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FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2012

The Directors hereby present their report togetbidr the annual financial report of FRM Credit Aphimited (the
“Company”) for the year ended 30 June 2012.

Company Background

The Company, a closed-ended investment companyjngasporated on 1 March 2007 under the laws of rGaey
with registered number 46497. The Company begattinggaon 27 March 2007 with a listing on the Iristo&k
Exchange (the “ISE"). On 4 September 2008, the Gmypvas de-listed from the ISE and since then tieeligy
Shares have been listed on the Main Market of tredbn Stock Exchange.

Principal Activities

The Company was launched with the objective ofvéeiing better risk-adjusted returns than thoseeaed by making
passive investments in corporate debt securitibenwneasured over a complete market cycle. The @oyrgought to
achieve its objective by investing in a portfolibumderlying investee funds pursuing a variety iffiedent credit and
credit-related trading strategies. The Companyisently subject to a managed wind-down, furthdaitie of which
are given below under the heading “Managed Wind-Bow

Results

The results for the period are shown in the statémiecomprehensive income on page 16.

Directors

The Directors of the Company are set out on page 3.

Directors’ Interests

The details of Directors’ fees paid during the yaag shown in the statement of comprehensive inaom@age 16. As
at 30 June 2012 Richard Hotchkis held 6,002 StiBhares (30 June 2011: 14,124 Sterling ShargkgiCompany.
No other Director holds shares in the Company.

Corporate Governance

Introduction

The Board has carefully considered the principled commendations of the AIC Code of Corporate éamance
(the “AIC Code”) by reference to the AIC Corpor&evernance Guide for Investment Companies (the “Gigide”).
The AIC Code, as explained by the AIC Guide, adsiresall the principles set out in the UK Corpor@te/ernance
Code, as well as setting out additional princifdes recommendations on issues that are of speelfwvance to the
Company.

The Board considers that reporting against thecjpies and recommendations of the AIC Code, andefgrence to
the AIC Guide (which incorporates the UK Corpord®vernance Code), will provide better informatiom t
Shareholders.

The Company has complied with the recommendatidnth@ AIC Code and the relevant provisions of thk U
Corporate Governance Code.

The UK Corporate Governance Code includes prowssiefating to:
« Executive Directors’ remuneration

* The need for an internal audit function
* The role of the chief executive



FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2012 ontinued)
Corporate Governance (continued)
Introduction (continued)

For the reasons set out in the AIC Guide, and pa#ed in the UK Corporate Governance Code, thar@aonsiders
these provisions are not relevant to the positibthe Company, being an externally managed investroempany.
The Company has therefore not reported furtheespect of these provisions.

The Company has delegated responsibility for votigelation to its underlying investee funds te tmvestment
Manager.

The AIC Code explains that Guernsey-domiciled ihvesit companies which report against the AIC Cocermt
required to report separately against the Guerf@egncial Services Commission (“GFSC”) Finance &e€lode of
Corporate Governance. The GFSC does, however restiig submission of an assurance statement frompaaies by
no later than 31 July 2012 to confirm that the Blioes have considered the effectiveness of thejyarate governance
practices and are satisfied with their degree aofil@ance with the Principles of the Guernsey Camtealternative
codes accepted by the GFSC, and has confirmeddnapanies which report against either the Govemamde or
the AIC Code as an alternative to applying the qiples of the Guernsey Code, are still requiredsibmit an
assurance statement. The Board confirms that itcoasidered and approved the Company’'s Annual Asser
Statement which was submitted to the GFSC 14 J0A&.2The Board considers that reporting againsptireiples
and recommendations of the AIC Code, and by reéerém the AIC Guide (which incorporates the GovaceaCode)
will provide better information to shareholders.

The Board

The Board currently consists of three non-execubeectors all of whom are considered to be indejeeh Mr
Atkinson, and Mr Hotchkis have been members oBbard since the Company’s incorporation on 13 M&@d7 and
Mr Duquemin has been a member of the Board sinc8ejtember 2007. None of the Directors are on tfaeds of
any other funds managed by the Investment Mand&ysth Mr Atkinson and Mr Duquemin are Directors ofu8
Diamond Limited, a private trading company unredatethe Company and Investment Manager.

Peter Atkinson, Chairman, is an Advocate of the &@ourt of Guernsey and an English Solicitor. Attied to the
Guernsey Bar in 1980, he was the Senior Partn€@otihs Day Advocates for 14 years from 1991 to 2868 also
acted as a Consultant in the course of a careérthd firm spanning 25 years from 1981 to 2006.sbecialised in
corporate and fiduciary work and has been and woesi to act as a non-executive director of comganithin the
financial services sector including companies diste the London and Channel Islands Stock Exchaimgésding
Schroder Real Estate Investment Trust Limited sajghd Residential Investment Company Limited. Ha fermer
Chairman of the Guernsey Bar and resides in Guerride Atkinson is the senior independent Directdrthe
Company.

Andrew Duquemin is Chairman of Elysium Fund ManagetrLimited, a company providing fund managememt an
corporate finance services to a range of fundstetting companies. Elysium Fund Management Limited formed

in October 2006 to complete the management buybtiteobusiness of Collins Stewart Fund Managemémited, a
Guernsey registered company and wholly owned sigvgicbf Collins Stewart Tullett plc, where Andrewasv
Managing Director. Andrew has extensive experieinc@roviding corporate finance and management dtarsty
services to companies listed on both the LondonthadChannel Islands Stock Exchanges. He is aBoextor of
Corporate Consultants Limited; a Guernsey baseduttamcy business which has provided corporatenfi@eaand
management consultancy services since 1991. Ansitsvon the boards of several Guernsey trading eoiep, has a
degree in Accounting and Finance and qualified &hartered Accountant in 1983. He is also a Chedtéellow of
the Securities Institute and holds the advancelbmig in Corporate Finance. Mr Duguemin resides ulei@sey.

Richard Hotchkis has 30 years’ investment expedetmntil October 2006 he was an Investment Managéne Co-
operative Insurance Society, where he startedansec in 1976. Mr Hotchkis has wide experienceopiity investment
in both the UK and overseas and also of the exigrmanaged funds industry, including investmenistrand other
closed-ended funds, offshore funds and underlyimgsdtee funds. Mr Hotchkis sits on the board ofumlmer of
Guernsey-based funds including companies listedhenLondon and Channel Islands Stock Exchangesidimg

Ashmore Global Opportunities, Alternative Investinétrategies, Advance Developing Markets Fund, Adea
Frontier Markets Fund (Aim) and he is a Guernssjdent.

Dr. Damian Johnson stood down at the Company’'s A@Nth was held on 14 December 2011, having serged a
member of the Board since 13 March 2007. It isamticipated that any Director will serve for mohar nine years.



FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2012 ontinued)
Corporate Governance (continued)
The Board (continued)

Peter Atkinson was re-elected as a Director ofGbepany at the Company’s AGM which was held on B¢dnber
2011.

Attendance at the quarterly Board meetings, Auditm@ittee and other ad hoc meetings during the yee as
follows:

Date Number of | Peter Atkinson | Andrew Duquemin | Richard Hotchkis | Daman Johnson
meetings
held
Quarterly Board
Meetings 4 4 4 4 1
Audit Committee
Meetings 3 3 3 3 N/A
AdHoc Board
Meetings 3 3 2 3 N/A

The Directors are kept fully informed of investmemtd financial controls and other matters thatratevant to the
business of the Company and which should be braogiie attention of the Directors. The Directdsoaave access
to the Company Secretary and, where necessarg ifuttherance of their duties, to independent msit;al advice at
the expense of the Company.

The Board has a breadth of experience relevanhéoCompany and the Directors believe that any damang the
Board’'s composition can be managed without undseugtion. Given that the Company is now in a madaged-
down phase it is not anticipated that any new Dinescwill be appointed to the Board.

The Board has undertaken an internal review qfeétformance which concluded that the Board is dpey&ffectively
and that Directors have the breadth of skills resuto fulfil their role. In order to review thegffectiveness the Board
carried out a process of formal self-appraisal. Board considered how they function as a whole @ad reviewed
the performance of individual members. This process conducted by the Chairman reviewing the Daimesct
performance, contribution and commitment to the Gany.

Audit Committee

An Audit Committee has been established consisifigr Duquemin (chairman), Mr Atkinson and Mr Hokif. The
Audit Committee examines the effectiveness of then@any’s internal control systems, the annual fenreport, the
half-yearly unaudited financial report, the auditoremuneration and engagement, as well as thetcasdi
independence and the non-audit services providedhém. The Audit Committee receives informationnirdhe
Company Secretary and the external auditors. ThardBdas not disagreed with any of the Audit Conwaltt
recommendations.

Appointment and Remuneration Committee

An Appointment and Remuneration Committee has bestablished consisting of Mr Hotchkis (chairman)y M
Atkinson and Mr Duquemin. The Appointment and Reeration Committee makes recommendations to thedBioar
respect of the appointment and remuneration ofi@hl-executive Directors and the Chairman. The Apipoént and
Remuneration Committee has adopted terms of referevhich are in accordance with the matters usuallype
considered by such a committee. The AppointmentRewiuneration Committee do not envisage appoirgimgnew
Directors to the Board given that the Company ia managed wind-down.

Management Engagement Committee

A Management Engagement Committee has been ekedblonsisting of Mr Hotchkis (chairman), Mr Atkimsand

Mr Duquemin. The Management Engagement Committeaitors the performance of the Company’'s service
providers in the management of the Company’s asEeesManagement Engagement Committee receivgsoat fieom

the Investment Manager on a quarterly basis.

It is the view of the Directors that it is in thed interests of the Shareholders to continue tivércurrent appointment
of the Investment Manager under the terms agreed.



FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2012 ontinued)
Corporate Governance (continued)

Internal Controls
The Board is ultimately responsible for the Compasystem of internal control and for reviewing @fectiveness.
The Board confirms that there is an ongoing protesilentifying, evaluating and managing signifitaisks faced by
the Company. This process has been in place fopeéhed under review and is reviewed by the Boagltarly and
accords with the guidance published by the FRGhiateControl Revised. See Note 6 for details otcffjzerisks faced
by the Company.

The UK Corporate Governance Code requires Diredibrsonduct, at least annually, a review of the @Gany’s
system of internal control, covering all contraisluding financial, operational, compliance an# ns&anagement.

The Board has reviewed the effectiveness of theesysf internal control. In particular, it has rewied and updated
the process for identifying and evaluating sigmifitrisks affecting the Company and the policiesvhich these risks
are managed.

The internal control systems are designed to nieeCompany’s particular needs and the risks to lwhits exposed.
Accordingly, the internal control systems are desdjto manage rather than eliminate the risk d@ifaito achieve
business objectives and by their nature can ordyige reasonable and not absolute assurance ageisstatement
and loss.

The key components designed to provide effectiterial control are outlined below:

» the Manager prepares management reports which #tievBoard to assess the Company’s activities aview
its performance;

- the Board and Manager have agreed clearly defingdstment criteria, specified levels of authorityda
exposure limits; reports on these issues, including

» performance statistics and investment valuatiores,ragularly submitted to the Board and there aeetings
with the Manager as appropriate;

< as a matter of course the Manager's compliancerttepat continually reviews the Manager’s operatamsl

e written agreements are in place which specificalbfine the roles and responsibilities of the Mamage
Administrator and other third party service provile

The Board has considered the need for an inteundit &unction but, because all of the Company’scexige and
administrative functions are delegated to servimvigers appointed by the Board it has decidedldaoepreliance on
the systems and internal audit procedures of thoséders. At each of its meetings, the Audit Comieei carried out
its assessment of internal controls during the geded 30 June 2012 by considering documentatidrvarbal reports
from the service providers, including the interaadlit and compliance functions of the Manager adohifvistrator and
taking account of events since 30 June 2012. Thtseof these assessments were then reportec tBaard at its
quarterly meetings. Internal control systems amégied to meet the Company’s particular needs lamdigks to which
it is exposed. Accordingly, the internal controb®ms are designed to manage rather than elintimatesk of failure
to achieve business objectives and by their natare only provide reasonable and not absolute asseiragainst
misstatement and loss.

The Board has addressed the issue of the safeggaodi Shareholders’ investments by ensuring thhioflthe
Company’s assets are held by the Custodian, J.Rg@didChase Bank, National Association (London Bnxnc

Investment Manager

The Company entered into an agreement with thestment Manager, FRM Investment Management Limited ®

March 2007. This sets out the Investment Managkegls responsibilities which include proposing aneistynent

strategy to the Board and, within certain authotityits, selecting investments for acquisition adidposal and
arranging appropriate borrowing facilities. As @ 3une 2012 the Company does not have any borrewifige

Investment Manager is also responsible for all@sspertaining to asset management. The indepermiesttors

review the performance of the Investment Managerthe fees and terms of the Investment Managemegreeinent
on an annual basis. During the previous finanoiarythe Investment Management fee was reviewedharhded as
detailed in note 3(a) on page 23.



FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2012 ontinued)

Relations with Shareholders

The Investment Adviser maintains a regular dialogugh institutional Shareholders, the feedback fradnich is
reported to the Board. In addition, Board membaelisbe available to respond to Shareholders’ qoestiat the annual
general meeting (the “AGM”). The Notice of the AGahd related papers are sent to shareholders at2@asays
before the meeting.

Performance reports and Net Asset Value statenagatpublished on the Company’s website on a mofithdys and,
as noted below in the section headed “ManagemepbiiRe further details of performance throughout tyear are
available in the Investment Adviser’'s Report ongag.

Going Concern

Since the Company has entered into a managed vawd-gphase, the Directors are satisfied that itpjgrapriate to
prepare the year-end financial report on a breakagis of accounting and in accordance with Intesnal Financial
Reporting Standards (IFR&hd the Companies Guernsey Law, 2008.

Conversion between Classes

The Company’s Articles incorporate provisions talge Shareholders of any one class of Shares teedoall or part
of their holding into any other class of Sharesgue on a twice-yearly basis in accordance wighdétailed provisions
of the Articles. However, the Company currentlyyolnds Sterling denominated Ordinary Shares in issue

Managed Wind-Down

On 4February 2011 a circular recommending proposala fmanaged wind-down of the Company and givingceatif
an Extraordinary General Meeting to be held on Bfdil 2011 was sent to Shareholders. At the Extiaang General
Meeting held on 17 March 2011 the special resatuti@mt the Company modify its investment policyider to effect
a managed wind-down was approved by 100% of vatiegnbers. Subsequent to that date the necessasylsiep
been put in place to begin the managed wind-dowth@fCompany. On 11 May 2011 the Company resolegdttirn
£31,000,000 by way of a compulsory partial redearptif shares at a price of 88.6 pence per shageCtimpany’s
NAV per share as at 31 March 2011. On 14 July 26&1Company resolved to return £8,003,806 by wagy fufrther
compulsory partial redemption of shares at a @fc@8.9 pence per share, the Company’s NAV peresharat 30 June
2011. On 23 January 2012 the Company resolvedttonr€4,500,000 by way of a compulsory partial regéon of
shares at a price of 82.0 pence per share, the &onspNAV per share as at 31 December 2011. On ay 2012, the
Company resolved to return approximately £2,7000@ay of a compulsory partial redemption of skaata price
of 79.1 pence per share, the Company’s NAV peresharat 31 May 2012. The remainder of the netaasgibutable
to holders of shares will be returned in line vittk Company’s modified investment policy of realigsthe Company’s
existing investments in an orderly and timely manméth a view to distributing cash to Sharehold@nsaccordance
with their rights to distributions on a winding-ap set out in the Articles) at appropriate timesudicient investments
are realised. The Company will not make any newestments other than in cash or cash equivalentdimmen
distribution of cash to Shareholders.

Independent Auditors

The Company’s Independent Auditors, Pricewaterh@aseers Cl LLP, have indicated their willingnessoémtinue in
office, and a resolution reappointing them and aiging the Directors to agree their remunerati@s \agreed at the
Annual General Meeting. Audit fees charged duthmg year are disclosed in the statement of compsde income
on page 16.

DIRECTORS’ RESPONSIBILITY STATEMENT

The Directors are responsible for preparing theuahreport for each financial year which giveswetand fair view, in
accordance with applicable Guernsey law and Intermal Financial Reporting Standards, of the stditaffairs of the
Company and of the profit or loss of the Compamtiiat year. In preparing this year-end annual rgploe Directors
are required to:

« Make judgements and estimates that are reasonadblpradent;

* Prepare the annual report on the going concerrs hadéss it is inappropriate to presume that thengzmy will
continue in business. Given the decision to windid¢he Company, this financial report has been gneg on a
break up basis of accounting;

e Select suitable accounting policies and then afbyyn consistently and

» State whether applicable accounting standards Ibeee followed, subject to any material departuisslased and
explained in the annual financial report.



FRM CREDIT ALPHA LIMITED

DIRECTORS” REPORT FOR THE YEAR ENDED 30 JUNE 2012 (continued)
DIRECTORS’ RESPONSIBILITY STATEMENT (continued)

The Directors confirm that they have complied with the above requirements in preparing the year-end annual report and
there is no relevant audit information of which the Company's audifors are unaware,

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time
the financial position of the Company and to enable them to ensure that the year-end annual report complies with The
Companies {Guernsey) Law, 2008 and the Prospectus. They are also responsible for safeguarding the assets of the
Company and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities.

Legislation in Guernsey governing the preparation and dissemination of financial staternents may differ from legislation
in other jurisdictions.

As required under the Disclosure and Transparency Rules of the United Kingdom’s Financial Services Authority, the
Directors confirm, to the best of their knowledge:

* The annual report has been prepared in accordance with International Financial Reporting Standards (IFRS) and
gives a true and fair view of the assets, liabilities, financial position and loss of the Company;

*  The Management Report which follows includes;

- A fair view of the development, performance and position of the Company during the vear; and

- A statement of the principal risks and uncertainties the Company faces.
MANAGEMENT REPORT
Review of performance, development and position
The Company has operated during the year in accordance with the objectives outlined in the Managed Wind Down
Circular dated 4 February 2011. A review of the Company’s performance during the year is included in the Investment
Adviser’s Report on page 12. A review of the business, results for the year and events since the year end have been

described in the body of this Directors’ Report and in the Chairman’s Statement on page 11.

Principal risks and uncertainties

The principal risks and uncertainties are outlined in the Company’s Prospectus and also in note 6, Risks Associated
With Financial Instruments, on page 26-30.

Maintenance and integrity

The maintenance and integrity of the Company’s website is the responsibility of the Directors; the work carried out by
the auditors does not involve consideration of the maintenance and integrity of this website and, accordingly, the
auditors accept no responsibility for any changes that may have occurred to the financial statements since they were
initially presented on the website. Legislation in Guernsey governing the preparation and dissemination of financial
statements may differ from legislation in other jurisdictions.

On behalf of the Board of Directors:

Rekp— M

Director Director

Date; 15 October 2012

10



FRM CREDIT ALPHA LIMITED

CHAIRMAN’S STATEMENT

In accordance with the procedure adopted for the managed wind-down, there have been distributions during the vear
amounting to £15 . 2million and there remained as at 30 June 2012 £10.3million of net assets.

It is anticipated that a further distribution will be made shortly and before the end of this calendar year.

As | mentioned in my Chairman’s Statement last year, whilst the Directors have not had cause to adjust the valuations
attributed to the value of the assets as detailed in the annual financial report, the Board contioues to draw attention to
the fact that the reduction of the number and liquidity of the remaining assets increases the risk of variation in or
changes to the valuations as the redemptions take place.

‘Whiist the Board, and the Investment Manager continue to progress the managed wind-down and the Hquidation of the
portfolio, the Board will be reviewing options in respect of the probable winding-up of the Comparty. The timing of the
appointment of liquidators will depend upon the progress made with the rezlisation of the remaining assets. It is
possible that proposals for the liquidation of the Company will be put to shareholders during the latter part of 2013,

ko

Peter Atkinson
Chairman
Date: 15 October 2012

Il




FRM CREDIT ALPHA LIMITED

INVESTMENT ADVISER’S REPORT FOR THE YEAR ENDED 30 J UNE 2012

The second half of 2011 was dominated by unceyta@gulting in an extremely volatile period fordimcial markets.
The causes of volatility were predominantly; thstadility of Europe, concerns over the trajectdrglobal growth in
particular in China and pending regime change irstnad the world’s major economies (Europe, the U&an and
China). World equity markets traded in a 20% rawih daily volatility of approximately 2% (MSCI Wil Free LC
Index), US Treasuries experienced a period of tnetoes volatility last seen at the collapse of Lehmwdile the level
of the VIX Index ranged been between 15 and 48addition, some of the more closely watched findnsieess
indicators started to move out towards 2008 ciesigls. Despite massive injections of liquidity and the globe, it
became increasingly difficult to borrow US dollaaémost everywhere outside of the US. Investor aglpetite
remained very low, while at the same time, bankewader severe pressure to improve their caitals.

The first half of 2012 enjoyed a largely unbrokahyracross risk assets that extended from Janotryearly April of

this year. The delayed and then very rapid digestibthe ECB’s Long Term Refinancing OperationsTROs"), a

series of improving economic data points in the (8&h as unemployment which dropped to 8.1% inApnd a

perception that China would be able to engineeofalanding, propelled the squeeze higher in matkEtom mid-

April onward, however, the markets went back intk-off mode as investor concern over the politiséliation in

Europe (such as the inconclusive Greek electiond)caestions over the stability of the banking exys{the Spanish
Bank, Bankia, was bailed out in May) came back fottus. Coincident with the downturn in Europe bitite US and
Asia, which had been more buoyant, also startesthéov signs of a slowdown with downward economipsses such
as the moderation in the manufacturing Purchadiagagers’ Index (“PMI”) data in both regions.

Against this backdrop, hedge funds en masse strdgmgl make money and cut risk on both a gross andasis.
Excluding January 2012 and February 2012 when tmagers caught some of the updraft from the rallysk assets
both Long Short Credit and Equity Long-Short mamageund the environment challenging with long biaslue
focussed managers losing ground and no bias oablarbias managers generating only small gainkesftattened
net and gross exposures in response to marketiliplaind European instability. Directional Tradirstrategies
suffered from whipsaw as markets suffered signifigaversals intra month. Decent profits tendebegyenerated on
fixed income trades as Treasuries continued todgomer while shorting the euro also scored gaiusdgain high
levels of uncertainty deterred managers from maldnge directional bets. Relative Value strategies/ed the most
successful as their lack of dependence on markettdinality insulated them from the greatest peais. The absence
of proprietary capital also appeared to have atipesimpact on their opportunity set boosting ratuto technical
strategies such as Statistical Arbitrage.

As at 30 June 2012 £10.3m of net assets in the fuaré made up of £10.0m financial assets and £@&sh. This
follows distributions since the end of the previdumancial year of £8.0m in July 2011, £4.5m in Jaty 2012 and
£2.7m in June 2012. The financial assets consistddS Dollar based hedge funds and receivables Wwihin the
portfolio hereon referred to as “USD core”. Thefpemance of this USD core portfolio in Sterlingrtes is therefore a
reflection of both the fluctuation in asset valuetlee underlying hedge funds and the variationha US Dollar
exchange rate. As the US Dollar appreciates inevab the Sterling value of the financial assete alcreases and
vice versa.

Over the year the Company’s share price fell by3%dwhile the net asset value decreased by -12T86. USD core
portfolio fell by -14.0%.

Liquidation:

We are pleased to report that the return of cafiitah Plainfield, Cerberus, Oak Hill and Highlandu€ader enabled
us to make a distribution of £8m at the end of B¢ 1. In addition further distributions of £4.5mda£2.7m were
made in January 2012 and June 2012 respectivelpwiiog these distributions the company’s liquidjisofile as at 30
June 2012 was as follows:

Immediate Monthly Quarterly <1 year 1to 2 years determinate| Total
0.0% 2.4% 0.0% 1.9% 0.0% 95.7%% 100.0%

Although there are no confirmed redemption poimts the remaining assets we are reasonably confidheitthe
remainder of 2012 will see more partial distribodrom Highland and Cerberus as well as the tmjaldations of
both Bluebay and Plainfield. Further distributiovi be made in due course.

Financial Risk Management Limited
Date: August 2012
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF FRM
CREDIT ALPHA LIMITED

Report on the financial statements

We have audited the accompanying financial statements of FRM Credit Alpha Limited (“the
Company”) which comprise the statement of financial position as of 30 June 2012 and the
statement of comprehensive income, the statement of changes in equity and the statement of cash
flows for the year then ended and a summary of significant accounting policies and other
explanatory information.

Directors’ responsibility for the financial statements

The directors are responsible for the preparation of financial statements that give a true and fair
view in accordance with International Financial Reporting Standards and with the requirements
of Guernsey law. The directors are also responsible for such internal control as they determine is
necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors’ responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those Standards
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’
judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by the directors, as well as evaluating the
overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the financial statements give a true and fair view of the financial position of the
Company as of 30 June 2012, and of its financial performance and its cash flows for the year then
ended in accordance with International Financial Reporting Standards and have been properly
prepared in accordance with the requirements of The Companies (Guernsey) Law, 2008.

PricewaterhouseCoopers CI LLP, Royal Bank Place, 1 Glategny Esplanade, St Peter Port, Guernsey,
Channel Islands, GY1 4ND
T: +44 (0) 1481 752000, F: +44 (0) 1481 752001, www.pwc.com/jg

PricewaterhouseCoopers CI LLP, a limited liability partnership registered in England with registered number OC309347, provides assurance, advisory, and tax
services. The registered office is 1 Embankment Place, London WC2N 6RH and its principal place of business is Twenty Two Colomberie, St. Helier, Jersey JE1
4XA.
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Report on other legal and regulatory requirements

We read the other information contained in the Annual Report and consider the implications for
our report if we become aware of any apparent misstatements or material inconsistencies with the
financial statements. The other information comprises only the directors’ report, the chairman’s
statement, the investment advisor’s report and the portfolio statement.

In our opinion the information given in the directors’ report, the chairman’s statement, the
investment advisor’s report and the portfolio statement is consistent with the financial
statements.

This report, including the opinion, has been prepared for and only for the Company’s members as
a body in accordance with Section 262 of The Companies (Guernsey) Law, 2008 and for no other
purpose. We do not, in giving this opinion, accept or assume responsibility for any other purpose
or to any other person to whom this report is shown or into whose hands it may come save where
expressly agreed by our prior consent in writing.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters which we are required to review
under the Listing Rules:

e the directors’ statement as set out on page 9 in relation to going concern;

e the part of the Corporate Governance Statement relating to the Company’s compliance
with the nine provisions of the UK Corporate Governance Code specified for our review;
and

e certain elements of the report to shareholders by the Board on directors’ remuneration.

[}

e

imoh Pe
For and on behalf of PricewaterhouseCoopers CI LLP
Chartered Accountants and Recognised Auditors
Guernsey, Channel Islands
2012 Ok 1o
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FRM CREDIT ALPHA LIMITED

STATEMENT OF FINANCIAL POSITION AS AT 30 JUNE 2012

Assets

Neon-current assets

Financial assets at fair value through profit or loss
Sales awaiting settlement

Current assets

Financial assets at fair value through profit or loss
Sales awaiting settlement

Interest receivable

Prepaid expenses

Cash and cash equivalents

Total assets

Liabilities

Current liabilities

Management fees payable
Administration & custodian fees payable
Audit fees payable

Directors fees payable

Other payables

Total liabilities

Fotal net assets

Represented by:

Shareholders’ premium and accumulated deficit
Share premium

Accumulated deficit

Total Shareholders’ funds

Number of Shares

Net Asset Value per Sterling Share

Notes

2(c), 4
2(b)

2(c), 4
2(h)

2(d)

3(2)
3(c)

Hdy

30 June 2012 36 June 2011
USS US$
15,616,339 19,697,200
304,185 3,649,862

- 5,586,432

- 9,965,856

- 60

7,887 10,088
382,276 5,622,127
16,310,687 44,531,625
19,023 52,322

8,028 10,257
35,517 40,653
8,499 -
29,374 14,805
100,441 118,037
16,210,246 44,413,588
76,186,653 106,196,186
{59,976,407) (55,782,592)
_ _1 6,210,246 44,413,588
13,229,007 31,135,739
GRBPO.781 GBP0.889

Approved for issuance on behalf of the Board of Directors of FRM Credit Alpha Limited:

Coon— A -

Director Director

Date : 15 October 2012

The accompanying notes form an integral part of this annual fipancial report
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FRM CREDIT ALPHA LIMITED

STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDE D 30 JUNE 2012

Year ended Year ended
Notes 30 June 2012 30 June 2011
Uss$ Us$

Income
Interest income 2(9) 969 1,381
Other income 11,667 63
Net foreign currency (loss)/gains (349,974) 1,995,332
Other net changes in fair value on financial asaetsfinancial
liabilities at fair value through profit or loss 5 (3,359,322) 1,861,620
Total net (loss)/income (3,696,660) 3,858,396
Expenses
Management fees 3(a) (158,287) (802,636)
Administration & custodian fees 3(c) (32,367) (77,907)
Legal fees (16,452) (221,372)
Audit fees (34,491) (47,471)
Directors fees 3(d) (126,721) (135,276)
Other operating expenses (128,837) (134,664)
Total operating expenses (497,155) (1,419,326)
Operating (loss)/profit (4,193,815) 2,439,070
(Loss)/profit for the year from operations 2(j) (4,193,815) 2,439,070
Basic and diluted earnings per Sterling Share GBP(0.138) GBPO0.027

There were no other elements of comprehensive iadarthe year (30 June 2011: Nil).

The accompanying notes form an integral part &f éimnual financial report
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FRM CREDIT ALPHA LIMITED

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 3 0 JUNE 2012

Net assets at start of the year

Redemptions of Shares
Net decrease from Share transactions

(Loss)/profit for the year from operations

Net assets at end of the year

Refer to notes 8 and 9 for the movement in Shapt&aShare Premium and Reserves for the year.

The accompanying notes form an integral part &f éimnual financial report
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Year ended
30 June 2012
Uss$

44,413,588

(24,009,527)

Year ended
30 June 2011
Uss$

91,713,037

(49,738,519)

(24,009,527)

(49,738,519)

(4,193,815)

2,439,070

16,210,246

44,413,588




FRM CREDIT ALPHA LIMITED

STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 30 JUNE 2012

Cash flows from operating activities

(Loss)/profit for the year from operations

Adjusted for:
Interest income

Operating activities:
Net decrease in prepaid expenses

Net decrease/(increase) in sales awaiting settiemen

Net decrease in liabilities and accrued expenses
Net decrease in financial assets at fair valueutiino
profit or loss

Cash provided by operating activities

Interest received
Net cash provided by operating activities

Cash flows used in financing activities
Redemption of Shares

Net cash used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at the start of the year

Cash and cash equivalents at the end of the year

Note Year ended Year ended
30 June 2012 30 June 2011
Us$ US$
(4,193,815) 2,439,070
(969) (1,381)
(4,194,784) 2,437,689
2,201 3,390
13,311,533 (7,599,148)
17,596) (121,759)
9,667,293 54,281,694
18,768,647 49,001,866
1,029 1,321
18,769,676 49,003,187

(24,009,527)

(49,738,519)

(24,009,527)

(49,738,519)

(5,239,851) (735,332)
5,622,127 6,357,459
2(d) 382,276 5,622,127

The accompanying notes form an integral part of éimnual financial report
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012
1. GENERAL INFORMATION

FRM Credit Alpha Limited, a closed ended Investm@ompany, was incorporated in Guernsey on 1 Magfv 2
under the laws of Guernsey, with registered nurdieéi97. The Company has three share classes thatitherised
for issue; Euro Shares, Sterling Shares and USab8hares. At 30 June 2012 only Sterling Shares imessue.

The Company was launched with the objective of isgeo generate significant returns over cash, \aith volatility

and beta to global credit markets, when measured avmarket cycle. By investing in a combinationirofestee
funds managed by managers who adopt research-bakexlevent driven or long-short approaches, thenimy
believed that volatility and peak-to-trough drawaswvould be lower than those typically deliveredltyg-only

approaches. The Company sought to achieve its tlgelsy investing in a portfolio of underlying instee funds
pursuing a variety of different credit and creditated trading strategies. In addition, the Compaoyd invest in a
wide variety of financial instruments. The Compdrms entered into a managed wind-down phase folipilie
approval of proposals that were put to Shareholdei@n EGM of the Company held on 17 March 2014, the
objective was modified to focus on realising thelemying assets whilst at the same time maximisheglevel of
capital being returned to investors.

The Sterling Shares are listed on the Main Markéh® London Stock Exchange.
The Company has no employees (30 June 2011: none).
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in thegaration of this annual financial report are sdth®low. These
policies have been consistently applied to all ygmesented, unless otherwise stated. As detailadtes 1 and 15,
the Company has now entered into a managed winaghtnase and so these accounting policies and ties tuat
follow should be read in the context of the Comphgeing in managed wind-down and of the Companyjsailve
now being to focus on realising the underlying tsgéilst at the same time maximising the levetapital being
returned to investors.

(a) Basis of preparation

The annual financial report has been prepared gordence with International Financial Reporting nStards
(“IFRS") and the Disclosure and Transparency rolethe Financial Services Authority. The annuahfioial report
has been prepared under the historical cost coioveas modified by the revaluation of financialetssand financial
liabilities at fair value through profit or loss.

The preparation of the annual financial reportanformity with IFRS requires the use of certairtical accounting
estimates. It also requires the Board of Directorexercise its judgement in the process of apglyfre Company’s
accounting policies. The areas involving a highegrde of judgement or complexity or areas wheremagsons and
estimates are significant to the annual finanoggdort are disclosed in note 2(k). This annual fom@nreport is
prepared on a break-up basis since the Compamgritesed into a managed wind-down phase.

The following standards and amendments to existingtandards were adopted effective 1 July 2011

The amendment to IAS 24, 'Related party disclosucksifies the definitions of a related party.eThew definition
clarifies in which circumstances persons and keyagament personnel affect related party relatigssbf an entity.
The amendment also introduces an exemption frongeheral related-party disclosure requirementsrforsactions
with a government and entities that are controllgihtly controlled or significantly influenced bthe same
government as the reporting entity. The adoptiothefamendment did not have any impact on the ¢iahposition
or performance of the Company.
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
(a) Basis of preparation (continued)
The following standards and amendments to existingtandards were adopted effective 1 July 2011 (contied):

IFRS 7 (amendment) ‘Financial instruments: Disctesu This amendment was part of the IASB’s annual
improvement project published in May 2010. The asneent emphasises the interaction between quawdtatid
qualitative disclosures about the nature and extémisks associated with financial instruments.option of this
amendment did not have a significant impact onGbmpany'’s financial statements.

“Improvements to IFRS” were issued in May 2010 amhtain several amendments to IFRS, which the |IASB
consider non-urgent but necessary. “ImprovementERS” comprise amendments that result in accogrtfranges
for presentation, recognition or measurement pwpas well as terminology or editorial amendmeelated to a
variety of individual standards. Most of the ameedis are effective for annual periods beginningoorafter 1
January 2011, with earlier application permitted. Material changes to accounting policies are drpeas a result

of these amendments.

New standards issued but not yet effective and ngtt early adopted are detailed below:

IFRS 9 “Financial Instruments” is effective for m&fs beginning on or after 1 January 2015. IFRpeXifies how
an entity should classify and measure financiattassncluding some hybrid contracts. They reqaiiefinancial
assets to be:

 Classified on the basis of the entity’s busineeslel for managing the financial assets and théractual cash
flow characteristics of the financial asset.

« Initially measured at fair value plus, in the eaf a financial asset not at fair value througtfipor loss, particular
transaction costs.

e Subsequently measured at amortised cost ovdhie.

These requirements improve and simplify the approfic classification and measurement of financisseds
compared with the requirements of IAS 39. They ymplconsistent approach to classifying financialets and
replace the numerous categories of financial agsefsS 39, each of which had its own classificatitriteria. They
also result in one impairment method, replacingibeerous impairment methods in IAS 39 that ansenfthe
different classification categories.

The Company is currently in the process of evatgathe potential effect of this standard. The stadds not
expected to have a significant impact on the firEnstatements since the majority of the finaneissets of the
Company are at fair value through profit or loss.

IFRS 10, 'Consolidated financial statements', &ffecfor annual periods beginning on or after 1udag 2013,

builds on existing principles by identifying thenmept of control as the determining factor in wieethn entity
should be included within the consolidated finahatements of the parent company. The standasdid®es

additional guidance to assist in the determinatibnontrol where this is difficult to assess. Thawstandard is not
expected to have any impact on the Company's fiabposition or performance.

IFRS 12, 'Disclosures of interests in other erttitieffective for annual periods beginning on e¢eat January 2013,
includes the disclosure requirements for all forafsinterests in other entities, including joint awmgements,
associates, special purpose vehicles and othdratdfhce sheet vehicles. The new standard is natcésgh to have
any impact on the Company's financial position @effgrmance.
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012 (continued)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
(a) Basis of preparation (continued)

IFRS 13, 'Fair value measurement' is effectiveafumual periods beginning on or after 1 January 20h8 standard
improves consistency and reduces complexity byidiog a precise definition of fair value and a $ingource of
fair value measurement and disclosure requirenfenisse across IFRSs. The requirements do not éxtenuse of
fair value accounting but provide guidance on hbshbuld be applied where its use is already requir permitted
by other standards within IFRS. If an asset omhility measured at fair value has a bid price andsk price, the
standard requires valuation to be based on a piittén the bid-ask spread that is most represamaif fair value
and allows the use of mid-market pricing or othdcipg conventions that are used by market pawicip as a
practical expedient for fair value measurementiwithbid-ask spread. The new standard is not ezddothave any
impact on the Company’s financial position or perfance.

There are no other standards, interpretations @ndments to existing standards that are effechiaé would be
expected to have a significant impact on the Compan

(b) Foreign currency translation

(i) Functional and presentation currency
The annual financial report is prepared in US dsll§US$"), this being the Company’'s functional and
presentational currency. Management has choserad 8% functional and presentation currency foiGbmpany to
reflect the fact that most of the Company’s invesita are denominated in US$.

(i) Transactions and balances

Foreign currency transactions are translated imoftinctional currency using the exchange rategaiieg at the
dates of the transactions. Foreign exchange gaiddasses resulting from the settlement of suchstations and
from the translation at year-end exchange ratanmfetary assets and liabilities denominated inigoreurrencies
are recognised in the statement of comprehenso@ria. Foreign exchange gains and losses relatinrggb and
cash equivalents are presented in the statementoaiprehensive income within “net foreign currency
(losses)/gains”. Foreign exchange gains and lagdatng to the financial assets and liabilitiesriea at fair value
through profit or loss are presented in the statérmEcomprehensive income within “other net chanigefair value
on financial assets and financial liabilities &t falue through profit or loss”.

(c) Financial instruments

(i) Classification
In accordance with IAS 39, the Company classifissinvestments as financial assets and liabilitéieair value
through profit or loss. These financial assets katuilities are classified as held for trading arsynated by the
Board of Directors at fair value through profit loss at inception. Financial assets or financalilities held for
trading are those acquired or incurred princip&dly the purposes of selling or repurchasing in lear term or
derivatives. The Company does not classify anyvdévies as hedges in a hedging relationship. Adeulying
investee funds held by the Company have been desidrby the Board of Directors as held at fair gatorough
profit or loss.
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012 (continued)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
(c) Financial instruments (continued)

(i) Recognition/de-recognition
The Company recognises financial assets and fiaklhilities at fair value through profit or loss the trade date -
the date it commits to purchase or sell shortiis&riiments. From this date any gains and lossgisgifrom changes
in fair value of the assets or liabilities are rgised. Investments are derecognised when thesrighteceive cash
flows from the investments have expired or the Camyphas transferred substantially all risks andard® of
ownership.

(iii) Valuation of investments

Investments in underlying investee funds are vaktefhir value, as determined by each underlyingstee fund’s
independent administrator or Investment Managerdétermining fair value, the administrator or Inwesnt

Manager utilises the valuations of the underlyimgestee funds to determine the fair value of italfinterests. The
underlying investee funds in which the Companynigested value securities and other financial imaests on a
mark-to-market or fair value basis of accountingpe Testimated fair values of certain of the investimief the

underlying investee funds may include private piaeets and other securities for which prices are reatily

available.

These estimated fair values are determined by thmingstrators or Investment Managers of the respect
underlying investee funds and may not reflect antethmat could be realised upon immediate sale pwuats that
ultimately may be realised.

Accordingly, the estimated fair values may diffgnificantly from the values that would have besed had a ready
market existed for these investments and the difflegs could be material. A number of underlyingestee funds
changed their redemption terms so as to restnvessior redemptions by gating redemptions, suspgneidemptions
or creating side pockets, extending notice periddtaying redemption payments and introducing eereking lock
periods.

It is the view of the Board of Directors that despithese redemption restrictions the Net Asset & #tNAV")
provided by the underlying investee fund managerher administrators represents the most appatpitiasis for
fair value of these assets. As such no adjustnfente been made to the value of the assets in theahfinancial
report.

(d) Cash and cash equivalents
Cash and cash equivalents include cash in hand.

(e) Expenses

Expenses are accounted for on an accruals basiarancharged to the statement of comprehensiveniado the
year in which they are incurred.

(f) Redemption of shares
Subject to the Directors exercising their discretto operate the Redemption Facility on any givecasion,
Shareholders may request to have some or all af $terling Shares redeemed for cash in a Redem@ider.
Depending on the liquidity within the Company’s folio, the Directors may elect to pay redempticogeeds
either: (i) at a value equal to the prevailing Metet Value per Share as at the relevant Redemptoility Date
less costs of redemption; or (ii) at a value edqoaahe prevailing Net Asset Value per Share aslamarch of the
following year less the costs of redemption (eatRedemption Facility Calculation Date”).

(g) Interest income and expense

Interest income and expense is recognised in #tersent of comprehensive income on an accruals.basi
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012 (continued)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
(h) Sales awaiting settlement

Sales awaiting settlement represent receivabldshthae been contracted for but not yet settledhenstatement of
financial position date. These amounts are recegnisitially at fair value and subsequently meaduaeamortised
cost using the effective interest method, less ipiow for impairment. A provision for impairment éstablished
when there is objective evidence that the Compaillynat be able to collect all amounts due from tiedevant
counterparty. Significant financial difficulties dhe counterparty, probability that the countenpasill enter
bankruptcy or financial reorganisation and defauftayments are considered indicators that the afrisimpaired.

(i) Taxation

The Company has applied for and has been grantemipxstatus for Guernsey tax purposes. A compaatyhiéis
exempt status for Guernsey tax purposes is exempt Guernsey income tax under the provisions ofltiteme
Tax (Exempt Bodies) (Guernsey) Ordinance, 1989isetiarged an annual exemption fee of £600.

From 1 January 2008, the Income Tax Authority irefBgey abolished the exempt regime for some esntifiethe
same time the standard rate of income tax was egbifrom 20% to 0%. Therefore some entities prewoesempt
from tax under the Income Tax (Exempt Bodies) (@sey) ordinance, 1989 are now taxed at 0%. Howther
Income Tax Authority has confirmed that collectimgestment schemes such as the Company can condirapply
for exempt status.

The Directors intend that the Company be managedcantrolled in such a way that it should not berded
resident in the United Kingdom for tax purposes.

(1) (Loss)/profit for the year from operations
(Deficit)/income not distributed is included in (loss)/prddit the year from operations.
(k) Critical accounting estimates and judgementsn applying accounting policies

The Company makes estimates and assumptions fhat #fe reported amounts of assets and liabiliigkin the
next financial year. Estimates are continually eatdd and based on historical experience and dtwtors,
including expectations of future events that afleled to be reasonable under the current circumsta

() Statement of cash flows

The cash amount shown on the statement of casts fisvthe net amount reported in the statementnaintial
position as cash and cash equivalents. The indinethod has been applied in the preparation oftatment of
cash flows.

(m) Operating Segments

Operating segments are reported in a manner censigiith the internal reporting used by the Chigfe@ating
Decision-Maker (“CODM"). The CODM, who is responigibfor allocation of resources and assessing the
performance of the operating segment, has beettifiddras the Board of Directors. The Board of Birs makes
the strategic resource allocations on behalf oftbmpany. The Company is managed as one operatimgest.

3. FEES AND EXPENSES

(a) Management Fee

The Company pays the Manager a management fedéwgeith reimbursement of reasonable out of poekpenses
incurred by it in the performance of its dutiestiUd May 2011 the management fee in respect oStleeling Shares
was charged at the rate of 1% per annum of the @oyp net assets attributable to the Sterling Shéefore
deduction of accruals in respect of the manageffieentor the current month and any performance dsegt the first
Business Day of each calendar month payable momttdyrears. With effect from 3 May 2011 the mamaget fee
in respect of the Sterling Shares was changed top&Ptannum of the Company’s net assets, attribeitédblthe
invested assets of the Company only. The manageeeffior the year was US$158,287 (30 June 2011803$36)
and the amount outstanding at the year end was 2833 (30 June 2011: US$52,322).
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012 (continued)

3.

FEES AND EXPENSES (continued)

(b) Performance Fee

Until 3 May 2011 the Company paid the Manager dgperance fee if the Net Asset Value (“NAV”) of a@b at
the end of a performance period (a) exceeded it¥ I[Athe start of the performance period by mommntkhe
performance hurdle and (b) exceeded the highestqusgy recorded NAV per Share as at the end ofrfopmance
period in respect of which a performance fee wsisgaid.

The performance hurdle applicable in respect oérdiopmance period was one month LIBOR of the cuyeof the
corresponding Share class compounded monthly arsdpn@rated where the performance period was greate
shorter than one period. The performance periodeaah 12 month year ending on 30 June in each year.

If the performance hurdle and high water mark fopeaformance period were met then a performancents
calculated and payable to the Manager equal to GD#te total increase in NAV per Share at the ehtthe relevant
performance period over the performance hurdleipligtl by the weighted average number of Sterlifigu8s in
issue at the end of the relevant performance period

On 3 May 2011, the Manager waived its right to gkeaa performance fee to the Company.

(c) Administration and Custodian Fee

The Administrator and Custodian are entitled teeiez from the Company an aggregate annual fee algmit/to 7
basis points of the Company’s NAV, such fee to lagable generally pro-rata monthly in arrears, phtiser
transaction costs and out of pocket expenses. Bhgp@ny’s administration fee for the year was US$82,(30 June
2011: US$77,907) and US$8,028 (30 June 2011: UB%TPremained outstanding at the year end. Cusiddizs
are included in administration fees.

(d) Directors’ fees

4,

Each Director (other than the Chairman) is entitledreceive a fee from the Company at such ratenag be
determined in accordance with the Articles. Therenir fees are GBP20,000 per annum for each Dirembolr
GBP25,000 for the Chairman. All of the Directore antitled to be paid all reasonable expenses gyopeurred by
them in attending general meetings, board or coteeiheetings or otherwise in connection with thdgomance of
their duties. Directors earned US$126,721 (30 R0l : US$135,276) and the amount outstanding ayehe end
was US$8,499 (30 June 2011: Nil).

FINANCIAL ASSETS AND FINANCIAL LIABILITIES AT FAIR  VALUE THROUGH PROFIT OR LOSS

30 June 2012 30 June 2011

uUss$ uss$

Non-current assets 15,616,339 19,697,200
Current assets - 5,586,432
Total financial assets at fair value through profitor loss 15,616,339 25,283,632

Financial assets and financial liabilities at fealue through profit or loss are classified as narrent assets if it is
expected that they cannot liquidate within 12 memahthe relevant year end.

As at the 30 June 2012 the portfolio of finan@akets and financial liabilities at fair value thgh profit or loss
comprised long positions in other investment congmnThe underlying investee funds operate a waaetlifferent
credit and credit related strategies as follows:

Underlying Investee Funds by Trading Strategy Fair Value % of

30 June 2012 Net Asset

Uss$ Value

Relative Value Trading Strategy Funds 1,582,215 9.76%

Specialist Credit Strategy Ful 14,034,124 86.58%
Total financial assets at fair value through profitor loss 15,616,339 96.34%
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012 (continued)

4. FINANCIAL ASSETS AND FINANCIAL LIABILITIES AT FA
(continued)

IR VALUE THROUGH PROFIT OR LOSS

Geographical Exposure Fair Value % of
30 June 2012 Net Asse

US$ Value
Global Regions* 14,034,124 86.58%
Europe 928,713 5.73%
North Americ: 653,502 4.03%
Total 15,616,339 96.34%

As at the 30 June 2011 the portfolio of financissets and financial liabilities at fair value thgbuprofit or loss
comprised long positions in other investment congmrThe underlying investee funds operate a waatdifferent

credit and credit related strategies as follows:

Underlying Investee Funds by Trading Strategy Fair Value % of
30 June 2011 Net Asse

US$ Value

Relative Value Trading Strategy Funds 2,686,223 6.05%
Specialist Credit Strategy Funds 22,597,409 50.88%
Total financial assets at fair value through profitor loss 25,283,632 56.93%
Geographical Exposure Fair Value % of
30 June 2011 Net Asse

Uss Value
Global Regions* 22,587,793 50.86%
Europe 2,074,279 4.67%
North Americi 621,560 1.40%
Total 25,283,632 56.93%

*Global Regions includes any underlying investerdfthat is not directly exposed to Europe or Naéwtherica, or is
exposed to multiple regions or even globally, stigét it is not possible to provide details of sfieciegional
exposure.

The portfolio of financial assets at fair valuedingh profit or loss includes positions in other FRRMestment funds
with a total fair value of US$NIl (30 June 2011:$1$403,582).

A number of underlying investee funds in which @@mpany invests have undertaken various levelesifucturing
which have generally altered the original liquidigyms per their offering documents. These chahgee included
restructuring, implementing redemption gates, sodipgy redemptions, creating side pockets, extendiatice
periods, delaying redemption payments and intradpor extending lock periods.

Relative Value Trading Strategy

Relative Value is a non-directional market neutralestment strategy that seeks to exploit priciigcrépancies
between related securities. The strategy revolvesna identifying a pair of related securities whéne pricing of
the securities does not reflect this relationsfipe manager then buys the undervalued securitysalsl short the
overvalued security, locking in a spread. The insdatalue strategies all involve locking in a sgred some sort and
can be identified by the use of the term arbitrage.

The opportunities being exploited typically havdatieely low risk and commensurately low return, s@ny
managers use leverage to amplify the returns tactitte levels. As a general rule, the closer #iationship between
the two securities, the lower the basis risk aretibhter the spread will be. An approach is RedatWalue if the
position in the portfolio attempts to isolate arapitalise upon a feature of an asset or combinati@ssets which is
mispriced according to theoretical fair value (aifion may be made up of several assets but iguaedito capture a
single pricing element), and all pricing factoriet than the identified element are fully hedgednanaged, first
within the position and then also within the pditaverall.
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4. FINANCIAL ASSETS AND FINANCIAL LIABILITIES AT FA IR VALUE THROUGH PROFIT OR LOSS
(continued)

Specialist Credit Strategy
Specialist Credit could also be described as “fumetatal credit investing”. Trades are based aroueditanalysis of
the issuer and security, and may incorporate cradiket views. The manager assumes credit riskcaseapart of the
investment strategy, but interest rate risk isansignificant exposure, being either explicitly ped or simply far less
significant than credit risk.

Specialist Credit seeks to buy companies fixedgabibn financing (i.e. debt) or"2derivatives of that debt (i.e.
synthetic credit structures). However, while cradénagers will focus predominantly on debt instrotegin certain
market environments equities may become a mateoiaponent in their portfolios e.g. post-reorgamnigsaequity.
The investment edge comes from the manager’s yahiiperform a high level of micro due diligence specific
issuers and issues and to take advantage of whahdinager discerns to be relatively inexpensivargess (cheap).
The securities may be inexpensive due to regulainpmalies or other constraints on traditional é&ade.g., speed
of decision-making process, disclosure rules, etc.)

Returns are primarily generated from credit-sevsitnvestments through capital appreciation (ineeeim market
price), positive carry (yield), or both.

5. OTHER NET CHANGES IN FAIR VALUE ON FINANCIAL ASS ETS AND FINANCIAL LIABILITIES AT
FAIR VALUE THROUGH PROFIT OR LOSS

Year ended Year ended
30 June 2012 30 June 2011
uUs$ Uss
(Losses)/gains recognised in relation to finanasalets and financial
liabilities through profit or loss:
Realised (loss)/gain on financial assets and fiahlabilities at fair
value through profit or loss (6,403,960) 5,336,431
Unrealised gain/(loss) on financial assets anchfira liabilities at fair
value through profit or loss 3,044,638 (3,474,811)
Net realised and unrealised (loss)/gain on finandiassets and
liabilities at fair value through profit or loss (3,359,322) 1,861,620

The total gains/(losses) recognised in relation other FRM investment companies are in total: redlis
(US$1,091,535) (30 June 2011: (US$365,888)) andalised US$815,190 (30 June 2011: US$181,243).

6. RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS

The Board of Directors is ultimately responsible flle Company’s system of internal control andririewing its
effectiveness. The Board of Directors has estaddistin ongoing process for identifying, evaluating aanaging
significant risks faced by the Company which inwsthe Directors conducting, at least annuallyg\vdéew of the
Company’s system of internal control, covering @htrols including financial, operational, compkanand risk
management.

The Board of Directors has reviewed the effectigsnef the system of internal control. In particulahas reviewed
and updated the process for identifying and evidgagignificant risks affecting the Company and pwdicies by
which these risks are managed. The internal coayrsiems are designed to meet the Company'’s plartiseeds and
the risks to which it is exposed.

Accordingly, the internal control systems are destjto manage rather than eliminate the risk dfiraito achieve
business objectives and by their nature can ordyige reasonable and not absolute assurance agaBsatement
and loss.

The Company is exposed to a number of risks assaltref the financial instruments it holds. The Qmmny’'s
investment activities expose it to various typegisk taken by the Company and the managers ofitiuerlying
investee funds, which are associated with the @ignnstruments and markets in which they inv@ste following
summary is not intended to be a comprehensivefliatl risks and investors should refer to the Peasus for a more
detailed discussion of the risks inherent to inwgsin the Company.
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6. RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS (con tinued)

Market risk

The Company can be exposed to market risks byevisfithe underlying investee funds that the Compawmgsts in.
Those underlying investee funds may take exposusewide range of market factors including equitgdit, foreign
exchange, interest rate, emerging and commoditketsgmr Additionally they may make use of complexidsive
instruments to take and manage these exposures. dfRlsts monitor the underlying investee fund rgansion a
continuing basis on behalf of the Company to enthmemanagers have the correct operational centsgstems and
skills to manage these risks. Additionally, FRM kasautomated fund performance exception repognoegess to
identify funds that are performing out of line wiglipectations (which will measure relative analysisheir historic
track record and their peer group). Exceptionsdiseussed at a monthly meeting with the Chief Ihmesit Officer
and recorded by the risk team.

Market risks at the underlying investee funds mdidflevel are controlled via the use of diversifion across a wide
range of underlying investee fund styles and hgslifThis diversification is monitored and contrdlida the use of a
Value at Risk (“VaR") system.

The broad characteristics of the methodology userhiculate the VaR are as follows:

Using return data for the underlying investee fumdeach portfolio a return distribution for eachnd is estimated.
This distribution captures the pertinent featurégach of the underlying investee fund’s returmgjuding return,
volatility and any downside risk inherent in then@many. In particular it captures any “fat” taileffieets that a fund
may possess. A maximum of five years data is usethis calculation. For funds with short historiesatistical
methods are used to backfill the data to a perfaixty months.

Statistical methods are then used to simulate gerafh possible outcomes for the entire portfolibe3e methods not
only take into account the correlation between fufas measured by a covariance matrix), but aksdikélihood of
tail events happening together. Using this distrdsuof portfolio returns the overall VaR of thergolio can then be
estimated.

These estimates are produced on a monthly basiR's risk management team and compared against afs
limits. If the actual values exceed these limitntideviation is discussed with the relevant pddfolanager to agree
a relevant course of action. Courses of action imelyde reducing certain positions, hedging certagtor exposures
or changing the limit. Limits are reviewed and sdnoff by the Chief Investment Officer on a qudytdrasis.
Currently these expected maximums are set at & \le2% (30 June 2011: -2%), which means that 85%e time
the maximum monthly loss suffered by the portfadimot expected to be worse than -2% (30 June 2@%4). Since
inception, the actual values for the portfolio haaeged from -1% to -6.1% (30 June 2011: -1% tth4§.

As at 30 June 2012 the VaR estimate for the Compasy-3.40% (30 June 2011: -2.55%).

Limitations of the VaR methodology include the éoling:

e The measure is a point-in-time calculation, reftfegipositions as recorded at that date, which daneoessarily
reflect the risk positions held at any other time;

* That VaR is a statistical estimation and thereforis possible that there could be, in any periadgreater
number of days in which losses could exceed theutztbd VaR than implied by the confidence levat a

e That although losses are not expected to exceechtbelated VaR on, say 95% of occasions, on therd@% of
occasions, losses will be greater and might betaotially greater than the calculated VaR.

The market risk profile of the Company's finaneiasets as at 30 June 2012 and 30 June 2011 was:

30 Jun 12 30 Jun 11
uss USs$
Financial assets carrying market risk 15,920,524 38,899,350

Currency Risk

The Company can be directly exposed to foreign &mgh risks by virtue of investments in share cas$éunds that
are not denominated in its functional currency.iily, shareholders in the Company can be direedposed to
foreign exchange risks when investing in shareselaof the Company that are not denominated irCdmapany's
functional currency.
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6. RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS (con tinued)

Currency Risk (continued)

With effect from 30 December 2010, the Company anned that its currency hedging programme had deaik
immediate effect. It is possible that the undedyinvestee funds within the portfolio will incurrfsign currency risk
as an intentional or unintentional part of theiragtment strategies.

The currency risk profile of the Company's finaheissets and liabilities as at 30 June 2012 was:

Monetary Non-Monetary Total
uss uss$ US$
186,130 53 186,183
Total 186,130 53 186,183

The currency risk profile of the Company's finaheissets and liabilities as at 30 June 2011 was:

Monetary Non-Monetary Total
uss uss$ US$
3,763,991 54 3,764,045
Total 3,763,991 54 3,764,045

Interest Rate Risk

Interest rate risk is the risk that the fair vatuefuture cash flows of a financial instrument Vilictuate because of
changes in market interest rates.

The majority of the Company’s financial assets kaldilities are non-interest bearing and, as altethe Company
is not subject to significant amounts of risk dadltictuations in the prevailing levels of marketerest rates, though
the Company may be exposed to interest rate rigkeatnderlying investee fund level at which therpany invests.
The influence of changes in the market rates efr@dt is not expected to be significant.

The Company currently has no credit facility inqda

The interest rate risk profile of the Company'safigial assets and liabilities as at 30 June 20&i23@nJune 2011
was:

30 June 2012 30 June 2011

uss$ Uss

Financial assets not carrying interest rate risk 5,928,411 38,909,498
Financial liabilities not carrying interest rateki 100,441 118,037
Financial assets carrying interest rate risk 382,2 5,622,127

Credit risk

Credit risk relates to the extent to which failui®s counterparties to discharge their obligationsld@ reduce the
amount of future cash flows from financial assetdand as at the statement of financial positide.dehe Company
minimises its exposure to credit risk by only degliwith counterparties with high credit ratings ahd Manager
monitors credit concentrations to reduce associasd At the statement of financial position dé#tte Company had
all of its cash and cash equivalents held wittCitstodian, although from time to time the Compamy mdditionally
place cash deposits with banks, limited to thossdrAA or higher.

Assets held by the Company which potentially expthee Company to credit risk comprise cash balarses
receivables in respect of redeemed investmentadenlying investee funds. The Company is also exgasdirectly
at underlying investee fund level and seeks tovalgtimanage this exposure by performing due diligechecks on
each of the underlying investee fund managers.

The Company's Custodian is J.P. Morgan Chase Bdakipnal Association (London Branch) (“J.P. Morgan”
Underlying investee fund holdings are registered.lh. Morgan nominee accounts which specificallgteeto the
Company. In respect of cash and cash equivalemtisdyethe Custodian as disclosed in the statemg&fihancial
position, the Company may rank as an unsecuredtered the event of the Custodian’s insolvency @amy such
cash balances may not be recoverable. Client m@nseggregated and stored in designated client manegunts
within J.P. Morgan. At 30 June 2012 there was rah ¢geld in client money accounts.
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6. RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS (con tinued)
Credit risk (continued)
In the event of a default by the Custodian, whetirenot the Company could continue would be dependpon the
level of cash lost. Once cash balances within the@any build up to significant levels they are onétd for a short
time before being distributed to Shareholders. @ basis, it would be expected that the Companyldvbe able to

continue in operation.

The current ratings of J.P. Morgan are: S&P A+/Avigody’s Aa3/ P-1; and Fitch A+/F1 (30 June 201&PSAA-
/A-1; Moody's Aal/ P-1; and Fitch AA- /F1+).

The credit risk profile of the Company's finan@akets as at 30 June 2012 and 30 June 2011 was:

30 Jun 12 30 Jun 11
Uss$ USs$
Cash and cash equivalents 382,276 5,622,127
Sales awaiting settlement 304,185 13,615,718
Interest receivable - 60

All underlying investee fund redemption proceeds actively monitored by both the Investment Adviaed the
Custodian. When underlying investee fund redemptime placed, the Custodian will follow up with tederlying
investee fund administrator to ensure that the mgdien request has been received and actioned. Wikwlso
ascertain when redemption proceeds are due andolallv up with the administrator if redemption peeds are not
received by this date.

Additionally, the Investment Adviser will follow upith the underlying investee fund administratod/@n manager if
redemption proceeds are not received by the dptsfied in the underlying investee funds’ offeridigcumentation.
All outstanding receivables are tracked and moedarn a regular basis and escalated where necessary

Liquidity risk
Liquidity risk is the risk that the Company is ufetp meet its obligations as and when they fadl.du

The Company invests in alternative investment petgjuvhich can be highly illiquid. With some unggémb investee
funds, the Company can only sell their units ataierdates, which may occur monthly, quarterly, sadly or less
frequently. A lack of liquidity may also result frolimited trading opportunities in alternative isteent products.

The Company may, from time to time, invest in dative contracts traded over the counter, whichnatetraded in
an organised market and may be illiquid.

As a result, the Company may not be able to ligeidmickly its investments in these instrumentaraimount close
to their fair value to meet its liquidity requirenis or to respond to specific events.

In accordance with the Company's policy, the Managenitors the Company's liquidity position on gufar basis
with regard to maintaining a reasonable level qéiliity. Significant variation from reasonable l&vgvill result in

notification to the Board of Directors. The Compasyclosed ended and therefore, save for the dparaf the

Redemption Facility or a distribution being decthi®y the Directors as part of the managed wind dpwmacess, the
Shareholders cannot redeem their holdings. Liquidik is therefore mitigated as the Board of Dioes and
Investment Manager are able to manage liquiditywigh respect to the liquidity of the underlyingsats held.

The Portfolio Management team is responsible forstoicting portfolios with appropriate liquidity gfiles, which
may be specified directly by clients or by thirdrigacredit providers. The liquidity impact of anygn trade or
corporate action is considered by the portfolio aggrs who will seek advice from the respectivesemalyst when
making trading decisions. When trades are requestedthe Portfolio Management team, the Investment
Administration team review the proposed trade teuem that it complies with any specified liquiditgnstraints.
Trades which do not comply with portfolio liquidigonstraints are not executed, and referred bathetoespective
portfolio manager.
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Liquidity risk (continued)

As at 30 June 2012 a number of underlying invegiads in which the Company invests had restructsees to
restrict investor redemptions. Restructured fundésdefined as those underlying investee fundshhae undertaken
various levels of restructuring which have gengraltered the original liquidity terms per theifering documents.
These changes have included creating new sharseslgsuch as continuing and/or liquidating shaessels),
implementing redemption gates, suspending redengticreating side pockets, extending notice periddiying

redemption payments and introducing or extendirgk Iperiods. There have been no changes in respabese

underlying investee funds subsequent to the yedr en

Having factored in these redemption restrictiond taking into account redemption requests alreadynitted to
underlying investee fund managers prior to the et it is estimated that as at 30 June 2012 anti36 2011 the
liquidity profile of the Company was as follows:

30 June 2012 30 June 2011

% of % of

Total Assets Total Assets
Up to one month liquidity 2.39% 29.20%
One to three months liquidity - 6.82%
Three to six months liquidity - 1.91%
Up to annual liquidity 1.87% 9.64%
Liquidity of more than one year 95.74% 52.43%
Total 100.00% 100.00%

The Company entered a managed wind-down phase effiet from 17 March 2011. The portfolio manager is
liquidating the portfolio under the supervision thie Board with a view to maximising the capitalureed to
shareholders. On 11 May 2011, the Company resdivedake an initial distribution of £31,000,000. @4 July
2011, the Company resolved to make a second disitib of approximately £8,000,00@n 23 January 2012 the
Company resolved to make a third distribution gbragimately £4,500,0000n 11 May 2012 the Company resolved to
make a fourth distribution of approximately £2, 7). As the liquidation of the portfolio progressesl capital is
distributed to shareholders the portfolio will bew progressively more concentrated in a small nurobdliquid
investments. This is reflected by the fact thatrapimately 98% of the portfolio as at 30 June 2@d hvested in
assets with a liquidity profile of greater than signths.

It is the view of the Directors that despite themgemption restrictions the NAV provided by the erigng investee
fund managers or their administrators represemtsribst appropriate basis for fair value of thesetas As such no
adjustments have been made to the value of thesésas the annual financial report.

The table below analyses the Company's finan@ailities into relevant maturity groupings basedtlo® remaining
year at the financial reporting date to the contralcmaturity date. The amounts in the table aee dbntractual
undiscounted cash flows.

Balances due within 12 months equal their carrpialgances, as the impact of discounting is not Beagmit.

There follows a table to split the liabilities inpe@riods of up to 1 month, 1 to 3 months and 3 taofiths:

30 June 2012 (US$)

Upto1l 1to3 3to6 Total

Month Months Months
Accrued expenses and other liabilities payable .9 35,517 - 100,441
Total Liabilities 64,924 35,517 - 100,441
30 June 2011 (US$)

Uptol 1t03 3to6

Month Months Months Total
Accrued expenses and other liabilities payable 82,5 55,458 - 118,037
Total Liabilities 62,579 55,458 - 118,037

30



FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012 (continued)
7. FAIR VALUE ESTIMATION

IFRS 7, (Amendment), Financial Instruments: Disotes, requires the Company to classify fair val@asarements
using a fair value hierarchy that reflects the igance of the inputs used in making the measurgseTlhe

hierarchy gives the highest priority to unadjustpmbted prices in active markets for identical assstliabilities

(level 1 measurement) and the lowest priority twhservable inputs (level 3 measurements). The viaiue

hierarchy has the following levels:

» Level 1 — Inputs that reflect unadjusted quotedqwiin active markets for identical assets or liig#ds that the
Company has the ability to access at the measutataés

* Level 2 — Inputs other than quoted prices thatodngervable for the asset or liability either dilgatr indirectly,
including inputs in markets that are not consideoede active; and

» Level 3 — Inputs for the asset or liability tha¢ @ot based on observable market data.

Inputs broadly refer to the assumptions that mars@tticipants use to make valuation decisions,uificlg
assumptions about risk.

The Manager generally uses the unaudited NAV repobly the underlying investee fund manager as timeapy
input to its valuation; however adjustments to thported NAV may be made based on various factocgyding,
but not limited to, the attributes of the interésid, including the rights and obligations, and aestrictions or
illiquidity on such interests, and the fair valuketiee such underlying investee fund's investmenmtfplio or other
assets and liabilities. As at 30 June 2012 no adgistments have been made.

The level in the fair value hierarchy within whitte fair value measurement is categorised is baseithe lowest
level input that is significant to the fair valueeasurement. However, the determination of what ttates
“observable” requires significant judgement by tlanager. The Manager considers observable data tthdt
market data which is readily available, regularistributed or updated, reliable and verifiable, poaprietary, and
provided by multiple, independent sources thataataely involved in the relevant market. The catégation of an
underlying investee fund within the hierarchy isé&a upon the pricing transparency of that undeglyinvestee fund
and does not necessarily correspond to the Masggenceived risk of that underlying investee fund.

All of the Company's investments in underlying istee funds have been classified as level 3 or Byvaind the
Company generally does not hold any investments ¢bald be classified as level 1, as observableepriare
typically not available.

The Manager uses the "market approach” valuatiomntque to value its investments in underlying stee funds,
as described further below:

Underlying investee funds are generally open-emdiuas they typically offer subscription and redgompoptions
to investors. The frequency of such subscriptiongeglemptions is dictated by such underlying invesfund's
governing documents. The amount of liquidity pr@ddto investors in a particular underlying investeed is

generally consistent with the liquidity and risksasiated with the underlying investee fund portfdiie., the more
liquid the investments in the portfolio, the greatiee liquidity provided to the investors). Liquigiof individual

underlying investee funds vary based on varioutofacand may include "gates", "holdbacks" and "gidekets"
imposed by the manager of the underlying invesiad,fas well as redemption fees which may alsoyappl

Depending on the redemption options available,ay lme possible that the reported NAV represents/édue based
on observable data such as ongoing redemption aswlbscription activity. In these cases, the NAassidered as
a level 2 input. However, certain underlying ineesfunds may provide the Manager with the abibitptispend or
postpone redemption (a "gate") or "hold back" fritve payment of redemption proceeds a portion ofdédemption
(e.g. 10%) until the annual financial report arstritbuted. In the case of the imposition of a g#te Manager's
ability to validate or verify the NAV through redeing is impaired and the interest is generallysifeesd as level 3.

In the cases of a holdback, the Manager consitiersignificance of the holdback, its impact ondkierall valuation

and the associated risk that the holdback amouhnati be fully realised based on a prior histofyadjustments to
the initially reported NAV. If the holdback is sifioant, then the interest is generally classifEdevel 3.
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7. FAIR VALUE ESTIMATION (continued)

If the interest in any "side pocket" (that is, atfmm of the underlying investee fund portfolio segated from other
investments of such portfolio for the purposes lidcating gains and losses) is divisible from théerest in the
underlying investee fund (e.g. a separate classhafe), which may be the case if the underlyingstee fund is a
unitised corporation, the Manager considers thibates and characteristics of the side pocketchwhipically has a
limited if any redemption rights, separately frohose of the underlying investee fund in determirting proper
valuation and the level within the valuation hietar. Generally, side pockets are illiquid with nctize market.

Accordingly, side pocket interests are generallped using unobservable (i.e. level 3) inputs. Wtrenunderlying

investee fund and side pocket interests are nasiblig, the Manager considers the significancehefunobservable
value of the side pocket on the total investmenh@underlying investee fund in determining thassification of the
interest in the underlying investee fund within thierarchy. If the side pocket exposure is deerndzktsignificant to
the interest as a whole, and that side pocket imargt was derived using unobservable inputs, thieeeinvestment
in the underlying investee fund is classified a®le.

Assumptions used by the Manager due to the lackbsErvable inputs may significantly impact the hasy fair
value and therefore the Company's results of ojpeisat

The following table analyses within the fair vahierarchy the Company’s financial assets and li#sl measured at
fair value at 30 June 2012:

Level 1 Level 2 Level 3 Total
Assets US$ US$ US$ US$
Financial assets at fair value through profit or
loss
Investments at fair value - - 15,616,339 15,616,339
Total assets - - 15,616,339 15,616,339

There were no transfers between the levels duhegyear.

The following table presents the movement in |&sgistruments for the year ended 30 June 2012:

Investment Funds

US$
Opening balance 23,094,622
Purchases/transfers in 6,999,443
Sales/transfers out (10,791,180)
Losses recognised in profit and loss (3,686,546)
Closing balance 15,616,339

Total unrealised gains included in the statementashprehensive income for level 3 investments al80 June
2012 were US$278,668.

The transfers out of level 3 result from an improeat in the liquidity terms in the underlying intes funds. Please
see the schedule of investments for further detailthese underlying investee funds.

If the value of the level 3 investments based cer yand value had increased/decreased by 5 pemithnall other

variables held constant, the impact on the statem&éncomprehensive income and net assets attrikutah
redeemable participating shareholders would haea hk5$780,817 (30 June 2011: US$1,154,731).

32



FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012 (continued)

7. FAIR VALUE ESTIMATION (continued)

The following table analyses within the fair vahierarchy the Company’s financial assets and ligdsl measured at
fair value at 30 June 2011:

Level 1 Level 2 Level 3 Total
Assets uUs$ Us$ Us$ Us$
Financial assets at fair value through profit or
loss
Investments at fair value - 2,189,010 23,094,622 25,283,632
Total assets - 2,189,010 23,094,622 25,283,632

The following table presents the transfers betweeels for the year ended 30 June 2011:

Level 1 Level 2 Level 3
Us$ Us$ Uss$

Transfers between levels 2 and 3:
Investments at fair value - (1,502,259) 1,502,259

The transfer from level 2 to level 3 occurred as\hluation for the underlying asset became unehbér at 30 June
2011.

The following table presents the movement in |&sgistruments for the year ended 30 June 2011:

Investment Funds

Uss$
Opening balance 50,098,488
Purchases/transfers in 13,116,799
Sales/transfers out (39,858,890)
Transfers from level 2 1,502,259
Losses recognised in profit and loss (1,764,034)
Closing balance 23,094,622

Total unrealised gains included in the statementashprehensive income for level 3 investments al80 June
2011 were (US$1,250,553).

8. SHARE CAPITAL
The Company has an authorised share capital ohanuin of two Shares and up to an unlimited numtb&tares of

no par value. The Company has three share classeare authorised for issue: Euro Shares, Ste8@hages and US
Dollar Shares. At 30 June 2012 only Sterling Sham® in issue.

The issue of Nominal Shares means that share tapitee Company does not reduce on the redempfi@hares. A
subsequent subscription of Shares will be satidfietly by the re-issue of Nominal Shares as Share

30 June 2012 30 June 2011
Number ofSterling Shares as at start of year 31,135,739 66,133,577
Subscriptions - -
Redemptions (17,906,732) (34,997,838)
Number of Sterling Shares as at end of year 13,2287 31,135,739
Number ofNominal Shares as at start of year 51,654,332 16,656,494
Subscriptions 17,906,732 34,997,838
Redemptions - -
Number of Nominal Shares as at end of year 69,5664 51,654,332
Total 82,790,071 82,790,071
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8.

10.

11.

SHARE CAPITAL (continued)
Share Premium

30 June 2012 30 June 2011

US$ USs$

Balance as at start of year 100,196,180 149,934,699
Subscriptions - -
Redemptions (24,009,527) (49,738,519)
Balance as at end of year 76,186,653 100,196,180

All Sterling Shares Shareholders have the righeteive, in proportion to their holdings, all thefits and losses of
the Company (including accumulated net income filamet of accumulated realised and unrealisedatagziins and
accumulated realised and unrealised capital losses)

Shareholders have the right to receive notice dftarattend and vote at annual and extraordinamgrgé meetings of
the Company and each holder of Sterling Sharesgbpiesent in person or represented by a duly agttbr
representative (if a corporation) at a meetinglsidn a show of hands have one vote.

Under IAS 1 “Presentation of Financial Statementis Company's Sterling Shares are classified astyE the
statement of financial position, because the Comjgm@a closed ended investment company and théirgt&hares
are not redeemable at the Shareholders option.

No distribution was declared for the year ended@te 2012 (30 June 2011: None).
(ACCUMULATED DEFICIT)/RESERVES

30 June 2012 30 June 2011

Uss$ Us$
Opening balance at start of year (55,782,592) (58,221,662)
Net realisec(loss)/gain on investments at fair value througbfipor loss (6,450,536) 5,336,431
Unrealised gain/(loss) on investments at fair vdllweugh profit or loss 3,091,214 (3,474,811)
Realised loss on foreign currency transactions 8d,3D0) (646,735)
Unrealised gain on foreign currency transactions 134,916 2,642,067
Net expenses for the y (484,519) (1,417,882)
Closing balance at end of year (59,976,407) (55,782,592)

CREDIT FACILITY

The Company has not held a credit facility sincel3ember 2010 when the facility in place at thaetwas
terminated following a decision taken by the Boafd Directors to cease the Company’'s currency hepgin
programme in connection with the managed wind-dofvithe Company. The Company had no other borrowasgs
at 30 June 2012 (30 June 2011: none).

EXCHANGE RATES

The following exchange rates were used as at 3@ 20h2 and 30 June 2011 versus US Dollar:

30 June 2012 30 June 2011
British Pound 0.6373 0.6229
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NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012 (continued)
12. RELATED PARTY TRANSACTIONS

Parties are considered related if one party hasliliéy to control the other party or exercisersfigant influence
over the other party in making financial or oparaéil decisions. The Company is managed by FRM tmers
Management Limited, an Investment Management Coynpaorporated in Guernsey, Channel Islands, uticker
terms of the Investment Management agreement.

The Manager and Investment Adviser are regardecelased parties. Details of fees paid to the Manage
disclosed in note 3(a).

As at 30 June 2012, Richard Hotchkis, a Directothef Company, held 6,002 Sterling Shares (30 Jiid.:2
14,124) in the Company. The amount of the constiberaeceived from proceeds w86,900 Details of Directors
fees are disclosed in note 3(d).

During the year 2012 the Company received sharemderlying investee funds that were transferrednfiother
FRM Managed Funds:

Fair Value at
No. of date of transfer
Underlying Investee Fund: Shares transferred from: Shares Us$
Harbinger Capital Partners - Class L Holding&M Conduit Fund SPC -
(Cayman) Class L Series 2 Sidepocket Harbinger Segregated Portfolio 12 45,830
Harbinger Capital Partners - Class PE Holdinfg8M Conduit Fund SPC -
(Cayman) Class PE Series 1 Sidepocket Harbinger Segregated Portfolio 747 385,302
Harbinger Class L Holdings (Cayman), Ltd FRM Conduit Fund SPC -
Class L Series 04-10 Harbinger Segregated Portfolio 1 752
Harbinger Class L Holdings (Cayman), Ltd FRM Conduit Fund SPC -
Class L Series 07-10 Harbinger Segregated Portfolio 1 672
Harbinger Class L Holdings (Cayman), Ltd FRM Conduit Fund SPC -
Class L Series 10 Sidepocket Harbinger Segregated Portfolio 1 763
Harbinger Class L Holdings (Cayman), Ltd -  FRM Conduit Fund SPC -
Class L Series 1-10 Sidepocket Harbinger Segregated Portfolio 1 756
Harbinger Class L Holdings (Cayman), Ltd -  FRM Conduit Fund SPC -
Class L Series 3 Harbinger Segregated Portfolio 15 49,411
Harbinger Class L Holdings (Cayman), Ltd FRM Conduit Fund SPC -
Class L Series 6 Harbinger Segregated Portfolio - 829
Harbinger Class PE Holdings (Cayman), LtdFRM Conduit Fund SPC -
Class PE Series 01-10 Sidepocket Harbinger Segregated Portfolio 12 6,668
Harbinger Class PE Holdings (Cayman), LtdFRM Conduit Fund SPC -
Class PE Series 04-10 Harbinger Segregated Portfolio 11 6,668
Harbinger Class PE Holdings (Cayman), LtdFRM Conduit Fund SPC -
Class PE Series 07-10 Harbinger Segregated Portfolio 9 5,977
Harbinger Class PE Holdings (Cayman), LtdFRM Conduit Fund SPC -
Class PE Series 10 Sidepocket Harbinger Segregated Portfolio 12 6,668
Harbinger Class PE Holdings (Cayman), LtdFRM Conduit Fund SPC -
Class PE Series 2 Harbinger Segregated Portfolio 748 414,207
Harbinger Class PE Holdings (Cayman), LtdFRM Conduit Fund SPC -
Class PE Series 6 Harbinger Segregated Portfolio 13 7,112

The Company had no investments in funds, which lawesame Manager as the Company at 30 June 26&2. T
Company invested in the following funds, which h#ve same Manager as the Company at 30 June 2011:

30 June 2011

Value
Fund Us$
FRM Conduit Fund SPC - Harbinger Segregated Pastfol 1,403,582
Total 1,403,582

All transactions with related parties were at arlargth.
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NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2012 (continued)
13. DISTRIBUTION FACILITY

Shareholders are entitled to elect to participatéhé Distribution Facility which provides an anhdatribution by
way of redemption of Sterling Shares, subject taie limitations and the Directors exercising thdiscretion to
operate the facility on any relevant occasion. Rgu@®n of Sterling Shares on any Distribution Datdl be
restricted to a specific percentage of the numib&terling Shares held by a Shareholder. This peage will be
determined by the Directors in their discretion witeey declare the annual distribution, but ithisitt intention to
distribute up to two thirds of Total Returns, cagp 3.5 per cent of year end NAV. There was ntritdigion
made under the terms of the Distribution Facilityidg the year ended 30 June 2012 (30 June 2013$NWS

14. SEGMENTAL REPORTING

Analysis between activities is not presented asxhimpany’s operations comprise a simple class sihlegs and is
not focused on specific geographical regions. IBR8quires disclosure in respect of the Chief OgegeDecision
Maker (“CODM”) and certain disclosures in respetttloe country of origin of income, which may consid
interest and dividends. Management have deterntiedhe CODM is the Board of Directors.

The Company trades in a portfolio of underlyingastee funds with the objective of pursuing a varadtdifferent
credit and credit-related trading strategies.

The internal reporting provided to the Board ofdgtiors for the Company’s assets, liabilities andgomance is
prepared on a consistent basis with the measureamentecognition of IFRS. Generally underlying iste2s do not
declare dividends. The Company earned no divideodne from any of its underlying investee fundstments
during the year (30 June 2011: Nil).
There were no changes in the reportable segmeritgydbe year.
The Company is domiciled in Guernsey. Refer to Aol details of strategy and geographical expesur
The Company’s Portfolio Statement is shown on p&@e® 41.

15. SIGNIFICANT EVENTS DURING THE YEAR
Managed Wind-Down
The managed wind-down process has continued innitrethe Company’s modified investment policy eflising
the Company’'s existing investments in an orderly dimely manner, with a view to distributing cash t

Shareholders at appropriate times as sufficienestments are realised. The Company will not make reaw
investments other than in cash or cash equivapmriding distribution of cash to Shareholders.

On 14 July 2011, the Company resolved to returm@pmately £8,000,000 by way of a further compuwspartial
redemption of shares at a price of 88.9 pencetlmresthe Company’s NAV per share as at 30 Jun&.Zdyment
in respect of this redemption was made on 29 Jolyi2

On 20 December 2011, the Company resolved to retppnoximately £4,500,000 by way of a further cotspry
partial redemption of shares at a price of 82.0cpgrer share, the Company’s NAV per share as &ietkember
2011. Payment in respect of this redemption wasenaad31 January 2012.

On 20 June 2012, the Company resolved to returroappately £2,700,000 by way of a further compuwspartial
redemption of shares at a price of 79.1 pencetlmresthe Company’s NAV per share as at 31 May 2Bagment
in respect of this redemption was made on 29 J0d&.2

Highland Crusader

The Company submitted a full redemption requestespect of its holding in Highland Crusader Fund_td
(“Highland”) on 30 June 2008.
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15. SIGNIFICANT EVENTS DURING THE YEAR (continued)

16.

Highland Crusader (continued)

On 15 November 2008, the Manager of Highland advideat Highland’'s directors had made a decision to
compulsorily redeem all remaining Shares in Higtlamd that from that time all creditors of Highlaindluding
investors who had submitted redemption request8@alune 2008 (“prior redeemers”) would be treatettie same
way and be subject to market movements on Hightaadsets and liabilities. The Company was classedior
redeemer given that it had submitted its redemptégjuest on 30 June 2008. As a result of the adtiken by
Highland, the Directors, based on recommendatioadenby FRM Investment Management Limited, agreed to
adjust the receivable in each of the monthly vabmstto take into account what they believed, dest information
basis, to be the fair value of the receivable.

During the financial year ended 31 December 2008¢diation process was agreed. The mediation iedofroups
representing prior redeemers and those shareholdbs had been compulsorily redeemed (“compulsory
redeemers”). As the outcome of this mediation pseagas unclear, the Directors agreed, with a recamdation
from FRM Investment Management Limited, that a Biown against the receivable should be includedhin
monthly valuations. The Directors of the Companysidered the appropriateness of these provisiorsaei
valuation point.

On 7 July 2011, the Manager of Highland issued bBeBe of Arrangement which was approved by the prior
redeemers and the compulsory redeemers and alsovaeppby the Bermuda court. The Scheme of Arrangeset

out the treatment of prior and compulsory redeeraexs included a plan of distribution in respectHighland’s
assets. Distributions totalling US$809,742, US$29Q, US$416,832 and US$378,185 were paid to thep@oynin
October 2011, November 2011, February 2012 and 204 respectively.

In October 2011, Highland began to re-issue priegements to its investors. In March 2012 the Daec
considered it appropriate to reclassify the balatee from Highland from being shown as a receivabléeing
shown as a financial asset at fair value througffitpor loss.

As at 30 June 2012, the balance due from Highlaad WS$4,317,424. This is based on the Directoringav
included a provision of 5.7% of the June 2012 prestimate provided by Highland, following a further
recommendation made by the Manager of the Company.

The table below shows the information as at 30 201 in respect of the balance:

Cumulative
Original Sale Market Movement  Distributions Provision at Net Receivable at
Proceeds to 30 June 2012 Received 30 June 2012 30 June 2012
uss uss uss$ uss Us$
6,485,931 109,210 (2,016,749) (260,968) 4,317,424

The balance as at 30 June 2012 represents thedigsate of the value which management believedliteceive
from Highland as at that date, however this balasceibject to market movements and as such igsutyg change
on a monthly basis.

There have been no other significant events dutiagyear that have impacted the Company and redisotosure
in the audited financial statements.

SIGNIFICANT EVENTS SINCE THE YEAR END
Highland Crusader
As noted above, the provision against the Highlaaldnce as at 30 June 2012 was US$260,968.

Subsequent to the year end the Directors havedbasea recommendation made by the Investment Manage
released the provision in full.
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16.

17.

SIGNIFICANT EVENTS SINCE THE YEAR END (continued)

Change of Control

On 17 July 2012 Man Group plc completed its actjaisiof FRM Holdings Limited. This change of coritro
resulted in Man Group plc becoming the ultimateeparcompany of the Manager and Investment Advisér w

effect from that date.

There have been no other significant events sineey¢ar end that impact the Company and requiodisre in
the annual financial report.

APPROVAL OF ANNUAL FINANCIAL REPORT

The annual financial report for the year ended 8822012 was approved by the Board of Directoré¢®@ctober
2012.
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Quantity  Fair Value

uss
Underlying Investee Fund Trading Strategy —Relative/alue Trading
Strategy*
Bluebay Value Recovery Fund Ltd Class S USD 1 928,713
Claren Road Class L International Series 1 653,502
Underlying Investee Fund Trading Strategy —Speciadit Credit
Strategy*
Cerberus International SPV Ltd 4,987 6,561,197
Golden Tree Offshore Fund II 401 387,669
Golden Tree Special Holdings IV Sidepockets 390 124,
Harbinger Capital Partners - Class L Holdings (Cay)rClass L Series 2
Sidepocket 12 38,153
Harbinger Capital Partners - Class PE Holdings (@) Class PE Series 1
Sidepocket 747 310,667
Harbinger Capital Partners Special Situation Offsho 1 1,645,725
Harbinger Capital Partners Special Situation OffsHapecial Investment
Sidepocket 1 43,415
Harbinger Class L Holdings (Cayman), Ltd - ClasSdries 04-10 1 628
Harbinger Class L Holdings (Cayman), Ltd - ClasSdries 07-10 1 555
Harbinger Class L Holdings (Cayman), Ltd - ClasSdries 10 Sidepocket 1 641
Harbinger Class L Holdings (Cayman), Ltd - ClasSdries 1-10
Sidepocket 1 632
Harbinger Class L Holdings (Cayman), Ltd - ClasSdries 3 15 41,127
Harbinger Class L Holdings (Cayman), Ltd - ClasSdries 6 0 681
Harbinger Class PE Holdings (Cayman), Ltd - ClassSeries 01-10
Sidepocket 12 5,375
Harbinger Class PE Holdings (Cayman), Ltd - ClassSeries 04-10 11 5,373
Harbinger Class PE Holdings (Cayman), Ltd - ClassSeries 07-10 9 4,818
Harbinger Class PE Holdings (Cayman), Ltd - ClassSeries 10
Sidepocket 12 5,374
Harbinger Class PE Holdings (Cayman), Ltd - ClassSeries 2 748 333,968
Harbinger Class PE Holdings (Cayman), Ltd - ClassSeries 6 13 5,734
Highland Crusader Il Ltd 1 4,317,424
King Street Capital Ltd Class S Series 1 278 28,015
King Street Capital Ltd Class S Series 4 15 40
King Street Capital Ltd Class S Series 5 15 1,016
King Street Capital Ltd Class S Series 7 1 27
King Street Capital Ltd Class S Series 9 1 96
King Street Capital Ltd Class S Series 13 215 15,026
King Street Capital Ltd Class S Series 14 200 35,728
King Street Capital Ltd Class S Series 18 92 10,879
King Street Capital Ltd Class S Series 20 172 17,046
King Street Capital Ltd Class S Series 24 18 2,067
King Street Capital Ltd Class S Series 28 60 8,691
King Street Capital Ltd Class S Series 30 8 53
King Street Capital Ltd Class S Series 32 79 8,493
King Street Capital Ltd Class S Series 34 78 7,855
King Street Capital Ltd Class S Series 40 206 29,333
King Street Capital Ltd Class S Series 44 10 1,128
King Street Capital Ltd Class S Series 46 16 1,606
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% of Net
Assets

5.73%
4.03%

40.48%
2.39%
0.10%

0.24%

1.92%
10.16%

0.27%
0.00%
0.00%

0.00%

0.00%
0.25%
0.00%

0.03%
0.03%
0.03%

0.03%
2.06%
0.04%

26.64%
0.17%

0.00%
0.01%
0.00%
0.00%
0.09%
0.22%
0.07%
0.11%
0.01%
0.05%
0.00%
0.05%
0.05%
0.18%
0.01%
0.01%



FRM CREDIT ALPHA LIMITED

PORTFOLIO STATEMENT AS AT 30 JUNE 2012 (continued)

Quantity  Fair Value % of Net

US$ Assets

Underlying Investee Fund Trading Strategy —Speciadit Credit

Strategy(continued)*

Plainfield Liquidation L1 Series 4 01-09 1,218 39,663 0.25%
Plainfield Liquidation R Series 1 06-09 3,302 102,082 0.63%
Total Investments 15,616,339 96.34%
Other assets 593,907 3.66%
Total net assets 16,210,246  100.00%

*The strategies above are explained on page 25-26.
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PORTFOLIO STATEMENT AS AT 30 JUNE 2011

Underlying Investee Fund Trading Strategy -Relative
Value Trading Strateqy*

BlueBay Value Recovery Fund

Claren Road Class L International Series

Underlying Investee Fund Trading Strateqy -Speciadit

Credit Strategy*
Cerberus International SPV Ltd

FRM Conduit Fund SPC Harbinger Segregated Portfolio
Golden Tree Offshore Fund Il

Golden Tree Special Holdings IV Sidepocket
Harbinger Capital Partners Special Situation Offsho
Harbinger Capital Partners Special Situation Offsho
Special Investment Sidepocket

King Street Capital Ltd Class A Post 1 Feb 06 Se2ie
King Street Capital Ltd Class A Post 1 Feb 06 Setie
King Street Capital Ltd Class A Series 2

King Street Capital Ltd Class S Series 1

King Street Capital Ltd Class S Series 4

King Street Capital Ltd Class S Series 5

King Street Capital Ltd Class S Series 7

King Street Capital Ltd Class S Series 9

King Street Capital Ltd Class S Series 13

King Street Capital Ltd Class S Series 14

King Street Capital Ltd Class S Series 16

King Street Capital Ltd Class S Series 18

King Street Capital Ltd Class S Series 20

King Street Capital Ltd Class S Series 24

King Street Capital Ltd Class S Series 28

King Street Capital Ltd Class S Series 30

King Street Capital Ltd Class S Series 32

King Street Capital Ltd Class S Series 34

King Street Capital Ltd Class S Series 36

King Street Capital Ltd Class S Series 38

King Street Capital Ltd Class S Series 40

Oak Hill Credit Alpha Fund Ltd Class B

Plainfield Liquidation L1 Series 4 01-09

Plainfield Liquidation R Series 1 06-09

TRF Liquidating SPV D/1

Total Investments
Other assets

Total net assets

*The strategies above are explained on page 25-26.
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Quantity Fair Value % of Net
US$ Assets
30,123 2,064,663 4.65%
1 621,560 1.40%
5,752 7,049,023 15.87%
20,565 1,403,582 3.16%
988 1,175,001 2.65%
1,227 ,088 0.14%
1 3,348,433 7.54%
1 654,136 1.47%
7,388 3,676,236 8.28%
740 98,678 0.22%
30 7,794 0.02%
278 27,946 0.06%
15 156 0.00%
15 1,013 0.00%
1 52 0.00%
1 76 0.00%
258 16,95 0.04%
724 &,91 0.20%
109 18,04 0.04%
153 15,32 0.03%
172 1B,30 0.04%
337 3,63 0.08%
123 18,07 0.03%
8 803 0.00%
135 18,22 0.03%
78 7,765 0.02%
80 7,816 0.02%
52 5,056 0.01%
378 37,49 0.08%
1,195 2,180 4.93%
19,182 /31753 2.17%
34,200 DE®2 3.72%
284 9,616 0.02%
25,283,632 56.92%
19,129,956 43.08%
44,413,588  100.00%






