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DIRECTORS’ REPORT

The Directors are pleased to present their annual report and audited financial statements of Grafton Resource Investments
Ltd. (the “Fund”) for the year ended December 31, 2010.

Incorporation and Organisation
The Fund was incorporated as an exempted, limited liability company in the Cayman Islands on January 3, 2007.

The Fund does not fall within the definition of a “mutual fund” under the Mutual Funds Law (2007 Revision) of the Cayman
Islands (the “Law”") and consequently, is not required to register under this Law. However the Fund has been registered as a
mutual fund under the Law.

The Fund had no employees for the year ended December 31, 2010.
There is currently one share class being offered to investors, which is denominated in U.S. Dollar ("US$").

The Fund will operate for a period of 5 years following the close of the initial offering period. Thereafter the shareholders
may resolve, by ordinary resolution, to operate the Fund for a further 1 year period or, by special resolution, to place the Fund
into voluntary liquidation.

The Fund commenced operations on October 31, 2008.

On July 6, 2009 the Shares, Warrants and Series 1 Loan Stock issued by the Fund were listed on the Irish Stock Exchange.
On September 23, 2009 the Series 2 Loan Stock issued by the Fund was admitted to the Irish Stock Exchange official list for
trading on its regulated market.

Effective November 1, 2010 the Irish Stock Exchange delisted the Warrants of the Fund to coincide with the date on which
the Warrants expired.

Investment Ohjective and Policy

The investment objective of the Fund is to achieve capital gains in the medium term from investments in the natural resource
sector. The Fund seeks to achieve its investment objective by investing primarily in quoted and unquoted companies in the
natural resource sector and the energy sector, which represents the area of core competence of the Investment Manager. The
Fund may invest in unquoted entities within the energy sector.

Principal Risks and Uncertainties

The Fund has established a risk management framework within the context of the Fund’s overall objective to achieve capital
growth over the longer term from investment in the resources sector. The Board and the Audit Committee are responsible for
the risk management framework, which enables the Fund to assess the overall risk exposure of the Fund and to successfully
manage that risk. As an investment company the principal risks faced by the Fund relate to the nature of the individual
investments and the investment activities generally.

Financial risk
The Board has identified the Fund’s principal financial risks, which are set out in note 12 to the financial statements on pages
35 to 43.

Operational risk
As the Fund’s main functions are delegated to third party service providers, operational risk arises from insufficient processes
of internal control which would include compliance with statute and regulation governing the functions of the Fund.

Such risks are assessed by the Board and the Board receives timely reports from its main service providers as to the internal
control processes in place within those organisations. This serves to minimise the Fund’s risk exposure. The Board annually
reviews the internal control reports of the Fund'’s service providers.

In order to maintain its status as a Cayman Island domiciled company, the Board needs to ensure that its centre of control and
management is located in that jurisdiction. Failure to do so could result in the Fund being deemed to be resident in a
Jjurisdiction in which it would have to pay tax on its income or capital gains or where it should be subject to direct supervision
by a financial services regulator. The Board seeks to ensure that its activities are such as to maintain its Cayman Islands
status and relies upon the advice of its professional third party advisors to ensure that no action is taken which could bring it
into residence elsewhere.
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DIRECTORS’ REPORT (continued)
Statement of Directors’ Responsibilities

As the Fund is listed on the Irish Stock Exchange, it must comply with the Listing Rules of that Exchange and a breach of
these rules may result in the shares of the Fund being suspended from listing. The Board relies on its Company Secretary and
professional third party advisers to ensure compliance with law and regulation.

The Directors are responsible for the preparation of the financial statements in accordance with International Financial
Reporting Standards (“IFRS”). In preparing these financial statements, the Directors are required to:

e select suitable accounting policies and then apply them consistently;
s make judgments and estimates that are reasonable and prudent; and

* include a management report detailing a fair review of the development and performance of the business, together
with a description of the principal risks and uncertainties that they face.

e prepare the financial statements on the going concern basis unless it is inappropriate to presume that the Fund will
continue in business.

e prepare the financial statements in accordance with IFRS, to give a true and fair view of the assets, liabilities,
financial position and profit and loss of the issuer.

The Directors confirm they have complied with the above requirements in preparing the financial statements.

The Directors are responsible for keeping proper accounting records and to manage the Fund in accordance with the Offering
Memorandum and Memorandum and Articles of Association. They are also responsible for safeguarding the assets of the
Fund and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities.

Results for the Year

The Directors note with disappointment the results for the year. Further details of the performance for the year are disclosed
in the Investment Manager’s Report on page 6.

Subsequent Events
The significant events impacting the Fund subsequent to the year end have been disclosed in note 20.
Fair Value Directive

It is the opinion of the Board of Directors that the information required by the European Communities (Fair Value
Accounting) Regulations 2004, in relation to the use by the Fund of financial instruments and the financial risk management
objectives and policies of the Fund and the exposures of the Fund to market risk, currency risk, interest rate risk, liquidity risk
and credit risk is contained in the Investment Managers’ Report and, note 12 of the Fund’s financial statements.

Information Provided to Auditors

The Directors are aware, at the time of approval of the Directors’ report that:
- There is no relevant audit information of which the Fund’s auditors are unaware; and
- The Directors have taken all steps that they ought to have taken to make themselves aware of the relevant audit
information and to establish that the auditors are aware of that information.

Directors and Directors’ Interests

The current Directors of the Fund are listed on page 2. The Directors’ interests are disclosed in note 13 to the financial
statements.

P %,,7,\
Wade Kenny Dawn Cummings
Director Director

Date: May 19, 2011
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CHAIRMAN’S STATEMENT

It has proved to be a difficult year for the Fund, for against the background of strong markets in the natural resource sector,
the net asset value (“NAV™) per share fell by around 30% and net assets fell from around US$89 million to around US$58
million. In part the poor performance of the Fund has been due to its “venture capital” nature, with the majority of the
portfolio assets having been unquoted for most of the year and no significant change in their carrying value since their
acquisition, primarily as “venture capital” style assets generally require 2 to 4 years to evolve and properly develop.
Performance was also significantly affected by a decision to write down the carrying value of one of the Fund's largest
shareholdings, Madagascar Oil Ltd.

The decision to write down the value of the Madagascar Oil Ltd. investment was particularly disappointing giving that in late
November 2010 the company raised just over £50 million and was successfully listed on the AIM Market in London.
However the listing was short lived and the shares were suspended pending clarification regarding the validity of their
licences, and the Investment Manager's Report inctudes further information regarding this position.

Elsewhere there has been success with the listing of South American Ferro Metals in Australia, while Kolar Gold will be
listed on the AIM Market in the coming months and further information regarding the portfolio can be found in the
Investment Manager’s Report.

Shareholders should be aware, that effective from 10 April 2011, there has been in change in the Fund's administrator from
BNY Mellon Investment Servicing (International) Ltd to R & H Fund Services (Jersey) Limited and a change in the Fund’s
custodian from BNY Mellon International Bank Ltd to BNP Paribas Securities Services.

Peter Seabrook
Chairman
May 19, 2011
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INVESTMENT MANAGER’S REPORT

As already indicated by the Chairman, it has been a difficult year for Grafton Resource Investments Ltd, with a disappointing
decline in the net asset value and the suspension from trading of the shares in Madagascar Oil Ltd, one of the Fund’s largest
holdings and leading to a write down in their carrying value within the portfolio.

Having successfully raised just over £50 million in November 2010, Madagascar Oil Ltd was admitted to trading on the AIM
Market in London. Then in mid-December, the company made an announcement that following a meeting between the
company and the Ministry of Mines and Hydrocarbons (the “Ministry”), the Ministry indicated “that it was interested in
acquiring from the company all of its licences excluding Bemolanga” (Bemolanga is a joint venture with the French oil
major, Total). While the company's legal advice is “that all its licences are valid and that the obligations on both parties are
legally binding”, this uncertainty led to the suspension of the company’s shares on the AIM Market, a situation which
continues to persist to this day.

At the time of its suspension in December, Madagascar Oil Ltd. was trading at £0.74. Following extensive discussions with
that company and its advisors, the Investment Manager recommended to the Grafton board that the Madagascar Oil Ltd.
holding be valued at £0.30 per share. The rational for that valuation was that the announcement had created sufficient
uncertainty regarding the company's assets in Madagascar that the £0.74 suspension price was inappropriate, and that having
just raised £50 million in cash, a valuation at or around cash backing would be more appropriate. The company has other
assets, including its interest in the joint venture with Total which was not mentioned and these assets are equally also not
worthless. Therefore the Investment Manager’s recommendation of £0.30 per share is based on the company’s cash per share
cash backing and also giving some limited value to the other assets.

The company has recently announced Force Majeure under the four production sharing contracts and remains “entirely
confident that it has complied fully with all PSC obligations”. While this remains a particularly difficult situation, we remain
hopeful that a solution can be found, for we still firmly believe that the company is involved in a world class asset that has
significant value.

While the short lived listing of Madagascar Oil Ltd. has been disappointing, there has been more success with the listing of
South American Ferro Metals via a reverse takeover in Australia. The reverse takeover saw the Fund issued with new shares
in four separate tranches three of which are to be released upon achievement of performance targets. The initial tranche was
issued immediately when the first performance target was reached in early 2011, while the company achieved an annualised
iron ore production rate of over 800,000 tonnes per annum. The Investment Manager has recommended to the Grafton board
that the performance shares should be valued at a discount to the price of the listed shares based on the probability of the
performance targets being reached. It is expected that the second tranche of the performance shares will be listed later this
year and the final tranche by the end of the year.

There has also been significant progress at Kolar Gold Plc, where the company raised money towards the end of 2010 in a
pre-IPO transaction which also saw that company acquire additional assets in India. The pre-IPO funding, in which the Fund
participated so as not to be diluted, was completed at £0.30, which was a slight premium to the last fund raising and
Grafton’s valuation basis of £0.25. Consequently, at year end, the Kolar Gold holding has been revalued to £0.30 per share
and prior to any further capital raisings associated with the company’s AIM listing later this year; Grafton holds approx. 19%
of Kolar Gold's issued capital.

. Elsewhere, the shareholding in Phoenix Lumber was restructured and that company has now commenced logging operations
in Nicaragua. Additionally the shareholding in Hydrostroy-Burgas was also restructured and an Ernst & Young sponsored
business plan was completed for the development of a hydro facility in the south-eastern region of Bulgaria to supply potable
water to the water supply and sewage operator of Bourgas. Both these investments remain unquoted and we are working
with their managements regarding the potential for listing or exit via a corporate transaction.

We continue to sell down the smaller listed holdings and the total number of holdings in the portfolio is now less than forty.
While the general outlook for the natural resource markets remains positive, the future performance of the Fund’'s NAV
remains heavily reliant on a resolution to the Madagascar Oil Ltd. situation and liquidity events for the two largest unquoted
investments, Phoenix Lumber and Hydrostroy-Burgas.

David J Hutchins
Newland Fund Management LLP
May 19, 2011
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STATEMENTS OF FINANCIAL POSITION

Non-current assets
Financial assets at fair value through profit or loss
Total non-current assets

Current assets

Cash and cash equivalents

Amounts due from broker

Interest receivable

Amounts receivable under loan agreements
Other assets

Total current assets

Total assets

Current liabilities

Investment management fees payable
Interest payable

Trade and other payables

Total current liabilities

Non-current liabilities
Convertible unsecured loan stock
Total non-current liabilities

Total liabilities

Net assets

Represented by:

Equity capital and reserves attributable to equity holders
Share capital

Share premium

Convertible unsecured loan stock

Share warrants

Retained eamnings

Total equity

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

Notes

10

11

15

AN~

December 31, 2010

December 31, 2009

US$'000 US$'000
58,031 89,982
58,031 89,982

831 1,085
156 162

6 5
4,310 3,194
11 16
5,314 4,462
63,345 94,444
1) (92)
(447) (427
(256) (226)
(794) (745)
(4,205) (4,205)
(4,205) (4,205
(4,999) (4,950)
58,346 89,492
18 20
94,138 100,763
2,795 2,795
- 1,226

(38,605) (15,310)
58,346 89,494
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STATEMENTS OF FINANCIAL POSITION (continued)

December 31, 2010

Notes
Total Net Assets (in US$000's) 58,346
Number of shares issued 6 1,864,644
Net Asset Value per Share-based upon IFRS 15 US$ 31.29
Net Asset Value per Share-excluding IFRS effects 15 US$ 30.40
Diluted Net Asset Value per Share-based upon IFRS 2(p),15 US$ 31.29
Diluted Net Asset Value per Share-excluding IFRS effects 2(p),15 US$ 29.84
Basic earnings (in US$000's) (24,521)
Weighted Average Number of shares in issue for year 2,018,134
Basic Earnings per Share 2(q) US$ (12.15)
Earnings adjusted for dilutive effects (in US$000's) (24,521)
Weighted Average Number of shares in issue for year 2(g) 2,018,134
Diluted Earnings per Share 2(@ US$ (12.15)
On behalf of the Board of Directors:
WV—

Wade Kenny Dawn Cummings

Director Director
Date: May 19, 2011

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

December 31, 2009

US$
US$

US$
US$

US$

US$

89,494
2,037,135

43.93
42.62

42.86
42.58

8,565
1,494,042
5.73

9,227
1,617,612
5.70

10
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STATEMENTS OF COMPREHENSIVE INCOME

Income

Interest income

Dividend income

Other income

Net (loss)/gain on financial assets at fair value through profit
or loss

Net loss on foreign exchange

Write off on loan amounts receivable on loan agreements
Total investment (loss)/income

Expenses

MOL Holdings Limited investment arrangement fee
Investment mangement fees

Administration fees

Legal fees

Commissions

Registrar fees

Directors' fees

Other expenses

Total operating expenses

Net (expense)/income before finance costs
Finance costs

Interest expense

Total finance costs

(Loss)/profit before tax

Withholding taxes

(Loss)/profit

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

Notes

21
2(1), 10

11

w

Year Ended Year Ended
December 31, 2010 December 31, 2009
US$'000 US$'000
59 44
13,256 36

- 10
(32,901) 13,755
(1,598) (36)
(305) -
(21,489) 13,809
- (2,200)

(1,235) (950)
(166) (155)
(440) (620)

- (200)

(13) (13)

(67) (70)
(218) (374)
(2,139) (4,582)
(23,628) 9,227
(893) (662)
(893) (662)
(24,521) 8,565
(24,521) 8,565

11
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STATEMENTS OF CHANGES IN EQUITY

At January 1, 2010

Payments for compulsory redemption of shares
Proceeds from issue of shares

Transfer in reserves

Commission on shares issued

Loss for the year

At December 31, 2010

At January 1, 2009

Proceeds from issue of shares

Commission on shares issued

Equity component of convertible unsecured
loan stock issued

Profit for the year

At December 31, 2009

Convertible

Share Share unsecured Share Retained
capital premium loanstock warrants earnings Total
US$'000 US$'000 USS$'000 US$'000 US$'000 US$'000
20 100,763 2,795 1,226 (15,310) 89,494
(4) (15,108) - - - (15,112)
2 8,907 - - - 8,909
- - - (1,226) 1,226 -
- (424) - - - (424)
- - - - (24,521)  (24,521)
18 94,138 2,795 - (38,605) 58,346

Convertible

Share Share unsecured Share Retained
capital premium loanstock warrants earnings Total
US$'000 US$'000 US$'000 USS$'000 US$'000 US$'000
4 39,138 1,357 1,226 (23,875) 17,850
16 64,678 - - - 64,694
- (3,053) - - - (3,053)
- - 1,438 - - 1,438
- - - - 8,565 8,565
20 100,763 2,795 1,226 (15,310) 89,494

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

12
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STATEMENTS OF CASH FLOWS

Operating activities

(Loss)/profit for the year

Adjustment for realised losses on financial assets at fair value through profit
or loss

Adjustment for net movement in unrealised losses/(gains) on financial
assets at fair value through profit or loss

Net operating cash flows before changes in operating assets and
liabilities

Purchase of financial assets

Proceeds from sale of financial assets

Decrease in amounts due from brokers

(Increase) in amounts receivable under loan agreements
Decrease/(increase) in other assets

(Decrease) in investment management fees payable
Increase in trade and other payables

(Increase) in interest receivable

(Decrease) in amounts due to broker

Changes in operating assets and liabilities

Cash flows used in operating activities

Financing activities

Proceeds from issue of ordinary shares

Proceeds from issue of convertible unsecured loan stock
Increase in interest payable

Cash flows from financing activities

Net increase in cash and cash equivalents for the year
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplementary information on cash flows from operating activities

Interest received
Interest paid
Dividends received

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

Year Ended Year Ended
December 31, 2010 December 31, 2009
US$'000 US$'000
(24,521) 8,565
6,583 4,444
26,318 (18,198)
8,380 (5,189)
(72,034) (10,196)
63,507 14,873

6 132

(166) (2,694)

5 (16)

ey 3

30 128

ey (5)

- (207)

(8,654) 2,012
(274) 3.177)

- 3,600

20 426

20 4,026

(254) 849

1,085 236
831 1,085

Year Ended Year Ended
December 31, 2010 December 31, 2009
US$'000 US$'000

58 39

(873) (236)

- 36

13
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STATEMENTS OF CASH FLOWS (continued)

Supplementary infoermation on significant non-cash flows

Significant non-cash transactions

Purchase of financial assets through share swap transactions

Issue of ordinary shares in lieu of financial assets received

Sale of financial assets through share swap transactions

Redemption of ordinary shares in lieu of proceeds on sale of financial assets
Purchase of financial assets in lieu of repayment of amounts receivable
under loan agreements

Receipt of amounts receivable under loan agreements through purchase of
financial assets

Expiration of warrants

Realised gain on expiration of warrants

Dividend income received (note 10)

Unrealised movement on MOL Holdings Ltd. (note 10)

Non-cash purchases of financial assets through corporate actions
Non-cash sales of financial assets through corporate actions

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

Year Ended

December 31, 2010
US$'000

(8,485)
8,485
15,112
(15,112)

(950)

950
(1,226)
1,226
13,256
(13,256)
(48,488)
48,488

Year Ended
December 31, 2009
US$'000

(61,641)
61,641

14
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NOTES TO THE FINANCIAL STATEMENTS
1. GENERAL INFORMATION

Grafton Resource Investments Ltd. (the “Fund”) was incorporated under the laws of the Cayman Islands on January 3, 2007,
as an exempted, limited liability investment company.

The registered office of the Fund is at the offices of dms Corporate Services Limited, P.O. Box 1344, dms House, 20 Genesis
Close, Grand Cayman KY1-1208, Cayman Islands.

The Fund had no employees for the years ended December 31, 2010 and December 31, 2009. The Fund's investment
activities are managed by Newland Fund Management LLP (the Investment Manager), with the administration delegated to
BNY Mellon Investment Servicing (International) Limited.

There is currently one share class being offered to investors, which is denominated in U.S. Dollar (“US$7).

The investment objective of the Fund is to achieve capital gains in the medium term from investments in the natural resource
sector. The Fund seeks to achieve its investment objective by investing primarily in quoted and unquoted companies in the
natural resource sector and the energy sector, which represents the area of core competence of the Investment Manager. The
Fund may invest in unquoted entities within the energy sector, where the Investment Manager expects the unquoted entities
to achieve a listing within two years.

On July 6, 2009 the Shares, Warrants and Series 1 Loan Stock issued by the Fund were listed on the Irish Stock Exchange.
On September 23, 2009 the Series 2 Loan Stock issued by the Fund was admitted to the Irish Stock Exchange official list for
trading on its regulated market. Effective November 1, 2010 the Irish Stock Exchange delisted the Warrants of the Fund to
coincide with the date on which the Warrants expired.

2. SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statements are set out below. These policies
have been consistently applied in the period under review, unless otherwise stated.

(@) Basis of preparation

These financial statements are prepared in accordance with International Financial Reporting Standards (“IFRS”) and
interpretations issued by the International Financial Reporting Interpretations Committee of the International Accounting
Standards Boards (“IASB").

The financial statements have been prepared under the historical-cost convention, as modified by the revaluation of financial
assets and financial liabilities held at fair value through profit or loss and certain components of compound financial
instruments at fair value.

The Fund had a dormant wholly owned subsidiary, Horizon Sustainable Ventures SA, a company incorporated in the
Republic of Panama, as of December 31, 2010. The results of the subsidiary for the period prior to it discontinuing its
operations has not been consolidated due to the immateriality of the results of the subsidiary, and the entire cost of
investment in Horizon Sustainable Ventures SA has been written off by the Fund as detailed in note 16.

(b) Functional and presentational currency

The functional currency of the Fund is the U.S. Dollar (*US$”) and not the local currency of Cayman Islands. The Fund
may invest in securities denominated in currencies other than U.S. Dollar even though its Shares will be denominated in
U.S. Dollars.

(© Use of estimate and judgements

The preparation of financial statements in accordance with International Financial Reporting Standards requires
management to make judgement, estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of income and
expenses during the year. Actual results could differ from those estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised
in the period in which the estimates are revised and in any future periods affected

Information about significant areas of estimation uncertainty and critical judgements in applying accounting policies that
have the most significant effect on the amounts recognised in the financial statements is included in note 8,

15
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NOTES TO THE FINANCIAL STATEMENTS (continued)

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(d) Changes in accounting standards

There were no changes in accounting policies of the Fund during the year.
@ New standards and interpretations adopted

There were no new standards, amendments to standards and interpretations issued by the International Accounting
Standards Board ("TASB") and International Financial Reporting Interpretations Committee ("IFRIC") of the IASB that are
relevant to the Fund’s operations and effective for annual periods on or after January 1, 2010.

@) New standards and interpretations not adopted

A number of new standards, amendments to standards and interpretations are effective for annual periods after January 1,
2010, and have not been applied in preparing these financial statements. None of these are expected to have a significant
effect on the measurement of amounts recognised in the financial statements of the Fund.

However, IFRS 9: Financial Instruments (issued November 12, 2009 and effective for annual periods beginning on or after
January 1, 2013), will change the classification of financial assets and its requirements represents a significant change from
the existing requirements in IAS 39 in respect of financial assets. The revisions make substantial changes to the
classification of financial assets such that in the future there will only be two categories: at amortised cost and fair value. As
the majority of the Fund’s financial assets are at fair value through profit and loss, the standard is not expected to have an
impact on the measurement basis of the financial assets. The standard also requires that derivatives embedded in contracts
with a host that is a financial asset within scope of the standard are not separated and instead the hybrid financial instrument
is assessed in its entirety as to whether it should be measured at amortised cost of fair value.

&) Financial assets and financial liabilities at fair value through profit or loss
i) Classification

In accordance with JAS 39 (Financial Instruments: Recognition and Measurement), financial assets and financial liabilities at
fair value through profit or loss have two sub-categories: financial assets and financial liabilities held for trading, and those
designated by management at fair value through profit or loss at inception. Financial assets or financial liabilities held for
trading are acquired or incurred principally for the purpose of selling or repurchasing in the short term. Derivatives are also
categorised as held for trading, as the Fund does not designate any derivatives as hedges in a hedging relationship.

For the year ended December 31, 2010 and December 31, 2009 the Fund classified all securities within the designated by
management at fair value through profit or loss at inception category.

Net gains and losses from financial instruments at fair value through profit and loss includes all realised and unrealised fair
value changes and foreign exchange differences, but excludes interest and dividend income. Net realised gains and losses
from financial instruments at fair value through profit and loss is caiculated using the first in first out method.

i) Recognition

Regular-way purchases and sales of investments are recognised on trade date — the date on which the Fund commits to
purchase or sell the asset. Investments are initially recognised at fair value, and transaction costs for all financial assets and
financial liabilities carried at fair value through profit or loss are expensed as incurred. Investments are derecognised when

the rights to receive cash flows from the investments have expired or the Fund has transferred substantially all risks and
rewards of ownership.

Gains and losses arising from changes in the fair value of the ‘financial assets and financial liabilities at fair value through
profit or loss’ category are included in the statement of comprehensive income in the year in which they arise.

iif) Measurement

In accordance with the Fund’s Offering Memorandum, the fair value of financial instruments traded in active markets (such
as publicly traded derivatives and trading securities) is based on quoted market prices (bid prices) in the calculation of the
published valuation. When the Fund holds derivatives with offsetting market risks, it uses mid-market prices as a basis for
establishing fair values for the offsetting risk positions and applies the bid or asking price to the net open position, as
appropriate.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
2. SIGNIFICANT ACCOUNTING POLICIES (continued)
(e) Financial assets and financial liabilities at fair value through profit or loss (continued)

iii) Measurement (continued)

Private equity investments, for which market quotations are not readily available, are valued by the Investment Manager at
their fair value using methods which are in accordance with recognized accounting and financial principles and which have
been approved by the Directors and in accordance with the International Venture Capital Association Guidelines (see also
note 8 for further details). In such cases, other relevant factors would be reflected in the fair valuation including estimated
liquidation price, original purchase price, inflation, currency devaluation, prices received in recent significant private
transactions of the same or similar nature, and changes in the financial condition and business prospects of the ultimate
underlying company.

Unrealised gains and losses on investments are recognised in the statement of comprehensive income. Forwards, futures,
options and any other instruments held by the Fund and traded on an exchange are measured at fair value based on the quoted
bid or asking prices. The fair value of derivatives that are not exchange-traded is estimated at the amount that the Fund
would receive or pay to terminate the contract at the balance sheet date taking into account current market conditions
(volatility, appropriate yield curve) and the current creditworthiness of the counterparties.

1v) Derecognition

The Fund derecognises a financial asset when the contractual rights to the cash flows from the financial asset expire or it
transfers the financial asset and the transfer qualifies for derecognition in accordance with IAS 39. The Fund applies the First
In First Out (“FIFQO") method to determine realised gains and losses on derecognition.

A financial liability is derecognised when the obligation specified in the contract is discharged, cancelled or expired. The
Fund's obligation for investments sold short is considered extinguished and the related liability is derecognised when it
delivers or replaces the security borrowed under the original transaction.

Fair value of unlisted investments and compound financial instruments

The Fund holds financial instruments that are not quoted in active markets, such as private equity investments. Fair values of
such instruments are determined by using valuation techniques. Where valuation techniques (for example, models) are used
to determine fair values, they are validated and periodically reviewed by the Investment Manager under principles approved
by the Directors and in accordance with appropriate guidelines as further disclosed in note 8.

Models use observable data, to the extent practicable. However, areas such as credit risk (both own and counterparty);
volatilities and correlations require management to make estimates. Changes in assumptions about these factors could affect
the reported fair value of financial instruments. Financial assets at fair value through profit and loss of US$58,030,507 (2009:
US$89,981,692) include unlisted investments of US$39,674,817 (2009: US$65,831,102) and US$7,386,957 (2009:
US$1,085,447) which are investments listed on a recognised exchange of which there is no active market.

In addition, the Fund has issued certain compound financial instruments, which due to the convertibility of the instruments
into share capital, comprise both a debt component and equity component as described in note 6 and note 7. The Fund uses
the Black Scholes valuation model to value these compound financial instruments.

® Compound financial instruments

Compound financial instruments issued by the Fund comprise convertible unsecured loan stock and share warrants that can
be converted to share capital at the option of the holder, and the number of shares to be issued does not vary with changes in
their fair value.

The liability component of a compound financial instrument is recognised initially at the fair value of a similar liability that
does not have an equity conversion option. The equity component is recognised initially at the difference between the fair
value of the compound financial instrument as a whole and the fair value of the liability component. Any directly attributable
transaction costs are allocated to the liability and equity components in proportion to their initial carrying amounts.

Subsequent to initial recognition, the liability component of a compound financial instrument is measured at amortised cost
using the effective interest method. The equity component of a compound financial instrument is not remeasured subsequent
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NOTES TO THE FINANCIAL STATEMENTS (continued)
2. SIGNIFICANT ACCOUNTING POLICIES (continued)
® Compound financial instruments (continued)

to initial recognition.

Interest, dividends, losses and gains relating to the financial liability are recognised in profit or loss. Distributions to the
owners will be recognized against equity.

(&  Options

For options, purchased or written, an amount equal to the premium paid or received by the Fund is reflected as an asset or an
equivalent liability. When a security is purchased or sold through the exercise of an option not traded on an exchange, the
related premium paid (or received) is added to (or deducted from) the cost of the security acquired or deducted from {or
added to) the proceeds of the security sold. The fair value of open option positions are reflected as financial assets or

financial liabilities in the statement of financial position. Options not traded on an exchange are valued by the counterparty to
such transaction.

(h)  Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market. They are included in current assets, except for maturities greater than 12 months after the balance sheet date. These
are classified as non-current assets. The Fund's loans and receivables comprise amounts due from brokers, receivables under
loan agreements and cash and cash equivalents in the statement of financial position.

] Trade and other payables

Trade and other payables are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest method.

()  Income and Expenses
Income and expenses are accounted for on an accruals basis.
(k)  Due from and due to brokers

Amounts due from and to brokers represent receivables for securities sold and payables for securities purchased that have
been contracted for but not yet settled or delivered on the balance sheet date respectively. These amounts are recognized
initially at fair value and subsequently measured at amortized cost using the effective interest method, less provision for
impairment for amounts due from brokers. A provision for impairment of amounts due from brokers is established when
there is objective evidence that the Fund will not be able to collect all amounts due from the relevant broker. Significant
financial difficulties of the broker, probability that the broker will enter bankruptcy or financial reorganization, and default in
payments are considered indicators that the amount due from brokers is impaired.

)] Interest and dividends

Interest income and expense are accounted on an accruals basis. Dividend income and expense are accounted for on the ex-
dividend date. The Fund may be subject to withholding taxes in respect of income derived from its investments in certain
countries and underlying investments. Interest received or receivable and interest paid or payable are recognised in the
statement of comprehensive income as interest income and interest expense, respectively. Dividend income from equity
securities designated at fair value through the profit and loss is recognised in the statement of comprehensive income as
dividend income. See note 10 for details of dividend income received.

(m) Cash and Cash Equivalents

Cash and cash equivalents consist of cash balances held with the Fund's custodians. Cash equivalents are short-term highly
liquid investments that are readily convertible into known amounts of cash and which are subject to insignificant changes in
value.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
2. SIGNIFICANT ACCOUNTING POLICIES (continued)
(n)  Foreign Currency Translation

Foreign currency transactions are translated into the Functional Currency using the exchange rates prevailing at the dates of
the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation
at period-end exchange rates of monetary assets and liabilities denominated in foreign currencies are recognised in the
statement of comprehensive income. Proceeds from subscriptions and amounts paid on redemption of participating shares are
translated at average rates, which approximate the rates prevailing at the dates of the transactions. Translation differences on
non-monetary items, such as equities, held at fair value through profit or loss are reported as part of the fair value gain or
loss.

(o)  Net Asset Value per share

The Net Asset Value per share disclosed on the face of the statement of financial position is calculated in accordance with the
Fund’s Offering Memorandum by dividing net assets included in the statement of financial position by the number of
participating shares outstanding as at the end of the year. The Net Asset Value is computed using two bases (i) including the
effects of IFRS on attributing an equity element to the convertible unsecured loan stock and on the amortisation of start up
costs or other assets in accordance with IAS 38 and (ii) excluding such effects.

()  Diluted Net Asset Value per share

The diluted net asset value per share is the Net Asset Value per share adjusted for the potential dilution arising from the
exercise of Warrants and/or the conversion of Loan Stock and is presented where such fully diluted net asset value is
materially lower than the Net Asset Value and is calculated in accordance with IFRS reporting requirements. The total
number of shares for the purposes of calculating the diluted NAV per shares at December 31, 2010 is 1,864,644 (2009:
2,157,820).

(g  Earnings per share

The earnings per share disclosed on the face of the statement of financial position is calculated in accordance with the
accounting standards and is calculated by dividing the earnings for the year as disclosed in the statement of comprehensive
income by the weighted average number of participating shares outstanding during the year. As at December 31, 2010 there
is no difference in the weighted average number of shares in issue for the year ended and the shares adjusted for the potential
dilution arising from the conversion of Loan Stock at year end (and the exercise of Warrants as at December 31, 2009). As at
the December 31, 2009 the diluted weighted average number of shares in issue during the year was 1,617,612,

3. FEES AND EXPENSES
Management and incentive fees

Under the terms of the Investment Management Agreement, the Investment Manager charges the Fund each month an
investment management fee at a rate of one twelfth of 1.50% of the Net Asset Value of the Fund up to US$100 million and
then at a rate of one twelfth of 1.00% of the Net Asset Value of the Fund over and above US$100 million.

The Investment Manager may appoint one or more advisors or professional service providers and may instruct the Fund to
pay a portion of its fees directly to such advisor(s) or service providers.

For the year ended December 31, 2010 the Investment Management Fees payable were US$1,234,956 (2009: US$949,533)
of which US$91,261 (2009: US$91,579) was outstanding at the year end.

The Investment Manager is also entitled to receive a performance fee (the “Performance Fee”), subject to an 8% hurdle rate,
for each issued Share equal to 20% of the amount by which the Net Asset Value per Share as at the end of the Calculation
Period exceeds the High Water Mark for the Share.

The fee is calculated for each six month period ending on June 30 and December 31 of each year (each a “Calculation
Period") except that the first Calculation Period was the period commencing on the closing date of the Initial Offering Period
and ending on December 31, 2008.

The Performance Fee is calculated for each Calculation Period and payable to the Investment Manager semi-annually as soon
as practicable after the Net Asset Value calculations have been prepared and approved. The Performance Fee is calculated
independently by the Administrator. The Fund did not incur any Performance Fee for the year ended December 31, 2010
(2009: nil).

19



Grafton Resource Investments Ltd.
Annual Report and Audited Financial Statements
For the years ended December 31, 2010 and 2009

NOTES TO THE FINANCIAL STATEMENTS (continued)
3. FEES AND EXPENSES (continued)
Administration fees

For providing accounting, valuation and administrative services as specified in the Administration Agreement, the
Administrator receives out of the assets of the Fund an annual administration fee payable monthly in arrears which shall not
exceed 0.20 percent of the average net assets of the Fund subject to a monthly minimum of US$8,500. The Administrator is
also entitled to out of pocket expense which may be incurred on behalf of the Fund.

The Administrator is also entitled to a fee of US$5,000 for each set of financial statements.

For the year ended December 31, 2010 the Administration Fees payable were US$165,689 (2009: US$154,647) of which
US$45,436 (2009: US$35,248) was outstanding at the year end.

Custodian fees

The Custodian is entitled to receive an annual fee, accrued and calculated on each dealing day and payable monthly in arrears
of up to 0.10% of the gross assets of the Fund subject to a monthly minimum fee of €1,500.

The Custodian is also entitled to sub-custodian fees (which will be charged at normal commercial rates) as well as agreed
upon transaction charges (which will be at normal commercial rates) and other out of pocket expenses.

For the year ended December 31, 2010 the Custodian fees payable were US$26,000 (2009: US$27,114) of which US$11,636
(2009: US$6,574) was outstanding at the year end.

Organisational expenses

The formation and preliminary expenses incurred (including printing and legal fees and excluding commissions paid by the
issue of shares) in the establishment of the Fund and in connection with the offering and issue of the shares were
US$209,000. Commissions of US$424,260 (2009: US$3,052,489) were paid by the issue of shares and have been written off
against the share premium account during the year ended December 31, 2010.

Operating expenses

The Fund bears its own expenses, including, but not limited to taxes, organisational, offering and investment expenses,
administrative expenses and other expenses associated with its operation.

Directors’ fees

The Fund pays an aggregate annual remuneration of US$20,000 to dms Management Limited in connection with the services
of Dawn Cummings and Wade Kenny (previously Richard Harrison and Gordan Mattison) provide for acting as Directors to
the Fund, this was increased from US$5,000 as a result of the Fund’s listing to the Irish Stock Exchange during 2009. The
Fund pays an aggregate annual remuneration of US$25,000 to the Chairman, Peter Seabrook and US$20,000 to Charles De
Chezelles. Directors may waive all or part of their fees and may assign their fees to their employees. No other remuneration is
payable by the Fund to the Directors except for out-of-pocket expenses reasonably incurred by them in fulfilling their duties
as Directors.

For the year ended December 31, 2010 the Directors fees payable were US$67,406 (2009: US$70,421) of which US$54,573
(2009: US$9,087) was outstanding at the year end.

Auditors’ remuneration

The fee payable to the Auditors for the audit of these financial statements is US$66,250 (2009: US$90,361). Fees in the sum
of US$32,798 were paid to the auditors in respect of an accounts review of an interim set of financial statements prepared as
at September 30, 2009.

MOL Holdings Ltd. investment arrangement fee

During the year ended December 31, 2009 the Fund transferred its holdings in Madagascar Oil Ltd. to a Special Purpose
Company called MOL Holdings Ltd. which was created for the purposes of amalgamating the interests of various parties in
Madagascar Oit Ltd. The Fund incurred an arrangement fee of US$2,199,744 in respect of this transaction during the year
ended December 31, 2009. The arrangement fee is charged through the statement of comprehensive income and no additional
charges have been incurred during the year ended December 31, 2010.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
4. DIVIDEND POLICY

The Directors do not anticipate that any dividends or other distributions are paid to holders of shares out of the Fund’s
earnings and profits. However in the case that the investments held commence to pay dividends to the Fund, the Directors
will consider the payment of dividends to the shareholders.

No dividends or other distributions were paid or payable for the year ended December 31, 2010 (2009: nil).
5. TAXATION

There are no taxes on income or gains in the Cayman Islands and the Fund has received an undertaking from the Governor-
in-Cabinet of the Cayman Islands exempting it from all local income, profits and capital taxes for a period of twenty years.
Accordingly, no provision for taxes is included in these financial statements. The Fund may, however, be subject to foreign
withholding tax in respect of income derived from its investments.

Under current Cayman Islands law, no tax would be charged in the Cayman Islands on profits or gains of the Fund and
dividends of the Fund would be payable to the shareholders resident in or outside the Cayman Islands without deduction of
tax. No stamp duty is levied in the Cayman Islands on the transfer or redemption of shares. An annual registration fee is
payable by the Fund in Cayman Islands. Currently, the fee is approximately US$2,298 per annum. In addition, the Fund
must pay a mutual fund registration fee of approximately US$3,660 per annum.

6. SHAREHOLDERS’ INTERESTS AND RESERVES
The authorised share capital of the Fund is US$2,000,000 divided into 200,000,000 shares each with a par of US$0.01.
Ordinary Shares

The Fund will operate for a period of 5 years following the close of the initial offering period on October 31, 2008.
Thereafter the shareholders may resolve, by ordinary resolution, to operate the Fund for a further 1 year period or, by special
resolution, to place the Fund into voluntary resolution.

There is currently one class of share being offered to investors. The initial issue price was US$100 per share. All monies
received and paid for subscriptions and redemptions of shares during the year ended December 31, 2010 were by way of an
in-specie transfer of assets and liabilities. All shares in issue are fully paid up. The Fund may accept, at the discretion of the
Investment Manager, subscriptions-in-kind of listed and unlisted securities (a ‘Share Swap”) as part of the subscription
proceeds. During the year ended December 31, 2010 compulsory redemptions were paid by the Fund. All subscriptions
received during the year ended December 31, 2010 were received as part of a share swap transaction. All assets received as
part of in-specie transfer were valued by the Investment Manager on date of transfer. The shareholders have the right to
receive notice of, attend at and vote at general meetings of the Fund, and on a poll shall have the right to one vote for each
such share registered in his name. Upon a winding-up of the Fund the Loan Stock, in so far as still outstanding, shall be
redeemed. Thereafter the balance shall then be paid to the holders of Shares pro rata on the Net Asset Value per Share.

Shares may not be redeemed by shareholders.

A subscription commission of up to 5% may be paid by the Fund on subscriptions on a case by case basis. Such commission
may be paid by the Fund to introducing parties at the discretion of the Directors. The Directors have determined that in
respect of subscriptions, save for those in cash, during the Initial Offering Period, and on a case by case basis thereafter, any
such subscription commission shall be paid in the form of Shares of the Fund. As at December 31, 2010, 85,576 commission
shares were in issue (December 31, 2009: 75,584).

Shares issued for the year ended December 31, 2010 were as follows:

December 31, 2010 December 31, 2010

Shares US$'000

Shares as at January 1, 2010 2,037,135 20
Shares issued 209,820 2
Shares compulsorily redeemed (382,311) 4)
Shares as at December 31, 2010 1,864,644 18
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6. SHAREHOLDERS’ INTERESTS AND RESERVES (continued)
Shares issued for the year ended December 31, 2009 were as follows:
December 31, 2009

December 31, 2009

Shares  US$'000
Shares as at January 1, 2009 443,859 4
Shares issued 1,593,276 16
Shares as at December 31, 2009 2,037,135 20
Share Premium

The movements in share premium for the year ended December 31, 2010 were as follows:
December 31, 2010

US$'000
Share premium as at January 1, 2010 100,763
Share premium received from ordinary shares issued 8,907
Share premium utilised in respect of ordinary shares redeemed (15,108)
Commission shares issued (424)
Share premium as December 31, 2010 94,138

The movements in share premium for the year ended December 31, 2009 were as follows:
December 31, 2009

US$'000
Share premium as at January 1, 2009 39,138
Share premium received from ordinary shares issued 64,678
Commission shares issued (3,053)
Share premium as December 31, 2009 100,763
Warrants

The Fund issued warrants to subscribers for Shares where such subscription was by way of share swap for a portfolio of
assets with a value in excess of US$5 million on the basis of one warrant for every three Shares so subscribed under the
relevant Subscription Agreement during the Initial Offering Period. No further issue of these warrants were made.

Warrant holders could subscribe at any time for a Share of the Fund at US$110 per share for a two year period commencing
at the closing of the Initial Offering Period, as defined in the Fund’s Offering Memorandum. Effective November 1, 2010
the Warrants have expired and have been delisted from the Irish Stock Exchange. As at December 31, 2010 the Fund does

not have any Warrants in issue.

Warrant holders had the right to receive the Fund's financial statements but not to attend or vote at any meetings of
shareholders. Any variation of the right of the warrants proposed by the Fund would have required a general meeting of

warrant holders and the vote of 75% of those attending and voting where in person or by proxy.
Warrants issued for the year ended December 31, 2010 were as follows:
December 31, 2010

December 31, 2010

Shares US$'000
Warrants as at January 1, 2010 115,248 1,226
Warrants issued - -
Expiration of warrants (115,248) (1,226)

Warrants as at December 31, 2010
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6. SHAREHOLDERS’ INTERESTS AND RESERVES (continued)

Warrants issued for the year ended December 31, 2009 were as follows:

December 31, 2009 December 31, 2009

Shares US$'000

Warrants as at January 1, 2009 115,248 1,226
Warrants issued - -
Warrants as at December 31, 2009 115,248 1,226

The warrants (now expired) were issued in conjunction with the issue of Shares and part of the consideration for the
combined issue has been recognised as being for the warrants and a warrant reserve was established. The warrant reserve is
computed using a Black Scholes valuation model. The Black Scholes valuations were carried out using a volatility measure
derived from the average market price volatilities of similar companies or funds whose shares are traded and prices
published, and a risk free interest rate as disclosed in note 7.

Retained Earnings
The movements in retained earnings for the year ended December 31, 2010 were as follows:

December 31, 2010

US$'000
Retained earnings at January 1, 2010 (15,310)
Loss for the year (24,521)
Transfer from share warrants reserve 1,226
Retained earnings at December 31, 2010 (38,605)

The movements in retained earnings for the year ended December 31, 2009 were as follows:

December 31, 2009

Uss'o00
Retained earnings at January 1, 2009 (23,875)
Profit for the year 8,565
Retained earnings at December 31, 2009 (15,310)

Capital risk management

The Fund's capital risk management objectives are:
e to ensure that the Fund will be able to continue as a going concern, and
¢ to maximise the income and capital return to its equity shareholders through an appropriate balance of equity and debt.

The Board monitors and reviews the broad structure of the Fund’s capital on an ongoing basis. This review includes the
nature and planned level of gearing, which takes account of the Investment Manager's views on the market and the extent to
which revenue in excess of that which is required to be distributed should be retained.

The Fund’s capital is represented by the number of outstanding participating shares. The Fund strives to invest the
subscriptions of shares in investments that meet the Fund's investment objectives while maintaining sufficient liquidity to
meet shareholder redemptions at the end of the five year period. The Fund does not have any external capital restrictions. At
December 31, 2010 contributed capital from subscriptions for participating shares and share premium was US$94,156,129
(2009: US$100,783,387). In addition equity capital attributable to share warrants (now expired) amounted to US$nil (2009:
US$1,226,364).
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