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This brochure provides information about the qualifications and business practices of Bracebridge
Capital, LLC. If you have any questions about the contents of this brochure, please contact us at
617-497-3520. The information in this brochure has not been approved or verified by the United States
Securities and Exchange Commission (the “SEC”) or by any state securities authority.

Additional information about Bracebridge Capital, LLC also is available on the SEC’s website at
www.adviserinfo.sec.gov. An investment adviser’s registration with the SEC does not imply a certain
level of skill or training.



ITEM 2. MATERIAL CHANGES

We filed our last annual updating amendments with the SEC on March 31, 2014. We have noted below
the Items of this brochure that we believe contain material changes since our last annual update:

- Item 5 has been updated to include additional information about expenses that may be incurred by
the Funds.

- Item 8 has been updated to include additional information about the investment risks relevant to
the Funds.
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ITEM 4. ADVISORY BUSINESS

Bracebridge Capital, LLC (“Bracebridge” or the “Investment Manager”) is an investment adviser
organized as a Delaware limited liability company. Nancy Zimmerman and Gabriel Sunshine founded
the business in 1994 (under a former adviser entity that was replaced by Bracebridge in 1996) as a
manager of absolute return investment funds. Nancy Zimmerman and Gabriel Sunshine own SVZ, L.P.,
the sole principal owner of Bracebridge, and also have ultimate authority to manage all affairs of
Bracebridge.

Bracebridge provides investment advisory services to pooled investment vehicles that are exempt from
registration under the Investment Company Act of 1940, as amended (the “1940 Act”), and whose
securities are not registered under the Securities Act of 1933, as amended (the “Securities Act”) (each, a
“Fund” and collectively, the “Funds”). As the investment adviser of the Funds, Bracebridge’s services
consist of identifying opportunities for acquisition and disposition of investments of the Funds.
Investment advice is provided directly to the Funds, subject to the discretion and control of the general
partner or the board of directors of the applicable Fund, and not individually to the limited partners or
shareholders of the Funds.

Bracebridge manages each Fund consistent with the stated investment strategy of such Fund as described
in such Fund’s offering documents. Services are provided to the Funds in accordance with the investment
management agreements with the Funds and/or governing documents of the applicable Fund.
Bracebridge does not provide specifically tailored investment advice to investors and investors may not
impose restrictions on investing in certain securities or types of securities. Investment restrictions for the
Funds, if any, are generally established in the offering documents of the applicable Fund.

As of December 31, 2014, Bracebridge had approximately $21.63 billion in regulatory assets under
management, all of which are managed on a discretionary basis.

ITEM5. FEES AND COMPENSATION
Compensation and Fee Schedules

As the investment manager and/or general partner to the Funds, Bracebridge typically charges a
management fee and a performance fee or allocation, as described in the relevant governing documents
and/or investment management agreements of the Funds. The fees and other compensation payable to
Bracebridge by a Fund may vary from fund to fund, as well as among investors in the same Fund, and in
certain circumstances, the fees payable to Bracebridge may be negotiated and set forth in subscription
documentation in respect of a particular Fund investor and/or waived in whole or in part. Bracebridge
generally intends to waive the Management Fee for investments by Bracebridge, employees of
Bracebridge, the principals, or their related persons, including estate planning vehicles of such persons
and certain other persons or entities associated with such persons. All investors should review the
governing documents of the relevant Fund in conjunction with this brochure for complete information on
the fees and compensation payable with respect to that particular Fund. All clients of Bracebridge are
“qualified purchasers” as defined in Section 2(a)(51) of the 1940 Act and therefore specific fee
information is not disclosed in this brochure.



Deduction of Fees; Timing of Payments; Termination

Bracebridge is authorized under the governing documents and investment management agreements of the
Funds to charge and deduct management fees (“Management Fees”) and performance fees and allocations
(“Incentive Fees”) from the assets of the Funds for its services. Generally, the Funds must pay
Management Fees in advance. If the investment management agreement is terminated (or an investor
withdraws all or a portion of its investment) before the end of the billing period, Bracebridge refunds a
pro rata portion of the pre-paid Management Fee to the Funds’ (or the investor’s) accounts. The Incentive
Fees will be deducted and paid as of the close of each fiscal quarter or fiscal year (and as of each other
date on which Bracebridge determines it is appropriate or necessary to make a determination of the
Incentive Fee with respect to an investor, i.e., a date on which an investor withdraws all or a portion of its
investment).

Other Expenses

In addition to the fees disclosed above, an investor also bears its allocable share of a Fund’s investment
expenses (e.g., expenses which, in Bracebridge’s determination, are related to the investment of a Fund’s
assets, such as brokerage commissions, initial and variation margin and interest expense, and expenses
related to investments in other pooled investment vehicles, including asset-based and/or performance-
based fees payable to the managers of such pooled investment vehicles), legal expenses (including, but
not limited to, expenses associated with compliance with applicable laws and regulations), auditing and
tax preparation expenses, domiciliation fees, expenses relating to the offer and sale of a Fund’s interests,
fees and expenses of an administrator and/or relating to administration of a Fund, fees and expenses of
other service providers including but not limited to custodian fees, director’s fees, fees and expenses of
third-party valuation, pricing and appraisal services and extraordinary expenses, in each case as more
fully set forth in the investment management agreements and offering memoranda of each Fund. From
time to time, brokerage, investment banking and other investment firms present Bracebridge with
potential investment opportunities for which, if consummated, the Funds may pay a standard commission,
consulting or other similar “finder’s fee.”

Please refer to Item 12 below for additional information regarding Bracebridge’s brokerage practices.

Bracebridge and its supervised persons do not accept compensation or commissions for the sale of
securities or other investment products.

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

As disclosed above under Item 5 “Fees and Compensation,” Bracebridge generally receives an Incentive
Fee which is based on performance of the Funds. A portion of the assets of a single-investor Fund is
allocated to a specific, narrow strategy with the investor’s consent. With respect to such specially
allocated assets (the “Fixed Fee Portion”), Bracebridge receives only a fixed management fee for its
services. Bracebridge’s management of the Fixed Fee Portion concurrently with accounts for which
Bracebridge receives a performance-based Incentive Fee may create a conflict of interest in that certain
investment opportunities may be allocated in a manner that favors accounts for which Bracebridge
receives a performance-based Incentive Fee. Bracebridge believes that as the investment program in
respect of the Fixed Fee Portion is separate and distinct from the investment program of each of the other
Funds, and based on Bracebridge’s policies regarding the allocation of investment opportunities as
described below under Item 11 “Conflicts of Interest,” it is unlikely that any material conflict of interest
would arise in respect of the fixed fee arrangement.



ITEM7. TYPES OF CLIENTS

Bracebridge currently provides investment advisory services solely to the Funds. Investment advice is
provided directly to the Funds, subject to the discretion and control of the general partner or the board of
directors of the applicable Fund and not individually to the investors in the Funds. Bracebridge may in
the future provide advisory services to other funds and separately managed accounts for high net worth
individuals, trusts, estates, charitable organizations, pension plans, foundations, endowments, sovereign
wealth funds, corporations, limited partnerships, limited liability companies and similar entities.

Interests in the Funds are offered pursuant to applicable exemptions from registration under the 1940 Act
and the Securities Act. Investors in the Funds may include high net worth individuals, trusts, estates,
charitable organizations, pension plans, foundations, endowments, sovereign wealth funds, corporations,
limited partnerships, limited liability companies and similar entities. Bracebridge also allows certain
qualified employees to invest in the Funds.

Some (but not all) of the Funds impose a minimum initial investment requirement of up to $5,000,000,
which may be waived at the discretion of the respective board of directors or general partner (subject to
the requirements of applicable law). Three of the Funds impose a higher initial investment ranging from
$50,000,000 to $100,000,000, which may also be waived by the board of directors of the respective Fund
(subject to the requirements of applicable law).

ITEM 8. METHODS OF ANALYSIS, INVESTMENT STRATEGIES AND RISK OF LOSS
Methods of Analysis and Investment Strategies

The investment objective of most of the Funds managed by Bracebridge is to achieve absolute
returns primarily by seeking to exploit pricing inefficiencies in securities markets throughout the world.
There is no assurance that this investment objective will be achieved, and investment results may vary
substantially on a monthly, quarterly and annual basis. Investing in securities involves a risk of loss that
investors should be prepared to bear.

A variety of strategies may be employed in pursuit of this objective. The Funds invest and trade
primarily in fixed income securities worldwide and in the derivatives on those securities. The Funds may
also invest in such securities and derivatives directly or through other pooled investment vehicles,
including special purpose vehicles and other Funds managed by Bracebridge. Unless otherwise noted, all
references herein to the portfolios, investments, investment transactions, investment program, brokerage
practices and similar matters, including associated risks, of the Funds should be understood to include
both direct and indirect investments and/or other actions, including investments and/or actions held or
taken directly by the Funds, by a master fund into which certain of the Funds invest (each, a “Master
Fund” and collectively, the “Master Funds™) or by any other pooled vehicle in which a Fund directly or
indirectly invests. Options, futures, forward contracts, swaps and other derivatives are expected to
constitute a substantial part of the Funds’ portfolios. Investments may be made in currencies,
commodities (both agricultural and non-agricultural) and their derivatives when Bracebridge believes that
such investments are inefficiently priced in relation to other investments and that it can profitably exploit
such inefficiencies. Investments may also be made to hedge existing positions in the Funds’ portfolio. In
general, Bracebridge will attempt to hedge the Funds’ portfolios against overall exposure to interest rate,
equity and exchange rate movements. However, the decision as to when and to what extent the Funds
will engage in hedging transactions will depend upon a number of factors. Accordingly, there can be no
assurance that the Funds will engage in hedging transactions at any given time or from time to time, or
that such transactions, if available, will be effective.



Many inefficiencies in the derivatives markets can be attributed to the investment approaches of,
or constraints on, different market participants. Many market participants use derivatives as a leveraged
means to make a purely directional investment involving the underlying instrument. Other market
participants have institutional or regulatory constraints that force them to use what Bracebridge views as
economically suboptimal hedges to protect portfolios of bonds, mortgages and other interest rate sensitive
positions. This environment provides an opportunity to capitalize on market anomalies. Bracebridge’s
strategy is based on exploiting such anomalies within or across global securities markets and their
derivative products. Inefficiencies in emerging bond markets may also provide opportunities which
Bracebridge may seek to exploit, and may represent a substantial portion of the Funds’ investments.

In addition, certain other smaller Funds managed by Bracebridge pursue specialized investment
strategies, including a Fund that invests and trades primarily in equity securities and derivatives of those
securities and a Fund that invests and trades primarily in distressed assets. Further information about
each of these Funds and their strategies is provided in the offering documents of the applicable Fund.

Investment Risks

Investment and Trading Risks in General. All investments made by the Funds risk the loss of
capital. The Investment Manager utilizes such investment techniques as margin transactions, short sales,
option transactions and forward and futures contracts, which practices can, in certain circumstances,
maximize the adverse impact to which the Funds may be subject. No guarantee or representation is made
that the Funds’ programs will be successful, and investment results may vary substantially over time. The
Funds have been given very broad investment parameters and maintain flexible investment programs.
Therefore, the Funds may make investments in the future that may be subject to risks in addition to those
described herein. Additional risks associated with an investment in a Fund may be disclosed in the
offering documents of that Fund.

Hedging Transactions. The Funds engage in transactions intended to hedge certain of their
portfolio positions against overall exposure to certain risks including, but not limited to, exposure to
interest rate, equity and exchange rate movements. The decision as to when and to what extent a Fund
will engage in hedging transactions will depend upon a number of factors, including, but not limited to,
prevailing market conditions, the composition of such Fund’s portfolio and the availability of suitable
transactions. Accordingly, there can be no assurance that a Fund will engage in hedging transactions at
any given time or from time to time. Additionally, there is significant judgment in determining which
risks to hedge, how to effectively hedge such risks and how much to hedge such risks. Failure to
effectively hedge significant risks in a Fund’s portfolio could have a significant adverse impact on the
Fund.

Leveraged Trading. The Funds employ a leveraged trading strategy. Accordingly, the Funds
trade securities on margin, sell securities short and/or borrow, pledge, mortgage, lend or hypothecate
securities, cash or other assets. Such practices increase the volatility of the securities positions of a Fund
and, accordingly, may increase the volatility of the Fund’s returns. Trading securities on margin may
result in interest charges to a Fund and, depending on the amount of trading activity, such charges could
be substantial. Similarly, the low margin deposits normally required in options, futures and forward
trading permit a high degree of leverage; accordingly, a relatively small price movement in an option,
futures or forward contract may result in immediate and substantial losses to the investor. Other types of
derivatives also may entail a high degree of leverage. Irrespective of the risk control objectives of the
Investment Manager, such a degree of leverage necessarily entails a high degree of risk. A Fund’s use of
leverage may magnify many of the risks discussed herein.

Any use of short-term margin borrowings would result in certain additional risks to the Funds.
For example, when the securities pledged to brokers to secure a Fund’s margin accounts decline in value,



a Fund will be subject to a margin call, pursuant to which a Fund must either deposit additional funds or
securities with the broker, or suffer mandatory liquidation of the pledged securities to compensate for the
decline in value. In the event of a sudden drop in the value of a Fund’s assets, it might not be able to
generate sufficient funds quickly enough to satisfy its margin requirements.

Arbitrage Trading. As part of the Funds’ investment strategy, they engage in a significant
amount of arbitrage trading. In such trading, a Fund generally attempts to take advantage of price
differences of identical or similar securities or financial instruments on different markets or in different
forms. Arbitrage transactions involve the risk that transactions will fail to be executed as intended or
agreed upon, the risk that the other party to a transaction will fail to pay or otherwise perform as agreed,
and credit risk (i.e., that the other party does not post collateral, etc., as required). Arbitrage investing
also involves the risk of a Fund’s long security values potentially decreasing while its corresponding short
positions increase over the same period of time. Often arbitrage opportunities disappear rapidly once the
opportunity becomes well-known and many investors act on it. Arbitrage trading can also involve large
transaction costs because of the need to simultaneously buy and sell many different securities. There are
no assurances that an arbitrage transaction will perform in the manner expected by the Investment
Manager and the exposure of a Fund to a movement in the market or other factors could be significantly
increased.

Risks of Derivatives. The Funds invest in derivatives, which are financial contracts whose value
depends on, or is derived from, the value of an underlying financial instrument, asset, reference rate or
index. A Fund uses derivatives as part of a strategy designed to reduce exposure to other risks, such as
interest rate, credit or currency risk. A Fund also may invest in derivatives when the Investment Manager
believes investments or other derivatives are inefficiently priced in relation to other investments and a
Fund can take advantage of such inefficiencies. A Fund also may use derivatives for leverage, which
increases opportunities for gain but also involves greater risk of loss due to leveraging risk. The Funds’
use of derivative instruments involves risks different from, or possibly greater than, the risks associated
with investing directly in securities and other traditional investments. Derivatives are subject to a number
of risks described elsewhere in this section, such as limited liquidity, investment and trading risks, high
volatility, documentation, counterparty and leverage risk.

The Funds are generally required to post collateral with their derivatives counterparties based
upon a number of factors, which may include the notional amounts and the value of the derivatives. The
inputs used by the Administrator, the Investment Manager, and the markets in general, for the valuation
of derivatives are often unobservable and/or subjective, and therefore derivatives have increased valuation
risk and the risk that changes in the value of the derivative may not correlate perfectly with the underlying
asset, rate or index. These uncertainties in the valuation of derivatives may result in different valuations
derived by the Administrator or the Investment Manager as compared to the derivative counterparty
which may result in disagreements over the collateral amounts which a Fund or counterparty should post
to each other. Failure by the counterparty to post collateral to a Fund for any reason (including the
counterparty’s insolvency) may result in a Fund being under collateralized with respect to one or many
derivative transactions. Failure by a Fund to post collateral to the counterparty for any reason may result
in the counterparty terminating the relevant derivative transactions or some or all derivatives with that
counterparty at prices disadvantageous to the Fund.

Certain derivatives transactions used by the Funds, including certain interest rate swaps and
certain credit default index swaps, are required to be cleared. In a cleared derivatives transaction, a
Fund’s counterparty to the transaction is a central derivatives clearing organization, or clearing house,
rather than a bank or broker. Since the Funds are not members of a clearing house, and only members of
a clearing house can participate directly in the clearing house, the Funds have entered into cleared
derivatives transactions through clearing members that are both futures commission merchants and
members of the clearing houses. A Fund makes and receives payments owed under cleared derivatives
transactions (including margin payments) through their accounts at clearing members. A Fund’s clearing



members guarantee the Fund’s performance of its obligations to the clearing house. In contrast to
bilateral derivatives transactions, in some cases following a period of advance notice to a Fund, clearing
members can generally require termination of existing cleared derivatives transactions at any time and
increase the amount of margin required to be provided by the Fund to the clearing member for any cleared
derivatives transaction above the amount of margin required by the clearing house or clearing member.
Clearing houses also have broad rights to increase margin requirements for existing transactions and to
terminate transactions. Any such termination or increase could interfere with the ability of a Fund to
pursue its investment strategy. Also, a Fund is subject to execution risk if it enters into a derivatives
transaction that is required to be cleared (or which Bracebridge expects to be cleared), and no clearing
member is willing to clear the transaction on the Fund’s behalf. In that case, the transaction might have to
be terminated, and the Fund could lose some or all of the benefit of any increase in the value of the
transaction after the time of the trade.

Some types of cleared derivatives are required to be executed on an exchange or on a swap
execution facility. A swap execution facility is a trading platform where multiple market participants can
execute derivatives by accepting bids and offers made by multiple other participants in the platform.
While this execution requirement is designed to increase transparency and liquidity in the cleared
derivatives market, trading on a swap execution facility can create additional costs and risks for a Fund.
For example, swap execution facilities typically charge fees, and if a Fund executes derivatives on a swap
execution facility through a broker intermediary, the intermediary may impose fees as well. Also, a Fund
may indemnify a swap execution facility, or a broker intermediary who executes cleared derivatives on a
swap execution facility on a Fund’s behalf, against any losses or costs that may be incurred as a result of a
Fund’s transactions on the swap execution facility. If a Fund wishes to execute a package of transactions
that includes a swap that is required to be executed on a swap execution facility as well as other
transactions (for example, a transaction that includes both a security and an interest rate swap that hedges
interest rate exposure with respect to such security), it is possible a Fund could not execute all
components of the package on the swap execution facility. In that case, a Fund would need to trade
certain components of the package on the swap execution facility and other components of the package in
another manner, which could subject a Fund to the risk that certain of the components of the package
would be executed successfully and others would not, or that the components would be executed at
different times, leaving a Fund with an unhedged position for a period of time.

In addition, the Funds’ use of certain derivatives may increase or accelerate the amount of taxes
payable by shareholders. An investment in a derivative instrument could result in a Fund losing more
than the principal or notional principal amount invested in such instrument. Also, suitable derivative
transactions may not be available in all circumstances and there can be no assurance that a Fund will
engage in these transactions to reduce exposure to other risks when that would be beneficial.

Counterparty Risk. A Fund faces the risk that the other parties to transactions entered into by a
Fund fail to perform as agreed. In addition, some of the markets in which a Fund may effect transactions
are “over-the-counter” or “interdealer” markets and as a result, trading relationships are maintained with
counterparties that include domestic and foreign broker-dealers and financial institutions. Such
counterparty trading relationships may entail counterparty risks above those found in “exchange-based”
markets. This exposes a Fund to the risk that a counterparty will not settle a transaction in accordance
with its terms and conditions because of a dispute over the terms of the contract (whether or not bona
fide) or because of a credit or liquidity problem, thus causing a Fund to suffer a loss. Such “counterparty
risk” is accentuated for contracts with longer maturities where events may intervene to prevent settlement,
or where a Fund may have concentrated its transactions with a single or small group of counterparties.
Counterparties in foreign countries with limited, if any, rights for creditors face increased risks, including
the risk of being taken over by the government or becoming bankrupt. A Fund is not restricted from
concentrating any or all of its transactions with one counterparty and so these counterparty relationships
could result in a concentration of credit risk.




A Fund could also be exposed to credit risk if counterparties fail to fulfill their obligations or the
value of any collateral becomes inadequate. Trading agreements with certain counterparties may enable
those counterparties to terminate transactions with a Fund if certain events occur with respect to a Fund.
If such a termination occurs, a Fund may not be able to realize the full value of these investments.
Conversely, changing or unpredictable market conditions may lead to greater volatility in the credit
ratings and credit standing of dealer counterparties. There can be no assurance that a counterparty will
meet its obligations, especially during unusually adverse market conditions. If the counterparty defaults,
a Fund will have contractual remedies, but a Fund may not be able to enforce its contractual rights. In the
event of an insolvency of a dealer, the dealer counterparty may have insufficient assets to meet all of its
obligations. In such an event, a Fund may not have a right to recover any securities held by the dealer
counterparty, but would rather have only a general unsecured claim against the dealer counterparty. The
ability to transact business with any one or number of counterparties and the absence of a regulated
market to facilitate settlement may increase the potential for losses by a Fund.

Counterparty risk with respect to over-the-counter derivatives may be affected by new regulations
affecting the derivatives market. Some derivatives, such as certain interest rate swaps and certain credit
default index swaps, are required to be cleared, and a party to a cleared derivatives transaction is subject
to the credit risk of the clearing house and the clearing member through which it holds its cleared
position, rather than the credit risk of its original counterparty to the derivative transaction. Clearing
members are required to segregate all funds received from customers with respect to cleared derivatives
transactions from the clearing member’s proprietary assets. However, all funds and other property
received by a clearing broker from its customers are generally held by the clearing broker on a
commingled basis in an omnibus account and the clearing broker may invest such funds in certain
instruments permitted under applicable CFTC regulations. The assets of a Fund might not be fully
protected in the event of a Fund’s clearing member’s bankruptcy, as a Fund would be limited to
recovering only a pro rata share of all available funds segregated on behalf of the clearing broker’s
customers for a relevant account class.

Prime Broker Risk. Prime brokers will have custody of a substantial portion of a Fund’s
securities, cash, distributions and rights accruing to a Fund’s securities accounts. SEC rules require U.S.
prime brokers to maintain physical possession and control solely of fully paid securities and excess
margin securities held in a Fund’s account and to establish certain reserves for the benefit of customers.
For assets other than fully paid securities and excess margin securities, subject to the establishment of
reserves, a prime broker generally has the ability to loan, pledge, and rehypothecate the securities in a
Fund’s account, as is typical market practice, and may have insufficient assets to meet all of its
obligations to customers in the event of the insolvency of the prime broker or a similar event which
restricts a Fund’s ability to seek return of the securities in a Fund’s account.

In such an event, a Fund would typically not have an absolute right to recover its securities held
by the prime broker, but would rather have only a claim to participate pro rata with other customers of
the prime broker in the customer property held by the broker. If the prime broker does not have a
sufficient amount of any particular security to satisfy all customers’ claims to that security, the Fund
could receive different assets from those transferred by a Fund to the prime broker. Also, even if the
prime broker does have sufficient assets to meet all customer claims, there could be a delay before a Fund
receives assets to satisfy its claims. Furthermore, until the Fund knows what securities it will receive, the
Fund will have limited ability to manage the portfolio effectively.

The prime broker also may hold a Fund’s securities through third parties such as clearing
corporations, other brokers or banks. As a result, a Fund may be subject to credit risk with respect to such
third parties as well as with respect to the prime brokers. In addition, certain of the Fund’s assets may be
held by entities other than its prime brokers. For example, a Fund may provide certain of its assets as
collateral to counterparties in connection with “over-the-counter” derivatives contracts such as swaps,
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forwards and certain options, and is likely to be an unsecured creditor of any such counterparty in the
event of its insolvency.

Documentation Risk. Transactions relating to many types of financial instruments, including but
not limited to many over-the-counter derivative instruments, structured notes and bonds, are subject to
documentation risk. Documentation risk includes the risk that the parties may interpret contractual terms
differently when a Fund (or other party to the contract) seeks to enforce its contractual rights. If that
occurs, the cost and unpredictability of the legal proceedings required for a Fund to enforce its contractual
rights may lead a Fund to decide not to pursue its claims against the counterparty.

Forward Trading. Forward contracts and options thereon, unlike futures 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 “cash” trading is substantially
unregulated; there is no limitation on daily price movements and speculative position limits are not
applicable. The principals who deal in the forward markets are not required to continue to make markets
in the currencies or commodities they trade, and these markets can experience periods of illiquidity,
sometimes of significant duration (see “llliquid Investments” below).

lliquid Investments. Many of the Funds’ investments are not regulated or traded on exchanges,
and may not be readily marketable or be only thinly traded. In addition, a Fund may invest in private
placements of securities that are not registered under the Securities Act, may have little or no trading
market or may contain restrictions or outright prohibitions on transfer. A Fund may not be able to readily
dispose of such investments, and, in some cases, may be contractually prohibited from disposing of such
securities for a specified period of time. These limitations on liquidity of a Fund’s investments could
prevent a successful sale thereof, result in delay of any sale, reduce the amount of proceeds that might
otherwise be realized, result in the designation of certain investments as special situation investments
(which would reduce the value of Fund interests available to be redeemed), or result in distribution of
securities in-kind upon liquidation of a Fund.

When there are changing market conditions, investments that were historically liquid may
become illiquid. For example, the credit markets experienced a significant lack of liquidity at the end of
2008 and the beginning of 2009, and investments that were historically quite liquid became much less
liquid, or illiquid. There have also been periods during which certain participants in the forward or other
markets have refused to quote prices for certain financial instruments or assets 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. There can be no assurance that a market will be liquid. It is also possible that
illiquidity in a market could cause prices to decline, which may have the result of forcing a Fund to sell
assets to satisfy requirements under its borrowing arrangements or to meet margin calls, which could, in
turn, create further downward price pressure. If there is a substantial decline in the market value of a
Fund’s portfolio of investments, investments may need to be liquidated quickly, and perhaps not at a
value that the Investment Manager believes reflects the true value of such investments.

Options. The Funds may invest in options. Purchasing put and call options, as well as writing
such options, are highly specialized activities and entail risks. Although an option buyer’s risk is limited
to the amount of the original investment for the purchase of the option, an investment in an option may be
subject to greater fluctuation than an investment in the underlying securities. In theory, an uncovered call
writer’s loss is potentially unlimited, but in practice the loss is limited by the term of the call. The risk for
a writer of a put option is that the price of the underlying securities may fall below the exercise price. The
ability to trade in or exercise options may be restricted in the event that trading in the underlying
securities becomes restricted.
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Unlike exchange-traded options, which are standardized with respect to the underlying
instrument, expiration date, contract size, and strike price, the terms of over-the-counter options (options
not traded on exchanges) are generally established through negotiation with the other party to the option
contract. While this type of arrangement allows a Fund greater flexibility to tailor an option to its needs,
over-the-counter options generally involve greater credit risk than exchange-traded options which are
guaranteed by the clearing organization of the exchanges where they are traded.

Swap Agreements. A swap transaction is an individually negotiated agreement between two
parties to exchange cash flows measured by different interest rates, exchange rates, or prices, with
payments calculated by reference to a principal amount or quantity, and may involve interest rates,
currencies, securities, commodities, and other items. Certain swap transactions are required to be cleared.
Risks associated with such swaps are set forth above in the third paragraph under “Risks of Derivatives.”
Swap transactions that are not subject to clearing present certain risks similar to those in the futures,
forward, and options markets: (i) the swap markets generally are not regulated by any governmental
authorities; (ii) there generally are no limitations on daily price moves in swap transactions; (iii)
speculative position limits are not applicable to swap transactions, although the counterparties may limit
the size or duration of positions available as a consequence of credit considerations; (iv) participants in
the swap markets are not required to make continuous markets in swaps contracts; and (v) the uncleared
swap markets are “principals” markets in which performance with respect to a swap contract is the
responsibility only of the counterparty and not of any exchange or clearing corporation. As a result, a
Fund will be subject to the risk of the inability or refusal to perform with respect to such contracts on the
part of the counterparties trading with it, as well as risks relating to the creditworthiness of the swap
counterparty, market risk, credit risk, liquidity risk and operations risk. Swap agreements can be
individually negotiated and structured to include exposure to a variety of different types of investments or
market factors. Depending on their structure, swap agreements may increase or decrease the exposure of
a Fund to long-term or short-term interest rates, non-U.S. currency values, mortgage securities, corporate
borrowing rates, or other factors such as security prices, baskets of equity securities, or inflation rates.
Swap agreements can take many different forms and are known by a variety of names. A Fund is not
precluded from any particular form of swap agreement if such investment is consistent with the
investment objective and policies of the Fund. The success of a Fund’s use of swap agreements will
depend on the Investment Manager’s ability to correctly predict whether certain types of investments are
likely to produce greater returns than other investments. Moreover, a Fund bears the risk of loss of the
amount expected to be received under a swap agreement in the event of the default or bankruptcy of a
swap agreement counterparty. Like other types of derivative instruments, swaps may entail a substantial
degree of leverage and involve substantial risk (see “Risks of Derivatives” above).

Swaptions. An option on a swap agreement, also called a “swaption,” is an over-the-counter
option that gives the buyer the right, but not the obligation, to enter into a swap on a specified future date
in exchange for paying a market-based premium. A receiver swaption gives the owner the right to receive
a specified return of a specified asset, reference rate, or index (such as a call option on a bond). A payer
swaption gives the owner the right to pay a specified return of a specified asset, reference rate, or index
(such as a put option on a bond). Swaptions also include options that allow one of the counterparties to
terminate or extend an existing swap. Depending on the terms of the particular option agreement, a Fund
will generally incur a greater degree of risk when it writes a swaption than it will incur when it purchases
a swaption. Swaptions are generally subject to the risks of both options and swaps (see “Options” and
“Swap Agreements” above).

Collateral Performance in Structured Products. The Funds may engage in transactions, such as
collateralized debt obligations, where the value of the securities is tied or indexed to the value of, and/or
cash flows generated by, an underlying pool of assets, receivables, or derivatives. There can be no
guarantee that the performance of the underlying assets will meet the performance expectation of the
issuer of the security or a Fund and this may lead to a diminution in value of the security. Also, due to the
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synthetic nature of some of the cash flows from these securities, there may be increased volatility in the
performance of the assets owned by a Fund and a potential disconnect between the value of the
underlying collateral or reference obligations and the value that is realizable from time to time on the
security. The performance of the collateral, especially when the bonds are backed by future receivables,
may be strongly tied to the performance of its servicer, so the value of an asset-backed security is subject
to risks associated with the negligence or defalcation of its servicer and a deterioration in the quality of
the servicer may lead to a degradation in the value of the collateral even in cases where the collateral
should be in a bankruptcy remote trust. In some circumstances, the mishandling of related documentation
also may affect the rights of security holders in and to the underlying collateral. The insolvency of
entities that generate receivables or that utilize the assets may result in a decline in the value of the
underlying assets as well as costs and delays.

Currency. A portion of the Funds’ assets may be invested in debt and equity securities
denominated in various non-U.S. currencies and in other financial instruments, the price of which is
determined with reference to such currencies. A Fund will, however, value its investments and other
assets in U.S. dollars. To the extent unhedged, the value of a Fund’s net assets will fluctuate with U.S.
dollar exchange rates as well as with price changes of the Fund’s investments in various local markets and
currencies. Forward currency contracts and options and other strategies may be utilized by a Fund to
hedge against currency fluctuations. However, the decision as to when and to what extent a Fund will
engage in hedging transactions will depend upon a number of factors, including prevailing market
conditions, the composition of such Fund’s portfolio and the availability of suitable transactions.
Accordingly, there can be no assurance that a Fund will engage in hedging transactions at any given time
or from time to time, or that such transactions, if available, will be effective.

Eurozone. The Funds may invest in certain securities which are denominated and traded in the
euro, the official currency of the eurozone. The recent global economic crisis has caused many European
countries to experience serious fiscal difficulties, including bankruptcy, public budget deficits, recession,
sovereign default, restructuring of government debt, credit rating downgrades and an overall weakening
of the banking and financial sectors. In addition, some European economies may depend on others for
assistance, and the inability of such economies to achieve the reforms or objectives upon which that
assistance is conditioned may result in a deeper and/or longer global financial downturn. These recent
events in the eurozone have called into question the long-term viability of the euro as a shared currency
among the eurozone nations. Moreover, the strict fiscal and monetary controls of the European Economic
and Monetary Union as well as any new requirements it may impose on member countries may
significantly impact such countries and limit them from implementing their own economic policies to
some degree. As the result of economic, political, regulatory or other actions that may be taken in
response to this crisis, including the discontinuation of the euro as the shared currency among the
eurozone nations, a Fund’s euro-denominated investments may become difficult to value, a Fund’s ability
to operate its strategy in connection with euro-denominated securities may be significantly impaired and
the value of a Fund’s euro-denominated investments may decline significantly and unpredictably.

Short Sales. The Funds may engage in “short sales,” which are sales of securities a Fund borrows
but does not actually own, usually made with the anticipation that the prices of the securities will decrease
and a Fund will be able to make a profit by purchasing the securities later at the lower prices. The
Investment Manager may engage in short sales as part of hedging transactions or when it believes
securities are overvalued. A Fund will incur a loss on a short sale if the price of the security increases
prior to the time the Investment Manager purchases the security to replace the borrowed security. A short
sale presents greater risk than purchasing a security outright since there is no ceiling on the possible cost
of replacing the borrowed security, whereas the risk of loss on a “long” position is limited to the purchase
price of the security. Closing out a short position may cause the security to rise further in value creating a
greater loss. In addition, the ability to continue borrowing the security is not guaranteed. If the short
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seller loses the ability to continue borrowing the security, a “buy-in” may occur, forcing the short seller to
purchase the security at an inopportune moment.

Interest Rate Risk. The value of the Funds’ investments in fixed income securities (including
bonds, notes and asset-backed securities) will typically change as interest rates fluctuate. To the extent a
Fund invests in corporate bonds, notes, mortgage-related or other asset-backed securities, or other
securities which are callable, such securities may be prepaid. Because prepayments generally increase
when interest rates fall, a Fund is subject to the risk that cash flows from securities will have to be
reinvested at lower rates. Likewise, since prepayments decrease when interest rates rise, these securities
have maturities that tend to be longer when that is least desirable. A Fund also may invest to a material
extent in debt securities paying no interest, such as zero coupon, principal-only and interest-only
securities and, to the extent it makes such investments, a Fund will be exposed to additional interest rate
risk.

Fixed Income and Asset-Backed Securities. Because of the different long and short positions in
fixed income securities and related derivatives that a Fund may take from time to time, the value of a
Fund’s portfolio may not necessarily be highly correlated with changes in interest rates. For example,
depending on the fixed income and derivative positions in a Fund’s portfolio at any given time, a decline
in prevailing interest rates may result in an increase, a decline or no change in the value of such Fund’s
portfolio.

Some revolving asset-backed securities also may include specific early amortization or payout
events, such as insufficient payments by the underlying borrowers, insufficient excess spread, a rise in the
default rate of the underlying loans above a specific level or a decrease in available credit enhancements
below a specific level.

Fixed income securities are subject to the risk of the issuer’s inability to meet principal and
interest payments on its obligations (i.e., credit risk) and are subject to price volatility due to such factors
as interest rate sensitivity, market perception of the creditworthiness of the issuer and general market
liquidity (i.e., market risk). The amount of market risk associated with asset-backed securities depends on
many factors, including the deal structure (i.e., determination as to the amount of underlying assets or
other support needed to produce the cash flows necessary to service interest and make principal
payments), the quality of the underlying assets, the level of credit support, if any, provided for the
securities, and the credit quality of the credit-support provider, if any. Asset-backed securities involve
risk of loss of principal if obligors of the underlying obligations default in payment of the obligations and
the defaulted obligations exceed the credit support. Such risks may be magnified due to the pervasive and
overlapping nature of borrowers in the asset-backed market. A major economic recession could disrupt
severely the market for such securities and may have an adverse impact on the value of such securities. In
addition, any such economic downturn could adversely affect the ability of the issuers of such securities
to repay principal and pay interest thereon and increase the incidence of default for such securities.

Additional risks to collateral that may arise in connection with investments in asset-backed
securities are risks associated with fraud committed by borrowers, lenders, agents or any other parties
involved in asset-backed transactions, as well as losses caused by defaults on payment and other
obligations, including the failure by underlying borrowers to maintain the collateral as specified in the
prospectus for the security. Finally, a Fund may have exposure to any unexpected increase in loss
severities, a measure of the face value of the loss on a loan after a foreclosure is completed.

Liquidity of Futures Contracts. Futures positions may be illiquid because certain commodity
exchanges limit fluctuations in certain futures contract prices during a single day by regulations referred
to as “daily price fluctuation limits” or “daily limits.” Under such daily limits, during a single trading day
no trades may be executed at prices beyond the daily limits. Once the price of a contract for a particular
future has increased or decreased by an amount equal to the daily limit, positions in that contract can
neither be taken nor liquidated unless traders are willing to effect trades at or within the limit. These
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limits could prevent a Fund from promptly liquidating unfavorable positions and subject a Fund to
substantial losses.

Highly Volatile Markets. The prices of commodities contracts and all derivative instruments,
including futures and options prices, can be highly volatile, which in turn can increase the volatility of an
investment in a Fund. Price movements of forward, futures and other derivative contracts in which a
Fund’s assets may be invested are influenced by, among other things, interest rates, changing supply and
demand relationships, trade, fiscal, monetary and exchange control programs and policies of
governments, and national and international political and economic events and policies. In addition,
governments from time to time intervene, directly and by regulation, in certain markets, particularly those
in currencies, futures and options. Such intervention often is intended directly to influence prices and
may, together with other factors, cause all of such markets to move rapidly in the same direction because
of, among other things, interest rate fluctuations. A Fund also is subject to the risk of the failure of any of
the exchanges on which its positions trade or of their clearinghouses.

Event-Linked Bonds or Other Insurance-Related Securities. A portion of the Funds’ assets may
be invested in “event-linked bonds” or other insurance-related securities. Event-linked bonds, which are
sometimes referred to as “catastrophe bonds,” are fixed income securities for which the return of principal
and payment of interest is contingent on the non-occurrence of a specific “trigger” event, for example, a
hurricane or earthquake. They may be issued by government agencies, insurance companies, reinsurers,
special purpose corporations or other U.S. or non-U.S. entities. Other insurance-related securities may
include, without limitation, equity in reinsurance companies, quota share notes, retrocession notes, and, to
a lesser extent, non-security insurance-related instruments including event-linked swaps and industry loss
warranties. Insurance-related securities typically are below investment-grade or “high yield.” If a trigger
event occurs in the geographic region and time period specified in an event-linked bond or other
insurance-related security, a Fund may lose a portion or all of its principal invested in the bond. Event-
linked bonds often provide for an extension of maturity that is mandatory, or optional at the discretion of
the issuer, in order to process and audit loss claims in those cases where a trigger event has, or possibly
has, occurred. An extension of maturity may increase volatility. In addition to the specified trigger
events, insurance-related securities also expose a Fund to certain unanticipated risks including but not
limited to issuer (credit) default, adverse regulatory or jurisdictional interpretations, and adverse tax
consequences. Since there is no way to predict with accuracy whether a triggering event will occur,
insurance-related securities carry a high degree of risk.

Pharmaceutical Royalty Streams. The Funds may invest in products granting them rights to
participate in pharmaceutical royalty streams (“Royalty Products”), which are subject to many particular
risks. Royalty Products are subject to extensive regulation by United States local, state and federal
regulatory authorities and by comparable foreign regulatory bodies. Regulatory clearance of a product is
limited to those disease states and conditions for which the product is useful, as demonstrated through
clinical studies and determined by the appropriate regulatory authorities. Furthermore, clearance of a
Royalty Product for marketing for a specific indication may entail ongoing requirements or post-
marketing studies and clearance may be later withdrawn. In addition, Royalty Products are subject to
competition from alternative products or procedures that are now available or may in the future be
developed or become available, any of which may cause a Royalty Product to become more expensive
than its competitors or obsolete, thereby decreasing the value of or rendering worthless the expected
revenue stream on that Royalty Product. Sales of the Royalty Products and the ability of the licensees
responsible for the development, production, marketing and sale of the Products (the “Licensees”) to
maintain their competitive positions are partly dependent on the success of the Licensees’ respective
marketing efforts. These efforts often rely, in part, on the strength and reputation of a Royalty Product’s
brand name and underlying trademarks, trade names and related intellectual property. A Licensee’s
activities both in marketing the Royalty Products and in protecting its intellectual property are outside the
control of a Fund. In addition, although the Royalty Products are based upon patents and/or patent
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applications with exclusive rights, a regulatory authority may authorize marketing by a third party for a
generic substitute for a Royalty Product, in which case the Royalty Product would become subject to
competition from such generic substitute. Governmental and other pressures to reduce pharmaceutical
costs could result in physicians or pharmacies increasingly using generic substitutes for the Royalty
Products. The manufacturers, developers or marketers of the Royalty Products could also become subject
to product liability claims. A successful product liability claim could adversely affect the amount of
royalties payable to a Fund. Although a Fund believes it will not bear responsibility in the event of a
product liability claim against the company manufacturing, marketing and selling the underlying
products, there can be no assurance that such claims would not materially and adversely affect a Fund.
As Royalty Products are generally derived from long-term contracts, the Funds may be subject to
restrictions on their ability to transfer such Royalty Products. It is unlikely that there will ever be a formal
public market to facilitate the exchange, barter or transfer of the Royalty Products held by a Fund.

New Types of Securities and Other Investments. The Funds’ assets are invested in relatively new
types of financial instruments and other investments which involve new asset classes, structures,
documentation, forms of risk transfer, and markets or exchanges. As such, there is a limited significant
trading history of these investments, and there can be no assurance that a liquid market in these
instruments will develop. Lack of a liquid market may impose the risk of higher transaction costs and the
possibility that a Fund may be forced to liquidate positions when it would not be advantageous to do so or
not be able to liquidate such positions. In addition, there are higher risks associated with new types of
securities arising from potential regulatory, legal or tax developments or from lack of clarity or agreement
as to the construction of written documentation, in each case, the determination of which may not yet be
settled by courts or legal regulatory proceedings or processes and any such determination may be adverse.
Such securities may be unrated or may have more volatile ratings than securities that have been in
existence for longer periods.

Non-U.S. Investments; Emerging Markets. The Funds invest in securities of non-U.S. issuers and
of countries other than the United States. Investing in the securities and other financial instruments of
issuers (and, from time to time, governments) of countries other than the United States involves certain
considerations not usually associated with investing in securities of U.S. issuers or the U.S. government,
including political and economic considerations, such as greater risks of expropriation, nationalization
and general social, political and economic instability; fluctuations in the rate of exchange between
currencies and costs associated with currency conversion; and certain government policies that may
restrict investment opportunities or repatriation of cash. In addition, accounting and financial reporting
standards that prevail in countries other than the United States generally are not equivalent to U.S.
standards and, consequently, less information is available to investors in issuers located in these countries
than is available to investors in issuers located within the United States. There is also less regulation,
generally, of the securities markets outside the United States than there is in the United States.

The risks described above are typically greater in less developed nations, sometimes referred to as
“emerging markets.” For instance, political and economic structures in these countries may be more
volatile. High rates of inflation or deflation may adversely affect the economies and securities markets of
such countries. In addition, the small size, limited trading volume and relative inexperience of the
securities markets in these countries may make investments in such countries less liquid and more volatile
than investments in more developed countries. Investments in emerging markets are regarded as highly
speculative. Because of these and other factors, the values of these investments may become worthless.

Sovereign Debt. As described in “Non-U.S. Investments; Emerging Markets” above, the Funds
may invest in securities issued or guaranteed by non-U.S. governments or their authorities, agencies or
instrumentalities. Different kinds of non-U.S. government securities have different kinds of government
support. Some non-U.S. government securities are supported by the full faith and credit of a non-U.S.
national government and some are not. As described above, securities issued or guaranteed by certain
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non-U.S. countries may involve varying degrees of credit risk as a result of financial or political
instability in such countries, including the possibility of defaults on non-U.S. government securities, and
the possible inability of a Fund to enforce its rights against the non-U.S. government issuers. As with
issuers of other fixed income securities, sovereign issuers may be unwilling or unable to make timely
principal or interest payments. At certain times, certain countries (particularly emerging market
countries) have declared moratoria on the payment of principal and interest on external debt.
Governmental entities also may depend on expected disbursements from non-U.S. governments,
multilateral agencies and others to reduce principal and interest arrearages on their debt. The
commitment on the part of these governments, agencies and others to make such disbursements may be
conditioned on a governmental entity’s implementation of economic reforms and/or economic
performance and the timely service of such debtor’s obligations. Failure to implement such reforms,
achieve such levels of economic performance or repay principal or interest when due may result in the
cancellation of such third parties’ commitments to lend funds to the governmental entity, which may
further impair such debtor’s ability or willingness to service its debts in a timely manner. Consequently,
governmental entities may default on their sovereign debt. Holders of sovereign debt may be requested to
participate in the rescheduling of such debt and to extend further loans to governmental entities. There is
no bankruptcy proceeding by which sovereign debt on which governmental entities have defaulted may
be collected in whole or in part. Continued uncertainty over the ability or willingness of various
sovereigns, including the United States and countries in the euro area, to service their debt obligations has
caused and may continue to cause substantial disruptions to global equity and credit markets.

Municipal Debt. The Funds may invest in municipal debt. Like other fixed income securities,
municipal debt is subject to credit and market risk. Generally, prices of higher quality issues tend to
fluctuate less with changes in perceived credit quality than prices of lower quality issues and prices of
longer maturity issues tend to fluctuate more than prices of shorter maturity issues. The secondary market
for municipal debt typically has been less liquid than that for taxable debt/fixed income securities, and
this may affect a Fund’s ability to sell municipal debt at then current market prices, especially in periods
when other investors are attempting to sell the same securities. Prices and yields on municipal debt are
dependent on a variety of factors, including general money-market conditions, the financial condition of
the issuer, general conditions of the municipal debt market, the size of a particular offering, the maturity
of the obligation and the rating of the issue. A number of these factors, including the ratings of particular
issues, are subject to change from time to time. Information about the financial condition of an issuer of
municipal debt may not be as extensive as that made available by corporations whose securities are
publicly traded.

Obligations of issuers of municipal debt are subject to the provisions of bankruptcy, insolvency
and other laws, such as the Bankruptcy Abuse Prevention and Consumer Protection Act of 2005, affecting
the rights and remedies of creditors. Congress or state legislatures may seek to extend the time for
payment of principal or interest, or both, or to impose other constraints upon enforcement of such
obligations. There is also the possibility that as a result of litigation or other conditions, the power or
ability of issuers to meet their obligations for the payment of interest and principal on their municipal debt
may be materially affected or their obligations may be found to be invalid or unenforceable. Such
litigation or conditions may from time to time have the effect of introducing uncertainties in the market
for municipal debt or certain segments thereof, or of materially affecting the credit risk with respect to
particular bonds. Adverse economic, business, legal or political developments might affect all or a
substantial portion of a Fund’s investments in municipal debt in the same manner. A Fund will be
particularly subject to these risks to the extent that it focuses its municipal debt investments in a particular
state or region. Finally, federal tax legislation has limited the types and volume of bonds the interest on
which qualifies for a federal income tax exemption. As a result, this legislation and legislation that may
be enacted in the future may affect the availability of municipal debt for investment by a Fund.
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Concentration of Investments. There are no external limits on the Investment Manager’s
investment discretion with respect to the diversification of the Funds. At any given time, it is therefore
possible that a Fund may make investments that are concentrated in a particular type of security, industry,
geographic location or market capitalization. This limited diversity could expose a Fund to significantly
greater volatility than in a more diversified portfolio.

Litigation. A Fund’s assets may be invested in securities the issuers of which become subject to
litigation with third parties or a governmental authority. Under such circumstances, even when the parties
settle, or despite the fact that the applicable court or agency may ultimately find in favor of the issuer on
all or most of the claims, the issuer’s securities can suffer a significant decline in value, resulting in a loss
to a Fund. This may be the case for many reasons, including but not limited to the impact of negative
media surrounding the case and/or the prolonged distraction of the issuer’s management from its day-to-
day business.

Transaction Execution and Costs. As the Investment Manager expects to actively manage a
Fund’s portfolio, purchases and sales of investments may be frequent and may result in high transaction
costs. In addition, in many cases relatively narrow spreads may exist between the prices at which a Fund
will purchase and sell particular positions. The successful application of a Fund’s investment strategy
will therefore depend, in part, upon the quality of execution of transactions, such as the ability of broker-
dealers to execute orders on a timely and efficient basis. Due to the degree of trading, total transaction
costs may be expected to be high. The level of transaction costs, as an expense of a Fund, may therefore
be expected to be a factor in determining future profitability of a Fund.

Market Disruption and Geopolitical Risk. Disruptions can occur in any market traded in by the
Investment Manager due to unusually high trading volume, political intervention or other factors. The
imposition of controls by governmental authorities might also limit trading in certain markets to less than
that which the Investment Manager would otherwise recommend, to the possible detriment of the Funds.
Market illiquidity or disruption could result in major losses to the Funds.

Global and regional conflicts may have a substantial impact on the U.S. and world economies and
securities markets. Terrorist attacks on the World Trade Center and Pentagon on September 11, 2001
closed some of the U.S. securities markets for a four-day period, and similar future events may result in
similar, or different, disruption. Global and regional conflicts, terrorism and related geopolitical risks
have led, and may in the future lead to, increased short-term market volatility and may have adverse long-
term effects on U.S. and world economies and markets generally. These risks could also adversely affect
individual issuers and securities markets, interest rates and other factors relating to the value of the Fund’s
investments.

In addition to the effect that such disruptions may have on the securities markets, such future
events could have a direct impact on the Investment Manager and could prevent the Investment Manager
from tracking and/or accessing information or technology material to the investment process or from
performing other material duties and responsibilities related to trading, analysis or reporting to investors.

Risks of Investing in Distressed Assets. The Investment Manager expects at times to invest a
portion (which may be substantial or materially all) of certain Funds’ assets in distressed assets. Such
securities are typically more volatile and less liquid than securities not experiencing such difficulties.
Although such Funds will invest in assets that in the view of the Investment Manager have the potential
over the long term to produce a positive return on investment, there is a possibility that a Fund may incur
substantial or total losses on its investments. In addition, it may be difficult to obtain quality information
or documentation relating to distressed assets. The identification of attractive investment opportunities is
difficult and involves a high degree of uncertainty.

The Funds invest from time to time in the assets of issuers involved in bankruptcy proceedings,
reorganizations and financial restructurings and may have a more active participation in the affairs of an
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issuer than is generally assumed by an investor. This may subject the Fund to litigation risks or prevent
the Fund from disposing of securities. In a bankruptcy or other proceeding, the Fund as a creditor may be
unable to enforce its rights in any collateral or may have its security interest in any collateral challenged,
disallowed or subordinated to the claims of other creditors. Accordingly, the possibility exists that the
distressed securities purchased by the Fund may be subject to substantial changes in rights and covenants,
often resulting in less protection for the Fund. Because (unlike the Fund) other investors may purchase
the securities of these companies for the purpose of exercising control or management, the Fund may be
at a disadvantage to the extent that the Fund's interests differ from the interests of these other investors.

Trading in distressed securities may often be effected in over-the-counter (“OTC”) markets.
These markets are not regulated by any exchange, and accordingly do not have any established market-
making, margin or other requirements that generally help insure a viable trading market exists for a
particular security. The bid-offer spreads in OTC markets are established by dealers, thus spreads in the
same security may vary from dealer to dealer.

Loans of Portfolio Securities. The Funds may lend their portfolio securities. By doing so, a Fund
attempts to increase income through the receipt of collateral on the loans. In the event of the bankruptcy
of the other party to a securities loan, a Fund could experience delays in recovering the loaned securities.
To the extent that the value of the securities a Fund lent has increased, a Fund could experience a loss if
such securities are not recovered.

Legal and Regulatory Risks. Legal, tax and regulatory changes could occur that may adversely
affect the Funds or the Funds’ investments. New or revised laws or regulations may be imposed by U.S.
or non-U.S. governmental regulatory authorities or self-regulatory organizations that supervise the
financial markets including, but not limited to, rules relating to short selling, leverage limits or changes in
seniority of an asset. For example, the SEC and non-U.S. regulatory authorities may adopt (and in certain
cases, have adopted) bans on short sales of certain securities in response to market events. Bans on short
selling may make it impossible for the Funds to execute certain investment strategies and may have a
material adverse effect on the Funds’ ability to generate returns. Such events could make the Funds
unable to execute their investment strategy. In addition, the regulation of derivatives transactions and
other types of securities and of funds that engage in such transactions is an evolving area of law and is
subject to modification by government and judicial action. The effect of any future regulatory change on
a Fund could be substantial and adverse.

Other Possible Risks. There is no assurance that the above list is complete or that there are not
other risks that may exist now or may arise in the future.

ITEM9. DISCIPLINARY INFORMATION

Item 9 is not applicable to Bracebridge, as Bracebridge does not have any reportable material legal or
disciplinary events.

ITEM 10. OTHER FINANCIAL INDUSTRY ACTIVITIES AND AFFILIATIONS

Related Broker-Dealers

Neither Bracebridge nor any of its management persons is registered or has an application pending to
register as a broker-dealer or a registered representative.
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Related Futures Commission Merchant/Commodity Pool Operator/Commaodity Trading Advisor

Bracebridge is a commodity pool operator and a commodity trading adviser registered with the
Commodities Futures Trading Commission. The following management persons are associated persons
of Bracebridge: Nancy Zimmerman, Gabriel Sunshine and John Spinney.

ITEM11. CODE OF ETHICS, PARTICIPATION OR INTEREST IN CLIENT
TRANSACTIONS AND PERSONAL TRADING

Code of Ethics

Bracebridge has adopted a Code of Ethics (the “Code of Ethics”) that states that employees and certain
other persons covered by the Code of Ethics (as used in this Item 11, “employees”) may not engage in any
investment transaction under circumstances in which the employee benefits from or interferes with or
otherwise disadvantages the purchase or sale of investments on behalf of a Fund. In addition, employees
may not use information concerning the investments or investment intentions of Bracebridge on behalf of
Funds, or their ability to influence such investment intentions, for personal gain or in a manner
detrimental to the interests of any client. The Code of Ethics requires all employees to comply with
applicable U.S. federal securities laws at all times. The Code of Ethics prohibits employees from
engaging in certain short-term trading and purchases of securities in an underwritten public offering. The
restrictions of the Code do not preclude purchases of interests in the Funds. Employees may be investors
in the Funds, and some or all of the key personnel of Bracebridge may have significant interests in the
Funds as investors.

The Code of Ethics outlines written policies regarding personal trading in any brokerage or trading
account in which an employee, or any member of such employee’s immediate family, has any direct or
indirect control or beneficial ownership. The personal trading policies adopted by Bracebridge generally
restrict personal trading of certain securities and require employees to seek pre-approval prior to trading
in certain securities. An employee is required to disclose all of his or her personal account holdings to
Bracebridge upon employment. Employees must provide certain quarterly and annual securities holdings
reports, as well as contemporaneous duplicate copies of all transaction confirmation statements and
account statements.

The Director of Compliance Operations (the “Director of Compliance”) has responsibility for the
day-to-day administration of the Code of Ethics. The Director of Compliance or the Deputy Chief
Compliance Officer (the “Deputy CCQO”) is responsible for periodically reviewing the reports provided by
employees under the Code of Ethics. Employees are required to immediately report any violation of
Bracebridge’s personal trading policies to the Deputy CCO or the Chief Compliance Officer (the “CCQO”).

This summary of the Code of Ethics is qualified in its entirety by the Code of Ethics of Bracebridge,
which is available to clients and prospective clients upon request.

Conflicts of Interest

The material reportable conflicts of interest encountered by a Fund include those discussed below,
although the discussion below does not necessarily describe all of the conflicts that may be faced by a
Fund. Other conflicts may be disclosed throughout this brochure and in the offering documents of each
Fund and these materials should be read in their entirety. Bracebridge has adopted policies and
procedures to address and mitigate conflicts of interest, including those described below.

Bracebridge and/or its principals may give advice and recommend securities to, or buy securities for,
clients (including other Funds) and others, which advice or securities may differ from advice given to, or
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securities recommended or bought for, a Fund, whether their investment objectives may be the same or
similar, or not. In addition, Bracebridge and/or its principals and affiliates may engage in transactions or
make investments for their own accounts which may differ from or be identical to the transactions
engaged in or investments made by Bracebridge for a Fund, subject to the Code of Ethics described
above. Such transactions or investments may be made through one or more pooled vehicles established
for the benefit of certain current or former Bracebridge principals or employees. Certain of the Funds,
which do not have the same investment strategy as each other or the other Funds, may nonetheless make
investments that may be side by side with a Fund for their own accounts. They may also make
investments which may differ from the transactions engaged in by Bracebridge for the other Funds and/or
there may be circumstances in which they make investments that may be potentially suitable for a Fund
but in which a Fund for any number of reasons does not invest.

When clients of Bracebridge participate in the same manner in the same investment opportunity, such
opportunity will be allocated at Bracebridge’s sole discretion, taking into account such factors as the
relative amounts of capital available (considering both cash and available borrowings) for new
investments, existing kinds and levels of investments in such Funds, limitations on participation in special
situation investments, the investment programs and portfolio positions of such Funds and other accounts
for which participation is appropriate, and applicable tax and regulatory considerations. Bracebridge
strives to allocate investment opportunities among clients in a fair and equitable manner over time. It is
expected that clients of Bracebridge and its affiliates, including a Master Fund, will invest in many of the
same assets. When the purchase and sale of securities is considered to be in the best interests of multiple
Funds, the securities to be purchased or sold may be aggregated in order to obtain superior execution
and/or lower brokerage expenses. Execution prices for identical securities purchased or sold on behalf of
multiple accounts in any one business day may be averaged. In such events, allocation of prices, as well
as expenses incurred in the transaction, shall be made in a manner Bracebridge considers to be equally as
favorable to a Fund as to any other Fund. Despite similar investment strategies among certain Funds, the
Funds might have different performance results as a result of the manner in which investments are
allocated. The officers, members and employees of Bracebridge may trade in securities for their own
accounts, subject to restrictions and reporting requirements as may be required by law or otherwise
determined from time to time by Bracebridge. These restrictions and reporting requirements generally do
not apply to certain asset classes and investments not commonly invested in by the Funds. See Item 12
“Aggregation of Orders” below for more information regarding Bracebridge’s policy on aggregating
orders.

Cross trades occur when Bracebridge or an investment advisory affiliate transfers securities from one
client account to another in exchange for cash without the use of an unaffiliated broker-dealer to facilitate
the transaction. Bracebridge may engage in cross trades with respect to the Funds to the extent permitted
in the Funds’ organizational documents.

Certain of the Funds are part of a master-feeder structure and, accordingly, Bracebridge advises certain
feeder funds to invest in certain Master Funds from time to time. The use of a master-feeder structure
may create a conflict of interest in that different tax considerations for different Funds within a single
master-feeder structure may cause a Master Fund to structure or dispose of an investment in a manner that
may have disparate tax effects across the feeder funds within such structure, which may be more
advantageous to one or more, but not all, such feeder funds.

Bracebridge has certain responsibilities in connection with valuation of securities. A conflict may arise

with respect to valuing certain securities given that the Incentive Fee earned by Bracebridge is determined
based on the value of such securities.
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The Funds’ organizational documents do not prohibit Bracebridge or its employees, members and/or
principals or any other partner from buying or selling securities or commodity interests for their own
account. The records of any such trades by Bracebridge, its employees, members and/or principals will
not be open to inspection by the Funds’ investors. Bracebridge maintains compliance policies and
procedures, including personal trading policies, which are designed to reduce potential conflicts of
interest (see “Code of Ethics” above).

ITEM 12. BROKERAGE PRACTICES
Broker/Dealer Selection Process

Bracebridge’s objective is to act in the best interests of the Funds in its selection of brokers/dealers to
effect transactions for the Funds. In making such selections, Bracebridge seeks to obtain the best
execution for each such transaction. In any specific transaction, Bracebridge assesses best overall
execution for the Funds in light of all relevant prevailing circumstances. Bracebridge considers the
following factors (to which, in any given transaction, more or less weight may be given) in selecting
broker/dealers: the creditworthiness and financial stability of the particular broker/dealer, the expertise
and skill with respect to the specific securities traded for the relevant Fund’s account, the ability to
execute and clear trades in an orderly and satisfactory manner, the adequacy of trading infrastructure,
technology and capital, and the trading terms, among other factors. Best price (including commissions),
or lowest possible transaction cost, is a significant consideration, however, “best execution” does not
require Bracebridge to obtain the lowest possible price for any particular transaction, for any group of
transactions, for any particular Fund or all Funds in the aggregate.

The Trade Oversight Committee meets periodically (typically quarterly) to review the quality and cost of
execution being provided by Bracebridge’s broker/dealers.

Research and Other Soft Dollar Benefits

Section 28(e) of the Exchange Act is a “safe harbor” that permits an investment adviser to use
commissions or “soft dollars” to obtain certain research and brokerage services in connection with the
investment decision-making process. Bracebridge does not permit any soft dollar arrangements at this
time, but retains the right to do so in the future.

Directed Brokerage
Bracebridge does not have client directed brokerage arrangements.
Aggregation of Orders

Where an investment is appropriate for multiple Funds, Bracebridge may group all such Funds together
and submit one aggregated order for all of the participating Funds. Bracebridge will generally be required
to designate the amount of investments to be purchased or sold for each Fund participating in any
aggregated order either prior to the execution of the order or promptly thereafter. Such allocation will be
based upon the parameters described in Item 11 “Conflicts of Interest” above and upon factors that
include, without limitation, the available capital of each Fund and whether allocation to a Fund will result
in the Fund holding odd lots or a de minimus amount of an investment. If an aggregated order is not
completely filled, it will typically be allocated on a pro rata basis to all Funds participating in the order
promptly following execution subject to the parameters described in Item 11 “Conflicts of Interest”
above.
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Where an aggregated order is executed at more than one price over the course of a day, the executed
transactions will be allocated so that each Fund receives the average unit price over the course of the day
and bears its pro rata share of the aggregate transaction costs, to the extent reasonably practicable and
subject to the parameters described in Item 11 “Conflicts of Interest” above. Where it is not practicable,
Bracebridge shall endeavor to ensure that the Funds are treated in a fair and equitable manner. To the
extent that any of those orders remains unfilled following such allocation, the unfilled amount will be
combined with subsequent orders in that investment, if any, for allocation of subsequent transactions.

To the extent that a trade allocation is not made pre-trade, Bracebridge’s policy is that such allocation
must be made promptly after trade execution and in all cases by the end of the trading day. If
circumstances exist that make it impossible or impractical to allocate a trade before the end of the relevant
trading day, the relevant trader should so inform the Director of Compliance. See Item 11 “Conflicts of
Interest” above for more information regarding conflicts of interest related to aggregating orders.

ITEM 13. REVIEW OF ACCOUNTS
Oversight and Monitoring

Bracebridge provides continuous advisory services for the Funds. The portfolio investments of each Fund
are primarily reviewed by a team of investment professionals, which currently includes the principals of
Bracebridge.

Reporting

Bracebridge provides written reports to investors in the Funds in accordance with the applicable Fund’s
organizational and offering documents and as may be agreed with particular investors. Bracebridge has
engaged an independent public accounting firm to audit the financial statements of the Funds within 120
days of the end of each fiscal year (or such shorter period as may be set forth in a Fund’s governing
documents) or as soon as reasonably practicable thereafter.

ITEM 14. CLIENT REFERRALS AND OTHER COMPENSATION

Bracebridge does not compensate any person for client referrals. Bracebridge may enter into placement
agent agreements in the future. Any placement agent fees in connection with any such agreement would
generally be paid by Bracebridge.

ITEM15. CUSTODY

Item 15 is not applicable to Bracebridge, as the Funds’ “qualified custodian” is not required to send
account statements directly to Bracebridge’s clients under the custody rule.

ITEM 16. INVESTMENT DISCRETION

Bracebridge provides investment advice directly to its Funds pursuant to a written investment
management agreement with the Funds, subject to the discretion and control of the general partner or the
board of directors of the applicable Fund, and not directly to the investors in the Funds. Powers of
attorney and any restrictions on Bracebridge’s authority are set forth in the organizational documents and
subscription documents of the Funds.
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ITEM17. VOTING CLIENT SECURITIES

Bracebridge makes all decisions relating to the voting of proxies and exercise of consent rights
(collectively, “Votes” or similar construction, as appropriate) on behalf of the Funds. Bracebridge will
Vote in accordance with Bracebridge’s Proxy Policy.

This summary of Bracebridge’s voting policies and procedures is qualified in its entirety by the Proxy
Policy of Bracebridge which is available to clients upon request. Any requests for information about how
Bracebridge has voted with respect to securities held by the respective Fund should be directed to the
Director of Compliance or, if the Director of Compliance is not available, to the Deputy CCO or the
CCoO.

ITEM 18. FINANCIAL INFORMATION

Item 18.A is not applicable to Bracebridge, as it does not require or solicit prepayment of fees six months
or more in advance.

In response to Item 18.B, there is no financial condition that Bracebridge believes is reasonably likely to
impair its ability to meet its contractual commitments to the Funds.

Item 18.C is not applicable to Bracebridge, as it has not been subject to a bankruptcy petition during the
past ten years.

ITEM 19. REQUIREMENTS FOR STATE-REGISTERED ADVISERS

Item 19 is not applicable to Bracebridge as it is not registered with any state securities authority.

24



