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Item 2: Material Changes

There have been no material changes since either March 31, 2011 (the date of our last annual
amendment) or May 31, 2011 (the date of our last updated brochure).
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Item 4: Advisory Business

Sandler Capital Management is a New York general partnership that was founded in 1986 and
became a registered investment adviser in 1988.

We managed approximately $1.7 billion in assets on a discretionary basis, and did not manage
any assets on a non-discretionary basis, as of December 31, 2011.

We provide investment advisory services primarily to our private investment funds. In addition,
some pooled investment vehicles and high net worth clients have separately managed accounts
with us.

Types of Advisory Services.

Long/Short Equity Strategies. Our main strategy is long/short equity. In this strategy, we aim to
produce capital appreciation with muted volatility and downside protection characteristics. We
utilize our insight into market dynamics and the comparative strengths and weaknesses of
companies in multiple industries to identify both long and short investment opportunities. This
strategy generally focuses on finding secular growth businesses (long) as well as secularly
challenged businesses (short). This strategy typically has a net long bias, but net exposure is
actively managed and dynamic and the portfolio may at times be run market neutral or slightly
net short. This strategy invests primarily in publicly-traded equity securities, including both long
and short positions in common stocks, preferred stocks, convertible securities, stock warrants,
rights and Exchange Traded Funds (ETFs). We also offer a leveraged version of our long/short
equity strategy, which targets position sizes of approximately twice those of our long/short
equity strategy.

Credit Strategies. In addition, we offer credit focused asset management strategies. In these
strategies we aim to achieve capital appreciation as well as return from interest and dividend
income over shifting economic and market environments through industry and company-level
fundamental analysis. These strategies focus on corporate credit opportunities and other
investments across the capital structure. These strategies invest primarily in the full range of
corporate debt and preferred stock issues, including but not limited to, bank debt, senior secured
bonds, senior bonds, subordinated bonds, convertible bonds, preferred classes of stock,
convertible preferred securities and credit swap derivatives. Some of these strategies make both
long and short investments.

Private Equity Strategies. We have historically offered private equity strategies that invest in
securities that are not publicly traded. Our private equity funds are fully invested and not
currently open to new investors.

All investment strategies may use leverage. More detailed information about these strategies is
found under Item 8, “Methods of Analysis, Investment Strategies and Risk of Loss.”

We refer to the long/short equity strategies and credit focused strategies as our hedge fund
business. We refer to the private equity strategies as our private equity business. Our hedge fund



business and private equity business operate independently. Andrew Sandler, head of our hedge
fund business, has greater than a 25% interest in the hedge fund business. Michael Marocco,
head of our private equity business, has greater than a 25% interest in the private equity business.

Our clients may select a strategy depending on their investment objectives. In addition, our
separately managed account clients may impose restrictions or limitations on how we manage
their accounts according to these strategies. These restrictions or limitations generally appear
either in the client’s investment management agreement or in investment guidelines that are
adopted for the account. Additional information about this process can be found under Item 16,
“Investment Discretion.”

Item 5: Fees and Compensation

We act as investment adviser to private investment funds that we sponsor and to separately
managed accounts. We receive fees for our services based on a percentage of the value of the
assets in the client’s account. These are referred to as “asset-based fees.” We also receive
performance fees (or allocations) for our services based on performance. These are referred to as
“performance-based fees.” The asset-based fee and performance-based fee payable by investors
in our funds is described in each fund’s offering memorandum, which is provided to investors.
A performance-based fee for a client’s account may create an incentive to make riskier, more
speculative investments than would be the case under a solely asset-based fee arrangement for
that account. However, regardless of their fee arrangements, when we manage accounts
according to the same investment strategy, we expect that those accounts will have the same
investment opportunities and be invested in the same securities with the same weighting. See
Item 6, “Performance-Based Fees and Side-by-Side Management.”

Hedge Funds and Managed Accounts. Our basic fee structure for our long/short equity
investment funds (Sandler Associates, Sandler Offshore Fund, Ltd. and Sandler Associates I,
LP) is to charge a management fee (deducted and payable monthly in arrears) in an amount equal
to 1.5% per annum of net assets of the investment fund plus a performance-based fee or
incentive allocation as applicable (deducted and payable annually in arrears) at a rate of 20% per
annum of new net profits. Our basic fee structure for our leveraged long/short equity investment
funds (Sandler Plus Domestic Fund, LP, Sandler Plus Offshore Fund, LP and Sandler Plus
Domestic Fund 11, LP) is to charge a management fee (deducted and payable monthly in arrears)
in an amount equal to 2% per annum of net assets of the investment fund plus a performance-
based fee or incentive allocation as applicable (deducted and payable annually in arrears) at a
rate of 20% per annum of new net profits. Our basic fee structure for managed account clients is
to charge a management fee (invoiced and payable monthly or quarterly in arrears) of up to 2%
per annum of net assets under management plus a performance-based fee or incentive allocation
as applicable (invoiced and payable annually in arrears) at a rate of up to 20% per annum of the
annual profits attributable to such net assets. Our advisory agreements with managed account
clients may generally be terminated upon prior written notice by us or by the client. Any fees
paid in advance will be prorated to the date of termination and any unearned portion thereof will
be returned to the client. Performance fees or allocations, if applicable, are pro rated in the event
of contributions or withdrawals by investors and are paid at the end of the financial year to which
the fee or allocation pertains or upon a withdrawal or redemption from a fund.



Private Equity Funds. Our basic fee structure for private equity partnerships is to charge a
management fee of up to 1.5% per annum of invested capital (deducted and payable semi-
annually in advance) plus a performance-based fee or incentive allocation as applicable at a rate
of up to 20% of the overall profits attributable to the partnership provided that such profits
exceed 8% per annum (deducted and payable periodically as investments liquidate). Any fees
paid in advance will be prorated to the date of termination and any unearned portion thereof will
be returned to the client.

In addition to the asset-based and performance-based fees described above, clients will incur
brokerage and other transaction costs such as commissions, interest on margin accounts and
other indebtedness. See Item 12, “Brokerage Practices.” Clients may also bear legal, audit, tax
preparation, administration, registered office, directors and accounting fees and expenses, as
applicable.

Our fees are generally not negotiable except in connection with reduced service levels or other
limited circumstances, and then only in our discretion. The fees charged to the funds are
disclosed in each fund’s respective offering memorandum. We may waive, rebate, reallocate or
reduce asset-based and/or performance-based fees for certain investors. Any performance-based
fee charged will be in compliance with Rule 205-3 under the Investment Advisers Act of 1940.

On rare occasions, our funds may enter into arrangements or side letters, typically with large or
strategic investors or prospective investors, which provide for various terms that may differ or
supplement those described in the fund’s governing and offering documentation and may include
terms that are more favorable than those given to other investors. Terms addressed in such
arrangements may include but are not limited to a reduced management fee (subject to a
minimum investment amount), a most favored nations clause with respect to fees and liquidity
(subject to a minimum investment amount and other requirements), a provision permitting the
disclosure of fund information to an investor’s beneficial owners and their advisors, and such
other provisions as may be required by law or regulation applicable to such investors. Although
we may provide substantial input, these arrangements are solely at the discretion of the funds and
the funds will only enter into such arrangements as permitted by the applicable fund’s operating
documents.

Item 6: Performance-Based Fees and Side-By-Side Management

As described in Item 5, “Fees and Compensation,” we receive asset-based fees and performance-
based fees. The asset-based fee and performance-based fee payable by investors in our funds is
described in each fund’s offering memorandum, which is provided to investors.

Performance-Based Fees. Performance-based compensation arrangements may create an
incentive for us to recommend investments that may be riskier or more speculative than those
that would be recommended under a different compensation arrangement.

It is our policy not to favor the interest of one client over another. Given the different investment
objectives of our strategies, however, it is possible that in one strategy we may take a position in
a security contrary to the position held in the same security by another strategy.



Side-by-Side Management. We may simultaneously manage private funds, and managed
accounts, according to the same or a similar investment strategy (i.e., side-by-side management).
The simultaneous management of these different investment products creates certain conflicts of
interest, as the fees for the management of certain types of products may be higher than others.
Nevertheless, when managing the assets of such accounts, we have an affirmative duty to treat
all such accounts fairly and equitably over time and have adopted procedures that are designed
and implemented to satisfy this duty. By utilizing these procedures, we believe that portfolios
that are subject to side-by-side management alongside other products are receiving fair and
equitable treatment over time. See Item 12, “Brokerage Practices, Aggregating and Allocating
Trades.”

Regardless of their fee arrangements, when we manage accounts according to the same
investment strategy, we expect that those accounts will have the same investment opportunities
and be invested in the same securities with the same weighting. We hard-code allocations
among accounts that have the same investment strategies into our order management system.

Item 7: Types of Clients

We provide investment advisory services to our private investment funds, the investors in which
are generally high net worth individuals and institutional investors. In addition, some high net
worth clients and pooled investment vehicles have separately managed accounts with us, which
vehicles are not registered as investment companies under the Investment Company Act of 1940,
as amended. An investor in our private investment funds generally must be an “accredited
investor” as defined in Regulation D under the Securities Act of 1933 and, for certain of the
funds, an investor must be a “qualified purchaser” as defined under the Investment Company Act
of 1940, as amended.

There is a minimum initial investment amount for investing in our private funds. Generally, a
minimum of $1 million is required to invest in our private investment funds, although certain
funds have higher minimums as disclosed in their offering memoranda. The general partners of
our domestic funds and the boards of directors of our offshore funds, at our recommendation,
may in their discretion adjust initial investment amount minimums as they deem appropriate.
Separately managed account minimums are considered on a case-by-case basis.

Item 8: Methods of Analysis, Investment Strategies and Risk of Loss

The significant investment strategies and related material risks of our private investment funds
and managed accounts are set forth below. These objectives, strategies and risks reflect the
methods of analysis that we use to manage the funds and accounts. Investments in the funds and
managed accounts are not guaranteed; the instruments in which the funds and managed accounts
invest may lose value. An investment in securities involves a risk of loss that an investor should
be prepared to bear.

Methods of Analysis and Investment Strategies.

Long/Short Equity Strategies. Our main strategy is long/short equity. In this strategy, we aim to
produce capital appreciation with muted volatility and downside protection characteristics. We



utilize our insight into market dynamics and the comparative strengths and weaknesses of
companies in multiple industries to identify both long and short investment opportunities. This
strategy generally focuses on finding secular growth businesses (long) as well as secularly
challenged businesses (short). This strategy typically has a net long bias, but net exposure is
actively managed and dynamic and the portfolio may at times be run market neutral or slightly
net short.

From a top-down view, our long/short equity strategy relies on our assessment of the
macroeconomic and credit environments and the identification of key themes and sector/industry
trends, as well as positive and negative catalysts among sub-sector groups. Our investment
professionals actively monitor the competitive landscape of numerous industries, continually
evaluating developments in technology, regulatory shifts and trends in consumer behavior and
corporate usage. We also utilize our separate in-house two person credit team and several
advisory relationships to analyze the macroeconomic environment and market technical factors.

From a bottom-up perspective, our long/short equity strategy stresses individual company and
security-level fundamental analysis with a focus on the identification of growth in revenues and
return on invested capital (ROIC). From both a sector and company level, we place a strong
emphasis on valuation and the use of valuation tools. We also pay close attention to market
action and technical factors, particularly in the sizing and timing of positions.

Our long/short equity strategy invests primarily in publicly-traded equity securities, including
both long and short positions in common stocks, preferred stocks, convertible securities, stock
warrants, rights and Exchange Traded Funds (ETFs). We also offer a leveraged version of our
long/short equity strategy, which targets position sizes of approximately twice those of our
long/short equity strategy.

Credit Strategies. In addition, we offer credit focused asset management strategies. In these
strategies we aim to achieve capital appreciation as well as return from interest and dividend
income over shifting economic and market environments through industry and company-level
fundamental analysis. These strategies focus on corporate credit opportunities and other
investments across the capital structure.  Our investment approach involves an ongoing
assessment of the credit cycle, identification of key catalysts driving sector and industry trends,
and bottom-up fundamental company and credit/security analysis to assess investment
opportunities. Valuation analysis, through the use of a variety of methods, is an integral part of
our security selection and portfolio construction process. Our credit focused strategies invest
primarily in the full range of corporate debt and preferred stock issues, including but not limited
to, bank debt, senior secured bonds, senior bonds, subordinated bonds, convertible bonds,
preferred classes of stock, convertible preferred securities and credit swap derivatives. Some of
these strategies make both long and short investments.

Private Equity Strategies. We have historically offered private equity funds that invest in equity
securities that are not publicly traded. Our private equity funds are fully invested and not
currently open to new investors.



Material Risks

These strategies present some material risks. Investors should refer to each fund’s offering
memorandum and related documentation which contain a more detailed discussion of risks.

The material risks of investing in the long/short equity strategies follow.

Market Risks. The profitability of a significant portion of the investment strategy
depends to a great extent upon correctly assessing the future course of the price
movements of securities and other investments. There can be no assurance that we will
be able to predict accurately these price movements.

Short Sales. Short selling, or the sale of securities not owned by a portfolio, necessarily
involves certain additional risks. Such transactions expose the portfolio to the risk of loss
in an amount greater than the initial investment, and such losses can increase rapidly and
in the case of equities, without effective limit. There is the risk that the securities
borrowed by the portfolio in connection with a short sale would need to be returned to the
securities lender on short notice. If such request for return of securities occurs at a time
when other short sellers of the subject security are receiving similar requests, a “short
squeeze” can occur, wherein the portfolio might be compelled, at the most
disadvantageous time, to replace borrowed securities previously sold short with
purchases on the open market, possibly at prices significantly in excess of the proceeds
received earlier.

Leverage. Leverage results in the portfolio controlling substantially more assets than it
has equity. Leverage increases returns to the investors if the portfolio earns a greater
return on investments purchased with borrowed funds than the portfolio’s cost of
borrowing such funds. However, the use of leverage exposes the portfolio to additional
levels of risk including (i) greater losses from investments than would otherwise have
been the case had the portfolio not borrowed to make the investments, (ii) margin calls or
interim margin requirements may force premature liquidations of investment positions
and (iii) losses on investments where the investment fails to earn a return that equals or
exceeds the portfolio’s cost of borrowing such funds. The portfolio faces risks due to
leverage in the event that its equity or debt instruments decline in value.

The material risks of investing in the credit focused strategies are as follows:

Market Risks. The profitability of a significant portion of the investment strategy
depends to a great extent upon correctly assessing the future course of the price
movements of securities and other investments. There can be no assurance that we will
be able to predict accurately these price movements.

Distressed Securities. Investments in distressed securities are subject to substantial risks
in addition to the risks of investing in other types of high-yield securities. The portfolio
may lose a substantial portion or all of its investment in a distressed situation, may be
required to accept cash or securities with a value less than the portfolio’s investment or
may be prohibited from exercising certain rights with respect to its investment. Such
investments also may be adversely affected by state and federal laws. The market prices



of such investments are also subject to abrupt market movements and above average
price volatility, and the spread between the bid and ask prices of such instruments may be
greater than normally expected. In distressed situations, time-consuming and expensive
litigation can be required, leading to unpredicted delays or losses. Participating in a plan
of reorganization involves additional risks, including potential ownership in the
reorganized entity and investment of additional capital to preserve the original
investment.

» Special Situations. Special situations include companies that are involved in or are the
target of acquisition attempts or tender offers or companies that are involved in work-
outs, liquidations, spin-offs, reorganizations, bankruptcies and similar transactions. It is
possible that the transaction in which the companies are involved either will be
unsuccessful, will take considerable time or will result in a distribution of cash and/or a
new security which will be valued at less than the amount invested. Similarly, if an
anticipated transaction does not in fact occur, the portfolio may be required to sell its
investment at a loss.

* Credit Default Swaps. In addition to general market risks, credit default swaps are
subject to liquidity risk, counterparty risk and credit risk. The selling of credit default
swaps involves greater risks than if the portfolio had invested in the reference obligation
directly. If a credit event were to occur, the value of the reference obligation received by
the seller, coupled with the periodic payments previously received, may be less than the
full notional value it pays to the buyer, resulting in a loss of value to the portfolio. The
buyer of credit default swaps will incur a loss if the seller fails to perform on its
obligation should a credit event occur. In certain circumstances, the buyer can receive
the notional value of a credit default swap only by delivering a physical security to the
seller, and is at risk if deliverable securities are unavailable or illiquid.

The material risks of investing in the private equity funds are as set forth in their offering
memorandum and related documentation. We no longer offer interests in our private equity
funds.

Item 9: Disciplinary Information

Not applicable.

Item 10: Other Financial Industry Activities and Affiliations

Our general partners consist of companies controlled by Andrew Sandler, Douglas Schimmel,
Vito Menza, Eric Lewis, Harvey Sandler and Michael Marocco.

Sandler Associates GP, LLC, whose managing member is Andrew Sandler, as well as companies
controlled by Andrew Sandler, Douglas Schimmel and Harvey Sandler, are general partners of
Sandler Associates and Sandler Associates Il, L.P. Sandler Associates GP, LLC is also a service
provider to Sandler Offshore Fund, Inc. and Sandler Master Fund, Ltd.
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Sandler Plus GP, LLC, whose managing member is Andrew Sandler, is the general partner of
Sandler Plus Domestic Fund, LP and Sandler Plus Domestic Fund Il, LP and a service provider
to Sandler Plus Offshore Fund, Ltd. and Sandler Plus Master Fund, Ltd.

In addition to our serving as investment manager, we and certain of our affiliates have a
relationship with our private equity funds. We are the general partner of Sandler Investment
Partners, L.P. which is a general partner of certain of the private equity limited partnerships.
Sandler Mezzanine General Partnership, whose general partners include corporations controlled
by certain of our affiliates, is the general partner of certain other private equity limited
partnerships. As of December 31, 2011, we no longer delegate our duties under our management
agreements with such partnerships to Diamond Point Capital Management, LLC.

Neither we nor any of our management persons is registered, or has an application pending to
register, as a broker-dealer, registered representative of a broker-dealer, futures commission
merchant (“FCM”), commodity pool operator (“CPO”) or commodity trading advisor (“CTA?”).
In addition, neither we nor any of our management persons is an associated person of an FCM or
a CPO or CTA.

Neither we nor any of our management persons has a relationship with any third party that
creates a material conflict of interest with us. We do not have any arrangement in which we are
compensated for recommending or selecting other investment advisers for the funds or managed
accounts, nor do we have any other business relationship with an investment adviser that would
create a material conflict of interest with respect to our management of the funds or managed
accounts.

Sometimes we may deem it advisable for our portfolio managers or other managing directors to
serve on the board of directors or a creditors’ committee of an issuer whose securities are held in
client accounts. We may, however, elect to refrain from serving on a board of directors or a
creditors’ committee in order to avoid restrictions on trading in securities of the issuer.

Employees and related persons may purchase securities for their accounts that are also
recommended for our funds and managed accounts. Such personal trading may raise potential
conflicts of interest. We have adopted a Code of Ethics (the “Code”) governing personal trading
by our employees, which is designed to prevent and detect such conflicts of interests. Clients
and prospective clients may obtain a copy of the Code upon request. The Code requires all of
our employees to preclear all personal securities transactions not otherwise exempt under the
Code. Preclearance requests will be denied when, among other reasons, the proposed personal
transaction is deemed to adversely affect any transaction then known to be under consideration
or being effected on behalf of any client account.

In addition to the preclearance requirement, the Code prohibits our employees from acquiring
securities in any initial public offering. Our employees may also be subject to disgorgement of a
portion of their profits if they trade on the same day as clients in the same securities as clients
and receive a better price. Our employees are required to report their personal securities
transactions and disclose their securities holdings and significant business holdings that may be
deemed to present a conflict of interest with our clients. See Item 11, “Code of Ethics,
Participation or Interest in Client Transactions and Personal Trading.”
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We manage partnerships and a managed account for the benefit of certain of our partners and
eligible employees. The partnerships may invest in the same securities as clients but are subject
to restrictions on the timing and amount of their investments in those securities.

We may engage in cross trades between client accounts which will be conducted in accordance
with applicable law. We may execute internal cross transactions (for portfolio rebalancing or
other purposes) between client accounts as long as neither we nor an affiliate receives any
transaction based compensation, unless client consent has been obtained.

Item 11: Code of Ethics, Participation or Interest in Client Transactions and Personal
Trading

We have adopted a Code of Ethics (the “Code”), which is designed to set forth the general
fiduciary principles governing employees, require compliance with the Federal securities laws,
and to detect and prevent conflicts of interest.

We permit our employees to engage in personal securities transactions, including buying or
selling securities that we have recommended to, or purchased or sold on behalf of, clients. These
transactions raise potential conflicts of interest, including when they involve securities owned or
considered for purchase or sale by or on behalf of a client account. The Code imposes specific
requirements concerning employees’ personal security investments including:

e Employees are required to report personal securities transactions in all covered securities,
which exclude the following: direct obligations of the U.S. government, shares of mutual
funds, commercial paper, certificates of deposit, high quality short term debt instruments,
and shares issued by money market funds.

e Employees must receive prior approval before trading in a covered security, subject to
limited exceptions. Authorization is effective only for the calendar day that the request
was submitted and approved, except in limited situations related to private placements,
when authorization is effective for the length of time reasonably required to effect the
transaction, or thirty days from the day preclearance was granted, whichever is shorter.

e Employees may not engage in more than twenty purchase or sale orders in any thirty day
period.

e Employees may not purchase securities in initial public offerings.

e Employees must file quarterly reports and certifications of covered trading activity.

e Employees must report all brokerage accounts in which they or certain family members
have a beneficial interest and are required to send duplicate trading confirmations and
account statements directly to us for such accounts.

Our employees are also subject to the following additional requirements:
e Employees may not serve on the board of directors of any unaffiliated company without

approval.
e Employees are subject to restrictions on gifts and entertainment.
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We may grant exceptions to provisions of the Code in circumstances determined not to be
against the interests of clients. We can impose severe sanctions for violations of the Code by our
employees, including termination of their employment.

Our employees or those of our affiliates may come into possession of material nonpublic
information concerning various companies. We have established policies that serve to limit the
dissemination of such information and provide us with flexibility in managing our clients’
portfolios. Nevertheless, if we possess such information, our ability to buy or sell securities of
such issuers for our clients may be restricted, although any such restrictions are expected to be
infrequent. Such restrictions also may be imposed in isolated instances to prevent even an
appearance that such information has been used in a manner contrary to law.

We will provide a copy of the Code to any client or prospective client upon request.

Item 12: Brokerage Practices

Selection and Compensation of Broker-Dealers. When we select a broker-dealer for transactions
in our clients” accounts, we weigh a combination of criteria regarding the broker-dealer and the
reasonableness of its compensation.

When selecting brokers to execute transactions, we are not required to solicit competitive bids
and do not have an obligation to seek the lowest available commission cost, but rather best
overall execution. In our experience, neither the lowest commission rate nor the most
expeditious execution necessarily correlates to the best trade for the client. The factors we
consider in selecting a broker-dealer and determining the reasonableness of its compensation
include:

the nature of the security being traded;

the size and type of the transaction;

the nature and character of the markets for the security to be purchased or sold;

the activity existing and expected in the market for the particular security;

confidentiality;

the quality of the execution, clearance and settlement services;

financial stability of the broker or dealer;

the existence of actual or apparent operational problems of any broker or dealer;

rebates of commissions by a broker to a managed account or to a third party service

provider of the managed account to pay an account expense;

e research products or services provided;

e the broker-dealer’s activity in trading a particular security;

e the broker-dealer’s block trading and block positioning capabilities and ability to execute
difficult transactions;

o the broker-dealer’s responsiveness to our portfolio managers, traders, investment
operations and legal and compliance personnel;

e the nature of the research created or developed by the broker-dealer, which is called

“proprietary research;”
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e the broker-dealer’s access to research that the broker-dealer itself has not created or
developed, which is called “third party research;”

e the value and quality of the research and other products and services other than brokerage
services that we receive from the broker-dealer or that the broker-dealer pays for (either
by cash payments or commission), as more fully described under “Soft dollar benefits,”
below; and

e regulatory, legal and macro-economic matters that may affect the broker-dealer.

Soft dollar benefits. We may receive research or other products or services other than brokerage
services from a broker-dealer or a third party in connection with client securities transactions.
We received the following types of products and services with client brokerage commissions
within our last fiscal year:

e traditional research reports analyzing the performance of a particular stock or company;

e market data and economic data, including stock quotes, last sale prices and trading
volumes;

e seminars or conferences (excluding the cost of travel, entertainment and meals);

e services used to transmit orders to broker-dealers for execution; and

e order management and other systems which electronically communicate allocation
instructions between institutions, broker-dealers and our prime brokers.

When we use client brokerage commissions to obtain research or other products or services from
a broker-dealer or third party, we receive a benefit because we do not have to produce or pay for
the research, products or services ourselves. Consequently, we may have an incentive to select
or recommend a broker-dealer based on our interest in receiving the research or other products or
services, rather than on our clients’ interest in receiving most favorable execution of trades. As a
result, we may cause clients to pay commissions that are higher than those charged by other
broker-dealers in return for research or other products or services provided.

It is not our practice to negotiate “execution only” commission rates. As a result, each client
may be considered to be paying for research or other products and services provided by the
broker-dealer that are included in the commission rate. In general, the research or other products
or services furnished by broker-dealers through which we trade are used for the benefit of our
clients as a group and not necessarily for the benefit of the particular client whose trades are
handled by the broker-dealer who provides such research or other products or services.

We only use client brokerage commissions to pay for brokerage and research products and
services that are eligible under Section 28(e) of the Securities Exchange Act of 1934.
Sometimes, a portion of the brokerage and research products and services we use are eligible
under Section 28(e) and another portion is not eligible. These are referred to as “mixed use”
products and services. In the case of “mixed use” products and services, we will make cash
payments for the non-eligible portion. Our receipt of these mixed-use products and services and
our determination of the appropriate allocation between our cash payments and the use of client
brokerage commissions create a conflict of interest because we benefit to the extent that client
brokerage commissions pay for the products and services. We make a good faith allocation
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between the research and non-research use of services and use our own funds to pay for the
percentage of the service that is used for non-research purposes.

Aggregating and Allocating Trades. We aggregate trades (also known as “bunching” trades) to
obtain efficiencies that may be available on large transactions. These bunched orders are
averaged as to price which, in some cases, may cause a client to receive a less favorable price
than if the client’s order had not been aggregated. For all clients managed according to the same
investment strategy, we will usually allocate aggregated trades based on a percentage, pro rata or
other objective basis. Generally, accounts managed according to the same investment strategy
receive an allocation of securities that results in all such clients having the same level of
exposure to such securities, and as part of such allocation, securities are allocated first to bring
all participating clients to the same level of exposure and then to maintain such level of
exposure. Exceptions may occur. For example, we may deviate from the percentage, pro rata or
other objective allocation basis in order to avoid a de minimis allocation or to maintain round
lots.

When we allocate bunched trades to client accounts, we do not favor the interest of one client
over another. However, there may be differences in the amount purchased or sold for accounts.
These differences may occur for a number of reasons, including but not limited to:

client imposed restrictions or instructions;

the need to restore appropriate weightings of the portfolio held by certain client accounts;
eligibility to participate in a trade pursuant to compliance regulations;

tax considerations; or

avoidance of de minimis allocations.

There may be instances when there is a limited supply for a particular security or investment
opportunity. In such cases, it is our general policy to make a pro rata allocation to accounts
based on the original amounts targeted for each account. We may exclude certain accounts from
such pro rata allocations if, for example, such allocations would result in such accounts receiving
amounts that the portfolio manager believes are too small to properly manage. We cannot assure
that in every instance an investment will be allocated on a pro rata basis.

Contemporaneous Trading. In connection with portfolio rebalancing transactions, we may
purchase or sell the same securities for more than one advisory client account on the same day
(including at the same time) in the same direction, the opposite direction or a combination of the
two directions. A concurrent purchase for one client and sale for another client may result in a
loss for one client and a gain for another client. We have adopted policies and procedures which
we believe are designed to treat clients fairly and prevent clients from being systematically
favored or disfavored in connection with such transactions.

Initial Public Offerings. Sometimes client accounts have the opportunity to participate in an
initial public offering (“IPO”). We will allocate IPO shares to a client account if we believe that,
based on the account’s investment restrictions, risk profile, asset composition and cash levels, the
IPO is an appropriate investment and the account is otherwise eligible under FINRA rules.
When making allocations among accounts, we generally intend to allocate IPOs to eligible
accounts on an equitable basis, based on the relative net asset values of the underlying investors
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in such accounts that are eligible to participate in IPOs. However, we may decide, in our sole
discretion, based on certain factors such as avoidance of a de minimis allocation, available cash,
or other reasons, that a particular account should receive fewer shares or no shares of a particular
IPO. This may result in some client accounts being given no stock in a particular offering.

Item 13: Review of Accounts

Our portfolio managers and risk manager review client accounts on a regular basis to monitor
client objectives and guidelines and the portfolio management team’s general policies and
strategies.

Each investor in our long/short equity funds and our leveraged version of our long/short equity
funds receives a monthly statement as to the value of his or her investment, a monthly exposure
report and peformance attribution, a quarterly letter with portfolio manager commentary on
current investment strategy and outlook including performance results and comparative returns,
annual audited financial statements and annual tax information (if applicable). We also conduct
meetings with investors in these funds on an annual basis and upon request. Separate specialized
reports are delivered as requested by investors in these funds. Managed account clients that
employ our long/short equity strategy receive the reporting provided for in the investment
management agreement governing such accounts.

Each investor in our credit focused strategies is a separately managed account which receives
reports as set forth in the investment management agreement governing each such account.

Each investor in our private equity funds receives a semi-annual status report on the value of
each portfolio company investment as well as a statement reflecting the status of such investor’s
capital account at such time, annual financial statements, which may or may not be audited,
(including a balance sheet, an income statement and a statement of changes in his or her capital
account balance) and annual tax information reported on Form K-1, if applicable.

Item 14: Client Referrals and Other Compensation

We enter into solicitation or referral agreements with third parties under which we pay solicitors
a percentage or portion of the compensation we receive on the accounts referred by the solicitor.

If we pay a cash fee to anyone for soliciting clients on our behalf, we comply with the
requirements of the SEC’s cash solicitation rule, if applicable. This rule requires a written
agreement between the investment adviser and the person soliciting clients on its behalf. The
rule also requires that the soliciting person provide a disclosure document to the potential client
at the time that the solicitation is made. As required by the rule, we will not engage another
person to solicit clients on our behalf if that person has been subject to securities regulatory or
criminal action within the preceding ten years. The fact that we may share a portion or
percentage of the compensation we receive for investment advisory services will not result in any
client being charged fees at a rate in excess of the rate or level of advisory fees we customarily
charge our investment advisory clients for similar services to comparable accounts, nor will we
charge any client any other amount for the purpose of offsetting our cost of obtaining an account
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through a third party referral. We are not currently soliciting clients on behalf of the private
equity funds.

Iltem 15: Custody

Although we do not have physical possession of our clients’ cash and securities, we or an affiliate
may, among other things, act as general partner to private investment funds for which we serve
as investment adviser. This may cause us to be deemed to have custody of the private
investment fund’s assets for purposes of the custody rule of the Investment Advisers Act of
1940. Accordingly, to meet the requirements of the custody rule, private investment funds for
which we serve as investment adviser are subject to an annual audit in accordance with generally
accepted accounting principles conducted by an independent public accountant that is subject to
regular inspection by the Public Company Accounting Oversight Board and the audited financial
statements are distributed to investors in the private investment funds within 120 days of the end
of the funds’ fiscal year. To the extent that any such funds are not subject to an annual audit, an
independent accountant will conduct an annual surprise exam, as required by the custody rule.

We do not have custody of cash or securities of clients for whom we manage separate accounts.
Managed account clients select their own qualified custodians, such as banks or broker-dealers,
to maintain client funds or securities. Such clients may receive account statements directly from
their custodians and should carefully review such statements.

Item 16: Investment Discretion

We have investment discretion to manage securities on behalf of client accounts. Managed
account clients may impose restrictions on this discretion, which are in the investment
management agreement and guidelines for their accounts and specify the types of investments
permitted. These guidelines sometimes place limits on the types of securities or on the amount
of securities of particular issuers or industries that we can purchase for the account. Our
portfolio manager, traders, risk manager and chief compliance officer participate in the review of
a managed account’s guidelines before we begin managing the account. Managed account
clients can generally change these restrictions by amending their investment management
agreements or guidelines or by other written instructions. For our funds, we are provided
discretion through limited partnership agreements and investment management agreements.

Item 17: Voting Client Securities

We are authorized to vote the securities held by our funds. When a managed account client
retains us as investment adviser, the client’s investment management agreement will state
whether or not the client has authorized us to vote the securities in his or her account. We have
adopted policies and procedures for when we exercise this voting authority.

To assist us in voting publicly traded client securities, we currently use Institutional Shareholder
Services, Inc. (“ISS”). Our standard guidelines for voting such securities follow ISS voting
recommendations. For those clients for whom we have voting authority, we instruct the client’s
custodians to send all ballots to ISS and we instruct 1SS on which guidelines to follow. Rarely,
when we believe it is in the best interest of our clients, we will override ISS’s recommendations.
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For privately held securities, we have developed guidelines and recommendations which
summarize our typical approach to several common proxy voting situations with respect to
exercising our voting authority. In general, we will vote such proxies in the best interest of our
clients.

Clients who wish to obtain either a copy of our voting policies and procedures or information as
to how securities in their account were voted should send a written request to:

Sandler Capital Management
711 Fifth Avenue

New York, NY 10022
Attention: Stacey W. Seewald

Item 18: Financial Information

Not applicable.
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