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IMPORTANT INFORMATION

If you are in any doubt about the contents of this Prospectus, you should consult your
stockbroker, bank manager, solicitor, accountant or other financial adviser.

The Company

This Prospectus contains information relating to Franklin Floating Rate Fund plc (the “Company”). The
Company is an investment company with variable capital incorporated in Ireland on 1 December 1999
as a public limited company under registration number 316174.

The Company will invest substantially all of its assets directly in the Franklin Floating Rate Master Trust.
Please see section “Investment Objective And Policy Of The Company”.

Franklin Templeton International Services S.a r.l. (the “AIFM”) and the directors of the Company (the
“Directors”) accept responsibility for the accuracy of the information contained in this Prospectus as at
the date of its publication and confirm, having made all reasonable enquiries, that to the best of their
knowledge and belief there are no other facts the omission of which would make any statement
misleading.

The Company features several classes of Shares which will rank pari passu with each other in all
respects except as to all or any of the following:-

e dividend policy;

o the level of fees and expenses to be charged;

e Class Currency designation; and

e the minimum subscription amount.

All Shares, other than the Class A (dis) EUR-H1 Shares, Class A (dis) HKD Shares and Class A (dis)
SGD-H1 Shares, shall be designated in a Class Currency of US Dollars. Class A (dis) EUR-H1 Shares
shall be designated in Euro, Class A (dis) HKD Shares shall be designated in Hong Kong Dollars and
Class A (dis) SGD-H1 Shares shall be designated in Singapore Dollars.

As of the date of this Prospectus, the Company has the following share classes available for
subscription in Hong Kong:

Class A (acc) Shares

Class A (dis) Shares

Class A (dis) EUR-H1 Shares
Class A (dis) HKD Shares
Class A (dis) SGD-H1 Shares

Prospective investors should note that Class B Shares are no longer being offered for subscription in
Hong Kong. Existing holders of Class B Shares may obtain information on their holdings from the Hong
Kong Representative free of charge during normal business hours on any Business Day.

An investment in the Company should not constitute a substantial proportion of an investment
portfolio and may not be appropriate for all investors.

Investor Responsibility

Prospective investors should review this Prospectus carefully and in its entirety and consult with their
legal, tax and financial advisers in relation to (i) the legal requirements within their own countries for the
purchase, holding, exchange, redemption or disposal of Shares; (ii) any foreign exchange restrictions
to which they are subject in their own countries in relation to the purchase, holding, exchange,
redemption or disposal of Shares; and (iii) the legal, tax, financial or other consequences of subscribing
for, purchasing, holding, exchanging, redeeming or disposing of Shares. Prospective investors should



seek the advice of their legal, tax and financial advisers if they have any doubts regarding the contents
of this Prospectus. A copy of the Prospectus of the Company registered in Ireland is available for
prospective investors upon request.

Central Bank Authorisation

The Company is authorised by the Central Bank of Ireland (the “Central Bank”) as a designated
investment company pursuant to Section 1395 of Part 24 of the Act. The Central Bank shall not be liable
by virtue of its authorisation of the Company or by reason of its exercise of the functions conferred on
it by legislation in relation to the Company for any default of the Company. Authorisation of the
Company by the Central Bank does not constitute a warranty by the Central Bank as to the
creditworthiness or financial standing of the various parties to the scheme, nor is the Central Bank
responsible for the contents of this Prospectus. Such authorisation does not constitute an endorsement
or guarantee of the Company by the Central Bank.

The Company must comply with the aim of spreading investment risk in accordance with Section
1386(2)(a) of Part 24 of the Act.

Distribution And Selling Restrictions

The Company has been authorised by the SFC under the Hong Kong Securities and Futures Ordinance.
The SFC does not, however, take any responsibility for the financial soundness of the Company or the
accuracy of any statement or opinion expressed in this Prospectus. SFC authorisation is not a
recommendation or endorsement of the Company nor does it guarantee the commercial merits of the
Company or its performance. It does not mean the Company is suitable for all investors nor is it an
endorsement of its suitability for any particular investor or class of investors. The distribution of this
Prospectus and the offering or purchase of the Shares is restricted in certain jurisdictions and to certain
persons. No persons receiving a copy of this Prospectus or the accompanying application form in any
such jurisdiction may treat this Prospectus or such application form as constituting an invitation to them
to subscribe for Shares, nor should they in any event use such application form, unless in the relevant
jurisdiction such an invitation could lawfully be made to them and such application form could lawfully
be used without compliance with any registration or other legal requirements. Accordingly, this
Prospectus does not constitute an offer or solicitation by anyone in any jurisdiction in which such offer
or solicitation is not lawful or in which the person making such offer or solicitation is not qualified to do
so or to anyone to whom it is unlawful to make such offer or solicitation. It is the responsibility of any
persons in possession of this Prospectus and any persons wishing to apply for Shares pursuant to this
Prospectus to inform themselves of and to observe all applicable laws and regulations of any relevant
jurisdiction. Prospective applicants for Shares should inform themselves as to the legal requirements
of so applying and any applicable exchange control regulations and taxes in the countries of their
respective citizenship, residence or domicile.

Although there is no statutory prohibition in Ireland on the purchase or holding by persons resident in
Ireland of Shares in the Company, for Irish tax purposes, the Company imposes restrictions on the
holding of Shares by such persons.

The Company is not registered in the United States of America under the Investment Company Act of
1940 (the “1940 Act”). The Shares of the Company have not been registered in the United States of
America under the Securities Act of 1933. The Shares made available under this offer may not be
directly or indirectly offered or sold in the United States of America or any of its territories or possessions
or areas subject to its jurisdiction or to or for the benefit of nationals or residents thereof, unless pursuant
to an exemption from registration requirements available under US law, any applicable statute, rule or
interpretation. US Persons are not eligible to invest in the Company. Prospective investors shall be
required to declare that they are not a US Person and are not applying for Shares on behalf of any US
Person. In the absence of written notice to the Company to the contrary, if a prospective investor
provides a non-US address on the application form for investment in the Company, this will be deemed
to be a representation and warranty from such investor that he/she/it is not a US Person and that such
investor will continue to be a non-US Person unless and until the Company is otherwise notified of a
change in the investor’'s US Person status.



The term "US Person" shall mean any person that is a United States person within the meaning of
Regulation S under the United States Securities Act of 1933 or as defined by the U.S. Commodity
Futures Trading Commission for this purpose, as the definition of such term may be changed from time
to time by legislation, rules, regulations or judicial or administrative agency interpretations.

The Company is not registered in any provincial or territorial jurisdiction in Canada and Shares of the
Company have not been qualified for sale in any Canadian jurisdiction under applicable securities laws.
The Shares made available under this offer may not be directly or indirectly offered or sold in any
provincial or territorial jurisdiction in Canada or to or for the benefit of residents thereof. Prospective
investors may be required to declare that they are not a Canadian resident and are not applying for
Shares on behalf of any Canadian residents. If an investor becomes a Canadian resident after
purchasing Shares of the Company, the investor will not be able to purchase any additional Shares of
the Company.

Shares in the Company may not be purchased by retail investors in the European Union and are also
not marketed to professional investors in the European Union.

Reliance On This Prospectus
The Shares are offered only on the basis of the information contained in this Prospectus.

Any further information or representation given or made by any dealer, broker or other person should
be disregarded and accordingly, should not be relied upon. No person has been authorised to give any
information or to make any representations, other than those contained in this Prospectus in connection
with the offering and issue of Shares in the Company and, if given or made such information or
representations must not be relied upon as having been authorised by the Company or the Directors or
by the AIFM. Neither the delivery of this Prospectus nor the offer, issue or sale of Shares shall, under
any circumstances, constitute a representation that the information given in this Prospectus is correct
as of any time subsequent to the date of this Prospectus. Statements made in this Prospectus are
based on the law and practice currently in force in Ireland and Hong Kong and are subject to changes
therein. This Prospectus should be read in its entirety before making an application for Shares.

Risks

Investment in the Company carries with it a degree of risk. The value of Shares and the income
from them may go down as well as up, and investors may not get back the amount invested.
Investment in the Company should not constitute the sole or main investment of an investor’s
portfolio. Investors should consider the “Risk Factors” section in this Prospectus.

Investors should note that all or part of fees and expenses, including management fees may be
charged to capital. In the event that they are, the capital of the Company will be eroded, this will
have the effect of lowering the capital value of the Shareholders’ investment or may result in an
immediate reduction of the NAV per Share.
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DEFINITIONS

In this Prospectus the following words and phrases have the meanings set forth below:

“Act”

“Accounting Date”

“Accounting Period(s)”

“Administrator”

“Articles”

“AIFM”

“AlIFMD”

“AIFMD Regulations”

“AIFM Agreement”

“Alternative Currency Class”

“Associate” or “Associates”

means the Companies Act 2014 (as amended from time to time)
and any and all applicable regulations made or conditions imposed
or derogations granted by the Central Bank thereunder;

means 31 July in each year or such other date as the Directors may
from time to time determine;

means a financial year of the Company ending on an Accounting
Date and being the period in respect of which the accounts of the
Company to be laid before it in general meeting are made up and
commencing on the date immediately succeeding the last day of
the last financial year;

means J.P. Morgan Administration Services (Ireland) Limited or
such other company as may for the time being be appointed as
administrator to the Company;

means the Articles of Association of the Company for the time being
in force and as may be modified from time to time;

means Franklin Templeton International Services S.a r.l. or such
other entity as may for the time being be appointed as the
alternative investment fund manager under AIFMD in relation to the
Company;

means the Alternative Investment Fund Managers Directive
(Directive 2011/61/EU) as amended;

means the European Communities (Alternative Investment Fund
Managers Directive) Regulations (SI No 257 of 2013) as amended;

means the agreement dated 17 July 2014, as amended and
restated on 30 January 2015, between the Company and the AIFM,
pursuant to which the AIFM was appointed alternative investment
fund manager of the Company as may be amended from time to
time;

means a share class in an alternative currency to the base currency
of the Company;

means:

(a) any bare trustee or nominee of a Shareholder or any person
holding Shares on behalf of or to the order of a Shareholder
or exercising voting rights at the request or direction of a
Shareholder;

(b) any relative of a Shareholder;

(c) any person acting in his capacity as the trustee of any trust the
principal beneficiaries of which are a Shareholder, any relative
or partner of a Shareholder or any company, partnership,
consortium or joint venture directly or indirectly managed or
controlled by the Shareholder or by any relative or partner of
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“Auditors”

“Business Day”

“Central Bank”

“Class Currency”

“Common Shares”

“Company”

“Connected Person”

the Shareholder or in which a Shareholder or any relative or
partner of a Shareholder directly or indirectly holds,
beneficially owns, controls or has an option over or is
otherwise absolutely or conditionally entitled to more than 20%
of the assets, revenues or voting rights;

(d) any partner of a Shareholder;

(e) any company, partnership, consortium, joint venture, trust,
collective investment scheme or mutual fund directly or
indirectly managed or controlled by a Shareholder or in which
a Shareholder or any relative or partner of a Shareholder
directly or indirectly holds, beneficially owns, controls or has
an option over or is otherwise absolutely or conditionally
entitled to more than 20% of the assets, revenues or voting
rights;

(f) any person or body of persons, company, partnership,
consortium, joint venture, trust collective investment scheme
or mutual fund which directly or indirectly manages or controls
a Shareholder or directly or indirectly holds, beneficially owns,
controls, has an option over or is otherwise absolutely or
conditionally entitled to more than 20% of the assets,
revenues or voting rights of or in a Shareholder.

means PricewaterhouseCoopers, Dublin or
PricewaterhouseCoopers, San Francisco, CA or such other firm of
chartered accountants as may from time to time be appointed as
auditors to the Company;

means a day on which the New York Stock Exchange (NYSE) is
open for business and/or such other business day or days as may
be determined by the Directors;

means the Central Bank of Ireland;

means, in relation to each class, the currency in which the Shares
of such class are designated as specified herein;

means shares of beneficial interest in the Franklin Floating Rate
Master Series of shares in the Master Fund;

means Franklin Floating Rate Fund pilc;

In relation to a company means:

(@) any person or company beneficially owning, directly or
indirectly, 20% or more of the ordinary share capital of that
company or able to exercise directly or indirectly, 20% or more

of the total votes in that company; or

(b) any person or company controlled by a person who or which
meets one or both of the descriptions given in (a); or

(c) any member of the group of which that company forms part;
or



“Dealing Day”

“Dealing Deadline”

“Depositary”

“Directors”

“Distributor”

“EUR” or “Euro” or “€”

“FATCA”
“FFI”

“Hedged Classes”

“HKD”
“Hong Kong Representative”

“Intermediary”

“Investment Manager”

“Investor Services”

“Irish Resident”

“Irish Revenue Commissioners”

“Master Fund”

(d) any director or officer of that company or of any of its
connected persons as defined in (a), (b) or (c).

means each Business Day or otherwise as the Directors may from
time to time determine;

means 4.00 pm Hong Kong time or such other time as the Directors
may from time to time determine on each Dealing Day;

means J.P. Morgan Bank (Ireland) plc or such other company in
Ireland as may from time to time be appointed as depositary of all
the assets of the Company with the prior approval of the Central
Bank;

means the directors of the Company for the time being and any duly
constituted committee thereof;

means Franklin Templeton International Services S.a r.l. or such
other appointee as may be engaged by the AIFM (where a third
party thereto) to act with respect to the distribution of the Shares of
the Company;

means the single currency of participating member states of the
European Monetary Union introduced on 1 January 1999;

means Foreign Account Tax Compliance Act;
means a Foreign Financial Institution as defined in FATCA,;

means Shares of other classes as may be designated by the
Directors from time to time;

means Hong Kong Dollars;
means Franklin Templeton Investments (Asia) Limited;

means a person who carries on a business which consists of, or
includes, the receipt of payments from an investment undertaking
on behalf of other persons or holds shares in an investment
undertaking on behalf of other persons;

means Franklin Advisers, Inc. or such other firm or company as
may be appointed by the AIFM may from time to time in relation to
the Company;

means Franklin Templeton Investor Services LLC, the Master
Fund’s shareholder servicing and transfer agent;

means any company resident, or other person resident or ordinarily
resident, in Ireland for the purposes of Irish tax. Please see the
“Taxation” section below for the summary of the concepts of
residence and ordinary residence issued by the Irish Revenue
Commissioners;

means the Irish authority responsible for taxation;

means the Franklin Floating Rate Master Trust;



“Net Asset Value” or “NAV”

“Net Asset Value per Share”

“Ordinary Resolution”

“Prospectus”

“Recognised Market”

means the Net Asset Value of the Company calculated as
described in this Prospectus;

means the Net Asset Value per Share of each class of Shares
calculated as described in this Prospectus;

means a resolution passed by a simple majority of the votes cast in
its favour by Shareholders entitled to attend and vote at general
meetings of the Company or on matters affecting the relevant
Shares, as the case may be;

means this document and the Company’s most recent annual
report and accounts (if issued) or, if more recent, its interim report
and accounts;

means with the exception of permitted investments in unlisted
securities the Company will only invest in securities traded on a
stock exchange or market which meets the regulatory criteria
(regulated, operate regularly, be recognised and open to the public)
and which is listed in the Prospectus.

“Stock Exchanges” for the purposes of this definition means:

0] All stock exchanges in a Member State of the European
Union;
(ii) All stock exchanges in a Member State of the European

Economic Area (EEA);
(iii) A stock exchange located in any of the following countries:

Australia
Canada

Japan

Hong Kong
New Zealand
Switzerland
United Kingdom
USA

“Markets” for the purposes of this definition means:

(i The market organised by the International Capital Markets
Association;
(ii) The market conducted by the “listed money market

institutions” as described in the Bank of England
publication “The Regulation of the Wholesale Cash and
OTC Derivatives Markets” (in sterling, foreign currency and
bullion);

(iii) AIM - the Alternative Investment Market in the UK,
regulated and operated by the London Stock Exchange;

(iv) The over-the-counter market in Japan regulated by the
Securities Dealers Association of Japan;

(v) NASDAQ in the United States;



“Relevant Institutions”

“Section 739B”
“SFC”

“SGD”
“Shares”

“Shareholder”

“Shareholder Services Agent”

“Special Resolution”

“TCA”

“United States” or “US”

“Valuation Point”

(vi) The market in US government securities conducted by
primary dealers regulated by the Federal Reserve Bank of
New York;

(vii) The over-the-counter market in the United States
conducted by primary and secondary dealers regulated by
the Securities and Exchanges Commission and by the
National Association of Securities Dealers (and by banking
institutions regulated by the US Comptroller of the
Currency, the Federal Reserve System or Federal Deposit
Insurance Corporation));

(viii)  The French market for “Titres de Creance Negotiable”
(over-the-counter market in negotiable debt instruments);

(ix) EASDAQ (European Association of Securities Dealers
Automated Quotation); and

(x) The over-the-counter market in Canadian Government
Bonds, regulated by the Investment Dealers Association of
Canada.

means those institutions which are credit institutions authorised in
the EEA or credit institutions authorised within a signatory state
(other than an EEA Member State) to the Basle Capital
Convergence Agreement of July 1998 or credit institutions
authorised in Jersey, Guernsey, the Isle of Man, Australia or New
Zealand.

means Section 739B of the TCA;

means the Securities and Futures Commission of Hong Kong;
means the Singapore Dollar, the currency of Singapore;

means shares of whatever class in the capital of the Company;
means a subscriber to the memorandum of association of the
Company and every other person registered as a holder of Shares
in the capital of the Company;

means Franklin Templeton International Services S.a r.l. or such
other entity appointed by the Directors to assist in relation to the
distribution of Shares of the Company;

means a resolution passed with the support of 75% or more of the
votes cast in its favour by Shareholders entitled to attend and vote
at general meetings of the Company or on matters effecting the
relevant Shares as the case may be;

means the Taxes Consolidation Act 1997, as amended,;

means the United States of America (including its States and the
District of Columbia), its territories, possessions and other areas

subject to its jurisdiction; and

means the time as of which the Net Asset Value is determined
being 4.00 pm U.S. eastern standard time on each Dealing Day.



INVESTMENT CONSIDERATIONS

Investment Objective And Policy Of The Company

The Company’s investment goal is to provide a high level of current income and preservation of capital
by investing up to 100% of its net assets in shares of the Franklin Floating Rate Master Series (the
“‘Common Shares”) in the Franklin Floating Rate Master Trust (the “Master Fund”). The investment
objectives, policies and restrictions of the Master Fund are set out below. Any net assets not invested
in the Master Fund will be retained in cash or invested in cash equivalents. The management and
expenses of both the Company and the Master Fund are described under “Fees And Expenses”.
Through its ownership of Common Shares of the Master Fund, the Company indirectly bears its
proportionate share of the Master Fund’s expenses. There can be no assurance that the Company will
achieve its investment objective. Investors should carefully assess the risks associated with an
investment in the Company. See the section headed “Risk Factors”.

The investment objective of the Company will not at any time be altered without the approval of an
Ordinary Resolution of the Shareholders. Changes to investment policies which are material in nature
may only be made with the approval of an Ordinary Resolution of the Shareholders.

In the event of a change of investment objective and/or investment policy a reasonable notification
period will be provided by the Company and the Company will provide facilities to enable Shareholders
to redeem their Shares prior to implementation of these changes.

Investment Objectives And Policies Of The Master Fund

The Master Fund was organised as a Delaware statutory trust on 16 November 1999 and on 11 June
2002, the Master Fund’s Board of Trustees voted to register the trust as an open-ended investment
company which was approved by the shareholders on 26 June 2002. The registered office of the Master
Fund is the Corporation Trust Company, 1209 Orange Street, Wilmington, Delaware 19801. The Master
Fund is registered with the SEC and is regulated as an investment company under the 1940 Act as
amended. Investors should be aware that the performance of the Company will be dependent on the
performance of the Master Fund and that any decline in the net asset value of Common Shares held in
the Master Fund will result in the subsequent decline of the Net Asset Value per Share.

The Master Fund's investment goal is to provide as high a level of current income and preservation of
capital as is consistent with investment primarily in senior secured corporate loans and corporate debt
securities with floating interest rates.

The debt obligations (U.S. government securities, U.S. government agency securities, money market
instruments, corporate and commercial obligations and repurchase agreements) in which the Master
Fund may invest (whether by way of subscription, acquisition, participation or investment) primarily
consist of obligations traded on the over-the-counter market in the United States conducted by primary
dealers and secondary dealers regulated by the SEC and NASD Regulation, Inc. and by banking
institutions regulated by the US Comptroller of Currency, the Federal Reserve System or Federal
Deposit Insurance Corporation and, in particular, on the market organised by the Loan Syndications
and Trading Association.

The Investment Adviser of the Master Fund performs its own independent credit analysis of each
borrower, and of the collateral structure securing the Master Fund's investment. The Investment Adviser
of the Master Fund generally will determine the value of the collateral backing the Master Fund's
investment by customary valuation techniques that it considers appropriate, including reference to
financial statements, independent appraisal, or obtaining the market value of collateral (e.g., cash or
securities), if it is readily ascertainable. The Investment Adviser of the Master Fund also will consider
the nature of the industry in which the borrower operates, the nature of the borrower's assets, and the
general quality and creditworthiness of the borrower. The Investment Adviser of the Master Fund
evaluates the credit quality of the Master Fund’s investments on an ongoing basis. The value assigned
to the collateral by the Investment Adviser of the Master Fund may be higher or lower than the value at
which the borrower values the collateral on the borrower's books.



The Master Fund's floating rate investments will, in most instances, hold the most senior position in the
capitalization structure of the company and be secured by specific collateral. Such senior position
means that, in case the company becomes insolvent, the lenders or security holders in a senior position
like the Master Fund will typically be paid from the assets of the company before other creditors of the
corporation. When a company pledges specific collateral, it has agreed to deliver, or has actually
delivered, to the lenders or security holders assets it owns that will legally become the property of the
lenders or security holders in case the company defaults in paying interest or principal.

The Master Fund normally invests at least 80% of its net assets, plus the amount of any borrowings for
investment purposes, in corporate loans and corporate debt securities that are made to, or issued by,
borrowers that are U.S. companies, non-U.S. borrowers and U.S. subsidiaries of non-U.S. borrowers
and that have floating interest rates (floating interest rate loans and securities). Shareholders in the
Master Fund will be given sixty days advance notice of any change in this 80% policy. Certain of the
Master Fund's floating interest rate investments may permit the borrower to select an interest rate reset
period of up to one year. A portion of the Master Fund's investments may consist of loans with interest
rates that are fixed for the term of the loan. Investment with longer interest rate reset periods or fixed
interest rates may increase fluctuations in the Master Fund's share price as a result of changes in
interest rates. Fixed rate corporate loans and debt securities that are converted from fixed rate
investments to floating rate investments through interest rate swaps or other derivative transactions will
be considered to be floating interest rate loans and securities for purposes of the Master Fund's policy
of normally investing at least 80% of its net assets in income-producing floating interest rate corporate
loans and corporate debt securities made to or issued by U.S. companies, non-U.S. entities and U.S.
subsidiaries of non-U.S. entities. Some of the Master Fund's floating interest rate loans and securities
may have the additional feature of converting into a fixed rate instrument after certain periods of time
or under certain circumstances. Upon conversion of any such floating interest rate loans and securities
to fixed rate instruments, the Investment Adviser of the Master Fund will rebalance the Master Fund's
investments, if needed, to meet the 80% level described above, as promptly as is reasonable.
Generally, corporate loans and corporate debt securities require that the borrower or issuer comply with
various restrictive covenants that accompany the loan or security although some available in the market
from time to time are ‘covenant lite’ in that they contain fewer or no restrictive covenants.

The debt obligations may be structured to require the Master Fund to contribute additional capital to the
corporate issuer or obligor. If the Master Fund’s future obligations are not met for any reason, including
the failure of an intermediate participant to fulfil its obligations, the Master Fund’s interests may be
harmed. The possible exposure of the Master Fund resulting from these requirements will be
aggregated to ensure that prior to becoming subject to a requirement to contribute additional capital to
such corporate issuer or obligor, the Master Fund will be satisfied the requirements will not result in a
breach of its investment restrictions.

The Master Fund normally invests primarily in corporate loans or securities of U.S. entities, but may
invest up to 65% of its assets in corporate loans or corporate debt securities of entities in developed
countries other than the U.S. The Master Fund may from time to time invest in corporate debt securities
of entities in emerging market countries, but currently does not intend to invest more than 35% of its
assets in emerging market countries. The Master Fund considers a country to be an emerging market
country if it is defined as a country with an emerging or developing economy by any one or more of the
following: the International Bank for Reconstruction and Development (commonly known as the World
Bank), the International Finance Corporation, or the United Nations or its agencies or authorities.

The Master Fund currently invests predominantly in corporate loans or corporate debt securities that
are U.S. dollar-denominated or otherwise provide for payment in U.S. dollars. For the purposes of
pursuing its investment goals, the Master Fund may enter into interest rate and credit-related
transactions involving certain derivative instruments, including interest rate and credit default swaps
(including loan and high yield credit default swaps) or other derivative transactions. The Master Fund
may use such interest rate or credit-related derivative transactions to hedge risks relating to changes
in interest rates, credit risks and other market factors. The Master Fund may also use interest rate or
credit-related derivative transactions for the purposes of enhancing fund returns, increasing liquidity,
and/or gaining exposure to particular instruments or interest rates in more efficient or less expensive
ways.



When the Investment Adviser of the Master Fund believes market or economic conditions are
unfavourable for investors (for example in times of market failure), the Investment Adviser of the Master
Fund may invest up to 100% of the Master Fund's assets in a temporary defensive manner by holding
all or a substantial portion of its assets in cash, cash equivalents or other high-quality short-term
investments (either directly or through exchange-traded funds). Temporary defensive investments
generally may include money market fund shares (including shares of an affiliated money market fund),
U.S. government securities, high-grade commercial paper, bank obligations, repurchase agreements
and other money market instruments. The Investment Adviser of the Master Fund also may invest in
these types of securities or hold cash while looking for suitable investment opportunities, to maintain
liquidity or to segregate on the Master Fund’s books in connection with its derivative strategies. In these
circumstances, the Master Fund may be unable to achieve its investment goals.

In addition to the Master Fund main investments, the Master Fund may, under normal conditions hold
ancillary liquid assets and invest up to 20% of its net assets in certain other types of short term debt
securities and obligations including unsecured debt obligations, U.S. government securities, U.S.
government agency securities (some of which may not be backed by the full faith and credit of the
United States), bank money market instruments (such as certificates of deposit), bankers acceptances
and corporate and commercial obligations (such as commercial paper and medium-term notes) and for
efficient portfolio management purposes re-purchase agreements. These short-term debt securities or
obligations will not exceed 20% of the Master Fund’s total assets except (i) during interim periods
pending investment of the net proceeds of Common Share sales; (ii) pending reinvestment of proceeds
of the sale of debt obligations of the Master Fund; and (iii) during temporary defence periods when, in
the opinion of the Investment Adviser of the Master Fund, suitable senior secured debt obligations are
not available or prevailing market or economic conditions warrant.

Floating interest rate loans and securities are generally credit-rated less than investment grade and
may be subject to restrictions on resale. The Master Fund may invest up to 100% of its portfolio in
floating interest rate loans and securities that may be high yield, high risk, debt securities and are rated
less than investment grade (i.e., less than BBB, sometimes called junk bonds), or unrated. Under
normal conditions, the Master Fund invests at least 65% of its total assets in floating interest rate loans
and securities that are rated B or higher by a nationally recognised statistical rating organization
(“NRSROQO?”) or, if unrated, are determined to be of comparable quality by the Investment Adviser of the
Master Fund. Under normal conditions, the Master Fund may invest up to 35% of its total assets in
floating interest rate loans and securities that are rated below B by an NRSRO or, if unrated, are
determined to be of comparable quality by the Investment Adviser of the Master Fund.

The Master Fund has no restrictions on portfolio maturity. The Master Fund anticipates, however, that
a majority of its investments will have stated maturities ranging from three to seven years. This means
that the borrower is required to fully repay the obligation within that time period. The Master Fund also
anticipates that its investments will generally have an expected average life of five years or less. The
expected average life of most floating rate investments is less than their stated maturities because the
borrowers may choose to pay off such obligations early. Such obligations usually permit the borrower
to elect to prepay. Also, prepayment is likely because such corporate obligations generally provide that
the lenders will have priority in prepayment in case of sales of assets of the borrowers, or from excess
cash flow.

To a limited extent, the Master Fund may also acquire warrants and equities securities traded on
Recognised Markets in connection with or incidental to the Master Fund’s investment activities. A
warrant is a security that gives the holder the right, but not the obligation, to subscribe for newly created
securities of the issuer or a related company at a fixed price either at a certain date or during the set
period.

The Master Fund may invest up to 5% of its net assets in other investment companies, including closed-
end funds and exchange traded funds (ETFs) to the extent permitted by the 1940 Act, U.S. Securities
and Exchange Commission (“SEC”) rules thereunder and exemptions thereto. With respect to
unaffiliated funds in which the Master Fund may invest, Section 12(d)(1)(A) of the 1940 Act requires
that, as determined immediately after a purchase is made, (i) not more than 5% of the value of the
Master Fund’s total assets will be invested in the securities of any one investment company, (ii) not
more than 10% of the value of the Master Fund'’s total assets will be invested in securities of investment
companies as a group, and (iii) not more than 3% of the outstanding voting stock of any one investment
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company will be owned by the Master Fund. The Master Fund will limit its investments in unaffiliated
funds in accordance with the 1940 Act Section 12(d)(1)(A) limitations set forth above, except to the
extent that any rules, regulations or no-action or exemptive relief under the 1940 Act permits the Master
Fund’s investments to exceed such limits in unaffiliated underlying funds. There will be no change to
the Master Fund’'s own fees as a result of its investment in other investment companies, but to the
extent that the Master Fund invests in another investment company, because other investment
companies pay advisory, administrative and service fees that are borne indirectly by investors, such as
the Master Fund, there may be duplication of investment management and other fees. The Master Fund
may also invest its cash balances in affiliated money market funds to the extent permitted by its
investment policies and rules and exemptions granted under the 1940 Act.

Changes to investment policies which are not fundamental, and which are not material in nature, may
be made with the approval of the Board of the Master Fund.

Fundamental Investment Policies Of The Master Fund

The Master Fund has adopted the following restrictions as fundamental policies. As a matter of
fundamental policy, the Master Fund may not:

1. Borrow money, except to the extent permitted by the 1940 Act, or any rules, exemptions or
interpretations thereunder that may be adopted, granted or issued by the SEC.

2. Act as an underwriter except to the extent the Master Fund may be deemed to be an underwriter
when disposing of securities it owns or when selling its own shares.

3. Make loans if, as a result, more than 33%:% of its total assets would be lent to other persons,
including other investment companies to the extent permitted by the 1940 Act or any rules,
exemptions or interpretations thereunder that may be adopted, granted or issued by the SEC.
This limitation does not apply to (1) the lending of portfolio securities, (2) the purchase of debt
securities, other debt instruments, loan participations and/or engaging in direct corporate loans
in accordance with its investment goals and policies, and (3) repurchase agreements to the
extent the entry into a repurchase agreement is deemed to be a loan.

4, Invest more than 25% of its net assets in securities of issuers in any one industry (other than
securities issued or guaranteed by the U.S. government or any of its agencies or
instrumentalities or securities of other investment companies), except that, under normal market
conditions, the Master Fund will invest more than 25% of its net assets in securities of
companies operating in the industry group consisting of financial institutions and their holding
companies, including commercial banks, thrift institutions, insurance companies and finance
companies. For the purposes of this restriction, the Fund currently considers such companies
to include the borrower, the agent bank and any intermediate participant.

5. Purchase or sell real estate unless acquired as a result of ownership of securities or other
instruments and provided that this restriction does not prevent the Master Fund from (i)
purchasing or selling securities or instruments secured by real estate or interests therein,
securities or instruments representing interests in real estate or securities or instruments of
issuers that invest, deal or otherwise engage in transactions in real estate or interests therein,
and (ii) making, purchasing or selling real estate mortgage loans.

6. Purchase or sell physical commodities, unless acquired as a result of ownership of securities
or other instruments and provided that this restriction does not prevent the Master Fund from
(i) engaging in transactions involving currencies and futures contracts and options thereon or
(i) investing in securities or other instruments that are secured by physical commodities.

7. Issue senior securities, except to the extent permitted by the 1940 Act or any rules, exemptions
or interpretations thereunder that may be adopted, granted or issued by the SEC.

8. Purchase the securities of any one issuer (other than the U.S. government or any of its agencies

or instrumentalities or securities of other investment companies, whether registered or excluded
from registration under Section 3(c) of the 1940 Act) if immediately after such investment (a)
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more than 5% of the value of the Master Fund’s total assets would be invested in such issuer
or (b) more than 10% of the outstanding voting securities of such issuer would be owned by the
Master Fund, except that up to 25% of the value of the Master Fund’s total assets may be
invested without regard to such 5% and 10% limitations.

If a percentage restriction is met at the time of investment, a later increase or decrease in the percentage
due to a change in the value of portfolio securities or the amount of assets will not be considered a
violation of any of the foregoing restrictions, except that with respect to borrowing, if the borrowing
exceeds the Master Fund’'s percentage restriction on borrowing, the Master Fund will reduce its
borrowing within three days to no more than the percentage restriction.

Notwithstanding the investment restrictions above, for such time as the Master Fund remains authorised
by the SFC, the Investment Adviser of the Master Fund, Franklin Advisers, Inc., may not obtain a rebate
on any fees or charges levied by a collective investment scheme into which the Master Fund invests,
or by the management company of such an underlying scheme.

Notwithstanding the Fundamental Investment Policies of the Master Fund outlined above, the
Investment Adviser of the Master Fund has entered into a side letter to the effect that the investment
objectives and policies of the Master Fund will be carried out in accordance with the following investment
and borrowing restrictions:

(a) the Master Fund may not invest more than 10% of its net assets in securities which are not
listed, traded or dealt in on Recognised Markets;

(b) subject to (c) and (d) below, the Master Fund may not invest more than 10% of its net assets in
all tranches of term loans and all other securities issued by a single issuer. Related
companies/institutions are regarded as a single issuer for the purpose of this restriction;

(c) the Master Fund may not maintain more than 10% of its net assets on deposit with any one
institution. This limit is increased to 30% for deposits with, or securities evidencing deposits
issued by, or securities guaranteed by; (i) an EU credit institution; (ii) a bank authorised in a
member state of the European Free Trade Association (EFTA); (iii) a bank authorised by a
signatory state (other than an EU Member State of EFTA) to the Basle Capital Convergence
Agreement of July 1998 (Canada, Japan, United States); or (iv) the Custodian of the Master
Fund or a bank which is an affiliate of the Custodian of the Master Fund. Related companies
and institutions are regarded as a single issuer for the purposes of this restriction;

(d) the Master Fund may invest up to 100% of its net assets in different securities issued or
guaranteed by any EU member state or any local authority of an EU member state or by
Australia, Canada, Japan, New Zealand, Norway, Switzerland and the United States of America
or by any of the following public international bodies of which one or more EU member states
are members: the European Investment Bank, the Asian Investment Bank, the World Bank,
Euratom, the European Union, the European Bank for Reconstruction and Development; the
International Finance Corporation, the International Bank for Reconstruction and Development
and the Inter-American Development Bank. In such circumstances the Master Fund must hold
security from at least six different issues with securities from any one issue not exceeding 30%
of its net asset value;

(e) for so long as the Company and the Master Fund remain authorised by the SFC, the Master
Fund may not own more than 10% of any class of security issued by any single issuer, unless
the issuer is an open-ended collective investment scheme. For the purposes of the first
sentence of this restriction, a single class of securities of an issuer includes all tranches of term
loans and other loans issued by that issuer. Generally, the Master Fund may not invest more
than 20% of it net assets in another open-ended collective investment scheme and, for such
time as it remains authorised by the SFC in Hong Kong, the Master Fund may not invest more
than 10% of its net assets in another open-ended collective investment scheme (other than
investment into another underlying scheme as authorised by the SFC). Where investment is
made into another collective investment scheme managed by the same management company
or by an associated or related company, the manager of the scheme in which the investment is
being made will waive the preliminary/initial charge which it is entitled to charge for its own
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(f)

account in relation to the acquisition of units. If a commission is received by the Investment
Adviser of the Master Fund by virtue of an investment in the shares of another collective
investment scheme and that other collective investment scheme is managed by a related
company then this commission will be paid into the property of the Master Fund;

the Master Fund shall not make short sales of securities or trade securities not owned by it or
for its account or otherwise maintain a short position;

the borrowings of the Master Fund may not exceed 25% of its net asset value and for such time
as the Master Fund remains authorised in Hong Kong will not exceed 10% of its total net asset
value and should be restricted to facilitating redemptions or defraying operating expenses.
Repurchase agreements and securities lending agreements used for efficient portfolio
management purposes shall not be regarded as “borrowing” for the purposes of this limitation,
however, any potential exposure created by over-the-counter contracts entered into by the
Master Fund shall be aggregated with any borrowings for the purposes of this limitation;

the Master Fund may not invest more than 5% of its net assets in warrants;

the Master Fund does not currently intend to invest more than 20% of its net assets in the debt
obligations of issuers or obligors in any single industry. However, the Master Fund will invest
more than 25% of its net assets in the securities of the following issuers as a group: commercial
banks, thrift institutions, insurance companies and finance companies.

The investment restrictions referred to above, excluding the restriction on borrowing, apply at the time
of the purchase of the investments. If the limits set out above are exceeded for reasons beyond the
control of the Master Fund, or as a result of the exercise of subscription rights, the Master Fund must
adopt as a priority objective the remedying of that situation, taking due account of the interests of the
Shareholders. For the avoidance of doubt the Master Fund will not take or seek to take legal or
management control of the issuer of any of its underlying investments.

Provided always that not more than 20% of the value of the gross assets of the Company may be
exposed to the creditworthiness or solvency of any one counterparty.

Notwithstanding the investment restrictions above, and for such time as they remain authorised by the
SFC, the Company and the Master Fund shall have regard to the investment restrictions set out in
Appendix 2.

Use of Derivatives / Investment in Derivatives

The Master Fund’s net derivative exposure may be up to 50% of the Master Fund’s net asset value.
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INVESTMENT TECHNIQUES

Investment Techniques Of The Master Fund

The Master Fund may employ investment techniques and instruments for efficient portfolio
management of the assets of the Master Fund including hedging against market movements, currency
exchange or interest rate risks under the conditions and within the limits stipulated by legislation and
described below. The Master Fund may not engage in leverage through the use of derivative
instruments, i.e., the total exposure of the Master Fund, including but not limited to, its exposure from
the use of any derivative instruments, must not exceed the total net asset value of the Master Fund.

Any revenues from efficient portfolio management techniques not received directly by the Master Fund,
net of direct and indirect operational costs and fees, will be returned to the Master Fund.

Use Of Credit Default And Interest Rate Swaps

The Master Fund may enter into credit default swaps, including loan credit default swaps and interest
rate swaps. The use of such derivative transactions may allow the Master Fund to obtain net long or
net short exposures to selected interest rates, durations or credit risks. The Master Fund may use these
interest rate or credit-related derivative transactions for the purposes of enhancing returns, increasing
liquidity, gaining exposure to particular instruments or interest rates in more efficient or less expensive
ways and/or hedging risks relating to changes in interest rates, credit risks and other market factors.
The Master Fund currently does not intend to enter into currency swaps.

Swap agreements, such as interest rate and credit default swaps, are contracts between the Master
Fund and, typically, a brokerage firm, bank, or other financial institution (the swap counterparty) for
periods ranging from a few days to multiple years. In a basic swap transaction, the Master Fund agrees
with its counterparty to exchange the returns (or differentials in rates of return) earned or realized on a
particular “notional amount” of underlying instruments. The notional amount is the set amount selected
by the parties as the basis on which to calculate the obligations that they have agreed to exchange.
The parties typically do not actually exchange the notional amount. Instead, they agree to exchange
the returns that would be earned or realised if the notional amount were invested in given instruments
or at given interest rates.

For credit default swaps, the “buyer” of the credit default swap agreement is obligated to pay the “seller”
a periodic stream of payments over the term of the agreement in return for a payment by the “seller”
that is contingent upon the occurrence of a credit event with respect to an underlying reference debt
obligation. Generally, a credit event means bankruptcy, failure to timely pay interest or principal,
obligation acceleration, or modified restructuring of the reference debt obligation. The contingent
payment by the seller generally is the face amount of the debt obligation in exchange for the physical
delivery of the reference debt obligation or a cash payment equal to the then current market value of
that debt obligation. By way of example, the investment manager might "buy" credit default swaps to
help protect against the risk of default by the issuer of one or more debt securities held by the Master
Fund. Alternatively, the Master Fund may "sell" a credit default swap to gain exposure to an asset class
more efficiently or less expensively than by purchasing the related debt security outright.

The Master Fund may enter into interest rate swaps in order to limit the exposure of its fixed rate debt
obligations against fluctuations in interest rates. Interest rate swaps involve the exchange by the Master
Fund with another party of their respective commitments or rights to pay or receive interest, such as an
exchange of fixed rate payments for floating interest rate payments. For example, if the Master Fund
holds a debt obligation with an interest rate that is reset only once each year, it may swap the right to
receive interest at this fixed rate for the right to receive interest at a rate that is reset every week. Thus,
if interest rates rise, the increased interest received by the Master Fund would offset a decline in the
value of the debt obligation. On the other hand, if interest rates fall, the Master Fund’s benefit from
falling rates would be decreased.

Except as noted above, there is no limit on the amount of credit risk or interest rate hedging transactions
that may be entered into by the Master Fund. The risk of loss with respect to credit risk hedges is
limited to the amount of periodic streams of payments over the term of the agreement. If the other party
to a credit default swap defaults, the Master Fund’s risk of loss consists of the net payment of the face

14



amount of the debt obligation. Similarly, the risk of loss with respect to interest rate hedges is limited
to the net amount of interest payments that the Master Fund is obligated to make. If the other party to
an interest rate swap defaults, the Master Fund’s risk of loss consists of the net amount of interest
payments that the Master Fund is entitled to receive. The Master Fund will only enter into an interest
rate swap after the Investment Adviser of the Master Fund has evaluated the creditworthiness of the
other party to the swap in accordance with the requirements set out below.

Interest rate and credit default swaps may be bought or sold by the Master Fund on a Recognised
Market or off-exchange on an over-the-counter market (“OTC Contracts”). OTC Contracts are permitted
under legislation subject to the following additional requirements (a) the OTC Contracts must not expose
the Master Fund to risks which it could not otherwise assume (e.g., gain exposure to instruments/issuers
to which the Master Fund cannot have a direct exposure or subject the Master Fund to potential loss
greater than that which it could obtain in the cash market); (b) the obligations of the Master Fund under
the OTC Contracts must, at all times, be held in liquid assets or readily marketable securities; (c) the
counterparty must have a credit rating of A2 (or equivalent) or better, or if unrated, have, in the opinion
of the Investment Adviser of the Master Fund, an implied rating of A2 (or equivalent) or better.
Alternatively, an unrated counterparty is acceptable if the Master Fund is indemnified against losses
suffered as a result of a failure by the counterparty, by an entity which has and maintains a rating of A2
(or equivalent) or better; (d) exposure to the counterparty (which must take account of all exposures
which the Master Fund might have to the counterparty), must not exceed 10% of the Master Fund’s net
asset value (or 30% of the Master Fund’s net asset value in the case of a Relevant Institution (as defined
below) (acceptable collateral, as described under “Use of Repurchase Agreements” below, may be
provided by a counterparty in order to reduce the Master Fund’s exposure to that counterparty); (e) the
Investment Adviser of the Master Fund must be satisfied that the counterparty has agreed to value the
transaction at least weekly and to close out the transaction at its request at a fair value; and (f) the
periodic reports of the Master Fund must provide information on the OTC Contracts entered into during
the reporting period, the names of the counterparties and the resulting amount of commitments. The
net maximum potential exposure created by such OTC Contracts, together with any other borrowings
of the Master Fund shall not exceed 25% of the net assets of the Master Fund.

Use Of Repurchase Agreements/Reverse Repurchase Agreements

The Master Fund may enter into repurchase agreements with respect to its permitted investments. In
a repurchase agreement transaction, the Master Fund purchases a U.S. government security from a
bank or broker-dealer. The agreement provides that the bank or broker-dealer will repurchase the
security at an agreed-upon price and date. The bank or broker-dealer must transfer to the Master
Fund’s account collateral consisting of cash or securities with an initial value, including any earned but
unpaid interest, equal to at least 102% of the dollar amount invested by the Master Fund in each
repurchase agreement.

The Master Fund may enter into repurchase or reverse repurchase agreements (“repo contracts”) only
in accordance with normal market practice and provided that collateral obtained under the repo contract
is in the form of cash or liquid securities and complies with the following criteria: liquidity: collateral must
be sufficiently liquid so that it can be sold quickly at a robust price that is close to its pre-sale valuation;
valuation: collateral must be capable of being valued on at least a daily basis and must be marked to
market daily; issuer credit quality: where the collateral issuer is not rated A-1, or equivalent,
conservative haircuts must be applied. No predetermined maturity criteria apply to collateral. Any
incremental income generated from repo contracts, net of direct and indirect operational costs and fees
as reasonable and normal compensation for the services rendered in the context of such transactions,
will be accrued to the Master Fund. All revenues arising from repurchase and/or reverse repurchase
agreement transactions will be returned to the Master Fund, and the Investment Adviser of the Master
Fund will not take any fees or costs out of those revenues additional to the Investment Adviser’s fee for
the Master Fund as set out under the section "Fees Chargeable by the Master Fund". Such direct and
indirect expenses shall include fees and expenses payable to the counterparty from time to time. Such
fees and expenses of any counterparty will be at normal commercial rates and will be borne by the
Master Fund. Information on the revenues generated, and the direct and indirect expenses incurred
relating to such transactions shall be disclosed in the annual and interim financial reports of the Master
Fund, along with entities to whom direct and indirect expenses relating to such transactions are paid.
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Investors should note that the Master Fund is expected to utilise 5% of its assets for repo contracts,
subject to a maximum of 20%. Until the expiry of a repo contract, the collateral obtained under such
contract (a) must equal or exceed in value at all times the value of the amount invested or securities
loaned by the Master Fund; (b) must be transferred to the trustee of the Master Fund or its agent (except
where the Master Fund uses tri-party collateral management services of International Central Securities
Depositaries and Relevant Institutions which are generally recognised as specialists in this type of
transaction and the Master Fund’s trustee is a named participant to the collateral arrangements); and
(c) must be immediately available to the Master Fund without recourse to the counterparty in the event
of a default by that entity.

Non-cash collateral (i) cannot be sold or pledged by the Master Fund; (ii) must be held at the risk of the
counterparty; (iii) must be issued by an entity independent of the counterparty; and (iv) must be
diversified to avoid concentration in any one country, sector or issue.

Cash received as collateral may only be invested in (i) deposits with Relevant Institutions (ii)
government or other public securities (iii) certificates of deposit issued by Relevant Institutions, (iv)
letters of credit with a residual maturity of three months or less which are unconditional and irrevocable
and which are issued by Relevant Institutions, (v) repo contracts, subject to the provisions of this
section, and (vi) daily dealing money market funds which have and maintain a rating of AAA or
equivalent provided that if investment is made in a fund managed by the Investment Adviser of the
Master Fund or by an associated or related company, no subscription, conversion or redemption charge
may be charged by the underlying money market fund.

Invested cash collateral held at the credit risk of the Master Fund, other than cash collateral invested in
government or other public securities or money market funds, must be invested in a diversified manner.
The Master Fund must be satisfied, at all times, that any investment of cash collateral will enable it to
meet its repayment obligations. Invested cash collateral may not be placed on deposit with, or invested
in securities issued by the counterparty or a related entity.

The Investment Adviser of the Master Fund has counterparty selection policies and control measures
to manage the credit risks of counterparties of repo contracts which shall include, amongst other
considerations, fundamental creditworthiness (e.g. ownership structure, financial strength) and
commercial reputation of specific legal entities in conjunction with the nature and structure of proposed
trading activities, external credit ratings of the counterparty and legal status of the counterparty. The
counterparty of repo contracts must be financial institutions which are subject to ongoing prudential
regulation and supervision.

The Master Fund may only enter into repo contracts with counterparties which have a minimum credit
rating of A2 or equivalent or are deemed by the Master Fund to have an implied rating of A2.
Alternatively, an unrated counterparty is acceptable where the Master Fund is indemnified against
losses suffered as a result of a failure by the counterparty, by an entity which has and maintains a rating
of A2 or equivalent. The Master Fund may enter into repo contracts which may constitute up to
100% of the Master Fund’s total net assets in a temporary defensive investment situation.

Any counterparty to the repo contracts is not expected to be an affiliate of the Depositary of the Master
Fund or Investment Adviser of the Master Fund.

Repo contracts do not constitute borrowing or lending for the purposes of the borrowing restrictions set
out under “Fundamental Investment Policies Of The Master Fund” above.

When-issued And Delayed Delivery Securities

The Master Fund may purchase securities on a “when-issued” basis and may purchase or sell securities
on a “delayed delivery” basis. The price, which is generally expressed in yield terms, is fixed at the time
the commitment is made, but delivery and payment for the securities take place at a later date. When-
issued securities and delayed delivery may be sold prior to the settlement date, but the Master Fund
will usually enter into when-issued and delayed delivery only with the intention of actually receiving or
delivering the securities or to avoid currency risk, as the case may be. No income accrues on securities
which have been purchased pursuant to a delayed delivery or on a when-issued basis prior to delivery
of the securities. If the Master Fund disposes of the right to acquire a when-issued security prior to its
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acquisition or disposes of its right to deliver or receive against a delayed delivery, the Master Fund may
incur a gain or loss. There is a risk that the securities may not be delivered and that the Master Fund
may incur a loss.

Safekeeping Arrangements for Repurchase Agreements/Reverse Repurchase Agreements and
Securities Lending Transactions

Assets received: Assets (including any collateral) received by the Master Fund under a title-transfer
arrangement should be held by the Custodian of the Master Fund.

Assets provided: Assets (including collateral) provided to a counterparty under a title-transfer
arrangement shall no longer belong to the Master Fund. Assets (including any collateral) provided to a
counterparty other than under a title-transfer arrangement shall be held by the Custodian of the Master
Fund (which may include the counterparty to the relevant transaction). Upon the exercise of a right of
re-use by a counterparty, such assets will not be safe-kept by the Custodian of the Master Fund and
such counterparty may use the assets at its absolute discretion.

Collateral Policy

Collateral received by the Master Fund may be used to reduce its counterparty risk exposure if it
complies with the criteria set out in applicable laws, regulations and circulars issued by the Central Bank
as set out below from time to time notably in terms of liquidity, valuation, issuer credit quality, correlation,
risks linked to the management of collateral and enforceability. In particular, collateral should comply
with the following conditions:

(a) Any collateral received other than cash should be of high quality, highly liquid and traded on a
Recognised Market or multilateral trading facility with transparent pricing in order that it can be
sold quickly at a robust price that is close to its pre-sale valuation;

(b) It should be valued on at least a daily basis and must be marked to market daily. Assets that
exhibit high price volatility should not be accepted as collateral unless suitably conservative
haircuts are in place;

(c) It should be issued by an entity that is independent from the counterparty and is expected not
to display a high correlation with the performance of the counterparty, where the collateral
issuer is not rated A-1 or equivalent, conservative haircuts must be applied;

(d) It should be sufficiently diversified in terms of country, markets and issuers with a maximum
exposure of 20% of the Master Fund’s Net Asset Value to any single issuer on an aggregate
basis, taking into account all collateral received. By way of derogation, the Master Fund may
be fully collateralised in different transferable securities and money market instruments issued
or guaranteed by a EU Member State, one or more of its local authorities, a third country, or a
public international body to which one or more EU Member States belong. In such event, the
Master Fund should receive securities from at least six different issues, but securities from any
single issue should not account for more than 30% of the Master Fund’s Net Asset Value;

(e) It should be available to the Master Fund immediately and capable of being fully enforced by

the Master Fund at any time without recourse to the counterparty (subject to any netting or set-
off);

17



(f) Non-cash collateral:

(i) cannot be sold, pledged or re-invested;

(i) must be held at the risk of the counterparty;

(iii) must be issued by an entity independent of the counterparty; and

(iv) must be diversified to avoid concentration risk in one issue, sector or country

(g) Where there is a title transfer, the collateral received will be held by the Custodian of the Master
Fund in accordance with the its safekeeping duties under the Master Custody Agreement. For
other types of collateral arrangements, the collateral can be held by a third party custodian
which is subject to prudential supervision, and which is unrelated to the provider of the
collateral;

(h) Collateral received shall have a quality of credit of investment grade; and

(i) Cash collateral must only be invested in risk-free assets.

Collateral will be valued on each Valuation Day, using the last available market prices as per ISDA
guidelines and taking into account appropriate discounts determined for each asset class based on
the applicable haircut policy. The collateral will be marked to market daily and depending on the
current market exposure and collateral balance, the collateral may be subject to variation margin
movement when and if certain predetermined thresholds are crossed.

The following haircuts for collateral may be applied by the Master Fund, it being noted that the latter
reserves the right to vary this policy at any time:

Eligible Collateral Haircut
Cash 100%

US Treasury - 1 year or less 97% to 100%
US Treasury -1 year to 5 years 95% to 100%
US Treasury - 5 years or greater 95% to 100%
US Treasury -5 year to 10 years 95% to 100%
US Treasury - 10 years to 30 years 90% to 100%
Detailed information on Sovereign Bonds Haircut
Sovereign Bonds - less than 1 year 99% to 100%
Sovereign Bonds - 1 to 2 years 95% to 100%
Sovereign Bonds - 2 to 5 years 95% to 100%
Sovereign Bonds - 5 to 10 years 90% to 100%
Sovereign Bonds - 10 to 20 years N/A
Sovereign Bonds- 20 to 30 years 85% to 100%

Any haircut levels are agreed on a counterparty by counterparty basis are reflected in relevant master
agreement. Haircut levels are monitored and reconciled on an ongoing basis (through collateral
management systems) to identify any variation of the agreed applicable haircut policy. Application
of different (non-agreed) haircut level impacting collateral valuation is escalated with the relevant
counterparty. Haircut levels may additionally be amended due to a change in creditworthiness of a
given counterparty.
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Reuse of Collateral

In accordance with market standard securities lending master agreements (e.g., global master
securities lending agreements (GMSLAs) or master securities lending agreements (MSLAs)), when
securities are lent to a borrower, the borrower will obtain, either (i) a full legal title to the securities it
receives, under a title transfer collateral arrangement; or (ii) a right to use the securities it receives,
under a security collateral arrangement.

The Master Fund will be informed in writing by the borrowers of the risks and consequences that
may be involved in either (i) concluding a title transfer collateral arrangement; and (ii) granting a right
of use of collateral provided under a security collateral arrangement; as summarized below:

All rights, including any proprietary rights that the Master Fund may have had, in those financial
instruments will be replaced by an unsecured contractual claim for delivery of equivalent financial
instruments subject to the terms of the relevant securities lending master agreement;

The borrower will not hold financial instruments in accordance with client asset rules and any asset
protection rights will not apply (for example, the financial instruments will not be segregated from our
assets and will not be held subject to a trust);

If the borrower enters insolvency or defaults under the relevant securities lending master agreement
the Master Fund’s claim against the borrower for delivery of equivalent financial instruments will not
be secured and will be subject to the terms of the relevant securities lending master agreement and
applicable law and, accordingly, the Master Fund may not receive such equivalent financial
instruments or recover the full value of the financial instruments (although the Master Fund’s
exposure may be reduced to the extent that the borrower has liabilities to it which can be set off or
netted against or discharged by reference to the borrowers obligation to deliver equivalent financial
instruments to the Master Fund);

In the event that a resolution authority exercises its powers under any relevant resolution regime in
relation to a borrower any rights the Master Fund may have to take any action against the borrower,
such as to terminate the relevant securities lending master agreement, may be subject to a stay by
the relevant resolution authority and:

. the Master Fund’s claim for delivery of equivalent financial instruments may be reduced (in part or in
full) or converted into equity; or

. a transfer of assets or liabilities may result in the Master Fund’s claim on the borrower, or the
borrowers claim on the Master Fund, being transferred to different entities although the Master Fund
may be protected to the extent that the exercise of resolution powers is restricted by the availability
of set-off or netting rights;

Subject to the terms of the relevant securities lending master agreement, (i) the Master Fund will not
be entitled to exercise any voting, consent or similar rights attached to the financial instruments and
(i) the borrower will have no obligation to inform you of any corporate events or actions in relation to
those financial instruments;
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- If the borrower is unable to readily obtain equivalent financial instruments to deliver to the Master
Fund at the time required, the Master Fund may be unable to fulfil its settlement obligations under
any other transaction it has entered into in relation to those financial instruments;

- The Master Fund will not be entitled to receive any dividends, coupon or other payments, interests
or rights (including securities or property accruing or offered at any time) payable in relation to those
financial instruments, although the Master Fund may be credited with a payment by reference to
such dividend, coupon or other payment (a "manufactured payment");

- The tax treatment applicable to (i) financial instruments (and any equivalent financial instruments)
that have been lend or used as collateral and (ii) manufactured payments may differ from the tax
treatment in respect of the original dividend, coupon or other payment in relation to those financial
instruments.

Lending Of Portfolio Securities

The Master Fund may from time to time lend its portfolio securities to qualified securities dealers or
other institutional investors which may include treasury securities, and any other securities issued or
fully guaranteed by the US Government or any agency, instrumentality or establishment of the US
Government and any securities that are principally traded, cleared or settled within the US. The Master
Fund is not currently engaging in securities lending but to the extent that it does so the Master Fund will
limit such loans to a value of 33%:% of the Master Fund’s total assets, measured at the time of the most
recent loan. This limitation is a fundamental policy, which means it may not be changed without the
approval of the holders of a majority of the Common Shares.

The conditions applicable to the collateral obtained under securities lending agreements are identical
to those in relation to repo contracts and are described under “Use Of Repurchase Agreements/Reverse
Repurchase Agreements” above.

Notwithstanding the above, the Master Fund may enter into securities lending programmes organised
by generally recognised International Central Securities Depositaries Systems provided that the
programme is subject to a guarantee from the system operator.

The Investment Adviser of the Master Fund has counterparty selection policies and control measures
to manage the credit risks of counterparties of securities lending agreements which shall include,
amongst other considerations, fundamental creditworthiness (e.g. ownership structure, financial
strength) and commercial reputation of specific legal entities in conjunction with the nature and structure
of proposed trading activities, external credit ratings of the counterparty, the regulatory supervision
applied to the relevant counterparty, country of origin of the counterparty, the regulatory supervision
applied to the relevant counterparty, country of origin of the counterparty and legal status of the
counterparty. The counterparty of securities financing transactions must be financial institutions which
are subject to ongoing prudential regulation and supervision. The Master Fund may only enter into
securities lending agreements with counterparties which have a minimum credit rating of A2 or
equivalent or are deemed by the Master Fund to have an implied rating of A2. Alternatively, an unrated
counterparty is acceptable where the Master Fund is indemnified against losses suffered as a result of
a failure by the counterparty, by an entity which has and maintains a rating of A2 or equivalent.

In addition, the Master Fund must have the right at any time to terminate any securities lending
agreement entered into by it, and to demand the return of any or all securities lent within five Business
Days or other period as normal market practice dictates.

To the extent that the Master Fund engages in securities lending it may appoint a securities lending
agent which may receive a fee in relation to its securities lending activities. Any such securities lending
agent is not expected to be an affiliate of the Depositary of the Master Fund or Investment Adviser of
the Master Fund. Any operational costs arising from such securities lending activities shall be borne by
the securities lending agent out of its fee.
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The securities lending agent receives a fee of up to 10% of the gross revenue generated as a result of
the lent securities for its services, the remainder of the revenue being received and retained by the
Master Fund. Any incremental income generated from any securities lending transaction, net of direct
and indirect operational costs and fees as reasonable and normal compensation for the services
rendered in the context of securities lending transactions, will be accrued to the Master Fund. Such
direct and indirect expenses shall include fees and expenses payable to securities lending agents
engaged for the Master Fund from time to time. Such fees and expenses of any securities lending
agents engaged for the Master Fund will be at normal commercial rates and will be borne by the Master
Fund. Information on the revenues generated, and the direct and indirect expenses incurred relating to
such transactions shall be disclosed in the annual and interim financial reports of the Master Fund,
along with entities to whom direct and indirect expenses relating to such transactions are paid.

Securities lending agreements do not constitute borrowing or lending for the purposes of the borrowing
restrictions set out under “Fundamental Investment Policies Of The Master Fund” above.
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RISK FACTORS

Investment in the Company carries with it a degree of risk including the risks described below. These
investment risks are not purported to be exhaustive and potential investors should review the
Prospectus carefully and consult with their professional advisers before making an application for
Shares. It is important to keep in mind one of the main axioms of investing: generally, the higher the
risk of losing money, the higher the potential reward. The reverse, also, is generally true: the lower the
risk, the lower the potential reward. There can be no assurance that the Company will achieve its
investment objectives. The Net Asset Value of Shares may go down as well as up and you may not get
back the money invested or the return on your investment.

Provisional Allotments

As the Company may provisionally allot Shares to proposed investors prior to receipt of the requisite
subscription monies for those Shares the Company may suffer losses as a result of the non-payment
of such subscription monies. While the Company may cancel any provisional allotment if subscription
monies are not received in a timely fashion, losses to the Company may nonetheless arise if the
Company is required to borrow monies in order to settle subscriptions for Common Shares made in the
expectation of the receipt of the relevant subscription monies. The Company may subsequently redeem
the Common Shares in order to repay the borrowings, but the interim cost of funding will be borne by
the Company. The relevant investor is required to indemnify the Company for any such losses but if
the Company is unable to recover under the indemnity the Company as a whole will bear the loss.

Share Currency Designation Risk

A class of Shares may be designated in a currency other than the base currency of the Company, being
US Dollars. In such circumstances adverse exchange rate fluctuations between the base currency and
the Class Currency may result in a decrease in return and/or a loss of capital for Shareholders. The
Investment Manager may try to mitigate this risk for holders of the Hedged Class Shares by using any
of the efficient portfolio management techniques and instruments (including currency options and
forward currency exchange contracts), within the conditions and limits imposed by the Central Bank, to
hedge the foreign currency exposure of such classes into the base currency of the Company. A class
may not be leveraged as a result of the use of such techniques and instruments however, subject to
the below, hedging up to, but not exceeding 105% of the Net Asset Value attributable to the relevant
class, is permitted. The Investment Manager will monitor hedging on at least a monthly basis and will
increase or reduce the level of hedging to ensure that it neither exceeds nor remains below 100% of
the Net Asset Value attributable to the relevant class at any month-end.

Investors should be aware that this strategy may substantially limit Shareholders of the relevant Hedged
Class from benefiting if the Class Currency falls against the base currency of the Company. In such
circumstances, Shareholders of the Hedged Class may be exposed to fluctuations in the Net Asset
Value per Share reflecting the gains/loss on and the costs of the relevant financial instruments and
while not the intention, over-hedged or under-hedged positions may arise due to factors outside of the
control of the Company.

In the case of a class which is designated in the currency other than the base currency of the Company,
a currency conversion will take place on subscriptions, redemptions, exchanges and distributions at the
rate of exchange available to the Company and the cost of conversion will be deducted from the relevant
class.

Although hedging strategies may not necessarily be used in relation to each class within the Company,
the financial instruments used to implement such strategies shall be assets/liabilities of the Company
as a whole. However, the gains/losses on and the costs of the relevant financial instruments will accrue
solely to the relevant Hedged Class. Any currency exposure of a Hedged Class may not be combined
with or offset with that of any other class of the Company.

The investments of the Master Fund may be denominated in currencies other than the Class Currencies
of the Share classes of the Company. In such circumstances, adverse exchange rate fluctuations
between the currencies in which the investments of the Master Fund are denominated and the relevant
Class Currency may indirectly result in a decrease in return and/or a loss of capital for Shareholders.
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Possible Indemnification Obligations

The Company has agreed, or may agree, to indemnify the Directors, the AIFM, the Investment Manager,
the Administrator, the Depositary, the banks, brokers, dealers, counterparties and others, under various
agreements entered into with such persons, against certain liabilities they or their respective directors,
officers, affiliates or agents may incur in connection with their relationships with the Company.

Sales Charges

As a contingent deferred sales charge may be imposed there may be a difference at any one time
between the sale and redemption price. Investment in the Company therefore should be viewed as
medium to long-term.

Feeder Fund

Due to the Company’s investment in the Master Fund, Shareholders will be subject to fees and
expenses arising from the layered investment structure. See “Fees And Expenses”. The Company may
also bear, indirectly through its investment in the Master Fund, a proportion of the offering,
organisational and operating expenses of the Master Fund.

The Master Fund may be permitted in certain circumstances to redeem its shares in-kind. Thus, upon
the Company’s withdrawal of all or a portion of its interest in the Master Fund, the Company may receive
securities that are illiquid or difficult to value. In these circumstances, the Company would seek to
dispose of these securities in an appropriate manner including obtaining the consent of Shareholders.

Master Fund Risks

As the Company intends to invest up to 100% of its net assets in shares of the Master Fund, the
following Master Fund risk factors apply equally to the Company as they do to the Master Fund.

llliquid Securities

The Master Fund may not invest more than 15% of its net assets in securities that are illiquid. llliquid
securities for the purposes of this limitation are securities that may not be converted to cash for a period
of seven days in the normal course of business at approximately the value at which the Master Fund
has valued them, generally because they are not readily marketable or are subject to restrictions on
resale. Some of the corporate loans and corporate debt securities in which the Master Fund invests
are, at present, not readily marketable and may be subject to significant restrictions on resale. They
may not have the liquidity of conventional investment grade debt securities and may be considered
illiquid. In the event that the Master Fund voluntarily or involuntarily liquidates these assets, it may not
get the full value of the assets. Reduced liquidity affecting an individual security or an entire market
may have an adverse impact on market price and the Master Fund’s ability to sell particular securities
when necessary to meet the Master Fund’s liquidity needs or in response to a specific economic event.
As the market for corporate loans and corporate debt securities has matured, the Investment Adviser
of the Master Fund has found that liquidity continues to improve.

The sale of restricted or illiquid securities often requires more time and results in higher brokerage
charges or dealer discounts and other selling expenses than the sale of securities eligible for trading
on national securities exchanges or in the over-the-counter markets. Restricted securities often sell at
a price lower than similar securities that are not subject to restrictions on resale.

Restricted Securities That May Be Freely Transferred Among Qualified Institutional Buyers Under Rule
144A Of The 1933 Act, As Amended (“144A Securities”)

Due to changing market or other factors, 144A Securities may be subject to a greater possibility of

becoming illiquid than securities that have been registered with the SEC for sale. In addition, the Master
Fund’s purchase of 144A Securities may increase the level of the Master Fund’s illiquidity, as some
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institutional buyers may become uninterested in purchasing such securities after the Master Fund has
purchased them.

Credit Risk

Corporate loans and corporate debt securities may constitute substantially all of the Master Fund’s
investments. Corporate loans and corporate debt securities are primarily dependent upon the
creditworthiness of the borrower for payment of interest and principal. The Master Fund is subject to
the risk that the scheduled interest or principal payments on corporate loans, corporate debt securities
and other debt obligations in its portfolio will not be paid. If the borrower fails to pay scheduled interest
or principal on a corporate loan or corporate debt security and other debt obligations, the income of the
Master Fund or the value of its investments may be adversely affected. A decline in the Master Fund’s
Net Asset Value could result from a borrower defaulting on a corporate loan or corporate debt security
and from changes in the creditworthiness of a borrower. In turn, this may reduce the amount of
dividends on the Master Fund’s shares. In the case of participation interests in corporate loans, a
decline in the Net Asset Value also may result from changes in the creditworthiness of intermediate
participants interposed between the Master Fund and the borrowers. The Master Fund’s receipt of
principal and interest payments on a corporate loan or a corporate debt security also depends upon the
creditworthiness of any intermediate participant. To reduce credit risk, the Investment Adviser of the
Master Fund actively manages the Master Fund as described under the section “Investment Objectives
And Policies Of The Master Fund” above.

Corporate loans and corporate debt securities made in connection with highly leveraged transactions
are subject to greater credit risks than other corporate loans and corporate debt securities in which the
Master Fund may invest. These credit risks include an increased possibility that the borrower may
default on the corporate loan or corporate debt security, or may go into bankruptcy. The Master Fund
may have more difficulty selling highly leveraged corporate loans and corporate debt securities than
other corporate loans and corporate debt securities when they are less liquid. The value of such
corporate loans and corporate debt securities can be more volatile in response to interest rate
fluctuations. Certain corporate loans and corporate debt securities in which the Master Fund invests
may not be rated by any NRSRO.

The Master Fund may own corporate loans and corporate debt securities of a borrower who files for
protection under Chapter 11 of the U.S. Bankruptcy Code. The Master Fund also may purchase
corporate loans and corporate debt securities that are issued in connection with a restructuring pursuant
to Chapter 11 of the U.S. Bankruptcy Code. The Master Fund may purchase corporate loans and
corporate debt securities that are in default as to the payment of interest or principal or both and with
respect to which no interest or principal may be paid for a period of time. In almost all instances, the
Master Fund will purchase these obligations only if they hold a senior position in the borrower’s
capitalisation structure prior to bankruptcy and, in the case of obligations that are not then currently
paying interest or principal or both, the Investment Adviser of the Master Fund has determined that such
obligations will either begin paying interest or principal or both soon enough to, or may be disposed of
at a value that will, meet the investment goals and strategies of the Master Fund. Also, the Investment
Adviser of the Master Fund will determine that such obligations are a suitable investment by the Master
Fund. However, many borrowers will have non-investment grade subordinated debt. During periods
of deteriorating economic conditions, a borrower may have difficulty making its payments under such
bonds and other subordinated debt obligations. These difficulties may damage the borrower’s credit
rating or its ability to obtain financing for short-term cash flow needs. This may force the borrower into
bankruptcy or other forms of credit restructuring.

The Master Fund may invest up to 100% of its portfolio in senior secured corporate loans or corporate
debt securities that may be high yield, high risk, debt securities that are rated less than investment
grade (i.e., less than BBB). These entail default and other risks greater than those associated with
higher-rated securities. Generally, the lower the rating category, the riskier the investment. Unsecured
debt securities rated lower than BBB by Standard & Poor (S&P) or lower than Baa by Moody’s are
considered to be high yield, high risk investments, commonly known as “junk bonds.” However, the
senior secured corporate loans and corporate debt securities in which the Master Fund primarily invests
are not junk bonds. They have features that junk bonds generally do not have. These corporate loans
and corporate debt securities are senior obligations of the borrower and are secured by collateral. They
generally are subject to certain restrictive covenants in favour of the lenders or security holders that
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invest in the corporate loans or corporate debt securities. As a result, the floating rate investments in
which the Master Fund generally invests are typically subject to less credit risk than subordinated and/or
unsecured positions of such issuers.

Limitations On Availability Of Corporate Loans, Participation Interests, Assignments And
Corporate Debt Securities

Direct investments in corporate loans and, to a lesser degree, investments in participation interests or
assignments may from time to time be available to only a limited extent. Consequently, there is a risk
that the Master Fund may not be able to invest 80% or more of its net assets, plus the amount of any
borrowings for investment purposes, in floating rate corporate loans and corporate debt securities or in
senior secured corporate loans, participation interests, assignments and corporate debt securities, as
described above. Limitations on the availability of these investments may be due to a number of factors.
There_may be more willing purchasers of direct corporate loans compared to the available loans. Direct
lenders also may allocate only a small number of corporate loans to investors, such as the Master Fund.
The lenders or the agent bank may have an incentive to market the less desirable corporate loans,
participation interests or assignments to investors such as the Master Fund while retaining the more
attractive investments for themselves. These factors may reduce the availability of the more desirable
investments. As the market for these investments has developed, the availability of these investments
has increased. Also, as the Master Fund grows in size, making it possible to purchase larger blocks of
these investments readily, the Master Fund’s bargaining position for the more desirable investments
will improve and there will be less risk that the Master Fund will be unable to invest in desirable
investments.

There is a risk that the assets of the Master Fund may not be promptly and effectively invested during
periods when the Master Fund is experiencing a large inflow of assets. This means that to the extent
that the Master Fund is not investing its assets primarily in corporate loans, participation interests,
assignments and corporate debt securities due to the foregoing risks, the Master Fund may be unable
to achieve its investment goal. The availability of corporate loans, participation interests, assignments
and corporate debt securities also may from time to time reduce the Master Fund’s ability to readily
comply with the Master Fund’s investment policy regarding non-concentration in a single industry.

Closed-end Funds

The shares of a closed-end fund typically are bought and sold on an exchange. The risks of investing
in a closed-end investment company typically reflect the risk of the types of securities in which the
closed-end fund invests. Closed-end funds often leverage returns by issuing debt securities, auction
rate preferred securities or reverse-repurchase agreements. The Master Fund may invest in debt
securities issued by closed-end funds, subject to any quality or other standards applicable to the Master
Fund's investment in debt securities. If the Master Fund invests in shares issued by leveraged closed-
end funds, it will face certain risks associated with leveraged investments.

Investments in closed-end funds are subject to additional risks. For example, the price of the closed-
end fund's shares quoted on an exchange may not reflect the net asset value of the securities held by
the closed-end fund, and the premium or discount the share prices represent versus net asset value
may change over time based on a variety of factors, including supply of and demand for the closed-end
fund's shares, that are outside the closed-end fund's control or unrelated to the value of the underlying
portfolio securities. If the Master Fund invests in the closed-end fund to gain exposure to the closed-
end fund's investments, the lack of correlation between the performance of the closed-end fund's
investments and the closed-end fund's share price may compromise or eliminate any such exposure.
The performance of the Master Fund may be adversely affected as a result.

Exchange-traded Funds
The Master Fund may invest in exchange-traded Funds (ETFs). ETF shares may be purchased and
sold in the secondary trading market on a securities exchange, in lots of any size, at any time during

the trading day or may be bought or sold in kind with Authorised Participants in blocks (typically 50,000
shares) known as creation units.
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Although the Master Fund, like most other investors in ETFs, intends to purchase and sell ETF shares
primarily in the secondary trading market, the Master Fund may redeem creation units for the underlying
securities (and any applicable cash), and may assemble a portfolio of the underlying securities and use
it (and any required cash) to purchase creation units, if the investment manager believes it is in the
Fund’s best interest to do so.

An investment in an ETF is subject to all of the risks of investing in the securities held by the ETF and
will additionally bear the risk of seeing its market price discounted versus its Net Asset Value per share
as a result of market participants sentiment. As large market participants have the ability to arbitrage
price differences by purchasing or redeeming creation units, the difference between the market value
and the net asset value of ETF shares should in most cases be small. An ETF may be terminated and
need to liquidate its portfolio securities at a time when the prices for those securities are falling. The
performance of the Master Fund may be adversely affected as a result.

Covenant Lite Risks

Covenant lite loans and debt securities generally entail higher risk, because they lack certain restrictions
that serve as early warning signs of a borrower’s financial troubles. This risk is offset to varying degrees
by the fact that the same financial and performance information is available with or without covenants
to lenders and the public alike and can be used to detect such early warning signs as deterioration of a
borrowers financial conditions results. With such information, the portfolio managers are normally able
to take appropriate action without the help of covenants in the loan agreements or debt securities.
Covenant lite corporate loans and debt securities, however, may foster a capital structure designed to
avoid defaults by giving borrowers or issuers increased financial flexibility when they need it the most.

The substantially increased issuance of covenant-lite loans and high-yield bonds with weak investor
protections in the current market may signal the emergence of a “covenant bubble” that potentially could
leave investors vulnerable if a credit cycle downturn in the market occurs.

Debtor-in-possession financing

The Master Fund may also invest in “debtor-in-possession” or “DIP” financings newly issued in
connection with “special situation” restructuring and refinancing transactions. DIP financings are loans
to a debtor-in-possession in a proceeding under the U.S. Bankruptcy Code that has been approved by
the bankruptcy court. These financings allow the entity to continue its business operations while
reorganizing under Chapter 11 of the U.S. Bankruptcy Code. A DIP financing can be secured by a
senior lien on the debtor's unencumbered assets, or encumbered assets which would allow the existing
senior lien holders to maintain at least the same lien position as the pre-petition secured debt. DIP
financings are often required to close in a rapid manner in order for the debtor to continue ongoing
operations and satisfy existing creditors. Additionally, a DIP financing may be “rolled” into exit financing
which enable the issuer to emerge from bankruptcy.

Collateral Impairment

Generally, during syndication, the collateral for a secured corporate loan or corporate debt security has
a fair market value at least equal to 100% of the corporate loan or corporate debt security. Corporate
loans and corporate debt securities (excluding unsecured corporate loans and unsecured corporate
debt securities) will be secured unless (i) the Master Fund’s security interest in the collateral is
invalidated for any reason by a court, or (ii) the collateral is fully released with the consent of the agent
bank and lenders or under the terms of a loan agreement as the creditworthiness of the borrower
improves.

There are risks that may cause the collateral to be insufficient in the event that a borrower defaults on
a corporate loan or corporate debt security. In most credit agreements there is no formal requirement
to pledge additional collateral if the value of the collateral declines subsequent to the Master Fund’s
investment in the corporate loan or corporate debt security. To the extent that collateral consists of the
stock of the borrower’s subsidiaries or other affiliates, the Master Fund will be subject to the risk that
this stock will decline in value. Such a decline, whether as a result of bankruptcy proceedings or
otherwise, could cause the corporate loan or corporate debt security to be under collateralized or
unsecured. The collateral may be held directly or be subject to a first or second lien granted to the agent
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bank for the benefit of the lenders. Collateral subject to a second lien is riskier to lenders, such as the
Master Fund, than a first lien since a first lien holder has a superior claim to payment in case of a default
by the borrower.

There is the risk that the collateral may be difficult to liquidate. Intangible assets, such as trademarks,
copyrights and patent rights and the first or second liens on the collateral may make the collateral illiquid
and it may be difficult for the Master Fund to realise the full value of such collateral on a timely basis. In
fact, a majority of the collateral may be illiquid. Consequently, the Master Fund might not receive
payments to which it is entitled. This may result in a decline in the value of the investment and, in turn,
a decline in the Net Asset Value of the Master Fund’s shares.

There may be temporary periods when the principal asset held by a borrower is the stock of a related
company, which may not legally be pledged to secure a corporate loan or corporate debt security. On
occasions when such stock cannot be pledged, the corporate loan or corporate debt security will be
temporarily unsecured until the stock can be pledged or is exchanged for or replaced by other assets,
which will be pledged as security for the corporate loan or corporate debt security. However, the
borrower’s ability to dispose of such securities, other than in connection with a pledge or replacement,
will be strictly limited for the protection of the holders of corporate loans or corporate debt securities.

If a borrower becomes involved in bankruptcy proceedings, the Master Fund’s access to the collateral
may be limited by bankruptcy and other laws. A court may find that the Master Fund’s interest in the
collateral is invalid or it may find that other creditors of the borrower should be paid before the Master
Fund. Such action by a court could be based on a number of legal theories. For example, faulty loan
documentation or faulty official filings could lead to an invalidation by a court. This risk is increased
when a corporate loan or corporate debt security is made in connection with a highly leveraged
transaction. In the event that a court decides that the Master Fund's access to the collateral is limited
or void, it is unlikely that the Master Fund would be able to recover the full amount of the principal and
interest due to be paid to the Master Fund.

Reduced liquidity affecting an individual security or an entire market may have an adverse impact on
market price and the Master Fund's ability to sell particular securities when necessary to meet the
Master Fund's liquidity needs or in response to a specific economic event.

Risks From Fluctuations In Interest Rates

Changes in interest rates in the national and international markets generally affect the market value of
fixed-income securities and debt obligations. In turn, the Net Asset Value of the shares of an investment
company which invests primarily in fixed-income securities fluctuates. When interest rates rise, the
value of a fixed-income portfolio can be expected to fall. However, the Investment Adviser of the Master
Fund expects the Master Fund’s Net Asset Value to be relatively stable during normal market
conditions, because the Master Fund’s investments will consist primarily of: (i) corporate loans and
corporate debt securities with floating interest rates; (ii) fixed rate corporate loans and corporate debt
securities hedged by interest rate swap transactions; and (iii) short-term instruments. Because the
Master Fund will invest primarily in these instruments, the Investment Adviser of the Master Fund
expects the Net Asset Value of the Master Fund to fluctuate less as a result of interest rate changes
than would a portfolio comprised mostly of medium or long-term fixed-rate obligations.

Since some floating interest rates reset only periodically, there are periods during which the interest
rate does not change. During such periods, prevailing interest rates and the interest rates on some
obligations with floating interest rates held by the Master Fund (including the interest rates on nominal
amounts in the Master Fund’s interest rate swap transactions) will not move precisely in the same
direction or amount. In other words, there will be an imperfect correlation between these rates. These
imperfect correlations may cause the Master Fund’s Net Asset Value to fluctuate. A sudden and
extreme increase in prevailing interest rates may cause a decline in the Master Fund’s Net Asset Value.
Conversely, a sudden and extreme decline in interest rates could result in an increase in the Master
Fund’s Net Asset Value.
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Prepayment

Debt securities are subject to prepayment risk when the issuer can "call" the security, or repay principal,
in whole or in part, prior to the security's maturity. When the Master Fund reinvests the prepayments of
principal it receives, it may receive a rate of interest that is lower than the rate on the existing security,
potentially lowering the Master Fund's income, yield and its distributions to shareholders. Securities
subject to prepayment may offer less potential for gains during a declining interest rate environment
and have greater price volatility. Prepayment risk is greater in periods of falling interest rates.

Effects Of Borrowing And Leverage

The Master Fund is authorised to borrow money and has arranged a credit facility with a bank, which
permits it to borrow funds to meet unfunded commitments in connection with investments or to make
redemptions. However, the Master Fund will borrow money under this facility only for temporary,
extraordinary or emergency purposes. Under the 1940 Act, the Master Fund is required with respect
to all borrowings to maintain minimum asset coverage of at least 300% immediately following any such
borrowing and on an ongoing basis. The Master Fund has adopted investment policies that the Master
Fund’s borrowings may not exceed 25% of its Net Asset Value and for such time as the Master Fund
remains authorised in Hong Kong will not exceed 10% of its total net asset value and should be
restricted to facilitating redemptions or defraying operating expenses.

There is a risk that the costs of borrowing may exceed the income and appreciation, if any, on assets
acquired with the borrowed funds. If this occurs, the use of borrowing as leverage will reduce the
investment performance of the Master Fund compared with what it would have been without leverage.
The costs associated with such borrowings include interest payments, fees and dividends. The Master
Fund also may be required to maintain minimum average balances in connection with borrowings or to
pay a commitment or other fee to maintain a line of credit; either of these requirements will increase the
cost of borrowing over the stated interest rate. When the Master Fund borrows money, the lender will
have the right to receive scheduled interest and principal payments. The lender’s right to such
payments will be senior to those of the holders of the Master Fund’s shares. The terms of any such
borrowings may limit certain activities of the Master Fund, including the payment of dividends to holders
of the Master Fund’s shares.

Furthermore, the lenders may be granted certain voting rights if the Master Fund defaults in the payment
of interest or repayment of principal. Subject to its ability to liquidate its relatively illiquid portfolio
securities, the Master Fund intends to repay the borrowings in the event that the borrowings would
impair the Master Fund'’s status as a regulated investment company under the Internal Revenue Code
of 1986, as amended. Interest payments and fees paid by the Master Fund on any borrowings will
reduce the amount of income it has available to pay as dividends to the Master Fund’s shareholders.

Leverage creates certain risks for holders of the Master Fund’s shares. Leveraging by the Master Fund
creates an opportunity for greater total return but, at the same time, increases exposure to losses. The
Net Asset Value of the Master Fund’s shares may be more volatile than if the Master Fund were not
leveraged. These risks may be reduced through the use of borrowings that have floating interest rates.

The Master Fund's willingness to borrow money for investment purposes, and the amount it will borrow,
will depend on many factors. The most important factors are investment outlook, market conditions and
interest rates. Successful use of a leveraging strategy depends on the Investment Adviser of the Master
Fund's ability to predict correctly interest rates and market movements. There is no assurance that a
leveraging strategy will be successful during any period in which it is employed.

Highly Leveraged Transactions

The corporate loans and corporate debt securities, in which the Master Fund invests primarily, consist
of transactions such as re-financings, recapitalisations, mergers and acquisitions, and other financings
for general corporate purposes. This means that a borrower has undertaken the obligations in order to
finance the growth of the borrower’s business through product development or marketing, or to finance
changes in the way the borrower utilises its assets and invested or borrowed financial resources.
Corporate loans and corporate debt securities also may include senior obligations of a borrower issued
in connection with a restructuring pursuant to Chapter 11 of the U.S. Bankruptcy Code, provided that
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such senior obligations are determined by the Investment Adviser of the Master Fund upon its credit
analysis to be a suitable investment by the Master Fund.

A predominant portion of such corporate loans and corporate debt securities (which may be as much
as 100% of the Master Fund'’s total assets) may be issued in leveraged or highly leveraged transactions.
This means that the borrower is assuming large amounts of debt in order to have large amounts of
financial resources to attempt to achieve its business objectives. Such business objectives may include:
management taking over control of a company (leveraged buyout); reorganising the assets and
liabilities of a company (leveraged recapitalisation); or acquiring another company. Such corporate
loans and corporate debt securities present special risks.

Such corporate loans may be structured to include both term loans, which are generally fully funded at
the time of the Master Fund’s investment, and revolving credit facilities, which would require the Master
Fund to make additional investments in the corporate loans as required under the terms of the credit
facility at the borrower's demand. Such corporate loans also may include receivables purchase
facilities, which are similar to revolving credit facilities secured by a borrower’s receivables.

Derivative Instruments

The performance of derivative instruments depends largely on the performance of an underlying
instrument or index and derivative instruments often have risks similar to their underlying instrument in
addition to other risks. Derivatives involve costs and can create economic leverage in the Master Fund's
portfolio which may result in significant volatility and cause the Master Fund to participate in losses (as
well as enable gains) in an amount that exceeds the Master Fund's initial investment. Other risks include
illiquidity, mispricing or improper valuation of the derivative instrument, and imperfect correlation
between the value of the derivative and the underlying instrument so that the Master Fund may not
realise the intended benefits. Successful use of derivatives will usually depend on the Investment
Adviser of the Master Fund's ability to accurately forecast movements in the market relating to the
underlying instrument. Should a market or markets, or prices of particular classes of investments move
in an unexpected manner, especially in unusual or extreme market conditions, the Master Fund may
not achieve the anticipated benefits of the transaction, and the Master Fund may realise losses, which
could be significant. If the Investment Adviser of the Master Fund is not successful in using such
derivative instruments, the Master Fund's performance may be worse than if the Investment Adviser of
the Master Fund did not use such derivative instruments at all. To the extent that the Master Fund uses
such instruments for hedging purposes, there is the risk of imperfect correlation between movements
in the value of the derivative instrument and the value of the underlying investment or other asset being
hedged. There is also the risk, especially under extreme market conditions, that an instrument, which
usually would operate as a hedge, provides no hedging benefits at all.

Use of these instruments could also result in a loss if the counterparty to the transaction (particularly
with respect to OTC instruments, such as swap agreements and forward currency contracts) does not
perform as promised, including because of such counterparty’s bankruptcy or insolvency. This risk may
be heightened during volatile market conditions. Other risks include the inability to close out a position
because the trading market becomes illiquid (particularly in the OTC markets) or the availability of
counterparties becomes limited for a period of time. In addition, the presence of speculators in a
particular market could lead to price distortions. To the extent that the Master Fund is unable to close
out a position because of market illiquidity, the Master Fund may not be able to prevent further losses
of value in its derivatives holdings and the Master Fund’s liquidity may be impaired to the extent that it
has a substantial portion of its otherwise liquid assets marked as segregated to cover its obligations
under such derivative instruments. The Master Fund may also be required to take or make delivery of
an underlying instrument as a transaction that the investment manager would otherwise have attempted
to avoid. Some derivatives can be particularly sensitive to changes in interest rates or other market
prices. Investors should bear in mind that, while the Master Fund intends to use derivative strategies
on a regular basis, it is not obligated to actively engage in these transactions, generally or in any
particular kind of derivative, if the Investment Adviser of the Master Fund elects not to do so due to
availability, cost or other factors.

The use of derivative strategies may also have a tax impact on the Master Fund. The timing and

character of income, gains or losses from these strategies could impair the ability of the Investment
Adviser of the Master Fund to utilise derivatives when it wishes to do so.
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Foreign Exposure

The Master Fund may invest in corporate loans and corporate debt securities which are made to, or
issued by, foreign borrowers, U.S. subsidiaries of foreign borrowers and U.S. entities with substantial
foreign operations.

Investing in foreign securities typically involves more risks than investing in U.S. securities. Certain of
these risks also may apply to securities of U.S. companies with significant foreign operations. These
risks can increase the potential for losses in the Master Fund and affect its Net Asset Value and share
price.

Brexit Risk

On 31 January 2020, the United Kingdom (UK) left the European Union (EU). There is considerable
uncertainty about the consequences of that departure, including uncertainty about the economic effects
and results of trade negotiations between the UK and the EU. The negative impact of the UK's departure
on, not only the UK and European economies, but the broader global economy, could be significant,
potentially resulting in increased volatility and illiquidity and lower economic growth for companies that
rely significantly on Europe for their business activities and revenues.

LIBOR

On 27 July 2017, the UK’s Financial Conduct Authority (the “FCA”) announced its intention to cease
sustaining the London Interbank Offered Rate (LIBOR) after 2021. There remains uncertainty regarding
the future utilization of LIBOR and the nature of any replacement rate. As such, the potential effect of a
transition away from LIBOR on the Master Fund or the Master Fund’s investments that use or may use
a floating rate based on LIBOR cannot yet be determined.

Currency Exchange Rates And Currency Fluctuations

Foreign securities may be issued and traded in foreign currencies. As a result, their values may be
affected by changes in exchange rates between foreign currencies and the U.S. dollar, as well as
between currencies of countries other than the U.S. Fluctuations in foreign exchange rates can
significantly increase or decrease the U.S. dollar value of a non-U.S. investment, boosting or offsetting
its local market return. Currency risk cannot be eliminated entirely. For example, if the value of the U.S.
dollar goes up compared to a foreign currency, an investment traded in that foreign currency will go
down in value because it will be worth fewer U.S. dollars.

To the extent the Master Fund uses non-U.S. currency swaps, transactions in non-U.S. securities may
be conducted in local currencies. In these transactions U.S. dollars must often be exchanged for
another currency when an obligation is bought or sold or a dividend is paid. Likewise, security price
quotations and total return information reflect conversion into U.S. dollars.

Political And Economic Developments

The political, economic and social structures of some foreign countries may be less stable and more
volatile than those in the U.S.. Investments in these countries may be subject to the risks of internal and
external conflicts, currency devaluations, foreign ownership limitations and tax increases. It is possible
that a government may take over the assets or operations of a company or impose restrictions on the
exchange or export of currency or other assets. Some countries also may have different legal systems
that may make it difficult for the Master Fund to exercise investor rights and pursue legal remedies with
respect to its foreign investments. Diplomatic and political developments, including rapid and adverse
political changes, social instability, regional conflicts, terrorism and war, could affect the economies,
industries and securities and currency markets, and the value of the Master Fund’s investments, in non-
U.S. countries. These factors are extremely difficult, if not impossible, to predict and take into account
with respect to the Master Fund’s investments.
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Trading Practices

Brokerage commissions and other fees generally are higher for foreign securities. Government
supervision and regulation of foreign stock exchanges, currency markets, trading systems and brokers
may be less than in the U.S. The procedures and rules governing foreign transactions and custody
(holding of the Master Fund’s assets) also may involve delays in payment, delivery or recovery of money
or investments.

Availability Of Information

Foreign companies may not be subject to the same disclosure, accounting, auditing and financial
reporting standards and practices as U.S. companies. Thus, there may be less information publicly
available about foreign companies than about most U.S. companies.

Limited Markets

Certain foreign securities may be less liquid (harder to sell) and more volatile than many U.S. securities.
This means the Master Fund may at times be unable to sell foreign securities at favorable prices.

Legal, Regulatory And Operational

Certain countries may impose restrictions on foreign companies, such as the Master Fund. These
restrictions may take the form of prior governmental approval, limits on the amount and type of
obligations held by foreign investors, limits on the types of companies in which foreign investors may
invest, exchange controls and other actions that restrict the purchase or sale of assets or result in a
loss of assets. Political, regulatory and legal developments could affect the Master Fund’s investments
in these countries. In certain foreign countries, there is the possibility that the government or a
government agency may take over the assets of the Master Fund for political or economic reasons or
impose taxation that is so heavy that it amounts to confiscation of the assets taxed.

Certain countries lack uniform accounting, auditing, and financial reporting standards, have less
governmental supervision of financial markets than in the U.S. and other mature economies have
settlement practices, such as delays, which could subject the Master Fund to risks not customary in the
U.S. or other such mature economies. Information about such issuers and obligors differ from that
available for corporations in the U.S. and other developed countries, since such companies are not
generally subject to uniform accounting, auditing and financial reporting standards, practices and
requirements. In addition, the markets for debt obligations in non-U.S. countries have substantially
lower trading volumes than U.S. markets, resulting in less liquidity and more volatility than in the United
States.

Emerging Markets

The risks of foreign investments typically are greater in less developed countries, sometimes referred
to as emerging markets. For example, political and economic structures in these countries may be less
established and may change rapidly. These countries also are more likely to experience high levels of
inflation, deflation or currency devaluation, which can harm their economies and securities markets and
increase volatility. In fact, short-term volatility in the equity securities markets with declines of 50% or
more are not uncommon. These factors also lead to increased volatility in the market value of corporate
loans and corporate debt securities and other types of debt obligations. Restrictions on currency trading
that may be imposed by emerging market countries will have an adverse effect on the value of the
securities of companies that trade or operate in such countries.

These risks include those resulting from fluctuations in currency exchange rates, less developed
custody and settlement infrastructure, revaluation of currencies, future adverse political and economic
developments and the possible imposition of currency exchange limitations or blockages or other
foreign governmental laws or restrictions, reduce the availability of public information concerning
issuers, the lack of uniform accounting, auditing and financial reporting standards and other regulatory
practices and requirements that are often less vigorous than those applied in more developed countries.
Securities in many companies in emerging market countries may be less liquid and the price is more
volatile than those of comparable companies in developed countries. Certain emerging market
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countries are known to experience long delays between e-trade and settlement dates of securities
purchased or sold. Additional risks include, the possibility that bargains may be settled by free delivery
of stock with payment in cash in an uncollateralised manner.

Custodian risk

Investors are exposed to the risk that, in the event of the insolvency or bankruptcy of the custodian, the
Master Fund would be delayed or prevented from recovering its assets from the custodian. The assets
of the Master Fund will be identified in the custodian’s books as belonging to the Master Fund, and
securities and debt obligations of the Master Fund held by the custodian will be segregated from other
assets of the custodian, which will mitigate but not eliminate this risk. However, no such segregation
applies to cash held by the custodian on behalf of the Master Fund which increases the risk that the
Master Fund could be delayed or prevented from recovering its assets in the event of the insolvency or
bankruptcy of the custodian. Investors are also exposed to the risk of bankruptcy of any foreign sub-
custodians utilized by the custodian, which may not be part of the same group of companies as the
custodian. The Master Fund may invest in markets where custodial and/or settlement systems are not
fully developed.

Commitments Of The Master Fund To Make Additional Payments To Borrowers

Corporate loans may be structured to include both term loans and revolving credit facilities. Unlike term
loans, revolving credit facilities require the Master Fund to loan additional amounts at the demand of
the borrower. Where the Master Fund purchases a participation interest, the intermediate participant
may have the obligation to make such future advances to the borrower.

The Master Fund or its custodian will segregate on the books of the Master Fund an amount of
equivalent value to meet such future obligations. This amount will be in the form of cash or other liquid
assets. Because the Master Fund will maintain a sufficient amount by segregating such assets on the
books for such contingent obligations, the Investment Adviser of the Master Fund believes that such
obligations do not constitute senior securities under the 1940 Act as interpreted by the SEC. The Master
Fund will not invest in corporate loans that would require the Master Fund to make future advances that
exceed in the aggregate for all such corporate loans 20% of the Master Fund’s total assets. The Master
Fund also will not invest in corporate loans that would cause the Master Fund to fail to meet the
diversification requirements previously described.

The Master Fund currently intends to limit investments in such corporate loans or participation interests
to amounts that would not require commitments for future advances to exceed 20% of the Master Fund’s
total assets. In the event of such a default or prepayment, the Master Fund will designate, on a daily
basis, as segregated on its books, liquid assets (not otherwise encumbered) equal in current market
value to the amount of compensation that must be paid to the counterparty.

Financial Institutions

As discussed above, the Master Fund will invest more than 25% of its net assets in the securities of
companies operating in the industry group consisting of financial institutions and their holding
companies, including commercial banks, thrift institutions, insurance companies and finance
companies. As a result, the Master Fund is subject to certain risks associated with these institutions,
both individually and as a group.

Banking and thrift institutions are subject to extensive governmental regulations. These regulations
may limit both the amounts and types of loans and other financial commitments which the institutions
may make and the interest rates and fees which the institutions may charge. The profitability of these
institutions largely depends upon the availability and cost of capital funds. Their profits have recently
fluctuated significantly as a result of volatile interest rate levels. In addition, general economic
conditions influence the operations of these institutions. Financial institutions are exposed to credit
losses which result when borrowers suffer financial difficulties.

Insurance companies are also affected by economic and financial conditions and are subject to
extensive government regulation, including rate regulation. Property and casualty companies may be
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exposed to material risks, including reserve inadequacy, latent health exposure and inability to collect
from their reinsurance carriers.

These industries are currently undergoing rapid change as existing distinctions between different
businesses become blurred. Recent business combinations have included insurance, finance and
securities brokerage under single ownership. Traditional less regulated investment banking firms have
opted to become fully fledged banks subject to greater regulation.

Portfolio Management And Other Considerations

In the event that short-term interest rates increase or other market conditions change, the Master Fund'’s
leverage could adversely affect the Net Asset Value of the Master Fund’s shares, as noted above. If
such changes occur or are anticipated, the Master Fund may attempt to shorten the average maturity
of its investment portfolio. This would tend to decrease the negative impact of leverage on the Net
Asset Value of the Master Fund’s shares. To do this, the Master Fund would purchase securities with
generally shorter maturities.

Risk Of Decline In Net Asset Value Due To Redemptions; Inability To Liquidate Shares

The Master Fund may be required to sell portfolio holdings to raise cash holdings to meet redemption
requests, which may cause the market prices of the Master Fund’s portfolio holdings, and hence the
Master Fund’s Net Asset Value, to decline. If such a decline occurs, the Master Fund cannot predict its
magnitude or whether such a decline would be temporary or continue indefinitely. In addition, the sale
of portfolio holdings will increase the Master Fund’s transaction expenses, and the Master Fund may
receive proceeds from the sale of portfolio securities that are less than their valuations by the Master
Fund. Accordingly, because of large redemption requests, the Master Fund’'s Net Asset Value per
share may decline more than it otherwise might, thereby reducing the amount of proceeds received by
redeeming shareholders and the Net Asset Value per share for non-redeeming shareholders.

No Investment Guarantee Equivalent To Deposit Protection

Investment in the Master Fund is not in the nature of a deposit in a bank account and is not protected
by any government, government agency or other guarantee scheme which may be available to protect
the holder of a bank deposit account.

Change In The Master Fund’s Fundamental Policies

In the event that the Master Fund’s fundamental policies were changed so as to be inconsistent with
those of the Company, the Directors of the Company would consider what action might be taken,
including changes to the Company’s investment policies, withdrawal of the Company’s assets from the
Master Fund and investment of such assets in another pooled investment entity, or the retention of
another investment manager. Any of these actions would require the approval of the Shareholders. The
Company’s inability to find a substitute master fund or comparable investment management could have
a significant impact upon the Shareholders’ investments. Any withdrawal of the Company’s assets from
the Master Fund could result in a distribution in kind of portfolio securities (as opposed to a cash
distribution) from the Master Fund to the Company. Should such a distribution in kind occur, the
Company may incur brokerage fees or other transaction costs in converting such securities to cash. In
addition, a distribution in kind could result in the Company’s holding a less diversified portfolio of
investments than the Company did prior to the distribution in kind and could reduce the liquidity of the
Company’s portfolio of investments.

The Master Fund may permit other investment companies and/or institutional investors to invest in the
Master Fund, but members of the general public may not invest directly in the Master Fund. Other
investors in the Master Fund are not required to sell their Common Shares at the same public offering
price as the Company may, could incur different administrative fees and expenses than the Company
does, and their Common Shares might be sold with a sales commission. Therefore, Company
Shareholders might have different investment returns than shareholders in another investment
company that invests exclusively in the Master Fund. Investment by other investment companies or
institutional investors in the Master Fund would provide funds for the purchase of additional portfolio
securities for the Master Fund and would tend to reduce the Master Fund’s operating expenses as a
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percentage of its net assets. Conversely, large-scale redemption of Common Shares by the Master
Fund (within the limits for such redemptions described herein) at the request of any such other investors
in the Master Fund could result in untimely liquidations of the Master Fund’s security holdings, loss of
investment flexibility for the Master Fund, and increases in the operating expenses of the Master Fund
as a percentage of its net assets. As a result, the Master Fund’s security holdings may become less
diverse, resulting in increased risk.

Information regarding any other investors in the Master Fund may be obtained by writing to the
Administrator of the Master Fund. The Investment Manager may provide administrative or other
services to one or more investors.

Dividend Distribution Policy Of The Master Fund

The Master Fund is deemed a partnership for U.S. federal income tax purposes. The Master Fund will
determine each partner’s allocable share of partnership distributable gross income or loss daily. The
Master Fund will make distributions of gross income to its partners including the Company on a monthly
basis. The character of the underlying gross income for tax purposes should be retained when
distributed to the partners. On an annual basis the Master Fund will distribute realised capital gains to
the partners, (i.e., the shareholders of the Master Fund) including the Company.

The Master Fund typically declares dividends each day that its net asset value is calculated and pays
them monthly. The gross investment income for the Ma