
   

 

 

 

FIRM BROCHURE 
 (Part 2A of Form ADV)  

 

 

March 28, 2013  
 

 

PNMAC Capital Management, LLC 
6101 Condor Drive 

Moorpark, California 93021 

Phone: (818) 224-7442 

Fax: (818) 337-2138 
 

 

 

Part 2A of Form ADV (the “Brochure”) provides information about the qualifications and 

business practices of PNMAC Capital Management, LLC.  If you have any questions about 
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ITEM 1: COVER PAGE 
 

Please refer to previous page. 

 

ITEM 2: MATERIAL CHANGES  
 

Summary of Material Changes 

 

This Brochure dated March 28, 2013  amends the previous Brochure dated February 28 , 2013. A 

Summary of the Material Changes since the last annual amendment of the Brochure follows: 

 

1. The Regulatory Assets Under Management have been updated to $ 630,313,626   which 

reflects the amounts as of December 31, 2012.  

 

2. Effective July 16, 2012, Gino Malaspina became Chief Compliance Officer of PNMAC 

Capital Management, LLC.  Mr. Malaspina replaced Jeff Grogin, Chief Administrative 

and Legal Officer and Secretary, and Anne McCallion, Chief Financial Officer, who 

served as Co-Chief Compliance Officers from March 2, 2012 to July 16, 2012. 

 

3. Gifts: A Gift accepted by an Access Person with a Fair Market Value greater than $100 

needs to be reported to the Adviser.  If an Access Person accepts a gift with a Fair Market 

Value of over $250, the Access Person must pay the provider the value of the gift that 

exceeds $250, surrender the gift to the Adviser, or if appropriate with the approval of the 

Chief Compliance Officer, donate the gift (or equivalent value) to charity. 

 

4. Entertainment: Business dinners, attending sporting events with a host, or similar 

activities that provide the employee with something of value that the Access Person 

reasonably believes to be greater than $250 need to be reported to the Adviser. 

 

5. All employees of the Adviser are required to report initially upon hire and annually 

thereafter certain political contributions. Certain promoted employees and employees 

terminating employment with the Adviser are also required to report political 

contributions. 

 

Pursuant to new SEC Rules, PNMAC Capital Management, LLC, within 120 days after its fiscal 

year end of December 31, will ensure that clients receive either a Brochure along with a 

Summary of Material Changes, or a Summary of Material Changes accompanied by an offer to 

provide a full copy of this Brochure.  To the extent that the firm experiences material changes in 

the future, clients will receive the Summary of Material Changes with a copy of this Brochure, or 

the Summary of Material Changes accompanied by an offer to provide a full copy of this 

Brochure.  
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Item 4: Advisory Business 
 

Description of Firm  

PNMAC Capital Management, LLC (the “Adviser”) is a limited liability company 

organized in accordance with the Delaware Limited Liability Company Act, and 

provides investment advisory services to affiliated funds including two   closed 

end registered investment companies (“RICs”), a closed end private fund 

(“Private Fund”), a Cayman Islands exempted company (collectively the 

“Funds”), and a publicly traded REIT (“Public REIT”). The Adviser has been in 

business since May, 2008. 

The Adviser specializes in acquiring and managing distressed residential 

mortgage assets that are sold by financial institutions including banks, thrifts, and 

non-bank mortgage lenders.  

Principal Owners 

PNMAC Capital Management, LLC’s principal owner is Private National 

Mortgage Acceptance Company, LLC (“PennyMac”). PennyMac’s principal 

owners are Blackrock Mortgage Ventures, LLC, HC Partners LLC, and 

PennyMac senior management, which each own between 25% but less than 50%.  

No one in PennyMac’s senior management owns more than 25% of PennyMac. 

Types of Advisory Services Offered 

The Adviser specializes in managing mortgage-related assets, particularly 

residential nonperforming and underperforming loans and mortgage-backed 

securities. The Adviser’s affiliate, PennyMac Loan Services, LLC, services 

most of the residential mortgage loans and real estate owned that are held as 

investments in the Funds and the Public REIT.  

The Adviser has sole investment discretion for the clients it manages with 

respect to their respective assets and makes all decisions affecting each client’s 

assets in accordance with the client’s stated objective and policies as outlined 

in its offering documents.  The Adviser selects investments for its clients and 

places purchase and sale orders for investments on behalf of such entities.  

Please refer to Item 8 for further information on our methods of analysis and 

investment strategies, including details on the specific risks associated with 

these strategies. 

The Adviser makes members of its staff available to its clients to answer 

questions, provide additional information, or aid them as is permissible.  The 

Adviser also issues a monthly report to its clients on business activity in the 

mortgage finance industry, with data and graphs, commentary, news items, and 

other pertinent items.   
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Advisory Agreements 

The Adviser has entered into separate investment management agreements with 

each of its clients.  

Amount of Client Assets Managed 

 

Regulatory assets under management as of Dec. 31, 2012 are as follows: 

 

Type of Account Regulatory Assets Under 

Management 

Discretionary $630,313,626 

Non-Discretionary $-0-   

Total: $630,313,626  

 

ITEM 5: FEES AND COMPENSATION 
 

The following chart summarizes the fees and compensation to the Adviser (and the Adviser’s 

General Partner Affiliate):  

 
Type of Fee Payable to Public REIT RIC Private Fund 

Management 

Fee 

Adviser Base management fee equal to 

1.50% per annum, calculated 

quarterly, in arrears, of the 

Public REIT’s Shareholders’ 

Equity. 

 

Management fee paid  

in arrears in an 

amount equal to an 

annualized rate of 

1.50% of the lower of 

aggregate Capital 

Contributions  or the 

Fund’s NAV. 

Management fee 

paid in arrears in an 

amount equal to an 

annualized rate of 

2.00% of the lower 

of the  aggregate  

Capital 

Contributions or the 

Fund’s NAV.  

Incentive 

Fee/Carried 

Interest 

Adviser and 

Adviser’s 

Affiliate 

The performance incentive fee is 

calculated at 20% per year of the 

amount by which core earnings, 

on a rolling four-quarter basis 

and before the incentive fee, 

exceeds an 8% hurdle rate as 

described  more fully in the 

Investment Management 

Agreement which is filed as an 

exhibit to the Public REIT 

client’s Form S-11 which was  

filed with the SEC on  May 22, 

2009. 

 

Adviser’s affiliate 

will receive a Carried 

Interest equal to 

approximately 20% 

of the RIC’s profits 

as described in the 

section of the PPM 

entitled “Summary of 

Principal Terms—

Distributions”. See 

Item 8 for offering 

document 

information. 

Adviser will receive 

a Carried Interest 

equal to 

approximately 20% 

of the Private 

Fund’s profits as 

described in the 

section of the PPM 

entitled “Summary 

of Principal 

Terms—

Distributions”. See 

Item 8 for offering 

document 

information. 

Shareholder 

Services Fee 

Adviser Not applicable. Fee paid in arrears  in 

an amount equal to  

an annualized rate of 

0.5% of the lower of 

aggregate Capital 

Contributions or the 

Fund’s NAV. 

Not applicable. 
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Termination 

Fee 

Adviser The termination fee, payable for 

(1) the Public REIT’s 

termination of the management 

agreement without cause or 

(2) Adviser’s termination of the 

management agreement upon a 

default in the performance of 

any material term of the 

management agreement, will be 

equal to three times (a) the 

average annual base 

management fee and (b) the 

average annual (or, if the period 

is less than 24 months, 

annualized) incentive fee earned 

by Adviser during the prior 

24-month period before 

termination. 

Not applicable. Not applicable. 

 

All advisory fees are negotiated with the client and are paid in arrears. Fees from the RIC and the 

Private Funds are deducted quarterly from client’s accounts by the client’s custodian and paid 

directly to the Adviser. Fees paid by the Public REIT are calculated by the Adviser within 30 

days after the end of each quarter. Payment is made by the Public REIT after delivery of a 

written statement setting forth the computation of the fee for such quarter.  

 

Clients maintain agreements with third parties for administration, custody, transfer agency and 

fund accounting services, and the clients pay for these certain services in addition to the advisory 

fees. Clients also maintain agreements with an affiliated loan servicer to provide loan servicing 

for generally all of the loans owned by the clients, which costs are in addition to the advisory and 

administrative services. 

 

An affiliated client, PNMAC Mortgage Opportunity (Offshore) Fund, LTD, invests all of its 

assets in PNMAC Mortgage Opportunity Fund, LLC and does not pay a separate management or 

shareholder fee to the Adviser. Additional information regarding this client may be found in Item 

10: Other Financial Industry Activities and Affiliations. 

 

The Adviser, in its advisory capacity, may also earn cash and non-cash advisory compensation 

for assisting in or providing valuation services related to the securitization of mortgage pools.   

 

Certain expenses are paid by the Adviser and are reimbursed by clients as follows: 

 

Public REIT 

The Public REIT pays all operating expenses, except those specifically required to be borne by 

the Adviser under the management agreement.  Expenses actually incurred by the Adviser that 

are reasonably necessary for the performance by the Adviser of its duties and functions under the 

management agreement are reimbursable.  Expenses not reimbursable to the Adviser include 

salaries and other compensation of its personnel. In addition, the Public REIT is required to pay 

pro rata portion of rent, telephone, utilities, office furniture, equipment, machinery and other 

office, internal and overhead expenses of the Adviser and its affiliates required for our 
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operations.  These expenses are allocated based on the ratio of the proportion of gross assets 

compared to all remaining gross assets managed by the Adviser as calculated at each quarter end.  

The Public REIT and the Adviser shall modify this allocation methodology, subject to board of 

trustees’ approval if the allocation becomes inequitable. 

Funds 

 

The Funds will be responsible for paying the compensation of the Adviser, due diligence, 

negotiation and broken deal expenses, fees and expenses of custodians, administrators, transfer 

and distribution agents, counsel and directors, insurance, filings and registrations, proxy 

expenses, expenses of communications to investors, interest, taxes, portfolio transaction 

expenses, indemnification, litigation and other extraordinary expenses and such other expenses 

as the Adviser is not obligated to provide (such as services the Adviser is required to supervise, 

review or coordinate) and as are approved by the directors as being reasonably related to the 

organization, offering, capitalization, operation, regulatory compliance or administration of the 

Company and any portfolio investments.  Expenses associated with the general overhead of the 

Adviser will not be covered by the Funds. Funds will bear the costs and expenses of the Adviser 

pursuant to agreement, which may not be amended without the Adviser’s written consent. 

Adviser may advance payment of any such fees and expenses and the Fund is obligated to 

reimburse the Adviser within 30 days following written request.   

 

ITEM 6: PERFORMANCE-BASED FEES AND SIDE-BY-SIDE MANAGEMENT 
 

Performance-based fees are in the form of Incentive Compensation/Carried Interest, and are 

outlined in the table above.  

 

The Adviser provides investment advisory services to affiliated funds including two  closed end 

registered investment companies, a closed end private fund, and a publicly traded REIT, and 

therefore may encounter potential conflicts of interest. Two of the Adviser’s investment 

representatives are investors in the Private Fund. However, as a fiduciary, the Adviser strives to 

allocate all investment opportunities among its clients on a fair and equitable basis and in 

accordance with each client’s stated investment objectives and restrictions. In addition, the 

Adviser’s Chief Compliance Officer will perform periodic reviews of the investment allocations 

to the Funds and the REIT, to help ensure allocations remain fair and equitable.  

 

ITEM 7: TYPES OF CLIENTS 
 

Description 

 

The Adviser focuses on affiliated clients that invest in mortgage related assets. The affiliated 

clients consist of two closed end registered investment companies, a closed end private fund, a 

Cayman Islands exempted company and a publicly traded REIT.  

PNMAC Mortgage Opportunity Fund, LLC, invests substantially all of its assets in a limited 

partnership interest of PNMAC Mortgage Opportunity Fund, L.P. (the “Master Fund”), a limited 

partnership formed under the laws of the state of Delaware. The Master Fund operates as a 
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master fund in a master-feeder fund structure.  The Master Fund acts as a central investment 

mechanism for PNMAC Mortgage Opportunity Fund, LLC, and PNMAC Opportunity Fund 

Associates, LLC, the General Partner of the Master Fund.  The General Partner of the Master 

Fund has the exclusive right to conduct the operations of the Master Fund.  PNMAC Mortgage 

Opportunity Fund, LLC held a 99.99% ownership interest in the Master Fund at December 31,  

2011, 2010, and 2009. At December 31, 2012, PNMAC Mortgage Opportunity Fund held a 

91.8% ownership of the Master Fund. PNMAC Mortgage Opportunity Fund, LLC is the sole 

limited partner in the Master Fund.  Please see Item 10 for additional information on the 

affiliations of the Funds. 

Currently the Adviser only provides services to affiliates and does not generally offer services to 

the public. 

 

Conditions for Managing Accounts 

 

The Adviser does not impose any specific conditions for managing accounts; however, the 

Adviser focuses on its affiliated funds and does not generally offer its services to the public.   

 

ITEM 8: METHODS OF ANALYSIS, INVESTMENT STRATEGIES AND RISK OF LOSS 
 
Methods of Analysis 

 

The Adviser’s investment objective is to generate attractive risk adjusted return to our clients 

over the long term, according to each client’s stated investment objective and policies. The 

Adviser utilizes proprietary analytical and portfolio management expertise and technology to 

review potential investments of residential whole loans and mortgage backed securities. The 

investment analysis review process involves reviewing loan collateral characteristics, aggregate 

loan portfolio profiles, cash flow analysis, and structure of investment acquisition.    

 

Investment Strategies 

 

The investment strategy deployed targets specific niche areas in the residential mortgage sector 

that fit both the weighted average life and yield profile of a client’s portfolio requirement. The 

Adviser’s primary target for potential investment are nonperforming and underperforming 

residential loan pools primarily from large financial institutions that are reducing their exposure 

to these types of loans.  

 

Risk of Loss 

 

Investing in mortgage loans and mortgage related assets is risky and could result in loss. Clients 

should be aware of the risks and be prepared to bear any such loss.  

 

Client’s investment activities expose it to the various types of risk, which are associated with the 

financial instruments and markets in which it invests. 
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Investments in mortgage-backed securities and mortgage loans have exposure to certain degrees 

of risk, including interest rate, market risk, and the potential non-payment of principal and 

interest, including default or bankruptcy of the issuer or the intermediary in the case of a 

participation.  Mortgage loans are subject to prepayment risk, which will affect the maturity of 

such investments. 

 

Investments in real estate acquired in settlement of loans are subject to various risk factors.  

Generally, real estate investments could be adversely affected by a recession or general 

economic downturn where the properties are located as well as the availability of similar 

properties in the immediate area.  Real estate investment performance is also subject to the 

success that a particular property manager has in managing the property.   

 

Clients are indirectly subject to interest rate risk.  Interest rate risk is the risk that investment in 

loans held by the mortgage investments will decline in value because of changes in market 

interest rates.  Investments in mortgage loans with long-term maturities may experience 

significant price declines if long-term interest rates increase. 

 

Market risk represents the potential loss in value of financial instruments caused by movements 

in market factors including, but not limited to, market liquidity, investor sentiment, interest and 

foreign exchange rates.  Client’s portfolios include certain investments that are generally illiquid 

and have a greater amount of market risk than more liquid investments.  These investments may 

trade in limited markets or have restrictions on resale or transfer and may not be able to be 

liquidated on demand if needed.  The value assigned to these investments may differ 

significantly from the values that would have been used had a ready market existed and such 

differences could be material to the financial statements. 

 

Adverse changes in economic conditions are more likely to lead to a weakened capacity of 

borrowers to make principal payments and interest payments.  An economic downturn could 

severely affect the ability of highly leveraged borrowers to service their debt obligations or to 

repay their obligations.  Under adverse market or economic conditions, the secondary market 

could contract further as well, increasing the illiquid nature of the loans.  As a result, the 

Mortgage Investments could find it more difficult to sell loans or may be able to sell only at 

prices lower than if such investments were widely traded. 

 

An investment in the Funds or the Public REIT is subject to investment risk, including the 

possible loss of the entire principal invested.  An investment in the Funds or the Public REIT 

represents an indirect investment in the loans held by the mortgage companies.  The value, like 

other market investments, may move up or down, sometimes rapidly and unpredictably.  An 

investment in the Funds or the Public REIT at any point in time may be worth less than the 

original investment.  Investment values can fluctuate for several reasons including the general 

condition of the mortgage market or when political or economic events affecting the issuers 

occur. 

 

As part of its investment strategy, the Funds or the Public REIT may utilize borrowings.  Client 

investments may also use borrowings in the ordinary course of their operations.  The use of 

borrowings may materially affect the operations of the clients or its investment and thus its 
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ultimate value.  Financing may not always be available on acceptable terms, in the necessary 

amounts, or for the period needed.  This could have a material negative impact on the 

performance of the Funds or the Public REIT. 

  

The Funds clear substantially all of its investment purchases and sales and maintains 

substantially all of its investments and cash positions at the third party administration and 

custodian.  Credit risk is measured by the loss the Funds would record if administrator failed to 

perform pursuant to terms of their obligations. 

 

Due to the nature of the master fund/feeder fund structure, the Master Fund could be materially 

affected by subscription or redemption activity. 

 

Additional risks and risk factors are stated in each client’s offering documents or Form 10-K: 

 

o PNMAC Mortgage Opportunity Fund, LLC Confidential Private Placement 

Memorandum Amended and Restated as of September 30, 2008 

o PNMAC Mortgage Opportunity Fund Investors, LLC Confidential Private Placement 

Memorandum Amended and Restated as of September 30, 2008 

o PNMAC Mortgage Opportunity (Offshore) Fund, LTD. (a Cayman Islands Exempted 

Company) Offshore Wrapper to the Confidential Private Placement Memorandum of 

PNMAC Mortgage Opportunity Fund, LLC July, 2008 

o PennyMac Mortgage Investment Trust’s most recent Annual Report on Form 10-K   

 

 

The Adviser does not represent, guarantee or imply that the services or methods of analysis 

employed by us can or will predict future results, successfully identify market tops or bottoms, or 

insulate clients from losses due to market corrections or declines. 

 

ITEM 9: DISCIPLINARY INFORMATION 
 

Registered investment advisers are required to disclose all material facts regarding any legal or 

disciplinary events that would be material to a client’s or prospective client’s evaluation of an 

adviser or the integrity of its management. The Adviser does not have any such legal or 

disciplinary events and thus has no information to disclose with respect to this Item. 

 

ITEM 10: OTHER FINANCIAL INDUSTRY ACTIVITIES AND AFFILIATIONS 
 

Financial Industry Activities  

The Adviser’s clients maintain agreements with an affiliated servicer, PennyMac Loan Services, 

LLC (“PLS”). PLS performs loan servicing for most of the loans owned by the Adviser’s clients. 

Each client acknowledges the use of the affiliated servicer PLS through the execution of 

Servicing Agreements. PLS earns servicing fees from each investment client for servicing 

portions of its loan portfolio.  
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Affiliations 

 

The Adviser is affiliated with the following entities: 

 

 PennyMac Loan Services, LLC - the loan servicer, which receives compensation 

from clients 

 PNMAC Loan Services, Inc. – a real estate broker 

 PennyMac Mortgage Investment Trust – a client and a public company 

 PNMAC Mortgage Opportunity Fund, LLC – a client and a registered investment 

company 

 PNMAC Mortgage Opportunity Fund, LP- a client and a registered investment 

company, wholly owned by PNMAC Mortgage Opportunity Fund, LLC 

 PNMAC Mortgage Opportunity Fund Investors, LLC- a client and an 

unregistered (a private) fund 

 PNMAC Mortgage Opportunity (Offshore) Fund, LTD- a client and a Cayman 

Islands exempted company that invests in PNMAC Mortgage Opportunity Fund 

LLC 

 PNMAC Opportunity Fund Associates, LLC – the Adviser is the managing 

member of this limited liability company, which is the general partner of the 

PNMAC Mortgage Opportunity Fund, LP.  

 

Clients should be aware that there may be certain direct and indirect economic benefits received 

by the Adviser due to these affiliations, which create conflicts of interest and may indirectly 

influence the Adviser’s choice of investments for clients; however, as a fiduciary to our clients, 

we endeavor at all times to put the interest of our clients first and the Adviser will make 

investment decisions for each client that are suitable based on a particular client’s investment 

objectives and policies..  

 

ITEM 11: CODE OF ETHICS, PARTICIPATION OR INTEREST IN CLIENT 

TRANSACTIONS AND PERSONAL TRADING 
 

Description of Code of Ethics  

 

The Adviser’s current Code of Ethics is prepared in accordance with applicable federal securities 

laws. General principles and specific provisions include: 

o At all times, the interests of the Adviser’s clients must come first; 

o Personal security transactions must be conducted consistent with the code in a manner that 

avoids any actual or potential conflict of interest; No inappropriate advantage should ever be 

taken of any position of trust and responsibility. 

o The Adviser prohibits Access Persons from engaging in any outside business activities or 

employment that conflicts with their job at the Adviser; and   

o  Gifts. A Gift accepted by an Access Person with a Fair Market Value greater than $100 

needs to be reported to the Adviser.  If an Access Person accepts a gift with a Fair Market 

Value of over $250, the Access Person must pay the provider the value of the gift that 
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exceeds $250, surrender the gift to the Adviser, or if appropriate with the approval of the 

Chief Compliance Officer, donate the gift (or equivalent value) to charity. 

o Entertainment: Business dinners, attending sporting events with a host, or similar activities 

that provide the employee with something of value that the Access Person reasonably 

believes to be greater than $250 need to be reported to the Adviser. 

o Covered Associates, as defined in the Code, are required to obtain pre-approval for any 

political contribution to any political party, Political Action Committee or any one candidate 

or official, per election, that in the aggregate would exceed  $150 if the Covered Associate 

could not vote for a candidate or official, or  $350 if the Covered Associate could vote for the 

candidate or official . All employees of the Adviser are required to report initially upon hire 

and annually thereafter certain political contributions. Certain promoted employees and 

employees terminating employment with the Adviser are also required to report political 

contributions. 

 

The Adviser’s affiliate, a loan servicer, may receive compensation or compensation-in-kind as a 

result of servicing the investment loan portfolio. The Adviser may make investment decisions 

based on access to the right to service a mortgage loan portfolio. The Adviser will make 

investment decisions for each client that are suitable, based on a particular client’s investment 

objectives and policies and in accordance with the Adviser’s fiduciary duties. 

 

The Code of Ethics will be provided to any client or prospective client upon request. 

 
The Adviser does not participate in client transactions but may receive compensation or 

compensation-in-kind relating to the activities of its affiliated loan servicing entity. 

 

ITEM 12: BROKERAGE PRACTICES 

The Adviser may select dealers or brokers to execute the purchases and sales of clients’ 

investments.  If any dealers or brokers are used in connection with the purchase or sale of 

any investments, the Adviser will seek best execution for each transaction that provides the 

best available price and most favorable execution reasonably obtainable under the 

circumstances. 

Best execution may be measured over time through several transactions rather than a single 

transaction. Clients generally do not pay commissions on investment transactions as substantially 

all transaction are on a principal basis with dealers or directly with the sellers which may or may 

not include a markup or a markdown. The Adviser does not utilize soft dollar arrangements. 

 

No client will be favored over any other client that participates in an aggregated order.  The 

clients will participate at the average price for all of Adviser’s transactions in that specific 

transaction.  Transaction costs are shared on a pro rata basis depending upon each client’s 

participation in the transaction. 

 

The Adviser may execute transactions on an aggregated basis and the investment will be 

allocated at all times on a fair and equitable basis, which is generally based on the available 

investment capacity for each client.  
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In the case of pro rata purchases of pools of loans where the pool is allocated among client 

accounts, the Adviser, at the time of purchase, seeks to allocate the individual mortgage loans in 

the pools among client accounts such that the overall allocation of acquired mortgage loans in 

the pools will target reasonable symmetry with reference to, among other factors, the following:  

 unpaid principal balances;  

 delinquency status;  

 purchase price;  

 lien position;  

 expected cash flows;  

 geography; and  

 such other factors as may be relevant to a particular transaction.  

 As the investment programs of the various entities and accounts managed by the Adviser change 

and develop over time, additional issues and considerations may affect the Adviser's and client’s 

allocation policy and the Adviser's and clients expectations with respect to the allocation of 

investment opportunities among the various entities and accounts managed. Notwithstanding the 

Adviser's intention to effect fair and equitable allocations of investment opportunities, it is 

expected that performance will differ from the performance of the each client for many reasons, 

including differences in the legal or regulatory characteristics, or tax classification, of the entities 

or accounts or due to differing fee structures or the idiosyncratic differences in the outcome of 

individual mortgage loans.  

Investment opportunities in pools of mortgage loans may also need to be allocated by the 

Adviser based on a number of factors including: 

 

 investment objective or strategies for particular clients, 

 tax considerations, 

 risk or investment concentration parameters, 

 supply or demand for an investment at a given price level, 

 size of available investment, 

 cash availability and liquidity requirements 

 regulatory restrictions, 

 minimum investment size  

 relative size or "buying power”, 

 regulatory considerations, including REIT status, tax status and Investment Company Act 

 such other factors as may be relevant to a particular transaction. 

 

An aggregated order may be allocated on a basis different from that specified in the allocation 

policy only if the deviation from policy is due to such factors as capital or cash restraints, 
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liquidity requirements or tax or legal restrictions or requirements. Allocations of trades are 

determined and approved at time of trade execution.  

 

The Adviser does not effect any principal or agency cross securities transactions for client 

accounts, nor does it effect cross-trades between client accounts.  Principal transactions are 

generally defined as transactions where an adviser or an account in which the Adviser and or its 

principals and control persons own more than 25% of the account, acting as principal, buys from 

or sells any security to any advisory client.  An agency cross transaction is defined as a 

transaction where a person acts as an investment adviser in relation to a transaction in which the 

investment adviser, or any person controlled by or under common control with the investment 

adviser, acts as broker for both the advisory client and for another person on the other side of the 

transaction.  Should the Adviser ever decide to effect principal trades or cross-trades in client 

accounts, it will comply with the provisions of Section 206(3) of the Advisers Act and the rules 

thereunder. 

 

ITEM 13: REVIEW OF ACCOUNTS 

 
The Adviser reviews client accounts at least monthly by a meeting of the Valuation Committee. 

The members of the committee include each of the persons providing investment advice and 

making investment decisions for clients. Those individuals are the Chief Executive Officer, the 

Chief Investment Officer, the Chief Credit Officer, the Chief Capital Markets Officer and the 

Chief Business Development Officer. The accounts are reviewed for valuation, return and 

composition. Clients receive a monthly statement as well as a corresponding monthly newsletter 

providing market color and indices for relevant markets.  

 

ITEM 14: CLIENT REFERRALS AND OTHER COMPENSATION 
 
The Adviser does not currently have any relationship with any third-party firm or individual 

whose purpose is marketing and/or gathering assets for us. The Adviser may in the future enter 

into arrangements for third-party marketing services although none are contemplated at this time. 

Any and all such arrangements would be disclosed to potential clients and current clients. 

 

The Adviser has affiliations with certain companies that provide services to our clients.  Because 

of such arrangements, the Adviser receives certain direct and indirect compensation.  In addition, 

these relationships create certain conflicts of interest between the Adviser and our clients.  Please 

refer to Item 10 for further information, including how such conflicts are addressed by us. 

 

ITEM 15: CUSTODY 
 

The Adviser uses a third party custodian and such custodian is responsible for, among other 

things, fund administration, including fund accounting, investor reporting and serving as the 

custodian for the fund assets.  The Adviser does not perform custodial services.   

 

The Custodian and the Adviser each send monthly or quarterly statements to Funds. Each Fund 

should compare the statements from both the Adviser and Custodian, as applicable, to ensure the 

information and the account values are the same.  
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Pursuant to Rule 206(4)-2 of the Advisers Act, the Adviser is deemed to have custody of client 

funds since the Adviser has the authority and ability to debit our fees directly from clients’ 

accounts, and because the Adviser serves as the managing member to the Private Fund. To 

mitigate any potential conflicts of interests due to this arrangement, all our client account assets 

are maintained with an independent non-affiliated qualified bank custodian.  

 

As outlined in Rule 206(4)-2 of the Investment Advisers Act of 1940, investment advisers that 

are deemed to have custody of client assets (other than through the ability to debit fees) are 

generally required to have an annual independent verification of those assets.  The verification 

must be in the form of a surprise examination performed by an independent non-affiliated 

certified public accountant.  However, an exception applies in the case of private investment 

funds, so long as the Private Fund is receiving annual audits of their financial statements 

performed by an independent public accountant, which is registered with and subject to regular 

inspection by the Public Company Accounting Oversight Board (PCAOB). In addition, the 

audited financial statements must be prepared in accordance with Generally Accepted 

Accounting Principles (GAAP) and distributed to all investors within 120 days of the end of the 

private fund’s fiscal year. The private funds also must receive an audit upon full liquidation and 

the audited financial statements must be distributed to all of a fund’s investors promptly after the 

completion of such audit. 

 

Currently, the Adviser does not have annual surprise audits performed since the Private Fund 

client is receiving annual audits of its financial statements by a pubic accounting firm that is 

registered with and subject to regular inspection by the PCAOB. We also assist the Private Fund 

with the distribution of the audited financial statements to all its investors and ensure such 

distributions are made within 120 days of the Private Fund’s fiscal year end. Should the Private 

Fund liquidate its assets, we will ensure its financial statements are audited at that time and 

distributed to investors. 

 

ITEM 16: INVESTMENT DISCRETION 
 

Discretionary Authority; Limitations 

 

A. Discretionary Authority; Limitations 

The Adviser has been granted discretion, and has the authority to determine the following 

without consulting with clients first:  

 

(1) the selection and amount of securities to be bought or sold for client accounts;  

(2) whether a client’s transaction should be combined with those of other clients and 

traded as a “block”;  

(3) commission rates and/or transaction cost paid to effect the transactions.  

 

However, such authority may be subject to specified investment objectives, guidelines, and/or 

conditions imposed by the client. For example, a client may specify that the investment in any 

particular stock or industry should not exceed specified percentages of the value of their 
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portfolio, or require restrictions and/or prohibitions of transactions in the securities of a specific 

industry. 

 

B. Limited Power of Attorney 

The Adviser is authorized to exercise full discretionary authority via a limited power of attorney 

contained in written agreements, executed between the Adviser and our clients.  The Adviser is 

designated as a client’s attorney-in-fact with discretionary authority to effect investment 

transactions in a client’s account which authorizes the Adviser to give instructions to third parties 

in furtherance of such authority. 
 

ITEM 17: VOTING CLIENT SECURITIES 
 

Proxy Voting Policy 

 

The Adviser has adopted and implemented written policies and procedures that are reasonably 

designed to ensure that all proxy voting of client securities are always in the best interest of the 

clients.  

The Adviser’s proxy voting policy for equity securities is to not vote for this class of securities 

since this class is not an investment target of any client. 

It is the Adviser’s policy to vote matters relating to mortgage-backed securities by bringing the 

matter to the investment committee for careful consideration including determining whether 

there is a material conflict between the Adviser and client or other clients. In all instances proxy 

voting will be in the best interest of the clients.   

In the event of a material conflict the Adviser shall request direction from the client. In the event 

that a material conflict cannot be addressed by taking client direction the Adviser shall utilize a 

third party service.   

Clients may request a copy of the Adviser’s Proxy Voting Policy by contacting us at our offices. 

Such contact information is reflected on the cover page of this Brochure.  

 

ITEM 18: FINANCIAL INFORMATION 
 

The Adviser does not require or solicit prepayment of more than $1,200 in fees per client, six 

months or more in advance and therefore is not required to provide, and has not provided, a 

balance sheet. We do not have any financial commitments that impair our ability to meet 

contractual and fiduciary obligations to clients, and have not been the subject of a bankruptcy 

proceeding. 

 

 

 


