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Item4 Advisory Business

Merit Investment Management (“Merit”) has been in operation since 2009. Merit and Merit Investment Partners
(“MIP") are owned by Christopher Gildea, J. Scott McGraw, and Tower Group, Inc. Merit is actively engaged in
providing investment management and investment advisory services to Merit Fund, L.P. (the “Fund”) and separately
managed accounts.

References throughout this document to “clients’ are deemed to refer to the Fund and the separately managed
accounts managed by Merit, unless the context clearly suggests otherwise. Merit generally invests and trades on
behalf of clients in a wide variety of securities and financial instruments, domestic and foreign, of all kinds and
descriptions.

Merit generally does not permit investors in the Fund to impose limitations on the investment activities described in
the offering documents for the Fund. Under certain circumstances, Merit will contract with a client to adhere to
limited risk and/or operating guidelines imposed by the client. Merit negotiates such arrangements on a case by case
basis.

As of 12/31/12, Merit managed approximately $132,659,669 of regulatory assets under management on a
discretionary basis. Nonetheless, Merit may from time to time invest in treasuries on behalf of a client upon request
from such client, although it has no obligation to do so.




Item5 Feesand Compensation

Merit is compensated for its investment management services on the basis of fees calculated as a percentage of
assets under management and/or performance-based fees/allocations. Merit's fees and compensation are described
in the advisory contractsit entersinto with its clients. See Item 6 entitled Performance-based Fees and Sde-by-Sde
Management on page 6 for additional information.

Merit may allocate a portion of its clients' capital to money market funds or exchange-traded funds. In addition to
the fees and expenses discussed below, clients will indirectly incur similar fees and expenses if Merit invests their
capital in such funds, as such funds in turn pay similar fees and expenses to their investment managers and other
services providers.

For the Fund:

The Fund pays Merit a management fee of 1.5% per annum of the net asset value of each limited partner’s capital
account. Such management fees are payable quarterly in advance on the first day of each calendar quarter and are
appropriately pro rated for partial quarters. Management fees are not refundable if the advisory contract is
terminated prior to the end of a payment period. Additionally, at the end of each fiscal year (or upon any withdrawal
by alimited partner), MIP, the general partner of the Fund, receives a performance-based allocation equal to 20% of
the aggregate net capital appreciation allocated to the capital account of each limited partner in the Fund, subject to a
high water mark.

The Fund bears its own expenses, including expenses directly related to transactions and positions for the Fund’s
account, interest expenses, brokerage commissions, custodial fees, taxes, blue sky fees, costs of borrowing securities
to be sold short, research and due diligence fees and expenses (including any research and/or due diligence related
travel) and materials (including online news and quotation services, computer hardware and software used for
research, Bloomberg service, etc.), initial and periodic legal, audit, administration and accounting fees and expenses,
investor reporting costs, insurance expenses, withholding or transfer taxes, consulting fees and expenses,
professional fees and expenses, software and advisory services, market data services, and other similar fees and
expenses. The Fund also pays, or reimburses Merit and/or MIP for, the Fund' sinitial and ongoing offering expenses
aswell asits organizational fees and expenses.

For the Separately Managed Accounts:

Fees based on percentage of assets under management are calculated by multiplying the fair market value of the
cash and securities in the portfolio as of the close of the calendar quarter by the applicable fee rate(s) prorated for
any partial quarter, including upon the termination of the relevant advisory contract.

Performance-based fees are calculated by multiplying the total annual return of the portfolio as of the close of the
calendar year by the applicable performance sharing percentage, subject to contingent, deferred vesting, and/or high-
water mark provisions.

Merit's fees are generally payable quarterly in arrears. Fees are generally deducted from client accounts subject to
terms and conditions that are detailed in each client’s Investment Management Agreement (“IMA™). Alternative
frequency of payments and/or methods of calculation may be available, where appropriate and upon the client’s
request.

Fee Schedule — L ong-only dividend income strategies:
Merit's standard fee schedule for Long-only dividend income strategiesis as follows:

ON CASH AND SECURITIESTOTALING:
1.00% per annum on the first $10,000,000 plus
0.75% per annum on the next $10,000,000 plus
0.50% per annum on the next $30,000,000 plus
0.40% per annum on assets over $50,000,000
Minimum Quarterly Fee: $2,500




Fee Schedule — L ong-short equity strategies:
Merit's standard fee schedule for Long-short equity strategiesis as follows:

1.50% per annum on all assets plus performance-based fees equal to 20.0% of the net appreciation of the account;
subject to aloss carry forward; often referred to as a“high water mark”.

Different fee schedules may be available to accounts with higher amounts of assets under management. In certain
circumstances, fees may be subject to negotiation, and fees may be modified for certain clients. The reasons for
modifications include the complexity and level of service provided, the number of different accounts and the total
assets under management for an investor and its related persons, or other circumstances that Merit deems relevant.
Certain accounts of persons affiliated with Merit may be managed without fees or at reduced fees.

Merit's fees do not include other expenses incurred by clients in connection with our investment advisory services
such as brokerage costs. See Item 12 entitled Brokerage Practices on page 12 for additional information.

Investment management and investment advisory contracts between Merit and its clients can be terminable at any-
time or have lock-up agreements depending upon the specific circumstances and needs of particular clients. In the
event of termination, advisory fees will be prorated over the period during which investment management or
investment advisory services were provided.




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

Merit is compensated for its investment management services on the basis of fees calculated as a percentage of
assets under management and/or performance-based fees/allocations.

The terms of the performance-based fees/alocations may differ among the Fund and the separately managed
accounts that Merit manages. Due to the nature of performance-based compensation schedules, there is the potential
for conflicts of interest related to the favoring of accounts subject to performance-based compensation or higher
performance-based compensation. Merit has established policies and procedures designed to prevent any preference
or favoring.

As the management fees and performance-based compensation are based directly on the net asset value of the client
accounts, Merit has a conflict of interest in valuing the assets held in the accounts. Merit will follow its documented
valuation policies and consult with the third-party administrator to the accounts in order to mitigate thisrisk.

Merit may buy or sell securities for one client at the same time that it or its related persons buy or sell the same
security for one or more other clients (including the Fund). Thiswill typically happen when more than one client is
capable of purchasing or selling a particular security based on investment objectives, available cash and other
factors. This may create a conflict of interest if one account may benefit from making the trade before or after the
other account. Merit generally allocates investment opportunities pro rata based on the capital of client accounts.
However, allocations may be made on a basis other than pro rata for a number of reasons, including, but not limited
to: the investment objectives and restrictions of each client, available cash, liquidity requirements, tax or legal
reasons, to avoid odd lots, or in cases in which such an alocation would result in a de minimis allocation to a client.

New issues (as defined by Rule 5130 of the Financial Industry Regulatory Authority, Inc.) are alocated to client
accounts in accordance with the criteria set forth above.

In addition, Merit has adopted a Code of Ethics that was written and implemented in an effort to avoid potential
conflicts resulting in unfair treatment of any client account. Merit will provide a copy of its Code of Ethics to any
client or prospective client upon request.




Item 7 Types of Clients

Merit provides investment management and investment advisory services to institutional accounts (such as insurance
companies) and the Fund. Investors in the Fund are generally institutional investors (such as insurance companies
and investment companies) and high net worth individuals that qualify as “accredited investors’ (as defined in Rule
501 under the Securities Act of 1933, as amended). Merit generally requires a minimum initial investment of $1
million, although exceptions may be made if circumstances warrant on a case-by-case basis. Separately managed
accounts may also be opened at smaller asset levels if growth is expected within a reasonable timeframe, if a
relationship exists between the underlying investor and an existing investor, if the investor is one of several
investors referred to Merit by the same person or entity, or if Merit deemsiit appropriate.




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

Methods of Analysis and |nvestment Strategies Generally

For the Fund:
Overview

Merit seeks to generate superior long-term returns while minimizing risk through strict adherence to a
disciplined investment process. The investment process is based on a fundamental research approach that

emphasizes macroeconomic, industry and company analysis.

Investment Philosophy

Merit generally seeks to invest in companies that have durable competitive advantages, operate in
industries that have favorable economic characteristics, and that are trading below their fair value. Furthermore,
target portfolio companies are operated by management teams that are industry experts, trustworthy, and understand
capital allocation. Similarly, Merit typically sells short companies that operate in industries that have poor
economic characteristics, are generating abnormally high earnings, and are trading at premiums to their historic key
valuation metrics. Merit generally seeks to maintain a low portfolio turnover ratio for long investments with an
expected median holding period of two to three years. Stocks sold short are expected to have a higher turnover ratio
with ausua holding period of six to twelve months.

Merit identifies investment opportunities by following a fundamental, intensive research-driven process
and selects investments from a wide range of potential investments. The investment approach does not discriminate
or characterize its style as value, growth, GARP, etc. as Merit simply seeks to deliver superior investment returns
over the long-term, regardiess of economic climate. Similarly, Merit does not limit investments by market
capitalization, geography, or sector except for constraints that are set by certain risk management parameters. Merit
systematically sells securities within the Fund's portfolio when their valuation reaches levels that Merit determines
incorporate overly optimistic future projections or when there is a negative fundamental change in a company’s
future earnings prospects.

Investment Strategy

The key to Merit's goal of providing superior investment returns for its clients is the commitment to a
disciplined investment strategy. Merit views itself as buyer of businesses, as opposed to a trader of stocks, and
applies intensive fundamental research to companies that have historically demonstrated strong earnings power to
determine if they meet its investment criteria. Merit evaluates potential investments based on a three stage
investment process described below. A target price, target date and rate of return are determined for each position in
the portfolios. Merit uses this process of analyzing target prices and target returns to determine additions, deletions
and changes to the portfolio.

Portfolio Characteristics

The Fund's portfolio is expected to be comprised of a relatively concentrated number of long and short
investments from a broad universe of U.S. and international companies. Merit invests almost entirely in equity
securities that are traded on U.S. exchanges, including REITs, but may invest in other securities or financial
investments in its sole discretion. On occasion, Merit may also invest in equity call and put options. Other than
securities borrowing associated with short sales, Merit does not generally intend to utilize financial leverage to
enhance returns.




Research Process

Merit evaluates potential investments based on a three stage investment process. The initial stage involves
utilizing a macro framework to identify economic factors which will impact market sectors and industries. After
identifying target sectors and industries, preliminary investment research is conducted on the range of potential
investments.

The second stage involves detailed industry and specific company analysis. The company analysis includes
an exhaustive analysis of the target company’s stated durable competitive advantage, management review,
accounting and disclosure analysis, and valuation based upon its historical and future real cash earnings. This
intensive research process may take anywhere from a week to several months.

The third stage involves evaluating investment proposals for inclusion in the portfolio. Based on Merit's
analysts' detailed analysis, Merit’s portfolio managers and research analysts assess the investment opportunity at a
research review meeting. Proposals are reviewed by the portfolio managers independently and an all-hands
investment meeting is held to discuss merits and deficiencies. Merit’s process requires that both portfolio managers
agree that the company’s valuation, based on Merit's assessment of its earnings power, is attractive enough to
include a position in the Fund’s portfolio.

Security Selection

Merit generally seeks to invest in companies that exhibit the following characteristics:

Share price is below fair value relative to its earnings power, providing a“margin of safety”
Current earnings are within historic norms

Management has a sound plan for earnings growth

History of earning attractive long-term returns on capital invested

| dentifiable downside protection (e.g., hard assets, superior cost structures, intellectual property)

Short Sale |nvestment Process

Merit generally seeksto sell short the securities of companies that exhibit the following characteristics:

Have fundamentally flawed business models

Operate in industries that have poor long term return on invested capital records

More process-focused than product oriented

Produce commodity-like products or services, where price is the dominant purchasing decision factor
Pricing is deflationary in nature rather than inflationary

Generating abnormally high earnings and trading at or near peak multiples to key valuation metrics
Where there has been significant insider selling

Portfolio Construction

Merit believes that an optimal portfolio delivers superior investment results through individual stock
selection as opposed to market, sector or discipline-based investing. By limiting the number of investments in the
Fund’s portfolio, each position can deliver a meaningful impact to the concentrated portfolio’s overall return. The
Fund’s portfolio is expected to be comprised of securities of various market capitalization sizes, across many sectors
and may cross investments styles such as value or growth. Merit sets weights for each of the positions within the
Fund’s portfolio based upon each investment’ s return to target and assessed risk profile.
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Portfolio Monitoring

Prior to making an investment, Merit's research process requires that an analyst follows a documented
methodology for monitoring a company’s progress. The metrics monitored for each portfolio company vary
according to the company and the reasons for making the investment. The primary objective of this process is to
recognize fundamental changesin business economics and affirm, exit or modify the Fund’s exposure proactively.

Portfolio Risk Management

Once a position is added to the Fund's portfolio, Merit continues to monitor company and industry news
and, as appropriate, have discussions and meetings with management.

In order to mitigate volatility associated with sector rotation, the Fund’s sector exposures are typically
limited to ensure adequate diversification and limit portfolio risk. Individual position sizes are generally limited to
less than 15% in order to limit individual security risk in the portfolio. In addition, the top 10 names typically
comprise no more than 70% of the portfolio at any time. The foregoing statements are intended as general
guidelines only and do not constitute restrictions on Merit’s ability to make investments exceeding such guidelines.

Sell Discipline

Merit determines a target price, target date and rate of return for each position in the Fund's portfolio.
Merit uses this process of analyzing target prices and target returns to determine which investments are held in the
portfolio. A security’s target price is determined by a variety of valuation metrics. New additions to the Fund's
portfolio are compared to existing holdings based on potential return, risk, and ability to provide portfolio
diversification. In al cases, Merit maintains its commitment to its investment process, which dictates that the
positions held in the portfolio offer the best investment returns over time. In this process, if Merit find a security
with return and risk characteristics superior to those of another in the portfolio, the security may be added and
displace an existing investment in the portfolio.

Trading

Trade allocation, along with pre-trade compliance review, is completed prior to routing of any order. Merit
has a Best Execution Committee that meets quarterly to review the previous quarter’ s trading activity and to address
any issues. The analysis may include the performance of the trading transactions versus benchmarks like the
VWAP, the performance of brokers used to execute trades, and/or the trading budget versus actual trading costs. In
addition, Merit reviews the portfolio to ensure that security position sizes and sector weightings are in line with the
current investment strategy, in an attempt to keep dispersion to a minimum.

For the Separately Managed Accounts:

Merit offers two investment strategies for the separately managed accounts: a long-only dividend income strategy
and a long-short equity strategy. Our strategies are formed by selecting a limited number of investments that form
concentrated portfolios (between 20 and 40 long investments in each).

Merit's long-only dividend income strategy is designed to generate an attractive current income yield while limiting
market related volatility. Merit utilizes a combination of quantitative and fundamental screens to identify investment
opportunities for its dividend income strategy. The dividend income strategy employs frequent trading as a
mechanism and therefore increased brokerage and transactions costs are contributing factorsin its total return.

Merit's long-short equity strategy is designed to generate absolute returns while limiting market related volatility.
Merit employs a fundamental research oriented approach for its long-short strategy. We integrate macroeconomic,
industry, and company-specific datain order to determine the intrinsic value of an investment. For long-short equity
strategy accounts, Merit will invests in a concentrated portfolio of long securities while also short selling securities
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that it believes to be overvalued based on several factors.

Certain Risks Associated with Methods of Analysis and [ nvestment Strategies

Merit's investment strategies involve significant risks. A discussion of the material risks is provided
below. Prospective investorsin the Fund are urged to review the Fund' s private placement memorandum.

For the Fund:

Concentration of Investments. The Fund is not restricted in the amount of its capital that it may commit to
any single security, geographic region, industry, sector or market, and at times the Fund may hold a relatively large
concentration in a particular security, geographic region, industry, sector or market. Losses incurred in those
positions could have a material adverse effect on the Fund’ s overal financial condition. Thisis because the value of
the Fund' s limited partnership interests (“Interests”) will be more susceptible to any single occurrence affecting one
or more of those issuers, geographic regions, industries, sectors or markets than would be the case with a more
diversified investment portfolio.

Investment and Trading Risks. All investments risk the loss of capital. Merit believes that the Fund's
trading program and Merit’s trading techniques will moderate this risk. However, no guarantee or representation is
made that the Fund’s trading program will be successful or that the Fund will not incur losses. The Fund’s trading
program may utilize techniques including, but not limited to, the use of leverage and short sales, which in practice
can, in certain circumstances, increase the adverse impact to which the Fund may be subject.

The Fund will attempt to assess the foregoing risk factors, and others, in determining the extent of the
position it will take in the relevant positions and the price it iswilling to pay for such positions. However, such risks
cannot be eliminated.

Risk of Default or Bankruptcy of Third Parties. The Fund intends to engage in transactions in securities
and financial instruments that involve counterparties. Under certain conditions, the Fund could suffer losses if a
counterparty to a transaction were to default or if the market for certain securities and/or financial instruments were
to become illiquid. In addition, the Fund could suffer losses if there were a default or bankruptcy by certain other
third parties, including brokerage firms and banks with which the Fund does business, or to which securities have
been entrusted for custodial purposes. For example, if one of the Fund's prime brokers or custodians were to
become insolvent or file for bankruptcy, the Fund could suffer significant losses with respect to any securities held
by such firm.

Equity Securities. The Fund may from time to time trade in both listed securities that are traded on a
securities exchange and unlisted securities that are traded over-the-counter. The volume of trading in unlisted
securities is generally less than that found on securities exchanges. Therefore, it may be more difficult to buy and
sell these securities, which increases the volatility of their share prices. Equity securities fluctuate in value in
response to many factors, including the activities and financial condition of issuers, the market in which such
companies compete as well as market conditions and general economic environments.

Short Sales. A short sale involves the sale of a security that the Fund does not own in the expectation of
purchasing the same security (or a security exchangeable therefor) at a later date at alower price. To make delivery
to the buyer, the Fund must borrow the security and the Fund is obligated to return the security to the lender, which
is accomplished by a later purchase of the security by the Fund. When the Fund makes a short sale in the United
States, it must leave the proceeds thereof with the broker and it must also deposit with the broker an amount of cash
or U.S. government or other securities sufficient under current margin regulations to collateralize its obligation to
replace the borrowed securities that have been sold. If short sales are effected on a foreign exchange, such
transactions will be governed by local law. A short sale involves the risk of atheoretically unlimited increase in the
market price of the security that would result in a theoretically unlimited loss to the Fund. The extent to which the
Fund will engage in short sales will depend upon Merit’ s trading strategy and perception of market direction.

Exchange Traded Funds (“ETFEs"). The Fund may trade in ETFs. ETFs are generally structured to invest in
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al or a representative sample of the securities that generally replicate the price and yield performance of an
underlying market index or sector such as a broad stock market, industry sector, domestic or international equity or
fixed income, or U.S. or foreign government bond. ETF shares are traded on stock exchanges and markets at open
market prices that generally track the net asset value per share of the ETF. Direct issuances and redemption of ETF
shares at the ETF's net asset value per share only occur in large blocks (or creation units) transacted between the
ETF and authorized ingtitutional purchasers on an in-kind basis. An exchange traded sector fund may be adversely
affected by the performance of that specific sector or group of industries on which it is based. International
investments may involve risk of capital loss from unfavorable fluctuations in currency values, differences in
generally accepted accounting principles, or economic, political instability in other nations and/or other factors.
Although index-based ETFs are designed to provide investment results that generally correspond to the price and
yield performance of their respective underlying indices, ETFs may not be able to replicate exactly the performance
of the indices because of their expenses and other factors. ETF shares may trade at either a discount or premium to
their underlying net asset value. The purchase or sale of ETF shares on the secondary market involves the payment
of brokerage commissions, and the purchase and redemption of creation units involves other transaction costs and
brokerage commissions. Investors in ETFs aso directly bear the ETF's costs associated with its payment of
investment management fees and fees for administrative, custodial or other services and thus the limited partners
will indirectly incur an additional layer of fees and expenses.

REITs. The Fund intends to purchase and sell interests in publicly traded real estate investment trusts
(“REITS") and similar entities whose assets consist substantially of equity interestsin real property or mortgages and
other liens on or interestsin real property. The activity of identifying, completing and realizing attractive real estate
investments has from time to time been highly competitive, and involves a high degree of uncertainty. The Fund
will be competing for investments with numerous real estate investment vehicles, as well as individuals, financial
ingtitutions (such as mortgage banks, pension funds and real estate investment trusts) and other institutional
investors. Furthermore, over the past several years, many real estate investment funds and publicly traded REITs
have been formed and others have consolidated (resulting in larger funds and REITs). Such REITs and additional
funds and REITs that may be formed in the future by other unrelated parties or upon further consolidation may have
investment objectives similar to those of the Fund with respect to REITs. There can be no assurance that the Fund
will be able to locate, complete and exit investments which satisfy the Fund' s rate of return objective or realize upon
their values.

REITs are also subject to many of the same risks involved in direct ownership of real estate. For example,
the value of real estate could decline due to a variety of factors affecting the real estate market generally, such as
overbuilding, increases in interest rates, or declines in rental rates. Equity REITs may be affected by changes in the
value of the underlying property owned by the REITs, while mortgage REITs may be affected by the quality of any
credit extended.

REITs are dependent upon the management skills of their managers, are typically not diversified, and are
subject to heavy cash flow dependency, default by borrowers and self-liquidation. REITSs are also subject to the
possibilities of failing to qualify for tax-free pass-through of income under the Internal Revenue Code of 1986, as
amended, and failing to maintain their exemptions from registration under the Investment Company Act of 1940, as
amended.

Additionally, REITs (especially mortgage REITS) are subject to interest rate risks. When interest rates
decline, the value of a REIT’ sinvestment in fixed rate obligations can be expected to rise. Conversely, when interest
rates rise, the value of a REIT’s investment in fixed rate obligations can be expected to decline. In contrast, as
interest rates on adjustable rate mortgage loans are reset periodically, yields on a REIT’s investments in such loans
will gradually align themselves to reflect changes in market interest rates, causing the value of such investments to
fluctuate less dramatically in response to interest rate fluctuations than would investmentsin fixed rate obligations.

Closed End Funds. The Fund may trade in closed end funds. Closed end funds may be used as a
mechanism to gain or hedge exposure to certain types of investments in a manner that is more efficient than direct
investments or other securities. However, due to the fact that closed end funds very often trade at discounts, there is
no assurance that Merit will be able to achieve the same effectiveness as direct investments.
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Hedging Transactions. Merit is not required to attempt to hedge portfolio positions in the Fund and, for
various reasons, may determine not to do so. Furthermore, Merit may not anticipate a particular risk so as to hedge
against it. While the Fund may enter into hedging transactions to seek to reduce risk, such transactions may result in
a poorer overal performance for the Fund than if it had not engaged in any such hedging transaction. For avariety
of reasons, Merit may not seek to establish a perfect correlation between such hedging instruments and the portfolio
holdings being hedged. Such imperfect correlation may prevent the Fund from achieving the intended hedge or
expose the Fund to risk of loss. The success of the Fund’ s hedging strategies is subject to Merit’s ability to correctly
assess the degree of correlation between the performance of the instruments used in the hedging strategy and the
performance of the positions in the portfolios being hedged. Since the characteristics of many securities change as
markets change or time passes, the success of the Fund's hedging strategy is also subject to Merit's ability to
continually recalculate, readjust and execute hedgesin an efficient and timely manner.

Foreign Investments. The Fund may trade in non-U.S. securities and other instruments denominated in
non-U.S. currencies and/or traded outside of the United States. Such transactions require consideration of certain
risks not typically associated with investing in United States securities or property. Such risks include unfavorable
currency exchange rate developments, restrictions on repatriation of investment income and capital, imposition of
exchange control regulation by the United States or foreign governments, confiscatory taxation and economic or
political instability in foreign nations. In addition, there may be less publicly available information about certain
non-U.S. companies than would be the case for comparable companies in the United States, and certain non-U.S.
companies may not be subject to accounting, auditing and financial reporting standards and requirements
comparable to or as uniform as those of U.S. companies.

Currency Risks. The Fund may invest in financial instruments denominated in currencies other than the
U.S. Dollar or in financial instruments which are determined with references to currencies other than the U.S.
Dollar. The Fund, however, will generally value its assetsin U.S. Dollars. To the extent unhedged, the value of the
Fund's assets will fluctuate with U.S. Dollar exchange rates as well as with price changes of its investments in the
various local markets and currencies. Thus, an increase in the value of the U.S. Dollar compared to the other
currencies in which the Fund may make investments will reduce the effect of increases and magnify the U.S. Dollar
equivalent of the effect of decreases in the prices of the Fund’s financial instruments in their local markets.
Conversely, a decrease in the value of the U.S. Dollar will have the opposite effect of magnifying the effect of
increases and reducing the effect of decreases in the prices of the Fund's non-U.S. Dollar financia instruments.

Derivatives Generally. Derivative instruments, or “derivatives,” include options, futures, structured
securities and other instruments and contracts that are derived from, or the value of which is related to, one or more
underlying securities, financial benchmarks, currencies or indices. Derivatives allow an investor to hedge or
speculate upon the price movements of a particular security, financial benchmark currency or index at a fraction of
the cost of investing in the underlying asset. There is no assurance that derivatives that Merit may trade, directly or
indirectly, on behalf of the Fund will be available at any particular times upon satisfactory terms or at all.

The value of aderivative is frequently difficult to determine and depends largely upon price movements of
the underlying asset. Therefore, many of the risks applicable to trading an underlying asset are also applicable to
derivatives of such asset. However, there are a number of other risks associated with derivatives trading. For
example, because many derivatives are “leveraged,” and thus provide significantly more market exposure than the
money paid or deposited when the transaction is entered into, a relatively small adverse market movement in the
underlying asset can not only result in the loss of the entire investment, but may also expose the Fund to the
possibility of a loss exceeding the original amount it invested. Over-the-counter derivatives generally are not
assignable except by agreement between the parties concerned, and no party or purchaser has any obligation to
permit such assignments. The over-the-counter market for derivativesis relatively illiquid.

Merit may take advantage, directly or indirectly, of opportunities for the Fund with respect to certain other
derivative instruments that are not presently contemplated for use or that are currently not available, but that may be
developed, to the extent such opportunities are both consistent with the trading objective of the Fund and legally
permissible. Special risks may apply to instruments that are traded by the Fund in the future that cannot be
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determined at thistime or until such instruments are developed or traded by the Fund.

Under the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”), certain
over-the-counter derivatives contracts will be subject to regulation through registered clearing houses and regul ated
by the SEC and the Commodity Futures Trading Commission (the “CFTC"). After delays, significant Dodd-Frank
Act rules promulgated by the CFTC and SEC that affect the trading of swaps started taking effect in October 2012.
Of those rules, those impacting trading of derivatives by hedge fund end-users are scheduled to take effect starting in
January 2013.

It is expected that certain rate swaps and credit default swaps will be amongst the first swaps that will be
subject to the CFTC's clearing requirements. Once this occurs (and subject to certain phase-in requirements
anticipated to take effect in early to mid-2013), such contracts will be traded more like futures and options contracts,
parties will trade standardized contracts and will face clearing corporations as contractual counterparties, rather than,
as is currently the case, facing the credit risk of counterparties under individually negotiated over-the-counter
agreements. Many Dodd-Frank Act rules relating to swaps and securities-based swaps that will be promulgated by
the SEC have not been finalized and the CFTC and SEC are both expected to conduct further rulemaking with
respect to the Dodd-Frank Act.

Beginning in 2013, swap dealers and major swap participants (entities that are not swap deadlers, but are
subject to rules governing dealers due to their levels of activity) will be subject to regulatory oversight and
requirements with respect to over-the-counter derivatives, which will include business conduct requirements, such as
know-your-customer rules, increased risk disclosure and rules requiring trades to be documented within certain
timeframes. Derivative contracts, whether cleared or traded over-the-counter, will have to be reported to the CFTC
and/or the SEC. Despite these pending changes, parties to over-the-counter derivative (i.e., those not yet subject to
the new clearing requirements) trades will continue to bear counterparty credit risk.

The effect that the foregoing regulatory changes will have on the price of derivative contracts, liquidity and
administrative costs, among other things, remains unclear.

Put Options. The Fund may trade, directly or indirectly, in put options on individual securities. There are
risks associated with the sale and purchase of put options. The seller (writer) of a put option which is covered (e.g.,
the writer has a short position in the underlying security) assumes the risk of an increase in the market price of the
underlying security above the sales price (in establishing the short position) of the underlying security plus the
premium received, and gives up the opportunity for gain on the underlying security below the exercise price of the
option. If the seller of the put option owns a put option covering an equivalent number of shares with an exercise
price equal to or greater than the exercise price of the put written, the position is “fully hedged” if the option owned
expires at the same time or later than the option written. The seller of an uncovered put option assumes the risk of a
decline in the market price of the underlying security below the exercise price of the option. The buyer of a put
option assumes the risk of losing its entire investment in the put option.

Call Options. There are risks associated with the sale and purchase of call options. The seller (writer) of a
call option which is covered (e.g., the writer holds the underlying security) assumes the risk of a decline in the
market price of the underlying security below the purchase price of the underlying security less the premium
received, and gives up the opportunity for gain on the underlying security above the exercise price of the option. If
the seller of the call option owns a call option covering an equivalent number of shares with an exercise price equal
to or less than the exercise price of the call written, the position is “fully hedged” if the option owned expires at the
same time or later than the option written. The seller of an uncovered call option assumes the risk of a theoretically
unlimited increase in the market price of the underlying security above the exercise price of the option. The buyer
of acall option assumes the risk of losing his entire investment in the call option.

Forward Trading. The Fund may engage, directly or indirectly, in forward trading. Forward contracts
(including foreign exchange) and options thereon are not traded on exchanges and are not standardized; rather banks
and dealers act as principals in these markets, negotiating each transaction on a an individual basis. Forward and
“cash” trading is substantially unregulated -- there is no limitation on daily price movements and speculative
position limits are not applicable. The principals who deal in the forward markets are not required to continue to
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make markets in the currencies or commodities they trade and these markets can experience periods of illiquidity,
sometimes of significant duration, which could result in substantial losses to the Fund.

Futures Trading. The Fund may trade, directly or indirectly, futures. Merit is not registered with the CFTC
as a commodity pool operator or commodity trading advisor. However, Merit may trade, directly or indirectly, a
limited amount of futures contracts for the Fund without so registering in reliance on an exemption from registration
under CFTC Rule 4.13(a)(3). Asaresult, Merit, unlike a registered commodity pool operator or commodity trading
advisor, will not be required to deliver a disclosure document and annual report to limited partners, and will not be
subject to certain other disclosure and recordkeeping rules applicable to registered entities.

Futures trading is very speculative, largely due to the traditional volatility of futures prices. Futures prices
are affected by and may respond rapidly to a variety of factors, including, without limitation, market and news
reports, interest rates, national and international political or economic events, and domestic or foreign trade,
monetary or fiscal policies or programs. Such rapid response might include an opening price on an affected futures
contract sharply higher or lower than the previous day’s close. In such an instance, the Fund might be unable to
adjust its positionsin time to avoid aloss.

Commodity futures prices are highly volatile. Price movements of futures contracts are influenced by,
among other things, changing supply and demand relationships, domestic and foreign governmental programs and
policies, and national and international political and economic events.

Moreover, commodity exchanges limit fluctuations in commaodity futures contract prices during a single
day by regulations referred to as “daily price fluctuation limits’ or “daily limits.” During a single trading day no
trades may be executed at prices beyond the daily limit. Once the price of a futures contract for a particular
commodity has increased or decreased by an amount equal to the daily limit, positions in the commodity can be
neither taken nor liquidated unless traders are willing to effect trades at or within the limit. Commodity futures
prices have occasionally moved the daily limit for several consecutive days with little or no trading. Similar
occurrences could prevent the Fund from promptly liquidating unfavorable positions and subject the Fund to
substantial losses. In addition, pursuant to the Dodd-Frank Act, the CFTC has published final rules setting forth
position limits which could adversely affect the Fund’'s trading. The status of these position limits is currently in
doubt.

Fixed Income Securities. The Fund may trade, directly or indirectly, in bonds or other fixed income
securities of U.S. and non-U.S. issuers, including, without limitation, bonds, notes and debentures issued by
corporations, or debt securities issued or guaranteed by a sovereign government or one of its agencies or
instrumentalities. Fixed income securities pay fixed, variable or floating rates of interest. The value of fixed income
securities will change in response to fluctuations in interest rates. In addition, the value of certain fixed income
securities can fluctuate in response to perceptions of credit worthiness, political stability or soundness of economic
policies. Fixed income securities are subject to the risk of the issuer's inability to meet principal and interest
payments on its obligations (i.e., credit risk) and are subject to price volatility due to such factors as interest rate
sensitivity, market perception of the creditworthiness of the issuer and general market liquidity (i.e., market risk).

The Fund may trade, directly or indirectly, in fixed income securities which are not protected by financial
covenants or limitations on additional indebtedness. In addition, evaluating credit risk for foreign debt involves
greater uncertainty because credit rating agencies throughout the world have different standards, making comparison
across countries difficult.

Leverage. Leverageisthe use of borrowed funds for investment. Such borrowed funds would generaly be
obtained by using securities the Fund owns as collateral. Leverage may also be obtained through other means
including the use of derivative instruments. To the extent the Fund purchases securities with borrowed funds, its net
assets will tend to increase or decrease at a greater rate than if borrowed funds are not used. If the interest expense
on borrowings were to exceed the net return on the portfolio securities purchased with borrowed funds, the Fund’s
use of leverage would result in a lower rate of return than if the Fund were not leveraged. If the amount of
borrowings which the Fund may have outstanding at any one timeislargein relation to its capital, fluctuationsin the
market value of the Fund's portfolio will have a disproportionately large effect in relation to its capital and the
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possibilities for profit and the risk of loss will therefore be increased. Any investment gains made with the additional
monies borrowed will generally cause the value of the Fund's assets to rise more rapidly than would otherwise be
the case. Conversely, if the investment performance of the additional monies fails to cover their cost to the Fund, the
value of the Fund' s assets will generally decline faster than would otherwise be the case.

The amount of any borrowing may also be limited by regulations imposed by the Federal Reserve Board or
by the availability and cost of credit. If, due to market fluctuations or other reasons, the value of the Fund’s assets
should fall below required regulatory levels, the Fund will be required to reduce its debt by selling securitiesin its
long portfolio.

Price Risk. For reasons not necessarily attributable to any of the risks set forth herein (for example,
supply/demand imbalances or other market forces), the prices of the instruments in which the Fund trades may
decline or rise substantially. In particular, purchasing assets at prices that may appear to be “undervalued” levelsis
no guarantee that such assets will not be trading at even more “undervalued” levels at the time of valuation or at the
time of sale. Similarly, shorting assets at prices that may appear to be “overvalued” levels is no guarantee that such
assets will not be trading at even more “overvalued” levels at the time of valuation or at the time of sale.

Competition. The securities industry and the varied strategies and techniques to be engaged in by Merit are
extremely competitive and each involves a degree of risk. The Fund will compete with firms, including many of the
larger securities and investment banking firms, which have substantially greater financial resources and research
staffs.

Changes and Uncertainty in U.S. and International Regulation. The Fund may be adversely affected by
uncertainties such as international and domestic political developments, changes in government policies, taxation,
restrictions on foreign investment and currency repatriation, currency fluctuations and other developments in the
laws and regulations of the countries to which the Fund is exposed through its investments or investor base. The tax
and regulatory environment for hedge funds is evolving, and changes in the regulation or tax treatment of hedge
funds and their investments may adversely affect the value of positions held by the Fund, and may impair its ability
to pursue its trading strategy. During this period of uncertainty, market participants may react quickly to
unconfirmed reports or information and as a result there may be increased market volatility. This unpredictability
could cause Merit to alter investment and trading plans, including the holding period of positions and the nature of
instruments used to achieve the Fund’ s trading objective.

In the U.S., the Fund, Merit and MIP may be adversely affected as a result of new or revised legislation or
regulations imposed by the SEC, the Financial Stability Oversight Council, and other U.S. governmental regulatory
authorities or self-regulatory organizations that supervise the financial markets. In addition, the securities and
futures markets are subject to comprehensive statutes and regulations including margin requirements. Regulators
and self-regulatory organizations and exchanges are authorized to take extraordinary actions in the event of market
emergencies. The Dodd—Frank Act and the rules promulgated thereunder could result in the Fund, Merit and MIP
becoming subject to additional regulatory compliance burdens and trade reporting, which may add significant cost to
the Fund. The Dodd-Frank Act endows the SEC, the CFTC, and other regulators with discretionary authority to
write and interpret new rules. The ultimate impact of the Dodd-Frank Act on the Fund, Merit and MIP is unclear.

For the Separately Managed Accounts:

The long-short equity investment strategy is subject to the same material risks discussed above. Although the long-
only dividend income strategy is also subject to many of the same risks, certain of them (such as risks associated
with short sales) are not implicated by such strategy.
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Item9

Disciplinary Information

None.
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Item 10 Other Financial Industry Activities and Affiliations

Investment company or other pooled investment vehicle (including a mutual fund, closed-end investment company,
unit investment trust, private investment company or “ hedge fund,” and offshore fund):

Merit and its related persons manage a number of pooled investment vehicles which may be deemed to be Merit's
related persons. These vehicles include the Fund.

The management of multiple pooled investment vehicles may result in conflicts of interests when Merit and its
related persons allocate their time and investment opportunities among the Fund and other clients. In addition, the
compensation earned by Merit and its related persons from the Fund may differ from other clients. Merit and its
related persons will generally follow documented procedures in allocating trades among the Fund and other clients
(see Item 6 above).

Merit's principals (and/or other related persons) may have a greater portion of their personal assets invested in
certain client accounts. As a result, Merit may have a conflict of interest in alocating investment opportunities
among the clients. Merit will generally follow documented procedures in alocating trades among clients. (See ltem
6 above.)

Insurance company or agency:

Tower Group, Inc. (“Tower”), an insurance holding company, owns 25% of Merit. Tower’'s related entities are
investors in accounts managed by Merit, including the Fund. Merit manages such accounts on a discretionary basis
and management does not believe there are any material conflicts of interest with such accounts.

Merit has adopted a Code of Ethics that was written and implemented in an effort to avoid potential conflicts
resulting in unfair treatment of any client account. Merit will provide a copy of its Code of Ethics to any client or
prospective client upon request.
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Item 11 Code of Ethics, Participation or Interest in Client Transactions and Personal Trading

Merit permits its employees to engage in person securities transactions, and to purchase and sell securities that may
be held by or may be suitable for investment by client accounts. Personal securities transactions may result in
potential conflicts of interest with Merit clients. Accordingly, Merit has adopted policies (Merit's Code of Ethics)
designed to mitigate conflicts of interest and the potential appearance of impropriety in an employee’'s personal
action. In order to ensure compliance with this policy, each Merit employee is required submit duplicate copies of
all statements generated by any broker-dealer for that employee’ s account.

Merit restricts the purchase and sale by its personnel for their own accounts for securities that have been or are being
considered for purchase or sale for client accounts. For across the board trades, personnel are not to engage in a
transaction in the same security while an order for a client’s account is pending and until after all pending
transactions for client accounts have completed. Furthermore, any purchases or sales by Merit personnel for
securities that are held, recently sold, or under consideration are subject to compliance with adopted policies
(Merit's Code of Ethics).

Merit makes available to qualified prospective investors the opportunity to invest in the Fund. MIP receives
performance-based all ocations from the Fund.

Merit has adopted a Code of Ethics that was written and implemented in an effort to avoid potential conflicts
resulting in unfair treatment of any client account. Merit will provide a copy of its Code of Ethics to any client or
prospective client upon request.
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Item 12 Brokerage Practices

In placing portfolio transactions for its clients, Merit seeks to obtain the best execution for clients accounts,
considering such factors as price, the ability of the brokers to effect the transactions, the brokers' facilities,
reliability and financial responsibility and the provision or payment (or the rebate to the Fund for payment) of the
costs of property or services (e.g., short term custodial services, research services, news and quotation services,
publications and other research and brokerage products or services).

Brokers sometimes suggest a level of business they would like to receive in return for the various services they
provide. Merit will not commit to provide any level of brokerage business to any broker, and actual brokerage
business received by any broker may be less than the suggested alocations, but can (and often does) exceed the
suggestions, because total brokerage is allocated on the basis of al the considerations described above.

The executive officers of Merit act as the Best Execution Committee and conduct quarterly meetings to review
broker commissions.

Merit enters into soft dollar arrangements with brokers. Soft dollar arrangements generally arise when an
investment adviser obtains products and services, other than securities execution, from a broker in return for
directing client securities transactions to the broker. Soft dollar arrangements pose a conflict of interest for an
adviser in that such arrangements allow the adviser to pay certain expenses with client commissions that would
otherwise be borne by the adviser. When Merit uses client brokerage commissions (or markups or markdowns) to
obtain research or other products or services, it receives a benefit because it does not have to produce or pay for the
research, products or services. Merit may have an incentive to select a broker based on its interest in receiving the
research or other products or services offered by such broker, rather than on its clients’ interests in receiving most
favorable execution.

When engaging in soft dollar transactions, Merit complies with the safe harbor requirements of Section 28(€) of the
Securities Exchange Act of 1934, as amended. Under this provision, in exercising its discretionary authority to
select or arrange for the selection of brokers for execution of transactions for its clients, and, subject to its duty to
obtain best execution, Merit may consider the value of research and brokerage products and services (collectively,
“Research”) provided by such brokers. Research may include, among other things, proprietary research from
brokers, which may be written or oral. Research products may include, among other things, computer databases and
guotation services, in each case, to access research or which provide research directly. Research services may
include, among other things, research concerning market, economic and financial data; a particular aspect of
economics or on the economy in general; statistical information; pricing data and availability of securities; financial
publications; electronic market quotations; performance measurement services, analyses concerning specific
securities, companies, industries or sectors; market, economic and financial studies and forecasts; appraisal services;
invitations to attend conferences or meetings with management or industry consultants; and outsourced risk
analytics, software and advisory services. Accordingly, if Merit determines in good faith that the amount of
commissions charged by a broker is reasonable in relation to the value of the brokerage and products or services
provided by such broker, a client may pay commissions to such broker in an amount greater than the amount another
broker might charge.

Research provided by such brokers may be used to service al clients and not exclusively in connection with the
management of the clients that generated the particular soft dollar credits.

Where a product or service obtained with client commission dollars provides both research and non-research
assistance to us, Merit will make a reasonable allocation of the cost which may be paid for with client commission
dollars.

Merit's prime broker provides Merit with capital introduction, recruiting assistance, and front and back office
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services, including trading, securities lending, clearing, reporting, and settlement for equities, fixed income, foreign
currency and options, among others. Subject to applicable law, Merit's prime broker may also provide Merit with
capital introduction services.

Merit executes securities transactions on behalf of clients with broker-dealers that provide it with access to
proprietary research reports (such as standard investment research and credit reports). To Merit’'s knowledge, these
services are generally made available to all ingtitutional investors doing business with such broker-dealers. These
bundled services are made available to Merit on an unsolicited basis and without regard to the rates of commissions
charged or paid by clients or the volume of business that Merit directs to such broker-dealers.

During Merit’s last fiscal year, Merit acquired with client brokerage commissions (or markups or markdowns) (i)
research, such as proprietary research from brokers, which may have been written and/or oral; (ii) research products,
such as databases and quotation services; and (iii) research services, such as Bloomberg and consultation with
industry consultants concerning specific companies, industries or sectors.

During Merit's last fiscal year, Merit has taken into account the quality, comprehensiveness and frequency of
available research services and products considered to be of value provided by brokers when directing client
transactions to a particular broker. Merit directed transactions to such brokers only consistent with best execution.
Brokers sometimes suggest a level of business they would like to receive in return for the research services and
products they provide, however Merit has not committed to provide any level of brokerage business to any broker.
Merit's Best Execution Committee meets quarterly to review all soft dollar arrangements.

Subject to applicable law, Merit may direct some client brokerage business to brokers who refer prospective
investors to the Fund, consistent with best execution. Because such referrals, if any, are likely to benefit Merit but
will provide an insignificant (if any) benefit to its clients, Merit has a conflict of interest with its clients when
allocating client brokerage business to a broker who has referred investors to Merit. To prevent client brokerage
commissions from being used to pay investor referral fees, Merit will not alocate client brokerage business to a
referring broker unless it determines in good faith that the commissions payable to such broker are not materially
higher than those available from non-referring brokers offering services of substantialy equal value to the client
account.

Merit will generally aggregate client trades, subject to best execution. Aggregation, or “bunching,” describes a
procedure whereby an investment adviser combines the orders of two or more clients into a single order for the
purpose of obtaining better prices and lower execution costs. Aggregation opportunities for us generally arise when
more than one client is capable of purchasing or selling a particular security based on investment objectives,
available cash and other factors. Merit may aggregate client orders when doing so will result in a better overall price
for client trades. Merit will generally aggregate orders for the same security unless aggregation is not consistent
with Merit’'s duty to seek best execution and the terms of the investment guidelines and restrictions of each client for
which trades are being aggregated. Each client that participatesin an aggregated order will participate at the average
price for al of the transactions in that security on a given business day, with transaction costs shared pro rata based
on each client’s participation in the transaction. Brokerage commission rates are not reduced as a result of such

aggregation.
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Item 13 Review of Accounts

Merit conducts in-depth reviews of client accounts on an annual basis. Informal update discussions may take place
on aquarterly or semi-annual basis. Clients may request interim reviews at any time to discuss their investment
account. Managing members, either Scott McGraw or Chris Gildea, will conduct Merit reviews of client accounts.

Merit furnishes investors in the Fund with unaudited performance reports on a monthly basis. On an annua basis,
investors receive a copy of the Fund's annual audited financia statements and a statement of taxable income (form
K-1).

Merit may provide certain investors access to more frequent and/or more detailed information regarding the Fund's
securities positions, performance, finances, and management and/or other information about the Fund or Merit,
possibly enabling such investors to better assess the prospects and performance of the Fund.

Merit provides the owners of the separately managed accounts it manages with periodic unaudited reports at such
times as the owners of such accounts and Merit agree. The custodians of such accounts send account statements to
the owners of such accounts no less frequently than monthly. In addition, since a managed account investor directly
owns the positions in its separately managed account, such investor may have full, real-time transparency as to all
transactions and holdings in such account, and may be better able to assess the future prospects of a portfolio that is
substantially similar to the portfolios of the Fund. The investors in such separately managed accounts may have the
right to withdraw all or a portion of their capital from such managed accounts on shorter notice and/or with more
frequency than the terms applicable to an investment in the Fund.
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Item 14 Client Referrals and Other Compensation

We enter into soft dollar arrangements with brokers pursuant to which we obtain certain research and brokerage
products and services in return for directing client securities transactions to the brokers (see Item 12).
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Item 15 Custody

Not applicable.
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Item 16 Investment Discretion

In most instances, accounts are managed on afully discretionary basis. The investors in the Fund generally may not
place any limits on Merit's authority beyond the limitations set forth in the offering and governing documents of the
Fund. On a case by case basis, owners of the separately managed accounts Merit manages may negotiate certain
risk and/or operating guidelines that Merit will adhere to when exercising our discretionary authority over such
accounts.
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Item 17 Voting Client Securities

Merit sometimes votes proxies as part of its discretionary authority to manage accounts. When voting proxies,
Merit's primary objective is to make voting decisions solely in the best economic interests of its clients. Merit will
act in amanner that it deems prudent and diligent and which is intended to enhance the economic value of the
underlying securities held in clients' accounts.

Merit has adopted written Proxy Policy Guidelines and Procedures that are designed to ensure that Merit isvoting in
the best interest of clients. The Proxy Guidelines reflect Merit’s general voting positions on specific corporate
governance issues and corporate actions. Some issues may require additional analysis prior to voting and may result
in avote being cast that will deviate from the Proxy Guideline. Upon receipt of a client’ s written request, Merit may
also vote proxies for that particular client’s account in a particular manner that may differ from the Proxy Guideline.
Deviation from the Proxy Guidelines will be documented and maintained in accordance with Rule 204-2 under the
Advisers Act.

Upon request by the Fund or a separately managed account that Merit manages, Merit will disclose to such client
how it voted securities owned by such client. The Fund and owners of the separately managed account managed by
Merit may also contact Merit via e-mail or telephone to request a copy of its Proxy Policy Guidelines and
Procedures.
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Item 18 Financial Information

Not Applicable.

28




Item 19 Requirements for State-Registered Advisers

Not applicable.
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