the software development project.

Satisfaction of cash obligations for the next twekr months.

Aside from the cash requirements for thed8rCasino renovation projects, we believe thatésh flow from our hotel and the rental of
the old slot machines will not be sufficient to meer minimum operating cash requirements to catias a going concern for the next
twelve months. We intend to use a combination aflaisle cash and additional financing to meet @ltlans over the next twelve months,
including the cost of renovation of the casino eestaurant at an estimated amount of $3,500,00@f Asne 30, 2006, we raised
approximately $2,000,000, we have allocated $1@of the proceeds of the offering to renovateaasino floor and $1,000,000 toward
marketing efforts to promote our business. We idtensecure additional financing in the amount@&5$0,000 in one or more transactions as
soon as practicable. These financing transactiansinvolve collateralized borrowing, equity secestofferings, or a combination of both.
We intend to use the proceeds from these transactibany, to expand, renovate and modernize tineot facilities of the Bruce Hotel and
Casino and to capitalize our slot machine busingd&sexpect to fund the remaining cash requiremetiteorenovation and acquisition of new
equipment through additional capital infusions]uding the proceeds from the exercise of the Chagarrants, if any, and future offerings
we are unable to raise the funds to complete theviaions in debt or equity transactions, we intenflind completion of the renovations
through cash flow from operations and reopen tlsehcan stages. We currently have no firm committeavith respect to additional
financing, and cannot assure you that such fingnaill be available.
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Summary of any product research and development thave will perform for the term of the plan.
Expected purchase or sale of plant and significargquipment.

Prior to the completion of renovation ardpening of the gaming room, we will have to acgaidditional gaming equipment and hotel
furniture. Estimated costs of the acquisition dfipeqnent, furniture, and improvements are as foltows

Slot Machines $1,400,00
Other casino equipme $1,080,00
Building improvements and furnitu $ 800,00
Restaurant and loung $ 220,00
Total $ 3,500,00

We acquired exclusive rights to manufaetamd sell cost-competitive slot machines. We mhtermanufacture and and distribute the
slot machines in central and south American mateggnning in the fourth quarter of 2006 or ea®)2. We do not plan to establish our
own manufacturing facility to produce Kubuk gamimgchines. Instead, we plan to contract our manuifiact with a third-party
manufacturer. We anticipate we will require at te&ls2 million additional financing for our slot rfsines business in the next 12 months.

The total slot machine cost includes thecpase of 210 Kubuk machines and 31 used machihescost for 100 units of other brand:
machines was not factored in because all unitexgected to be financed without upfront costs.

Significant changes in number of employees.

We anticipate that we will hire approxinigtg0 to 70 employees prior to reopening our casstmt room, and restaurant in the fourth
quarter of 2006 or first quarter of 2007, assun@dgquate financing is available.

Results of Operations for the Three and Six Month&nded June 30, 2006 and 2005.

The Company had revenues of $415,268 (81528 — 2005) during the three months ended Jun2(®®, and revenues of $767,227
($2,661,695 — 2005) during the six months endeé 3@y 2006. Overall revenues were down 67% fottitee-month comparative periods
and 71% for the six-months periods. The lower reesnduring the periods in 2006 compared to 200% aieect result of the closure of the
Company’s casino floor for renovation in March 2@ subsequent closure of the slot room in Nover2®@5. The restaurant in the third
floor of Bruce Hotel was also closed to the publiortly after the closure of the slot roc



Operating expenses during the three maertbed June 30, 2006 were $993,955 ($593,144 — 2808)$1,687,143 ($1,332,357 — 2005)
during the six-month period ended June 30, 2008pide substantial reduction in labor and otheralde costs associated with the closure of
the casino and slot room since 2005, operatingresgeefor the first half of 2006 increased by $388,due to increased marketing expenses,
legal and accounting costs and $230,000 amortizati@onsulting service expense, prepaid by isseiafour stock to a service provider
during the second quarter of 2006. We had no lagdlother SEC compliance costs in the first haf@#5 at Kubuk, or its predecessor Bruce
Grupo Diversion SAC. Consequently, loss from openrafor the three-month period ended June 30, 2006%$(578,687), compared to
income from operation in the amount of $660,434tlfiersame period in 2005. Income (loss) from op@Tas a percentage of revenue for the
three-month periods ended June 30, 2006 and 209%188)% and 47%, respectively. Our net loss frgeration for the six-month period
ended June 30, 2006 was $(919,916), compared ecaneérom operation in the amount of $1,329,338liersame period in 2005. Income
(loss) from operation as a percentage of revenuthéthree-month periods ended March 31, 20082808 was (20)% and 50%,
respectively. The lower income from operation dgrihe period in 2006 compared to 2005, was a diesttlt of the closure of the Compasy’
casino floor and slot room in 2005 for renovatiowl ¢he increased public company compliance coditssfimg the reverse merger transaction
in July 2005.
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Net loss, after other income and expensdgeovision for income taxes, was $(588,101) (doss of $0.01 per share) for the three-
month period ended June 30, 2006, compared tocetrie of $566,618 ($0.01 per share) for the threeths ended June 30, 2005. The
Company paid income taxes of $17,008 and $100,6ithé three-month periods ended June 30, 200@2@D8, respectively.

Net loss, after other income and expensdgeovision for income taxes, was $(936,135) (doss of $0.02 per share) for the six-month
period ended June 30, 2006, compared to net inch$@55,042 ($0.01 per share) for the six-montliqueended June 30, 2005. The
Company paid income taxes of $133,946 and $407@58e six-month periods ended June 30, 2006 808 2espectively.

The Company had a loss on foreign curréranyslation of $(362) during the three-month peeoded June 30, 2006, compared to a
$262,443 gain during the same period in 2005.

The Company'’s revenues during the peridigs the closure of the Company’s slot room anda@sint in November 2005 was
principally derived from hotel revenue and revefroen rental of old slot machines. The Company dugsanticipate that revenues will ret
to historical levels until the renovation of itssa@o floor is completed. The Company has sevexalfficosts related to its operations, which
resulted in higher operating expenses and loweratipg revenue as a percentage of sales. The Congpdicipates that its expenses as a
percentage of sales will remain at approximatetyshme level until its casino floor is fully opéoatal. The Company is currently seeking to
raise $5 million to renovate and modernize theanirfacilities of the Bruce Hotel & Casino. The Guany has no firm commitments to raise
such capital to complete such renovations.

In addition, we entered into a Licensingé@ment with K.C. Technology, a Hong Kong corpamatiunder which the registrant acquired
from K.C. a worldwide exclusive and perpetual liserio use K.C.’s technology to manufacture, maaketdistribute K.C. designed slot
machines and other gaming products, including aectednic data transfer device trademarked Smartbblod technology includes all
technology, tools, design, components, hardwarfeyaoe, and specification necessary for the deaigphmanufacturing of slot machines and
Smartbook and all associated patents, trademasggrights, trade secrets, know-how. We agreed yop@. a cash license fee of
$2,500,000, of which, $500,000 was paid in July&Ghd the balance will be paid in four equal ithsteants of $500,000 each at the end of
January and June, respectively, during the nextywens. We also agreed to pay Licensor a licers@anfcommon stock of 6,000,000 shares
of restricted common stock, par value $0.001, attwi3,000,000 share were issued in July 2006, 10800to be issued on the first
anniversary of the date of the effective date, BB€0,000 to be issued on the second anniversaheddffective date. We granted K.C.
registration rights and undertook to use commeyciaasonable effort to file a registration statetneith the United States Securities
Commission within 90 days of the Effective Datedgister for resale the first 3,000,000 shares comstock issued to K.C. under the
License Agreement. We intend to market, sell, leagwofit-share slot machines beginning in therfloguarter of 2006 or first quarter of
2007. We anticipate that we will need to raiseeast $1.2 million in additional capital to fund qlan of operation related to our slot mact
business. We cannot assure you that we will suftdgsgise such financing on acceptable termat #ill, or that we will be successful in
marketing and selling our slot machines.

Liquidity and Capital Resources

The Company is in the process of compieticomprehensive renovation of the Bruce Hotela&iGo and will require additional capi
to complete the remodel of the casino and resureeatipns of the casino floor. The Company is cutyeseeking to raise $5 million in
capital to complete the renovation, and anticipatedl! require an additional $1.5 million for wking capital and to fund its slot machine
business during the next 12 mont



The Company intends to market, sell, leaggrofit-share slot machines beginning in therfloguarter of 2006 or first quarter of 2007.
The Company anticipates that it will need to raskast $1.2 million in additional capital to fuadr plan of operation related to our slot
machine business. The Company also has commitrteentake payments of $500,000 each January andtdu€. Technology under the
terms of the License Agreement. If the Compansfaiimake such payments, the Company will defandeuthe terms of the License
Agreement and could lose the license. We cannotag®u that we will successfully raise such finagmn acceptable terms, if at all, or that
we will be successful in marketing and selling slat machines. The Company has no firm commitmfamtsuch financing.

Cash flow from operations during the thmaenths ended June 30, 2006, were significantly fdiven cash flow from operations during
the same period in 2005. The Company’s revenuasglthre periods after the closure of the Compsaisjot room and restaurant in Novem
2005 was principally derived from hotel and remtabld slot machines. The Company does not antieii@t revenues will return to histori
levels until the renovation of its casino flooicmmpleted. The Company has several fixed costterbta its operations, which resulted in
higher operating expenses and lower operating teves a percentage of sales. The Company antisifrateits cash flow from operations
will remain at approximately the same level uriléasino floor is fully operational.

As of June 30, 2006, the Company had ctiassets of $1,371,808, including cash and casivaquts of $794,337, and current
liabilities of $286,981. The Company had workingital of $1,084,827. We have commitments and cehied obligations for the Company
during the next 12 months of $830,000. The Compmhdyot have any long-term debt as of June 30, 2006

The cash flow from Peruvian operation ®uiificient to sustain our operational cash flowuiegments. We are incurring a cash burn rate
of approximately $150,000 every quarter. For thet faalf of 2006, net of Peruvian income, we hasedu$160,000 and $130,000 in the first
and second quarter, respectively. This cash buenisaxpected to sustain for the next twelve meathd beyond. To address this ongoing
concern, we continue to seek additional fundindy fimim private equity and other alternative resear@©n August 14, 2006, we raised an
additional $500,000, which accounts to a portionwftotal private placement in the second round.aXpect holders of Class A warrants to
exercise their warrants, which are in the monegy,iaexpected to provide approximately $2.6 millioproceeds to us.

We currently have no alternative sourcefunfling, and we currently rely on cash flow froor tiotel and the rental of old slot machines
to meet our working capital requirements. Our auirgdan is to reopen our entire gaming and restdwperations once we have complete
of the renovations; however, if funds are not aldé to complete all of the
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renovations, we may reopen portions of our gamjmgyation in stages as renovations are completeiditiag with our casino floor then our
slot room.

During the quarter ended March 31, 2006nveele a $60,000 short-term loan to Szchuan EnsexrLtd. Yong Yang is an affiliate of
Szchuan Enterprises, Ltd. and a director of CRHbsBquently, the entire balance of $61,317, whicoats for the principal and interest \
paid off on July 19, 2006.

We anticipate that we will require $800,80@omplete renovation of our casino floor andd80,000 to purchase gaming equipment.
We do not expect to reopen our slot room until aise $1.4 million in additional financing to purcleaslot machines. We estimate the cos
complete renovation of our restaurant and loundebsiapproximately $220,000. We do not have sigfitcash flow and working capital to
complete our renovations. We will not start renoy@the restaurant and creating the new loungeargkthe renovation of slot room is
completed or until sufficient funding for all reretion projects is secured.

Historically, in 2004, casino and slot maehrevenue accounted for 82% (approximately $&ikon) of out total revenue. We estime
that slot machine revenue accounted for 45% ($@lidn) of total casino and slot machine reven& project that our future annual
revenue will exceed 2004 historical revenue of $1fillion if we are able to complete our renovatiol we are able to complete renovations
of our casino floor, we estimate that annual casavenues should increase to approximately $6.Homillf we complete renovations of our
slot room, we estimate that annual slot machinemag should increase to approximately $6.5 millRestaurant revenue has historically,
based on 2004 revenue, accounted for approximétéRpb6 ($500,000) of our total revenue.

We anticipate that we will be able to coetplthe renovation of our casino, slot room, asthtgant in the second half of 2006 or first
quarter of 2007, assuming we are able to raiseuadedinancing prior to the end of September 200é.are currently negotiating with
potential investors to raise such funds; howevercurrently do not have any firm commitments fartstinancing. If we are unable to raise
sufficient capital through equity financing, we megek to mortgage our real property and assetedfifeate that we can complete the
renovations in -5 months after we receive sufficient fundi



In addition, we intend to market, sell, gmdfit-share slot machines beginning in the fouytiarter of 2006 or first quarter of 2007. We
anticipate that we will need to raise at least $illon in additional capital to fund our plan operation related to our slot machines business
during the next 12 months. We are not planningsiat#ishing our own manufacturing facility for theoduction of Kubuk gaming machines.
We intend to contract with third-party manufactsrar order to manufacture our machines until waldisth our slot machine and gaming
device business. This is anticipated to reduceegpenditures on equipment, capital and fixturaspdand leasehold expenses.

The Company also has commitments to makmpats of $500,000 each January and June to K&wribéogy under the terms of the
License Agreement. If the Company fails to makehquazyments, the Company will default under the seofithe License Agreement and
could lose the license. We cannot assure you thatill successfully raise such financing on acceletéerms, if at all, or that we will be
successful in marketing and selling our slot maehin

Our financial statements have been prepaasdd on the assumption that we will be able iicoe as a going concern. If we fail to
raise additional capital in the next six months,magy be unable to continue as a going concern.

Off-Balance Sheet Arrangements

The Company had no off-balance sheet tcioses.
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Subsequent Events
Sock Split

The board of directors of the Company axitieal and approved a 2 for 1 forward stock split®fssued and outstanding shares of
common stock, par value $0.001 per share, by wapaife dividend. Pursuant to Section 78.215 oNieada General Corporation Law,
shareholder approval of the share dividend wasetptired.

To effect the share dividend, tr@rpany authorized the issuance of one share of @mstock for each one outstanding share of
common stock held by the shareholders of recordubn5, 2006 at 5:00 p.m. (Eastern Time) (the “Rddoate”). The Company’s transfer
agent issued new share certificates giving effethé share dividend and mailed such stock ceat#i directly to shareholders on or about
July 7, 2006.

Immediately prior to the stock dighd, the Company had 21,840,667 shares of comtook issued and outstanding. After giving
effect to the stock dividend, the Company will h@3681,334 shares of common stock issued andandiisiy. The Company will begin
trading on a post dividend basis at the open ofrtheket July 10, 2006.

K.C. Licensing Agreement

On July 7, 2006 (the “Effective Date”), the Compamiered into a License Agreement (the “Licenses@grent”) with K.C. Technology, a
Hong Kong corporation (“Licensor”), under which tGempany acquired from Licensor a worldwide exslasand perpetual license to use
Licensor’s technology to manufacture, market amstrithiute Licensor designed slot machines and afheting products, including an
electronic data transfer device trademarked Smaktipcollectively, the “Technology”)The Technology includes all technology, tools, ge;
components, hardware, software, and specificatimessary for the design and manufacturing of stathimes and Smartbook and all
associated patents, trademarks, copyrights, tractets, know-how.

The Company agreed to pay Licemscash license fee of $2,500,000, of which, $5Dy08&s paid within seven days of the
Effective Date, and the balance will be paid inrfequal installments of $500,000 each at the enthofiary and June, respectively, during
next two years.

The Company also agreed to payrisoea licensee fee in common stock of 6,000,0@@eshof restricted common stock, par value
$0.001, of which 3,000,000 was issued within sedeys of the Effective Date, 1,500,000 to be issuethe first anniversary of the date of
the Effective Date, and 1,500,000 to be issuecerseécond anniversary of the Effective Date. Then@my granted Licensor registration
rights and undertook to use commercially reasonefbtet to file a registration statement with thaitéd States Securities Commission within
90 days of the Effective Date to register for reghk first 3,000,000 shares common stock issueémsor under the License Agreeme



The Company will also pay a royaify$20.00 for each Smartbook sold by the Company.

The License Agreement commencetherffective Date and shall continue until terndémbby the Company in the event of any
default by Licensor. If Licensor defaults under theense Agreement, in addition to other remedresght it has at law or in equity, the
Company may terminate the License Agreement, cahedgbsuance of unissued common shares, cancghgimeent of unpaid license fee ¢
cease to pay royalties. The Company shall alsmtigesl to the return of the license fee and ragalit has paid up to the occurrence of
Licensor’s default.

Licensor may terminate the LiceAggeement if the Company fails to issue the sharasake the payments of license fee on time
and fails to cure such default within ninety (9@yd after receiving a written notice from Licensbsuch default.

The License Agreement cannot b&aed by either Licensor or Company without otharty's prior written consent, except that
the Company may assign its rights and obligatibeseunder to any affiliates or subsidiaries oranreection with a merger, acquisition or ¢
of substantially all of the assets to which theelnise Agreement relates. The License Agreemenhiingent on any necessary approvals and
licenses from any regulatory authorities havingspliction over Licensor and the Company or the atthjnatter thereof.

Unit Placement

The Company has completed the offer and sale gB66€units of the Company, at a price of $0.75ypet for gross proceeds of $500,000.
Each unit consisted of one share of the Compary/izeon stock, par value $0.001, and one non-traaisiieshare purchase warrant which
entitles the purchaser to subscribe for one additioommon share at a price of $0.75 per sharbdfirst anniversary of the date of issuance.
The offering of units was conducted by the Compiarg private placement to non-U.S. persons outtfidéJnited States pursuant to an
exemption from registration available under Rul8 80Regulation S of the United States Securities gk 1933, as amended.

Item 3. Controls and Procedures

Under the supervision and with the par&tign of our management, including our Chief ExeeuOfficer and Chief Financial Officer,
we evaluated the effectiveness of the design amdatipn of our disclosure controls and proceduassdéefined in Rule 13a-15(e) or 15d-15(e)
under the Securities Exchange Act of 1934 (the Harge Act")). Based upon that evaluation, the Clhiefcutive Officer and Chief Financ
Officer concluded that, as of the end of the pedodered by this report, our disclosure controld procedures were adequately designed and
are effective to ensure that information requieti¢ disclosed by us in the reports we file or stibnmder the Exchange Act is recorded,
processed, summarized and reported within the pieniods specified in applicable rules and forms.

In addition, our Chief Executive Officerca@hief Financial Officer have determined thatdiszlosure controls and procedures are
effective to ensure that information required tadiszlosed in the reports that are filed underitkehange Act are accumulated and
communicated to management, including our Chiefchtiee Officer and Chief Financial Officer, to alldimely decisions regarding requir
disclosure.

During the most recent fiscal quarter endedember 31, 2005, there has been no change inteunal control over financial reporting
(as defined in Rule 13a-15(f) or 15d-15(f) under Bxchange Act) that has materially affected, se&sonably likely to materially affect, our
internal control over financial reporting.
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PART Il — OTHER INFORMATION

ltem 1. Legal Proceedings

Not applicable.
Item 1A. Risk Factors

As of May 15, 2006, there have been no rietehanges from risk factors as previously diselbin the Company’s Form 10-KSB, filed
March 31, 2006.

Item 2. Unregistered Sales of Equity Securitiesnd Use of Proceeds



On July 5, 2006, the board of directorshef Company authorized and approved a 2 for 1 fahw#ock split of its issued and outstanding
shares of common stock, par value $0.001 per shaneay of share dividend. Pursuant to Section /8@ the Nevada General Corporation
Law, shareholder approval of the share dividend nedsequired. To effect the share dividend, then@any authorized the issuance of one
share of common stock for each one outstandingesifatommon stock held by the shareholders of ceoarJuly 5, 2006 at 5:00 p.m.
(Eastern Daylight Saving Time) (the “Record Dat@fhe Company’s transfer agent is authorized arettéd to issue new share certificates
giving effect to the share dividend and mail suidtls certificates directly to shareholders of tt@mrany. Certificates were mailed on or
about July 7, 2006.

On July 7, 2006, the Company has compléteaffer and sale of 666,666 units of the Compahw, price of $0.75 per unit for gross
proceeds of $500,000. Each unit consisted of oasestf the Company’s common stock, par value $Q.806d one non-transferable share
purchase warrant which entitles the purchaserts@ibe for one additional common share at a pc&0.75 per share by the first
anniversary of the date of issuance. The offeringnits was conducted by the Company in a privédegment to non-U.S. persons outside
the United States pursuant to an exemption froristragion available under Rule 903 of Regulatioof $he United States Securities Act of
1933, as amended.

On July 7, 2006, the Company issued 3,@Dghares of common stock to one non-U.S. persan off-shore transaction as a licensing
fee. The offering of units was conducted by the @any in a private placement to non-U.S. personsideithe United States pursuant to an
exemption from registration available under Rul8 80 Regulation S of the United States Securities% 1933, as amended.

Item 3. Defaults Upon Senior Securities
Not Applicable
Item 4. Submissions of Matters to a Vote of Senrty Holders.
No matters were submitted to a vote of ggcholders during the quarter ended June 30, 2006
Item 5. Other Information
None.
Item 6. Exhibits
A) Exhibits

Number Description

31.1 Certification of Chief Executive Officer pursuantRule 13a-14 and Rule 15d-14(a), promulgated uthdeSecurities and
Exchange Act of 1934, as amend

31.2 Certification of Chief Financial Officer pursuat Rule 13a-14 and Rule 15d-14(a), promulgated uthdeSecurities and
Exchange Act of 1934, as amend

32.1 Certification of Chief Executive Officer pursuant$ection 906 of the Sarba-Oxley Act

32.2 Certification of Chief Financial Officer pursuawt $ection 906 of the Sarba-Oxley Act
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SIGNATURES

In accordance with Section 13 or 15(d)haf Exchange Act, the registrant caused this répdaé signed on its behalf by the undersig
thereunto duly authorized:

Chilco River Holdings Inc.

By: /s/ Tom Yu Liu



Tom Yu Liu
Chief Executive Officer
(Principal Executive Officer)

Date: August 16, 2006

By: /s/ Winston Yen

Winston Yen
Chief Financial Officer
(Principal Financial and Accounting Officer)

Date: August 16, 2006
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