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Dexion Equity Alternative Limited is a Guernsey registered, closed-ended investment company listed
on the London Stock Exchange. The Company’s investment objective is to target US dollar annualised
returns of 10 percent to 15 percent per annum over any five year period with low correlation to tradi-
tional equity benchmarks and an annualised volatility target of less than 8 percent whilst preserving
capital in all market conditions. The Company’s shares are denominated in Sterling and the Company
implements a hedging policy to protect the Sterling value of its US Dollar denominated investments.

SEPTEMBER(%) YTD (%) ITD* (%)  VOLATILITY* (%) SHARPE*

DEXION EQUITY ALTERNATIVE £ SHARE NAV 1.94 8.78 8.30 3.28 1.02
HFRI FUND OF FUNDS INDEX (US$) 212 8.09 8.46 4.26 1.06
MSCI WORLD INDEX GROSS (TR) (US$) 4.79 12.17 15.79 7.97 1.49
JPM GLOBAL GOV'T BOND INDEX (TR) (US$) 221 6.59 3.80 6.02 -0.02

* Annualised from inception date of DEA £, based on monthly data. * Risk free rate is average of 1M GBP LIBOR since April 2004 (4.95%) for DEA £ and average of 1M USD
LIBOR since April 2004 (3.92%) for US$ indices.

Source: Bloomberg (data), Dexion Capital (calculation)

Market conditions were difficult at the start of September, but there were strong rallies from mid-month on-
wards as central banks injected liquidity to support credit fundamentals. The half-point rate cut by the Federal
Reserve led to a rebound in equity markets in Asia, Europe, and North America, which generally rose between
+1.7% and +3.6%. Commodities moved and some indices gained over +10%. Bonds ended September with
slightly higher vyields, credit spreads tightened and corporate bonds performed well in the latter half of the
month. The rate reduction caused the US Dollar to weaken further. In this environment, the Company’s portfo-
lio did quite well. There are hints of greater stock dispersion and the portfolio benefited from the recovery in
equities, even though a defensive posture was maintained. It was the defensive, less levered positioning of
managers that helped protect the fund when the credit and sub-prime markets sold-off earlier in the year. The
fund continues to exhibit both less volatility and less beta to the markets than the hedge fund indices.

Long Short Strategy: +3.00%. Our long/short allocation outperformed peers. A normalized trading environ-
ment led to recovery for many securities. Importantly, our managers did not get whipsawed in the market's
gyrations and added to both long and short positions at better levels. Specialist Credit: +0.78%. The credit
and bank debt indices rebounded, buoyed by the Fed rate cut and the expectation that more cuts were going
to take place. Managers posted positive returns despite losses from short positions and credit hedges, which
had protected the fund during the summer. Their portfolios remain defensively hedged and managers are cau-
tious as there are still negative factors that will likely ensure that markets remain volatile for the foreseeable
future. Event-Driven: +1.04%. Spreads on several merger deals narrowed, boosting the returns of event-
driven strategies. Our managers remained cautious and defensively positioned and have not increased their
leverage. Several deals in the market were expected to close soon and although the pace of LBOs is expected
to slow in the near term, managers expect strategic merger and corporate restructuring activity, particularly in
Europe. Relative Value and Multi-Strategy: +1.75%. Managers with exposure to volatility took advantage of
increasing volatility levels during the month. Convertible arbitrage managers also benefited from this higher
volatility, improving credit spreads and lower interest rates. Multi-strategy managers benefited from perform-
ance in their relative value and convertible arbitrage sub-portfolios. Alternative Investment Strategies:
+0.63%. Performance for our alternative strategies managers was restrained as gains across nearly all strate-
gies were offset by modest losses from energy trading, specifically due to spreads in oil and natural gas mar-
kets. Our insurance managers enjoyed strong returns as the peak risk period passed with no significant North
Atlantic hurricane activity. Emerging Managers: +0.93%. Performance benefited from the rebound in the
credit and equity markets. Gains were seen by credit, arbitrage and equity long/short managers.

Outlook The upcoming quarter should be interesting as macroeconomic and security-specific fundamental
cross-currents continue. Macro-economic data will be examined for signs that the credit crisis has been con-
tained. Investors may behave erratically as they evaluate the possibility of a global economic slowdown, the
impact of a weak US Dollar and the potential for inflation resulting from central bank policy. Expectations sug-
gest that third quarter earnings growth may be flat, compared to double-digit growth seen in the US over the
last 5 years. Should the earnings outlook remain weak, any further near-term recovery in equities may be lim-
ited. Bond market participants will be watching for further monetary easing. Commodities and the US Dollar
should continue their trends as investors perceive central bankers have focused on the restoration of growth
first before tackling inflation worries. As a result, the environment for commodity and currency investment
themes seem to be linked. We anticipate that the weakening US Dollar and strong commodity cycle is set to
continue. Against this backdrop, managers are well positioned to outperform. The position-level transparency
that K2 analyses provides a critical edge in manager selection and portfolio construction during times of market
turmoil.
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PORTFOLIO ALLOCATION

AS OF 1 OCTOBER 2007

K2 Emerging
Managers 5% (1)

Event Driven 6%
(2

Alternate
Strategies 3% (2)

Specialist Credit
18% (6)

Equity Long/Short
57% (16)

Relative Value
Arbitrage 11% (3)

Note: Allocations are net of cash effect. Numbers in brackets indicate number of managers. K2 Emerging Managers
Fund is generally invested in 15 to 25 early stage hedge fund managers with assets under management of less than
USD 400m and/or less than a 3 year track record.

September 2007

SHARE PRICE PERFORMANCE
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PERFORMANCE BY STRATEGY

Equity Long/Short

Relative Value Arbitrage

Specialist Credit

Alternate Strategies

Event Driven

K2 Emerging Managers

0% 2% 4% 6% 8% 10% 12% 14%
W Sep-07 mYTD

Note: Strategy returns are in US$ and net of underlying manager fees only, and not inclusive of Dexion Equity
Alternative’s fees and expenses.

Source : K2 Advisors

Source : K2 Advisors

HISTORIC

NAV PERFORMANCE (%

£ JAN FEB MAR APR MAY JUN JuL AUG SEP OoCT NOV DEC YTD
2007 1.73 0.58 1.09 1.32 1.89 0.41 -0.06 -0.41 194 8.78
2006 1.98 0.26 0.97 0.94 -1.50 -0.81 -0.76 0.89 0.49 1.83 1.49 0.90 6.82
2005 0.32 1.47 -0.47 -0.77 0.67 1.27 1.92 0.37 0.83 -1.49 1.50 131 7.09
2004 - - - -0.24 -0.54 1.02 0.36 0.35 0.95 0.71 1.84 1.67 6.25

This report is issued and has been approved for the purposes of section 21 Financial Services and Markets Act 2000 by Dexion Capital Plc, which is authorised and regulated by the Financial Services Authority in the United Kingdom.
This document contains information only and relates solely to Dexion Equity Alternative Limited (“the Company”) whose securities are traded on the London Stock Exchange. It does not constitute an invitation to underwrite, subscribe for
or otherwise acquire or dispose of any securities in the Company and should not be construed as a recommendation to any person to engage in any of the foregoing activities. It does not constitute an invitation to effect any transaction
with the Company or any other person. Whilst certain of the information in this document may refer to the price of the Company's securities or the yield on them, past performance cannot be relied upon as a guide to future performance.
The information in this report is based on information which is otherwise publicly available and whilst the Company and Dexion Capital Plc use all reasonable efforts to ensure that the information in this report is accurate and up to date,
no representations or warranties are given as to the reliability, accuracy or completeness of the information in this report. Neither the Company nor Dexion Capital Plc accept any liability for any loss or damage which may arise directly
or indirectly from any use of or reliance on such information save in the circumstances where such exclusion or restriction of liability would be expressly prohibited by the rules of the Financial Services Authority or any other applicable
laws or regulations in England and Wales. In particular, recipients should note that, since many or all of the Company’s investments are unquoted, net asset value figures in relation to the Company are based wholly or partly on esti-
mates of the values of the Company’s investments provided by the investment managers or administrators of those underlying investments, which estimates may themselves have been subject to no verification or auditing process or
may relate to a valuation at a date before the relevant net asset valuation for the Company, or which have otherwise been estimated by the Company’s Investment Adviser. Other information in this report may be historic and/or may no
longer be of relevance. The information contained in this report which relates to the net asset value performance of the Company may not be indicative of how the Company's investments may perform in the future. Moreover the value
of such investments may fluctuate considerably and the historic net asset values shown for the Company take no account of the costs or practical difficulties of realising some or all of such investments. The value of investments men-
tioned in this report may go down as well as up and investors may not get back the amount invested. Information on past performance, where given, is not necessarily a guide to future performance. Changes in rates of exchange
between currencies may cause the value of investments to decrease or increase. The information in this report is provided solely for information and does not constitute investment advice or personal investment recommendations.
Investments mentioned in this report may not be suitable for all recipients and in each case potential investors are advised not to take any investment decision unless they have taken independent advice from a suitably qualified advisor.
Your attention is drawn to the Risk Factors set out in the Company’s prospectus dated 11 March 2005 and the fact that no securities are currently being offered by the Company and that certain information in the above prospectus may
now be out of date. This report may not be mailed or distributed or redistributed or otherwise sent into, and does not constitute any offer to sell or the solicitation of any offer to buy securities in or from any territory where the same would
require compliance with any regulatory, filing or like requirement or where the same would constitute an offence. In particular, the information in this report is not for distribution and does not constitute an offer to sell or the solicitation of
any offer to buy any securities in the United States of America to or for the benefit of United States persons being resident in the United States of America or partnerships or corporations organised under the laws of the United States of
America or any state, territory or possession thereof. The securities in the Company have not been, and will not be, registered under the United States Securities Act 1933.



