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ITEM 2
MATERIAL CHANGES

Summary of Changes:

Adviser’s business activities and investment management practices have not changed
materially since the date of our last brochure. However, pursuant to a consenting vote by
QVT Overseas Ltd. shareholders on February 9, 2012 (the “Restructuring Vote”), on March
1, 2012, certain of the Private Funds (defined below) underwent a restructuring (the
“Restructuring”), whereby existing investors in QVT Overseas Ltd., QVT Associates II LP
and QVT International L.P. elected to either remain invested with the Adviser (defined
below) in a continuing fund or to receive a timely and orderly return of capital through a
liquidating fund. Additionally, side-pocket investments were spun out into separate vehicles
and investors elected to combine all of their individual side pocket investments for an interest
in such separate vehicles holding all side-pocketed investments. Finally, assets previously
segregated in special liquidity vehicles held by certain of the Private Funds were spun out and
are now owned directly by investors. Pursuant to the Restructuring, fee structures and
investment guidelines have changed, and risk factors have been updated for the various
Private Funds involved in the Restructuring.
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ITEM 4
ADVISORY BUSINESS

A. General Description of Advisory Firm.

QVT Financial LP (the “Adviser”), a Delaware limited partnership with offices in
New York, was formed on June 18, 2003. The principal owners are QVT Financial
GP LLC, Daniel Gold, Nicholas Brumm, Arthur Chu and Tracy Fu (Messrs. Gold,
Brumm, Chu and Fu together, the “Managing Members”).

The Adviser and its affiliates (the “Affiliates”) (the Adviser and its Affiliates are
sometimes collectively referred to as the “Advisers”) provide administrative and/or
investment management services to U.S. limited partnerships, non-U.S. limited
partnerships and non-U.S. corporations (collectively, the “Private Funds” or the
“Clients”) based on their respective investment objectives. Certain Advisers serve as
the general partner to those Private Funds that are formed as U.S. limited partnerships
or non-U.S. limited partnerships. Persons reviewing this Form ADV Part 2A should
not construe this as an offering of any of the Private Funds described herein, which
will only be made pursuant to the delivery of a private placement memorandum to
prospective investors.

As of the date hereof, the Advisers provide administrative and/or investment
management services to the following Private Funds:

e QVT Overseas Liquidating Ltd., a Cayman Islands exempted company (“QVT
Liquidating Feeder Fund”),

e QVT Overseas Liquidating II L.P., a Cayman Islands exempted limited
partnership (“QVT Liquidating Intermediate Fund”),

e QVT Fund LP, a Cayman Islands exempted limited partnership (“QVT Fund”),

e QVT Associates I LP, a Delaware limited partnership (“QVT Associates Feeder
Fund”),

e QVT Offshore Ltd.,, a Cayman Islands exempted company (“QVT Offshore
Feeder Fund”™),

e QVT Offshore II L.P., a Cayman Islands exempted limited partnership (“QVT
Offshore Intermediate Fund”),

e QVT Fund V LP, a Cayman Islands exempted limited partnership (“QVT Fund
V??),

e QVT Onshore LP, a Delaware limited partnership (“QVT Onshore Feeder Fund”),

e QVT Fund IV LP, a Delaware limited partnership (“QVT Fund IV”),



Quintessence Overseas L.P., a Cayman Islands exempted limited partnership
(“Quintessence Overseas Feeder Fund”),

Quintessence Overseas II L.P., a Cayman Islands exempted limited partnership
(“Quintessence Overseas Intermediate Fund”),

Quintessence Fund L.P., a Cayman Islands exempted limited partnership
(“Quintessence Master Fund”),

Quintessence Associates LP, a Delaware limited partnership (“Quintessence
Associates Feeder Fund”),

QVT SLV Offshore Ltd., a Cayman Islands exempted company (“SLV
Offshore”),

QVT SLV Offshore II LP, a Cayman Islands exempted limited partnership (“SLV
Offshore Fund”),

QVT SLV Onshore Ltd., a Cayman Islands exempted company (“SLV Onshore”),

QVT SLV Onshore (Delaware) LP, a Delaware limited partnership (“SLV
Delaware Fund”),

QVT SLV Onshore II LP, a Cayman Islands exempted limited partnership (“SLV
Onshore Fund” and together with SLV Offshore, SLV Offshore Fund, SLV
Onshore and SLV Delaware Fund, the “Special Liquidity Vehicles”),

QVT Special Investment Offshore Fund Ltd., a Cayman Islands exempted
company (“Special Investment Offshore”),

QVT Special Investment Offshore Fund II LP, a Cayman Islands limited
partnership (“Special Investment Offshore Fund”),

QVT Special Investment Onshore Fund Ltd., a Cayman Islands exempted
company (“Special Investment Onshore”),

QVT Special Investment Onshore Fund (Delaware) LP, a Delaware limited
partnership (“Special Investment Delaware Fund”),

QVT Special Investment Onshore Fund II LP, a Cayman Islands limited
partnership (“Special Investment Onshore Fund” and, together with Special
Investment Offshore, Special Investment Offshore Fund, Special Investment
Onshore and Special Investment Delaware Fund, the “Special Investment
Funds”),

Ashokan Opportunities Fund L.P., a Cayman Islands exempted limited partnership
(“‘Ashokan Fund”),

Ashokan Intermediate LP, a Delaware limited partnership (“Ashokan
Intermediate™),



e Ashokan Associates LP, a Delaware limited partnership (“Ashokan Associates
Feeder Fund”) and

e Ashokan Overseas L.P., a Cayman Islands exempted limited partnership
(“Ashokan Overseas Feeder Fund” and, together with Ashokan Fund, Ashokan
Intermediate and Ashokan Associates Feeder Fund, the “Ashokan Funds”™).

. Description of Advisory Services.
Please see Item 8.
. Availability of Customized Services for Individual Clients.

The Adviser's investment decisions and advice with respect to each Private Fund are
subject to each Private Fund's investment objectives and guidelines, as set forth in its
offering documents.

. Wrap Fee Programs.

The Adviser does not participate in wrap fee programs.

. Assets Under Management.

The Adviser manages approximately $4,757,938,202, which is the aggregate Client

net asset value as of December 31, 2012, on a discretionary basis. As of April 1, 2013,
the Adviser does not manage any assets on a non-discretionary basis.



ITEM 5
FEES AND COMPENSATION

A. Advisory Services and Fees.

Management Fees.

With respect to Clients structured as hedge funds, Clients are charged a monthly
management fee, in arrears, generally based on the net asset value of the assets under
management, typically at a rate between 1.0% and 2.0% per annum. However,
subsequent to February 28, 2013, investors in QVT Liquidating Feeder Fund and
QVT Associates Feeder Fund will not be charged a management fee.

With respect to the Special Liquidity Vehicles and the Special Investment Funds,
investors who participated directly or indirectly in such vehicles prior to the
Restructuring will not bear any management fee after February 28, 2014, unless
specifically agreed.

With respect to Clients structured as private equity funds, Clients are charged a
quarterly fee, in advance, generally based on either (i) net asset value or (ii) capital
commitments to such Private Funds during their investment period and invested
capital during the liquidation period, each typically at a rate between 1% and 2% per
annum.

Incentive Allocation/Incentive Fees/Carried Interest.

Further, Clients structured as hedge funds also may be charged an annual incentive
allocation/fee depending upon the investment mandate. The incentive allocation/fee is
generally 20%, subject to a LIBOR-based hurdle, one-year clawback and high water
mark, and is based on net capital appreciation at the end of a fiscal year. With respect
to Clients structured as hedge funds, typically, any loss is carried forward from year-
to-year so that no performance allocation is charged unless all of the losses incurred
through the end of the period for which the allocation is to be made have been
recouped (such an arrangement being called a ‘“high water mark™ provision).
Investors in the Private Funds (“Fund Investors”) that are withdrawing or redeeming
other than at a fiscal year end will bear any incentive allocation/fee accrued through
such withdrawal or redemption date. To the extent a Private Fund is below its high
water mark at the time of a withdrawal, such high water mark is reduced proportional
to the amount withdrawn.

Investors in QVT Liquidating Feeder Fund and QVT Associates Feeder Fund will not
bear any incentive allocation/fee/carried interest with respect to their investment.
With respect to the Special Liquidity Vehicles, investors who participated directly or
indirectly in such vehicles prior to the Restructuring will not bear any incentive
allocation/fee/carried interest with respect to their investment. Investors in Special
Liquidity Vehicles investing on or after the Restructuring will bear carried interest
substantially similar to the compensation arrangements set described herein that are
applicable to Private Funds structured as private equity funds. Investors in the Special
Investment Funds also will bear carried interest substantially similar to the



compensation arrangements described herein that are applicable to Private Funds
structured as private equity funds.

With respect to Clients structured as private equity funds, such Clients provide for a
20% “carried interest” distribution to be paid to an affiliate of the Adviser after either
losses and/or net asset value of the interests acquired by investors at the date of
acquisition or as of the restructuring date, as determined by the Adviser, has been
recovered. An affiliate of the Adviser will also be entitled to tax distributions that will
be advances on such carried interest.

With respect to the Ashokan Associates Feeder Fund, distributions of proceeds
realized upon the disposition of the assets of Ashokan Associates Feeder Fund are
distributed first, to investors until investors have received 100% of their capital calls,
management fee calls and any fair value payments plus the cumulative amount of
distribution proceeds that investors have received in respect of their interest such that
investors have received a 10% internal rate of return on their contributed capital (the
“10% Hurdle”); second, in an amount equal to 20% to investors and 80% to an
Affiliate until such Affiliate has received 20% of the 10% Hurdle and 20% of the
amounts distributed under this clause; third, (x) 80% to investors and (y) 20% to an
Affiliate until the cumulative amount of distribution proceeds that investors have
received in respect of their interests such that investors have received a 25% internal
rate of return on their contributed capital (the “25% Hurdle™); fourth, (x) 25% to
investors and (y) 75% to an Affiliate until such Affiliate has received 25% of the 25%
Hurdle and 25% of the amounts distributed under this clause; and fifth, (x) 75% to such
investors and (y) 25% to the Affiliate.

With respect to the Ashokan Overseas Feeder Fund, the Adviser will be paid a
performance fee as follows: (i) the Adviser earns no incentive fees until the
appreciation in the net asset value of an investor's interests, without deducting any
incentive fees accrued or paid (the “Net Capital Return) reaches 10% internal rate of
return (the “10% Hypothetical IRR”) from the date of the initial closing, or with
respect to an investor in a subsequent closing, from the date of such subsequent
closing, after taking into account distributions made as of such date to existing
investors in connection with a subsequent closing; (ii) once the 10% Hypothetical IRR
is achieved and if a 25% internal rate of return from the date of the initial closing, or
with respect to an investor in a subsequent closing, from the date of such subsequent
closing, after taking into account distributions made as of such date to existing
investors in connection with a subsequent closing (the “25% Hypothetical IRR”) has
not been met, the Adviser will be entitled to the lesser of (A) 20% of the Net Capital
Return or (B) 80% of the Net Capital Return in excess of the 10% Hypothetical IRR;
or (iii) if the 25% Hypothetical IRR has been met, the lesser of (A) 25% of the Net
Capital Return or (B) 75% of the Net Capital Return in excess of the 25%
Hypothetical IRR plus the theoretical amount payable under clause (ii) assuming the
maximum amount payable under such clause.

The respective offering documents will generally permit the Adviser or the Private
Fund the ability to waive, rebate or reduce all or part of the management fee and/or
performance compensation with respect to investments made by certain investors
without waiving, rebating or reducing the management fee and/or performance
compensation charged/payable to other investors (such as the case of, but not limited



to, investments made by the Adviser, its Affiliates, its partners/employees and their
family members in a Private Fund).

. Payment of Fees.

Fees and compensation paid to the Adviser or its Affiliates by the Private Funds are
generally deducted from the assets of such Clients. As discussed above, management
fees are generally deducted on a monthly or quarterly basis and performance
compensation is generally deducted on an annual basis.

. Additional Expenses and Fees.

A Client may bear operating and other expenses including, but not limited to, the
following:

e entity-level taxes,
e organizational expenses,
e offering expenses,

e investment expenses, including without limitation, expenses that are related to the
investment of the Client’s assets, such as:

o brokerage commissions,

o investment-related travel expenses (which are travel expenses incurred by
the Adviser related to the purchase, sale, transmittal or ongoing monitoring
of the Client’s investments),

o interest expenses,

o consulting and other professional fees related to particular investments,
and

o legal, accounting, due diligence and other similar expenses attributable to
investments (even if such investments are not consummated).

e fees and expenses relating to software tools, programs or other technology utilized
in managing the Clients, including, without limitation, technology to measure risk,

e research and market data (including, without limitation, any computer hardware
and telephone and data lines incorporated into the cost of obtaining such research
and market data),

e administrative expenses (including, without limitation, the monthly service fees
and expenses of an administrator),

e legal expenses,

¢ internal and external accounting and valuation expenses,

10



e audit and tax preparation expenses,
® insurance premiums,
e custodial fees,

e other expenses associated with the operation of such Client and

extraordinary expenses.

. Prepayment of Fees.

Please see responses to SA above.

. Compensation for Sale of Securities or Other Investment Products.

Neither the Adviser, its Affiliates, nor any of their supervised persons accept
compensation for the sale of securities or other investment products.

11



ITEM 6
PERFORMANCE-BASED FEES AND SIDE-BY-SIDE MANAGEMENT

The Adviser and/or its Affiliates receive performance-based compensation in the form of an
incentive allocation, incentive fee or carried interest with respect to their Clients except for
the Special Liquidity Vehicles which, for investors holding interests in such Special Liquidity
Vehicles received upon redemption/withdrawal from other Clients, bear only a management
fee.

In the allocation of investment opportunities, performance-based compensation arrangements
also may create (i)an incentive to favor accounts with performance compensation
arrangements over accounts that are not charged, or from which an adviser will not receive
(e.g., because the Private Fund is below the high water mark), a performance compensation;
and (ii) an incentive to favor accounts from which an adviser will receive a greater
performance compensation over accounts from which an adviser will receive a lesser
performance compensation. The Adviser has adopted an allocation procedure designed to
ensure that all Clients are treated fairly and equally and to prevent this form of conflict from
influencing the allocation of investment opportunities among Clients. In accordance with the
allocation procedures, the Adviser will endeavor to treat each Client in a fair and equitable
manner.

12



ITEM 7
TYPES OF CLIENTS

The clients to whom the Adviser and its Affiliates provide investment management
services and advice to are the Private Funds.

The offering documents of each Private Fund may set minimum amounts for
investment by prospective investors in such Private Funds. These minimum amounts
may be waived by the Adviser or an Affiliate.

13



ITEM 8
METHODS OF ANALYSIS, INVESTMENT STRATEGIES AND RISK OF LOSS

Methods of Analysis and Investment Strategies

The descriptions set forth in this Brochure of specific advisory services that the
Adviser offers to Clients, and investment strategies pursued and investments made by
the Adviser on behalf of its Clients, should not be understood to limit in any way the
Investment Adviser's investment activities. The Adviser may offer any advisory
services, engage in any investment strategy and make any investment, including any
not described in this Brochure, that the Investment Adviser considers appropriate,
subject to each Client's investment objectives and guidelines. The investment
strategies the Adviser pursues are speculative and entail substantial risks. Clients
should be prepared to bear a substantial loss of capital. There can be no assurance
that the investment objectives of any Client will be achieved. The following methods of

analysis and investment strategies are not listed in order of importance.

Equity Relative Value: Equity relative value is a broad category encompassing long
and short investments in equities and related instruments globally. It includes
fundamentally-driven long and short positions, event-driven positions such as mergers
or spinoffs, and activist or legally intensive strategies. Although most of the
underlying instruments are publicly listed, exchange-traded equities, the strategy also
has included a wide variety of other related non-equity instruments, such as debt,
physical commodities and commodity futures, private investment fund interests,

interests in private companies and royalty or milestone securitizations.

Structured Finance: Structured finance includes long and short strategies involving
mortgage-backed and other asset-backed securities and related products, such as
residential mortgage-backed securities, commercial mortgage-backed obligations,
collateralized debt obligations, equipment trust certificates, student loan- and credit
card-backed securities, and similar instruments. This strategy has historically made
extensive use of credit derivatives. The Adviser has subsequently applied the
analytical tools developed to manage the structured finance strategy to other strategies

(e.g., financial sector equities).

Macro: This strategy consists of directional positions, typically in global interest rate
and currency markets, based on macroeconomic analysis and models. The Adviser
reclassified it as a standalone strategy in 2009 when the Adviser, for the benefit of its
Clients, began to take an increasing number of positions in the area based on the
Adviser’s view that the post-financial crisis environment offers an unusually rich set
of macro opportunities arising from, among other things, a perceived mispricing of
inflation and sovereign credit risks and the unsustainability of the fiscal position of
many sovereigns. Instruments used include government bonds, government bond
futures, non-U.S. dollar cash and forward positions, interest rate and currency swaps

and related options.

Convertibles: This strategy encompasses convertible securities and related
instruments, ranging from fully credit- and equity-hedged volatility-driven positions
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to outright long credit and/or equity positions. This strategy also may use credit
derivatives, options, and straight debt as a complement or hedge to convertible
positions. At times, including in recent years, this strategy has included unhedged or
indirectly hedged positions in certain emerging markets and positions that the Adviser
has elected not to hedge on fundamental grounds.

Credit Relative Value: The credit relative value strategy takes both relative value
positions (e.g., capital structure arbitrage) and fundamental long/short positions in
credit and related instruments. This strategy invests in both developed and emerging
markets. Instruments traded include all types of debt, preferred and common stock,
credit and equity derivatives and options on these instruments.

Portfolio-Level Hedges: Portfolio-level hedges aim to limit the exposure of the
Clients to rapid, adverse changes in the market environment and to “tail risks.”
Historically, portfolio-level hedges have been concentrated in long protection
positions in credit derivatives (principally in liquid indices), but also have included
positions in currencies, equities, equity indices, and options on such instruments. The
size and composition of such hedges has varied, and can be expected to continue to
vary significantly across time. Portfolio-level hedges are supplemental to the hedging
of individual investments.

Distressed: The distressed strategy consists mainly of long positions in instruments of
companies undergoing, or at risk of undergoing, restructuring, or, in many cases,
bankruptcy or other judicial reorganization. Instruments include defaulted or
distressed debt (e.g., bank loans, secured and unsecured bonds), equity, as well as
unlisted instruments, such as trade claims. In addition to the inherent fundamental
analysis component, the investments within this area often require intensive legal
analysis and require estimation of the value of litigation or similar claims, including
significant inter-creditor issues.

Closed-End Funds: The closed-end fund/pooled-investment vehicle strategy
generally involves the purchase of a closed-end fund or similar investment vehicle, at
a discount to its estimated net asset value, the application of appropriate hedges, and a
view or strategy towards narrowing or monetizing the discount, including in certain
cases activist tactics. Although certain closed-end fund investments are composed of
liquid underlying securities which can be directly hedged, it is also common for the
underlying securities to be illiquid. The closed-end funds may be exchange-listed or
private and are themselves frequently illiquid even if listed.

Secondary Investments: The secondary investment strategy generally involves the
acquisition of what the Adviser believes are undervalued assets with limited liquidity
at substantial discounts and which generally fall into two categories, (i) interests in
investment funds (i.e., shares or limited partner interests in hedge funds or funds of
hedge funds) and (ii) side-pocketed and other assets with limited liquidity rights of the
foregoing ((i) and (ii) collectively, the “Secondary Investments”) which can be
acquired at a discount to stated net asset values or are otherwise believed to be
undervalued.
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Other Strategies: Other, historically smaller, strategies include energy (trading
principally in oil and natural gas futures), as well as private placements in a variety of
instruments and sectors.

The following risk factors do not purport to be a complete list or explanation of the
risks relating to the Adviser's services. A complete list of risks relating to an
investment in a particular Client is set forth in such Client's offering memorandum.
The following risks are not listed in order of importance.

Certain Risks Related to Nature and Structure of the Private Funds

Risk of Loss

The Private Funds’ investment programs are highly speculative and an investment in
the Private Funds involves a high degree of risk, including the risk that the entire
amount invested may be lost. As a result, an investment in the Private Funds is
suitable only for financially sophisticated, high net worth individual and institutional
nvestors.

Past Performance

The past performance of speculative trading strategies such as those implemented by
the Private Funds is not necessarily indicative of their future results. On an ongoing
basis the Adviser is expanding many of the Private Funds’ portfolios into new market
sectors, instruments and strategies. Consequently, the Private Funds’ trading and
investing in the past may not be representative of their current or future investment
approaches.

Dependence on Adviser

The Adviser makes all portfolio decisions on behalf of the Private Funds, subject to
the policies and control of the board of directors or the general partner of the
applicable Private Fund. In addition, the Private Funds’ net asset values generally will
be determined by their administrators, in consultation with, and subject to the
approval of, the Adviser. Accordingly, the Private Funds are dependent on the
Adviser with respect to such investment and valuation decisions. Fund Investors have
no authority to make decisions on behalf of the Private Funds.

Valuation Risk

The Adviser and/or the general partners value the Private Funds’ assets and liabilities
pursuant to the Private Funds’ respective articles of association and/or limited
partnership agreements and on the basis of the valuation principles and policies of the
Adviser (together, the “Valuation Policies”). With respect to certain assets and
liabilities, the Adviser or the general partners may have the ability to exercise
substantial discretion pursuant to the Valuation Policies.

Information Rights

While the Adviser currently provides substantial information regarding the Private
Funds’ portfolios and performance to Fund Investors who have entered into
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confidentiality agreements, the Adviser is not required to continue to provide such
information. Certain Fund Investors (e.g., institutional investors or pension funds)
may invest in the future on terms that provide access to information that is not
generally available to other Fund Investors and, as a result, may be able to act on such
additional information by redeeming their shares in the Private Funds.

Cross Liabilities to QVT Fund

Certain of the Private Funds continue to be exposed to the credit risk of QVT Fund
because certain assets which were difficult to transfer in conjunction with the
Restructuring are held by certain of the Private Funds through participation
agreements with QVT Fund. These participations create a potential cross liability in
the event of the insolvency of QVT Fund, which holds substantially all of the assets
participated to the Special Liquidity Vehicles and the Special Investment Funds.

Risks Related to the Adviser

Adviser’s Dependence on Key Personnel

The Adviser is dependent upon the expertise of the Managing Members and other key
personnel. If the Adviser were to lose the services of the Managing Members or other
key personnel, the Private Funds may be adversely affected. The Managing Members
and other partners of the Adviser are subject to certain notice and non-compete
provisions, and all Advisory Personnel are subject to certain vesting requirements
with respect to deferred compensation awards designed to incentivize personnel
retention and permit an orderly transition of their duties. However, there can be no
assurance that these will prove sufficient and that the Private Funds’ activities will not
be subject to disruption due to the loss or sudden departure of key personnel. To the
extent that the Adviser is unable to earn incentive compensation, due to existing
balances in the loss recovery accounts, hurdles or otherwise, the ability of the Adviser
to retain key employees and to maintain its existing level of operations could be
adversely affected, particularly if this situation continues for a period of multiple
years.

Payment of Deferred Fees

The Adviser is owed significant amounts of deferred fees by the certain of the Private
Funds, a substantial portion of which is scheduled to be paid in monthly installments
in 2015-2017. Although the Adviser currently anticipates that a substantial portion of
the after-tax proceeds from the payment of these deferred fees would be invested in
certain of the Private Funds, and although the Adviser has an extended period of time
to manage the Private Funds’ portfolios in anticipation of making these deferred fee
payments, it is difficult to predict what market conditions will be at the time the
Private Funds need to make such payments, whether the Private Funds will be
required to liquidate assets at such time in order to make such payments or what
impact such payments may have on Fund Investors’ willingness to remain invested in
the Private Funds.

Risk Related to Investment Instruments

No Limits on Investment Instruments
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There is no limit on the type of instrument or investment opportunity in which the
Adviser may cause the Private Funds to invest. Such instruments and other
investments may range from typical retail investment securities to far more exotic
instruments.

No Fixed Strategy, Instrument, Market, Sector or Issuer Weights

Although diversification is an integral part of the Adviser’s overall portfolio risk
management process, the Adviser is not restricted as to the percentage of the Private
Funds’ assets that may be invested in any particular strategy, instrument, market,
sector, industry or issuer. The Private Funds do not and will not maintain any fixed
requirements for diversifying their portfolio among strategies, instruments, markets,
sectors, industries or issuers. In general, the Adviser may elect to concentrate the
Private Funds’ portfolios in those instruments, markets, sectors, industries or issuers
that, in the sole judgment of the Adviser, provide the best profit opportunities
consistent with the Private Funds’ investment programs.

Short Selling

Short selling consists of borrowing securities held by third parties and selling such
securities. A short sale of a security involves the risk of a theoretically unlimited
increase in the market price of the security, which could result in an inability to cover
the short position or a theoretically unlimited loss. The fact that the Private Funds
may have agreements in place which guarantee margin or other financial
arrangements does not necessarily protect the Private Funds from being forced to
return the borrowed securities to the securities lending counterparty at a time that may
be disadvantageous to the Private Funds. Additionally, adverse market participants
could accumulate such securities in a “short squeeze,” which would reduce the
available supply, and thus increase the cost of those securities and/or result in a “buy-
in” (a mandatory repurchase of the securities by the party that is short the position at
the current price). Purchasing securities to close out the short positions can itself
cause the price of the securities to rise further, thereby exacerbating the loss. Buy-ins
and other repurchases of borrowed securities may substantially increase the impact of
adverse price movements on the Private Funds’ portfolios and expose the Private
Funds to the risk of additional losses on related long positions that are no longer
hedged. During the past few years regulators worldwide have instituted restrictions
on short-selling and/or disclosure requirements, including at times requiring public
disclosure of a holder’s name. These restrictions and/or public disclosure
requirements could materially affect market liquidity, as well as provide potentially
damaging investment level transparency to the relevant issuer and other market
participants.

Fixed Income Securities and Loans

The Private Funds may take positions in debt securities, bonds and other fixed income
securities and loan instruments of U.S. and non-U.S. sovereign and corporate issuers
that pay fixed, variable or floating rates of interest. The value of fixed income
securities and loans in which the Private Funds may invest may change in response to
fluctuations in interest rates and/or to perceptions of creditworthiness, political
stability or soundness of economic policies. Fixed income securities and loans are
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generally traded through dealers in the over-the-counter market. Accordingly, their
value can also be impacted by dealer and market liquidity, particularly in periods of
significant financial market stress.

Credit Default Swaps

The Private Funds may invest in credit default swaps (“CDSs”). CDSs are credit
derivative contracts where one party (the buyer of protection) pays a premium to
another party (the seller of protection) until the earlier of an agreed maturity or the
date of a credit event. If a credit event occurs, the seller of protection is obligated to
remit to the buyer of protection a certain payout. Credit events may include a failure
by the reference company to pay principal or interest with respect to the reference
obligation, a restructuring of the final maturity date of the reference obligation, an
acceleration of the reference obligation so that it is due prior to its stated maturity
date, a ratings downgrade of the reference obligation below certain specified ratings
levels or a writedown (including an implied writedown) of the reference obligation.
During the past few years regulators in several countries, including certain European
Union member states, have instituted or considered instituting restrictions on CDS
trading which could materially affect the market for CDSs. The margin arrangements
associated with CDS trading also expose the Private Funds to certain counterparty
risk.

Other Swap Agreements

The Private Funds may enter into other types of swap agreements, including, without
limitation, swaps with respect to U.S. or non-U.S. interest rates, foreign exchange
rates, corporate borrowing rates, commodity prices, baskets of equity securities or
inflation rates. Swaps may also be used to obtain leverage. In connection with swap
agreements, cash is or securities are generally posted to or received from the swap
counterparty in accordance with the terms of the swap agreement, which may expose
the Private Funds to further risks.

Options

The Private Funds may buy and sell options on securities, currencies and commodities
on exchanges and in the over-the-counter market. The seller of a put option assumes
the risk of a decline in the market price of the underlying security, currency or
commodity below the exercise price of the option, although this may be mitigated by
an offsetting short position in the underlying security (a “covered put”). The seller of
a call option assumes the risk of a theoretically unlimited increase in the market price
of the underlying security, currency or commodity above the exercise price of the
option, although this may be mitigated by an offsetting long position in the underlying
security (a “covered call”). Buyers of puts and calls will lose their option premium if
the option expires worthless and is not resold prior to expiration.

Futures Contracts

The Private Funds may trade futures contracts that reference a wide variety of equity
indices, government bonds, commodities and other underlying instruments and
indices on futures exchanges regulated by the Commodity Futures Trading
Commission (“CFTC”) and other regulatory organizations. Futures contracts are
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levered because of the limited margin typically required for futures traded on an
exchange. Futures positions can be volatile and may become illiquid. Certain futures
exchanges limit fluctuations in certain futures contract prices during a single day by
regulations referred to as “daily limits.” Under these daily limits, during a single
trading day no trades may be executed at prices beyond the daily limits, which may
result in futures positions becoming illiquid, reducing the Private Funds’ ability to
liquidate unfavorable positions and potentially exposing the Private Funds to
substantial losses. It also is possible that an exchange or the CFTC may suspend
trading in a particular contract, order immediate liquidation and settlement of a
particular contract, or order that trading in a particular contract be conducted for
liquidation only.

Currency Trading and Forward Contracts

The Private Funds may engage in spot and forward transactions in currencies of
different countries involving outright purchases and sales, forward contracts and
options on currencies. Forward currency contracts are agreements to purchase or sell
one specified currency for another currency at a specified future date and price
determined at the inception of the contract. Forward contracts are not traded on
exchanges and are not standardized; rather, banks and dealers act as principals in
these markets, negotiating each transaction on an individual basis. Forward and spot
trading is substantially unregulated and there is no limitation on daily price
movements or any requirement to segregate customer funds or positions. As a result,
trading in interbank foreign exchange contracts may be subject to more risks than
futures or options trading on regulated exchanges, including, but not limited to, the
risk of default due to the failure of a counterparty with which the Private Funds have a
forward contract. The banks who deal in the forward markets are not required to
continue to make markets in the currencies they trade and these markets can
experience periods of illiquidity, sometimes of significant duration. There have been
periods during which certain participants in these markets have refused to quote prices
for certain currencies or have quoted prices with an unusually wide spread between
the price at which they were prepared to buy and that at which they were prepared to
sell. Disruptions can occur in any currency due to unusually high trading volume,
political intervention or other factors. The imposition of foreign exchange controls by
governmental authorities also might limit trading. Market illiquidity or disruption
could result in major losses to the Private Funds.

Energy and Agricultural Commodities and Physical Assets

The Private Funds may from time to time trade physical or cash commodities for
immediate or deferred delivery and may take physical delivery of such commodities
and store them for future sale. The prices of such commodities may be volatile. Such
transactions may expose the Private Funds to significant counterparty and custody
risk and, unlike U.S. futures contracts in such commodities, are not subject to the
comprehensive regulation by the CFTC. The Private Funds may invest and deal in
physical assets such as oil and gas wells, oil drilling rigs, electric power, transmission
facilities and power plants. These investments are subject to risks—destruction, loss,
industry-specific regulation (e.g., pollution control regulation), operating failures,
labor relations, etc.—that are not typically directly applicable to financial instrument
trading. In addition, the regulation of such assets is extensive and variable, and the
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Private Funds’ interests in certain of these assets could be wholly illiquid for long
periods of time. While in certain circumstances, the Adviser seeks to mitigate the
risks inherent in directly owning a physical asset through the use of special purpose
vehicles and the purchase of insurance, certain liabilities, particularly environmental
liabilities, may still affect the Private Funds.

Energy Derivative Transactions

The Private Funds may invest in energy-based financial instruments, including,
without limitation, exchange-traded and over-the-counter derivatives contracts such as
futures, options, swaps and forwards, which have energy commodities (such as
petroleum products, natural gas and electric power) as their reference asset. Certain of
these markets are in developmental stages and may expose the Private Funds to
unusually volatile returns, illiquidity and imperfect dealer pricing.

Illiquid Investments

The Private Funds may invest in illiquid securities or other instruments, including
both listed and unlisted instruments. Additionally, investments may become illiquid
due to market conditions. The success of these investments is typically dependent not
only upon the performance of such companies, but also upon the Adviser’s ability to
engineer effective “exit strategies” in order to realize any enterprise value created or
to force the companies to create liquidity opportunities. These investments may
consume a substantial amount of the Adviser’s time. The market prices, if any, for
these securities tend to be volatile and may not be readily ascertainable, and the
Private Funds may not be able to sell them when they desire to do so or to realize
what they perceive to be their fair value in the event of a sale. The Private Funds may
be contractually prohibited from disposing of certain of these investments for a
specified period of time. The sale of restricted and/or illiquid securities often requires
more time and may result in higher brokerage charges than does the sale of more
liquid securities. The limited liquidity of these investments may subject them to more
extensive fluctuations in value and may impair the ability of the Private Funds to exit
such investments in times of adversity. Companies whose securities are not publicly-
traded generally will not be subject to public disclosure and other investor protection
requirements applicable to publicly-traded securities. Illiquid positions also may be
difficult to value and such valuation may require the exercise of substantial discretion
by the Adviser. The Private Funds may hold illiquid investments that may be
concentrated in certain industries or among certain investment types, including energy
(e.g., oil and gas and energy equipment and services), life sciences, finance and funds
(e.g., closed-end, hedge fund and fund of funds interests).

Other Investment Vehicles and Joint Ventures

The Private Funds may invest a portion of their portfolios in listed or private pooled
investment vehicles (e.g., hedge funds, funds of hedge funds and closed-end funds) or
private investment vehicles managed by third-party managers for the exclusive benefit
of the Private Funds. Such investments may be made where the Adviser determines
that such arrangements complement the Private Funds’ expertise or enhance the
Private Funds’ ability to access specific investment opportunities, and may include a
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joint venture or other co-investment arrangement pursuant to which the Private Funds
pay fees and/or a profit participation to the third party manager or other joint venture
partner (any such manager or partner, a “Strategic Partner”). The Private Funds will
bear the management fees, incentive fees or allocations, other fees and/or expenses
charged by the manager of each such investment vehicle or Strategic Partner, in
addition to the Private Funds’ respective management fees and incentive
compensation (if any) payable to the Adviser or its Affiliates. As a result, in these
cases, the Private Funds will pay two or more layers of fees. These investments
involve the Private Funds relying on the performance and probity of third parties and
may result in offsetting positions or concentrations in certain positions of which the
Adviser will only learn if it has access to detailed information on such investment
vehicles’ underlying holdings. The Private Funds may not be able to withdraw capital
from a Strategic Partner, even in situations where such Strategic Partner is deviating
from announced strategies or risk control policies.

Risks Related to Current Investment Strategies

Equity and Credit Relative Value Strategies
Life Sciences Sector

The Private Funds may invest in companies in the life sciences industry, including
biotechnology companies, whose ultimate success or failure often depends heavily on
unproven technologies and highly risky drug development programs. In certain
periods, the performance of the life sciences positions of the Private Funds has been a
major contributor to certain of the Private Funds’ overall performance (both positive
and negative). Life sciences investments involve substantial risks, including but not
limited to:

Regulatory Risk and Volatility: Life sciences companies are subject to significant
government regulation, including the requirement for government approval of their
products and services. Attainment of such government approval is often a lengthy,
expensive and uncertain process, and the outcome of various regulatory processes to
which they are subject generally has a material impact on the potential commercial
opportunity for these companies and hence on the prices of their securities. The
securities of life sciences companies accordingly tend to be extremely volatile in
price.

Technological Risk: The development of life sciences technologies, including drug
discovery and development, is a highly risky business in which the majority of
product candidates fail to reach the market due to lack of efficacy, safety problems, or
other concerns. Consequently, companies in this sector are subject to significant
technological risks that may result in the discontinuation of the development or
commercialization of their products. Moreover, even if successful, the types of
products or services produced or provided by these companies may become obsolete
as a result of innovation or new discoveries by competitors.

Financial Risk: Developing product candidates, conducting clinical trials, and

commercializing products is expensive and typically requires significant capital
investment. Life sciences companies may be unable to raise sufficient funds during
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periods of capital illiquidity or may be forced to do so at prices that result in
significant dilution to existing investors.

Reimbursement Risk: Life sciences companies generally rely on reimbursement for
their products from third-party payers, including public insurers such as Medicare and
Medicaid, as well as private insurers. Reimbursement for life sciences products or
services is highly complex and subject to many uncertainties. If these third-party
payers do not adequately reimburse companies, patients and physicians, the
commercial potential of these companies’ products or services may be limited.

Business Risk: Many life sciences companies rely on third parties or corporate
partners for funding and assistance with the operation of certain aspects of their
businesses, such as the manufacturing of drug products and the conduct of clinical
trials, which may result in material delays or quality deficiencies in product
development programs. Furthermore, if terminated, these relationships may have an
adverse impact on the development and commercialization of these companies’
product candidates.

Additional Risks: These include, but are not limited to, intellectual property litigation,
product liability litigation, the emergence of new competitors in the marketplace,
pricing pressure resulting from the entry of generic products, changes in government
policies (including healthcare reform), and changing investor sentiments and
preferences with regard to life sciences sector investments.

Financial Sector

The Private Funds may invest in the securities and other instruments of companies
operating in the banking and financial sector. In recent years, such investments have
represented a significant sector exposure for certain of the Private Funds. Investing in
financial services companies presents special risks. The financial statements of such
companies are frequently complex and may fail to present fully their financial
position or predict their future revenue, credit losses and funding ability. Financial
services companies are particularly exposed to general economic risk and to funding
risk caused by loss of market and customer confidence. In circumstances where
financial services companies experience sudden sharp declines in share price or
widening of credit spreads, there may also be a significant increase in counterparty
and custody risk, including for the Private Funds. In recent years, many large, well-
established and highly-regulated U.S. and non-U.S. financial services companies have
failed spectacularly. Financial services companies are highly regulated and in recent
years have increasingly been the subject of regulatory actions that in certain cases
have caused substantial volatility in their security prices. Applicable regulations,
including in the U.S., also typically limit the percentage of a bank’s securities that can
be owned by an investor without regulatory approval. As a result, the Private Funds
do not intend to purchase or otherwise acquire 5% or more of any class of voting
securities of any U.S. bank or U.S. bank holding company or 10% or more of any
class of voting securities of any U.S. thrift or U.S. thrift holding company.

Energy-Related Sector
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The Private Funds may invest in the securities and other instruments of companies
operating in, or providing services to, the energy and power industries, as well as
directly in electricity, natural gas, oil, coal and emissions. In recent years, such
investments have represented a significant sector exposure for certain of the Private
Funds. Energy-related industries are typically uncertain, complex and multi-faceted.
Underlying energy commodity markets are highly volatile and may fluctuate for
reasons including changing supply and demand relationships, regulatory policy,
geopolitical developments, weather and the trading activities of third parties.
Fluctuations in the prices of energy commodities impact the financial results of
companies operating in energy-related industries and therefore the value of their
securities. Due to the finite lifespan of many types of energy resources and of the
equipment used to extract, transport, and process energy, energy-related industries
consistently require new capital. In the case of oil and gas exploration and production
companies, estimates of hydrocarbon reserves by qualified engineers are often a key
factor in valuing certain energy companies. These estimates are subject to wide
variances based on technical assumptions and changes in commodity prices.
Accordingly, it is possible for such reserve estimates to be significantly revised from
time to time, resulting in significant changes in the valuation of such reserves.

Below Investment-Grade Credits

The Private Funds may invest in fixed-income securities and instruments which are
rated below investment grade by the major ratings agencies or are not rated at all.
These investments may include so-called “high-yield” debt instruments of issuers
with highly speculative credit profiles. Such issuers typically face significant ongoing
uncertainties in their business models and exposure to adverse conditions and are
often highly leveraged and lack access to less costly methods of debt financing. The
market values of certain of these below-investment grade instruments tend to reflect
individual corporate developments to a greater extent than do higher-rated instruments
and in an adverse financial environment may fall further and more rapidly than the
market values of higher-rated instruments. The market prices of below-investment
grade instruments can be volatile and are subject to abrupt and erratic market
movements and changes in liquidity and wide bid/offer spreads.

Small- and Medium-Capitalization Companies

The Private Funds may invest in the listed securities of companies with small- to
medium-sized market -capitalizations, which may involve greater risk than
investments in the listed securities of larger companies. Companies with small- to
medium-sized market capitalizations are frequently thinly traded and may be more
volatile in price. Many small- and medium-capitalization companies tend to have less
access to capital markets, shorter operating histories and less proven or capable
management teams than do larger companies. All these traits make the risk of
business failure higher for many smaller issuers than for larger “blue-chip”
companies.

Use of Relative Value Models

Certain of the Private Funds may operate relative value strategies. The success of
those Private Funds’ relative value strategies depends on market values converging
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towards the theoretical values determined by the Adviser’s valuation models.
However, the valuation models used to determine that a position is mispriced may be
incorrect or may prove inaccurate as market conditions change. In the event of market
disruptions, significant losses can be incurred which may force the Private Funds to
close out one or more positions at unfavorable times.

Merger Arbitrage

Certain of the Private Funds have engaged in, and the Private Funds may engage in
the future in, merger or “risk arbitrage” strategies that establish long or short positions
in the spread between current market values of securities and their values conditional
upon successful completion of a merger, restructuring or similar corporate transaction.
Merger arbitrage investments often incur significant losses when anticipated merger
or acquisition transactions are not consummated. Merger arbitrage strategies also
typically depend for success on the overall volume of merger activity, which
historically has been cyclical.

Unusual Instruments

The Private Funds’ relative value trading strategies have in the past included positions
in certain more unusual instruments exposed to idiosyncratic risks, including, without
limitation: fixed-income instruments tied to drug royalties or the achievement of
certain regulatory milestones with respect to drug development; Argentine GDP
warrants; catastrophe-linked securities where the return of principal is contingent on
the non-occurrence of a specific natural peril event such as a hurricane, earthquake or
other physical or weather-related phenomenon; municipal fixed-income securities;
interests in other hedge funds, private equity fund, funds of such funds purchased in
the secondary market transactions at discounts to stated net asset values; special
purpose acquisition vehicles (also known as “blank-check” stock companies);
emissions credits and certain physical assets, including offshore oil rigs; and real
estate. The Private Funds may in the future invest in such instruments or in other
unusual instruments subject to idiosyncratic risks, including risks which the Adviser
may fail to understand or foresee at the time of investment.

Structured Finance

Mortgage-Backed and Other Structured Finance Securities: The Private Funds
may invest in a wide variety of structured finance instruments, such as residential
mortgage-backed securities (“RMBS”) and collateralized debt obligations (“CDOs”).
These instruments are typically debt obligations issued by special-purpose vehicles
(“SPVs”), where the debt is serviced only by the cashflows and collateral value of the
assets held by the SPVs (e.g., the underlying mortgage loans.) Unlike corporate
securities, which are subject to credit risk but generally mature on fixed dates,
structured finance securities are subject to uncertainty regarding both the aggregate
amount, and timing of, interest and principal payments, since the obligors on the loans
held by the SPVs may prepay or default.

Certain of the Private Funds have historically invested in structured finance securities
during times of significant market dislocation and depressed asset prices. During such
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periods, these securities can become quite illiquid and the Private Funds could incur
large transaction costs if forced to liquidate rapidly such positions.

In recent years, those Private Funds pursuing structured finance strategies have made
their largest allocations within structured finance to long positions in RMBS backed
by more speculative residential mortgages, principally U.S. residential mortgages
originated prior to the 2008 financial crisis, whose principal and interest payments are
not guaranteed by the U.S. government. These RMBS are primarily exposed to the
rates at which borrowers default and the severity of losses taken upon liquidation of
the underlying properties. These exposures in turn may vary not only with
macroeconomic factors such as changes in home prices, but also, with changes in the
law or government policy which could make it more difficult or costly to enforce
against the collateral. For less-speculative mortgage backed securities where default is
not the primary exposure, or where the principal and interest is guaranteed by the U.S.
government, prepayments can also be a significant risk.

In addition to long positions in U.S. RMBS, certain of the Private Funds have
invested in a number of other structured finance sectors, such as credit card
receivables, collateralized debt obligations, structured investment vehicles (SIVs),
commercial mortgage-backed securities and aircraft equipment trust certificates.
Certain of the Private Funds have also taken short positions in structured finance
securities using “pay as you go” credit derivatives. While the majority of the Private
Funds’ structured finance exposure is in the U.S., certain of the Private Funds have
invested in, and may invest in the future in non-U.S. jurisdictions, such as the U.K.,
Spain or Greece. Structured finance securities backed by loans in these jurisdictions
may be exposed to not only default and prepayment risks, but also country-specific
risks such as currency devaluation risk or future challenges to the validity of
securitization structures.

Convertibles

The Private Funds may invest in fixed income and other securities that may be
converted into or exchanged for a specified amount of another security (typically
common equity) of the same or different issuer within a particular period of time at a
specified price or formula. Convertible securities are exposed to changes in the price
of the security into which they are convertible, changes in the creditworthiness of the
issuer, changes in interest rates, and changes in overall fixed-income risk premiums.
The Private Funds and other investors in convertible securities frequently hedge their
position by selling short all or a portion of the underlying securities into which they
are convertible. As a result, to the extent that they hedge in this fashion, the Private
Funds may also be exposed to the following risks: (i) the loss of the ability to hedge
the security due to loss of stock loan or a corporate event such as a merger; (ii) an
unexpected increase in dividends by the issuer making hedging more expensive and
thus lowering the value of the conversion option; (iii) an unexpected termination of
the conversion option due to a cash takeover of the issuer; (iv) a decline in the
volatility of the underlying security by reason of a share-for-share takeover or
otherwise which also tends to reduce the value of the conversion option and (v) a
failure of the issuer to deliver common stock upon receipt of a conversion notice,
preventing the Private Funds from liquidating their hedge.
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Distressed

Investments in Distressed Situations: The Private Funds may invest in securities and
obligations of U.S. and non-U.S. issuers in weak financial condition, experiencing
poor operating results, having substantial capital needs or facing extraordinary
liabilities, including companies involved in bankruptcy or other reorganization and
liquidation proceedings. These investments also may be adversely affected by laws
relating to, among other things, fraudulent transfers and other voidable transfers or
payments, lender liability and a bankruptcy court’s power to disallow, reduce,
subordinate or disenfranchise particular claims. There is no assurance that the Adviser
will correctly evaluate the assets underlying any distressed investment or the
prospects for a successful reorganization. In such reorganizations, the Private Funds
take the risk that the reorganization either will be unsuccessful or delayed or will
result in a distribution of cash or other consideration worth less than what the Private
Funds paid for their position. Where there are multiple classes of creditors (e.g.,
secured vs. unsecured creditors, senior vs. subordinated creditors), there may be
significant inter-creditor conflicts. Investment in the debt of financially distressed
companies domiciled outside the United States involves additional risks. Bankruptcy
law and process may differ substantially from that of the United States, resulting in
greater uncertainty as to the rights of creditors, the enforceability of such rights,
reorganization timing and the classification, seniority and treatment of claims. In
certain developing countries, although bankruptcy laws have been enacted, the
process for reorganization remains highly uncertain.

Clawback With Respect to Investments: The Private Funds may make investments
(including, but not limited to, investments in other hedge funds or private funds) that
are, or may be, subject to a clawback right, whether pursuant to the organizational
documents of such investment or through ongoing litigation, other dispute resolution
processes or bankruptcy proceedings, which could result in all or part of the Private
Funds’ amounts invested in these investments being clawed back under certain
circumstances. For example, in recent bankruptcy proceedings for two companies that
had previously undergone leveraged buy outs (“LBOs”), certain groups of creditors
have claimed that shareholders who tendered into the LBOs should be required to
return the proceeds. While the Adviser believes that such claims are specious, there is
a cost to defending such claims and the possibility that the bankruptcy court will
decide otherwise. Additionally, many private equity funds/hedge funds include the
ability to claw back distributions.

Although the Adviser considers clawback risk when making investments, it may not
be able to predict accurately the likelihood or size of this risk. There may be clawback
scenarios which the Adviser is not able to foresee. If a clawback is imposed on a
Private Fund in respect of such an investment, shareholders in that Private Fund as of
the time of that clawback will bear such loss, even if these shareholders were not
shareholders at the time of the initial investment. Based on current exposures to
distressed companies, private equity funds/hedge funds and past and potential merger
arbitrage opportunities, including LBOs, the Adviser does not expect this risk to be
material to the Private Funds.

Secondary Fund Investing
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The Private Funds may be subject to risks related to (i) the availability to the Private
Funds of opportunities to acquire Secondary Investments; (ii) potential competition and
its impact on the price paid to purchase the Private Funds' investments; (iii) the ability
of the Adviser to predict successfully the value and timeline on which it is able to
liquidate the Private Funds’ Secondary Investments; (iv) the quality of the manager of
the Secondary Investments and of the investment decisions such manager makes in
trading or liquidating underlying portfolio assets and (v) the impact of general
economic conditions on each of the foregoing. Generally, the Adviser will not have the
ability to direct or influence the management and control of Secondary Investments.

Identification of Investments: ldentification of attractive Secondary Investment
opportunities by the Adviser involves a high degree of uncertainty. The success of the
Private Funds’ Secondary Investment strategies depends on the availability of
appropriate Secondary Investments and other investment opportunities and the ability of
the Adviser to identify, adequately diligence, select, gain access to and consummate
such investments. The availability of investment opportunities for the Private Funds
generally will be subject to market conditions and the ability of the Adviser to locate
Secondary Investments that are available for purchase at attractive prices. There can be
no assurance that suitable Secondary Investments and other investments will be
available or that the Private Funds primarily pursuing strategies in Secondary
Investments will be able to fully invest their committed capital. To the extent that any
portion of such committed capital is not invested, the potential for return for those
Private Funds will be diminished. Moreover, the historical performance of the Private
Funds or any third-party portfolio manager is not a guarantee or indication of its future
performance. No assurance can be given that investments can be acquired at favorable
prices or that, once purchased, investments will perform to the Adviser's expectations.

Hedging Transactions

The Adviser typically seeks to hedge certain generic market risks to which the Private
Funds’ portfolios are exposed, such as foreign exchange, interest rate and equity
market risk. However, the Adviser is not obligated to hedge any specific risk and may
elect not to hedge the Private Funds’ portfolios against certain risks or to alter the
extent to which they are so hedged from time to time. Although hedging transactions
are typically intended to reduce specific risks to which the Adviser believes the
Private Funds’ portfolios are exposed, such transactions may fail to reduce, or even
increase, the overall risk of the portfolios, causing them to experience poorer
performance than if the Private Funds had not engaged in such hedging transactions.
Moreover, the portfolios will always be exposed to certain risks that cannot be
hedged.

Risks Related to Financing, Custody and Counterparties

Use of Leverage

The Adviser may use leverage in managing the Private Funds’ portfolios. Such
leverage may take the form of borrowings from securities broker-dealers, banks or
others that is secured by a material portion of the Private Funds’ portfolios or may
arise from transactions in derivatives, futures, forwards, swaps and options or from
short sales. Such leverage increases both the possibilities for profit and the risk of
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loss. The use of leverage increases the possibility that a systematic underperformance
of assets versus their hedges in the markets in which the Adviser invests will result in
a material, perhaps even total, loss to investors. The Private Funds may use leverage
even in periods when, as in recent years, they have held long-side positions equal to
less than one times their current net asset value (“NAV”) for a variety of reasons (e.g.,
margin requirements on short positions, the desire to maintain liquidity outside of
their prime brokers and other security custodians).

Margin Financing and Derivatives Margin

Any borrowings by the Private Funds against securities held by their custodians,
including a prime broker acting as lender, will typically take the form of a margin
borrowing. Under such a margin arrangement, the Private Funds are required to post a
certain amount of cash or securities as determined from time to time by the lender
based on prevailing market prices and are then permitted to borrow the remaining
balance required to finance their securities. The Private Funds also post initial margin
and may post and receive variation margin in conjunction with derivative transactions
and transactions in futures and forwards. Margin requirements expose the Private
Funds to multiple risks including, but not limited to:

Change in Margin Terms

In the absence of specific agreements, securities margin arrangements are generally
subject to change or revocation by the lender upon very limited notice and for any or
no reason. The lender may demand an increase in the collateral, including requiring
collateral equal to the full amount of the borrowings, and, if the Private Funds are
unable to provide additional collateral, the lender could liquidate assets held by the
lender to satisfy the Private Funds’ obligations. Liquidation in that manner could have
extremely adverse consequences. Those adverse effects may be exacerbated in the
event that these changes or revocations are imposed suddenly or by multiple lenders.
In order to manage the risks of short-term margin, certain of the Private Funds have
entered into term margin lock agreements with each of their prime brokers who
provide substantial margin lending. These agreements provide fixed margin and
pricing terms with respect to leverage for a fixed period (generally less than one year)
and are subject to a variety of conditions, including maintenance by the Private Funds
of compliance with certain covenants.

Loss or Insufficiency of Margin on Derivatives

The Private Funds may engage in derivative transactions pursuant to ISDA master
agreements (“ISDAs”) with many major banks that act as derivatives dealers. Unlike
in the case of securities margin, margin arrangements on derivatives are generally
only subject to change in limited circumstances set forth in the relevant ISDA.

The Private Funds’ ISDAs require the Private Funds to post initial margin for the
benefit of the dealer bank at the time of entry into a derivatives transaction. The
amount of initial margin paid by the Private Funds to the dealer banks represents an
uncollateralized credit risk to the dealer bank because the Private Funds do not
receive additional variation margin to reflect declines in a dealer bank’s
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creditworthiness or to mitigate the risk of a dealer bank’s likely failure to return initial
margin.

Also, the ISDAs provide for two-way variation margin pursuant to which the Private
Funds or the dealer bank post margin to one another to reflect fluctuations in the
market value of the derivative. Generally, the dealer bank is responsible for
calculating the daily change in margin requirements to be paid by either party due to
changes in market prices. However, the dealer bank’s calculation, due to error or lack
of timely data, may not accurately reflect such market price changes. Although the
Private Funds have the right to dispute the dealer bank’s calculation, in volatile or
stressed markets there can be no guarantee that these dispute mechanisms would
work, effectively leaving the Private Funds materially under-collateralized.

The Private Funds may have additional counterparty credit risk because they receive
variation margin on derivative transactions based upon the mid-market price to
replace such transactions. Since the mid-market price is calculated on the day
preceding any dealer default, it is unlikely to reflect fully the cost to the Private Funds
of entering into a replacement transaction on the date of the default, particularly
because any default by a dealer bank can have a significant effect on the markets and
value of such transactions. As a result, any margin held by the Private Funds will
likely prove insufficient in the case of a major dealer default.

Net Asset Value Triggers

Term margin lock agreements, ISDAs and other credit arrangements that may be
entered into by the Private Funds generally contain Net Asset Value termination
events that allow the lender or counterparty, the right to amend immediately otherwise
fixed margin and pricing terms, to terminate the ISDA and prime brokerage
arrangements or declare a default under a credit arrangement. These termination
events are commonly referred to as “net asset value triggers.” Such net asset value
triggers typically measure declines in Net Asset Value on a monthly, quarterly, year-
to-date or annual basis and in certain cases may take into account changes in Net
Asset Value resulting from subscription and redemption activity as well as portfolio
performance. In addition, the Net Asset Value may be measured against an absolute
minimum or floor of assets. To the extent that a lender or counterparty elects
immediately to amend margin and pricing terms, terminate an ISDA or declare a
default under a credit agreement as a result of the Private Funds breaching a net asset
value trigger, such action could have extremely adverse consequences for the Private
Funds, and one of the reasons for the suspension of redemption and withdrawal
payments for the December 31, 2008 and March 31, 2009 redemption dates for
certain of the Private Funds was to ensure that those Private Funds’ counterparty net
asset value triggers were not violated. Breaching a net asset value trigger under an
ISDA will typically permit the counterparty to close out the Private Funds’ positions
under the relevant agreement on the counterparty’s side of the market and at prices
determined by the counterparty and setoff other amounts owed by the counterparty,
which may result in substantial losses to the Private Funds. Further, a termination of
an ISDA or a declaration of default under a credit arrangement by a counterparty also
may permit other counterparties to exercise similar rights against the Private Funds
under the cross-acceleration provisions of other ISDAs and financing agreements. A
termination of one or more ISDAs may trigger a loss of the Private Funds’ margin
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lock arrangements, limiting the amount of available leverage and increasing the cost
of such leverage going forward and potentially triggering a liquidation of the Private
Funds.

Commodities Futures and Options Margin

Because of the limited initial margin required for, and substantial volatility associated
with, the purchase or sale of most listed commodity futures contracts or commodity
options, the Private Funds may be required to deposit a substantial amount of
additional variation margin, on short notice, in order to maintain their positions. If
they fail to do so, their position may be liquidated at a loss, making the Private Funds
liable for any resulting deficit in their account. Under the U.S. Commodity Exchange
Act, as amended, futures commission merchants are required to maintain customers’
assets in a segregated account, but the Private Funds will nevertheless be subject to a
risk of loss if their futures commission merchants fail to do so and become bankrupt.
In recent years, there have been multiple bankruptcies of futures commission
merchants who have failed to segregate customer funds, resulting in substantial losses
to customers. The Private Funds were not customers of any of these future
commission merchants.

Margin in Periods of Stress

In periods of market stress, and particularly in periods of stress specific to the Private
Funds, lenders or counterparties may attempt to increase margin levels. In such cases,
the Private Funds may elect to comply with these requests even if not obligated to do
so under the relevant agreements with lenders to the extent the Adviser believes that
complying with these requests would be in the best interest of the Private Funds.
Certain of the Private Funds actually agreed to do so in 2009 in order to maintain
those Private Funds’ long-term availability of their financing arrangements.
Additionally, a simultaneous, broad-based increase in margin among hedge funds
generally would likely adversely impact the investments held by the Private Funds by
decreasing demand and increasing supply of those or similar investments.

Counterparty, Custody and Prime Brokerage Risks

Risks associated with counterparties and custodians (and/or their unaffiliated sub-
custodians), including “prime brokers” (a custodian that typically provides securities
on a margin basis as discussed above) include:

e loss of initial margin and insufficiency of margin as discussed above,

e the inability to replace terminated derivatives transactions or lost financing
arrangements or having to do them only at significantly increased costs,

e loss of assets held in custody or the delay in returning assets that, in each case,
may prevent the Private Funds from liquidating their positions or subject them to a

lack of clarity as to what positions they still hold, and

e loss of equity in positions held under margin arrangements with prime brokers and
repo counterparties.
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Prime brokerage arrangements typically involve allowing the prime broker to
rehypothecate (i.e., pledge or transfer title with respect to) some or all of the
customer’s assets. The prime broker uses this ability to raise secured financing to
cover a customer’s debit balance. As a result, following the failure of a prime broker,
its customers may not be able to recover their assets because they are no longer in the
possession of the prime broker. In some jurisdictions, customers whose assets were
rehypothecated may, in fact, rank as only one of such prime broker’s unsecured
creditors. Rehypothecation and the applicability of the insolvency rules of multiple
jurisdictions can result in lengthy periods in which it is unclear whether a Private
Fund retains ownership and risk of positions held at a failed prime broker or whether
the failure of the prime broker resulted in the closing out of those positions.

A further risk is that a Private Fund’s cash held with a prime broker may not be
segregated from such prime broker’s own cash and may be used by the prime broker
in the course of its business. In the event of an insolvency of a prime broker, the
Private Funds may rank as an unsecured creditor in relation to such cash. The failure
of a prime broker or other significant custodian, or even concerns about a default by
that institution, could lead to significant liquidity problems, losses or defaults by other
institutions, which in turn could adversely affect the Private Funds.

While the Private Funds attempt to diversify, their use of multiple prime brokers and
other custodians may result in higher fees being paid, a reliance on prime brokers or
custodians with weaker operational systems and an increase in the chance of
operational error (and the associated costs thereof) both by the Adviser and the prime
broker or custodian. Additionally, the use of multiple prime brokers and other
custodians also may make it harder for the Private Funds to negotiate forbearance in
periods of great stress, because of the difficulty of coordinating the actions of a large
number of counterparties.

Cash Deposit Risk

In order to limit their credit risk to prime brokers and other custodians and manage
their liquidity, certain of the Private Funds currently maintain cash deposits that equal
a material portion of their capital with major banks with which they have only limited
capital markets business. As these are large deposits, any failure of a deposit bank will
have a material adverse effect on those Private Funds. Certain of the Private Funds
also may use money market funds as part of their cash management, especially as part
of a tri-party arrangement. Those Private Funds therefore may be exposed to the risk
that money market funds fail to return fully the principal invested.

Non-U.S. Custodians, Brokers and Counterparties

Some of the Private Funds’ relationships are with custodians or counterparties that are
organized outside of the U.S. or use affiliates that are organized outside the U.S.
Those Private Funds’ assets therefore may be subject to bankruptcy protection that is
different from or worse for creditors than U.S. bankruptcy treatment, or it may be
unclear how applicable laws interact with U.S. law. Non-U.S. brokerage commissions
generally are higher than in the United States. Increased custodian costs as well as
administrative difficulties (such as the applicability of foreign laws to foreign
custodians in various circumstances, including bankruptcy, ability to recover lost
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assets, expropriation, nationalization and record access) may be associated with the
maintenance of assets in non-U.S. jurisdictions.

Repo Financing

The Private Funds may conduct certain of their securities transactions, principally in
fixed income securities, by entering into repo agreements pursuant to which the
Private Funds are required to repurchase at a fixed price securities they have sold or to
resell securities that they have bought. Repo is a form of secured financing where the
lender takes title to the assets and the borrower has an obligation to repurchase the
assets at the maturity of the financing. During the term of a repo transaction, the
parties to the transaction post collateral to one another to reflect changes in the value
of the underlying securities.

The experiences of the repo financing market in recent years indicate such financing
can prove unreliable because it is typically short-term and, particularly in periods of
market stress, there is no guarantee that the repo can be “rolled” at expiration (a new
repo transaction will be available on the same or similar terms). In periods of market
stress, counterparties may not allow “rolling” of existing positions or may agree to
roll but insist on changes in financing terms, including changes in financing spreads
or the amount of collateral required. This may compromise the Private Funds’ ability
to maintain or enter into certain positions thus forcing the liquidation of positions at
points the Adviser considers inopportune. The Private Funds’ repo counterparties are
typically major dealer banks, including, in particular the institutions that act as its
prime brokers. Because of the legal structure of repo transactions, the Private Funds
will likely rank as unsecured creditors in relation to any losses resulting from the
close-out of repo transactions in the context of a repo counterparty insolvency.

New Derivatives Clearing Regulations

Pursuant to recently enacted government regulations, certain of the Private Funds will
begin centrally clearing certain derivative instruments. This is currently limited to a
relatively small number of derivative instruments traded in the U.S. and other
countries, but the universe of instruments is expected expand over time.

In connection with these new regulations, certain of the Private Funds will be required
to open clearing accounts at Futures Clearing Merchants (“FCMs,” and each, an
“FCM?”), which are expected to be subsidiaries of some of the Private Funds’ primary
counterparties. Therefore, any potential counterparty exposure will be to such
subsidiary entities rather than to a counterparty’s main banking entity. In addition, the
Private Funds will be exposed to a failure of the clearing houses (“CCP”). To mitigate
credit exposure, the FCM is required to segregate customer assets, including margin
posted by the Private Funds. The minimum amount of margin required to be posted
with the FCM will depend on the amount of margin that the FCM is required to post
with the clearing house and therefore may be significantly higher than current levels.
A CCP does not fix margin terms for extended periods of time and may change its
methodology at any time, for both new and existing positions. Therefore, the Private
Funds’ margin requirements could increase materially, especially in times of stressed
markets. As a result of the new regulations, the Private Funds will have to allocate
certain of their derivative business among a limited number of FCMs rather than
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diversify across a broader number of trading counterparties; this may increase
counterparty exposure and may increase the Private Funds’ overall costs of trading.

There may be similar effects on other market participants, including the Private
Funds’ trading counterparties, which may result in higher trading costs or less
liquidity in the market. The changes required by the new regulations also may create
new operational risks. As many of the counterparty arrangements are subject to
governmental regulation, there may be little that the Adviser can do to limit these new
operational risks. Additionally, given that this government mandate has only recently
come into effect in an otherwise developed market, it is not clear what the practical
ramifications will be on the Private Funds in the event of a failure of a FCM or CCP.

Risks Related to International Investments

Exchange Rate Fluctuations

The Private Funds may invest a portion of their portfolios in instruments denominated
in currencies other than the U.S. dollar, whereas the NAV of each of the Private
Funds is calculated in U.S. dollars, and contributions to, and redemptions from, the
Private Fund also are made in U.S. dollars. Accordingly, changes in currency
exchange rates (to the extent unhedged) will affect the value of the Private Funds’
portfolios.

Emerging Market Investments

The Private Funds may invest in securities and currencies traded in various markets
throughout the world, including emerging or developing markets. Financial markets in
emerging markets may have substantially lower trading volumes and therefore are
likely to be less liquid and more volatile. Additionally, emerging market economies
are often heavily dependent upon international trade and a limited number of

industries which expose them to certain risks typically not associated with investing in
currencies or securities of developed markets. Such risks include, among other things:

e less predictable or ineffectual governmental regulation
e exchange control regulations and protectionist measures
e limitations on the removal of funds or other assets of the Private Funds

e nationalization or expropriation of private businesses or assets and/or confiscatory
taxation

e sudden large changes or reversals in trade or portfolio flows

e economic instability

political instability

These factors may affect the level and volatility of securities prices and the liquidity
of the Private Funds’ investments.
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Non-U.S. Legal Risk

Many of the laws that govern private and non-U.S. investment transactions in
securities, commodities, derivatives and securities indices, and other contractual
relationships in non-U.S. countries, particularly in developing countries, are new and
largely untested. As a result, the Private Funds may be subject to a number of unusual
risks, including:

¢ inadequate investor protection

e contradictory legislation

e incomplete, unclear and changing laws

e ignorance or breaches of regulations on the part of other market participants

e lack of established or effective avenues for legal redress

e lack of standard practices and confidentiality customs characteristic of developed
markets

e lack of enforcement of existing laws, regulations and private contracts

The Private Funds likewise may be subject to unpredictable foreign regulatory
responses to their investments in non-U.S. markets.
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ITEM 9
DISCIPLINARY INFORMATION

A. Criminal or Civil Actions.

Not Applicable.

B. Administrative Proceedings Before Regulatory Authorities.

Capital Markets Board of Turkey

Trading: The Capital Markets Board of Turkey, without notice or hearing,
suspended the Adviser and QVT Fund from trading on Turkish exchanges effective
September 19, 2009. The trading suspensions related to alleged improper trading in
shares of three Turkish companies on various dates between October 2006 and
February 2008. After receiving notice of the suspensions, the Adviser responded to all
issues raised by the Capital Markets Board. The suspensions were lifted on November
13,2009.

Position Computation: On November 13, 2009, the Capital Markets Board of
Turkey assessed an administrative fine against QVT Fund, in the amount of TRY
63,443 (approximately US$43,000) based on the alleged failure of QVT Fund to
include in an ownership report “reference securities” which it did not own but which
formed the economic basis for swap agreements entered into by QVT Fund. QVT
Fund paid the administrative fine during a time period which allowed for a discounted
payment in the amount of US$31,471 and sought to have the proceeding annulled.
The court in Turkey denied the requested relief in May 2011. A subsequent appeal of
the denial was dismissed on June 8, 2011.

Finansinspektionen (Sweden)

Late Filing: On September 1, 2008, Finansinspektionen (the Swedish Financial
Supervisory Authority) sent a letter to the Adviser, indicating that a regulatory
notification had been received one day late. The Adviser's notification was delayed by
one day as it sought the advice of Swedish counsel with respect to such notification.
On February 3, 2009, Finansinspektionen fined the Adviser SEK 50,000
(approximately US$6,000) for the late notification.

Hellenic Capital Market Commission (Greece)

Late Filings: QVT Fund received three notices from the Hellenic Capital Market
Commission related to late filings submitted in 2004 and 2006. The total amount of
fines imposed was €11,000 (approximately US$14,500). The dates of the notifications
and amounts of the fines are as follows:

e March 21, 2006 notice regarding a late filing in 2004; fine of €5,000
(approximately US$6,500) announced May 12, 2010;
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e May 14, 2008 notice regarding a late filing in 2006; fine of €3,000
(approximately US$4,000) announced May 12, 2010;

e September 29, 2011 notice regarding a late filing in 2006; fine of €3,000
(approximately US$4,000) announced same date.

The fines have been announced, but QVT Fund has not received any official payment
notifications. QVT Fund (along with QVT Fund IV and QVT Fund V, as successor
funds) will pay all three fines upon receipt of such payment notifications.

. Self-Regulatory Organization (SRO) Proceedings

Not Applicable.
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ITEM 10
OTHER FINANCIAL INDUSTRY ACTIVITIES AND AFFILIATIONS

A. Broker-Dealer Registration Status.

The Adviser and its management persons are not registered as broker-dealers and do
not have any application pending to register with the SEC as a broker-dealer or
registered representative of a broker-dealer.

B. Futures Commission Merchant, Commodity Pool Operator, or Commodity
Trading Adviser Registration Status.

The Adviser is registered as a commodity pool operator with the CFTC and relies on
relief provided under CFTC Rule 4.7 with respect to the Private Funds. The Adviser’s
management persons are registered with the CFTC as principals and associated
persons of the commodity pool operator. The Adviser and its management persons are
not registered as, and do not have any application to register as, a futures commission
merchant, commodity trading adviser, or an associated person of a futures
commission merchant or commodity trading adviser.

C. Material Relationships or Arrangements with Industry Participants.
Other Affiliated General Partners and Advisers

QVT Associates GP LLC, a Delaware limited liability company, is an affiliate and
serves as the general partner to QVT Liquidating Intermediate Fund, QVT Fund, QVT
Associates Feeder Fund, QVT Fund V, QVT Offshore Intermediate Fund, QVT
Onshore Feeder Fund, QVT Fund IV, Quintessence Oversecas Feeder Fund,
Quintessence Overseas Intermediate Fund, Quintessence Master Fund, Quintessence
Associates Feeder Fund, SLV Offshore Fund, SLV Onshore Fund, SLV Delaware
Fund, Special Investment Offshore Fund, Special Investment Onshore Fund and
Special Investment Delaware Fund.

QVT Mount Auburn Associates LLC, a Delaware limited liability company (“QVT
Mount Auburn Associates”), is an affiliate and serves as the general partner to QVT
Mount Auburn Real Estate Fund LP, a Delaware limited partnership (“QVT Mount
Auburn Domestic Fund”) and QVT Mount Auburn Real Estate Century L.P., a
Cayman Islands exempted limited partnership (“QVT Mount Auburn Overseas
Fund”). QVT Mount Auburn Capital LP (“QVT Mount Auburn Capital”), is an
affiliate and serves as investment manager to the QVT Mount Auburn Domestic Fund
and the QVT Mount Auburn Overseas Fund. QVT Mount Auburn Associates and
QVT Mount Auburn Capital represent a joint venture between the Adviser and Mount
Auburn Capital Partners LLC, which is an affiliate of Mount Auburn Partners, LLC.

Ashokan Associates GP LLC, a Delaware limited liability company (“Ashokan
Associates”), is an affiliate and serves as the general partner to Ashokan Master Fund,
Ashokan Intermediate, Ashokan Associates Feeder Fund and Ashokan Overseas
Feeder Fund.

Other Affiliated Foreign Advisers
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In addition to the above affiliated general partner, investment management and
management companies, the Adviser retains and provides compensation to the
following affiliated advisers (collectively, the “Relying Advisers”): (i) QVT Financial
LLP, a London-based affiliate which is registered with the U.K. Financial Services
Authority and with the Securities and Exchange Board of India; (ii)) QVT Asia Pacific
Limited, a Taipei-based affiliate; (iii) QVT Advisors Private Limited, a New Delhi-
based affiliate (“QVT India”); and (iv) QVT Financial Singapore Pte. Ltd., a
Singapore-based affiliate.

Transaction Based-Compensation

The Adviser or its Affiliates may receive directors' fees, break-up fees and other fees
in connection with a Private Fund's investments.

QVT India may from time to time provide to third parties administrative and research
services as well as assistance in connection with corporate restructurings. The
opportunity to provide such services to third parties may arise based on the fact that
QVT India is providing substantially the same services to the Adviser's Clients with
respect to an investment owned by such Clients. QVT India will retain any
compensation it receives from third parties for those services.

. Material Conflicts of Interest Relating to Other Investment Advisers.

Certain Clients may invest in pooled investment vehicles or managed accounts that are
managed or advised in a joint venture arrangement between the Adviser and/or its
Affiliates and a third-party (collectively, the “Affiliated Funds”). The Adviser will
waive the management fees and incentive compensation payable by such Clients, in
amounts equal to any management fee, incentive fee and/or incentive allocation
assessed by any such Affiliated Funds or, to the extent necessary, will take such other
actions as may be needed so that the Clients do not bear management fees, incentive
fees and/or incentive allocations with respect to Affiliated Funds in excess of such fees
and allocations set forth in such Clients' offering memoranda. The current Affiliated
Funds in which certain Clients have invested are QVT Mount Auburn Domestic Fund
and QVT Mount Auburn Overseas Fund, which pursue capital appreciation and current
income through the investment in and management of a diversified portfolio of
distressed and wundervalued real estate and real estate-related investments.
Notwithstanding the foregoing, the management fee and the incentive compensation of
a Client will not be waived, and such other actions described above will not be taken, in
connection with an investment in an Affiliated Fund, to the extent that the management
fee, incentive fee and/or incentive allocation assessed by such Affiliated Fund is being
paid or allocated to a third-party that is unaffiliated with the Adviser. Although the
Adviser and its Affiliates will not receive duplicate compensation with respect to a
Client’s investments in an Affiliated Fund, such investment, if any, could be
considered a conflict of interest because the investment by the Client might assist in
raising capital from other third-party investors which will pay management fees and
incentive fees to the Affiliated Fund’s manager, which may include the Adviser or its
Affiliates.
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Multiple Fee Layers

In executing its investment strategies, the Adviser, on behalf of certain of the Private
Funds, has entered into a strategic investment agreement (the “Strategic Investment”)
with a specialized market intermediary, acting as the third-party manager of an
investment vehicle formed for the exclusive benefit of such Private Funds, which
arrangement should complement the Private Funds' expertise and enhance the Private
Funds’ ability to access specific investment opportunities. This Strategic Investment
may, however, limit the Adviser’s ability to exercise day-to-day management control
of investments made through this relationship although the Adviser has the right to
exercise substantial control over acquisition and disposition of investments under the
terms of the Strategic Investment. The Adviser’s management fees, incentive fees
and/or incentive allocations will not be waived or reduced in connection with this
arrangement, and will result in three or more levels of fees and expenses (i.e.,
potentially (i) at the level of the underlying investments, (ii) at the level of the third-
party manager of the Strategic Investment, and (iii) at the level of the Private Fund)
being charged to Clients in connection with those investments made through the
Strategic Investment. Under the terms of the Strategic Investment, the relevant Private
Funds are responsible for funding investments approved in writing by Adviser and
certain management fees, incentive fees and indemnification obligations.

The Private Funds may make direct purchases of shares or interests in other Private
Funds on the secondary market. In addition, the Private Funds may purchase
investments that contain or that have invested in one or more Private Funds. The
Adviser will not waive any management fees, incentive fees and/or allocations,
respectively assessed by such Private Funds.
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ITEM 11
CODE OF ETHICS, PARTICIPATION OR INTEREST IN CLIENT TRANSACTIONS
AND PERSONAL TRADING

A. Code of Ethics.
This Item 11(A) provides a general overview of the Adviser’s Code of Ethics.

The Advisers are committed to the highest standards of ethical conduct. The Code of
Ethics specifies and prohibits certain types of transactions deemed to create actual
conflicts of interest, the potential for conflicts, or the appearance of conflicts, and
establishes general guidelines for the conduct of the Adviser’s and the Relying
Advisers’ “access persons” (as defined in Rule 204A-1 of the Investment Advisers
Act of 1940 (“Advisers Act”)) (collectively, “Advisory Personnel”) as well as
clearance and/or reporting requirements and enforcement procedures.

The Adviser will provide a copy of the Code of Ethics to any Client or prospective
client upon request.

Advisory Personnel are required to certify their compliance with the Adviser’s
Compliance Manual (the “Compliance Manual”), including the Code of Ethics, on an
annual basis.

The Adviser has implemented a Personal Trading Policy in the Adviser's Code of
Ethics, which is incorporated by reference to the Compliance Manual, that prohibits
Advisory Personnel from engaging in personal securities transactions without
obtaining prior approval, subject to certain limited exceptions. The Adviser has
created a Personal Trading Committee charged with the implementation of the
Personal Trading Policy. Exceptions to the pre-approval and reporting requirements
on personal trading generally include: (i) direct obligations of the U.S. government
(e.g., U.S. treasury securities); (ii) bank certificates of deposit and high-quality short-
term debt obligations; (iii) shares issued by money-market funds; (iv) shares of open-
end mutual funds registered in the U.S. that are not advised or sub-advised by the
Adviser or its Affiliates; and (v) shares issued by unit investment trusts that are
invested exclusively in one or more open-end mutual funds registered in the U.S.,
none of which are funds advised or sub-advised by Adviser or its Affiliates. Also,
certain personal securities transactions in connection with which Advisory Personnel
actively exercise no investment decision-making authority or that take place in
accounts over which Advisory Personnel have no direct or indirect influence, control
or discretion, are not subject to the pre-approval or reporting requirements set forth in
the Personal Trading Policy. In addition, Advisory Personnel are permitted to trade
the following types of investments without obtaining pre-approval; provided,
however, that any such transaction must be reported to the Adviser in accordance with
the Adviser's procedures: (i) broad-based ETFs, as determined by a distinct list
compiled by the Personal Trading Committee; (ii) short sales of broad-based ETFs (as
defined by the aforementioned list) or broad-based market indexes such as the S&P
500; (iii) options on broad-based ETFs (as defined by the aforementioned list) and
index options; (iv) physical commodities; (v) foreign currencies; and (vi) shares of
open-end mutual funds not registered in the U.S. that are not advised or sub-advised
by the Adviser or its Affiliates. Consistent with the foregoing policies, it is possible
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that Advisory Personnel will buy or sell securities or other instruments of the type or
kind of securities or other instruments also recommended to the Clients in addition to
buying or selling securities and instruments not recommended to the Clients.

The Managing Members and certain partners of the Adviser formed Fourth Avenue
Capital Partners LP, a Delaware limited partnership (“Fourth Avenue”), in February
2008. Fourth Avenue makes investments on behalf of the Managing Members and
certain other participating Advisory Personnel. Fourth Avenue primarily invests in
hedge funds, funds of hedge funds, private equity funds and private equity or illiquid
investments managed by third parties but may also invest in other illiquid or long-
term investment opportunities in both private and public companies. All investments
by Fourth Avenue are subject to pre-approval by the Personal Trading Committee.
The Personal Trading Committee is responsible for determining and addressing any
conflicts that may arise out of Fourth Avenue's investment activities or the investment
activities of any Advisory Personnel. It should be noted that each member of the
Personal Trading Committee participates and may in the future participate (either
directly or indirectly), in Fourth Avenue investments.

Investments made by Fourth Avenue may overlap with investments recommended by
the Adviser to the Clients. To the extent the Adviser determines that any opportunity
is an appropriate investment opportunity for one or more Clients and Fourth Avenue,
based on their respective portfolio compositions, risk tolerances and liquidity needs,
the Adviser’s compliance department (on behalf of the Adviser) will document the
suitability analysis and the opportunity to invest will first be allocated to such Clients
in accordance with the Adviser's allocation procedures. Fourth Avenue will make its
contemplated investment only after the Clients' contemplated subscriptions for the
investment, if any, are filled. To the extent the Adviser determines that any
investment is not an appropriate investment opportunity for the Clients, but is an
appropriate investment opportunity for Fourth Avenue, the Adviser’s compliance
department (on behalf of the Adviser) will document the analysis regarding the
suitability of such investment.

Prior to Fourth Avenue making a sale or disposition of, or a withdrawal or redemption
request from, an investment also held by one or more Clients, the Managing Members
(on behalf of the Adviser) will consider whether it also would be appropriate for other
invested Clients to sell, dispose, withdraw or redeem from the investment, based on
the Clients’ respective needs and requirements. The Adviser’s compliance department
(on behalf of the Adviser) will document the analysis of any such sale, disposition or
withdrawal or redemption requests. If appropriate, then the invested Clients will make
such sale or disposition or withdrawal or redemption requests pro rata with Fourth
Avenue, based on their respective investment amounts in the investment. To the
extent the capacity for withdrawals or redemptions is limited with respect to a
particular investment such that aggregating Fourth Avenue's and the invested Clients'
requests for withdrawal or redemption could result in the invested Clients' inability to
fully liquidate their positions, the Adviser will first request withdrawals or
redemptions for the invested Clients, on a pro rata basis, and only after the invested
Clients' orders are filled will Fourth Avenue request withdrawal or redemption.

A Client's existing investments and relationships may generate new investment
opportunities for such Client, other Clients, Advisory Personnel, affiliates of the
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Adviser and Fourth Avenue. If the Adviser determines, in its sole discretion, that such
an investment would not be an appropriate investment opportunity for a Client, then
other Clients, Advisory Personnel, affiliates of the Adviser and/or Fourth Avenue may
nonetheless participate in such investment. The Personal Trading Committee is
responsible for determining and addressing any conflicts that may arise out of Fourth
Avenue's or Advisory Personnel’s investment activities.

In recognition of the trust and confidence placed in the Adviser by Fund Investors and
to give effect to the Adviser's belief that its operations should be directed to the
benefit of the Clients, the Adviser adopted the following general principles to guide
the actions of its Advisory Personnel:

(1) Client interests come first. Advisory Personnel must scrupulously avoid
serving their own personal interests ahead of the interests of the Clients
and their investors.

(i1))  Avoid taking advantage. Advisory Personnel may not make personal
investment decisions based on their knowledge of the Clients' holdings or
transactions.

(iii)  Safeguard confidential information. Information relating to the Clients' or
their investors' securities and financial circumstances must be kept
confidential and safeguarded in accordance with the Adviser's Privacy
Policy and Implementing Procedures and may not be used in any way
except for the purposes intended by the Adviser.

(iv)  Exercise independent decision-making. Independence in the investment
decision-making process must be maintained at all times.

v) Properly handle conflicts of interests. Advisory Personnel must handle
potential conflicts of interest in a manner consistent with the Adviser's
fiduciary duty and must not abuse their positions of trust and
responsibility. Among other things, the Adviser seeks to handle potential
conflicts of interests through the personal trading pre-approval and
reporting requirements established in the Code of Ethics. If Advisory
Personnel are uncertain whether a real or apparent conflict exists in any
particular situation, they are to consult immediately with the Adviser's
compliance and legal departments.

The Code of Ethics requires that Advisory Personnel disclose any situation, including
situations pertaining to Advisory Personnel’s family members, which reasonably
could be expected to give rise to a conflict of interest. The Code of Ethics also
contains general prohibitions against fraud, deceit and manipulation, as well as
additional restrictions and requirements regarding gifts, entertainment and outside
activities. Subject to certain limited exceptions, the Code of Ethics requires that any
gift provided to or accepted from any employee of a broker-dealer, investor,
prospective investor, an individual appointed by the Adviser to serve as an
independent director, data provider, accounting firm, law firm or any other person or
entity that does or seeks to do business with or on behalf of the Adviser must be
reported to the Adviser’s compliance department.
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Certain Advisory Personnel serve as directors of portfolio companies in which a
Client invests. In such capacity, such Advisory Personnel may have competing
fiduciary duties with respect to acting in the best interest of a Client and in the best
interest of portfolio companies.

The Adviser has charged its compliance department with the implementation of the
policies in the Compliance Manual. The policies and procedures contained in the
Compliance Manual are designed to (i) highlight the Adviser's responsibilities under
the Advisers Act and the role of Advisory Personnel in executing those
responsibilities; and (ii) detect and prevent violations of certain other applicable laws,
including the laws designed to prevent the misuse of material, non-public information.
In furtherance thereof, the Compliance Manual prohibits Advisory Personnel from
misusing material non-public information and/or non-public proprietary information,
and sets forth the “Insider Trading Prevention Policies and Procedures” to restrict the
flow of material non-public information. Such procedures include a requirement that
Advisory Personnel notify the Adviser’s compliance department if they have any
reason to believe that a violation has occurred or is about to occur.

. Securities in Which You or a Related Person Has a Material Financial Interest.

On occasion, the Adviser may, on behalf of the Clients, engage in cross trades. If the
Adviser determines that it is advisable to engage in such a cross trade, the Adviser
will (i) provide and document the rationale for the cross trade, and will ensure that the
trade is in the respective best interest of the Clients involved; (ii) ensure that the
transaction is consistent with the duty to obtain best execution; and (iii) rely on the
Advisers' valuation procedures to determine the appropriate price at which to effect
the transaction. The Adviser will receive no transaction-based compensation in
connection with cross trades (other than incentive allocations/fees and management
fees received in the ordinary course of business). To the extent a cross trade may be
viewed as a principal transaction due to the ownership interest in a Client by the
Adviser or its Advisory Personnel, the Adviser will either not effect such transactions
or comply with the requirements of Section 206(3) of the Advisers Act, including that
the Adviser will notify the Clients (or an independent representative of the Clients) in
writing of the transaction and obtain the consent of the Clients (or an independent
representative of the Clients). In particular, pursuant to the Restructuring Vote,
investors have consented to, and the Adviser has formed, an independent committee
to evaluate and pre-approve any transactions between (i) QVT Fund IV, QVT Fund
V, QVT Onshore Feeder Fund and/or QVT Offshore Feeder Fund; and (ii) any other
Client.

From time to time, a Client may enter into a participation agreement, forward contract
or other derivative granting an economic interest with respect to an investment in
exchange for value to one or more other Clients in accordance with a pre-arranged
allocation schedule. There are a number of reasons why the Adviser might pre-
arrange an allocation where an investment opportunity is participated between or
among the Clients at the time of an investment rather than allocate such investment
directly to each participating Client. The Adviser does not consider such a pre-
arranged participation arrangement between or among the Clients to constitute a cross
trade for purposes of the Advisers Act.

See also response to Item 10(D).

44



C. Investing in Securities That You or a Related Person Recommends to Clients.
See response to Item 11(A).
D. Conflicts of Interest Created by Contemporaneous Trading.

The Adviser seeks to allocate investment opportunities in a manner that is fair and
equitable to all advisory client accounts. When it is determined that it would be
appropriate for more than one multi-strategy Client to participate in a new investment
(whether long or short), the Adviser generally will allocate such investment among
such Clients pro rata in proportion to respective net asset value as of the beginning of
the month. For additions to existing positions, allocations among multi-strategy
Clients also are generally made pro rata in proportion to respective net asset value as
of the beginning of the month. QVT Fund generally will not be allocated any new
positions, nor will it be allocated any increases to its existing positions, in each case,
unless such allocations are in connection with follow-on investments (i.e.,
investments that are expected to preserve, protect or enhance an existing position in
QVT Fund). Each such allocation to QVT Fund shall be reviewed by the Adviser’s
compliance department and raised to the Managing Members, as appropriate.

Upon placing an order to unwind a position, a portfolio manager must make a
determination as to whether such transaction is (i) a normal-course unwind pursuant
to his or her investment thesis; or (ii) a liquidation for QVT Fund. Any Managing
Member may overrule such determination (and any two Managing Members may
overrule the determination of another Managing Member acting as portfolio
manager). For unwinds or closings of positions pursuant to normal-course orders,
allocations among the participating investment accounts are generally made pro rata
based on the proportion of the positions held by each Client at the time of the unwind
or closing. For unwinds or closings of positions pursuant to a liquidation order, the
entire sale generally will be allocated to QVT Fund. However, if such position is also
held by any of the Special Liquidity Vehicles, then the portfolio manager will make a
determination as to whether the liquidation sale will be allocated solely to QVT Fund
or also to any Special Liquidity Vehicles holding the same position; provided that in
no event will the Special Liquidity Vehicles be allocated more than their pro rata
share of any such sale.

To the extent an asset cannot be sold for the benefit of the QVT Fund without also
selling that asset on behalf of certain other Clients, (e.g., the pro rata share of a
Client's interest in an asset creates an odd lot or the asset is not otherwise divisible or
transferable or the portfolio manager otherwise determines the timing of the possible
sale to be detrimental to the other Clients), that asset will be sold at a time that it is
optimal to sell for the applicable Clients (other than QVT Fund) or at such time as it is
possible to sell a pro rata portion for QVT Fund only, through a participation or other
derivative arrangement.

The Ashokan Funds invest primarily in Secondary Investments. Accordingly, only a
certain subset of the Adviser's investment theses will be appropriate for the Ashokan
Funds. On a monthly basis, the Managing Members estimate future appetite and/or
capability for commitment in Secondary Investments for the multi-strategy Clients
and the Ashokan Funds (based upon factors including, but not limited to, assets under
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management, available cash and liquidity profile), and calculate a ratio based upon
such estimates (the “Secondary Fund Interest Limit Ratio”). For purchases of
Secondary Investments, the Adviser generally will allocate pro rata among the
Clients, based upon the Secondary Fund Interest Limit Ratio as determined at the
beginning of the month. Subject to certain pre-approvals, adjustments also may be
made based on the existing exposure of the multi-strategy Clients to a particular
Secondary Investment in order to diversify the portfolio of the multi-strategy Clients
(e.g., a the multi-strategy Client currently holds a significant position in a particular
Secondary Investment). If, at any time, the Ashokan Funds may be deemed to be
“principal accounts” (as defined under the Advisers Act), then so long as the Ashokan
Funds continue to be deemed to be principal accounts, the Ashokan Funds will be
allocated investment interests in the same manner as Fourth Avenue.

In certain cases, allocations differing from the above descriptions, non-pro rata
allocations (or no allocation at all), among the Clients may be made for a variety of
reasons, including without limitation, the following: (i) in the case of a hedging
transaction, to reflect the pro rata allocation at which the hedged position was
initiated; (ii) the risk tolerance of a Client is greater than that of another Client (i.e., a
Client seeks more concentrated, longer-term, less liquid and/or more volatile
positions); (iii) an investment is more appropriate for an existing or new investment
account that focuses on a specific investment strategy/product type/sector niche; (iv)
specific investment restrictions applying to investments by certain Clients and not
others; (v) available cash and liquidity requirements may differ among the Clients
(e.g., disparity in degree of actual or targeted leverage of an account relative to other
accounts); (vi) pro rata allocations would result in odd-lots or a de minimis allocation
to one or more Clients; (vii) legal, regulatory or other considerations making it
disadvantageous or impracticable to allocate an investment to a particular Client or
imposing legal and/or regulatory burdens; (viii) a Client provides specific directions
with respect to the management of its portfolio including, for example, an accelerated
liquidation of its investment positions or the avoidance of securities of a particular
country or industry classification; (ix) in the case of a follow-on investment, to
allocate in accordance with the original allocation of the investment; or (x) to generate
or avoid tax consequences, tax payments or undesirable tax compliance requirements,
both U.S. and non-U.S., that may be unnecessarily burdensome for, or especially
advantageous on an after-tax basis to, one or more Clients or Fund Investors and, as
such, the Adviser may deem that the after-tax rewards or penalties are appropriate
only for certain investment accounts. Additionally, certain investments may have
different tax considerations for one or more Clients based on the timing or method of
their purchase or sale, in which case, the Adviser may effect transactions with respect
to such investments at different times or using different methods for different Clients.
The Adviser will allocate based on its judgment of the potential tax considerations at
such time and will not amend such investment allocations, even if, in hindsight, or if
further information was available, it later appears a trade should have been allocated
on a different basis. If appropriate and possible, the Adviser may make further non-
pro rata allocations across similar investments traded contemporaneously with the tax
burdensome investments if, when taken in aggregate, in the opinion of the Adviser,
such non-pro rata allocations are equitably distributed among the Clients.

Non-pro rata allocations must be approved by a Managing Member and the Adviser's
compliance department. Situations may occur where Clients could be disadvantaged
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because of the investment activities conducted by the Adviser and resulting
allocations for other Clients. A Client's positions may not be pro rata to those of other
Clients.

See also response to Item 11(A).
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ITEM 12
BROKERAGE PRACTICES

A. Factors Considered in Selecting or Recommending Broker-Dealers for Client
Transactions.

The Adviser (or its Affiliates) has complete discretion in deciding which brokers and
dealers the Clients will use and in negotiating the rates of compensation the Clients
will pay for the Clients' securities transactions. The Adviser or its Affiliates will effect
transactions with broker-dealers (“Brokers”) that (with respect to U.S. securities) are
registered with the SEC and are members of the Financial Industry Regulatory
Authority. In selecting Brokers to effect portfolio transactions for a Client, the
Adviser or its Affiliates take into account the relative importance of the execution
factors listed below, as applicable, in addition to any other relevant factors, against the
characteristics of the particular order and the available execution venues or
intermediaries to which that order can be directed: the price, the ability and expertise
to source the specific securities or sectors in which the Adviser seeks to trade; the
liquidity of the market for the security; the willingness to provide margin debt or
leverage; the service and the timeliness and cost of execution; the ability to maintain
confidentiality/anonymity; the financial strength, integrity, reputation and stability;
the quality, comprehensiveness, timeliness, and frequency of available research and
market information provided; the ability to execute transactions (and commit capital)
of size in liquid and illiquid markets without disrupting the market for the security;
the adequacy of trading and operational infrastructure, technology and capital; the
ability and willingness of the counterparty to correct its own errors; the ability to
accommodate any special execution or order handling requirements that may surround
a particular transaction; responsiveness; and the nature of the security and available
market makers.

The Adviser has created a Trade Oversight Committee charged with the responsibility
of evaluating the overall value of the Clients' Brokers and counterparties and making
recommendations for the allocation of future business.

1. Research and Other Soft Dollar Benefits.

It is not the Adviser's practice to negotiate “execution only” commission rates; thus
the Adviser may be deemed to be paying for research, brokerage or other services
provided by a Broker that are included in the commission rate by using “soft” dollars.
The Adviser may consider the value of any proprietary research provided by a
particular Broker when selecting Brokers to execute a Client's transactions. The
Adviser's current practice is to use commission or “soft” dollars to pay for research
reports on particular industries and companies, economic surveys and analyses,
market reports, recommendations as to specific securities and market data from the
executing Broker only. The level of commissions versus the total value of services is
reviewed by the Trade Oversight Committee, which has oversight as part of the
Adviser's Best Execution Policy and Procedures. The Adviser does not enter into
commission-sharing arrangements where excess commission paid to one dealer is
used to buy research for another vendor. The Adviser does not use “soft” dollars to
pay for trading-related hardware and software (e.g., Bloomberg terminals).
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Generally, the use of commission or “soft” dollars to pay for research products or
services falls within the safe harbor created by Section 28(e) of the U.S. Securities
Exchange Act of 1934, as amended. It should be noted, however, that the Adviser
may receive “soft” dollars to pay for research products or services in connection with
its futures transactions, which “soft” dollar arrangements may not be within Section
28(e)'s safe harbor. The Adviser or its Affiliates have not entered into written soft
dollar arrangements.

The provision by a Broker of research and other services and property to the Adviser
creates an incentive for the Adviser or its Affiliates to select such Broker since the
Adviser and its Affiliates would not have to pay for such research and other services
and property as opposed to solely seeking the most favorable execution for a Client.
Any research, services or property provided by a Broker may benefit any Client of the
Adviser and such benefits may not be proportionate to commission dollars spent by
such Client to obtain such research, services or property.

2. Brokerage for Client Referrals.

As discussed above, subject to best execution, the Advisers may consider, among
other things, capital introduction, marketing assistance and other services or items in
selecting broker-dealers for Client transactions.

3. Directed Brokerage.

The Adviser does not recommend, request or require that a Client direct the Adviser
to execute transactions through a specified broker-dealer.

. Aggregated Orders for Various Client Accounts.

The Adviser generally executes transactions on an aggregated basis, because the
Adviser believes that doing so allows it to obtain best execution, to negotiate more
favorable commission rates or other transaction costs than it might have otherwise
paid had such orders been placed independently, and to provide the most fair
allocation to the Clients. The Adviser will aggregate orders unless aggregation is
inconsistent with the investment guidelines and restrictions of each Client for which
trades are being aggregated. Each Client that participates in an aggregated order will
participate at the average price for all of the Adviser's transactions in that security on
a given business day, with transaction costs shared pro rata based on each Client's
participation in the transaction. Similarly, if an order on behalf of more than one
Client cannot be fully executed under prevailing market conditions, the investment
will be allocated among the Clients on a basis that the Adviser considers equitable.
The Adviser will not reallocate or rebalance existing trades to reflect changes in the
current proportion of net asset value as of the beginning of the month of a Client,
unless such reallocation or rebalancing is approved by a Managing Member or the
Chief Financial Officer of the Adviser.

Despite the Adviser’s best efforts to avoid them, trade errors may occur as a result of
mistakes made on the part of an executing broker or the Adviser or its Affiliates,
including, but not limited to, its portfolio managers and traders. The Adviser’s Trade
Error Policy and Procedures seek to ensure that all trade errors are corrected in an
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expeditious manner and that the losses, if any, are borne appropriately. On a quarterly
basis, the Adviser’s Trade Oversight Committee scrutinizes trade errors during the
prior period with a view toward identifying any patterns, providing guidance and
supervision and, when appropriate, implementing further procedures to prevent or
discourage errors. Trade errors are corrected by the Adviser as soon after discovery as
is reasonably practicable, and in such a manner as to mitigate any profit and loss as a
result of trade errors. The Adviser strives to correct all trade errors prior to settlement.

Any profit that results from a trade error is left in the account of the applicable Client.
Similarly, the Clients (and not the Adviser) will be responsible for any losses resulting
from trade errors and similar human errors, absent the fraud, willful misconduct or
gross negligence of the Adviser.

To the extent a trade error is caused by a counterparty, such as a broker, the Adviser
generally will attempt to recover any loss associated with such error from such
counterparty, if the Adviser, in its sole discretion, determines that it would be in the
best interest of a Client to attempt such recovery, taking into consideration various
factors, including, but not limited to, such Client's and/or the Adviser’s ongoing
relationship with such counterparty, the likelihood of obtaining such recovery, the
capital position of such counterparty, and, where such counterparty executed the
relevant trade on an agent or riskless principal basis, the extent to which it can recover
from its counterparty on the other side of the trade.

Trade errors might include, for example, (i) the placement of orders (either purchases
or sales) in excess of the amount of securities the Adviser intended to trade on behalf
of the Clients; (ii) the sale of a security when it was intended to have been purchased;
(iii) the purchase of a security when it was intended to have been sold; (iv) the
purchase or sale of the wrong security; (v) typographical or drafting errors related to
derivatives contracts or similar agreements; (vi) the purchase or sale of a security
contrary to regulatory restrictions or investment guidelines or restrictions of the
Clients or the Adviser; and (vii) the allocation of a security to an account for which it
is not suitable. Given the nature of the Clients' business, investors are advised that
trade errors (and similar errors) will occur and that the Clients, in such cases, will be
responsible for any resulting losses, even if such losses result from the negligence (but
not gross negligence) of the Adviser or its Affiliates.
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ITEM 13
REVIEW OF ACCOUNTS

A. Frequency and Nature of Review of Client Accounts or Financial Plans.

The Adviser performs various daily, weekly, monthly, quarterly and periodic reviews
of each Client's portfolio. Such reviews are conducted by the members of the
Adviser's investment team (in particular, the Investment Committee, as well as all
portfolio managers and investment analysts) and members of the Adviser’s Risk
Committee.

B. Factors Prompting Review of Client Accounts Other than a Periodic Review.

A non-periodic review of a Client account may be triggered by any unusual activity or
special circumstances.

C. Content and Frequency of Account Reports to Clients.

All Fund Investors receive from the Adviser or its Affiliates annual audited financial
reports. Investors in Ashokan Associates Feeder Fund and Ashokan Overseas Feeder
Fund may receive quarterly update reports providing summary performance and other
information. Investors in certain other Private Funds receive the following reports
from the Adviser:

e Performance Information: monthly unaudited information regarding the Private
Fund’s performance and the NAV of the Private Fund, generally within several
business days of the end of each month (the Adviser will use its reasonable best
efforts to send such information within five business days of the end of each
month);

o NAV Statements: monthly statements reflecting the value of a Fund Investor’s
interests;

e Financial Statements: annual audited financial statements and semi-annual
unaudited financial statements, each prepared in accordance with GAAP; and

e Portfolio Reports: subject to execution of a separate confidentiality agreement, a

monthly portfolio report, which provides significant detail about a Private Fund’s
investment portfolio, generally by the end of the subsequent month.

51



ITEM 14
CLIENT REFERRALS AND OTHER COMPENSATION

A. Economic Benefits for Providing Services to the Clients.

The Adviser does not receive economic benefits from non-Clients for providing
investment advice and other advisory services.

B. Compensation to Non-Supervised Persons for Client Referrals.

Neither the Adviser nor any related person directly or indirectly compensates any
person for Client referrals. However, the Adviser or its affiliates may in the future
enter into arrangements with third party placement agents or distributors to solicit
Fund Investors and such arrangements will generally provide for the compensation of
such persons for their services at the Adviser's expense.
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ITEM 15
CUSTODY

All Clients, with the exception of the Ashokan Associates Feeder Fund, Ashokan
Overseas Feeder Fund, QVT Liquidating Feeder Fund and QVT Associates Feeder
Fund, are pooled investment vehicles which are subject to annual audits and which
deliver audited financial statements to their respective investors within 120 days of
the applicable fiscal year-end. The Ashokan Associates Feeder Fund, Ashokan
Overseas Feeder Fund, QVT Liquidating Feeder Fund and QVT Associates Feeder
Fund are pooled investment vehicles which are subject to annual audits and which
deliver audited financial statements to their respective investors within 180 days of
the applicable fiscal year-end. Investors should carefully review the financial
statements.
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ITEM 16
INVESTMENT DISCRETION

The Adviser or its Affiliates have been appointed as the investment manager,
management company, manager or general partner of the Clients with discretionary
trading and investment authorization. Each of the Adviser or its Affiliates has full
discretionary authority with respect to investment decisions, and its advice with
respect to the Clients is made in accordance with the investment objectives and
guidelines as set forth in the Clients' respective private placement memoranda, if any,
investment management agreement or other organizational document. The Adviser or
its Affiliates assume discretionary authority to manage the Clients through the
execution of investment management agreements or through the organizational
documents of the Clients (e.g., limited partnership agreements).
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ITEM 17
VOTING CLIENT SECURITIES

Rule 206(4)-6 under the Advisers Act requires registered investment advisers that
exercise voting authority over client securities to implement proxy voting policies. In
compliance with that rule, the Advisers have adopted proxy voting policies and
procedures (the “Proxy Policies™). The Proxy Policies provide that the Adviser shall
use reasonable care and diligence to monitor corporate events that call for exercise of
a vote, and to cast votes in a manner that it believes is in the Clients' best interest and
ultimately maximizes the value of the Clients' investments. While the decision
whether or not to vote a proxy must be made on a case-by-case basis, the Adviser
generally does not vote a proxy if it believes the proposal is not material to the
investment strategy employed on behalf of the relevant Client or the proposal is
relating to issuers in which the size of the positions held on behalf of the relevant
Client(s) is relatively small. In the situations where the Adviser does vote a proxy, the
Adviser generally votes proxies in accordance with specified guidelines set forth in
the Proxy Policies. It is possible that conflicts (or appearance of conflicts) may arise
between the interests of the Clients, on the one hand, and the interests of the Adviser
and its Affiliates, on the other, in voting a proxy. It is also possible that such a conflict
(or appearance of conflict) may arise between Clients. The Adviser will endeavor to
identify any such conflicts and address matters involving such conflicts as follows:

) the portfolio manager is responsible for bringing any proxy vote that
the portfolio manager determines may involve a conflict (or an appearance of
a conflict) to the Adviser's compliance and legal departments, who will decide
whether the vote should be elevated to the Managing Members of the Adviser.
A vote will be elevated to the Managing Members when the Adviser's
compliance and legal departments determine that (a) the vote involves a
conflict (or appearance of conflict) between the Adviser and its Client(s) or (b)
the vote involves a conflict (or perceived conflict) between Clients. When a
vote is elevated to the Managing Members, at least one Managing Member, in
consultation with the Adviser's compliance and legal departments, will decide
the final voting instructions. The Managing Members will base all voting
decisions on their judgment of what will best maximize value for the Clients
that beneficially own the securities or investment that are the subject of the
vote.

2) The Adviser's compliance and legal departments also will seek to
identify conflicts or apparent conflicts by:

(a) periodic review to determine whether any of the following are
corporate entities that may be the subject of a proxy vote:

(1) investors in the Clients managed by the Adviser;

(i1) other parties that have a material relationship with the
Adviser (for example, the Adviser's prime brokers and regular
market counterparties); and
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(ii1) public companies whose representatives may be deemed to
have a close personal relationship to Advisory Personnel.

(b)  periodic review of the information reported annually by the
Advisory Personnel, together with any updates to such information,
provided pursuant to the Adviser's procedures regarding Advisory
Personnel's relationships with participants in proxy contests, corporate
directors or candidates for directorships (for example, a partner of the
Adviser may have a spouse or other close relative who is standing for
election as a corporate director for a company in which a Client is
invested).

3) If the Adviser's compliance and legal departments identify any conflict
or apparent conflict in connection with a particular investment, the Adviser's
compliance and legal departments will inform the portfolio manager
responsible for the investment and any vote in connection with such
investment will be handled in accordance with paragraph (1) above.

“4) In certain cases, in consultation with the Adviser's compliance and
legal departments, the portfolio manager or the Managing Members of the
Adviser may determine that the Adviser should seek the advice of an
independent third party regarding the voting of a proxy.

Clients may request a copy of the Proxy Policies and/or information regarding the
manner in which the Adviser has voted with respect to any particular proxy by
contacting the Adviser.
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ITEM 18
FINANCIAL INFORMATION

The Adviser is not required to include a balance sheet for its most recent financial
year, is not aware of any financial condition reasonably likely to impair its ability to
meet contractual commitments to the Clients, and has not been the subject of a
bankruptcy petition at any time during the past ten years.
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