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FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2011

The Directors present their report together witk #mnual financial report of FRM Credit Alpha Ligt (the
“Company”) for the year ended 30 June 2011.

Company Background

The Company, a closed-ended investment company,jngasporated 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 tieelify
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 thoseeasd 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 Compamnguisently subject to a managed wind-down furthemitke of which
are given below under the heading “Managed Wind-Bow

Results

The results for the period are shown in the Stat¢meComprehensive Income on page 16.

Directors

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

Directors’ Interests

For details of Directors’ fees paid during the yesge note 3(d). As at 30 June 2011 Richard Hodch&ld 14,124
Sterling Shares (30 June 2010: 30,000 Sterling €Shain the Company. No other Director holds shaneshe
Company.

Corporate Governance

Introduction

The Company is a member of the Association of lmaeat Companies (the “AIC") and the Board has adhef
considered the principles and recommendations efAlC Code of Corporate Governance (the “AlIC Codey)
reference to the AIC Corporate Governance Guiddrfeestment Companies (the “AIC Guide”). The AICdeo as
explained by the AIC Guide, addresses all the ples set out in the UK Corporate Governance Cadewell as
setting out additional principles and recommendtetion issues that are of specific relevance t&€trapany.

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 prowisiefating to:
« the role of the chief executive

» executive Directors’ remuneration
« the need for an internal audit function



FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2011 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 Board

The Board currently consists of four non-execufdigectors of which Mr Atkinson, Mr Duquemin and NAdotchkis
are considered to be independent and Dr Johnsoimdependent due to his previously held positioa &irector of
the Investment Manager. Mr Atkinson, Mr HotchkisdabDr Johnson have been members of the Board shee t
Company’s incorporation on 13 March 2007 and Mr emin has been a member of the Board since 11 i8bpte
2007. None of the Directors are on the boards ¢f @her funds managed by the Investment Manageth Bty
Atkinson and Mr Duquemin are Directors of Blue D@ Limited, a private trading company unrelatedthe
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 comawithin the
financial services sector including companies diste the London and Channel Islands Stock Exchaimgésding
Invista Foundation Property Trust Limited, JaparsiBential Investment Company Limited and HarewotdicSured
Investment PCC Limited. He is a former Chairmathef Guernsey Bar and resides in Guernsey.

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 buybtlteobusiness of Collins Stewart Fund Managemémited, a
Guernsey registered company and wholly owned siavgicbf 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 Chedté&ellow of
the Securities Institute and holds the advancelbmig in Corporate Finance. Mr Duguemin resides ulei@sey.

Richard Hotchkis has 30 years’ investment expedehmtil October 2006 he was an investment managére 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 studied for his PhD in Physidee European Centre for Particle Physics (CERNGéneva and
spent four further years in academia before beg@qai career in investment management in 1996. Heinigally a

Research Analyst for Atlas Capital in London befbeing made the Head of Research there and he gty

moved on to the Head of Research role at FRM, ialdmndon, in 1999. He remained with FRM until M2909 at

which time he was a Director of FRM Investment Mgeraent Limited (“FRMIM”), the Head Portfolio Manageand

the Head of the Portfolio Management Team. He isxgrerienced Board Director having held both exeewnd non-
executive roles on some 20 boards (both tradingrarestment companies) over the years and residésgland.

The Company’s Articles of Incorporation (“Articlogirovide that at least one third of the Directiatire by rotation at
each annual general meeting. A Director who retaesn annual general meeting may, if willing td, dme re-
appointed. The Directors are not subject to autmmatappointment. In addition, any Director wha@ independent
must retire at each annual general meeting. Peténsdn and Dr Damian Johnson will retire and Paétiinson will
put himself up for re-election at the forthcomin@M. Dr Damian Johnson will not be standing. It & anticipated
that any Director will serve for more than ninengea



FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2011 (ontinued)
Corporate Governance (continued)
The Board (continued)

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 4 4 3 4 4
Meetings
Audit Committee 2 2 1 2 -
Meetings
AdHoc Board 2 2 2 2 -
Meetings

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 msi;al advice at
the expense of the Company.

The Board has a breadth of experience relevanthéoCompany 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.

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.

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 profasilentifying, evaluating and managing significaisks faced by
the Company. This process has been in place fopé¢h®d under review and is reviewed by the Bodite UK

Corporate Governance Code requires Directors talwxin at least annually, a review of the Compamsystem of
internal control, covering all controls includinigdncial, operational, compliance and risk managgme



FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2011 ontinued)
Corporate Governance (continued)

Internal Controls (continued)

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 niee€Cbmpany’s particular needs and the risks to lwhits exposed.
Accordingly, the internal control systems are des@to manage rather than eliminate the risk déirfaito achieve
business objectives and by their nature can ordyige reasonable and not absolute assurance agaisstatement
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@idChase Bank, N.A. (London Branch).

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 2011 the Company does not have any borrewifige

Investment Manager is also responsible for alldsspertaining 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 current financialrybe Investment Management fee has been reviangédamended
as detailed in note 3 on page 22.

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

Relations with Shareholders

The Investment Adviser maintains a regular dialogush institutional Shareholders, the feedback fradnich is
reported to the Board. The Chairman has also ntetagirtain Shareholders over the accounting periagiestion. In
addition, Board members will be available to regptinShareholders’ questions at the annual generating.

Performance reports and Net Asset Value statenaeatpublished on the Company’s website on a mofithsis and,
as noted below in the section headed “ManagemepbiRe further details of performance throughout year are
available in the Investment Adviser’'s Report onepag.

Going Concern

Since it has been proposed that the Company wiérénto a managed wind-down phase, the Directorssatisfied
that it is appropriate to prepare the year-endnfifed report on a break-up basis of accountingiaratcordance with
International Financial Reporting Standards (IFRS).

Conversion between Classes

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



FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2011 ontinued)

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 Bfdl 2011 was sent to Shareholders. At the Extiaang General
Meeting held on 17 March 2011 the special resatutimt 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 redearmptif 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 pfc@8.9 pence per share, the Company’s NAV peresharat 30 June
2011.The remainder of the net assets attributableotders of shares will be returned in line witle tCompany’s
modified investment policy of realising the Compangxisting investments in an orderly and timelynmer, with a
view to distributing cash to Shareholders (in adeoce with their rights to distributions on a wimghup as set out in
the Articles) at appropriate times as sufficienteistments are realised. The Company will not makg @ew
investments other than in cash or cash equivapmriding 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 auiging the Directors to agree their remuneratidhlve proposed at
the Annual General Meeting.

DIRECTORS’ RESPONSIBILITY STATEMENT

The Directors are responsible for preparing tharfaial report for each financial period which gisesrue and fair
view, in accordance with applicable Guernsey law &mernational Financial Reporting Standards, hef state of
affairs of the Company and of the profit or losstleé Company for that period. In preparing thisryead financial
report, the Directors are required to:

e select suitable accounting policies and then afty@yn consistently;

* make judgements and estimates that are reasorableradent;

- state whether applicable accounting standards beee followed, subject to any material departuissiased and
explained in the annual financial report; and

« prepare the financial report on the going concesidunless it is inappropriate to presume thaCin@pany will
continue in business. Given the proposal for wigdilown the Company, this financial report was pregan a
break up basis of accounting.

The Directors confirm that they have complied wvtith above requirements in preparing the year-evahéial report.
The Directors are responsible for keeping propepasting records that disclose with reasonableracguat any time
the financial position of the Company and enabé&ntho ensure that the year-end financial reportpties with The
Companies (Guernsey) Law, 2008 and the Prospethey are also responsible for safeguarding thetasdethe
Company and hence for taking reasonable stepsdagprevention and detection of fraud and othegiriarities.

Legislation in Guernsey governing the preparatioth dissemination of financial statement may diffem legislation
in other jurisdictions.

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

e The financial report has been prepared in acceaaith International Financial Reporting StandgléiRkS) and
gives a true and fair view of the assets, liaketififinancial position and profit of the Company;

e The Management Report which follows includes;
- Afair view of the development, performance @adition of the Company during the period; and

- A statement of the principal risks and uncettagithe Company faces



FRM CREDIT ALPHA LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 30 JUNE 2011 ontinued)

MANAGEMENT REPORT

Review of performance, development and position

The Company has operated during the period in decme with the objectives outlined in the Prospectureview of

the Company’s performance during the period isuidet in the Investment Adviser's Report on pageAlL&view of

the business and future developments, resulthépeériod and events since the period end have desamibed in the
body of this Directors’ Report and in the Chairnga8tatement on page 11.

Principal risks and uncertainties

The principal risks and uncertainties are outliedhe Company’s Prospectus and also in note &sRéssociated
With Financial Instruments, on page 26.

On behalf of the Board of Directors:

@é_m;_ Q o5y \

Director Birector

Date; 12 October 2011
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FRM CREDIT ALPHA LIMITED

CHAIRMAN’S STATEMENT

Proposals for the managed wind down of the Compeere considered and approved at the Extraordinamye@l
Meeting held on 17 March 2011.

Since that date the Investment Manager has beeidditing positions in order to enable the Compameturn funds to
its Shareholders.

In May 2011, the Company returned the sum of £31,@D by way of a compulsory partial redemptiorStédrling
Shares being 52.92% of the issued share capitaltas date of redemption.

On 22 July 2011, a further £8,003,806 was retutneshareholders representing 28.92% of the Compahgh issued
share capital.

The Investment Manager is continuing to liquiddte portfolio and it is anticipated that a furthéstdbution will be
made towards the end of 2011. This will as aw@yslependent upon the liquidity of the underlyimgeistee funds. It
is not possible at the time of this Statement @ giny indication of the date of any possible distion in 2012.

As the liquidation of the portfolio proceeds andpita is distributed to Shareholders, the portfobecomes
progressively more concentrated in a small numb@liquid investments. Substantially all of thesa$s now remaining
have a liquidity profile of more than six month§Vhilst the Directors have not had cause to adjustvaluations
attributed to the value of these assets as detaildge annual financial report, the Board dravisrdion to the fact that
the reduction in the number and liquidity of thenegning assets increases the risk of variationrich@anges to the
valuations as redemptions take place.

Dr Damian Johnson has indicated that he will nostaading for re-election at the forthcoming AGMighe Board of
Directors wishes to express its thanks to him ferskrvices to the Company since incorporation.

FPeter Atlkkinson
Chairooan
Daite: 12 October 2011
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FRM CREDIT ALPHA LIMITED

INVESTMENT ADVISER’S REPORT FOR THE YEAR ENDED 30 J UNE 2011

The second half of 2010 was generally accommodédivbedge funds. Investment flows were stronglgifive and
many of the illiquid positions arising from the B@risis were resolved. The operational healtlthefindustry, in
terms of investment execution and relationship$ iitancing counterparties, almost returned to gigs levels.
Investment banking groups continued to dismantkr tproprietary trading activities in light of newegulation,
removing much of the competition for many hedgedfstrategies. As a result, performance was p@s&tross most
strategies during the year but with technical etyis clearly outperforming fundamental. Hedgelfucan typically be
described as either ‘technical’ where strategiesfacused on price behaviour or ‘fundamental’ whetrategies are
focused on using fundamental data to calculateViaine and ascertain whether securities are ovemder-priced.
Capital markets have been very technical in natetegracterised by short term trends and dominated
macroeconomic policy as investors remained nenawes the growing fiscal problems in Europe and tis& of
deflation in the US. As a result, strategies saglsystematic trading (which focuses on long-teemd following) and
statistical arbitrage (which focuses on short-tpnice moves) enjoyed a very profitable year. Hosvefundamental
strategies, such as credit value or long-shortigrémind the period more challenging given thekla¢ divergence
between “good” and “bad” companies. Clearly thisssors had a significant impact on the Credit Apgbortfolio
which consists almost entirely of fundamental sigas.

The first half of 2011 saw the hedge fund univgmseduce mixed results. The political unrest in kiddle East and
North Africa region, the earthquake in Japan arel ¢bntinued concern over sovereign debt in soutlnmope

contributed to strong moves in capital marketsirA2010 macro factors continued to dominate asseing and the

risk-on, risk-off nature of investor activity contied to present a challenging environment for tr&tdategies creating
losses for both momentum and value strategies.eBeil of improved risk management disciplines engaldyy hedge
funds over the period has been encouraging. Argualalrket instability has created a headwind fotatertypes of

primary market activity hindering managers fromlisdiag the more esoteric of their illiquid investnte despite the
uptick in issuance we enjoyed over the past 12 hsont

As at the 30 June 2011 £27.6m of total assetserfuhd were made up of £24.1m financial assets£8maim Sterling
cash. The financial assets consisted of US Dobkesed hedge funds and receivables held within dinfofio hereon
referred to as “USD core”. The value of this USDecportfolio in Sterling terms is therefore a reflen of both the
fluctuation in asset value of the underlying heflgeds and the variation in the US Dollar exchargte.r As the US
dollar appreciates in value so the Sterling valu® financial assets also increases and vicevers

Over the year the company’s share price rose by3#4.while the net asset value decreased by -4.0086.USD core
portfolio rose by +1.42%.

Liquidation:
As anticipated the uptick in issuance of both dredid equity instruments since the 2009/2010 pededdto further
distributions of cash by underlying managers hegjpgim reduce our exposure to Harbinger, Plainfi€ldrberus and
Bluebay. Although the timing of future flows remaimcertain we are pleased to report that cash foE&m
distribution was made available during July brirgthe total return of capital to just over £39m6@f6 of the March
2011 NAV.

Financial Risk Management Limited
Date: August 2011
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF FRM CREDIT ALPHA
LIMITED

Report on the Annual Financial Report

We have audited the accompanying annual financial report of FRM Credit Alpha Limited (the
“Company”) which comprises the statement of financial position as of 30 June 2011 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 Annual Financial Report

The Directors are responsible for the preparation of annual financial reports 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 controls as they determine is
necessary to enable the preparation of an annual financial report that is free from material
misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on this annual financial report 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 or not the annual financial report is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the annual financial report. The procedures selected depend on the auditors’ judgement, including the
assessment of the risks of material misstatement in the annual financial report, whether due to fraud or
error. In making those risk assessments, the auditor considers internal controls relevant to the entity’s
preparation and fair presentation of the annual financial report 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 annual financial report,

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 annual financial report gives a true and fair view of the financial position of the
Company as of 30 June 2011, and of its financial performance and its cash flows for the year then
ended in accordance with International Financial Reporting Standards and has been properly prepared
in accordance with the requirements of The Companies (Guernsey) Law, 2008 and the prospectus.

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 annual
financial report. The other information comprises only the Directors’ report, the Chairman’s Statement,
the Investment Adviser’s report and the Portfolio Statement.

PricewaterhouseCoopers CI LLP, Royal Bank Place, 1 Glategny Esplanade, St Peter Port, Guernsey, GY1 4ND
T: +44 (0) 1481 750000, F: +44 (0) 1481 752001, www.pwe.com/ig

PricewaterhouseCoopers CI LLP, a limited liability partnership registered in England with registered number OC309347, provides assurance, advisory, and lax services.
The regislered office is 1 Embankment Place, London WC2N 6RH and its principal place of business is Twenty Two Colomberie, St. Helier, Jersey JE1 4XA
13



In our opinion the information given in the Direxgbreport, the Chairman’s Statement, the Investmen
Adviser's Report and the Portfolio Statement issistent with the annual financial report.

This report, including the opinion, has been pregéor and only for the Company’s members as a lody
accordance with Section 262 of The Companies (GagjrLaw, 2008 and for no other purpose. We do not,
in giving this opinion, accept or assume respoligitfor any other purpose or to any other persmmvhom
this report is shown or into whose hands it may e@ave where expressly agreed by our prior corisent
writing.

Matters on which we are required to report by excefion
We have nothing to report in respect of the follmgvimatters which we are required to review under th

Listing Rules:
« the Directors’ statements set out on pages 8 anaedation to going concern;

« certain elements of the report to Shareholderfi&yBbard on Directors’ remuneration.

ied fLun -

umog Perky
For and ombehalf of PricewaterhouseCoopers CI LLP
Chartered Accountants and Recognised Auditor
Guernsey, Channel Islands
12 October 2011
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FRM CREDIT ALPHA LIMITED

STATEMENT OF FINANCIAL POSITION AS AT 30 JUNE 2011

Notes 30 June 2011 30 June 2010
USs$ Us$

Assets
Non-current assets
Financial assets at fair value through profit @slo 2(c), 4 19,697,200 38,178,816
Sales awaiting settlement 3,649,862 -
Current assets
Financial assets at fair value through profit @slo 2(c), 4 5,586,432 41,386,510
Sales awaiting settlement 2(h) 9,965,856 6,016,570
Interest receivable 60 -
Prepaid expenses 10,088 13,478
Cash and cash equivalents 2(d) 5,622,127 6,357,459
Total assets 44,531,625 91,952,833
Liabilities
Current liabilities
Management fees payable 3(a) 52,322 151,560
Administration & custodian fees payable 3(c) 10,257 14,620
Audit fees payable 40,653 30,665
Other payables 14,805 42,951
Total liabilities 118,037 239,796
Total net assets 44,413,588 91,713,037
Represented by:
Shareholders’ premium and accumulated deficit
Share premium 8 100,196,180 149,934,699
Accumulated deficit 9 (55,782,592) (58,221,662
Total Shareholders’ funds 44,413,588 91,713,037
Number of Shares 8 31,135,739 66,133,577
Net Asset Value per Sterling Share GBP0.889 GBPO0.926

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

Director Director

Date: 12 October 2011

The accompanying notes are an integral part ofathisial financial report
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FRM CREDIT ALPHA LIMITED

STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDE D 30 JUNE 2011

Income

Interest income

Other income

Net foreign currency gains

Other net changes in fair valua fnancial assets and financ

liabilities at fair value through profit or loss
Total net income/(loss)

Expenses

Management fees

Administration & custodian fees

Legal fees
Audit fees
Directors fees

Printing and postage

Other operating expenses
Total operating expenses

Operating profit/(loss)

Profit/(loss) for the year from operations

Basic and diluted earnings per Sterling Share

Year ended Year ended
Notes 30 June 2011 30 June 2010
uss$ US$

2(9) 1,381 978
63 -

1,995,332 674,560
5 1,861,620 (6,404,782)
3,858,396 (5,729,244)

3(a) (802,636) (971,645)
3(c) (77,907) (84,322)
(221,372) (66,819)

(47,471) (41,708)

3(d) (135,276) (134,601)
- 41,531

(134,664) (198,184)

(1,419,326) (1,455,748)

2,439,070 (7,184,992)

2(j) 2,439,070 (7,184,992)
GBP0.027 GBP(0.069)

Items in the above statement are derived from caintfy operations.

There were no other elements of comprehensive iadarthe year (30 June 2010: Nil).

The accompanying notes are an integral part ofathisial financial report
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FRM CREDIT ALPHA LIMITED

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 3

Net assets at start of the year

Redemptions of Shares
Net decrease from Share transactions

Profit/(loss) for the year from operations

Net assets at end of the year

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

0 JUNE 2011

Year ended
30 June 2011
Uss$

91,713,037

(49,738,519)

Year ended
30 June 2010
Uss$

123,633,764

(24,735,735)

(49,738,519)

(24,735,735)

2,439,070

(7,184,992)

44,413,588

91,713,037

The accompanying notes are an integral part ofathisial financial report
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FRM CREDIT ALPHA LIMITED

STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 30 JUNE 2011

Cash flows from operating activities
Profit/(loss) for the year from operations

Adjusted for:

Interest income

Operating activities:
Net decrease in prepaid expenses
Net (increase)/decrease in sales awaiting settiemen

Net decrease in liabilities and accrued expenses

Net decrease/(increase) in financial assets avéie through

profit or loss

Net decrease in financial liabilities at fair valireough profit or loss

Cash provided by/(used in) operating activities

Interest received
Net cash provided by/(used in) 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 2011 30 June 2010
Us$ US$
2,439,070 (7,184,992)
(1,381) (978)
2,437,689 (7,185,970)
3,390 177,283
(7,599,148) 10,866,678
121,759) (186,014)
54,281,694 (8,565,133)

- (127,506)
49,001,866 (5,020,662)
1,321 978
49,003,187 (5,019,684)

(49,738,519)

(24,735,735)

(49,738,519)

(24,735,735)

(735,332) (29,755,419)
6,357,459 36,112,878
2(d) 5,622,127 6,357,459

The accompanying notes are an integral part ofathisial financial report
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011
1. GENERAL INFORMATION

FRM Credit Alpha Limited, a closed ended Investm@ntnpany, was incorporated in Guernsey on 1 Mafv 2
under the laws of Guernsey, with registered nurditei97. The Company has three share classes thatitierised
for issue; Euro Shares, Sterling Shares and USab8hares. At 30 June 2011 only Sterling Shares imessue.

The Company was launched with the objective of iseeto generate significant returns over cash, Vaith volatility

and beta to global credit markets, when measured avmarket cycle. By investing in a combinationirofestee
funds managed by managers who adopt research-wakezglevent driven or long-short approaches, thmg@my
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 Compaowld invest in a
wide variety of financial instruments. The Compams entered into a managed wind-down phase foltpwlie
approval of proposals that were put to Shareholde@mn EGM of the Company held on 17 March 2011, the
objective was modified to focus on realising thelenying assets whilst at the same time maximisiveglevel 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 2010: none).
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principle accounting policies applied in thegaration of this annual financial report are sdtlelow. These
policies have been consistently applied to all ygaesented, unless otherwise stated. As detailedtes 1 and 15,
the Company has now entered into a managed windgidweise and so these accounting policies and ties tiat
follow should be read in the context of the Comphgring in managed wind-down and of the Companyjscilve
now being to focus on realising the underlying tsséilst at the same time maximising the levetapital being
returned to investors.

(a) Basis of preparation

The annual financial report has been prepared @ordance with International Financial Reporting nSirds
(“IFRS”) and the Disclosure and Transparency ralethe Financial Services Authority. The annuahfinial 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 Directorsxercise its judgement in the process of apglifire Company’s
accounting policies. The areas involving a highegrde of judgement or complexity or areas wheremagsons and
estimates are significant to the annual finanoigdort are disclosed in note 2(k). This annual fii@nreport is
prepared on a break-up basis since the Compamgritesed into a managed wind-down phase.

Standards, amendments and interpretations that arenot yet effective but relevant to the Company’s
operations:

IFRS 9 “Financial Instruments” is effective for pts beginning on or after 1 January 2013. IFRBexiies how an
entity should classify and measure financial assettuding some hybrid contracts. It requiresfiancial assets to
be:

- Classified on the basis of the entity’s businessl@hor managing the financial assets and the aottal cash
flow characteristics of the financial asset.

- Initially measured at fair value plus, in the casa financial asset not at fair value through prarf loss,
particular transactions costs.

- Subsequently measured at amortised cost or faieval
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011 (continued)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
(a) Basis of preparation (continued)

These requirements improve and simplify the apgrofie classification and measurement of financiabeds
compared with the requirements of IAS 39. They wpmplconsistent approach to classifying financialess and
replace the numerous categories of financial agsésS 39, each of which had its own classificatizriteria. They
also result in one impairment method, replacing ribenerous impairment methods in IAS 39 that arisenfthe
different classification categories.

The Company is currently in the process of evahgathe potential effect of this standard. The stagds not
expected to have a significant impact on the anfinahcial report since the majority of the finascassets of the
Company are at fair value through profit or loss.

All references to net assets throughout this documefer to the net assets attributable to holdéiSterling Shares
unless otherwise stated.

(b) Foreign currency translation

(i) Functional and presentation currency
The annual financial report is prepared in US dsl{dUS$"), this being the Company’s functional gm@sentational
currency. Management has chosen US$ as the fuattod presentation currency for the Company tecethe fact
that most of the Company’s investments are dendsina US$.

(ii) Transactions and balances

Foreign currency transactions are translated imeoftinctional currency using the exchange ratesaineg at the
dates of the transactions. Foreign exchange gaiddasses resulting from the settlement of suchsaations and
from the translation at year-end exchange ratemmfetary assets and liabilities denominated inigoreurrencies
are recognised in the Statement of Comprehensis@ma. Foreign exchange gains and losses relaticgsio and
cash equivalents are presented in the Stateme@oofprehensive Income within “net foreign curren@ing”.

Foreign exchange gains and losses relating toithedial assets and liabilities carried at fairveathrough profit or
loss are presented in the Statement of Compretemsoome within “other net changes in fair valuefimancial

assets and liabilities at fair value through profitoss”.

(c) Financial instruments

(i) Classification
In accordance with IAS 39, the Company classiftesinvestments as financial assets and liabilide$air value
through profit or loss. These financial assets katdilities are classified as held for trading astynated by the
Board of Directors at fair value through profit loss at inception. Financial assets or financailities held for
trading are those acquired or incurred principédly the purposes of selling or repurchasing in tlear term or
derivatives. The Company does not classify anyvdévies as hedges in a hedging relationship. Ateulying
investee funds held by the Company have been desigrby the Board of Directors as held at fair gatwrough
profit or loss.

(ii) Recognition/de-recognition
The Company recognises financial assets and fiahlgbilities at fair value through profit or los# the trade date -
the date it commits to purchase or sell shorttiseriments. From this date any gains and losssis@from changes
in fair value of the assets or liabilities are mguised. Investments are derecognised when thesrighteceive cash
flows from the investments have expired or the Camyphas transferred substantially all risks andaree of
ownership.

(iii) Valuation of investments
Investments in underlying investee funds are vakiefhir value, as determined by each underlyingstee fund’s
independent administrator or investment managedetermining fair value, the administrator or invesnt manager
utilises the valuations of the underlying invesia®ds to determine the fair value of its fund iet&ts. The underlying
investee funds in which the Company is investederakecurities and other financial investments oragk-to-market
or fair value basis of accounting. The estimatedalues of certain of the investments of the uhdieg investee
funds may include private placements and otherritgsufor which prices are not readily available.
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011 (continued)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)
(c) Financial instruments (continued)

(iii) Valuation of investments (continued)
These estimated fair values are determined bydh@rastrators or investment managers of the resgeanderlying
investee funds and may not reflect amounts thaldcbe realised upon immediate sale, or amountsthiatately
may be realised.

Accordingly, the estimated fair values may diffggnéficantly from the values that would have beaed had a ready
market existed for these investments and the difiegs could be material. A number of underlyingegtee funds
changed their redemption terms so as to restnetsiior redemptions by gating redemptions, suspgnaidemptions
or creating side pockets, extending notice peridétaying redemption payments and introducing aereking lock

periods.

It is the view of the Board of Directors that despihese redemption restrictions the Net Asset &gfNAV")
provided by the underlying investee fund managertheir administrators represents the most appatptasis for
fair value of these assets. As such no adjustnfents been made to the value of the assets in thake annual
financial report.

Forward foreign exchange contracts are valued atfdhward rate at the closing date throughout tfee df the
residual period of the contract. Realised and Uisexh gains or losses resulting from foreign exgeacontracts are
recognised in the Statement of Comprehensive Inawitign “other net changes in fair value on finaalchssets or
financial liabilities at fair value through profitr loss”.

(d) Cash and cash equivalents

Cash and cash equivalents include cash in hanasidseld at call with banks and short-term inmesits in an
active market with original maturities of three rtfmor less.

(e) Expenses

Expenses are accounted for on an accruals basiarantharged to the Statement of Comprehensivariado the
year in which they are incurred.

(f) Redemption of shares

Subject to the Directors exercising their discretio operate the Redemption Facility on any givecasion,
Shareholders may request to have some or all af 8terling Shares redeemed for cash in a Redemglier.
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 Wetet Value per Share as at the relevant Redemip#iottity Date less
costs of redemption; or (i) at a value equal te firevailing Net Asset Value per Share as at 31cMarf the
following year less the costs of redemption (eatRedemption Facility Calculation Date”).

(9) Interest income and expense

Interest income and expense is recognised in terBent of Comprehensive Income on an accruals basig the
effective interest method.

(h) Sales awaiting settlement

Sales awaiting settlement represent receivabldashthae been contracted for but not yet settledhenStatement of
Financial Position date. These amounts are recegnistially at fair value and subsequently meaduatamortised
cost using the effective interest method, lessipron for impairment. A provision for impairmentestablished when
there is objective evidence that the Company wit be able to collect all amounts due from the vahe
counterparty. Significant financial difficulties dhe counterparty, probability that the countenpanill enter
bankruptcy or financial reorganisation and defauftayments are considered indicators that the afrisimpaired.
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011 (continued)

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont inued)

(i) Taxation

The Company has applied for and has been grantupxstatus for Guernsey tax purposes. A compaatyhas
exempt status for Guernsey tax purposes is exampt Guernsey income tax under the provisions ofrtheme Tax
(Exempt Bodies) (Guernsey) Ordinance, 1989 antdasged an annual exemption fee of £600.

From 1 January 2008, the Income Tax Authority irefiigey abolished the exempt regime for some entifiethe

same time the standard rate of income tax was eetlfrom 20% to 0%. Therefore some entities preWoesempt

from tax under the Income Tax (Exempt Bodies) (@sey) ordinance, 1989 are now taxed at 0%. Howtheer
Income Tax Authority has confirmed that collectimgestment schemes such as the Company can comdiragply

for exempt status.

(i) Profit/(loss) for the year from operations

Income not distributed is included in profit/(lo$sj the year from operations.

(k) Critical accounting estimates and judgementsn applying accounting policies

The Company makes estimates and assumptions feat #fe reported amounts of assets and liabilitigkin the
next financial year. Estimates are continually eatdd and based on historical experience and brs, including
expectations of further events that are believaoetoeasonable under the current circumstances.

() Statement of cash flows

The cash amount shown on the Statement of CashsHkthe net amount reported in the Statement dirigial
Position as cash and cash equivalents. The indinethod has been applied in the preparation ofStatgement of
Cash Flows.

(m) Operating Segments

3.

Operating Segments are reported in a manner censigiith the internal reporting used by the Chigfe@ting
Decision-Maker (“CODM”). The CODM, who is respongbfor allocation of resources and assessing the
performance of the Operating Segment, has beetifiddras the Board of Directors. The Board of Birs makes
the strategic resource allocations on behalf oftbmpany. The Company is managed as one Operaimet.

FEES AND EXPENSES

(a) Management Fee

The Company pays the Manager a management fedémgeith 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$802,636 (30 June 2010905$45)

and the amount outstanding at the year end was 2)3%5 (30 June 2010: US$151,560).

(b) Performance Fee

Until 3 May 2011 the Company paid the Manager aoperance fee if the NAV of a Share at the end of a
performance period (a) exceeded its NAV at the sfathe performance period by more than the peréorce hurdle
and (b) exceeded the highest previously recordedANlget Value per Share as at the end of a perfozenperiod in
respect of which a performance fee was last paid.
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011 (continued)

3.

FEES AND EXPENSES (continued)

(b) Performance Fee (continued)

The performance hurdle applicable in respect oérdiopmance period was one month LIBOR of the cuyesf 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 performancentse
calculated and payable to the Manager equal to aDfe total increase in Net Asset Value per Slarde end of
the relevant performance period over the performdnadle multiplied by the weighted average nundfeBterling
Shares in issue at the end of the relevant perfocenperiod. There were no performance fees chatgexg the year
(30 June 2010: USS$NI).

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

(c) Administration and Custodian Fee

The Administrator and Custodian are entitled teeihez 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, pitiser
transaction costs and out of pocket expenses. Bhgp@ny’s administration fee for the year was US$77,(30 June
2010: US$84,322) and US$10,257 (30 June 2010: US30A remained outstanding at the year end. Ciastdiéies
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 Dirembalr
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 cotaeiheetings or otherwise in connection with thdgomance of
their duties. Directors earned US$135,276 (30 20i®: US$134,601) during the year and the amoustanding at
the year end was US$Nil (30 June 2010: US$Nil).

FINANCIAL ASSETS AND FINANCIAL LIABILITIES AT FAIR  VALUE THROUGH PROFIT OR LOSS
30 June 2011 30 June 2010
Uss uUss
Nor-current assets 19,697,200 38,178,816
Current assets 5,586,432 41,386,510
Total financial assets at fair value through profitor loss 25,283,632 79,565,326

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

As at the 30 June 2011 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 wadetlifferent
credit and credit related strategies as follows:

Underlying Investee Funds by Trading Strateqy Fair Value % of
30 June 2011 Net Asset

Uss$ Value

Relative Value Trading Strategy Funds 2,686,223 6.05%
Specialist Credit Strategy Ful 22,597,409 50.88%
Total financial assets at fair value through profitor loss 25,283,632 56.93%
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011 (continued)

4. FINANCIAL ASSETS AND FINANCIAL LIABILITIES AT FA IR VALUE THROUGH PROFIT OR LOSS
(continued)

Geographical Exposure Fair Value % of
30 June 2011 Net Asse

US$ 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%

The Trading Strategies and Geographical exposuttgedfinderlying Investee Funds at 30 June 2010 a&fellows:

Underlying Investee Funds by Trading Strategy Fair Value % of
30 June 2010 Net Asse
US$ Value
Relative Value Trading Strategy Funds 7,407,570 8.08%
Specialist Credit Strategy Funds 62,010,010 67.61%
Multi Process Strategy Funds 9,623,255 10.49%
Total underlying investee funds by trading strategy 79,040,835 86.18%
The following forward currency contracts were utledtat the 30 June 2010
Maturity Unrealised % of
Date Counterparty  Amount Bought  Amount Sold Gain Net Asse
US$ Value
29/07/10 Citibank N.A.  US$(6,019,540) GBP4,000,000 29,266 0.03%
29/07/10 Citibank N.A. GBP(55,683,922) US$82,893,26 495,225 0.54%
Total unrealised gains on forward currency contracsé 524,491 0.57%
Total financial assets at fair value through profitor loss 79,565,326 86.75%
Geographical Exposure Fair Value % of
30 June 2010 Net Asse
US$ Value
Global Regions* 59,572,700 64.95%
Europe 13,535,870 14.76%
North Americ: 5,932,265 6.47%
Total 79,040,835 86.18%

*Global Regions includes any underlying investerdfthat is not directly exposed to Europe or Naéwtherica, or is
exposed to multiple regions or even globally, stitat 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$1,403,582 (30 Juné@0US$2,457,594).

A number of underlying investee funds in which @@mpany invests have undertaken various levelsgifucturing
which have generally altered the original liquidiegms per their offering documents. These chahges included
restructuring, implementing redemption gates, sodipg redemptions, creating side pockets, extendiatice
periods, delaying redemption payments and introduor extending lock periods.
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011 (continued)

4. FINANCIAL ASSETS AND FINANCIAL LIABILITIES AT FA IR VALUE THROUGH PROFIT OR LOSS
(continued)

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 whéhne pricing of
the securities does not reflect this relationshipe manager then buys the undervalued securitysalts short the
overvalued security, locking in a spread. The iadatalue strategies all involve locking in a spgred 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 glationship between
the two securities, the lower the basis risk aretibhter the spread will be. An approach is RetatWalue 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 (@ifon may be made up of several assets but iguedito capture a
single pricing element), and all pricing factorfart than the identified element are fully hedgednanaged, first
within the position and then also within the poditdmverall.

Specialist Credit Strategy

Specialist Credit could also be described as “fumel#al credit investing”. Trades are based aroueditanalysis of
the issuer and security, and may incorporate crediket views. The manager assumes credit riskredth a core part
of the investment strategy, but interest rate isshot a significant exposure, being either exfllidiedged or simply
far less significant than credit risk.

Specialist Credit seeks to buy companies fixedgalibn financing (i.e. debt) or"®derivatives of that debt (i.e.
synthetic credit structures). However, while cradé@nagers will focus predominantly on debt instrtsgein certain
market environments equities may become a mateoiaponent in their portfolios e.g. post-reorgamnisaequity.
The investment edge comes from the manager’s yahiliperform a high level of micro due diligence specific
issuers and issues and to take advantage of whamdnager discerns to be relatively inexpensivargas (cheap).
The securities may be inexpensive due to regulaoomalies or other constraints on traditional é&gade.g., speed
of decision-making process, disclosure rules, etc.)

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

Multi Process Strategy
Multi-Process Group comprises funds that practistrategy whereby a single investment process doeaccount
for more than 80% of their risk capital.

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 2011 30 June 2010
uss$ uUss$
Gains/(losses) recognised in relation to finanesdets and financial
liabilities through profit or loss:
Realised gain/(loss) on financial assets and filshtiabilities at fair
value through profit or loss 5,336,431 (18,641,664)
Unrealised (loss)/gain on financial assets anchfire liabilities at fair
value through profit or loss (3,474,811) 12,236,882
Net realised and unrealised gain/(loss) on finandiaassets and
liabilities at fair value through profit or loss 1,861,620 (6,404,782)

The total gains/(losses) recognised in relatioatteer FRM investment companies are in total: redli@)S$365,888)
(30 June 2010: (US$10,767,191)) and unrealised 85243 (30 June 2010: US$11,118,965).
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FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011 (continued)
6. RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS

The Board of Directors are ultimately responsildethe Company’s system of internal control andréiewing its
effectiveness. The Board of Directors have estabtisan ongoing process for identifying, evaluating managing
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 agaBsthatement
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.

Market risk

The Company can be exposed to market risks byevisfthe underlying investee funds that the Compawgsts in.
Those underlying investee funds may take exposusewide range of market factors including equitgdit, foreign
exchange, interest rate, emerging and commoditketgr Additionally they may make use of complexidsive
instruments to take and manage these exposures. d&fNsts monitor the underlying investee fund rgansion a
continuing basis on behalf of the Company to entmemanagers have the correct operational centsgstems and
skills to manage these risks. Additionally, FRM lasautomated fund performance exception repopnogess to
identify funds that are performing out of line witkpectations (which will measure relative analysisheir historic
track record and their peer group). Exceptionsdiseussed at a monthly meeting with the Chief Itmesit 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 contrdllda 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 eacnd 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 geraf 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 distidsuof 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 2010: -2%), which means that 85%e time
the maximum monthly loss suffered by the portfadimot expected to be worse than -2% (30 June 2@%). Since
inception, the actual values for the portfolio haaeged from -1% to -6.1% (30 June 2010: -1% tth%4§.
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6. RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS (con tinued)

Market Risk (continued)

As at 30 June 2011 the VaR estimate for the Compaasy-2.55% (30 June 2010: -2.7%).

Limitations of the VaR methodology include the éoling:

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

e That VaR is a statistical estimation and therefibris possible that there could be, in any periadgreater
number of days in which losses could exceed theutaed VaR than implied by the confidence levet a

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

Currency Risk

The Company can be directly exposed to foreign &xgh risks by virtue of investments in share cas$éunds that
are not denominated in its functional currency.iirty, Shareholders in the Company can be direedgosed to
foreign exchange risks when investing in shareselaof the Company that are not denominated irCdmapany's
functional currency. In order to mitigate the figreexchange risk arising from either of these $ypeexposures, the
Manager had a policy until 30 December 2010 of heglthe capital value of such exposures usinglangoprogram
of currency forwards initiated on a monthly basisaddition there was a secondary policy to adjusthedge, where
possible, for material movements in the intra-moptbfit and loss of the underlying investee fundsl/ar the
Company.

Where intra-month performance data was availabid, the estimated NAV movement of the investmentyan
Company exceeded 0.9% of the NAV of the Companglitiathal non-deliverable forwards that mature a& éxpiry

of the relevant swap were executed to hedge themeements. This was done by the Manager's investmen
administration team. They compared the NAV at tinge that the initial forward was placed (e.g. 2&yMor
settlement end June) against any estimates tha gemerated for May month end and the May month favad
NAV and then if at any point there had been a mamnof more than 0.9% since the NAV at the time ithial
forward was placed they instructed additional foxdgato expire at June month end.

In accordance with the Company's policy, the Managenitored the Company's currency exposure twiceath.

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

Interest Rate Risk

The Company, by virtue of its credit facility astaited in note 10 on page 34, could have been tiiregposed to
interest rate risks when this credit facility wasuise. The credit facility for the Company wasaafing rate facility
referenced to US Dollar LIBOR and as such any mavgrm the LIBOR rate will have impacted on thesgroeturns
of the portfolio. However, any impact was not sfigaint given the nature of the credit facility itape.

In practice the returns of the Company's underhjimgestee funds are, for the most part likely to puesitively

correlated with LIBOR and as such it is likely thila¢ increase in the returns of the investmentshaie more than
offset any increased borrowing costs over the lmmg, thereby neutralising any long term interege risk. It is,

however, possible that underlying investee fundsiwithe portfolio will incur interest rate risk as intentional or
unintentional part of their investment strategies.

The interest rate risk profile of the Company'safigial assets and liabilities as at 30 June 20H13&nJune 2010
was:

30 June 2011 30 June 2010

uss$ Uss

Financial assets not carrying interest 38,909,498 85,595,374
Financial liabilities not carrying interest 118703 239,796
Financial assets carrying interest 5,622,127 6,357,459

27



FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011 (continued)
6. RISKS ASSOCIATED WITH FINANCIAL INSTRUMENTS (con tinued)
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 assetshand as at the Statement of Financial Positide.dBhe
Company minimises its exposure to credit risk by aealing with counterparties with high creditings and the
Manager monitors credit concentrations to redus®a@ated risk. At the Statement of Financial Positilate the
Company had all of its cash and cash equivalerits wah its Custodian, although from time to timfeetCompany
may additionally place cash deposits with banksitéid to those rated AA 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 exposed indirectly at undeglyimvestee fund level and seeks to actively marligeexposure
by performing due diligence checks on each of tigetying investee fund managers.

The Company's Custodian is J.P.Morgan Chase Baatipmal Association (London Branch). Underlying éstee
fund holdings are registered in J.P.Morgan nomamsmunts which specifically relate to the Compdnyrespect of
cash held by the Custodian, the Company may ranknasinsecured creditor in the event of the Custoglia
insolvency and any such cash balances may notdoeemble. Client money is segregated and storeksignated
client money accounts within J.P.Morgan Chase Bhlakional Association (London Branch).

In the event of a default by the Custodian, whethrenot the Company could continue would be dependpon the
level of cash lost. Generally cash balances withim Company are kept at a minimum level necessamdet
operational requirements so as to keep the Comijpdlgyinvested in underlying investee fund asséts.this basis, it
would be expected that the Company would be abbtemtinue in operation.

The current ratings of J.P.Morgan Chase Bank, HdrA: S&P AA+/A-1+; Moody’s Aal / P-1; and Fitch AA1+.

The Manager also keeps track of any sizeable cakmdes that build up in the Company and then pléwese in
money market funds or on deposit with other baikensure that the exposure to any one financiaitutien is
minimised.

All underlying investee fund redemption proceeds actively monitored by both the Investment Advised the
Custodian. When underlying investee fund redemptime placed, the Custodian will follow up with tnederlying
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 uwith the underlying investee fund administratod/@n manager if

redemption proceeds are not received by the datEsfied in the underlying investee funds’ offeridlgcumentation.
All outstanding receivables are tracked and moedamn a regular basis and escalated where necessary

Liquidity risk

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

The Company invests in alternative investment petgjuvhich can be highly illiquid. With some undgéml investee
funds, the Company can only sell their units ataierdates, which may occur monthly, quarterly, sdly or less

frequently. A lack of liquidity may also result frolimited trading opportunities in alternative isteaent 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.

28



FRM CREDIT ALPHA LIMITED

NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011 (continued)
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Liquidity risk (continued)

As a result, the Company may not be able to ligeidmickly its investments in these instrumentaramount 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&vavill result in

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

As at 30 June 2011 a number of underlying invegiads in which the Company invests had restructseas to
restrict investor redemptions. Restructured fundésdefined as those underlying investee fundshihae 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 2011 anti38 2010 the
liquidity profile of the Company was as follows:

30 June 2011 30 June 200

% of % of

Total Assets Total Assets
Up to one month liquidity 29.20% 25.05%
One to three months liquidity 6.82% 23.59%
Three to six months liquidity 1.91% 9.84%
Up to annual liquidity 9.64% 7.94%
Liquidity of more than one year 52.43% 33.58%
Total 100.00% 100.00%

is

The Company entered a managed wind-down phase effiglet from 17 March 2011. The portfolio manager
liquidating the portfolio under the supervision thie Board with a view to maximising the capitalureed to
Shareholders. On 11 May 2011, the Company resdlvadake an initial distribution of £31,000,000. @4 July
2011, the Company resolved to make a second diitib of approximately £8,000,000. As the liquidatiof the
portfolio progresses and capital is distributed Sbareholders the portfolio will become progressivaiore
concentrated in a small number of illiquid investitse This is reflected by the fact that approxiya#8% of the
portfolio as at 30 June 2011 is invested in assighsa liquidity profile of greater than six months

It is the view of the Directors that despite themggemption restrictions the NAV provided by the eriging 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 carrpialgnces, as the impact of discounting is not Beagmit.
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Liquidity risk (continued)

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

30 June 2011 (US$)

Upto1l 1to3 3to6 Total

Month Months Months
Accrued expenses and other liabilities payable 62,579 55,458 - 118,037
Total Liabilities 62,579 55,458 - 118,037
30 June 2010 (US$)

Uptol 1t03 3to6

Month Months Months Total
Accrued expenses and other liabilities payable 29,611 210,185 - 239,796
Total Liabilities 29,611 210,185 - 239,796

7. FAIR VALUE ESTIMATION

IFRS 7, (Amendment), Financial Instruments: Disates, requires the Company to classify fair val@asarements
using a fair value hierarchy that reflects the sigance of the inputs used in making the measurgsd he hierarchy
gives the highest priority to unadjusted quotedqwiin active markets for identical assets or litds (level 1
measurement) and the lowest priority to unobseevatguts (level 3 measurements). The fair valueahidy has the
following levels:

» Level 1 — Inputs that reflect unadjusted quotedqgwiin active markets for identical assets or lii#s that the
Company has the ability to access at the measutataés

* Level 2 — Inputs other than quoted prices thatodnservable 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,udficlg
assumptions about risk.

The Manager generally uses the NAV reported byutiderlying investee fund manager as the primaryting its

valuation; however adjustments to the reported Nsy be made based on various factors, including,nbt

limited to, the attributes of the interest heldlimding the rights and obligations, and any restnics or illiquidity on

such interests, and the fair value of the such wyidg investee fund's investment portfolio or attessets and
liabilities. As at 30 June 2011 no such adjustmbate 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 tanager. 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 is&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.
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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 subscriptiongealemptions is dictated by such underlying invesfund's
governing documents. The amount of liquidity preddto 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 aswldscription activity. In these cases, the NAXassidered as
a level 2 input. However, certain underlying ineesfunds may provide the Manager with the abibitptispend or
postpone redemption (a "gate") or "hold back" frilve payment of redemption proceeds a portion ofdédemption

(e.g. 10%) until the annual annual financial repené distributed. In the case of the impositionacfate, the
Manager's ability to validate or verify the NAV ttugh redeeming is impaired and the interest is igdigeclassified

as level 3.

In the cases of a holdback, the Manager consitiersignificance of the holdback, its impact ondkerall 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 classifdevel 3.

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 pocketchwhyjpically 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 deerndiktsignificant to
the interest as a whole, and that side pocket imarst 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#dsl measured at
fair value at 30 June 2011:

Level 1 Level 2 Level 3 Total
Assets Uss$ Uss$ Uss$ Uss$
Financial assets at fair value through profit
loss

Investments at fair value
Total assets

2,189,010 23,094,622 25,283,632
2,189,010 23,094,622 25,283,632
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7. FAIR VALUE ESTIMATION (continued)

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\thluation for the underlying asset became unebbér at 30 June
2011.

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

Investment Funds

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

Total unrealised losses included in the Statemé@omnprehensive Income for level 3 investments (180 June
2011 were (US$1,250,553).

The following table analyses within the fair vahierarchy the Company’s financial assets and li#dslmeasured at
fair value at 30 June 2010:

Level 1 Level 2 Level 3 Total
Assets US$ Uss$ USs$ Uss$
Financial assets at fair vue through profit or
loss
Investments at fair value - 29,466,838 50,098,488 79,565,326
Total assets - 29,466,838 50,098,488 79,565,326

There were no transfers between the levels duhegyear.

The following table presents the movement in |&sgistruments for the year ended 30 June 2010:

Investmeni
Funds
Uss
Opening balance 62,013,632
Purchases/transfers in 33,327,605
Sales/transfers out (55,806,987)
Gains/losses recognised in profit and loss 10,564,238
Closing balance 50,098,488

Total unrealised gains included in the Statementaprehensive Income for level 3 investments la¢l80 June
2010 were US$10,210,319.
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8. SHARE CAPITAL

The Company has an authorised share capital ohanoin of two Shares and up to an unlimited numti&tares of
no par value. The Company has three share classeare authorised for issue: Euro Shares, Stefirages and US
Dollar Shares. At 30 June 2011 only Sterling Share® in issue.

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

30 June 2011 30 June 2010
Numberof Sterling Shares as at start of year 66,133,577 82,666,926
Subscriptions - -
Redemptions (34,997,838) (16,533,349)
Number of Sterling Shares as at end of year 31,135,739 66,133,577
Number of nominal Shares asstart of year 16,656,494 123,145
Subscriptions 34,997,838 16,533,349
Redemptions - -
Number of nominal Shares as at end of year 51,654,332 16,656,494
Total 82,790,071 82,790,071
Share Premium
30 June 2011 30 June 2010
uUs$ uss$
Balance as at start of year 149,934,699 174,670,434
Subscriptions - -
Redemptions (49,738,519) (24,735,735)
Balance as at end of year 100,196,180 149,934,699

All Sterling Shares Shareholders have the righiet®ive, in proportion to their holdings, all thefits and losses of
the Company (including accumulated net income thlaset of accumulated realised and unrealisedataygins and
accumulated realised and unrealised capital losses)

Shareholders have the right to receive notice dftarattend and vote at annual and extraordinamgigé meetings of
the Company and each holder of Sterling Sharesgbpmesent in person or represented by a duly as#tbr
representative (if a corporation) at a meetinglsi@dn a show of hands have one vote.

Under IAS 1 “Presentation of Financial Statements® Company's Sterling Shares are classified astyEp the
Statement of Financial Position, because the Coynaa closed ended investment company and théirgt&hares
are not redeemable at the Shareholders option.

No distribution was declared for the year ended@te 2011 (30 June 2010: None).

9. (ACCUMULATED DEFICIT)/RESERVES

30 June 2011 30 June 2010

Uss$ uss$
Opening balance at start of year (58,221,662) (51,036,670)
Net realisecgain/(loss) on investments at fair value througbfipor loss 5,336,431 (18,641,664)
Unrealised (loss)/gain on investments at fair @ahrough profit or loss (3,474,811) 12,236,882
Realised (loss)/gain on foreign currency transastio (646,735) 6,184,625
Unrealised gain/(loss) on foreign currency trarisast 2,642,067 (5,510,065)
Net expenses for the y (1,417,882) (1,454,770)
Closing balance at end of year (55,782,592) (58,221,662)
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10. CREDIT FACILITY

As and when required for operational reasons, ity without limitation, for managing cash flovetsing foreign
exchange transactions, funding conversions andhdakidvantage of short-term investment opportunitiee
Company may borrow money, provide leverage and giiggantees, and mortgage, pledge or charge pdroof its
property or assets as security for any liability atligation. Any leverage which arises in the Compé#s not
intended to be permanent and will be repaid ovehart time frame. Such borrowing is subject alwayghe
availability of a credit line facility on such tesras the Directors deem acceptable in their sotk aisolute
discretion. In aggregate the total borrowings & @ompany will not exceed 35% of the NAV at thenpaif
drawdown. Up until 30 December 2010 the Companydradncommitted credit facility from Citibank N.Aecured
on the assets of the Company. The credit facilias wolely for the purpose of foreign exchange megighny
borrowings for this purpose were limited to 15% cwillateral value. The credit facility was termiréten 30
December 2010 following a decision taken by the rBoaf Directors to cease the Company’s currencygimed
programme. The Company had no other borrowings$ 38 dune 2011 (30 June 2010: none).

11. EXCHANGE RATES

The following exchange rates were used as at 3@ 20h1 and 30 June 2010 versus US Dollar:

30 June 2011
British Pound 0.6229

30 June 2010
British Pound 0.6677

12. RELATED PARTY TRANSACTIONS
Parties are considered related if one party hasiil#y to control the other party or exercisersiigant influence
over the other party in making financial or opeyaéil decisions. The Company is managed by FRM tmers
Management Limited, an Investment Management Coynparorporated in Guernsey, Channel Islands, uticker
terms of the Investment Management agreement.

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

As at 30 June 2011, Richard Hotchkis, a Directothef Company, held 14,124.02 Sterling Shares (3@ 2010:
30,000) in the Company. Details of Directors fesdisclosed in note 3(d).

The Company invested in the following funds, whigtve the same Manager as the Company at 30 Jude 201

30 June 2011

Value
Fund Uss
FRM Conduit Fund SPC — Harbinger Segregated Partfol 1,403,582
Total 1,403,582

30 June 2010

Value
Fund US$
FRM Conduit Fund SPC - Harbinger Segregated Pastfol 2,457,594
Total 2,457,594

All transactions with related parties were at arlargyth.
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13. DISTRIBUTIONS

Shareholders are entitled to elect to participatthé Distribution Facility which provides an anhdastribution by
way of redemption of Sterling Shares, subject ttaie limitations and the Directors exercising theiscretion to
operate the facility on any relevant occasion. Rga@®n of Sterling Shares on any Distribution Dat#l be
restricted to a specific percentage of the numifeSterling Shares held by a Shareholder. This peace will be
determined by the Directors in their discretion whieey declare the annual distribution, but ithisit intention to
distribute up to two thirds of Total Returns, cappé 3.5 per cent of year end NAV. There was ntriligion made
during the year ended 30 June 2011 (30 June 203HNU).

14. SEGMENTAL REPORTING
Analysis between activities is not presented asChmpany’s operations comprise a simple class siness and is
not focused on specific geographical regions. IBR8quires disclosure in respect of the Chief OjpegeDecision
Maker (“CODM") and certain disclosures in respeicthe country of origin of income, which may congi§interest
and dividends. Management have determined tha@ieM is the Board of Directors.

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

The internal reporting provided to the Board ofdgtors for the Company’s assets, liabilities andgpmance is
prepared on a consistent basis with the measureanentecognition of IFRS. Generally underlying istezs do not
declare dividends. The Company earned no dividendne from any of its underlying investee fundsestments
during the year (2010: Nil).
There were no changes in the reportable segmeritgydbe year.
The Company is domiciled in Guernsey. Refer to dofer details of strategy and geographical expesur
The Company’s Portfolio Statement is shown on p&Je® 39.

15. SIGNIFICANT EVENTS DURING THE YEAR
Managed Wind-Down

At the Company's annual general meeting held oMN@4ember 2010 a resolution that the Company coetinu
existence was not approved by Shareholders.

On 4 February 2011 a circular recommending propdsala managed wind-down of the Company and giviotice
of an Extraordinary General Meeting to be held @nMlarch 2011 was sent to Shareholders. At the Brdiaary
General Meeting held on 17 March 2011 the speeisblution that the Company modify its investmentigyoin

order to effect a managed wind-down was approved % of voting members. Subsequent to that date th

necessary steps have been put in place to begimémaged wind-down of the Company. On 11 May 20l t
Company resolved to return £31,000,000 by way obmpulsory partial redemption of shares at a poic88.6
pence per share, the Company’s NAV per share 8§ &farch 2011. On 14 July 2011 the Company resoteed
make a further compulsory partial redemption ofrehas detailed in note 16 below. The remaind¢heohet assets
attributable to holders of shares will be returietine with the Company’s modified investment pgliof realising
the Company’s existing investments in an orderly aimely manner, with a view to distributing cast t
Shareholders at appropriate times as sufficientstaents are realised. The Company will not make reaw
investments other than in cash or cash equivapmriding distribution of cash to Shareholders.
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NOTES TO THE ANNUAL FINANCIAL REPORT FOR THE YEAR E NDED 30 JUNE 2011 (continued)

15.

16.

17.

SIGNIFICANT EVENTS DURING THE YEAR (continued)
Highland Crusader Receivable

As at 30 June 2011, the Company has recorded avabte of US$5,886,874 due in respect of a salbighland
Crusader Fund Il Ltd (“Highland”) made on 30 Ju@®&. On 15 November 2008, the Manager of Highlahdsad
that Highland’s directors had made a decision tmpdsorily redeem all remaining Shares in Highlamdl that
from that time all creditors of Highland includiimyestors who had submitted redemption request8@alune 2008
(“prior redeemers”) would be treated in the samg ad be subject to market movements on Highlaasiets and
liabilities. The Company is classed as a prior esger given that it had submitted its redemptiorueston 30 June
2008. As a result of the action taken by Highlatite Directors, based on recommendations made by FRM
Investment Management Limited, agreed to adjustebeivable in each monthly valuation to take extcount what
they believe, on a best information basis, to leefélir value of the receivable. The June 2008 rguiem value was
US$6,485,931. Since 15 November 2008, market mowtigave increased the fair value of the receivable
US$7,807,548 as at 30 June 2011.

During the financial year ended 30 June 2010, aiatied process was agreed. The mediation involvexigs
representing prior redeemers and those Shareholdbrs had been compulsorily redeemed (“compulsory
redeemers”). As the outcome of this mediation pgeagas unclear during the year, the Directors agreéh a
recommendation from FRM Investment Management lddjitthat a provision against the receivable shaad
included in the monthly valuations. The Directofglee Company consider the appropriateness of theigion at
each valuation point. The provision included in ¥aduation as at 31 May 2011 was US$2,674,320.

Subsequent to the year end, on 7 July 2011 a Sche&Awangement was approved by the prior redeeraedsthe
compulsory redeemers and also approved by the Blrroourt. This approval was received prior to #lease of
the 30 June 2011 Net Asset Value calculation ankight of this the Directors of the Company decidbdt an
adjustment to the provision was appropriate. Asesult the provision as at 30 June 2011 was reduced
US$1,920,674.

The receivable net of the provision is US$5,886,8/Mch is 9% less than the June 2008 redemptionevahd
represents the best estimate of the value whichageanent believes it will receive from Highland &as3@ June
2011, however this receivable is subject to mamk@fements and as such is subject to change on thimbasis.

SIGNIFICANT EVENTS SINCE THE YEAR END

On 14 July 2011 the Company resolved to return @pprately £8,000,000 by way of a further compulspaytial
redemption of shares at a price of 88.9 pencelmesthe Company’s NAV per share as at 30 Jun&.201

As noted above, on 7 July 2011, the Manager of ldighissued a Scheme of Arrangement which set haut t
treatment of prior and compulsory redeemers aniddec a plan of distribution in respect of Highlandssets. The
first distribution totalling US$817,218 was paidearly October 2011. This represented approximétédp of the
receivable net of the provision as at 30 June 2011.

There have been no other significant events simegéar end that impact the Company and requicdodigre in the
annual financial report.

APPROVAL OF ANNUAL FINANCIAL REPORT

The annual financial report for the year ended 8822011 was approved by the Board of Directoré¢d@ctober
2011.
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PORTFOLIO STATEMENT AS AT 30 JUNE 2011

Underlying Investee Fund Trading Strateqy -Relative
Value Trading Strategy*

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

Golden Tree Offshore Fund Il

Golden Tree Special Holdings IV Sidepockets
Harbinger Capital Partners Special Situation Offsho
Harbinger Capital Partners Special Situation Offsho
Special Investment SP

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 0109

Plainfield Liquidation R Series 1 0609

TRF Liquidating SPV D/1

Total Investments
Other assets

Total net assets

*The strategies above are explained on page 25.
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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 3,089 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 36,9 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 9645 2.17%
34,200 1,652 3.72%
284 9,616 0.02%
25,283,632 56.92%
19,129,956 43.08%
44,413,588  100.00%




FRM CREDIT ALPHA LIMITED

PORTFOLIO STATEMENT AS AT 30 JUNE 2010

Underlying Investee Fund Trading Strategy -RelativeéValue Trading

Strateqy
BlueBay Value Recovery Fund

Claren Road Class L International. Series

Underlying Investee Fund Trading Strategy -Speciadit Credit Strategy
Blue Mountain Credit Alternative Class Al Serie$0&3
Blue Mountain Credit Alternative Class A Series(BL/
Brownstone Partners Cat Class B Initial Series 07
Cerberus International SPV Ltd

FRM Conduit Fund SPC Harbinger

Golden Tree Special Holdings IV Sidepockets
Golden Tree Offshore Fund Il

Gracie International Credit Opportunity Class Bi&ef
Green T G2 Fund Ltd Inv Class

JCAM Global Fund Ltd Class F

Harbinger Capital Partners Special Situation Offstgpecial Investment
SP

Harbinger Capital Partners Special Situation Offsho
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 A Series 2

King Street Capital Ltd Class S Series 13

King Street Capital Ltd Class S Series 14

King Street Capital Ltd Class S Series 9

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 22

King Street Capital Ltd Class S Series 24

King Street Capital Ltd Class A Post 1 Feb 06 &x?i
King Street Capital Ltd Class A Post 1 Feb 06 &edi
Plainfield Liquidation L1 Series 4 0109

Plainfield Liquidation R Series 1 0609

Trafalgar Recovery Class C Restricted Series 12
Trafalgar Recovery Class D Restricted Series 1
Trafalgar Recovery - Fund — US

Trafalgar Recovery - Fund — US

Trafalgar Recovery Class C Restricted Series S SP

Underlying Investee Fund Trading Strategy -Multi-Process Strategy
JPM Sterling Gilt Liquidity Fund Class C

Total Investments

38

Quantity Fair Value % of Net
US$ Assets
60,318 6,689,816 7.29%
1 717,754 0.78%
10,000 1,324,244 1.44%
9,666 1,818,601 1.99%
461 2,071,666 2.26%
7,210 7,707,562 8.40%
32,778 2,457,594 2.68%
1,444 2,182 0.08%
1,806 2,052,039 2.24%
2,090 4,170,324 4.55%
40,939 7,474,507 8.15%
6,429 7,601,483 8.29%
1 668,260 0.73%
1 5,518,437 6.02%
252 25,736 0.03%
15 416 0.00%
14 945 0.00%
1 53 0.00%
47 7,189 0.01%
258 16,455 0.02%
724 85,079 0.09%
19 2,040 0.00%
438 54,002 0.06%
188 18,929 0.02%
250 24,898 0.03%
30 2,992 0.00%
781 75,130 0.08%
9,969 4,647,645 5.07%
17 2,156 0.00%
32,752 2,605,376 2.84%
58,947 4,658,016 5.08%
4333, 3,845,503 4.19%
4,7 670,686 0.73%
5,641 1,299,000 1.42%
7,100 834,091 0.91%
3,937 196,774 0.21%
638 9,623,255 10.49%
79,040,835 86.18%




FRM CREDIT ALPHA LIMITED

PORTFOLIO STATEMENT AS AT 30 JUNE 2010 (continued)

Forward Currency Contracts

Counterparty Maturity Date Amount Bought
Citibank N.A. 29/07/10 US$6,019,540
Citibank N.A. 29/07/10 GBP55,683,922

Total unrealised gain on forward currency contracts
Other assets

Total net assets
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Unrealised

Gain % of Net

Amount Sold US$ Assets
GBP4,000,000 ,286 0.03%
US$82,895,263 495,225 0.54%
524,491 0.57%
12,147,711 13.25%
91,713,037 100.00%






