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Octane Diversified Fund Ltd 
 

Directors’ Report 
for the year ended 31 December 2009 

 
 
 

The Directors present the annual report of Octane Diversified Fund Ltd for the year ended 31 
December 2009. 
 
Activities 
 
Octane Diversified Fund Ltd (the “Fund”) is an open-ended investment company incorporated 
in the British Virgin Islands on 29 November 2002, as a company limited by shares under the 
provisions of the BVI Business Companies Act. 
  
Results  
 
The net assets attributable to Participating Shareholders at 31 December 2009 amount to US$ 
400,405,992 (2008: US$ 408,535,514).  The net asset value (NAV) per Participating Share is 
included in Note 9. 
 
The results for the year are set out in the Statement of Comprehensive Income on page 8. As it 
is the policy of the Fund not to make distributions, the Directors do not recommend the 
payment of a dividend in respect of the current year. The net increase in Net Assets as a result 
of operations for the year ended 31 December 2009 amounts to US$ 22,537,873 (2008: 
decrease US$ 106,109,519). 
 
 
By order of the Board of Directors 
 
 
 
 
___________________ _________________ 
Nicolas Salloum  Mr. Roland K. Staub 
Director Director 
  
 
 
 
15 July 2010 
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REPORT OF THE INDEPENDENT AUDITOR 
 
 
 

To the Shareholders of 
Octane Diversified Fund Ltd 
Palm Grove House 
P.O. Box 438 
Road Town, Tortola 
British Virgin Islands 
 
We have audited the accompanying financial statements of Octane Diversified Fund Ltd (the “Fund”), 
which comprise the Statement of Financial Position as at 31 December 2009, the Statement of 
Comprehensive Income, the Statement of Changes in Net Assets Attributable to Participating Shareholders 
and the Statement of Cash Flows for the year ended 31 December 2009, and a summary of significant 
accounting policies and other explanatory notes. 
 
Board of Directors’ responsibility for the financial statements 
 
The Board of Directors is responsible for the preparation and fair presentation of these financial statements 
in accordance with International Financial Reporting Standards. This responsibility includes: designing; 
implementing and maintaining internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error; selecting and applying 
appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances. 
 
Responsibility of the “réviseur d’entreprises agréé” 
 
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted 
our audit in accordance with International Standards on Auditing as published by the International 
Federation of Accountants. Those standards require that we comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance whether the financial statements are free from material 
misstatement. 
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REPORT OF THE INDEPENDENT AUDITOR 

 (continued) 
 
 
 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on the judgement of the “réviseur d’entreprises 
agréé”, including the assessment of the risks of material misstatement of the financial statements, whether 
due to fraud or error. In making those risk assessments, the “réviseur d’entreprises agréé” considers 
internal control relevant to the entity’s preparation and fair presentation of the financial statements in order 
to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing 
an opinion on the effectiveness of the entity’s internal control.   
 
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by the Board of Directors, as well as evaluating the overall presentation of the 
financial statements.  
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinion. 
 
Opinion 
 
In our opinion, the financial statements give a true and fair view of the financial position of Octane 
Diversified Fund Ltd as of 31 December 2009, and of its financial performance and its cash flows for the 
year ended in accordance with International Financial Reporting Standards. 
 
Emphasis of Matter 
 
Without qualifying our opinion we draw attention to Note 2c where it is disclosed that the financial 
statements as of 31 December 2009 include investments in hedge funds whose values have been estimated 
by the Board of Directors of the Fund in the absence of readily ascertainable market value. In addition, the 
financial statements include indirect investments in underlying hedge funds which have allocated part of 
their assets in ‘side pockets’ for an amount of USD 9,481,671 (2.37 % of the Fund’s Net Asset Value). The 
valuation policy adopted by the Board of Directors for such investments is disclosed in note 2c. 
 
Because of the inherent uncertainty of valuation, the Board of Directors’ estimate of values may differ 
significantly from the market values that would have been used had a ready market existed for the 
investments and these differences could be material. 
 
 

ERNST & YOUNG S.A. 
Luxembourg  

Cabinet de révision agréé 
 

 
15 July 2010 
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Octane Diversified Fund Ltd 
 

Statement of Financial Position 
as at 31 December 2009 

Expressed in US$ 
 
 
 
ASSETS  Notes  31.12.2009  31.12.2008 
       
Cash and cash equivalents  4  -  47,532,090
Financial assets (at fair value through profit or 
loss)  5  401,811,584  402,128,423
Financial assets prepaid    -  5,000,000
Fee rebates receivable  10  995,748  1,019,783
Receivable on sale of financial assets  6  503,692  -
Other assets    -  1
      
TOTAL ASSETS    403,311,024  455,680,297
      
      
LIABILITIES      
      
Bank overdraft  4  (1,135,667)  (46,109,809)
Creditors and accrued charges  7  (992,979)  (1,034,874)
Payable on purchase of financial assets  8  (776,286)  -
      
TOTAL LIABILITIES    (2,904,932)  (47,144,683)
      
      
NET ASSETS ATTRIBUTABLE TO 
PARTICIPATING SHAREHOLDERS  3  400,405,992  408,535,514
      
EQUITY      
      
Common shares  3  100  100
      
      
TOTAL NET ASSETS    400,406,092  408,535,614
  
 
 
 
 

 
 

The accompanying notes form an integral part of these financial statements. 
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Octane Diversified Fund Ltd 
 

Statement of Comprehensive Income 
for the year ended 31 December 2009 

Expressed in US$ 
 
 

OPERATING INCOME  Notes  31.12.2009  31.12.2008
      
Net realised gain/loss on: 
- financial assets (at fair value through profit and loss)    (44,503,272)  21,744,017
- foreign currency    542,303  -
Net increase/decrease in unrealised depreciation on: 
 - financial assets (at fair value through profit and 
loss)    66,484,193  (126,745,283)
 - foreign currency    -  (1,464,586)
Fee rebates  10  3,967,774  5,578,162
Interest income    -  26,645
      
TOTAL INCOME/(LOSS)    26,490,998  (100,861,045)
      
OPERATING EXPENSES      
      
Management fees  10  (2,951,160)  (3,677,124)
Operating fees  10  (393,242)  -
Administration fees  11  (295,350)  (861,884)
Custodian fees    (195,176)  (245,003)
Directors’ fees  14  (40,000)  (40,000)
Legal and professional fees    (13,948)  (19,964)
Audit fees    (22,534)  (19,858)
Other fees    (14,329)  -
      
TOTAL OPERATING EXPENSES    (3,925,739)  (4,863,833)
      
FINANCE COSTS      
      
Interest and charges on bank account    (27,386)  (384,641)
      
TOTAL FINANCE COSTS    (27,386)  (384,641)
      
INCREASE/(DECREASE) IN NET ASSETS AS A 
RESULT OF OPERATIONS    22,537,873  (106,109,519)
      

The accompanying notes form an integral part of these financial statements. 
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Octane Diversified Fund Ltd 
 

Statement of Changes in Financial Position 
Attributable to Participating Shareholders 

for the year ended 31 December 2009 
Expressed in US$ 

 
 
 
 31.12.2009  31.12.2008
   
Balance at the beginning of the year 408,535,514  573,488,113 
   
Net increase/(decrease) in net assets as a result of 
operations 22,537,873  (106,109,519) 
Issue of participating shares during the year -  -
Redemption of participating shares during the year (30,667,395)  (58,843,080)
   
Changes in net assets attributable to Participating 
Shareholders during the year 

(8,129,522)  (164,952,599)

   
Balance at  the end of the year 400,405,992  408,535,514
 
 
 

Statement of Changes in Participating Shares  
for the year ended 31 December 2009 

 
 
 

  
 
 

The accompanying notes form an integral part of these financial statements. 
 
 
 
 
 

 31.12.2009  31.12.2008
    
Number of Participating Shares in issue at the 
beginning of the year 349,380.740  390,070.354
   
Issue of shares -  -
Redemption of shares (26,162.399)  (40,689.614)
   

Number of Participating Shares in issue at the end of 
the year 323,218.341  349,380.740
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Octane Diversified Fund Ltd 
 

Statement of Cash Flows 
for the year ended 31 December  2008 

Expressed in US$ 
 
 
Cash flows from operating activities  Note  31.12.2009  31.12.2008
      
Net increase/(decrease) in net assets as a result of 
operations    22,537,873  (106,109,519)

Adjustments for:      
Net increase/(decrease) in unrealised depreciation on 
financial assets (at fair value through the profit or loss)    (66,484,193)  126,745,283

Net realised gain/(loss) on:  
-financial assets (at fair value through profit and loss)    44,503,272  (21,744,017)
Decrease in fee rebates receivable    24,035  1,127,733
Decrease in other assets    1  8
Decrease in creditors and accrued charges    (41,895)  (572,242)
Purchases of financial assets    (270,774,929)  (165,390,304)
Sales of financial assets    298,345,283  241,735,897
      
Net cash from/(used in) operating  activities    28,109,447  75,792,839
      
Cash flows (used in) /from financing activities      
Proceeds from issuance of shares    -  -
Payments on redemptions of shares    (30,667,395)  (58,843,080)
Net cash (used in) /from financing activities    (30,667,395)  (58,843,080)
      
Net (decrease)/increase in cash and cash equivalents    (2,557,948)  16,949,759
      
Cash and cash equivalents at the beginning of the year    1,422,281  (15,527,478)
      
Cash and cash equivalents at end of the year  4  (1,135,667)  1,422,281
 
Supplemental disclosure of cash flow information: 
 
Bank interest received during the year amounts to US$ nil (2008: US$ 26,651) 
Bank interest paid during the year amounts to US$ 27,386 (2008: US$ 392,285) 

 
 

The accompanying notes form an integral part of these financial statements. 
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Octane Diversified Fund Ltd 
 

Notes to the Financial Statements 
for the year ended 31 December 2009 

 
 
 
1.   General Information 
 

Octane Diversified Limited (the “Fund” or the “Company”) is an open-ended investment 
company incorporated in the British Virgin Islands on 29 November 2002, as a company with 
limited liability, under the provisions of the British Virgin Islands International Business 
Companies Act (CAP 291). 

 
The Fund has been established as a “Fund of funds’ structure and seeks long term capital 
appreciation primarily by investing into other Octane Funds. 
 
Further information on these underlying Octane Funds can be found in the Private Placement 
Memorandum for each individual fund. 
 
The investment strategy of the Fund is to seek long term capital appreciation by investing the 
Fund’s assets primarily among the Octane Funds which seek diversified investment 
opportunities primarily in the global equity, debt, commodity or currency markets.  These are 
classes of investment to which a high degree of risk is attached. 
 
The Fund’s shares are not listed on any Stock Exchange. 
 
The Fund has no employees.  
 
The Financial Statements of Octane Diversified Fund Ltd for the year ended 31 December  2009 
were authorised for issue in accordance with a resolution of the Board of Directors on 15 July 
2010. 

 
2.     Summary of significant accounting policies 
 

The principal accounting policies adopted in the preparation of these financial statements are set 
out below: 
 
(a) Basis of preparation 
 
The financial statements have been prepared on a historical costs basis, except for financial 
assets and liabilities held at fair value through profit or loss, that have been measured at fair 
value. 
 
The financial statements are presented in US Dollars (US$), the Fund’s functional currency, 
which reflects the Fund’s primary currency for investment purposes. 
 
Statement of compliance 
 
The financial statements have been prepared in accordance with International Financial 
Reporting Standards (“IFRS”) and interpretations of the International Financial Reporting 
Interpretation Committee (“IFRIC”) and in conformity with the laws of the British Virgin 
Islands. 
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Octane Diversified Fund Ltd 
 

Notes to the Financial Statements 
for the year ended 31 December 2009 

(continued) 
 
 
2. Summary of significant accounting policies (continued) 

 
(a) Basis of preparation (continued) 

 
Changes in accounting policy and disclosures 
 
The accounting policies adopted are consistent with those of the previous financial year except 
as follows: 
 
The Fund has adopted the following standards and amendments as of 1 January 2009: 
 

• IAS 1 (Revised 2007) Presentation of Financial Statements 
• Amendments to IFRS 7 Financial Instruments: Disclosures - Improving Disclosures 

about Financial Instruments. 
• Amendments to IAS 32 Financial Instruments: Presentation and IAS 1 Presentation of 

Financial Statements – Puttable Financial Instruments and Obligations Arising on 
Liquidation. 

 
The principal effects of these changes are as follows: 
 
IAS 1 (Revised 2007) Presentation of Financial Statements 
The standard replaces IAS 1 Presentation of Financial Statements (revised in 2003) as amended 
in 2005. The revised IAS 1 Presentation of Financial Statements was issued in September 2007 
and is effective for accounting periods beginning on or after 1 January 2009. 
 
The standard separates owner and non-owner changes in equity. The statement of changes in 
equity includes only details of transactions with owners, with all non-owner changes in equity 
presented as a single line. The Fund has no instruments classified as equity. In addition, the 
standard introduces the statement of comprehensive income: it presents all items of income and 
expense recognised in profit or loss, together with all other items of recognised income and 
expense, either in one single statement, or in two linked statements. The Fund chose to present 
one single statement. 
 
Adoption of the revised standard did not have a material effect on the financial performance or 
position of the Fund as the Fund has no instruments classified as equity and therefore, has 
neither ‘profit or loss’ nor ‘total comprehensive income’ as defined by the revised standard. 
 
Amendments to IFRS 7 Financial Instruments: Disclosures - Improving Disclosures about 
Financial Instruments. 
 
The amendments to IFRS 7 were issued in March 2009 and become effective for annual periods 
beginning on or after 1 January 2009. 
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                                                          Octane Diversified Fund Ltd 

 
Notes to the Financial Statements 

for the year ended 31 December 2009 
(continued) 

 
 
2. Summary of significant accounting policies (continued) 

 
(a) Basis of preparation (continued) 

 
The amendments to IFRS 7 require fair value measurements to be disclosed by the source of 
inputs, using a three-level hierarchy: 
 

• Quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 1). 
• Inputs other than quoted prices included in Level 1 that are observable for the asset or 

liability, either directly (as prices) or indirectly (derived from prices) (Level 2). 
• Inputs for the asset or liability that are not based on observable market data 

(unobservable inputs) (Level 3). 
 

In addition, the amendments revise the specified minimum liquidity risk disclosures including: 
the contractual maturity of non derivative and derivative financial liabilities, and a description 
of how this is managed. 
 
In the first year of application, comparative information is not required. 

 
The following standards, amendments and interpretations are effective for 2009 but had not 
impact in the financial position or performance of the fund: 
 
Amendments to IAS 32 Financial Instruments: Presentation and IAS 1 Presentation of 
Financial Statements – Puttable Financial Instruments and Obligations Arising on 
Liquidation. 

 
Amendments to IAS 32 and IAS 1 were issued by the IASB in February 2008 and became 
effective for annual periods beginning on or after 1 January 2009 with early application 
permitted. The amendment to IAS 32 requires certain puttable financial instruments and 
obligations arising on liquidation to be classified as equity if certain criteria are met. The 
amendment to IAS 1 requires disclosure of certain information relating to puttable instruments 
classified as equity. 
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Octane Diversified Fund Ltd 
 

Notes to the Financial Statements 
for the year ended 31 December 2009 

(continued) 
 
2.  Summary of significant accounting policies (continued) 

 
(a) Basis of preparation (continued) 

 
Improvements to IFRSs 
 
In 2009 the IASB has issued a second omnibus of amendments to its standards and 
interpretations. The following amendments are not expected to have any impact on the 
accounting policies, financial position or performance of the Fund: 
 
- IFRS 2 Share-based Payment: Scope of IFRS 2 and revised IFRS 3, 
- IFRS 8 Operating Segments: Disclosure of information about segment assets, 
- IFRS 9 Financial Instruments: Classification and measurement of financial assets, 
- IAS 1 Presentation of Financial Statements: Current/non-current classification of 

convertible instruments, 
- IAS 7 Statement of Cash Flows: Classification of expenditures on unrecognised assets, 
- Amendment to IAS 39 Financial Instruments: Recognition and Measurement – Eligible 

Hedged Items, 
- Amendment to IAS 39 Financial Instruments: Recognition and Measurement – Cash Flow 

hedge accounting. 
 
(b) Significant accounting judgments and estimates 
 
The preparation of financial statements in conformity with International Financial Reporting 
Standards requires the Board of Directors to make estimates and assumptions that affect the 
amounts reported in the financial statements and accompanying notes. The Board of Directors 
believes that the estimates utilised in preparing its financial statements are appropriate. Actual 
results could differ from these estimates, in particular the estimates used for the valuation of 
financial assets as detailed in Note 2.(c). 
 
Going Concern 
 
The Fund’s Board of Directors has made an assessment of the Fund’s ability to continue as a 
going concern and is satisfied that the Fund has the resources to continue in business for the 
foreseeable future. Furthermore, the Board of Directors is not aware of any material 
uncertainties that may cast significant doubt upon the Fund’s ability to continue as a going 
concern. Therefore, the financial statements continue to be prepared on the going concern basis. 
 
Fair value of financial instruments 
 
When the fair value of financial assets and liabilities recorded in the Statement of Financial 
Position cannot be derived from active markets, they are determined using a variety of valuation 
techniques that include the use of mathematical models. The inputs to the models are taken from 
observable markets where possible, but where this is not feasible, a degree of judgement is 
required in establishing fair values. Change sin assumptions about these factors could affect the 
reported fair value of financial instruments 
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Octane Diversified Fund Ltd 
 

Notes to the Financial Statements 
for the year ended 31 December 2009 

(continued) 
 
2.  Summary of significant accounting policies (continued) 
 

(b) Significant accounting judgments and estimates (continued) 
 

Functional currency 
 
The determination of the functional currency of the Fund is critical since recording of 
transactions and exchange differences arising therefrom are dependent on the functional 
currency selected. 
The Fund’s functional and presentation currency is the US Dollars, which is the currency in 
which it operates. The Fund’s performance is evaluated and its liquidity is managed in US 
Dollars.  
Therefore, the US Dollars is considered as the currency that most faithfully represents the 
economic effects of the underlying transactions, events and conditions. 

 
Taxes 
 
Uncertainties exist with respect to the interpretation of complex tax regulations on foreign 
withholding tax. Given the wide range of international investments differences arising between 
the actual investment income and the assumptions made, or future changes to such assumptions, 
could necessitate future adjustments to tax expenses already recorded. The Fund may establish 
provisions, based on reasonable estimates, for possible consequences of audits by the tax 
authorities of the respective countries in which it invest. The amount of such provisions is based 
on various factors, such as experience of previous tax audits and differing interpretations of tax 
regulations by the taxable entity and the responsible tax authority. Such differences of 
interpretation may arise on a wide variety of issues depending on the conditions prevailing in 
the respective investment’s domicile. There were no such provisions made during 2009 and 
2008. 
 
(c) Financial assets and financial liabilities (at fair value through profit or loss) 
 
(i) Classification 
 
Financial assets and financial liabilities are designated as at fair value through profit or loss 
upon initial recognition. These include equity securities, debt instruments and investments in 
hedge funds that are held for the purpose of generating long-term capital appreciation. These 
financial assets and financial liabilities are designated on the basis that they are part of a group 
of financial assets and financial liabilities which are managed and have their performance 
evaluated on a fair basis, in accordance with risk management and investment strategies of the 
Fund, as set out in the Fund’s offering document. The financial information about these 
financial assets and financial liabilities is provided internally on that basis to the Investment 
Manager and to the Board of Directors. 
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Octane Diversified Fund Ltd 

 
Notes to the Financial Statements 

for the year ended 31 December 2009 
(continued) 

 
 
2.  Summary of significant accounting policies (continued) 

 
(c) Financial assets and financial liabilities (at fair value through profit or loss) (continued) 
  
(ii) Recognition 
 
The Fund recognises financial assets or a financial liability when, and only when, it becomes a 
party to the contractual provisions of the instrument.  
 
Purchases or sales of financial assets that require delivery of assets within the time frame 
generally established by regulation or convention in the market place are recognised on the trade 
date, i.e., the date that the Fund commits to purchase or sell the investments. 

 
(iii) Derecognition  
 
A financial asset is  derecognised where:  
 
• The rights to receive cash flows from the asset have expired; or  
• The Fund has transferred its rights to receive cash flows from the asset or has assumed an 

obligation to pay the received cash flows in full without material delay to a third party 
under a ‘pass-through’ arrangement; and  

• Either  
(a) the Fund has transferred substantially all the risks and rewards of the asset, or (b) the 
Fund has neither transferred nor retained substantially all the risks and rewards of the 
asset, but has transferred control of the asset. 

 
When the Fund has transferred its rights to receive cash flows from an asset or has entered into a 
pass-through arrangement, and has neither transferred nor retained substantially all the risks and 
rewards of the asset nor transferred control of the asset, the asset is recognised to the extent of 
the Fund’s continuing involvement in the asset.  
 
The Fund derecognises a financial liability when the obligation under the liability is discharged, 
cancelled or expires. 
 
(iv) Initial measurement 
 
Financial assets and financial liabilities at fair value through profit or loss are recorded in the 
Statement of Financial Position at fair value. All transaction costs for such instruments are 
recognised directly in profit or loss.  
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Octane Diversified Fund Ltd 
 

Notes to the Financial Statements 
for the year ended 31 December 2009 

(continued) 
 
 
2.  Summary of significant accounting policies (continued) 

 
(c) Financial assets and financial liabilities (at fair value through profit or loss) 
(continued) 

 
 (v) Subsequent measurement  
 
After initial measurement, the Fund measures financial assets and financial liabilities which are 
classified as at fair value through profit or loss at fair value. Subsequent changes in the fair 
value of those financial instruments are recorded in “Net increase/(decrease) in unrealised 
depreciation on financial assets (at fair value through profit or loss)” in the Statement of 
Comprehensive Income. Interest earned and dividend revenue elements of such instruments, if 
any, are recorded separately in ‘Interest income’ and ‘Dividend income’ respectively. 
 
(vi) Determination of fair value 
 
Fair value is the amount for which an asset could be exchanged, between knowledgeable, 
willing parties in an arm’s length transaction. 
 
The valuation of the Fund’s investments in other investment funds is determined by the 
managers or administrators of those funds, normally based on unaudited interim valuations. 
Such valuations may be subject to adjustment (upward or downward) upon audit or at other 
times. Such funds are likely to have different valuation dates to those of the Fund and such 
valuation dates may be less frequent than those of the Fund. Accordingly, the net asset value of 
the Fund may itself be subject to subsequent adjustment by reason of factors unrelated to the 
performance of the underlying investment. 
 
Any security which is not listed or quoted on any securities exchange or similar electronic 
system or, if being so, listed or quoted, is not regularly traded thereon or in respect of which no 
prices as described above are available, is valued at its fair value as determined by the Directors 
having regard to its cost price, the price at which any recent transaction in the security may have 
been effected, the size of the holding having regard to the total amount of such security in issue, 
and such factors as the Directors in their sole discretion deem relevant in considering a positive 
or negative adjustment to the valuation. 
 
All related realised and unrealised gains and losses are included in the Statement of 
Comprehensive Income as they arise on an average cost basis. 
 
Side Pockets 

  
Side pockets correspond to a specific type of account used in hedge funds to separate illiquid 
assets from other more liquid investments. Usually only the most illiquid assets, such as delisted 
shares of a company, receive this type of treatment because holding illiquid assets in a standard 
hedge fund portfolio can cause a great deal of complexity when investors liquidate their 
position. 
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Octane Diversified Fund Ltd 

 
Notes to the Financial Statements 

for the year ended 31 December 2009 
(continued) 

 
 
2.  Summary of significant accounting policies (continued) 

 
(c) Financial assets and financial liabilities (at fair value through profit or loss) 
(continued) 

 
The Board of Directors of the Fund has adopted a policy to apply a value adjustment of 50% of 
the value of assets allocated to a side-pocket as determined by the underlying hedge fund as 
reported by the respective fund administrator. This percentage has been determined by the 
Board of Directors of the Fund based on an analysis of the assets included in the side pocket (as 
far as this information was available), and based on the Board’s best estimate of the net 
realisable value of such assets, determined in good faith. In addition, in the rare cases where the 
side pocket includes assets for which a market value can be obtained, the Board of Directors has 
valued such assets separately at such market value as of 31 December 2009. 

 
As of 31 December 2009, the caption “financial assets” (at fair value through profit or loss) 
includes investments that are subject to side pockets for an amount of USD 9,481,671 (2,37% of 
the Fund’s NAV) (2008: 1,75% of the Fund’s NAV), after the 50% value adjustment. 
 
Gates 
 
Gates correspond to a restriction placed on a hedge fund limiting the amount of withdrawals 
from the hedge fund during a redemption period. The implementation of a gate on a hedge fund 
is up to the hedge fund manager. The purpose of the provision is to prevent a run on the fund, 
which could cripple its operations, as a large number of withdrawals from the fund would force 
the manager to sell off a large number of positions. This is a less severe withdrawal restriction 
than an all out redemption suspension, which doesn’t allow for withdrawals at all. 
 
The Board of Directors of the Fund has adopted a policy to carry gated redemptions of 
underlying hedge funds as undiscounted fair value investments where the NAV provided by the 
administrator of the underlying hedge fund can be accepted as fair value. 
 
On 31 December 2009 and 2008, none of the underlying funds have applied redemptions gates. 
 
Redemption suspensions 

  
Redemption suspensions correspond to a restriction placed on a hedge fund preventing the 
withdrawal from the fund during a redemption period. The redemption suspension 
is implemented when the fund is unable to meet redemption demands. 
 
The Board of Directors of the Fund has adopted a policy to review each instance of suspension 
on a case by case basis and determine whether or not the last published NAV provided by the 
underlying administrator should be adjusted.  
 
On 31 December 2009 and 2008, none of the underlying funds have applied redemptions gates. 
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Octane Diversified Fund Ltd 
 

Notes to the Financial Statements 
for the year ended 31 December 2009 

(continued) 
 
 
2.  Summary of significant accounting policies (continued) 

 
(d) Loans and receivables 

 
The Fund includes in this category prepayments and short term receivables. Loans and 
receivables are measured initially at their fair value plus any directly attributable incremental 
costs of acquisition or issue. 
 

(e) Other financial liabilities  
 
The Fund includes in this category short term payables. Financial liabilities are measured 
initially at their fair value plus any directly attributable incremental costs of acquisition or issue. 
 

(f) Revenue Recognition 
 
Interest income is recognised gross of any recoverable withholding tax in the Statement of 
Comprehensive Income as the interest accrues (taking into account the effective yield on the 
asset) unless collectability is in doubt. 
 
Dividend income is recognised in the Statement of Comprehensive Income when the right to 
receive the dividend is established and is recorded gross of any recoverable withholding tax. 
 
(g) Net asset value per Participating Share 
 
The net asset value of each Series of Participating Shares shall be expressed as a per share 
figure and shall be determined in respect of each Valuation Date by determining the net asset 
value of the Fund attributable to each Series of Participating Shares, being the value of the 
assets of the Fund less the liabilities and dividing the net asset value by the number of each 
Series of Participating Shares outstanding as at the relevant Valuation Date (See Note 9). All 
reference to net assets through this document refers to net assets attributable to participating 
shareholders, unless otherwise stated. 

 
(h) Cash and cash equivalents 

 
Cash and cash equivalents in the Statement of Financial Position comprise cash at bank. Short-
term investments that are not held for the purpose of meeting short-term cash commitments and 
restricted margin accounts are not considered as “cash and cash equivalents”. For the purpose of 
the Statement of cash flows, cash and cash equivalents consist of cash and cash equivalents as 
defined above, net of any outstanding bank overdrafts. 
 
(i) Equity 
 
Common Shares (Note 3) are not redeemable and are classified as equity. 
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2.  Summary of significant accounting policies (continued) 
 

(j) Participating Shares 
 
Participating Shares (Note 3) are redeemable at the shareholder’s option and are classified as 
financial liabilities. 
 
(k) Foreign Currency 
 
Monetary assets and liabilities denominated in foreign currencies are translated into US dollars 
at exchange rates ruling of the date of the financial statements. Realised and unrealised gains 
and losses on foreign currency transactions are charged or credited to the Statement of 
Comprehensive Income as foreign currency exchange gains or losses except where they relate to 
financial assets (at fair value through profit or loss) where such amounts are included within 
‘net realised gain on financial assets (at fair value through profit or loss)’ and ‘net increase in 
unrealised depreciation on financial assets (at fair value through profit or loss)’. Non-monetary 
assets and liabilities are translated into US dollars using the rates ruling on the date of the 
transaction. Transactions during the period , including purchases and sales of securities, income 
and expense items expressed in currencies other than US dollars are translated at rates of 
exchange prevailing on the dates of such transactions. Differences arising on translation are 
included in the Statement of Comprehensive Income. 
 
The ruling USD/EUR exchange rate at the year-end was 1.4326 (2008: 1.3970). 
 
(l) Fees and commissions 
 
Fees and commissions are recognised on an accrual basis. 

3. Authorised shares and their designations and preferences 

The Company is authorised to issue 4,800,100 shares divided into two Classes of shares as 
follows: 
 
100 common shares of US$1.00 par value each (hereinafter “Common Shares”); and  
4,800,000 participating shares of US$0.01 par value each (hereinafter “Participating Shares”). 
 
The Participating Shares shall be divided into 24 Series, such Series containing the respective 
number of shares more particularly as follows: 
 
(i)  Series 1 – 775,000 shares 
(ii)  Series 2 to 24 – 175,000 shares each 
 
The shares in the Company shall be issued in the currency of the United States of America.  
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3. Authorised shares and their designations and preferences (continued) 

Holders of the Participating Shares shall not be entitled to notice of, attend or vote at meetings 
of the Shareholders but such shares shall be redeemable by the Company at the election of the 
holder as per the Articles of Association and the holders shall, subject to the provisions of the 
Fund’s Memorandum and the Articles of Association be entitled to participate in the profits and 
distributions of the Company and in the surplus assets of the Company on a winding up or 
otherwise. Holders of the Common Shares shall be entitled to receive notice of and attend 
meetings of the Members and the holders of such shares shall be entitled to have one vote per 
share at such a meeting. However, such shares shall not be redeemable by the holders thereof 
and shall not participate in any profits or distributions of the Company or in the surplus assets of 
the Company on a winding up or otherwise. 
 
Upon a purchase, redemption or other acquisition of Participating Shares, or upon the 
liquidation of the Company, each Class or Series of Participating Shares shall participate on a 
prorata basis with all other shares in the same Class or Series in the capital and the surplus of 
the Company relating to such Class or Series of shares only. The Directors shall at all times 
maintain separate accounts and separately identify the assets of the Company as relate to each 
Class or Series of Participating Shares in issue and shall not hold such assets in any way which 
would reduce or increase or otherwise vary the rights of the Members of each such Class or 
Series to the assets so separated for each such Class or Series. 
 
All consideration received by the Company in respect of any Class and/or Series of shares of the 
Company, together with all property, profits and proceeds constituting or derived from the 
investment and reinvestment thereof in whatever form the same may be, shall belong to such 
Class and or Series for all purposes, and are herein referred to as the "assets belonging to" such 
Class and or Series. 
 
The assets belonging to each Class and or Series will be charged with the liabilities of the 
Company in respect of such Class and or Series and with such Class's and or Series' share of the 
general liabilities of the Company, in the latter case in the proportion that the net value of the 
assets belonging to such Class and or Series bears to the net value of the assets belonging to all 
Classes and or Series of shares of the Company. 
 
In accordance with IAS 32 (revised), Participating Shares have been classified as financial 
liability rather than equity in the Statement of Financial Position since such shares give 
investors the right to redeem them for cash equal to their proportionate share of the net asset 
value of the Fund. 
 
All of the Management Shares are held by Octane Management Ltd, the Investment Manager of 
the Fund are disclosed as Management Shares in the Statement of Financial Position and are 
classified as Equity. 
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3.  Authorised shares and their designations and preferences (continued) 
 

Capital management  
 

As a result of the ability to issue and redeem shares, the capital of the Fund can vary depending 
on the demand for redemptions and subscriptions to the Fund. The Fund is not subject to 
externally imposed capital requirements and has no restrictions on the issue and redemptions of 
shares. 

 
The Fund’s objectives for managing capital are: 
 
-To invest the capital in investments meeting the description, risk exposure and expected return 
indicated in its prospectus. 
-To achieve consistent returns while safeguarding capital by investing in a diversified portfolio, 
by participating in derivative and other advanced capital markets and by using various 
investment strategies and hedging techniques. 
-To maintain sufficient liquidity to meet the expenses of the Fund, and to meet redemption 
requests as they arise. 
-To maintain sufficient size to make the operation of the Fund cost-efficient. 
 

4. Cash and cash equivalents 
 

Cash is represented by: 31.12.2009  31.12.2008 
 US$  US$ 

    
Current account balances -  47,532,090 
Overdrafts balances (1,135,667)  (46,109,809) 
Total (1,135,667)  1,422,281 

 
The Fund negotiated an overdraft facility with the custodian bank, as detailed in Note 13. (j). 
 
 

5. Financial assets at fair value through profit or loss 
 
The Fund’s financial instruments are recognised at fair value, analysed between those whose 
fair value is based on: 
 

• Quoted prices in active markets for identical assets or liabilities (Level 1); 
• Those involving inputs other than quoted prices included in Level 1 that are observable 

for the net asset or liability, either directly (as prices) or indirectly (derived from prices) 
(Level 2); and 

• Those with inputs for the asset or liability that are not based on observable market data 
(unobservable inputs) (Level 3). 
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5. Financial assets at fair value through profit or loss (continued) 

 
 

 31 December 2009 
 Level 1 Level 2 Level 3 Total 
Financial assets designated 
at fair value through profit 
or loss     
Equities and managed funds - 375,836,780 25,974,804 401,811,584 
     
  375,836,780 25,974,804 401,811,584 

 
The following table shows a reconciliation of all movements in the fair value of financial 
instruments categorised within Level 3 between the beginning and the end of the reporting 
period. 
 
 31.12.2009 
 US$ 
Opening balance - 
Purchases 25,395,942 
Sales (140,355,866) 
Transfers into (out of) Level 3 138,416,893 
Total gains and losses in the Statement of Comprehensive Income 2,517,835 
Closing balance 25,974,804 

 
6. Receivable on sale of financial assets   
 
 The amount of US$ 503,692 as of 31 December 2009 represents a receipt due for financial 

assets sold before year end but not yet settled. 
 
7. Creditors and accrued charges 
 

  31.12.2009  31.12.2008 
 Notes US$  US$ 
     
Management fees payable 10 748,206  781,489 
Operating fees payable 10 91,495  - 
Administration fees payable 11 83,084  182,382 
Custodian fees payable  49,887  52,140 
Audit fees payable  20,307  18,863 
     

  992,979  1,034,874 
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8. Payable on purchase of financial assets   
 

The amount of US$ 776,286 as of 31 December 2009 represents an amount still payable for the 
purchase of financial assets. 

 
9. Net asset value per Participating Share  
 

The net asset value per Participating Share is calculated by dividing the Net Assets attributable 
to Participating Shareholders included in the Statement of Financial Position of each series of 
shares by the number of Participating Shares in issue for each series of shares at the year end. 
The initial subscription price is set at $1,000 per share. 

 
Date Series of Shares Net Assets  Number of Shares  NAV per Share 

 US$  Shares  US$ 
 
31.12.09 Series 1  400,405,992 323,218.341 1,238.810
    
31.12.08 Series 1  408,535,514 349,380.740 1,169.313
 

10. Management fees, Performance fees, Operating fees and Fee rebates 
 

The Investment Manager receives from the Fund a Management Fee equivalent to 0.75% per 
annum of the net asset value of the Fund. The management fee is calculated, accrued and 
charged on each valuation date and is paid quarterly. 
 
The Investment Manager is entitled to receive an operating fee (“Operating Fee”) at an annual 
rate of 0.10% of the Net Asset Value of the Fund as of the last Business Day of each calendar 
quarter in compensation for the expenses incurred in relation to the search, selection and 
monitoring of investment advisors within the Fund. These expenses include, but are not limited 
to, background checks on potential and existing investment advisors; travel to conduct onsite 
meetings with potential investment advisors as well as existing investment advisors; expenses 
related to the ongoing monitoring of investment advisors; and, services provided by third parties 
to provide data and information used in the search, selection and monitoring process. The 
Operating Fee is calculated monthly and is payable in arrears on a quarterly basis out of the 
assets of the Fund. The Operating Fee is paid to the Investment Manager in U.S. Dollars 
following the reporting period by the Administrator of the Net Asset Value for the month in 
question of the Fund. The Operating Fee is paid whether or not the Fund has earned a profit and 
will be pro rated for partial periods. 
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10. Management fees, Performance fees, Operating fees and Fee rebates (continued) 

 
The Investment Manager will also receive from the Fund a quarterly performance fee (“the 
Performance Fee’). The Performance Fee is equal to 15 % of New Net Profits (which is the 
increase in the Net Asset Value of the Fund (“Fund NAV”) as compared to the higher of (i) the 
initial Fund NAV, or (ii) the highest Fund NAV at which a Performance Fee was paid (the 
“Prior High NAV” or “High Water Mark” of the Fund).  Performance Fees also are due at the 
time of redemption of a shareholder if other than the end of a calendar quarter. Shareholders 
will subscribe for shares at different times, receive separate series with respect to each such 
subscription, and consequently will have different High Water Marks at each Valuation Date. 
The High Water Mark provides a benchmark so that the Fund will not be subject to a 
Performance Fee on the recoupment of net losses allocated to the Fund after having been subject 
to a Performance Fee. 
 
The Performance Fee is calculated, accrued and charged on each Valuation Date, but shall be 
paid on a calendar quarter basis. The Performance Fee will only be payable on the compounded 
returns of the Fund. Therefore, if in any year the net asset value of the Fund should decrease, the 
shortfall must be made up in subsequent years before any further Performance Fees are payable. 
 
Performance Fees paid to the Investment Manager shall not be refundable despite the 
subsequent occurrence of a reduction in net asset value of the Fund after the end of the year to 
which the Performance Fee relates. 
 
The Fund will also receive a fee rebate equivalent to 100% of the management and performance 
fees received by Octane Management Ltd on the underlying investments made into the Octane 
Funds by the Fund. 

 
The Management fees due to the Investment Manager amount to US$ 2,951,160 (2008: US$ 
3,677,124). A related liability has been recorded under the caption “Creditors and accrued 
charges” on the liability side of the Statement of Financial Position for an amount of US$ 
748,206 (2008: US$ 781,489). 
 
The operating fee for the year ended 31 December 2009 amounted to US$ 393,242 (2008: nil). 
A related liability has been recorded under the caption “Creditors and accrued charges” on the 
liability side of the Statement of Financial Position for an amount of US$ 91,495 (2008: nil). 

No Performance Fees are due to the Investment Manager for the year ended 31 December 2009 
(2008: US$ nil).  
 
The Rebate fees received for the year ended 31 December 2009 amount to US$ 3,967,774 
(2008: US$ 5,578,162). 
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11. Administration fees 

 
As compensation for its services to the Fund, the Administrator receives annual fees (plus 
disbursements) to be paid quarterly in arrears within thirty days following the end of each 
calendar quarter.  For the year ended 31 December 2009, the fee due to the Administrator 
amounted to US$ 295,350 (2008: US$ 861,884). A related liability has been recorded under the 
caption “Creditors and accrued charges” on the liability side of the Statement of Financial 
Position for an amount of US$ 83,084 (2008: US$ 182,382). 
 

12. Taxes 
 

Taxes arise solely from withholding taxes on dividends and interest income in certain countries. 
Under the laws of the British Virgin Islands, there are no individual or corporate taxes on 
income or capital gains payable, which are applicable to the Fund or its shareholders. As a 
result, no income tax liability or expense has been recorded in the financial statements. 

 
13. Financial risk and management objectives and policies 
 

(a) Introduction 
 
The Fund’s activities expose it to various types of risks that are associated with the financial 
assets and liabilities and markets in which it invests. The Fund is exposed to market risk 
(including interest rate risk, currency risk and other price risk), credit risk and liquidity risk 
arising from the financial instruments it holds. The Fund’s risk is managed through a careful 
selection of securities and other financial instruments. The risk management policies employed 
by the Fund to manage these risks are discussed hereafter. 
 
(b) Risk Management Structure 
 
As stated in the Investment Manager Agreement, the Fund’s Investment Manager is responsible 
for identifying and controlling risks. The Board of Directors supervises the Investment Manager 
and is ultimately responsible for the overall risk management approach within the Fund. 
 
(c) Risk measurement and reporting system 
 
The Fund’s risks are measured using a method that reflects both the expected loss likely to arise 
in normal circumstances and unexpected losses that are an estimate of the ultimate actual loss 
based on statistical models. The model makes use of the probabilities derived from historical 
experience, adjusted to reflect the economic environment. 
 
Monitoring and controlling risks is primarily set up to be performed based on limits established 
by the Board of Directors. These limits reflect the business strategy and market environment of 
the Fund as well as the level of the risk that the Fund is willing to accept. In addition, the Fund 
monitors and measures the overall risk bearing capacity in relation to the aggregate risk 
exposure across all risk types and activities. 
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13.  Financial risk and management objectives and policies (continued) 

 
(d) Risk mitigation 
 
The Fund has investment guidelines that set out its overall business strategies, its tolerance for 
risk and its general risk management philosophy. 

 
(e) Excessive Risk Concentration 
 
Concentration indicates the relative sensitivity of the Fund’s performance to developments 
affecting a particular industry or geographical location. Concentration of risk arises when a 
number of financial instruments or contracts are entered into with the same counterparty, or 
where a number of counterparties are engaged in similar business activities, or activities in the 
same geographic region, or have similar economic features that cause their ability to meet 
contractual obligations to be similarly affected by changes in economic, political or other 
conditions. Concentration of liquidity risk may arise from the repayment terms of financial 
liabilities, sources of borrowing facilities or reliance on a particular market in which to realise 
liquid assets. Concentration of foreign exchange risk may arise if the Fund has a significant net 
open position in a single foreign currency, or aggregate net open position in a single foreign 
currency, or aggregate net open positions in several currencies that tend to move together. 
 
In order to avoid excessive concentration of risk, the Investment Manager’s policies and 
procedures include specific guidelines to focus on maintaining a diversified portfolio. 
 
(f) Market risk 
 
Market risk is the risk that the fair value or future cash flows of financial instruments will 
fluctuate due to changes in market variables such as interest rates, foreign exchange rates and 
equity prices. The Fund’s investments and other financial instruments are also susceptible to 
market price risk arising from factors specific to the individual security and other financial 
instrument or its issuer or factors affecting all traded assets in the market. 

The Fund trades its assets in shares/units of other funds. Such financial instruments are 
speculative, prices are volatile, and market movements are difficult to predict.  Supply and 
demand for financial instruments change rapidly and are affected by a variety of factors, 
including interest rates and general trends in the overall economy or particular industrial or 
other economic sectors. Government actions, especially those of the Federal Reserve Board, 
have a profound effect on interest rates which, in turn, affect the price of financial instruments.  
In addition, a variety of other factors which are inherently difficult to predict, such as domestic 
and international political developments, governmental trade and fiscal policies, patterns of 
trade and war or other military conflict can also have significant effects on the markets. 

The Fund may have only limited ability to vary its portfolio in response to changing economic, 
financial and investment conditions. Those risks may be enhanced significantly by the 
concentration of the Fund’s investments. 
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13.  Financial risk and management objectives and policies (continued) 

 
(f) Market risk (continued) 

 
Even in the absence of adverse events, which could cause significant and immediate loss in value 
of the Fund’s portfolio, transactions on shares/units of hedge funds can quickly lead to large 
losses. Such trading losses could sharply reduce the net asset value of the Fund and, 
consequently, the value of the Shares. 
 

2009  Cost  Fair value Unrealised gain 
Percentage 

of NAV 
Financial assets (at 
fair value through 
the profit and loss 
account)  

391,782,660 401,811,584 10,028,924 100.35% 

2008  Cost  Fair value Unrealised loss 
Percentage 

of NAV 
Financial assets (at 
fair value through 
the profit and loss 
account)  

458,583,692 402,128,423 (56,455,269) 98.43% 

 
 

The portfolio of funds of funds is categorised per investment strategy and expressed as a 
percentage of the portfolio. 
 

 2009 2008 
Strategy % Portfolio % Portfolio 
Fixed Income 5.55 5.26 
Global Macro 15.72 14.28 
High Yield - 0.27 
Long/Short Equity Market Neutral - 1.11 
Long/Short Equity 33.49 31.95 
Event Driven 12.93 15.77 
Emerging Markets 7.84 1.93 
Distressed securities 6.17 7.91 
CTA 12.62 11.08 
Relative value 0.38 0.51 
Mortgage Back Security Arbitrage 0.51 - 
Merger Arbitrage - 0.70 
Multi-Strategy 4.79 9.23 
   
Total 100 100 
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13.  Financial risk and management objectives and policies (continued) 

 
(f) Market risk (continued) 
 
The sensitivity of the portfolio to market risk was calculated based on information provided by 
investment advisors. An MSCI equity index was assigned based on geographical allocations 
within the Fund to calculate average monthly returns and monthly standard deviation for each 
equity index since its inception to understand the complete risk and return profile. A twenty-
four month regression analysis was run and the R² for each of the equity indices was calculated 
using a ninety-five percent confidence level.  At a ninety-five percent confidence level, the 
equity indices would experience a monthly standard deviation of 1.64% resulting in the 
following potential monthly gain and monthly loss by geography: 
 
Based on the geographical allocations at the Fund level, this resulted in an estimated 1.25% 
monthly gain or an estimated 1.51% monthly loss for 31 December 2009 (2008: gain of 2.46% 
and loss of 1.80%). The R² of the regression analysis (the fraction of the variance of the Fund's 
returns that is explained by the regression) amounts to 0.27 (2008: 0.36). 1 indicates a perfect fit 
while 0 indicates the absence of fit. 

 
(g)  Currency risk 

 
Currency risk is the risk that the fair value or future cash flows of a financial instrument will 
fluctuate because of changes in foreign exchange rates. 
 
The Fund may invest in trading financial instruments denominated in currencies other than US$. 
Consequently, the Fund is exposed to risks that the exchange rate of US$ relative to other 
currencies may change in a manner that has an adverse effect on the reported value of that 
portion of the Fund’s assets that are denominated in currencies other than US$. 
 
The Fund‘s currency risk exposure as of 31 December 2009 and 31 December 2008 is not 
significant. 
 
The above analysis does not include exposure of the underlying funds to this risk. 
 

         (h) Interest rate risk 
 
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will 
fluctuate because of changes in market interest rates. 
 
The Fund is exposed to risks associated with the effects of fluctuations in the prevailing levels 
of market interest rates on its financial position and cash flows. The Fund does not intend to use 
leverage. However, it may borrow from banks and other financial institutions in order to 
increase the amount of capital available for investment. Consequently, the level of interest rates 
at which the Fund can borrow will affect the operating results of the Fund. 
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13.  Financial risk and management objectives and policies (continued) 
 
         (h) Interest rate risk (continued) 

 
The majority of the Fund’s financial assets and liabilities are non-interest bearing instruments. 
Interest is paid on cash balances at a floating rate. As a result, the Fund is subject to significant 
amounts of risk due to fluctuations in the prevailing levels of market interest rates. Substantially 
all of the Fund’s financial assets are underlying funds which neither pay interest nor have a 
maturity date. Any excess cash and cash equivalents are invested at short-term market interest 
rates. 
 
The Investment Manager manages the Fund’s exposure to interest rate risk on a regular basis in 
accordance with the Fund’s investment objectives and policies. The interest rate risk is not 
significant as of 31 December 2009 and 2008.  
 
The above analysis does not include exposure of the underlying funds to this risk. 

 
         (i) Credit risk 

 
Credit risk is the risk that the counterparty to a financial instrument will cause a financial loss 
for the Fund by failing to discharge an obligation. 
 
Financial assets which potentially expose the Fund to credit risk consist principally of 
investment funds, cash balances and deposits with and receivables from banks. The extent of the 
Fund’s exposure to credit risk in respect of these financial assets approximates their carrying 
values as recorded in the Fund’s Statement of Financial Position. All the Fund’s financial assets 
are with third parties and are kept in custody by HSBC Securities Services (Luxembourg) S.A. 
(Parent company HSBC Holding Plc was rated AA- by S&P’s as at 31 December 2009). 
 
The Fund manages its credit risk by evaluating the creditworthiness of entities with which the 
Fund has a credit risk exposure. 
 
As at the reporting date, the Fund’s financial maximum exposure to credit risk amounted to the 
following: 
 
 31.12.2009  31.12.2008 

 US$  US$ 
Financial assets (at fair value through 
profit or loss) 401,811,584  402,128,423 
Cash and cash equivalents -  47,532,090 
Other receivables 1,499,440  6,019,784 
Total 403,311,024  455,680,297 

 
The above analysis does not include exposure of the underlying funds to this risk. 
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13.  Financial risk and management objectives and policies (continued) 
 

         (j) Liquidity risk 
 
Liquidity risk is the risk that the Fund may encounter difficulty in raising funds to meet 
commitments associated with financial liabilities that are settled by delivering cash or another 
financial asset. Liquidity risk may arise from a requirement to pay its liabilities earlier than 
expected or from redemption requests coming from participating shareholders. 
 
As described in Note 3 to the financial statements, the Fund’s redeemable shares are redeemable 
at the shareholders option at any time for cash equal to the proportionate share of the Fund’s net 
asset value. The Fund is therefore potentially exposed to the liquidity risk of meeting 
redemption requests. 
 
According to an agreement between the Fund, HSBC Bank plc (the”Bank”) and HSBC 
Securities Services (Luxembourg) S.A.(the “Custodian”), dated 19 July 2008, the Fund 
negotiated an overdraft facility with the custodian bank, with an operational limit of 10% of the 
base currency equivalent (as defined in the overdraft facility agreement) of the value of the 
eligible collateral (as defined in the overdraft facility agreement) which from time to time is 
determined by the Bank less the aggregate amount of any outstanding indebtedness and any 
other liabilities as at 31 December 2009. The interest rate applicable to the drawings under the 
Overdraft Facility is 1% above the Bank’s base rate (as defined in the overdraft facility 
agreement). The repayment and discharge of all monies at any time owing to the Bank in 
respect of the Overdraft Facility is secured by all security at any time kept in custody by the 
Bank. The security is required as a secondary source of repayment in the event that the 
Borrower fails to repay the overdraft facility.  
 
The following tables detail the Fund's liquidity analysis for 31.12.2009 and 31.12.2008 breaking 
down all underlying funds by redemption frequency (from daily to annually) and notice period 
(from 1 day to 180 days). The information on "financial assets percentages" refer to the 
proportion of the portfolio which can be redeemed in the relevant number of days given. 
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13.  Financial risk and management objectives and policies (continued) 
 

         (j) Liquidity risk (continued) 
 

2009  Notice Periods  
Redemption 
Frequency 

 <15 16-30 31-45 46-60 61-90 Total 

Annually Number of underlying investments    1 6 7 

 Financial assets %    0.63% 5.71% 6.34% 

Bi-Monthly Number of underlying investments 4     4 

 Financial assets % 1.95%     1.95% 

Monthly Number of underlying investments 18 37 6 10 19 90 

 Financial assets % 7.84% 19.17% 3.67% 4.52% 9.91% 45.12% 

Quarterly Number of underlying investments 2 9 12 22 16 61 

 Financial assets % 1.19% 6.53% 7.04% 13.38% 9.20% 37.34% 

Daily Number of underlying investments 11     11 

 Financial assets % 8.75%     8.75% 

Weekly Number of underlying investments 1     1 

 Financial assets % 0.50%     0.50% 

 Total Number of underlying investments 36 46 18 33 41 174 

 Total of Financial assets % 20.24% 25.70% 10.70% 18.54% 24.82% 100.00% 

 
 

2008 Notice Periods 
Grand 
Total 

Redemption 
Frequency   1 15 30 45 60 90 120 180  

Annually 

Number of underlying investments     1 3 9     13

Financial assets %     0.44% 2.03% 4.32%     6.79%

Biannually 

Number of underlying investments     1         1

Financial assets %     0.36%         0.36%

Quarterly 

Number of underlying investments   23 27 35 25   3 113

Financial assets %   8.93% 12.24% 13.48% 9.77%   1.07% 45.49%

Monthly 

Number of underlying investments 2 10 39 3 8 25 1   88

Financial assets % 0.51% 5.59% 18.64% 0.04% 3.48% 12.50% 0.55%   41.31%

Weekly 

Number of underlying investments 1 1             2

Financial assets % 0.41% 0.62%             1.03%

Daily 

Number of underlying investments 11              11

Financial assets % 5.02%              5.02%

  

Total Number of  investments 14 11 62 32 46 59 1 3 228

Total Financial assets % 5.94% 6.21% 27.57% 13.08% 18.99% 26.59% 0.55% 1.07% 100.00%
 
The liquidity of the Fund is monitored quarterly to ensure that redemption requests can be met. 
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14.  Related Parties 

 
During the year, the Fund entered into transactions with related parties. Related parties are 
considered to be a party that has the ability to control the Fund or exercise significant influence 
over the Fund in making financial or operational decisions. 

The Investment Manager and Directors are related parties to the Fund. 

The Fund has been managed and controlled by its Board of Directors, consisting of Mustafa N. 
Zaidi, Dr Gerald Gonzenbach (until the 23 November 2009), Nicolas Salloum (from 24 
November 2009) and Roland K. Staub. Mr Zaidi and Mr. Staub are also Directors of the 
Investment Manager (see Note 10). 

Mustafa N. Zaidi, Dr Gerald Gonzenbach, Nicolas Salloum and Roland K. Staub are also 
Directors of other Octane Funds. 

Each Director received fees from the Fund of US$ 10,000 each per annum for serving as 
Directors, plus any costs associated with attendance at meetings of Directors. 

All three Directors have assigned their Directors’ Fees to Octane Management Limited. 

None of the Directors held shares in the Fund at year end. 

 
15. Subsequent events 
 

There were no subsequent events which require disclosure in the financial statements. 


