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Yssued to: Great Lakes Capital Partners

CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM

MDL ACTIVE DURATION FUND, LTD.

(An exempted mutual fund company
Incorporated with limited ability under the laws of Bermuda)

Offering of Non-Voting, Redeemable, Participating Shares

Minimum Subscription Per Investor: U.S, $1,000,008

MDL CAFITAL MANAGEMENT, INC,

Investment Adviser

OLYMPIA CAPITAL INTERNATIONAL, INC.
Administrator

THESE SECURITIES ARE SUBJECT TO RESTRICTIONS ON TRANSFERABILITY

AND RESALE AND MAY NOT BE TRANSFERRED OR RESOLD EXCEPT AS PERMITTED
TUNDER APPLICABLE LAW AND UNDER THE PROVISIONS OF THE FUND'S GOVERNING

DOCUMENTS.

‘THE DATE OF THIS MEMORANDUM IS JANUARY 15, 2003
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L LEGENDS
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( TO THE LEGAL REQUIREMENTS AND TAX CONSEQUENCES WITHIN THE COUNTRIES
o OF THREIR RESIDENCE AND DOMICILE FOR THE ACQUISITION, HOLDING OR

DISPCSAL OF SHARES AND ANY FOREIGN EXCHANGE RESTRICTIONS WHICH MAY
BE RELEVANT TO THEM. IF YOU ARE IN ANY DOUBT ABQUT THE CONTENTS OF
THIS MEMORANDIM, YOU SHOULD CONSULT YOUR STOCKBROXER, SOLICITOR,

ACCOUNTANT OR OTHER FINANCIAL ADVISER.

NMNEITHER MDPL ACTIVE DURATION FUND, LTD. (THE “FUND") NOR THE
PARTICIPATING SHARES OF THE FUND (THE “SHARES”™) DESCRIBED IN THIS
MEMORANDUM (THIS “MEMORANDUM™ BAVE BREN OR WILL BE REGISTERED OR
QUALIFIED UNDER THE SECURITIES LAWS OF THE UNITED STATES (*US™ OR ANY
OTHER JURISDICTION. THIS MEMORANDUM SHALL NOT CONSTITUTE AN OFFER 1O
SELL OR THE SOLICITATION OF AN OFFER TQ BUY, NOR SHALL THERE BE ANY S8ALE
OF SHARES IN ANY JURISDICTION IN WHICH SUCH OFFER, SOLICITATION OR SALE
IS NOT AUTHORIZED OR TO ANY PERSON TO WHOM IT IS UNLAWFUL TO MAKE
SUCH OFFRER, SOLICITATION OR SALE. THE DIRECT OR INDIRECT OWNERSHIP OF
SHARES BY *RESTRICTED PERSONS” AS DEFINED IN THIS MEMORANDUM IS
PROEIBITED. NO PERSON HAS BEEN AUTHORIZED TO MAKE ANY
REPRESENTATIONS CONCERNING THE FUND OR THE SHARES WHICH ARE

TINCONSISTENT WITE THOSE CONTAINED IN THIS MEMORANDUM, AND ANY SUCH
REPRESENTATIONS SHOULD ACCORDINGLY BE TREATED AS UNAUTHORIZED AND
MAY NOT BE RELIED UPON BY THE RECIPIENT.

- UPON THE INVESTMENT ADVISER'S REGISTRATION WITH THE UNITED
(, : STATES COMMODITY FUTURES TRADING COMBOISSION, THIS FUND WILL TRADE IN
FUTURES. PURSUANT TO AN EXEMPTION FROM THE COMMODITY FUTURES
TRADING COMMISSION IN CONNECTION WITH POOLS WHOSE PARTICIPANTS ARE
LIMITED TO QUALIFIED ELIGIBLE PARTICIPANTS, A CONFIDENTIAL PRIVATE
PLACEMENT MEMORANDUM FOR THIS POOL IS NOT REQUIRED TO BE, AND HAS
NOT BEEN, FILED WITH THE COMMISSION. THE COMMODITY FUTURES TRADING
COMMISSION DOES NOT PASS UPON THE MERITS OF PARTICIPATING IN A POOL OR
UPON THE ADEQUACY OR ACCURACY OF A CONFIDENTIAL PRIVATE PLACEMENT
MEMORANDUM.  CONSEQUENTLY, THE COMMODITY FUTURES TRADING
COMMISSION HAS NOT REVIEWED OR APPROVED AND IS NOT EXPECTED TO |
REVIEW OR APPROVE THIS CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM.

CERTAIN TRANSACTIONS IN FINANCIAL FUTURES AND RELATED OPTIONS
AND THE INVESTMENT AND/OR HEDGING STRATEGIES ASSOCIATED THEREWITH
WILL NOT 38 AVAILABLE TO THE ¥UND UMLESS AND UNTIL CERTAIN
‘REGISTRATIONS "ARE OBTAINED. " THE INVESTMENT "ADVISER IS SUBMITIING
APPLICATIONS FOR SUCH REGISTRATIONS BUT I8 NOT OBLIGATED TO PURSUE OR

OBTAIN ANY SUCH REGISTRATIONS.
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THE PURCHASE OF SEARES IS SPECULATIVE AND INVOLVES A HIGH DEGREE
OF RISK. THERE IS NO ASSURANCE THAT THE FUND WILL BE PROFITABLE. SEETHE

SECTION ENTITLED.SRISK. . RACTORS?. WITHIN THIS MEMORANDUM FOR A

—

DESCRIPTION OF CERTAIN RISKS INVOLVED IN THE PURCHASE OF SHARES.

THIS MEMORANDUM IS INTENDED SOLELY FOR THE USE OF THE PERSONTO
WHOM IT HAS BEEN DELIVERED BY THE FUND FOR THE PURPOSE OF EVALUATING
A POSSIBLE INVESTMENT BY THE RECIPIENT IN THE SHARES DESCRIBED HEREIN,
AND IT 18 NOT TO BE REPRODUCED OR DISTRIBUTED TO ANY OTHER PERSONS
(OTHER THAN PROFESSIONAL ADVISERS OF THE PROSPECTIIVE INVESTOR

RECEIVING THIS DOCUMENT FROM THE FUND).

THIS DOES NOT CONSTITUTE AN OFFERING TO ANY MEMBER OF THE
GENERAL PUBLIC OF BERMUDA.

All monetnry amoonts for Shares get forth herein are expressed in US. dollars,

H01910284.15
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INTRODUCTION

o MDL Active Duration. Fund, Ltd. {the “Company” or the “Fund™), is an exempted, open ended
muteal fimd company meorporated under Bermuds law with lrmted Hability and with unlimited duration.
The Fund has been formed specifically for the purpose of providmg an investment vehicle through which
United States tax-exsmopt instiutional investors and non-U.S. persons (“Tovestors”™) can mvest m a
portiolio consisting primarily of U.S. Tressury notes and bonds, US. agency notes and bonds and
corporate and mortgage-backed fixed meome securibes. The Fund’s duration, maturily structure and
overall quality rating will be adjusted periodically based on an assessment of cerizin macro-economic
factors. The Fund will sesk to capture sigruficant gains during periods when interest rates are generally
dectimng and will sesk to protect principal during periods when rates are generally rising.

The Fund's investment adviser is MDL Capital Management, Inc., a Pennsylvania corporation
{“MDL” or the “Investment Advizer™). The Investmment Adwiser will provide mvestment advisory services
to the Fund and will be responsible for the overall management of the Fund’s pertfolio. The Investment
Adviser is a registered 2s an investment adviser with the U.S. Securities and Exchange Commission (the
“SEC™) under the Investment Advisers Act of 1940 (the “Advisers Act™).

The Fund’s fnveshment cbjective is to profit by favesting in U.S. Treasury, U.S. goverrmnent
agency, corporate and mortgege-backed fixed ipoome securities, currencies, short-term equity positions,
fohres and option confracts. The Fund's mvestment strategy will inclnde the use of leverage. The
Trvestment Adviser, in its sole and absolute discretion and authority as investment adviser to the Funll
will ultimately dentify avd select investments for the Fund, The Fund is demgned primadly for U.S.
tax-exernpt mstitutional Investers and non-U.S Investors. There can be no assurance that the Fund will

achieve its objectives. .

The Fund is offering (the “Offering™} its non-voting, redeemable, participating shares (the
“*Shares™), subject to prior subscription and other conditions. The Fumd has a tavget equity capitalization
of 8300 millien (which may be increased or decreased in the discrenon of the board of dixectors of the
Coropany (the “Board of Divectors™)). The minimum initin] subgeription per Investor is U.S, $1,000,600,
subject to reduction in the dizoretion of the Board of Directors of the Company. Initially, Shares will be
offered at U.S. 51,000,00 per Share. After commencement of mvesting activities, Shares will be offexed
for sals at the Net Asset Value per share as of the close of business on the last business day of each |

quarter {and any other date approved by the Board of Directors). B
The Shares are offered only to non-United States persons and ¢ertain U.S. tax-exempt Iovestors
wehich meet the definitions of “gualified purchaser” as defined in the Investment Company Act of 1949,

as amended (the *Investment Compapy Act™) and Qualified Eligible Purchaser as defined m
Reguiation 4.7 of the Commodity Futures Trading Cormmission. The Fund reserves the nght to reject

any subseription m whole or in part,
The witiz! offering perind shall commence on the date of the filing of this Memorandum with the

..Registrar of Compandes in Benmuda.-on Janoazy. 15, 2003.and wail end.on the-earlier o .secur-of -the .

aeceptance of subscriptions in the aggregate amount of $3,000,000 or May 15, 2003 (the “Initdl Closing
Dare™.

RN
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(g - SUMMARY .
q SUMMARY OF THE TERMS OF THE OFFERING AND THE FUND

The following 1s a summary of certan information about the Fund and the offering of Shares

made &y meons of this Confidential Private Placement Memorandum (the “Memorandum”). The

i sumynary is qualified in s entirely by the more complete information appearing elsewhere in the
Memorandum, and 15 swhject to the detailed provisions of the Fund's Governing Documents and the

Subscription Agreement attached herew as Extubit 4. The O_ﬁ'ermg iz subject to prior sale, modification

and withdrawal,

FUND OVERVIEW

The Fand The Fund is a Bermuda exempted, open ended murual fund company
incorporated on May 20, 2002 with limited liability in Bermuda. The
operaton  and wunagement of the Fund are governed by its
Memoramdum of Association and Bye-Laws, copies of which are
avaflable from the Administrator (the “Goveming Documents™), The
Registered Office and principal place of busmess of the Fund is
Williams House, 20 Reid Street, Homilton, BEM11, Bermmda, The Fund
has been classified as a Benmuda Insttutional Scheme under the
Bermuds Monetary  Authority  Collective  Investment  Scheme
Regulations of 1998, as amended (the “Regulations™), and wil be

subject fo the provisions of such law.

) ] The Investment Adviser of the Fund is MDL Capital Management, Inc.,
g, a Pennsylvania corporation.  The Investment Adviser’s principal
A shareholders are Mark D, Lay, Steven L. Sanders, BEdward Adatepe and
Safeguard Scientific, Inc. The Investment Adviser 15 registered with the
.8, Securities and Exchange Commigsion as an investment adviser.
The Investment Adviser is registermng to become lcensed as a
commuodity pool operator ("CPO™) with the Commmodity Futures Tradtog
Commission (“CFIC™). Upon receipt of such lcenses, the Investment
Adviser will be the pool operator of the Fund,

Board of Directors The Fund is govemed by its board of directors (the “Directors” or
“Board of Directors”). The members of the Board of Dirscrors are
WMark D. Lay, Steven L. Sanders and Edward Adateps, who are the
principals of the Investment Adviser, and OskarP. Lewnowskd and
Raymond Morrison of Olympia Capital International, Inc., the Fund’s

administrator.

o N A - - -~~~

"31& {iaster “?und The Fund may at some point n the future choose to invest 2ll or some
portion of i3 assets i a centralized mvestment company, commnonly
known as 2 “master imd” fthe “Master Fund™) (the Fund being a “feeder
fimd™). Such mn investment would also be managed by the Invesunent
Adviser at that level, but at alf times m 2ccordence with the investment
style and sirategies of the Fund as described m this Memorandum. The
Master Fund would be a Bermuda lhmited Hability entity or State of

-
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Delaware Bmited partnership or similar entity eligible to be freated as 2,
“partnership” for U.S. income tax purposes. It is anticipated that the
Wister Fomi-if established;would-admit-one-ormore-additionat-nvestor——

Investment Objectives

" CONFIDENTIAL TREATMENT

Members consisting of other investment funds crganized by the
Investment Adviser to participate in the portfolio of the Master Fund.

The investment objectives of the Fund shall be to concentrate on
investments in {J.S. Treasury notes and bonds, V.8, government agency
notes and bonds and corporate and mortgage-backed fixed income
sesurities to generste consistert positive returns and 0 achieve an
investment rewarn in excess of that from the investiment, grade, broad
market debt securities teflected W the Lehmem Brothers Government
Credit Bond Index (the “Lehmen Government Credit Index™). In
particular, the Fund will seek to significantly ontperform the Index
during periods when interest rates 2re generally declining and will seek
to protect prmcipal during pertods when rates are generally rising.

The Fund will seek to meet these objectives throngh an “active duration™
approach, e.g., the Fund’s portfolic will be constructed to take advantage
of anhcipated movements in yield curves as well as infer-sector spread
relationships. The vanation m the Fand's average duration will be baged
upen the Investment Adviser’s projections as to overall fends m these
variables based on analysis of US. and global macro-econonric growth
factors. The Fund’s portfolio will mclude publicly-taded, United
States-issued government agency, corporate and morigage-backed fixed
income securities and U.S. moncy market instruments snd short-term
investment fimds, guaranteed mvestment contracts, forward contracts
and, following the Investment Adviser’s registration as & CPO with the
CFIC, intersst rate funures, financial futures and options thereon. The
mvestments of the Fund will alvo involve the purchase of Jong and short
posmcns of equity and investments and positions i foreign currencies,
It is anticipated that the assets of the Fund will sometimes be pledged or
otherwise coliateralized 10 obtain a cevtain degree of leverage. The
investments will be selected by the Investment Adviser in 2 mapper
consistent with the investment return objectives established by the
Tnvestment Adviser from time to time consistent with prodent standards
of diversification, liquidity, quality, volatility md portfolio tumover.
There is no assurance that the Fund will aclueve its objectives.

Olympiz Czpital International, Inc. (the “Administrator™), a British
Virgin Islands corporation with a mumaging office in Bermuda, serves as

. __sdministrater 1o the Fund. The Administrator will provide varieus . ... .

administranve fervices to the Fund, including the calculahon of the
Fund’s Net Asset Value and Net Asset Value per Share, processing
Share supscriptions and wedemptions and mainmning the Fend’s
principal books and records.

The Fund has appointed Winchester Fiduciary Services Limited, located

m Harmlton, Bermusda, as regiswar and transfer agene (the "Redistrer and
Transfer Agen?”™). The Registrar and Transfer Agent 13 wholly-owned by

-2
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Wmchester Global Trust Company Lumited, an affiliste of the
Admzmstmior

i

The szd has engaged Crcdaf Suisse First Bcsm Corporation. a
Massachusets corporation, o serve as custodian of the Fund’s assets
(the “Custodian’™). The Custodien will siso act ss the prime broker of

the Fund.

The Fund is designed to ecmable Investors fo access mvestment and
rading strategies that are not generzlly available to most investors; to
participare in mvestment programs that differ from those of traditional
portfolio management; to diversify their investment portfolios; and to
benefit from the nvestment techniques and strategies of the Investment

Adviser.

_3 The Fand is expected to leverage the Fund's investment portfolio a5 a
means to incresse yield and enhance lotal retenn. Up to 150% of the
Fund’s assets, at the time of investment, may be leveraged (fz., the
combined value of borrowings and short positions). Leveraging will
include, but iz not limited to, short selling of securibes, reverse
repurchase agreements, certain option and futures transactions plus any
borrowings to leverage the Fund's assets. Although the use of leverage
may enhance renmns on the Fund’s portfolio and fncrease the number of
investrents that mny be made by the Fund, #t mey also substantially
increase the sk of Joss. The percentage included above is intended as a
guideline and may be changed from Hme to tims at the sole discretion of

g the Board of Diree-rs.

C Castodian

Potential Advantages
of the Fund

The Shares The Fund is offering up to 10,000,000 non-voirng, redesmable
’ mmpmgmUs.somzme(mew The Fund's
share capital consists of the Shares-and 100 voting, nen-participating,
non-redeemable shares, U.S. $0.01 par value each (the “Management
Shares™), which are held by the MDL Active Duration Purpose Trust, a
trust formed moder the laws of Bermuda (the “Puypose Trust™).
Harrington Tmst Lumited, 2 Beromda company, is the sole trustee of the
Purpose Trust. See "MANAGEMENT AND ADMINISTRATION~The

Purpose Trust.”

] “The Fund intends fo sell Sheres which will be denominated 1 U.S.
Dollars. Esch Share will be issued at a price of U.S, §1,000.00. during.. .-

- — The Toital ofiering penod (the “Initinf Offering Perind™), which shall
commence on the date of the fling of this Memorandum with the
Bermuda Regiswar of Companies on Januery 15, 2003 and which shall
end on the earlier of the acceptance of 33,000,006 of subscriptions or
May 15, 2003. There is no assurance that the Fund will receive md
accept the minmmum aggregate subscripton Amount necessary 1o
commence investing, If subscriptions totaling at least $3,000,000 are not
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period of time following a request of verification of identity, the Fund has not received sarisfactory

evidence us sforesad, the Fund may refuse o admit the wvestor es o sharcholder in which evemrany

subs¢Aiption Troceeds received by the Fund will be refurned without mterest to the sccount of the

( relevant investors Investors should note that if any of the Directors, the Investmant Adviser, or the
Adrmnistrator has @ suspicion that a paymoent to the Fund (by way of subscription or otherwise) contains
the proceads of cruminal conduct, it may be required under applicabie anti-money laundering laws and
regulations to report its suspicions to one or more exforcement or regulatory agencies, meluding various
U.5. governmenta] agencies. For example, an individual may be required to produce 2 copy of a passport
or identification card duly certified by a public suthority such as a notary public, together with evidence
of his address, such as a unlity bill or bank statement, and date of birth. In the case of corporate
investors, the Administraior can require, among other things, production of a certified copy of the
certificate of incorporation {and any change of name), memorandom and articles of association (or
equivalent), and the names, occcupstions, dates of birth and msidential and business addresses of all
directors and beneficial owners, The Administrator can request soch information as is necessary to
verdy the identily of an investor. In the event of delay or faihaw by the applicant to produce any
information requued for venfication purposes, the Admnistrator may refuse to accept the application
and the subscriphion momes relsting thereto, or may refuse to honor a redemption request until propes
mformation has been provided.

If any person who is resident in Bermmuda (including the Administrator) has s suspicion that 2
payment to the Fund (by way of subscription or otherwise) contains the proceeds of criminal conduct that
person 18 required to report such suspicion pursuant to The Proceeds of Crime Act, 1997, Berrouda.

6. Shareholder Meetings.
, In general, other than the Annual General Meeting, there will be no regularly scheduled meetings
L B of Sharcholders. ) B -
7. Directors' Interests.

Mone of the Direcrors has any ownership interest either direct or indirect in the Participating
Shares or any options m respect of such Shares..

There are no exdsting or proposed service conmtracts between any of the Directors in their
mdividual capacity and the Fund.

Except for the contract listed in paragraph (b} below, no Director is materially mterested 1 any
transastions subsisting at the date hereof which is unusual in its nature and conditions or significant in

relation to the bummess of the Fund.

8 Reports and Accounts. - ‘ ,
... Interim-and smualreports-for the Fund, once listed, vl be séit To Shatcholders withn fourand
six mouths, respectively, of the end of the peried te which they relate. -

9. Litigation.

The Fund is not engaged m any litipation or arbitration proceedings and the Directors are not
aware of zny litigation or claim pending or threatened by or against the Fund. )

191045418
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Q’ The fal}m does not purpert to be 2 comprehensive summary of all the risks associated with an
investment in the Fund Rather, the following are only certain parhoular risks to winch the Fund s
Sibject that the Investment Adviser wishes fo ncourage prospective wnvestors fo discuss m defail with

their professional advisors:

The Fund Hos No Performance Historv. The Fund has only recently been formed and has no
perfarmance history.

Reliance on the Jvestment Adviser. All decisions with respect to the Fund’s assets and the
general ranagement of te Fund will be made by the Investment Adviser which relies on the services of
several key employees, mcluding without Emtation, Mark D. Lay, Steven L. Sanders and Edward
Adatepe, Shaveholders will have no nght or power to take part in the management of the Fund. Asea
result, the success of the Fund for the foreseeable futwre will depend largely upon the ability of the
Investment Adviser and m particular Mark D. Lay, Steven L. Sanders and Edward Adatepe. Should any
of these employees leave or become meapscitated for any period of time, profitability of the Fund’s

mvestments may suffer,

Achievement of the Fund's Drvestment Objective. No gnarmtee or representation is made thet the
Fund’s Investment Objective will be successfil. The Fumd’s investment program mazy include such
fnvestment techniques as shoxt sales, leverage and lirmted diversification, which practices can, in certain
circumstances, maximze the adverse impact to which the Fund's investments may be mibject. .

A

Eligthility to Ergage in Futures Transactions. Certain tansactions in commuodity futures and
options on futures and the investment and trading strategies assoeiated wath such trmsactions will not be
available to the Fund unless and ontil the Investmnent Adviser has registered as a2 CPO with the CFTC.

C . While the Investment Adviser has filed an application with the CFTC for licensing as a CPQ, no
assurance can be given that such license will be obiamed and the Investment Adviser is not obligeted to

.
gy , ™ pursue or obtain 2oy such license or registration.

K . No Current Income. ‘The Fund’s investment policies should be considered specuiative, as there
' can be no assurance that (e Investment Adviser’s assessments of the short-term or Iong-term prospects
of investments will generate a profit. In view of the fact that it is unlikely that the Fund will pay
dividends, an mvestment i the Fund is not suitable for investors seelang current income for financial or -
tax plarming purposes. .

Currency Risk. Investments in securities of non-U.S. issuers will be denominated in currencies
other then the U.S. Dollar, and hence the value of such mvesanents will depend on the relative sirength
of the U.S. Dollar. The Fund may be affected favorably or unfavorably by exchange control reguianon
or changes m the exchange rate betwesn foreign curencids snd the U8, Dollar. Changes in forsign
currency exchange rates may also affect the value of dividends and interest earned, and the level of gains
and losses realized on the sale of securities. The rate of exchange between the U.S. Dollar and other
cwrrencies is determined by forces of supply and demmand in the foreign exchange markets. These prices

T T Ty affectEd by the infernanonal Dalaiice of pavinents and Oiner economic and DAancial Conditions,
government intervention, speculation znd other fhetors. Additionally, because the Fund’s Net Asset
Value will be calculared, purchased and redeemad wm U.S. Dollarg, each sharehoider, and nor the Fund,
wnil bear the risk of any currency exposure resulttog from differences, f any, in the value of the U.S.

Dollsr relanve to the shareholder's reference currency.

Iavestment it a Master Fynd. Axn investment by the Fund m the Master Fund may be affected by
an investment by other fmds m the Master Fund. In view of the fact that all expenses of:thagt:ermci
wouid be shared pro rara among 115 investors, if other investors in the Mastwer Funa redeerm therr interssts,

P
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accepted by the Fund duwing the Inwial Offering Period, the
subseriptions wiil be returned with interest actually eamed thereon,

Continnous Offering
Period

Eligible Subscribers

If at Jeast 83,000,000 in subscriptions are accepted, the Fund will
commence investing operabons.  Subsequent to the Initial Offering
Period, Shares will be offered ar the Net Asset Value per Share g5 of the
Inst Buswess Day of each calendar quarter (each, a "Valuabon Date™)
Shares purchased after the Initial Offer Period will be issued as of the
next Business Day after the relevant Valustion Date {the “Subscription
Date”}. A Business Day shall mean 2 day on which banks are open for
business in Bermuda and New York, other than a Saturday or Sunday.
Such procesds will be invested in the Fund for the benefit of the Investor
at the next Investment Date, Fractional Shaves will be issued and carried

out to three decimal places,

The minioum initial subscription per  Iovestor s 81,000,000, The
meinivman subscription for additional investments by an Invesftr shall be
3500000, Shares ave offered directly by the Fund., The minimum
subseription amount and the minimum addiional subscription amount
may be reduced by the Board in ifs sole discretion. To subscribe for
Shares, an Investor must submit 2 Subscription Agreement (in the form
atinched herelo} to the Admvmistrator. Subscription Agresments snd
consideration for the Shares subscribed to must be recsived by the
Administrater ot least five Business Days before the intended
Subseription Date for the sobscription.  Upon acceptance of the
subscription, copital condribution for the Shares subscribed must be
transmitted immedintely to the Fund's subscription sccount.  (lesred
funds must be in the Fund’s acconnt by 5 pan. (Bermada fme) of least
thren Business Days before the Subscription Date.  Consideration for
Shares must be paid for in cash, although the Dwectors may in their
absolute discretion gccept other forms of payment.

Generally, except with respect to Qualified US. Persons (as defined in
{b) below), the Shares will not be offered for sale I the U.S. or its
territaries or possessions or to nationals thereof, persons resident thersin
or entities established under the lnws thereof. Shares will be offered
from tiroe to tme on a private basis only to a select number of
institutional and individual -nvestors which mest applicable regulatory
requirements. The Shares may be purchased only by (a) ndividuals thet
are pot citizens or residents of the United States or entities that are not
organized under the laws of the United States (“NoneU.S. Persons™), and
(6) U.S. Persons within the meaning of the U.S, Intamal Revenue Code

"7 of 1986, s amended (the ®Code™), that are subject to the U.S. Employes

Retirement Income Securizy Act of 1574, as amended ("ERISA™), or are
otherwise exempt fom payment of United States Federal income tax, or
an entity substaasiaily all of the ownershup bulevesws in which are held by
entities exernpt fom payment of 118, Federal income tax {*Qualified
.S, Persons™.  Prospective shareholders who are Qualified US.-
Persons must also qualify as “qualified puchasers” under §2(23(51) of
the Investment Company Act and “qualified eligible participants” under

CONFIDENTIAL TREATMENT
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CFTC Regulation 4.7. Non-11.8. Persons and Qualified U.S, Persons
that are Qualified Purchasers and Qualified Eligible Participants are
hereina fter-referred—to-as“Qualified Holders.”  Shares may not be. -

Series of Sharss

T

Organization and
Offering Expenses

?/”—4

purchased or held by or for the account of Bermuda residents. The
Board of Directors may reject any subscription for any reason, or for ne
reason, m their sole and absolute discretion.

In order to cnsurs 2 more equitable allocation of the Incentive Fee (see
“Fees and Expenses” below) among Investors investing in the Fund at
different times during the calendar year, Shares issued as of separete
Subscription Dates will be designated as Shares of separate series (each
with its own Net Asset Valve per Share) as follows: Shares issued on
the first Subscription Date of a calendar year will be designated as
Series 1 Shares. Shares issued on Subscription Dates that do not fall on
the first Subscription Date of 2 calendar year will be designated as
Shares of s consecutive series of Shares, To the extent that there is no
Loss Carryforward with respect t0 a Series, such additional series of

: ShmwmﬁbecmvﬂedmﬁSwieslSharwatfhsbmgofmh

calendar yesr &3 descnb:d in more detail umder “FEES AND
EXPENSES™.

The aggregate initial organization and offermy expeoses will be
advanced by the Investment Adviser and will be reimbursed by the Fund
at such tmes and in such amounts as requested by the Investment
Adviser. Provided that the Fund commences investmg activities, the
Fund may treat its ovgamezational costs and expenses in accordamee with
1.3, Geperally Accepted Accounting Principles, although it may clect o
modify its treatment of such costs and expenses to accommodate its
practical needs, including witheur limitation, by amortizing such
organizational costs and expenses over a period of up to 60 months.
Subsequent offering expenses will be direct expenses of the Fund.

The Fund will bear its routine operational expenses, including legal,
custodial, sccounting, printing, and audit expenses, expenses related to
the investments of the Fund’s assets, including, without lumitation,
brokerage commmssions, investment related travel expenses, interest
expense and professional and consultng fees relating to paruncular
investments, insurance premiums {if any), admimstrative, directors fees
and expenses, expenses incurred with respect to fRimishing the
Shareholders with armual veports and other financial mformation, the

" TAdministrator's and the Regiskar and iransfer Agent’s fees and ammual

Bermuda government fees, The Investment Adviser wiil bear all of itz
geoeral overbead expenses in connection with e services to the Fimd
{and the Master Fund), meleding employes salurics and office and
equipment cosws.  Lhe Fund wall also, at such tme as it becomes a
member of the Master Fund, indirectly bear its allccsble share of
expenses meurred by te Master Aund, which ~iill consist primarily of
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brokerage commssions snd other operating and imvestment expenses
pard by the Master Fund.

Investment Adviser
Compensatiocn

Administration

Registrar and
Transfer Agent

Directors’ Fees

Q0121045448

The Investment Adviser will receive a quarterly management fze deter-
mimed at 2 rate equal to 1% per anmum of the Fund’s Net Asset Valoe,
acorued monthly and paysble In arrears as of the end of each calendar
quarter. Tt also will receive o quarterly incentive fee (the “Incentive
Fee') equal, in the aggregate, to 20% of the increase in Net Asset Value
of each series of Shares over the sum of (i) the Series” Net Asset Value
as of the commencement of esch calendar quarter plts (if) the vield on
the Fund's portfoho at o rate equal to the yield of the Lehman
Govemnment Credit Index for such period (the “Hurdle™). A Series of
Shares will only be charged with an Incentive Fee if its Net Asset Value
at the end of a quarter {prior to sccrued Incentive Fees), if any, for the
quarter is greater than (i) iis Net Asset Value at the tme of 15 imfial
gubscription {or the Inital Closimg Date, whichever 1s later) or (i) iis
Net Asset Value at the time the last Incentive Fee was charged sgainst
such Series, whichever is higher, plus the Hurdle (the “High Water
Mark”), JIn the event that the Fund invests in the Master Fund, the
Investment Adwviser will not be entitied to a sepavete management or
mvestment sdvisory fee as manager of the Master Fund but will be
entitled to reimbursement for expenses incurred on behalf of the Master
Fund.

In order to engure that the Incentive Fee is charged only to Shares that
have appreciated in value since their acquisition and to maks sure that all
Shares have the same Net Assel Value, the Fund will issue different
sexzes of Shares to investors who invest at different tirmes to ensure that
the Incentive Fes 13 charped only to Shures that have appresiated in
valne. See “CHARGES TO THE FUND-Calculation of [mvestment
Adviser Compensation.” . /
Deferral of Fees. The Investment Adwiser may elect, prior to the
commencement of the Fund’s trading activities with respect to s first
calendar year of trading and prior to the commpencement of cach calendar
year thereafler, to defer for 2 period of up to ten years payment of all or
any portion of its Management Fees and/or Incentive Fees earned with

respect to that subsequent period.

For its services as the Fund's Administrator, the Fund will pay the
Admnistrator fees 1n acocordance with the Adiministration Agresment.

- - Farats-services, the -Registrar -and Tramsfer Agent -will-receive & foe of
U.S. $2.500 per surum and s entitded to refmbursement of scrual out-of

pocket expenses incurred on behalf of the Fund.
Each Director who is wot an officer or employee of the Investment

Adviser receives & flat annual fee of U.S. 32,000 for serving in such
capacity The Dwestors shall be entitled to reimbursement from ihe
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Fund for reasonable outof-pocket expenses mevrred by them on behalf

((H - of the Fund.

. Trustee Servicss The Trustee of the Purpose Trust holding the Manzgement Shares will
be entitled to an sccepiance fee of 31,300 and an amual trustee fee of

31,500 payabie by the Fund.

Custody and Prime For its services as custodian of the Fund’s assets and prime broker of
Brokerage Services the Fund, the Fund will pay the Custodian in accordance with the

Custody Agreement.

SHAREHOLDER INFORMATION

Liadited Linbility Sharebolders will purchase Shares in the Fund with limuted lability and
. cannot lose more then the amount of thewr mvestmént and profits

thereon.

Redemption of Shares Shares may be redeemed at a Sharcholder’s option at the Net Asset
Value per Share of the refevant Series as of auy Valuation Date upon at
least 15 Business Days prior written notice to the Fund. The Fund may
compulisorily redeern the Shares of any Shareholder on at least ten days’
prior written notice to such Shareholder at the sole and sbsplute
discretion of the Directors of the Company or where the holding of such
Shares may result m regulatory, pecuniary, legal, taxation or mmterial
adrministrative disadvantage i the Fund or its Shereholders. There s no
redemption charge or penaity. The Fund wall generally pay 95% of the
redemption price within 30 Busmess Days of the effective date of the
redemption without interest, and the bslanee promptly at such time as
the Fond shall determine, at the discretion of the Bourd of Directors.

The Fund expests to pay the entire redemption pnice m cash, although it
nas the right to distribute marketable sectrities, A redemption notice,
onice given, may uot be cancelled or rescinded wathout the consent of the
Directors in their sole discretion.

The Fund reserves the nght to decresse, limit, delay or denwy a
redemption request, or any peyient on 3 vedemption regqussi, if
reasonably necessary m order to comply with the Fund’s oredst and other
agreemnents, as well as for other reasons.

There 1s no actve secondary wading market for the Shares, nor is one
axpected ‘o develop Shares may not be sold, transferred or otherwise
e oo v .. ..Sisposed of by a Shareholder in the United Sfates or 1o an§ person
corporation o entity which i3 not a Qualified Holder withowr prior
wittten consent of the Fund and compliance with all appiicable laws.

Transfer of Shares

Favorable Tax Treatment  Under existing Jegislation i Bermmuda, there are no income, capital gains
or withholding taxes payable by the Pund or itg Shareholders, nor are
thers amy Bermuda estate, suctession, or inheritance iaxes payable by

the Shareholders with respect to their Shares,

[
-3
]
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There is, at present, no direct taxation in Bermuda and interest,
dividends and gains payable to the Fund will be received free of all
Bermuda taxes,. The Fund s an exempted company under Bermudaaw— - - -

\

and the Fund has made application to the Minister of Finance of
Bermuda for, znd expects to receive, an assurance that no law hereafter
enscted m Bermuda imposing any taxes or duty to be jevied on income
or capital assefs. gains or appreciation will apply fo any income or

property of the Fund,

The Fund and its Shareholders should not be subyect to United States
taxation as a consequence of the Fund’s trading activities.

The Fund is a capital appreciation fund and does not intend to distribute
dwvidends. Any dividends declared will be m the sole discretion of the
Directors and will be paxd out of the Fund’s accummiated net income
plus the net of sceumnlated realized and unreslized capital gains and
accumulated_realized and wnrealized capital losges. Any dividends
declared will be paid in accordance with Bermouds law.

The Net Asset Value of the Fund and each Serfes will be calculated at
each Valation Date in U.S. Dollars (unless the calculation at sm.:h
Valvation Dats has, for any reasom, been postponed or snspmda:d}
Sharebolders may, at any tme, obtamn information from the Fund
regarding the most recently available indication of Net Asset Value.

Dividends and
Distributions

Net Asset Value

Fiduciaries and other persons investing in Shaves in the Fund on bebalf
of employes benefit plans, employee retirement plans, individual
refirerment  arrangements, Ksogh Plans and other plans (together,
*Plans™) subiect to ERISA or the Code shonld be aware that the assets of
the Pund may constimte “plan assets™ for purposss of the reporting,
disclosure, prohibited transaction asd fiduciary responsibility provisiens
of ERISA and the Code. The Investment Adviser qualifies as a
“qualified professional asset manager” under applicable regulations
under ERISA and will take il sppropriate steps to ensure that the Fund
doecs not engage I any prohibited transactions under ERISA. The
Investment Adviser will be a fiduciary of Plans investing in the Fund for
purposes of ERISA. An investment w the Fund by Plan Investors
requires special considerations, and fiduciaries of such Plans are
encouraged to curefully review this Memorandum and the Section
entitled “ERISA Considerations.”

ERISA Considerations

Auditors Deimw: & Tcu:.‘za, ,,amﬂton, Be:mndz
Legni Counsel Foley & Lardner, Mitwaukee, Wisconsin, have counseled the Investment
Adwiser on various matters of United Stawes law relating to the Fund.

;%ppicby, Spuriing & Kerpe, Hammiton, Bermuda, have adwised the
Investiment Adviser and the Fund on venious mattars of Bermudan law

relating to the Fand.

01.810454.15 2 o
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Castody Arrapgements

The Fund 15 exempt under the Regulations from the requizement to
appoint 2 Bermuda custodian of Fund Assets smee the Fund is classified

~y5 7 BermudrIstitudomt-Schenrer— T —Custodimy—will serve—as—

Prime Broker

Reperts

-

Figscal Year

Conflirts of Interest

10131046415

custodian of the assets of the Fund.

The Custodian will also wmitially be engaged as prime broker for the
Fund, will function as clearing agent and will provide margin leverage
and certain valuation and reporting services to the Fund and the
Administrator.

The Fund will provide Investors with monthly unaudited performance
reports and anmyal andited finencial statements prepared by the Fund’s

auditors.
The Fund's fiscal year will be the calendar year endmg December 31st.

The Fund will be subject to certain actual and potential conflicts of
interest. For example, the Investment Adviser will not be required o
devote all of ifs time to the management of the Fimd and the Investment
Adviser has provided and .expects to continue to provide fnvestment
management and advice o clients other thun the Pund. In addition, the
terms of the Ivestment Adviser’s compensation from the Fund was not
established by arm’s length negotiahons. See “CONFLICTS OF

INTEREST.

Investment in the Fund involves greater nsles than certain other types of
investments. Investors in the Fund should be able financially to bear a
loss of their investment. There is no assurance that the Fund will be
profitoble or will avoid substantisl losses. “Ses Rask Factors.”

9.
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C Registered Office Iuvestment Adviser
MDL Active Duration Fand. Lid. MDL Capita] Management, Inc.
225 Ross Street, 3rd Floor

Williams House, 20 Reid Strest
Hamiltory, HM 11, Bermuda

Dirsctors
Mr. Mark D. Lay
c/o MDL Capital Management, Inc,

225 Ross Street, 3rd Floor
Pittsburgh, PA 15219

Mr. Edward Adatepe

o/o MDL Capital Management, Inc.
225 Raoss Street, 3rd Floor
Pattsbugh, PA 15219

Mr. Raymond Morrison

c/o Olympia Capital Internstional, Inc.
Williams House, 20 Rexd Street
Hamilton, HM 1|, Bermudz

Administrator

Otyorpia Capital Interustional, Inc.
‘Williams House, 20 Reid Strest
Hamilton HM 13, Bernmda

U.S. Counsel ta the Fund

Foley & Lardner
777 East Wisconsin Avenue
Milwaukee, WI 53202.5367

Secretary, Registrar and Transfer Agent

‘Winchester Fiduciary Services, Limited
“Williams House, 20 Reid Strest
HamiRsa HM T, Béfmuda™ ™ -

« 301 510484.18
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Pittsburgh, PA 15219

Mr. Steven L. Sanders

o/o MDL Capital Management, Inc.
225 Ross Street, 3rd Floor
Pittsburgh, PA 15219

Mr. Qgkar P. Lewnowsid

clo Olympia Capital Internstional, Inc.
Williams House, 20 Reid Streat
Hamiiton, HM 11, Bermuda

Trustee of Purpose Trust ‘

Cedar House, 41 Cedar Avenue
Hamilton ¥M12, Bermuda

Auditors

Deloitie & Touche
Comer House

Church and Parliament Streets
Hamilton, Bermuda

Bermuda Counsel to the Fond

Apypleby Spurling & Kernpe
Cedar House

4] Cedar Avenue

Hamilton HM 12, Bermuda

Castodian and Prime Broker )

Credit Suigse First Bosten Corporation
Flaven Madison Avenua
New Yark, NY 10010-3629
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g INVESTMENT OBJECTIVE AND STRATEGY OF THFE FUND

( Investment Objective 2ad Strategy.

The Fund aims to achieve consistent positive returns and to outperform the Lehman Government
Credit Tndex over a fitll market cycle (i, 3-5 years). In parficolar, the Fund seeks o sipnificantly
outperform the Index durmg periods when bond andfor stock markets experience relatively strong
renrns.  Couversely, the Fund seeks to muateh or slightly excesd the Index retum durmg periods when
retuans from Snancial assets are generally declining. The Fund will have 2 broad nurker style focusing
on mrvestments m 1.8, Treasury and U S. agency notes and bonds and corporate and mortgage-backed
fixed income securities.

1t is antiipated that the objectives of the Fund will largely be achieved through an active
duration approach. This means that the Fund will be constructed so a5 to take advantage of mticipated
movements i the U.S. Treanay yeld curve as well as of changes m intersector spread relationships.
The Investnent Adviser's projections of these variables will be based on an analysis of domestic and
foreign maco-economic fctors including, but not limited to, economic growth, inflation trends, Federal
Reserve policies, Federal budgetary considerations, exchange rate and trade policies and the performance
of foreign economies.

The Investment Adviser will select mdividual securities so that the Fund will, on the whole, have
the desired portfolio characteristies (e.g., duration, metmily strochure, sector allocation and qualify).
During this process, the Investment Adviser will take into consideration other related factors such as
Hepidity, coupon, on-the-nm versus off-the run, yield, call features and convexity.

il Assets of the Fund will regularly be p!edged or otherwise collateralized to obtain some degxcm of
Y b lervernge,
Investments of the Fond

Investments of the Fund will consist pnmarﬁy of long positions in U.S. Treasury notes and
boruds, notes and bonds of U.S, povermment agencies, fixed income securities of U5, corporations with a
Standard & Poor's credit rating of B or better and mortgage-backed fixed meome securities. The Fund's
: investments in mortgage-backed securities will be limited to simple pess-twough sscurities such as
B Girmie Mae's and Fanme Mae's. The Fund will also take posions from tune to time in various
currencies and in long and short positions and options in publicly-traded equity securities, both as a
hedge against underlymg credit and interest rate trends or a3 unhedged positions, The Fund will also
enter into forward contracts, engage in mterest rate swaps and hold commercial paper, certificates of
deposit, repurchase agresments and short-term money market fimds. The Fund will not take positions m

convertible bonds.

.77 In‘addifion] sibject to applicable régulitory Temiiremeits of the CFTC, clufiiiy Comfmbdity”
pool eperater ragisttion requirements, the Fund may parncipate m commodities ransactions I imterest
rate and finencial funwes including currency funmes and opunons on the foregemng mveshnent

- instruments. The Investment Adviser is applying to becoms licensed as 2 CPO with the CFTC and upon
sucn licensing will apply for an exemption for the Fund from certam disciosure md reporting
requirements of the CFTC that are applicable o certam commodity pools. As s condshon to such an
exeroption, if granted, the Fund may have to commit to the CFTC, among other things, that it will restrict
the percentage of jis assets that may be compmitted o initial margm and option deposits in commestion

L with commouaity Sirures contracts and options theresf. In any event, the Fund does nor plan 10 commt

»

i 201.510454.7%
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more than 10% of its asses as initial margin sd option deposits in comection with such commodities
futures contracts and options thereon.

The trading of the Fund will consist pnmarily of long positions in fixed meeme securities. In

" addition, in order to augment or adjust the duration of the portfobio ar to hedge certain positions, the

Fund will fom time to time fake long and short positions in certuin equities, engage In relative value
wading (long and short positous in similar securities), fixed income arbitrage of mispricings in related
fixed income securities and mortgags arbitrage (offsetting long positions I mortgage-backed securities
with short positions in other fixed income securities of different durations) and acquire option positons,

futtres and options on futures.

Diversification and Concentration

The Fund will not be lifnited with respect to the amount of capital that may be commuited to any

particular szctor, type of mvestment or securities of a particular issuer. It is anticipated that the Fund's
portiolio will typically consist of debt secarities of 10 to 30 issuers plus positions in other asset classes,

Portfolio Tarnover -

Purchases and sales will be made for the Fund whenever necessary, in the Investment Adviser’s
deterramation, to meet the Fund’s objectives. The Fend’s investment activities may nvolve
investments based on various short-term market considerations. The homover rate of the Fund is

expected to be significant.

SPECIAL INFORMATION ON THE MASTER FUND/FEEDER FUND
INVESTMENT STRUCTURE .

It 15 withm the power of the Directors to direct that part or all of the assets of the Fund be
:gvested m g Master Fund at some point in the future. In the event the Fund docs make an investment in
& Master Fund, the assets invested in the Master Fund would also be pumaged by the Investmest Adviser
at the Master Fund level, but at all thaes m accordance with the investment stratepies of the Fund as set

forth in this Memorandum, The Masier Fund would be a Delaware limited partnership or 2 Bermuda .

limited lgbility eatity or other entity exempt fom U.S. income taxation. The use of the Master Fund
may give the Fund added flexibility in its investing by increasing the equity base avadable for such

mvestmg.

In such wrrangement, the Fund would be what is often referred to as a “Feeder Fund.” In addition
to selimg an interest to the Fund, the Master Fund may sell intrrests to other affilinted and non-affiliated
mvestment companes or mstitnional mvestors (i, other feeder funds). Such investors will invest #h the
Master Fund on the same ferms and conditions and will pay a proportionate share of the Master Fund's

expenses. However, the other mvestors investing in the Master Fund may not be required to redeem thear
$hiares dt the sarffé SHeriy Srics 65 the Fund due 1y variations in' sales cormruissions and other operating

expenses.  Therefore, investors m the Fund should be aware that these differences mmy result in

differences in returns experienced by mvestors in the different fimds that invest in the Master Pund. See
“RISK FACTORS."

12
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MANAGEMENT AND ADMINISTRATION

o el ¢ oo o o — Yo

The Directors

The directors of the Fund are Mark D. Lay, Stevenl. Sanders, Edward Adatepe, Oskar P.
Lewnowsk and Raymond Momison. Drrectors are elected, and can be removed by 2 majorsty vote of the
holders of the Mauagernent Shares. Additional directors may alse be appointed by 3 majority vote of the
holders of the Management Shares. The directors are ultimetely responsible for all aspects of the
operation of the Fund, although they have delegated mvestment authority to the Investment Adviser and
certain adwmmstrative responsibilities to the Administrator. ’

For the biographies of Messrs, Lay, Sanders and Adatepe, please see the discussion under
Investment Adviser, Biographies of Messrs, Lewnowskd and Morrison are as follows:

Oskar P. Lewnowsld has, since ity inceptions, been Chairman and a director of Olympia Capital
International, Inc. {the Fend’s Admurostrator), 2 company he was instrumental in fonming in 1990, and an
officer and director of its affiliates, and the Chafrman of the. Board of Winchester Global Trust Cormpany
Limmited, a hoensed Bermuda trust company formed m 1995, For more than two decades, he has been a

director of various international investment companies.

Raymond Mormnson is a Chartered accountant and a Chartered Finmneial Analyst and has, since
July 1993, been 2n officer of Olympia Capital (Bermuda) Limited and of vanous international investment
cornpanies.  For three years prior thereto, he wes a sexdor accomntant at Ernst & Young, Hamilton,
Bermuda,

Olympia Captal International, Inc, is the Administrator and is located at Wilhams House, 20
Reid Street, Harnilton, Bermuda,

Subjest o the Bye-Laws of the Fund, the Tund shall indemmify its officers and directors for
iosses (including reasonable legal fees) which they may incur in comnecdon wath the performance or non-
performance of their dutes as directors of the Fund, provided the person seeking the mdemmity ected in
good faith and in a manmer reasonably believed to be in, or act opposed @, the Fund’s best intersst, and
that his actions did not mvelve fraud, willful or reckless misconduct, bad faith or gross negligence. Any
such mdemmfication payments wonld reduce the Fund’s assets,

The Investment Adviser

MDL Capital Management, Inc. {the “Investment Adviser™) 15 2 busmess corporaton Whnch was
mcorporated in Pennsylvania. The equity of the Investment Adviser is owned by Mark D. Lay, Steven L.
Sanders, BEdward Adatepe and Safeguard Scientfic, Inc. Its offices are located at 225 Ross Street, 3rd
Floor, Pitsburgh, Pennsyivama 15219, The Investment Adviser’s beoks and records are maintained at
thus address. The Investment Adviser is responsible for the management of the Fund’s portfolio and will

- — providemvestmentadvice-to-the Fund-and arrange-for sxecution-of the-Fund’s-portivlio-ransactions.—— e

The Investment Adviser i5 a remerered mvestment adviser mder the Advisers Act and is 2
“(ualified Professional Asset Manager” as defined tn U.S. Department of Labor prohbited trensacaon
class exempron 84-14. The Investment Adviser is applying to become licensed as 2 commodity pool

operator with the CFTC,

MDL Advisers, Inc., = wholly-owned subsidiary of the kivestment Adviser (*MDL'™), 15 the
invesunent adviser tc the MDL Broad Market Fixed Income Fund, a il fund registered under the

«13~
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Invcsment Company Act and established in 2001 (the “Afffliate Fund™). In 2001, the Affiliate Fund
of the Advisors™ Inper Circle MDL Broad Market fimnd, a regastered mutaa] fund

established by another affiliate of the investment Adviser m 1987 MUL Advisers, Inc. was also the
mvestment adviser to MDL Large Cap Growth Equity Fund (the *Equity Fund™), 2 registered mutual
find that was closed and hqmdated m March 2002 in order to permit the Investment Adviser and its
affiliates to concentrate exclusively on fixed-income products. The investment objectives of the Affiliate
Fund are smyiar or idenneal to these of the Fand. See “CONFLICTS OF INTEREST." -

Mr. Mark D Lay, Mr. Steven L. Sanders and Mr Edward Adatepe, principals of the Investment
Adviser, will have direct and primary responsibility for all investrnent decisions of the Fund,

Mark D. Lay, age 39, Chawman of the Board and Chief Execunive Officer of the Investment
Adwiser, received his Bachelor of Arts in Economics from Colurnbia University in 1985, From 1934 to
1988, Mr. Lay was with Citicorp Investment Bank and amoeng other positions served as a vice president
in foreign exchange trading respensible for hedging portfoliss using government bonds, futures and
commedities. From Septermber 1989 to July 1992, he was with Dean Witter Reynolds, Inc. as an
itrvestment sceomnt executive. In 1993, Mr Lay founded the predecessor to MDL Capital Management,
Inc. and has been its principal sherebolder and Chairman of the Bosrd since that time,

Steven L. Sanders, age 43, President of the Investment Adviser, has been 2 principal since
inception of the firm. He has co-managed MDL’s Equity Fund since 1ts inception. Prior to joiming the
Investment Adviser, he served as president and CEO of his mvestment advisory firm, Sanders Financial.
M. Sanders received his Bachelor of Arts in Business Adounistration degree from Howard University in
1982, -

Edward Adatepe, age 43, has served ss Cluef Tovestment Officer of the Investment Adwviser and
its predecessors since 1994, He hes co-managed MDL's mumal funds {(and ther predecessor fumds)
since thew inception. Prior to joining the Investment Adviser, Mr. Adatepe sevved as 2 managing director

of RRZ Investment Management and previously served 2s a fixed income porubiio manager with C.3.
McXee Investment Advisers, Mr. Adatepe hag a Bachelor of Science degree from Aﬂcgheny College
and a Masters to Business Admmstration from Camegie-Melon University.

The Adminisirator

_The Fund has appointed Olympia Capitnl Internationsl, Inc. 25 Administrator of the Fund under
an Agency, Admmistration and Indenmification Agreement (the “Admimstration Apreement”), The
Administrator will perform various administrative services for the Fund, including the supervision of
share 13suance and redemption services, end will calculate the Pund’s Net Asset Value and the Net Asser
Value per Share on a monthly basis. Cash from subscriptions and for redemptions will be held in one or
more aceounts at an affiliate of the Admrinistrator.

The Administration Agreemnent provides that the Adminstrator and its employess and affiliates
- shall wotbe Hable wy the Fund oritsSheteholders for any error of judgment ormisteke of Tawror-for any~

loss saffered by the Fund or its Shareholders in connection with its services in the absence of bad fath,
aross negligence, willfisl or reckless misconduct, bad faith or gross negligence i the performance of their
duties under the Agreement. The Admuusiration Agreement contams provisions for the indemmification
of the Admimstrator, its employees and affiliates by the Fund against Habilities to third parties aristng in
comection with the performance of its services, except in the case of wallful or reckless misconiduct, bad
faith or gross negligence in the performance of therr duties ender the Agreement. The Admimstration
Agreement also containg provisions for the indenmification of the Admmiswator and its empioyees and

GW
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aﬁiham by :he Investment Adviser m cmam cireumstances. The Admmatraacs Agreement may be

See “FEES ANI} EXPENSES"” herem for 2 description of the fees payable to the Admimstrator
pursuant to the Admmnistrative Services Agreement.

‘The Registrar aud Traassfer Agent

The Fund has appomted Winchester Fiduciary Services Limited, jocated in Hamilton, Bermada
as Registrar and Transfer Agent under a Registrar and Transfer Agent Agreement. The Registrar and
Transfer Agent is wholly owned by Winchester Global Trost Company Limited, an affiliste of the

Adrsinstrator.
The Registrar and Transfer Agent is responsible for, among other thmgs: (1) mamtaining the

" register of Shareholders of the Find and generally performing all achions relsted fo the issuance and

transfer of Shares, (if) performing all acts related o the redemphon and/or purchase of the Shares;
(i) maintaming a record of dividends declared, if any, and dividends paid; (iv) on behalf of the Fund,
dealing with and replying to all comrespondence and other commmmications addressed to the Fund in
relation 1o the transfer of Shares; and (v} performing all oﬁmr meidental services necessary o its duties
under the Registrar and Transfer Agent Agreement.

The Registration snd Transfer Agent Agrement confains exculpation and indemmification
provisions identical to those set forth in the Administration Agresment.

Bes “FEES AND EXPENSES” herein foxadc&cmpncn of the fees paysble © the Registrar and
Transfer Agent.

Custedian and Prime Broker

The Fund has engaged Credit Suisse First Boston Corpocation, a Massachusetts corporation,
Jocated in New York, New York, to serve as Custodian of the Fund's assets and as the Fund’s prime
broker under o customer agreement (the “Custody Agreement.  The Cuostodian will assist the
Aduminisirator, Registrar and Transfer Agent and the Fund by prowviding bankmg snd wire transfer
services Fund investmemss not held in brokerage accounts znd cash from suhsenptions and for
redemptions will be held in one or more accounts at the Custodian Thuel*“m&mﬁalsoasethc

Custodian’s clesring and setiiing facilities for trades of the Fund’s securities.

The Purpose Trust

On January 6, 2003, Messrs. Lay, Sanders and Adatepe conveyed all of the issued and
outstanding Management Shares to the MDL Active Duration Parpose Trust (the “Purpose TruSt”). The
Purpose Trust, an entity wrelared exther to the Investment Adviser or the Admmistrator, was formed on

- - ‘December-13;- 2062, to hiold-the WManagement Shares, whnch constitagallof e votng stock of the Fus

Harrington Trust Linzited, & Bermnda company, is the sole trustee of the Purpose Trust. The general
purposes of the Trust are to hold the Management Shares and exercise its rights as shareholder of the
Fund and o support the business activides of the Fund. All meome and capital of the Trust are 10 be
applied in fartherance of the Trust purposes for the benefit of the Fund. Upon termination of the Trust,

any remaining assets of the Trust not applied for Fund purposes will be disoibured for charimble,

gurpéas by the Trustee. Winston Lowe, Esq. has been appomted “Enforcer” of the Trust, Mr. Lowe isa
shareholder of the law fim of Buchanan Ingersoll, 1835 Market Street, 14th Floor, Philadsiphia, PA

@m
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19103. The Enforcer has the poswer to appoint and remove trustees, to change the law appliceble to or
memmof:hc?nmmdmayp}yfmamdmmxs:otthmst. o

DESCRIPTION OF THE ADVISORY AGREEMENT

The Fund has entered into an Advisory Agreement with the Investment Adviser. The Advisory
Agreement provides that the Investment Adviser shall heve broad discretion to direct and manage the
Fund’s investments. Subject to the spproval of the Directors, the Investment Adwiser may allocate all or
a portion of the Fund’s assets to the Master Fund, although it 15 not reguired to do so. The compensation
terzms are set forth in “Charges to the Fund." The hvestment Adviser may elect in its sole discretion, to
defer payment of all or a portion of its Management Fee and Incentive Fees for a period of up to 10 years
from the date payment is due, The Advisary Agreement also provides that the Fond will indemnify the
Tnvestment Adviser and its officers, employees and confrolling persons from amy lisbilities, damages,
costs or expenses velating to the business or activibes undertaken on behaif of the Fund, provided that
such conduet does not constitute fraud, gross negligence, bad faith, wiltful msconduct, a willful mmterial
breach of the Advisory Agreement or willful violation of any material law, and provided that soch
indenrmfication obligation shall not apply to any liabilities, costs or expenses imposed on the Iavestment
Adviser or its affilistes under the Securities Act (to the extent such indemnification would be cantrary to
public policy) or under ERISA, The Advisory Agreement further provides that the indemmified parties
shall not be lishle to the Fund m comection with jts services in the absende of fraud, willfill defanit, bag
faith, gross negligence or reckless disregard of its obligations or duties under the agreement.

In the Advisory Agreement, the Investment Adviser represents and aclnowledges, smong other
things, that (a) the Investment Adviser is a registered mvestment adviser, (b) that 1t i3 a fiduciary under
ERISA wath respect to ERISA plans investing in the Fund, {c) that it is a YQualificd Professional Asset
Manager,” (d) that it has complied and will continue to conply with applicable governmental regulations
and (2} that xt will not cause the Company to enter mto any “probited transaction™ under ERISA. Either
party way terminate the Adwvisory Agreement on 90 days’ prior written notice to the othet party.

CONFLICTS OF INTEREST .

‘The Fund’s Directors and the Fovestment Adviser and its prmcipals are comrently md may in the
funre be subject to certain actual and potential comflicts of interest, mchuding the following:

The Investroent Adwiser and its affiliates render advice to investment clents and funds other than
the Fund and may have financial and other incentives to favor certain of such clients and funds over the
Fund.

An affiliate of the Investment Adviser is an aetive investment adviser that manages the Affiiate
Fund, a mutual fund with investment objectives similar or :dentical to those of the Fund, In addition, the

emow - ~Ipvestment-Adviser -and--its—affiltates may ~inn “the “Tature orpunize one G mOTe other entities “with

investment objectives similar or identical to those of the Fund, Under the Investment Advisory
Agresment, the Invesument Adviser wili be requured to devete oniy such time and atention o the
acnivities of the Fumd as may be required for tize efficient conduct thereof.

The compensation pzyahie to the Investment Adviser by the Fund has not been negonated at
arm's length, .

-18-
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The Investment Adviser and 15 affliates may engage in 2 broad range of investment, investment
advisory and other actvities. The Investment Adviser and its affiliates will provide advisory services for

,ﬁ

the Afhate Fund and other managed accoumis. As a resulf, the Fund, the Affiliate Fund and such other
mantaged sccounts and clients may frequently purchase or sell the same securittes, and there may be
conflicts of interest among the Fund, the Affilate Fund and such other managed accounts with respect to,
for example, the allocation of mvestment opportmities and yurchases and sales of securities in
connection with particular investment situations. With respect to all client accounts over which they
mmintam control, the Investment Adviser and its affiliates will resolve all conflicts of interest in good
faith and on a fair and equitable basis. Ioveshment opportumties and the purchases or sales of secunfies
generally will be allocated to the Fund, the Affiliate Fund and the other managed accounts iy proportion
to the capital which the Fund, the Affiliate Find and the other managed accounts respectively make
available for each investment situation, taking into consideration the differing investment objectives,
cash availability, and other portfolio restrictions of the Fund, the Affiliate Fund and the other managed

accounts.

The Investment Adwiser, its affiliates and thewr respective principals may invest and trade for
their own account in securities and derivatives similar to those sequired by the Fund and the Master Fund
for their own accounts. The records of such trading will not be made available to Shareholders,

The Investment Adviser will not have any obligntion to engage in any transaction or investment
for the Fund or to recommend any transaction to the Fund that the Investment Adviser mzy engage m for

13 own ageount or the account of any clients except as required by applicable law.

Nothing precludes transactions between the Fund and any affiliate of the Investment Adwiser
acting in and for i#ts owa account, provided that the Investment Adviser determines, at the time of
requesting such services, that such services are in the best interests of the Fund, and farther provided that
the rate of compensation to be paid for any such service shall be reasonable as compared to the amount
paad for such similar gervices in arm's leagth transactions between unrelated parties. In any event, the
Investment Adwiser will not cause the Fund to retam affiliates of the Investment Adviser to provide
services to the Fund under circumstances that would violate ERISA.

The Purpose Trust, the holder of the Mensgement Shares (whuch carry the volng nghts of the
Fund), is the principal shareholder of, and acquired the Management Shares from Messrs. Lay, Sanders
and Adatepe on January §, 2003, The Directors were initially selected by Messrs. Lay, Sanders snd
Adztepe when they were the owners of the Management Shares and, accordingly, may have an incentive
to ke actons which benefit the Investment Adviser. The mdependent trustee of the Purpose Trust is
required to act m certain matters relating to the voting of the Mammagement Shares in accordance with
directions from the Enforcer pursuent to the Trust Agreement. The Enforcer of the Trust 13 Winston
Lowe, Esq. of the law firm of Buchanan Ingersoll, which represents the Invesmment Adyigér and its

affiliates on various legal matters.

The Directors, e Investment Adviser and the Admimstrator may from time to time act as
- directors; tradingadvisors oradministiators 16 relEH6H 10 or otierwist be mvolved With OIDEr COmTDETIEs

established by parties other than the Fund which have simuilar objectives. In such event should a conflict
of interest arise, the Directors wall endeavor to ensure that it is resolved fairly.

RISKFACTCRS

There is mgh nsk associated with an investroent in the Fund and an mvestment in the Fund
should only be made after consuitation vath ndependent qualified sources of ‘nvestment and tax advice.

RLR
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the poss:'bihty exists :ha: the Psmzi would beﬁr the bumen of an ncreased share of ti:c Mast:r Fmd’

= heir demment —(Sec “SPECTAL INFORMATION ON TEE MASTER FUNDAEEDER FUTD
(\ INVESTMENT STRUCTURE.")

Counterparty Risk. The Fund 15 subject to the risk of the farfure or default of any counterparty fo
the Fund’s transactions. If there 15 a failure or default by the counterparty to such a transaction, the Fund
will have contractnal remedies pursuant to the agreements related o the tansaction. The Fund seeks to
minimize the Fund's counterparty risk through the selection of financial mstitutions and types of
transactions smployed. However, the Fund’s currency hedging transactions and sther operational
mechanisms designed to match the Fund’s maturity reguirements to cash flow may wmvelve counterparty
and other risk elements thet may create unforeseen exposures.

Nature of Certain Investments. There is no limitation on the size or operating experience of the
companies m which the Fund may invest, provided that such secunties bave a Standard & Poor’s rating
of B or better. Some small compames in which the Famd nwy invest may lack management depth or the
ability to penerste intermally or obisin externally the fimds necessary for growth, Companies with new
products or services could sustam sigmficant losses i projected markets do not materislize, Further,
such companies may have, or may develop, oniyamgimalmxk:: for products or services and may be
adversely affected by purely local events. Such mmpmw miry be gmall factors in thelr industries and
may face intense commpetition from larger companies and entail a greater risk than investment in lzrger

coppanes. -
) Risks of Special Techniques Used by the Investment ddviser. The Fund may invest using special
: investment techniques that may subject the Fund's nvestments to certam risks. Certain, but hot all, of
s these techniques and the rigks that they entzil are sunmnarized below. The Fund, in any event, is not
designed to comvelate to the broad bond market, and should not be viewed as a substitute for conventional

) fixed income invesunents.

Investmenis’ in Fixed-Tncome Securities Generallv. The prices of the Fund’s fixed-
income securities respond 1o economic developments, particuiarty mterest rate changes, as well
as to perceptions about the creditworthiness of individaal issuers, including povermments.
Generally, the Fund’s fixed- income securities wili decrease in value if intevest rafeg rise and vice
versa, and the volatility of lowersated securnies is even greater than that of higher-rated
securtties.  Also, longer-lerm securities are generally more volatle, so the average matority or

duration of these securities xffects sk

. Although the Fund’s U.S. government secwnties are considered 10 be among the safest
frvestments, they are not gusrantzed against price movements due % changing intefest rates.
Obligations issned by some 1.3, government agencies are backed by the U.S. Treasury, while
others are backed solely by the ability of the agency to borrow from the U.S. Treasury or by the

agency’s awnrcsut!rccs. o - - (-

The Fund iz also suiajezz’r to the nisk that sts investment approach, which focuses on a
broad range of fixed meome insmuments, may perform differently than other funds which target
specific segments of the fixed-income market or 1vest in other asset cizsses.

Risks of Levemgs. Borrowmé money to purchase securities may provide the In%‘cs:kncnt
Adviser with the opportunity for greater capial appreciation and to extend or shorten the average
duration of the Fund's portfoiio bur, at the same time, wnll increase the Fund's exposure ©

«18.
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g capital nsk and higher current expenses. The usé of leverage elso incresses the volatility of the
Fund's portfolio by magnifying both increases and declines in the value of the Fund’s assels.

( Up to 150% of the Fund’s assets, st the time of investment, may be leveraged (i2, the
combined value of borrowings and shert positions). If the Fund’s zssets decline m value or there
are sigmificant redemptions from the Fund, the Fund may be required to post additional collateral
with the lender or hiquidate assets to pay off its borrowings. Moreover, if the assets under
management are not sufficient to pay the principal of and interest on the debt when duz, the Fund
eould sustain a tote] loss of its investnent,

Investments in Mortouge-Backed Securities. Mortgages anderlying mortgage-backed

securities may be pard off carly, particularly In peniods when interest rates are low, which makes
it difficult to determine the actual maturity of such secunsties and therefore to calculate how they
will respond to changes in interest rztes. The Fund may have to remvest prepaid amounts of
lower interest rates. The risk of prepayment is an additional tisk of mortgage-backed securities,

Short Sefimg. The Fund may sell securities of an issuer short. I the price of the issuer’s
securities declines, -the Investment Adviser may then cover the short position with securities
purchased in the market. The profit realized on a short sale will be the difference between the
price received in the sale and the cost of the secunthes purchased to cover the sale.

The possibie losses from selling short a security differ from losses that could be incurred
from 2 cash investment in the security; the former may be mlimited, whereas the latter can only
equal the total amount of the cash imvestment. Short selling activities are 2lso subject to

, -restrichions bmpossd by the varions national and regions! secmrities exchanges, which restrietions
could {imt the investment aclivihes of the Investment Adviser.
g N ° Rigkes ions Trading. In seelking to enbance performance or hedge assets, the
. Investment Advasu mzy purcimsc and sel call and put options on both securities and gecurities
indexes. A secunties index measures the movement of 3 certain group of securines by assigmng
relative values to the securities included m the index.

Both the purchasing and the sefling of call and put opnons contain risks. Although an
option buyer's nsk is limited to the amount of the purchase price of the option, an investmment in
an option may be subject (o greater fluctuation than an investment in the underlymg securities,
In theory, the exposure to loss is potentially unlimuted in the case of an uncovered call writer
(i.2., a call writer who does not have and maintain during the term of the call an equivalent long
position m the stock or other secunty underlying the call), but in practice the foss is Bmued by
the term of existence of the call. The risk for 2 writer of an uncovered put option (e, a put
option wntten by 2 wnter that does not have and mamtain an offsetting short posibon in the
unaerlying stock or other security) is that the price of the underlying secunty may fall bciow the

exercise price.

The effestiveness of um:hasmg or scii.xg securities mdex opuons as a hadgmg
tecimrique will depend upon the extent to which price movements in assets that are hedged
correiate with pnce movementss of the index selected. Because the value of an index option  ~
depends upon moverent in the ieve] of the index rather than the price of a particular security,
whether 2 gain or loss-will be realized from the purchase or writing of options on an index
depends upon movements in the level of prices in the securities market generzally, rather than
. movements in the price ¢f s particuler security. Successful use of optiens on indexes will depend

upon the abiity of the Inveszmenit Adviser to predict correctly movements in the direction of lhe
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market generally, This ability requires skills and echmques different from these ssed in
predicting changes in the price of individual securities. . o

1,81

1S

Risks of Futures Trading. Upon licensing of the Investment Adviser by the CFTC aga
CPO and satisfaction of certain other conditions, the Fund may acquire commodities funures

contracts and options on futures conkacts.

Futures contracts and options thereon are highly volatile. Price movements of financial
and interest role frtures and options thercon are influenced by a wide variety of factors,
including, among other things, government, trade, Sscal, mofetery and exchange programs and
policies, natronal and international political and economic events and changes in Interest rafes,

When futures contracts are traded on United States exchanges, both buyer and seller are
required to post margins with the broker handling their trades as security for the performance of
their purchase and sale undextalings and to offiet losses in their trades due to dafly fluctuations
in the markets. The low nmrgin deposits typically required 1n futures trading (typically between
2% and 15% of the valus of the futures contracts) permnt an extremely high degree of leverage,
Accordingly, a relatively small change in interest rates or the price of 2 cormmodity can produce 2
disproportionately large profit or loss, which can exceed substantially more than the initisl
margin on a trade. The Investment Adviser intends to limit the Fund’s initial margin and option
deposits in cormection with such futures contracts 1o pot more than 10% of the Fund’s assets.

Sucesssful use of futures by the Investment Adviser is also subject to the Investment
Adviser’s ability o predicr correctly movements in the direction of interest rateg and other
relevant finencial markets, and 1o the extent a transaction s entered foto for hedging purposes, to
astertany the eppropriate comelabion berween the Gunssction being bedged and the price

wmovements of the fumres contract,
Swap Agrezments. The Fund may enter fnto interest raie, index o cuxrency rate swap

agreements in an sttempt t hedge sgainst changes in nterest or cumrency rales or index values
execeding mintowm or maxivmum values, Most swap agreements entered into by the Fund wounld

calculate the obligstion of the parties on a “net” basie. Consequently, the Fund’s obligations or

rights on 8 swap agreement, and the risk of loss, would be limited only to the net amount to be
paid or recerved based on the relative values of the pasitions held by cach party.

Portfolio Turmover. Because the Investment Adviser will rmke changes whenever
recessary, in ifs opinion, to take advantage of anticipated movements in the U.S. Treasury vield
curve and/or inter-sector spread relationshipe, it is anticipated that the Fund's portfolio will have
s high twrnover mte. Tumover of the Fund’s portfolio may fvolve the payment by the Fund of
dealer spreads or underwriting covunissions, and other wansaction costs, on the sale of securities,
as well a3 on the reinvesunent of the procesds in other securities. The greater the portfolio
turnover, the grester the trassaction costs to the Fund wiuch will reduce the Fund's total returm,

Lack of Dwermfication. The Fund’s portfolio may not be diversified among sectors,
industries, peogrephic areas, duration or types of securities. In addidon, the Fund's portfoiio
may not be diversified pmong & wide range of issuers. Accordingly, the Fund’s partfolio mey be
subject to 2 more yapid change i value than would otherwise be the case if the Fund were
required to maintain a wide diversification of its investments. )

Acguisition of [linnid Securities. Fund investments may Include significant amounts of

debt semumties and ofher finencial instruments for which no marker or only a limited market
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exists {and which may even be restricted as to transferability under federal or state securines

laws), and the disposition of such nvestments in the svent of an unsuccessfil outoome-mmrbe——ro

* possible only at substantial discounts from their purchase price or intrinsic business vake, The
Fund’s holding of flliquid securities may adversely affect the ability of Shareholders to receive
redemption proceeds.

Jncentive Fee drrangements. The Investment Adviser could recetve substantial compensation if
it generates increases m Net Asset Value above the Hurdle for the Shareholders. Such compensation may
provide an Incentive for the Investment Adviser to effect larger and more risky transactions than would
be the case in the absence of such armangements. The Investment Adviser doss not expect to modify or
adjust its mvestment methodology inany way as a result of such incentive. The fuvestment Adviser may
receive compensation with respect to unrealized appreciation of Fund assets as well as with respest to

Advisers Ac? Prohibition, Section 205{(a)(1) of the Advisers Act prohibits investment advisers,
wnless exempted from regstering as an investment adviser under the Advisers Act, from providing
frvestment advice for compensation “on the basis of a share of capital gains upon or capital appreciation
of the funds or any portion of the funds of [a] client.” The Tuvestment Adviser will provide investment

advice to the Fund and will be coropensated, in part, upon a share of the capital gaing of the Fund,

In orderto prevent 2 possible vinlation of Section 205{a)(1} of the Advisers Act, the Fund will
seek to comply with Rule 205-3 (the “Rule™) under the Advisers Act, which permits an_investment
adviser to colicct fees on 2 caprtal gafus basis if such advice is provided solely to “gualified clienis™ as
defmed under the Rule. Since all Investors must be “Quahfied Purchasers” in order to invest in the Fund
and a Qualified Purchaser also satisfies the criteria for a Qualified Client, the Fund will be in compliance

with the Rule.

The intended purpose behind the Advisers Act prohibition of such fee arrangements with clients
{unless the client is 2 “qualifed client™) 15 the belief that tins type of performance fee amangement may
create an incentive for the Investment Adviser to make investments that are riskier or more speculative

than would be the case in the absence of & performance fee.

Non-Public Informazion. From time to time, the Investment Adviser may come into possession
of material non-public infomnation regarding a potential fnvestment that limits the Investment Adviser’s
flexibility in buying and selling Fund investments. The Fund’s Investment flexibility may be constrained
as 2 consequence of the Investrent Adviser’s inability to use such mformation for investment purposes.

Broker-Dealers. All arders for the purchase or sale of Fund investments will be placed on behalf
of the Fund by the Investment Adviser. The Investment Adviser may negotiate the purchase of
investments directly with the sellers or may ubilize broker-dealers to executs tansactions. In selecting
broker-dealers, suiject o a;ip}icabie lirmtztions of the federal securines laws, the Iovestment Adviser
will consider such factors as size and type of the transaction, the natare and character of the markets for

- -the-security; the quaiify of e &Eeuiion and Setilernent services, the fmancial condition of thf: broker-

desier firm and the reasorsbleness of any conynissions.

The Fund may execute portfoliv ransacrions with broker-desiers who provide research and/or
execution services w the Fimd and/or other accounts over which the Investment Adviser or its affiliates
exercise investment discretion. The selection of such broker-dealers generally iz made by the Investment
Adviser based upon the quality of such research and/or execution services. In any case where the Fund is
lo pay mgher commussions in recognition of such research snd/or execution servicss, the Investment
Adviser must determune in good faith that such cormmussions are reasonable fn relation o the valne of the

- 32
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brokerage and/or research service viewed in terms of a particular transaction for the [nvestment Adviser’s

overaii responsibilities to the Fund or 35 other clhiends

Custedial Risks of Broker/Dealers. Vanous broker/dealers will trade with the relevant exchange
as a principal on behalf of the Fund, in a “debtor-creditor” relationship, unlike other clearmg broker
relationships where the broker is merely a faciliator of the transaction. Such broker could, therefore,
have utle to certain assets of the Fund (for example, the ransactions which the broker has entered into on
behalf of the Fund as principal as well as the margin payments which the Fund provides). In the event of
such broker’s insolvency, the transactions which the broker has entered into as principal could therefore
defanlt and such assets of the Fund could become part of the insolvent broker’s estate, to the detriment of

the Fund. _

Early Terminaton. In the event of the early termination of the Fund, the Fund would have to
distribate to the Sharcholders their pro rata interest in the assets of the Fund. Such an early terrmination
would have the effect of accelerating the unamortized portion of any organizational fees, thereby
decrensing amounts otherwise avaflable for distribution. Certam assets held by the Fund may be filiquid
and rmight have little or no markemble vale. It is possible that at the time of such sale or distribution,
certain securities held by the Fund would be worth less than the initial cost of such securities, resulting in

a loss o Shareholders.

Effect of Substantiol Withdrawals. Substantial withdrawals by Shareholders within a_shotr

penod of tune could require the Investment Adviser to liquidite positens more rapidly than would
otherwize be desmble, winch could sdversely affect the value of the Fund’s assets. The resulting

reduction in the Fund’s assets could make 1t more difficult to generate 2 positive rate of return or to
recoup losses due to a reduced equuty base.

Regulation. The Fund is not registeved as am investment company under the Investment
Company Act {or any sintilar state laws). Registered mvestment companies are subject to extensive
regulation.  Investors, therefore, will not be accarded the protective measures provided by such
legislation. The Fund is governed by Bermuda law. Under Bermuda law, the Directors’ principal duty 1s

to zct in the best interests of the Company. Shareholders may therefore not have the same statutory

protection or remedies available under the laws of other yunsdictions.

Changes in Regulatory Reguirements. The Fupd’s imvestments will be subject to various
Federa], state and local regulatory requirements, Failure to comply with these requirements could result
in the impositon of fines by governmental authorities or awards of darnages to private Iitigants. Further,
the Securities and Exchange Commission (“SEC™) recently annoumced that «f has commenced 2 review of
“hedge funds” (i.e., unregistered and unregulated investment entities Iike the Fund) to determine if i is
necessary to enhance ragulation of such entities for investor protection purposes. In the event that new
regulations are adopted that require registration and/or impose other regulatory requirements under the

securtbies laws for hedge funds, there can be po sssurance that the Fund's operations would not be

matexially affected, i the form of ncreased costs and other regulatory vequirements that-could affect the
YeTET 5 mvestors i the Fond. There can be no assurance that these requirements will pot

- "pnzenn‘ai YeRET

require significant imanticipated expenditures by the Fund.
Conflicys of Interest. The Fund 15 subject 1o conflicts of interest, See *Conilivts of Interest.”
Reserve for Contingent Liabilities Undes certamn circumstances, the Beard of Directors may find

1 necessary to establish 2 reserve for coutimgent labilites or withhold a portion of the Shareholder’s
senlement proceeds at the time of redemption, in winch case, the reserved portion would remain at the

risk of the Fund’s activities.
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Risk of Liigation. The Fund may accumulate substantial positions in the securities of a specific
company. Sometimes the Iovestment Adviser may engage in a proxy fight, become involved in litigati

e

or ateopt to gam cenirs] of a coppany. Under such cucumsiances, the Fund may be named a5 2
defendant o 2 Jawsuat or regniatory zetion and be subject to the costs nvolved,

Lack of Independent Experts Representing Investors. The Fund and the Investnent Adviser have
each consulied with counsel, sccounrants and other experts regarding the formation and terrns of the
Fund snd the Adwisory Agreement.  The investors, however, have not been represented by such
fondependent experts. Each prospective investor should consult s own legal, tax and financial advisers
regarding the desirability of purchesing Shares and the suitebility of an investment in the Fund. Foley &
Lardnier and Appleby, Spurling & Kemnpe are U.S. and Bermuda counsel o the Fund, respectively, and
4o not represent the prospective investors or Shareholders of the Fund.

Lack of Voting Rights. The Shares bemg offered participate in the profits and losses of the Fund
but do not carry voting righls except wnder very Hmiled croumstances. Ses “Statutory and General

Information.”

Limsted Ability 1o Liguidaie brvestment i Shares. There is no public marlest for the trapsfer of
Shares. A Sharsholder may require the Fund o redesm all or any whole sumber of i3 Shares a3 of the
close of business on any Valuation Date at their Nt Asset Value. However, the right to obtain payment
on rederuption is contingent upon the receipt by the Fund of 15 Business Days® wrilten potice, and the
Redemption Price may differ significaatly from the value of such Shares when redemption was
reguested. Requests for redemptions may not be withdrawn, The Fond may suspend any or all of the
ealoulation of Net Asset Value, the calculation of Net Asset Value per Shace and redemptions in the
circumstances set out under “Rcdampﬁms and Transfers — Ternporary Suspensions.” The Fund may also
tegrporarily szxspendrcémpnsm in ¢ der to effect an orderly Houidation of the Fund®s assets necessary

to effest redemptions,

The foregoing list of risk factors does not purport 10 be a complete explanation of the risks
involved 1 an investment in the Fund Potential investors should read this entire Memomndum before
determining whether to invest in the Fund and consult wath therr own finencial and tax advisers. Potential
wnvestors should alse be aware that, if they decide to purchase Shares, they will have no role m the
management of the Fund, will not have any voting rights (except under very limited circumstances), and
will be required to rely on the expertise of the Fund®s Directors and the Investment Adviser in dealing

with the foregoing (and other) nisks on 2 day-to-day basis.
THE SHARES ARE SPECULATIVE AND INVOLVE A HIGH DEGREE OF RISK. THEY

ARE SUITABLE ONLY FOR PERSONS WHO CAN AFFORD TO LOSE THEIR ENTIRE
INVESTMENT. SHAREHOLDERS SHOULD READ THE MEMORANDUM AND ARTKCLES OF

- «MSQCL&TIO?% AS WELL-AS THE FUND'S-CONTRACTS WITH SERVICE PROVIDERS WHICH

ARE REFERENCED IN “STATUTCRY AND GENERAL INFORMATION”

DETERMINATION OF NET ASSET VALUE -

The Nev Asset Value of the Fund shall be its assets less its Halihties, determined in accordance
swith United States generelly accepted accounting principles ("US GAAP™), except that the Fund may
eleet to modify the treatment of orgamationad costs and expenses lo accommodaie s practical needs,

e
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including without Hautation, by anortizing such costs and expenses over a periad of np to 60 months.
The Dyectors mav, in their absoluts discretion and where considered to be in the best inferests of the

Fund, decide not 1o follow US GAAP. The Net Asset Value is caleuiated by the Admimsirator, on a
quarterly bass, subject to the overall supervision of the Directors acting In good faith. The Net Asset
Value of the Fund shall be the value of its gross assets less its gross lisbilities (excluding accrued
Incentive Fees) on any Valuation Date. The Net Asset Value Per Share as of any Valuation Day shall be
the net asset value of those assets and labilises of the Fund which are properly attributable to the Series
of Shares of which that Share forms 8 part, divided by the number of Shares of the Series outstanding on

that day.

o Securtties {other than options), listed or admitted to frading op 4 national secuwities
exchange shall be valued at the last cloging price on the Valuation Date or the mean
between the bid and ask prices on the principel securities market on which such a
security is traded on the nesrest date preceding the Valuation Date on which 2 sale
cccureed if 1o such sale ocourred on the date of determination. In the case of
securities tmded on more than one national securities exchange, such price shall be
a8 reported on the exchange whers such securities are Hsted or traded, as the

Admmistrator may determing,
EH

(i) Seamities (other than options), traded in the over-the-counter murket shall be valued
at the “closing price” 25 reported by the quotation system of such market a3 of the
Valustion Date or, if no such “cloging price” is reporied for the date of
determination, at the meay between the current “bid™ and “asked” prices at the cloge
of business on the Valuation Date as reported by such quotation system or, i nesther
such “closing price” nor such *bid™ and “asked” pnices wre reported by such
guotstion system for the Valuation Date, subject to the Bye-laws, at such price as an
independent valuation service to be engaged by the Diréctors (e “Valuation
Service™) determines to be the {air market value.

{i3) The fair market value of secunties held short by the Fund shall be caleulated in the
mrmner provided in paragraph 3} for securities listed or admitted to trading om a
national securiliey exchange and In the manner provided in paragraph @) for
securities traded in the over-the-counter mmrket. The fair market valve of securities
heid ghort by the Fund shall be treated as aJishility of the Pund,

{iv} Options listed on a national securities exchange shall be valued at the mean between
the current “bid” and “asked” prices at the close of business on the Subscription
Date as reported on the exchange where such options are principally traded, or, if
not available, a8 reported on any other exchange on which such cpmms are hszed. as
selecred by the Valuation Servics, . . -0 oo [ -

(¥}  Short term debt securities with remainmg matursties of 60 days or Jess at the time of
purchase are valued of smurtized cosz other shorrterm securities are valued on a
mark-to-market basis until such time a5 they reach a remaining roatumity of 60 days,
whereupon they are vaiued using the amortized cost method, takmng as cost their

mmarket value on the Glstday.

(vi)  Futres contracts or options raded on a United States exchange shall be baged upon
the sertlernent price on the exchange on winch the particular funures contracr or

225
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®

opticn is customarily traded by the Fand, If o futures contract or optiofi cannot be
liquidated on a Valuation Date, such fitures contract or option shall be assigned

T value by the Valuation Service as it shall deem to represeat fair value. Generally,
dafly price limits or the operation of other mies of the futures exchange on which
the contract is normaily traded, shall be the settlement price on the first subsequent
day on which the contract can be liquidated. The liguidatmg value of a fntures,
spot, forward or option contract not traded on a United States fitures exchange shall
be determined by reference to policies established by the Fund’s Directars fom

" tire I time.
{(vii)  The value or amount of any other assets or liabilities of the Fund shall be as
determmed by the Valuation Service.

Notwithstanding the foregoing, if the Admimstrator shonld determine, afier consulting wath the
Investment Adwiser, that special circumstemees exist whereby the value of any asset or Hability of the
Fund should be detéermined m a manner other than as set farth sbove, the value of wuch asset or lisbility
shall be determined by the Valuation Servics. In all events, the value of such asset or lisbility
determined by the Valuation Service shall be conclusive and binding on all of the Sharcholders and all
parties claiming through or under them.

In no event and under no circumstanees shall the Administrator, the directors or officers of the
Fund, the Investment Adviser, the Valuation Service or their respective agents and empioyees, incur any
individual Hability or responsibility for any determination made or other action taken or onutted 1o be
taken by them so long as they act in good fath or s otherwise required by applicabie law.

Prospective investors should be aware that situations involving uncertainties as to the valuation
of porifolio positions could have an adverse effect on the Net Asset Value if judgments regarding
appropriate valuations should prove incorrect.  Absent bad faith or manifest error, Net Aszsct Valoe
determunations are conclusve and binding oo all Sharcholders, .

All accrued debts and Uabilities will be deducted from the value of the Fund's assets in
determining the Fund’s Net Asset Value, These debts and liabilities melude (a) fees of the Investment
Adwiser that are carned but not vet paid, (b) monthly amortization of organization costs, if any, (¢} any
allowance for the Fund's esdmated annual audit and legal fees and (d) any contingencies for which
resexves zre determined © be required. Net Asset Valoations are expressed in U.S. Dollars and any fems
denominated in other cmrencies are translated at prevailing exchange rates as determined by the
Administrator in its sole discretion, with consideration to any premium or discount it considers relevant
and o costs of exchange.

CHARGES TO THE FUND

" The chiarges to (¢ Fund are sét forth below. [n addifion, any extraordinary cxpense incurred by

the Fand will be paid by the Fund. The Fund, trough its portfolio investments and any mvestment i the
Mastey Fund, will earn interest on substantially all of its assets, most of which will be in the form of
fixed income securities. Such imerest income wiil offset some or all of the Fund's expenses,
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Entity

InvestoEn Adviser

Investment Adviger

Custodizn and Primie Broker

Administrator

Registrar and
Transfer Agent

Trostee of Purpose Trust

Others

Formof Compensation

Advisory fet,
Incentive fee.

Brokevage and clearance
fess and morgn interest

Admmstrative fees,

Fees,

Director fams to Directors
not affilinted with the
Tnvestment Adviser,

Trustes fees,

Legal, audit, organization
and offering expenses and
stock exchange listing

gxpenses.

Calculation of Tnvestment Adviser Compensation

The Furd will pay & management fee 10 the Investment Adviser equal to 1% per aunum of the
Fund’s Net Asset Vahue at the end of gach calendar quarier. ’ﬂmmmgamfeusamwémm}ym

"“arrears and paid as of the end of each calendar quarter.

The Fund also will pay a quartedy Tncentive Fee to the Investment Adviser equal o 20% of "Net
Profit” with respent to each series of Shares. See “SERIES OF SHARES” below. “Net Profit” is defined
as the excess of the Net Asset Value of a Series a5 of the end of the quarter (after deduction of the
Management Fee sccrued for the quarter but exchuding any deduction for Incentive Fees accrued on each
Series) less the sum of (§) the Net Asset Value of the Series as of the first day of the quarter plus (if) the
smount of interest witich would have been eamned during the quarter if the Fund's net assets had been

QU1.910854.,°5
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“Sed ¥Calcllation oF Investihent Xdviser
Compensation” below.

See *Calealation of hyvestrnent Axivxscr
Compensation” below.

Portfolio fees per tramsaction besed
vpon type of transaction. Minimum fee
of $5,000 per month. Margin financing
rates based on 55 basis points over
federal find rates for U8, Doliar
balances.

A percentage of month-end Net Asset
Value at s ennual rate as follows (U8,
$3,000 per month minimum):

NAV <375 millien  20%

NAV > 575 million  .175% '
NAV > 3150 milion  .15%

32,500 per arommn,.

$2,060 per Director per armum,

51,500 initial acceptance fee. $1,500
annual fee.

Az incurred, provided organization and
offering expenses may be amortized by
the Fund.
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“Eurdle™), adjusted 1o reflect subscniptions and redemptions with respect to such period.

mvesied at 2 rate equal %o the yield on the Lehmean Govemment Credit Index for the querer {the

Incentive Fees are based only on the portion of the appreciation fn the Net Asset Value of &
Series of Shares during 2 quarter that constitutes an increase in its Net Asset Value m excess of the sum
of the cumulative Hirdle and its lughest Net Asset Value as of the end of any prior guarter or, for the
quarter the Series was issued, as of its issue date, net of any Incentive Fee calculated and payable at such
time. If Shares are redecmed at any time other than the end of a quarter, the date of redexption will be
treated as the end of a quarter for the purposes of determining the amount of Incentive Fee payable wath
respect to such Shares. The amount of any Incentive Fee acorued with respect to the redeemed Shares
will be payable to the Iyvestment Adwiser, notwithstanding that following the redemption, the Net Asset

Valuz of the relevant Series of Shares decreases.

The Investment Adviser may, in iis sole discretion, waive all or part of is Incefitive Fee
atherwise due with respect to any Sharcholder’s investment by rebate of the wamved fees to such
Shareholder. The Investment Adviser may also, in its sole discretion, elect prior to the commencement of
the Fund's trading activitizs and prior to the commencement of sach calendar year thersafler, to defer for
a period of up to ten years all or any portion of the Management Fee or Incentive Fee to be earned with
respect to such period. I the event of such defermal, the deferred amownt will appresiate or depreciate, at
the electon of the Investment Adviser, based on either (1) the Fund’s performance (before Management
or Inventive Fees) or (2) the performance of any other imvestment chosen by the Investment Adviser prior
to the comrnencement of the deferral period. The deferred fees will be reflected on the books of the
Company as a Hability and will reduce the Fund®s Net Asset Value,

In order to epsire 2 more equitable allocation of Incentive Fees among investors mvesting in the
Fund at different times during the calendar year, Shares issued as of sepamte Subscription Dates will be
designated as Shares of separate series (each with its own Net Asset Value per Share) as follows: Shares
issued on the first Subscription Date of & calendar year will be designated as Series | Shares, Shares
issued on Subscription Dates that do not fall on the first Subscription Date of a calendar year will be

designated as Shares of 4 consecutive series of Shares. These additional series of Shares will generally

be converted into Senes | Shares at the beginning of cach calendar year.

At the beginning of each calendar year, each series of Shares, other than any series of Shares the
Net Asset Value of which has not, for the last quarter of such year, exceeded the sum of the Hurdle and
the previous highest quarter end Net Asset Value of that Series m relation to wihych an Incentive Fee was

payable (and whach therefore has 2 loss carryforward for the next quarter), will be converted into Senes 1
Sheres at the current Net Asset Value per Share of Series | Shares (unless Series 1 Shares are subjecttoz

simtlar loss canyforward, in which case these conversions will be suspended untsl Senes 1 Shares have
reconped that Inss). There will be no change in the aggregate net asset value of 2 Shareholder's
--investments-due to-the-conversion-of any sexies of Shares held by 11 mto “Series t SHaFes, although &

different number of Shares may be held by it after the conversion. If a senes of Shares has a net loss
allocable to it at the end of any guarter and at the end of a subsequent quarter there 1 Net Profit allocable
to that senes of Shares, there will be no Incentive Fee payable with respect 1o those Shares until the
amourtt of the net loss previously allocated to those Shares has besn fully recouped (excludmg the
ncentve Fes from the caleulation of net loss). Thus ensures that the Investment Adviser wall receive an
Incentive Fee only when the net asset value of a series of Shares increases above the “hiph water mark”™

net asset value for that senes of Shares.

wg B
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High Water Mark. The Incentrve Fee with respect to a2 Series of Shares is caloulated on a
- . cumulative basis and is payeble only where the Net Asset Value per Skare of that Series has risen above
( (7) the higher of the sum of the cumulafive Hurdle ainourit and 5568 price of tie SHAFss in the relgvint™

Series or, thereafizr, (1) the sum of the Hurdle and the Net Asser Value per Share of the relevant Series

mmediately following the iast caleuiation of an Incentive Fee with respect to such Series, get of the

Incentive Fees calculated and payable at such time. In effect, the Incentive Fee payable with respest to a

Senes is not payable until all prior net losses with respect to such Senes (meluding the cumulative

Hurdle amount and excluding the Incentive Fee from the caloulation of net losses) are recouped.

Approgpriale adjustments may be made to sccount for subscriptions and redemptions.

Hurdle! The Hurdle with respeet to a Series for a calendar quarter means an amount equal to the
opening Net Asset Value of the relevant Series muitiplied by a percentage based on the yield of the
Lebman Government Credit Index for the calendar quarter. The Hurdle will be promated from any
calowlation peniod of less than a calendar quarter, The Hurdle is cummulative with respect to each Series.

REDEMPTIONS AND DIVIDENDS

Redemption of Shares

Shares may be redeemed at a Sharcholder’s option at the Net Asset Value per Share as of an;
Valuation Date, upon at least 15 Busmess Days prior written notice to the Adnmmstrator, subject to suc
longer er shorter notice period as the Directors may determine fom Hime to time. I the discretion of the
Drrectors, the Fund may, for any reason O ne reason or where, i the absolite discretion of the Directors,
the holding of such Shares may resuit in regulatory, pecunizry, legal, taxation or material administrative
. disadvantage to the Fund or its Sharsholders, compulsorily redeem the Shares of any Shareholder at the
@ ( applicable Net Asset Value per Share om at least ten days® prior wntten notice to such Shareholder.

There is no rederoption charge or penaity.

An amount equal to 95%% of the ner redemption proceseds normally will be settied within 30
business days of the effective date of the redemphon, without imerest. The balance of the net redemption
procesds will be paid promptly at such time ss the Fund shall determine that the retention of the
rernaining redemption proceeds is unnecessary, with miterest thereon. Reasonable reserves may also be .
imposed depending upon the particular circumstances. Notwithstanding any contrary restnction
expressed herein, the Fund may leverage its assets to fimd redemptions.

The Fund reserves the right to decrease, linut, delay or deny any redemption request, or any
payment on 2 redemption request, if reasonably necessary m order to comply with the Fund's credit and
other agreements, as well 28 for other reasons,

Redemptions of Shares generally will be mede in U.5, Dollars, Cash settlements will be remuited
by wire mansfer to on account designated by the Shareholder at the Sharcholder’s bank as specified by

' “fhe SHareholdéf in it§ Wittt refiéniptod fotice. The cost of remitting the redemption proceeds will be
charged 1o the secopnt of the Shareholder,

The Directors may wn their sole discretion waive ail or any of the restmichons or provisions
relating o the redernprion of Shares set forth i the Bye-Laws euther generally or in any particular case
and on such conditions 33 they may determine m thew sole discretion.

Rty
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Q, Temporary Suspensions
( " The Drectors may temporzrily suspend any or all of the determination of the Net Asset Value of
the Fund, the determination of Net Asset Value per Share, ard/or the issue and the redemption of Shares
for the whole or part of any pentod:

() duning which, in the opimon of the Directors, disposal by the Fund of its direct or
indirect secunties which constitute a substantial portion of the asses of the Fund is not
practicaily feasible or as a result of which any such disposal would be materially

prejudicia! to Sharcholders;

{if)  when, in the opimion of the Directors, for any reason it 15 not possible to transfer mouies
involved in the acquisition or disposition or realization of securities which constitute 2
substandial portionof the assefs of the Fund at normal rates of exchange;

(i) (other than custn@ holidsy or weekend closings) when any recognized exchange or
market on wiich the Fund’s direct or indirect securities are normally dealt in or traded is
closed, or durmg which trading thereon 1s restricted or suspended; or

(iv} . when proceeds of any sale or redemphion of the Shares cannot be fransmitted to or from
the Fund’s acsount or transmissions cannot be effected at normal rates of exchange;

) when, as 2 result of political, ecomomic, military or monetary evenis or any other
circumstinces outside the control, responsibility and power of the Directors, any disposal
or valuation of Investments of the Fand is not, in the opmon of the Divectors, reasonably

o practicable without this being seriously detrimental to the interests of owners of Shares
. er if, in the opimon of the Direstors, the Net Asset Value of the Fund or the Net Asset
s' : Value per Share camnot fauly be caloulated or such disposal would be matenally

prejudicial to the ownexs of Shares;

(vi)  when, in the opinion of the Directors, any breakdown occurs i the mesns of
commanication normally employed in determining the value of any of the investments of
the Fund or when for any other réason the value of any securities which constitute a
substantial portion of the assets of the Fund cannot reasonably or fanly be sscentzined: or

{vii} when, in the judgment of the Directors upon advice of the Investment Adviser, the
suspensien IS necessary or advisable in order to allow for the disposiion of Fund or
Mzster Fuad investments 1 a manner which 15 in the best interest of the Fund, in light of

arket conditions at the tme.
In the event of any guspension as set cut sbove, the Directors will, where possible, take all
reasonzble steps to bring amy period of suspension to an end as soon as possible. With respect toany

TTTTtTT T T T T redeanption Tequest which 1s impacted by & suspension of redempfion of the Shares, such redemption will
be effested as of the pext Redemption Date following the date on which the peniod of suspension

terminates,

Dividends

It is not expected that the Fund will declave any regular dividends. All Fund earnings normally
will be returned for re-investment (subject to the redemption privilege), The Fund reserves the right to

{ change such pelicy.

; 601.910454.15
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REGISTRATION AND TRANSFERS

Skares will be issued only in registéred formi: the Find may not issue bearer shares imder
( Bermuda law. The Regsstrar and Trensfer Agent mamtains & current register of the names md addresses
of the Fund’s Shareholders, and the Admmistator's entry in the share regster will be conclusive
evidence of ownership of such Shares. Certificates representing Shares will not be issued,

In accordance with Bermmda law and the Bye-Laws of the Fund, Shares arz only issued or
regystered m the names of companies, parnerships or individuals (including fiduciaries of trusts investmg
in the Fund). Shares purchased for those under 21 years of age must be registered in the name of 2 parent
or guardian, but may be designated with the miner's mitials for the purposes of identification. The Fund
will take no cognizance of any trust applicable to the Shares so registered.

Transfers of Shares by instruments in writing in the usual common form are penmitted only with
the pror consent of the Directors, which consent may be withheld in the absolute discretion of the

Directors. -

The Shares may not be sold, transferred or otherwise disposed of by a Shareholder m the United

States or to any person, corporation or entity wiech is not a “Quahfied Holder” without prior written

congent of the Directors and compliance with all applicable laws. Transfers of Shares are restriocted

where the holding of such Shares may result in regulatory, pecuniary, legal, taxation or material
adryirdstrative disadvaptage for the Fund or its Shareholders zs 2 whole or to mamtain 3 minirmm

holdmg per Sharcholder, should the Fund be subject to such s minimum. Tramsfers of Shares are

permitted only with the prior comsent of the Fund, which may be withheld for any reason inf the sole

discretion of the Directors. Any tansferee is requred to firnish the smeiufanmﬁm, mcluding as

- necessary or required, verification of wdentity and source of fimds in commection with anti-money
laundering regulations, which would be required in cormection with a direct subscription in m':icr forn

; - transfer application to be considered by the Durectors,
TAX CONSIDERATIONS

Generai

The Bermuda tex conseguences to the Fund, which are described below, are derived from
existing legislation m Bermuda, The United States moore tax consequences applicable to the Fund and
the Sharsholders, also deseribed below, are based upon factual representations made by the Fund and the
Investment Adviser consermng the proposed conduct of the activities to be carried out by the Fund and
the Investment Adviser and the proposed compesition of the Shareholders. The Fund has not asked for,

and has not received, an opuvion of counsel with respect to any of the tax consequences discussed below.

The conclusions summanzed herem with respect to United States tax comsequences could be affected

adversely aff affected if any of the material &mimmws on which they are based should prove to-- -
b THacotrate. Morcover, while this Semmary is considered to be a correct mtérpretation of cxsting laws

m force on the date of this Memorandum, no assurance can he given that no changes m such tax laws will

oceur or that courts or fiscal authorities responsible for the admmistration of such oz laws will agree

with the mterpretations or that changes in such laws will not occur.

As a result of changing laws or practice, or unfulfilled expestations as to How the Fund or its
nvestors will be regarded by revenue authorities m different jurisdictions for taxation purposes, taxation
consequences may be otherwise than 2s stated below. Investors are therefore advised to consult their
own professional advisors on the tax consequences of subseribmg for, purchasing, holding, selling or

Py b
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redeeming Shares in the Fund under the laws of their countnes of citizenship, residence, ordinary
fesdence or dopmicile. e

Bermuda

Under existmg legisiation in Bermuda, there are no income, capital gaing or withholding taxes
payzbie by the Fund, nor are there any Bermuda estate, succession, or inheritance taxes payable by the
Sharsholders with respect to their Shares, other than persons ordinaniy resident in Bermuda,

There i3, at present, no direct taxation in Berrmuda and interest, dividends and gains payable o
the Fund wail be receved free of all Bermuds taxes. The Fund is an exerupted company under Berrauda .
law and the Fund has muds application to the Minister of Finance of Bermuda for, and expects to receive,
an undertaking a3 to fax concessons pursuant o the Exempted Undertakings Tex Protection Act of 1966
which will provide that until March 28, 2018, no lnw hereafler enacted m Bernmda imposing any taxes or
duty to be levied on meome or capital assets, gains or appreciation will apply to sny income or property
of the Fund, or to the Shares or other obligations of the Fund except fo the extent that any such v or
duty applies lo persons ordinarily resdent m Bermuda and helding Shares or other obligations of the

Fund or any lend m Bernmda leased » the Fund,

Uniled Stages

The Fund will be teated as a corporation for 1.8, federal income tax purposes. The Fund
intends to conduet is affeirs so tiat none of its income will be effectively commected with the conduct of
2 U.S. trade or business or otherwise subject to reguler U8, federal weome taxation on 2 net basis,
Under current U.S. federal incorne tux law ond regulations, payment of principal and interest (Including
original issur discount} an debt obligstions issued by a U.S. person or the U8, Government after July 18,
1584 are not subject to U.S. federn] withholding tax, provided that, with respect to interest (including
onginal issue discouns), certin cernfication and other requirements are met. Paymems of princips],
prevsiums and miterest on debt obligetons issurd by a non-U.8. wssuer genemily will not be subject o
U.S. withholding tax.

A indicated sbove, the Fund does not expect to conduct 2 trade or business in the ULS, or fnvest
in securities the income of which is treated for U.S. tax purposes as ansusg from 2 US. tade or business.
Thus, none of the income of the Fund (other than income subject 1o U.S,rfedcmi withholding tax, as
described above} 15 expected to be subject o ULS, federal income taxation. I, contrary to its itended
method of operation, the Fund is considered to be engaged in 2 U.S. trade or business, any ineome that is
effectively comected with such U.S. trade of busmess will be subject o vegular U.S. federal income

taxation, plus a 30% U.5. "branch profils” tax.

Payments of dividends to the Fund on stock of a ULS. corperation generally will be subjectto s
30% U.S. withholding tax. Gains (other than original issue discount) realized upon the sale, exchange or
redemption of debt obligations will..in general, not be aubject to US, -federal -withholding taxes

~ (including “back-up” withholding taxes), provided that, in the case of secunties held by a custodian or

nominee in the Umtbed States, the Fund certifies to its non-US. stews or otherwise establishes an
exemption from “back.up” withholding,

Inn genernl, the Fund believes that a non-U.S. person (foreign trust, non.resident alien individual,
foreigp partmership or forzign corporation) will pot be subject to U.S. income taxes on the interest

income or capital gamn of the Fund,
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Capital gam realized by a ponU.S person upon the sale or exchange or redemption of Shares

beld a3 2 capital asser generally should not be subject to the U.S. federal mcome tax, provided that the

C gain is not effectively comected with the conduct by such non-U.S. person of a trade or business i the
United States. However, in the case of 2 non-resident alien individual, such gain will be subjectto 2 U.S.

ncome tax rate of 30% (or 2 lower tax treaty rate) if such individual is present in the U.S. for 183 days or

more during the taxable year,

Generally, the source of any capital gain upon the sale, exchange or redemption of Shares is
determined by the place of residence of the Shareholder. For purposes of deternxining the source of any
capital gaim, residency is defined in a mammer that may result in an individual who otherwise is 2 non-
resident alien mdividual of the U.S. being treated as 2 ULS, resident only for purposes of defermining the
source of meome. Each progpective individual Shareholder who anticipates being present in the United
States for 183 days or more (in any taxable year) or otherwise has a substantial connection to the United
States should consult his or her toc adviser with respect o the poseible imposition of U.S, federal income
taxes on the sale, exchange or redetnption of Shares and 1o the possible irpact of such preseace on such
indfvidual's statug In genersl as 3 nomresident for U.S. income fax purposes.

Capital gains realized by a Shareholder engaged in the conduct of a U.S, trade or business will be
subject 1o U.S. federn] income tax upon the sale, exchange or redemption of Shares if such gain is
effectively commected with its U.S, wade or business,

Any U.S. Person tansfernng cash or other property to a foreign corporation such as the Fund or
owning 10% or more of the value or voting power of the shares of a foreign corporation such as the Fund
will, wnth certain Hmated exceprions, likely be required to file an mfrroation reon with the ULS. Intemai
Revenue Service comisining certain disclosure concerning the filing sharcholder, other sharsholders and
the corporation. The Fund has not committed itself to provide the infdrmation sbout the Fund or it

. Shareholders needed {o coroplete the retim, .
The Fund has besn classified o3 non-resident of Besmuda for sxchunge conwol purposes by the

Bermunda Monewry Authonty, whose permission for the jsyue of Shares hag been obtained, The issue,
redemption and transfer of Shares to, by and befween prrsons regarding 48 non-resident in Bermuda for
exchangs control purposes may be sffected without specific consent under the Exchange Control Act
1872 of Bermuda and regulations thereunder. Issues and transfers involving any person regarded as
resident v Beznmda for exchange control purposes require specific prior authorization under that Aci.
The Fund is thus pernutted by Bermuda law to ecquire, hold and sell any foreign currency and securities

without restriction.

EMPLOYEE BENEFIT PLAN CONSIDERATIONS

The Fund expects to admit Shareholders that are “benefit plan investors” as defined in ERISBA

(the U.S. Exzzpieyec Retwement Income Smnty Act of 1574, 15 amended), whish ars Zemployves bepefit .
*"pling™ 38 defined in ERISA and “plans™ &5 defined in Section 4975 of the U.S. Imemal Revenue Code
{collectively, "Plang™). Plans include corporate pension and profit-sharing plans, SEP (“simplified
ermployee pension™) plans, Keogh plans for self-employed individuals, governmental plans, and IRAs
{individual retirement accounts described in Code Section 408). If Plans hold 25% or more of the Shares
{exciuding Shares thet are held other than through Plan mvestments by the Advisor or any affiliate

thereof), the Fund’s underlying asseis would be “plan assets™ under ERISA with respect to those .
wvestors that sve Plans subject to ERISA or the Code. (The 25% level is measured each time Shares are

bought or sold.)
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Smce 1t is expected that Plan investments in the Fund will exceed the 25% level, 2 person
considering mvestng 1 the Fund on behalf of a Plan subject to ERISA or the Codc should evaluate the
plan asset consequences of the mvestment, includmg the nisk that unmtended prohibited trensaction or
fiduciary duty delegation consequences may arise under ERISA or the Code. The Investment Adviser
gualifies as 2 “qualified professional asset manager” under applicable regulations under ERISA and will
take all appropriate steps to ensure that the Company does not engage in any prohibited transactions
under ERISA. In partcular, the Investment Adviser wnll not make loans to the Fund or permit the Fund
to remain affiliates of the Investment Adviser under circumsiances that would viclate ERISA, The
Investment Adviser has acknowledged m the Investment Advisery Agreement that it will be a fiduciary
of Plans investng in the Company for parposes of ERISA and will be subject to all of the prohibited
wamsactons and fiduciary responsibility and lizbility provisions of ERISA.

Certam prospective ERISA Plan investors may currently maintain relabooships wath the
Tovestment Adviser or other entities which are affilisted wath the Investment Adwser (collectively the
“Affilisted Entities™), EFach of the Affilinted Enfities may be decmed a party in intersst with respect to
and/or fiduciary of such plans if any of the Affiliated entiffies provides investmesnt management,
investment advisory or other services to themn. Consequently, in the case of an ERISA Plan with respect
to which an Affflisted-Entity i3 2 party @ interest or dizqualified person, the prohibited fransaction
provisions of ERISA may preciude such plan from engaging in certain transactions with the Fund,
including the acquisition of Shares, In this circumstance, Benefit Plan Investors should consult with
eoursel to determine if parhicipation in the Fund is a transaction which is prohibited by ERISA andfor the
Cade.

Trustees and other fidumaries of Plans should also consider that their nctions may be governed
by the fiduoary responsibility provisions of ERISA. Generally, fiduocaries of a Plan subject to ERISA
are requured to discharge their duties, among other things, () for the exclusive pwpose of providing
benefits to participants and thewr beneficiaries, (i) with the same standard of care that wonid be exercised
by 2 pradent man acting under simmlar crcumstances, and (§33) by diversifying the mvestment of the Plan,
unless itis clearly prudent not to do so. In analyzing the prudence of an investment in the Fund, special
afterstion should be given to the Department of Labor’s regulations on investment duties whick require;
among other things, () a detzrmination that each investment is reasonsbly desipned, ns part of a Plan’s
portfolio, to firther the purposes of such Plan, (i) an examination of risk and rehum factors, ond
(3if) consideration of the portfohio's composition with regard to diversification, the liquidity and current
e on the total portfolio relative to anticipated cash flow needs of the Plan and the projectad retum of
the total portfolio relative to the Plan’s finding objechves,

The fduciaries of each ERISA Plan, IRA or Keogh Plan investing in the Fund will be required to
represent, and by mekog an investment m the Fund thereby will represent, that, among other matters,
they have been informed of and understand the Fund's investment objectives, policies and strategies, that
the decision to mvest plan assets in the Fund is conmstent with the provisions of ERISA and/or the Code
that require diversification of plan assets and unpose other fdociary responsibihities and that o making

the decision 1o mvest they have not relied on any advice.orrecommendstion.of-the Tnvestment-Adviser-or-

"“any selling agent or any of their respective affiliates or employees.

Whether or not the Fund’s underlying assets arc plan assets under ERISA, such persons should
consuit with their counsel 25 to the ERISA or Code consequences of an investment in the Fund by a Plan.
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L ) Unrelated Basiness Toaxable Income

(‘ The term “Permitted US. Person™ means a U S. Pexson that 1s subjact to ERISA or 18 otherwise
exempt from payment of U.S. Federal meome tax. Generally, 2 Permitted U.S. Person s exempt from
Federa income tax on certain categories of income, such as dividends, interest, capital gains and similar
ineome realizad from securities investuent or tmding activity. This type of meome is exempt even if i is
realized fom secunities trading activity which constitutes a trade or business. This general exemption
“from tax does not apply fo the “unrelated business faxable mecome™ (“UBTI™ of 2 Pernmited U.S. Person,
Generally, except as noted sbove with rospect 1o corfain catsgories of exempt tradmg activity, UBTI
neludes ncome or gain derived from a trade or business, the conduct of which i3 substentially tgelated
to the exercise or performance of the Permutted US. Person's exempt purpose or fmetion. UBTI also
includes (i} income derived by 4 Permitind US. Person from debt-financed propenty snd Gi) gams
derived by a Peremtted US. Person from the disposition of debi-financed property.

A Permitted U.S, Person investing in a foreign corporation such as the Fund should not realize
UBTI with respect o an unleverasged investment in Shares. Permitted U.S. Persons are vrged o consult

their own tax advisors concerning the U8, tax consequences of an investment in the Fund,

PLAN OF DISTRIBUTION

i
The Fund is authorized to issue 100 voting Managernent Shares, par value U.S. 50.81 per Share
{"Managemern Shares”™), all of which are currently held by the Purpose Trust and 10,000,000 non-voting
redesmable Parricipating Shares, par value U8, 30.001 per Participating Share (the “Shares™). The
: voting Management Shares do not perticipate In the Fund's profits and losses and are not redeemable.
The non-voting Shares have no vohng power, but are participating and redeemmble. The Shores are

Is
(' . entitied t veczive, €0 the exclusion of the Management Shares, any dividends which nsy be declared by
the Directors, Upom the winding up of the Fund, the assets available for distribution to Sharehoiders
\ (other than an smownt equal to the per value of the Management Shares, which would be distributed to

the holder of the Mamagement Shareg} would be distriboted amemg the holders of the Shares, Shares in.
the Fund participate vatably in the Net Asser Value of the Fund on liquidation and in other distributions,
if any, based on the relative Net Azset Value of the Shares of the respective Series outstanding at the time
of such liquidation or distribution, .
Each Share will be issued at 2 price of U.S. $1,000.00 during the Initial Offering Period, which
will commence upon the filing of this Memorandurn with the Bermuda Registrar of Companies on
January 18, 2003 and will end on the sarlier to occur of the acceptance of 33,000,000 of subscriptions or
the close of business on May 15, 2003, The Fund will comrozace investing promptly following its
receipt and acceptance of subsenptions for at least the minmmum amount of 83,000,000, This shail be the
minirmn amount rediiired to be raised from the Initisl Offermng in crder 1o provide for the matters set out
in Section 28 of the Rermuda Companies Act. 1 the Fund does not receive at least the minimum amount

by the end of the Initial Offering Period {or any extension thereof), the offering of Shares in the Fund | | . .

o : Wil Be teimmated and each sobscriber's nubscription payment will be refunded, along with any interest
earned thereon. Following commencement of trading by the Fund, Shares of the Fund will be available
for subscription as of the last day of cach Fiscal Period at the Net Asset Value per Share.

‘The minimum initial subscription per mvestor is .S, $1,000,000. All subscngtmas must be pmd
in U.S. Dollars to the Custodian. Subsequent subscription payments shall be ‘made in the mininmm
amount of U.S. 3500,000 and shall be made to the Fund by wire transfer to the Custodian. The

subscription documents provide detals regarding payment procedures.
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Any subscription payments shall be beld for the benefit of the subseriber pending cither the
aceeptance of the subscription and the investment in the Shares, or the refund or rejection of the

(‘ ' subscription and return of the ‘s‘ngs;:npnun paymgzzt. " Share applications may be rejected by the Fund m
. whole or m part, X any spplication is not accepted, the subscription amount paid with the applicaton
w1l be returned, with interest earned on the subscrption proceeds, if any. If any application 1s accepted

only in part, the balance of the amount paid with the application will be returned.

ELIGIBLE SUBSCRIBERS

The Shares are offered only to Qualified Holders. Qualified Holders are “non-United States
Persons” and US. -tux-exempt investors who are “qualified eligible participants” under CFIC
Regunlation 4.7 and “qualified purchasers” under Section 3(c)(7) of the Investment Company Act.

For this purpose, “qualified eligible participant” means (1) a plan established snd mamtained by
a state, 1ts political subdivisions, or any agency or instrumentality of a state or its pohtical subdivisions,
for the benefit of its employees, if such plan has total assets in excess of $5 million; (2) an employee
beniefit plan withm the meaning of ERISA, provided that the mvestment decision is made by a plan
fiduciary, as defined in Section 3(21) of ERISA, which is a bank, savings and loan association, insurance
company, or registered investment adviser, or that the employes benefit plan has total assets in excess of
$35 million or, if the plan is self-directed, that investment decisions for, or the decisions as to the types of
mvestment alternatives under, the plan are made solely by persons that are qualified eligible participants;
{(3Yem orgamization described in Section 501{c)3) of the Code which has total assets in excess of $5
million; (4) a trust, insurance company separats accomnt or bank collective trust which has total assets in
excess of $5 million, is not formed to invest in the Fund and whose purchase is directed by a qualified
eligible partcipant; (5)2 govermmental entity (inciuding the United Siates, z state or & foreign

'/, government) or political sbbdivision thersof, or a ninlhmationsl or supremstional emtty or am
» - instrumentality, agency ar deparhment of 2ny of the forsgoing: and (8) 3 tax-exempt entity in which all of
the unit owners or participants are qualified eligible partcipants; provided i cach of (1)4{5) above that

the entity must also (i) own securities (including participations in the Fund and other pools) of issuers not
affflisted with such entity and other investments (L, real estate held for investruent purposes) with an
agpregate market value of at least $2,000,000, () have on deposst with a comumodity broker at [east
3200800 in exchange-specified initial margin and option premiums for cormmodity interest transactions,
or (iif) own a portfolio comprised of a combinstion of (i) and (i} (Le, $1,000,000 in securities and
$100,000 in margin and premiums). For this purpose, “qualified purchaser” mezns (i) nataal persons
who own at least 35 nullion in mvestnents, (ii) an entity that owns at least $5 million in investments and
the entity is owned by or for two or more related npatural persons, (ifi) 2 trust where the frustes and each
. person dontribuling assets lo the trust is & qualified purchaser, (iv) any person acting on behalf of its own.
2ccomt or the acvount of another qualified purchaser that owus end inves's in an aggregate bauig in
excess of $25 million in investments, and (v) qualified institubonal buyers, as defined in Rule 1444
under the Securities Act of 1933 (except qualificd institutional buyers which are dealers which own or
fnvest less than 325 millien in investments and defined contribution plans whose participants arc able to

7 duecttheir plan investments, unless such perticipants themselves are qualified purchasers).

The following persons are excleded from being subscribers: (i) a United States Person (other
than & Perminted U.S. Person); (7i) any person, corporation or ennty winch cannot acquire or hold the
Shares without vioiating laws or regulations applicable to it; or (if) 2 custodian, nomines, or tustee for
any person, corporation or entity described m (i) or (if) above.
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STATUTORY AND GENERAL INFORMATION

L — . —
The Fund is an exempted, open-ended mutual fund company incorporated with limited liabilty
under Bermuda law.

- Permmssion under the Exchange Control Act of 1972 of Benmuda (and the regulations thereunder)
has been oblained from the Bermuda Monetary Authonity (the “Authority”) for the issue of the 100
Managerent Shares (as defined herein) and up to 10,000,000 Shares i the Fund. In addition, & copy of
this Memorandum will be delivered to the Registrar of Companies (the “Registear™) in Bermuda for filing
pursuant to the Companies Act 1981 of Bermuda, as amended {the “Bermuda Act”™). It must be distinetly
understood that in granting such permission and in accepting this Memorandum for filing, the Authority
and the Registrar accept no responsibility for the finamcial soundness of any proposal or for the
correciness of any of the statements made or opinions expressed with regard to them.,

The Fund has been classified as 3 Bermuda Institotional Scheme under the Bermuda Monetary
Authority (Collective Investment Scheme Classificatiom) Regulations 1998 (the “Regulations™). As such,
the Fund i exernpted from the requirement to appoint 8 Bermuda custodian snd may not be supervised to
the sarme degree as other schemes which are reguiated and supervised by the Anthority. Therefors, the
Fund should be viewed a3 an investment suitable only for investors who can fully evaluate and bear the
risks involved. Approvals from the Bermuda Mopetary Authonty who do not constitute a guarantee by
the Authority as to the performance of the Scheme or its creditworthiness. Furthermore, in giving such
approvals the Amhonry shall not be liable for the performance or default of the scheme or for the

corrections of any opinions or statements expressed.

pa Incorporation, Registered Office and Share Capital.

(a) The Fund was imcorporated in Bermmda on May 20, 2002, as an exempted, open-ended
mutual fund company with Immited lability under the name MDL Actrve Duwration Fund Ltd  The
Directors of the Fund confirm that singe the date of the Fund’s incorporation, the Fund hms not
conumenced business, no accounts have: been made up and no dividersds have been declared.

{b)  The registered office of the Fund 15 presently 2t Williams House, 20 Reid Street,
Hamilton Hi 11, Bermuda,
{c) The authorized share capital of the Fund i3 U.S. $160,000 divided into 100 Management

Shares of U.S. $0.01 par value each and 10,000,000 Participating Shares of U.S. 50.001 par value each.
The Purpose Trust has acquired all of the Management Shares. No further Management Shares will be

issued.

) None of the Participating Shares has been issued and no capital of the Fund is under

opnoncragxcedcondmcmiiycruncondmonaﬂytcbeputund:tapncp. . .

{e) Nether the Management Shares nor the Shares canry pre-emptive rights.

4)) All shares will be issued mn registered form only.

7
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Management and Perticipating Shares.
« - The Management Shares shall: - —— e

{2y  only be issued at par valoe fally paid;

(b)  confer upon the holder thereof nghts in 2 winding-up or repayment of capital in
accordance with the Memorandum of Association and to all dividends, if any, declared by the Directors;

and
(6)  camry the right to recerve notice of, attend and vote at General Meetings of the Fund.

‘The Participating Shares shall:
EY) not be issued at less than par value fully paid;

@)  confer won the holder theveof rights in o windingup or repayment of capital in
accordance with the Memerandum of Associadon and to all dividends, if any, declared by the Directors;

and

(3] carry the ight to receive notice of General Mectings of the Fund buat do not carry the
right to attend or vote at General Mectings of the Fund.

4. Memorandum of Association.

The Memorandum of Association of the Fund provides that the Fund’s objects, as set forth in
“Investment Objective and Strategy of the Fund” are unrestricted and include the collective mvestment
of its funds and giving members of the Fund the benefit of the results of the management of its firds.
The object and powers of the Fund are set out in the Memorandum of Association. The Memorandm . of
Association also sets forth provisions relating to shave capital, issuance and vedexrnption of shares,
dividends and distributions upon dissolubon or winding up of the Fund. The Memorandum of
Assowiation is available for imspection at the office of the Administrator upon request to the Fund,

3. Anti-Money Laundering Regulations.

To ensure compliznce with statutory and other generslly accepted prineiples relating to anti-
maney laundermg regulstions and policies, including the Fimd’s obligations under the U.S. Patriot Act,
the Fund will require venfication of identity and source of finds from any prospective mrvestor i the
Fund, Depending on the ciroumstances of each sppiication, a detailed verification mght not be required
where:

{2) the apphc:mi makes the payment fom an account held in the applicant’s name at 2
recognized firancial msttution; or -

""®)  the applicant is made through a recognized mtcrmediary.

These exceptions will only apply if e financial institution or intermediary referved to above 1s
within 2 country recognized by both Berrnuda agd the U.S. as having sufficient anti-money lumdering
regulations. . .

Pending the provision of evidence satisfictory to the Fund as approprate, admission of an
invesior a3 a shareholder may be deleyed in the sole discretion of the Directors. If wathin a reasonsble
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g™ fhe MDL Active Duration Fund, Lid., an exempted open-ended mmtual fund
ingorporatéd under the Bermnda Companies Act 1981 (as amended) with limited liabiliry.

10.  lsspection of Documents.
" Copies of the following docuraents for the Fund will be available for inspection at any bme

during normal business hours on any Business Day free of charge from the Admimstrator of the Fund and

for 14 days from the date of this Memorandum.
(s} r the Memorandum and Bye-Laws of the Fund;
(b}  the Administration Agreement;
(€} the Broker and Custody Agreement;
(&} the Registrar and Transfer Agent Agresment;

(&} the Adwisory Agreement; and
) the Compames Act 1981 (a5 amended) of Bermuda.

DEFINITIONS

“Adadmstrator”, Clympia Capital International, Inc.
“Administration Agreement”, the Agency, Admmstraton and Indenmification Agreement dated
January 9, 2003 berween the Administrator and the Fund

"Advisory Agreement”, the Investrment Advisory Agreement dated as of Jamuary 9, 20{33 between
the Investment Adviser omd the Fund,
“Affiliate Fund”, the MDL Broad Market Fixed Income Fund, a mutaal fimd registered under the

Investment Company Act snd manzged by MDL Advisers, Inc., an affiliate of the Investment Adviser.
“Auditors”, Deloitte & Touche,
“Business Day”, 2 day on which banks gre open in Bermuda and the Unted States (other than
Saturday snd Sunday).
“Bye-Laws™, the Bye-Laws of the Cs;xnpany as amended from time to time.
“Custodian™, Credit Suisse First Boston Corporation.
“Duectars™, the Directors of the Fund or any duly authorized committee thereof. . o

Fund, Ltd., ar company

“Hurdle”, the mcrease in vaius that would be obtained on the Net Asset Value of the Fund for a
quarter if the portfolio schieved a return =qual 1o the vield of the Lehman Brothers Government Credit
Bond Index for such quarter,

“Incentive Fee”, a quarterly profit fee paid to the Investment Adviser equal to 20% of the
increase in the Net Asset Velue over the Hurdle.

-40-
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“Ininal Offer”, the offer of Shares to be made dunng the Indtial Offer Pertod.

“Tryifial Offering Period”, the périod commencing on the date this Memorandim 15 fied with the
Bermuda Registrar of Compardes and efding-on the earher to accur of the acceptance of 33,000,000 of

subscriptions or May 18, 2003.
“Investment Adviser”, MDL Capital Manegement, Inc.

“Management Fee”, a quarterly mz:;agmt fee to the Investment Adviser equal to 1% per

annum of Net Asset Value.

“‘Management Shares”, 100 voting shares of par value U.S. $0.01 per Share, all of which have
been issued to the MDL Active Daration Parpose Trust.

“Net Asset Value”, the net asset value of the Fund determined in accordance with the Bye-Laws.
“Net Asset Value per Share” mesans the net velue of those assets and liabilittes of the Fund which are
propesly attributable to the Series of Shores of which 2 Share forms a part, divided by the sumber of
Shares of the Series which are issued and outstending.

“Permitted U.S. Person”, a U.S. Person that is subject to ERISA or is otherwise exempt from
pavment of U S. Federal Income Tax ]

“Qualified Holder”, any person, corporahion or entity which satisfies the mvestor quelificationa
set forth mn “Eligible Sobseribers™ and who is not (i) a United States Person other thun 2 Permitted ULS.
Perscn; (it) any person, corporation or entity which canmot acquire or hold Shares without viclating laws
or regulatons applicable to if; or (i) 2 custodian, sominee, or trustes for smy persom, corporation or

entity described In (3) ot (1) above. -

“Rederrmtion Date™, shall be the Valuation Date following a request to redeem.

‘Wpﬁm Price”, the price at which Shares can be redeesmed as colculated in the marmer set
out hevein.

“Share™, a share of U.S, §0.001 par value i the Fund designated as a Participating Share by the
Bye-Laws,

“Sharcholder”, the holder of a Share.

“Sabscnption Date”, the Busmess Day immediately following a Valuation Date.

“Subseription Price”, the price at which Shares can be subscribed.

... “United. States™ or “U.S.", the Umsted States-of America or-any of its; territories, PosSEssions of
other areas subject to its jurisdiction including the Commonweaith of Puerto Rico.

{a) any natural person who is resident m or a cihzen of the Untied States;

{b)  any corporation, parmership or other entity organized 1n or under the laws of the United
States {or any state or other polincal subdivision thereof), and any trust, estate or other
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enfity orgamzed under the laws of any jurisdiction in the United State or that is subject 20
U.S. federai income taxation on its worldwide net income regardless of is sowroe; |

(e}  amyestate of which any excoutor or admimsirator 15 8 U.S. Person;

{4 oy trust of which any trustee 1s a U.S. Person
(e) any agency or branch of any non-0.5, entity located in the Undted States;

5! any non-discretionary account or similar sceount (other then an estate or trust) held by a
secynibres dealer or other fiduciary for the benefit or account of a U.S. Person;

() any discrefionary sccount or simular account (other than an e¢state or trust) held by a
seevrities dealer or other fduciary organized, mcorporated or {if an mdivideal) resident
in the United Stetes;

{b)  any partnership or corporation crgamized or mz:orporatcd under the laws of any non-U.S.
Jurisdiction and formed directly or mdirectly by onz or more 1.8, Persons; and

(i} an entity organized prinepally for passive investment whose umis of participation held
by US. Pesans represent in the aggregete 10% or more of the beneficial inwrest o the
entity or the entity was formed principally for the purpose of facilitating Tovestment by
U.S. Permons m 2 pool with respect to wiuch the operator 15 exempt fom certam
requirements of Part 4 of the CFTC’s regulations by virtue of its participants being non-
1.3, Persons.

LS. Dollar” or “ULS. §7, the lawfial currency of the United States.

“Valustion Date”, the lest day of a calendar quarter and any other date established as 2 Valmbon
Date by the Directors. .
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