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This brochure (“Brochure”) provides information abo ut the qualifications and business
practices of Vertical Capital, LLC and its related adviser, Vertical CDO Management
Acquisition-E, LLC. If you have any questions abouthe contents of this Brochure, please
contact us at 212-786-5300. The information in thiBrochure has not been approved or
verified by the United States Securities and Exchayje Commission (“SEC”) or by any state
securities authority.

Additional information about Vertical Capital, LLC also is available on the SEC’s website
at www.adviserinfo.sec.gov

Vertical Capital, LLC is registered with the SEQote, however, that such registration does not
imply a certain level of skill or training. Theadrand written communications we provide to
you, including this Brochure, is information youeu® evaluate us (and other advisers) which
are factors in your decision to hire us or to awmi to maintain a mutually beneficial
relationship.

Item 2. Material Changes
The following summary discloses material changedenta this Brochure since Vertical Capital

LLC’s Form ADV Part 2A filed on March 13, 2013: \ihthere have been no material changes,
Vertical Capital LLC has made changes to this Buoeho reflect general updates.
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Iltem 4. Advisory Business
General Description of Advisory Firm

Vertical Capital, LLC (“Vertical Capital”) commendeperations as an investment adviser in
June 2002 and has been registered with the SE€ Bingust 10, 2007. Its principal owner is
VCAP Partners LLC, a Delaware limited liability cpamy.

Vertical CDO Management Acquisition-E, LLC (“VerdicCDO”) is a relying adviser to
Vertical Capital, LLC’s investment adviser regisima with the SEC in reliance on the position
expressed in the American Bar Association, Busihess Section, SEC Staff No-Action Letter
(January 18, 2012). Vertical CDO is wholly-owned\tertical Capital and Vertical Capital
controls the management and operations of Ver@€4D. In addition, Vertical Capital’s
employees provide services on behalf of VerticallCD/ertical Capital and Vertical CDO also
share a principal place of business. Thereforeedrences in this ADV Part 2A to Vertical
Capital will be deemed to include Vertical CDO, esd otherwise indicated.

Description of Advisory Services (including any spaalizations)

Vertical Capital offers discretionary investmenviagdry services to its advisory clients who may
include:



0] Pooled investment vehicles operating as collatezdldebt obligations
(collectively, the “CDOs” or the “Issuers”) for wth Vertical Capital
serves as collateral manager;

(i) Separately managed accounts (“Separately ManagealuAts”); and

(i) Private investment funds (“Private Investment Finds

It should be noted that Vertical CDO only servesa@tateral manager to certain CDOs and does
not advise Separately Managed Accounts or Privatestment Funds. Therefore any references
herein to Vertical Capital advising Separately MgathAccounts and Private Investment Funds
shall not be applicable to Vertical CDO and shadtéad only apply to Vertical Capital itself.

Availability of Tailored Services for Individual Cl ients

Vertical Capital does not generally tailor its abriy services to the individual needs of investors
in the Private Investment Funds or CDOs and gelyetaks not accept investor-imposed
investment restrictions. From time to time, wigspect to the certain Private Investment Funds,
Vertical Capital may enter into Other Agreementsdascribed in Item 10) that modify the
investment guidelines or restrictions with resgect particular investor in the Private
Investment Fund.

Vertical Capital may establish separate accoumtpddicular clients. These accounts may be
subject to investment objectives, guidelines, asrictions, and fee arrangements and other

terms that are individually negotiated with eacbhsdliient. These account relationships may

involve account minimums.

Wrap Fee Programs
Vertical does not participate in wrap fee programs.

Client Assets Under Management

As of December 31, 2013, Vertical Capital’s disikneary regulatory assets under management
were $1.38 billion. Vertical Capital has no roiscretionary assets under management.

Iltem 5. Fees and Compensation
Advisory Fees and Compensation

As further explained below, all fees charged totiat Capital’'s advisory clients are disclosed
in the relevant offering documents, with respedhsCDOs and the Private Investment Funds,
or the relevant investment management agreemetht r@gpect to the Separately Managed
Accounts.



SEPARATELY MANAGED ACCOUNT AND PRIVATE INVESTMENT FUND FEES

In certain circumstances, Vertical Capital is éaitto an annual management fee equal to up to
1.5% per annum (the “Management Fee”) based oadtmmated fair market value of the client’s
assets and payable in cash quarterly in advaniceasrears depending on the arrangement with
the specific client. Vertical Capital GP, LLC awdrtical Capital GP Il, LLC, each an affiliate
of Vertical Capital, currently serve as the genpeatner or special limited partner of Vertical
Capital’s Private Investment Fund clients (these ¢@neral partner entities are collectively
referred to herein as “Vertical Capital GP”) andymeceive a “Carried Interest” or a
performance-based allocation up to 30% of eachiloligion of distributable cash after limited
partners in the Private Investment Fund have redel0% of their capital contributions to the
Private Investment Fund. In some cases, the Cdmierest may be a percentage of
distributions after the limited partners have alsteived a preferred return (with no “catch-up”
provision).

Notwithstanding the above, Vertical Capital oratliates may, in their sole discretion, reduce
the Carried Interest charged by the Private InvestrRund to certain affiliated, large or
strategic Limited Partners.

CDO FEES

Vertical Capital is generally entitled to receivawamber of levels of compensation for the
administrative and investment advisory servicesith@ovides to the CDOs. The basic fee
schedule that Vertical Capital may receive forddgisory services provided to the CDOs is set
forth below, although it should be noted that a plate description of the remuneration that
each CDO will pay to Vertical Capital is set forttore fully in the offering documents (the
“CDO Offering Documents”) and indenture (the “Intier@”) governing the relevant CDO.

CDO fees are not negotiable.

Senior Collateral Management Fee

Vertical Capital is generally entitled to receiveamior collateral management fee, which ranges
from .02% to .30% per annum of the aggregate @vhhbalance of the CDO (the “Senior
Collateral Management Fee”). The Senior Collatstahagement Fee is generally paid to
Vertical Capital after the Issuers are compensttedertain fees and expenses, but prior to
payment of interest on the Secured Notes.

Subordinated Collateral Management Fee

Vertical Capital is generally entitled to receiveubordinated collateral management fee, which
ranges from .02% to .35% per annum of the aggregdiateral balance of the CDO (the
“Subordinated Collateral Management Fee”). The &libated Collateral Management Fee is
generally paid according to the CDO payment hi¢naend schedule, as set forth in the
Indenture.



Incentive Collateral Management Fee

Vertical Capital may receive a performance basedepart of its compensation from a CDO.
For deals that provide for a performarizesed fee, Vertical Capital receives a percentatfeeo
profits (ranging from 10% to 20%) that are paidie holders of the most junior Subordinated
Securities or “equity class” (the “Incentive Colledl Management Fee”). The Incentive
Collateral Management Fee is paid to Vertical Gaitter the holders of the Secured Notes are
paid their principal and interest, and after thielas of the most junior Subordinated Securities
or “equity class” receive an internal rate of ratthiat exceeds a ptetermined benchmark rate
of return.

Vertical Capital may receive an Incentive Collatdtanagement Fee from the following CDOs:
Vertical CDO 2003-1, Ltd.
Vertical ABS CDO 2005-1 Ltd.
Vertical ABS CDO 2006-1 Ltd.
Vertical ABS CDO 2006-2 Ltd.
G Square 2006-1 LTD
Summer Street 2005-1 LTD
Toro ABS CDO I, LTD.
Crystal Cove CDO, LTD.
E*Trade | ABS CDO Ltd.
E*Trade 1l ABS CDO Ltd.
E*Trade IV ABS CDO Ltd.
E*Trade V ABS CDO Ltd.

Kleros Preferred Funding, Ltd.

Closing Fee

Vertical Capital may also receive a closing feel¢&hg Fee”) as success based compensation
related to the closing of a CDO. A Closing FealfaiVertical Capital generally ranges from
$100,000 to $1,000,000.



Warehouse Carry Fee

During the period from the beginning of acquirihg ICDO Collateral Securities to the issuance
date of the CDO (i.e., the warehousing periodcgnain CDO transactions (as disclosed in the
applicable CDO Offering Documents), Vertical Capiteay also receive a warehouse carry fee
(the “Warehouse Carry Fee”) generally equal toS&gior Collateral Management Fee, based on
the aggregate value of CDO Collateral Securitiemged during the warehousing period.

Payment of Fees

With respect to certain Separately Managed Accowfegical Capital receives a quarterly
Management Fee. Upon agreement between the Selgavieinaged Account client and
Vertical Capital on the Management Fee for a gigearter, the client remits such Management
Fee to Vertical Capital in accordance with the tegat forth in the applicable investment
management agreement..

With respect to CDOs, Vertical Capital typicallyegves the Closing Fees and Warehouse Carry
Fees from the Placement Agent at the time of ctpsiBach of the Senior Collateral

Management Fee, Subordinated Collateral ManageRemntand Incentive Collateral
Management Fee is typically sent by the Trustesyant to each CDO’s payment priority
schedule.

Other Fees and Expenses

In general, Separately Managed Accounts and Prlaatstment Funds bear other expenses
including, organizational expenses, legal, taxpaoting, auditing and other professional advice
and the advice of other consultants and expertsebalf of the client, fees paid for custodial
services and third party technology and data in&dion services, out-of-pocket expenses related
to the sourcing, due diligence and potential adtjoirsof investments, regardless of whether
such acquisition is actually consummated, the hgl@ind sale of investments, and any other
expenses relating to the client (e.g., insurareecosts relating to any litigation involving the
client, etc.)

In general, CDOs bear other expenses includingnbutimited to, legal, tax, accounting, rating
agency fees, audit and trustee expenses.

Prepayment of Fees

Pre-paid fees charged to a Separately Managed AtoolPrivate Investment Fund will be
refunded based on the number of days remainingeimuarter if a withdrawal or redemption is
made before the end of a quarter.

Additional Compensation and Conflicts of Interest

Not applicable.



Iltem 6. PerformanceBased Fees and SidBy-Side Management

Vertical Capital and its investment personnel pdevinvestment management services to
multiple portfolios for multiple clients. Vertic&apital and/or its affiliates are entitled to
receive performance-based compensation from gstslj including the Private Investment
Funds, Separately Managed Accounts and CDOs. cdefiapital manages client accounts that
may have higher asset-based fees or more favgoabigrmance-based compensation
arrangements than other accounts. When Vertigait&ananages more than one client account
a potential exists for one client account to befad over another client account. Vertical
Capital has a greater incentive to favor clienoaecds that pay Vertical Capital performance-
based compensation or higher fees, or in whichis&rCapital personnel have more significant
investments.

Vertical Capital has adopted and implemented pegieind procedures intended to address
conflicts of interest relating to the managemennattiple accounts, including accounts with
multiple fee arrangements, and the allocation wéstment opportunities. Vertical Capital
reviews investment decisions for the purpose ofieng that all accounts with substantially
similar investment objectives are treated equitaflige performance of similarly managed
accounts is also regularly compared to determinether there are any unexplained significant
discrepancies. In addition, Vertical Capital’'s grdures relating to the allocation of investment
opportunities require that similarly managed act¢syarticipate in investment opportunities pro
rata based on asset size, subject to, among a@ttiers$, account size, availability of cash and
suitability of investment and further require thatthe extent orders are aggregated, the client
orders are price-averaged. Finally, Vertical Cafsitprocedures also require the objective
allocation for limited opportunities to ensure faird equitable allocation among accounts.
These areas are monitored by the Vertical Capi@ihief Compliance Officer.

Iltem 7. Types of Clients

As described above, Vertical Capital provides itwesnt advisory services to (1) pooled
investment vehicles operating as CDOs, (2) pootgdstment vehicles operating as Private
Investment Funds and (3) Separately Managed Acsount

With respect to any client that is a Private Inmemtt Fund, any initial and additional
subscription minimums are disclosed in the offenmgmorandum for that Private Investment
Fund.

With respect to any client that is a Separately &pad Account, Vertical Capital determines the
minimum investment amounts on a case-by-case Watkigach client. In general, such a
separately managed account involves significantrmmim investments.

With respect to any client that is a CDO any inresit minimums are disclosed in the CDO
Offering Documents for that CDO.

Item 8. Methods of Analysis, Investment Strategieand Risk of Loss

Methods of Analysis and Investment Strategies



Vertical Capital’s security analysis methods induBundamental, Technical and others as noted
below.

SEPARATELY MANAGED ACCOUNTSAND PRIVATE INVESTMENT FUNDS

With respect to the Private Investment Funds anpd@eely Managed Accounts, Vertical

Capital employs a rigorous top-down and bottominvestment process geared towards sourcing
and evaluating potential investments, and a dis@gdlapproval process which extends beyond
the initial purchase decision to the ongoing sulaece of assets.

Thetop-down process is oriented to identify both focus assetibse and sukectors to
emphasize in the Private Investment Fund or Seggristanaged Account’s portfolio, and is
based both on Vertical’'s macro view of the econ@mg credit, as well as its trading view of
where relative value is available in both the pryrend secondary markets.

The bottom-up process involves both sourcing specific securitighin the target sectors
utilizing its broadased industry contacts, and in turn, a detail@dlyais of the particulars of a
potential investment. The latter consists of agemvof the originator and/or servicer of the
loans/securities, a detailed review of the colktanderlying the securities, and an extensive
stressest analysis of the calbws to assess the ability of the securities teoab varying
degrees of losses on the underlying loan portfolio.

Vertical Capital has developed a suite of proprietaols within its STARS (Structuring,
Trading, Analytics, Reporting, and Surveillanceieology platform to assist in its analysis of
potential investments.

CDOs FORWHICH VERTICAL CAPITAL SERVESAS COLLATERAL MANAGER:

Vertical Capital generally employs a topwn analytical approach combined with a botiopn
guantitative and qualitative security level anayisimaking both inter and intra sector portfolio
allocation decisions.

Thetop-down approach governs relative weightings among straséggctors of the securitized
markets as well as the overall leverage of a g@BX® and is based on factors including:

0] The absolute level of credit spreads relative sbdnic levels,

(i) The credit spread differential between sectors,

(i)  The steepness of the credit curve within the varsrctors,

(iv)  Vertical Capital’s view on the direction of credjireads and the steepness
of the credit curves,

(v)  Available financing, and

(vi)  The premium cost of hedging instruments Verticghi@h deems
appropriate.



The bottom-up approach will incorporate individual security lewaglalysis using both proprietary
technology developed by Vertical Capital, as wslttardparty systems. The objectives in the
security level analysis are thifedd:

(1) Mitigation of security specific event risk, includy ratings migration par
loss erosion,

(i) Minimization of correlation within the aggregatergolio, and

(i) Total return value enhancement.

Vertical Capital has developed its own proprietaghnology platform called STARS
(Structuring, Trading, Analytics, Reporting and \&illance) that is designed to facilitate credit
selection and enable efficient reporting and mamigpon both a security specific and funide
basis.

Material Risks and Risks Associated with Types of &urities that are Primarily
Recommended

Securities markets fluctuate substantially overetidll investments in securities include a risk
of loss of money invested (principal) and any uhzed profits (i.e., profits in the account that

have not been liquidated, sometimes called “papetfitg’). In addition, as recent global and

domestic economic events have indicated, performahany investment is not guaranteed. As
a result, there is a risk of loss of the assetdid&rCapital manages that may be out of its
control. Vertical Capital cannot guarantee anyelef performance or that there will not be a
loss.

Vertical Capital does not represent, warrant orlyntipat the methods of analysis used by
Vertical Capital can or will predict future resylssiccessfully identify market tops or bottoms, or
insulate clients from losses due to major marketeotions or crashes. No guarantees can be
offered that client’s goals or objectives will behgeved. Further, no promises or assumptions
can be made that the advisory services offereddsyical Capital will provide a better return
than other investment strategies.

Varied fluctuations in the price of investments aneormal characteristic of securities markets
due to a variety of influences. An investment ie Brivate Investment Funds and/or the
Separately Managed Accounts should be considel@thaterm investment and thus long-term
performance and performance consistency shoultdeéprincipal goals.

No guarantees can be offered that clients’ goatshgectives will be achieved. Further, no
promises or assumptions can be made that the agwdsuovices offered by Vertical Capital will
provide a better return than other investmentetyiat.

SEPARATELY MANAGED ACCOUNTSAND PRIVATE INVESTMENT FUNDS

The Separately Managed Accounts and Private Invegtfunds are principally invested in
residential mortgage backed securities (“RMBS”) aray also invest in asset-backed securities
(“ABS”). The risks associated with investment&RiMBS and ABS would include, but are not
limited to, those discussed below:



RMBS

Holders of RMBS bear various risks, including ctediarket, interest rate, structural and legal
risks. RMBS represent interests in pools of regidémortgage loans secured by one (1) to four
(4) family residential mortgage loans. Such loaras be prepaid at any time. Residential
mortgage loans are obligations of the borrowersetieder only and are not typically insured or
guaranteed by any other person or entity, althaugh loans may be securitized by government
agencies and such securities issued may be guadanide rate of defaults and losses on
residential mortgage loans will be affected by enbar of factors, including general economic
conditions and those in the geographic area wineresated mortgaged property is located, the
terms of the loan, the borrower’s “equity” in thergaged property and the financial
circumstances of the borrower. If a residentiattgege loan is in default, foreclosure of such
residential mortgage loan may be a lengthy andcdiffprocess, and may involve significant
expenses. Furthermore, the market for defaultedeatial mortgage loans or foreclosed
properties may be very limited.

At any one time, a portfolio of RMBS may be backsdesidential mortgage loans with
disproportionately large aggregate principal amswsetcured by properties in only a few states
or regions. As a result, the residential mortgages may be more susceptible to geographic
risks relating to such areas, such as adverse ggomonditions, adverse events affecting
industries located in such areas and natural hazdfelcting such areas, than would be the case
for a pool of mortgage loans having more diversgerty locations. In addition, the residential
mortgage loans often are called “jumbo” mortgaga®) having original principal balances that
are higher than the Fannie Mae and Freddie Machatance limitations. As a result, such
RMBS may experience increased losses.

The RMBS may be backed by non-conforming mortgages, which are mortgage loans that
do not qualify for purchase by government-sponsagehcies such as Fannie Mae and Freddie
Mac because of credit characteristics and sizedihaiot satisfy Fannie Mae and Freddie Mac
guidelines, including loans to borrowers whose itnaztthiness and repayment ability do not
satisfy Fannie Mae and Freddie Mac underwritingiglimes and loans to borrowers who may
have a record of credit write-offs, outstandinggoments, prior bankruptcies and other negative
credit items. Accordingly, non-conforming mortgdgans are likely to experience rates of
delinquency, foreclosure and loss that are highat,that may be substantially higher, than
mortgage loans originated in accordance with Fakfae or Freddie Mac underwriting
guidelines. The principal differences between oconfng mortgage loans and non-conforming
mortgage loans include the applicable loan-to-vadti®s, the credit and income histories of the
related borrowers, the documentation required ppraval of the related mortgage loans, the
types of properties securing the mortgage loamrslaén sizes and the borrowers’ occupancy
status with respect to the mortgaged propertiesa Aesult of these and other factors, the interest
rates charged on non-conforming mortgage loansféea higher than those charged for
conforming mortgage loans. The combination ofedéht underwriting criteria and higher rates
of interest may also lead to higher delinquencyedtosure and losses on non-conforming
mortgage loans as compared to conforming mortgzayesl
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The mortgage loans underlying certain of the RMBfy ime structured with negative
amortization features. Negative amortization @risben the mortgage payment in respect of a
loan is smaller than the interest due on such l@am.any such mortgage loans, if the monthly
payments are not enough to cover both the intarebsprincipal payments on the loan, the
shortfall is added to the principal balance, cagigime loan balance to increase rather than
decrease over time. During periods in which thistanding principal balance of any such
mortgage loan is increasing due to the additiodedérred interest, the increasing principal
balance of such mortgage loan may approach or dxbeevalue of the related mortgage
property, thus increasing the likelihood of defawds well as the amount of any loss experienced
with respect to any such mortgage loan that isirequo be liquidated. Furthermore, each such
mortgage loan generally provides for the paymernyfremaining unamortized principal
balance (due to the addition of deferred intei€any, to the principal balance of such mortgage
loan) in a single payment at the maturity of thenlo Because the related borrowers may be
required to make a larger single payment upon ntgtitris possible that the default risk
associated with such mortgage loans is greatertttsrassociated with fully amortizing
mortgage loans. If the pool of mortgage loans dgohg any RMBS owned by the Private
Investment Funds and/or Separately Managed Accaomisins loans with negative
amortization features, the yield on such RMBS cdiddhdversely affected.

RMBS may contain certain credit enhancement featimtended to enhance the likelihood that
holders of such securities will receive regularmamts of interest and principal. If
delinquencies or defaults occur on the mortgagedamderlying such RMBS, neither the related
servicers nor any other entities will advance saletimonthly payments of interest and
principal on delinquent or defaulted mortgage lo&ssich advances are not likely to be
recovered within those transactions. There camob&ssurance that the credit enhancement, if
any, applicable to RMBS will adequately cover ahgr#falls in cash available to make
payments on such RMBS as a result of such delirm@gor defaults. If substantial losses occur
as a result of defaults and delinquent paymenth®@mortgage loans, the Private Investment
Funds and/or Separately Managed Accounts may doffees with respect to its ownership of
such RMBS.

Another factor that may result in higher delinquerates is the increase in monthly payments
on adjustable rate mortgage loans. Borrowers adfbstable rate mortgage loans are being
exposed to increased monthly payments when theedetaortgage interest rate adjusts upward
from the initial fixed rate or a low introductorgite. Borrowers seeking to avoid these increased
monthly payments by refinancing their mortgage foaray no longer be able to find available
replacement loans at comparably low interest rafedecline in housing prices may also leave
borrowers with insufficient equity in their homesgermit them to refinance. Furthermore,
borrowers who intend to sell their homes on or teetbe expiration of the fixed rate periods on
their mortgage loans may find that they cannottbelir properties for an amount equal to or
greater than the unpaid principal balance of to@ins. These events, alone or in combination,
may contribute to higher delinquency rates and @esult, adversely affect the performance and
market value of RMBS.

The terms of mortgage loans underlying RMBS maynbelified by the servicer, if the loans are
in default or default is reasonably foreseeablbar@es in the terms of a mortgage loan may
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include the capitalization of past due paymentseling of the interest rate, conversion of an
adjustable interest rate to a fixed interest mtégnsion of the maturity date, the forgiveness of
principal and/or interest payments, or other madiibns, any of which will reduce or delay
payment of the amount owed to the trust fund byréteted borrower or delay the receipt of
payments from the borrower. Any of the varioussile modifications of the terms of a
mortgage loan that is in default or as to whichedéfis reasonably foreseeable may, even if
beneficial to the securitization trust in the aggtte, may affect some holders of RMBS,
including the Private Investment Funds and/or Sepir Managed Accounts, adversely. In
determining whether a particular loan modificatghrould be made, the servicer will not
consider the interests of individual classes of FBVIERConversely, failure by the servicer to
timely modify the terms of a defaulted mortgagenlaogay reduce amounts available for
distribution to holders of RMBS in respect of thatrtgage loan.

RMBS may be subordinated to one or more other sefagses of securities of the same series
for purposes of, among other things, offsettingéssand other shortfalls with respect to the
related underlying mortgage loans. In additiorthiencase of certain RMBS, no distributions of
principal will generally be made with respect ty afass until the aggregate principal balances
of the corresponding senior classes of securige® bbeen reduced to zero. As a result,
subordinate classes of RMBS are more sensitivisikaf loss and writedowns than senior
classes of RMBS.

Developments in the Residential Mortgage Market

Delinquencies, defaults and losses on residentialgage loans have increased substantially and
may continue to increase, which may affect theqggardnce of RMBS, in particular RMBS that
are backed by subprime and midprime mortgage laawell as “Alt-A” and “Alt-B” mortgage
loans and second lien mortgage loans (collectivélgn-Prime Residential Mortgage
Securities"”). Subprime and midprime mortgage laaesgenerally made to borrowers with
lower credit scores and having higher loan-to-vahims. Alt-A and Alt-B loans may also have
some of the characteristics of subprime and midpmnmortgage loans. Accordingly, mortgage
loans backing Non-Prime Residential Mortgage Séesrare more sensitive to economic factors
that could affect the ability of borrowers to pagir obligations under the mortgage loans
backing these securities. In addition, housinggwiand appraisal values in many states have
declined over time. A continued decline of thoakigs may in the future result in additional
increases in delinquencies and losses on RMBS aiéner

Higher combined loan-to-value ratios may resulbimer recoveries on foreclosure, and an
increase in net losses above those that would Iheee realized had property values remained
the same or increased. A decline in property \sisi@articularly likely to impact recoveries on
any second lien mortgage loans included in the gage pools backing RMBS.

Current market conditions may impair borrowersligbto refinance or sell their properties,
which may contribute to higher delinquency and difates. Borrowers seeking to avoid
increased monthly payments by refinancing may ngéo be able to find available replacement
loans at comparably low interest rates. A dediinleousing prices may also leave borrowers
with insufficient equity in their homes to perntiem to refinance. Borrowers who intended to
sell their homes on or before the expiration offtked rate periods on their mortgage loans may
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find that they cannot sell their property for ancamt equal to or greater than the unpaid
principal balance of their loans. In addition, ®omortgage loans may include prepayment
premiums that would further inhibit refinancing.

RMBS may provide that the servicer is required skenadvances in respect of delinquent
mortgage loans. However, servicers experiencimgnitial difficulties may not be able to
perform these obligations. Servicers who have sbbgnkruptcy protection may, due to
application of the provisions of bankruptcy lawt be required to advance such amounts. Even
if a servicer were able to advance amounts in @sgalelinquent mortgage loans, its obligation
to make such advances may be limited to the extanit does not expect to recover such
advances due to the deteriorating credit of thengeént mortgage loans. In addition, a
servicer’s obligation to make such advances mdinbeed to the amount of its servicing fee.

A number of originators and servicers of mortgaggnb have experienced serious financial
difficulties and, in some cases, have entered hgm&y proceedings. These difficulties result in
part from declining markets for their mortgage Isamd claims for repurchases by them of
mortgage loans previously sold under provisions ftbguire repurchase in the event of early
payment defaults or for material breaches of repmedions and warranties made on the
mortgage loans, such as fraud claims. These dlifits can be compounded by a general
decline in the willingness by banks and other foiahinstitutions to extend credit to originators
and servicers in the ABS industry and the resuldiisgppearance of available credit and
liquidity lines to such originators and servicerkligher delinquencies and defaults may also
contribute to these difficulties by reducing théueaof mortgage loan portfolios, requiring
originators to sell their portfolios at greateratiants to par. In addition, the costs of servicing
an increasingly delinquent mortgage loan portfaliay be rising without a corresponding
increase in servicing compensation. The valuengfrasidual interests retained by sellers of
mortgage loans in the securitization market mag b&sdeclining in these market conditions.
Declining real estate values may decrease the nuoflb®rrowers seeking or able to refinance
their mortgage loans, resulting in a decrease arallvoriginations. These factors, among others,
may have the overall effect of increasing costsepknses of originators and servicers while at
the same time decreasing servicing cash flow aawl ¢migination revenues. Such financial
difficulties may have a negative effect on theiapof servicers to pursue collection on
mortgage loans that are experiencing increasedgledncies and defaults and to maximize
recoveries on sale of underlying properties follogvioreclosure. Many servicers are
overwhelmed by the number of defaulted loans iir gervicing portfolios, and are unable or
unwilling to pursue collections or other remedmscommence foreclosure proceedings on
many defaulted mortgage loans.

The rise in the rate of foreclosures of propetasking subprime loans in certain states or
localities has resulted in legislators, regulatord attorney generals in such states or localities
seeking measures to prevent or restrict foreclasame bringing lawsuits against participants in
the financing of subprime loans in their statefooalities, including issuers and underwriters of
RMBS backed by such loans and investors in such BMiluding the Private Investment
Funds and/or Separately Managed Accounts. Suctidii@ forestalling or limiting foreclosures
may continue to increase.
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The foregoing adverse changes in market condiamasregulatory climate may reduce the
cashflow from RMBS. In addition, interest rateesuis for RMBS have widened and are more
volatile than prior to 2007 due to these adversasgks in market conditions. In the event that
interest rate spreads for RMBS widen further follogvthe purchase of such assets by the
Private Investment Funds and/or Separately Managedunts, the market value of such assets
is likely to decline and, in the case of a subsghspread widening, could decline by a
substantial amount. Furthermore, these adversggelsan market conditions have resulted in a
severe liquidity crisis in the market for RMBS andreasing unwillingness by banks, financial
institutions and investors to extend credit to B@ms, originators and other participants in the
market for these securities and other asset-bass@matities. As a result, the liquidity and/or the
market value of RMBS and other asset-backed sessuritay experience further declines and
may face significant lack of liquidity.

ABS

Each type of asset-backed security (“ABS”) entainigjue risks depending on the type of assets
involved and the legal structure used. For exapgpélit card receivables are generally
unsecured obligations of the credit card holdertaediebtors are entitled to the protection of a
number of state and federal consumer credit ldwsome transactions, the value of the ABS is
dependent on the performance of a third party g@scredit enhancer or servicer. There is also
the possibility that recoveries on repossessedtend] may not, in some cases, be available to
support payments on these securities because ofahidity to perfect a security interest in such
collateral or because such collateral has beearstwldamaged. Furthermore, the ability of a
consumer borrower to repay its loan (which loarusesthe ABS) will depend on the income
and assets of such borrower and may be effecteantgng other things, job loss and acts of
God.

CDOs FOR WHICH VERTICAL CAPITAL SERVESAS COLLATERAL MANAGER:

CDOs hold portfolios principally composed of ABSHaRMBS securities. Their performance is
largely determined by the performance of ABS and&8Mhat collateralize the CDOs (“CDO
Collateral Securities”). The risks associated witrestments in CDOs include the same risks as
described above relating to RMBS and ABS, andlesser degree, risks relating to other types
of structured securities, including CMBS as desatibelow.

CMBS

Commercial mortgage loans underlying commercialtgawe-backed securities (‘CMBS”) are
generally secured by multi-family or commercial peay and may entail risks of delinquency

and foreclosure, and risks of loss in the evenetbie that are greater than similar risks

associated with loans secured by single-familydessial property. The ability of a borrower to
repay a loan secured by an income-producing prppgoically is dependent primarily upon the
successful operation of such property rather thmomuhe existence of independent income or
assets of the borrower. If the net operating inea@fnthe property is reduced (for example, if
rental or occupancy rates decline or real estateatas or other operating expenses increase), the
borrower’s ability to repay the loan may be impdirdNet operating income of an income-

14



producing property can be affected by, among dthiegs, tenant mix, success of tenant
businesses, property management decisions (ingudsponding to changing market
conditions, planning and implementing rental ocimg structures and causing maintenance and
capital improvements to be carried out in a tinfakhion), property location and condition,
competition from comparable types of propertiegnges in laws that increase operating
expense or limit rents that may be charged, ang teeaddress environmental contamination at
the property and the occurrence of any uninsuredatty at the property.

The value of an income-producing property is diyextlated to the net operating income
derived from such property. Furthermore, the vaiuany commercial property may be
adversely affected by risks generally incidentteiests in real property, including various
events which the related borrower and/or managtéreo€ommercial property, the issuer, the
depositor, the indenture trustee, the master saraicthe special servicer may be unable to
predict or control, such as: changes in generkdaa economic conditions and/or specific
industry segments; declines in real estate vallmdines in rental or occupancy rates; increases
in interest rates, real estate tax rates and ofherating expenses; changes in governmental
rules, regulations and fiscal policies, includimyieonmental legislation; acts of God;
environmental hazards; and social unrest and disturbances.

Additional risks may be presented by the type aswlaf a particular commercial property. For
instance, commercial properties that operate ggitadssand nursing homes may present special
risks to lenders due to the significant governmiamtgulation of the ownership, operation,
maintenance and financing of health care instiigtioHotel and motel properties are often
operated pursuant to franchise, management or topgegreements which may be terminable
by the franchisor or operator; and the transfeitsitof a hotel’s operating, liquor and other
licenses upon a transfer of the hotel, whethemthingopurchase or foreclosure, is subject to local
law requirements.

Furthermore, a commercial property may not reda#yconverted to an alternative use in the
event that the operation of such commercial prgdertits original purpose becomes
unprofitable for any reason. In such cases, tiw@sion of the commercial property to an
alternative use would generally require substactaital expenditures. Thus, if the borrower
becomes unable to meet its obligations under tlagedecommercial mortgage loan, the
liquidation value of any such commercial properigynbe substantially less, relative to the
amount outstanding on the related commercial mgedaan, than would be the case if such
commercial property were readily adaptable to otisess.

CDOs

CDOs are limited recourse obligations of the issbereof payable solely from the underlying
securities owned by the issuer or proceeds thei@ohsequently, holders of CDOs must rely
solely on distributions on the collateral undertysuch CDOs or the proceeds thereof for
payment. Such assets may consist of investmedegtebt securities, high yield debt securities,
loans, structured finance securities, syntheticisges and other debt instruments. CDOs
generally have underlying risks similar to manytedf risks of CDO Collateral Securities, such
as interest rate mismatches, trading and reinvedtnsk and tax considerations. Each CDO
Security, however, will involve risks specific toet particular CDO Security and its CDO
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Collateral Securities. The concentration in anfipalar asset type may adversely affect the
Issuer’s ability to make payments on the Notes.

CDO Collateral Securities underlying a CDO willasftwill include assets that bear interest at a
fixed or floating rate of interest, and while thBQs issued by such issuer also may bear interest
at fixed or floating rates, the proportions of a@Bsuer’s assets bearing interest at fixed and
floating rates will typically not match the propioris to which such CDO issuer’s liabilities bear
interest at fixed and floating rates. As a reshkire could be a floating/fixed rate or basis
mismatch between such CDOs and CDO Collateral 8=msuwhich bear interest at a fixed rate,
and there may be a timing or basis mismatch betwee@€DOs and CDO Collateral Securities
that bear interest at a floating rate as the istesge on such floating rate CDO Collateral
Securities may adjust more frequently or less feady, on different dates and based on
different indices, than the interest rates on tB8. As a result of such mismatches, an
increase or decrease in the level of the floatatg indices could adversely impact the ability to
make payments on the CDOs.

Item 9. Disciplinary Information
Not applicable.

Item 10. Other Financial Industry Activities and Affiliations
Broker-Dealer Registration Status

Brett Graham, Beth Ferraro, Nick Rossetti and C8kanlon are registered representatives of
VCAP Securities, LLC (formerly known as BW Capikdhrkets, LLC) (the “Affiliated Broker-
Dealer”). Mr. Graham is also a registered princgiahe Affiliated Broker-Dealer. The
Affiliated Broker-Dealer’s principal business isoprding distressed asset liquidation services to
fiduciaries (i.e., CDO trustees) and large finahiciatitutions. This includes auctioning
distressed assets (1) owned by CDOs at the direcfi€DO trustees and (2) owned or
controlled by financial institutions.

Commodities-Related Registration
Not applicable.
Material Relationships or Arrangements with Industry Participants

As discussed in Item 4, Vertical Capital is thegmicompany to Vertical CDO, which is a
relying adviser of Vertical Capital. Vertical Cégdicontrols the management and operations of
Vertical CDO and Vertical Capital’'s employees pdwesservices on behalf of Vertical CDO.
Vertical Capital and Vertical CDO also share a @pal place of business.

Vertical Capital has entered into a services agezemwith the Affiliated Broker-Dealer whereby
Vertical Capital provides certain infrastructurelgrofessional services in exchange for a
service fee.
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Vertical Capital, the Affiliated BrokeDealer, Vertical Capital GP, and Vertical CDO dite a
related entities.

With respect to certain Private Investment Fundstiwal Capital GP on its own behalf or on
behalf of the Private Investment Fund may enter side letters or similar agreements (“Other
Agreements”) with Limited Partners which have tffea of establishing rights, or altering or
supplementing, the rights of certain Limited Parsnehich will be different than the rights of
other Limited Partners. Vertical Capital GP hahbgation to notify the Limited Partners that
Vertical Capital GP has entered into any Other Agrent with respect to a particular Limited
Partner, and the other Limited Partners will naeree the benefit of such Other Agreement.

Material Conflicts of Interest Relating to Other Investment Advisers
Not applicable.

Iltem 11. Code of Ethics, Participation or Interestin Client Transactions/Personal
Trading

Code of Ethics

Vertical Capital has a fiduciary duty to clientsact in the best interest of the client and always
place the client’s interests first and foremosertical Capital takes seriously its compliance and
regulatory obligations and requires all staff tonpdy with such rules and regulations, as well as
Vertical Capital’s policies and procedures.

In accordance with Rule 204A under the Investment Advisers Act of 1940, asratad (the
“Advisers Act”, Vertical Capital has adopted itsd@oof Ethics and Policy regarding Insider
Trading (the “Code of Ethics”). The purpose of @ade of Ethics is to establish guidelines and
procedures that are reasonably designed to ideantifiyprevent employees who may have
knowledge of Vertical Capital's investments (anddstment intentions) from breaching their
fiduciary duties to Vertical Capital’s clients, attdaddress other situations that may pose a real
or potential conflict of interest or the appearaata real or potential conflict of interest.

The Code of Ethics contains provisions for stanslafdousiness conduct in order to comply
with federal securities laws, personal securitgggrting requirements, pre-approval procedures
for certain transactions, code violations, repgrtiequirements, and safeguarding of material
non-public information about client transactiongrtRer, Vertical Capital’'s Code of Ethics
establishes Vertical Capital’'s expectation for hass conduct.

Vertical Capital’s Code of Ethics is distributedgach employee at the time of hire/contract,
and, as the Code of Ethics is modified. In addjtMertical Capital requires an annual
certification by all employees/Advisors regardihgit understanding and compliance with the
Code of Ethics. Vertical Capital also supplemehés@ode of Ethics with annual training and
on-going monitoring of employee activity.

A copy of our Code of Ethics will be provided toyaslient or prospective client upon request.
Please call Vertical Capital's Chief Operating ©fi/Chief Compliance Officer at (212) 786-

17



5300 to request a copy of Vertical Capital’'s Cotl&thics. Furthermore, Vertical Capital
strives to handle clients’ non-public informatioitiwdue care and confidentiality.

Client Transactions in Securities where Adviser haa Material Financial Interest
Not applicable.
Investing in Securities Recommended to Clients

Vertical Capital’'s Code of Ethics does not prohg®tsonal trading by employees (or our firm).
As a result, Vertical Capital and its employees iparchase or sell the same or similar securities
(or securities that are suitable for an employeelated account but not suitable for any client)
at the same time that Vertical Capital places aetisns for the accounts of its Clients.

Related persons of Vertical Capital (any advisdfijide and any person that is under common
control with Vertical Capital) may buy or sell seities identical to those securities
recommended to clients. Therefore, related pers@shave an interest or position in certain
securities that are also recommended and bougtaidto clients. Related persons will not put
their interests before a client’s interest. Relgiersons may not trade ahead of their clients or
trade in such a way to obtain a better price fentbelves than for their clients. Vertical Capital
is required to maintain a list of all securitiedduogs for its related persons. Further, associated
persons are prohibited from trading on pablic information or sharing such information.
Vertical Capital and its related persons are reglio conduct their securities and investment
advisory business in accordance with all applic&aléeral and State securities regulations.

As required by Rule 204A of the Advisers Act, Vertical Capital requires Access Persons (as
defined under Rule 204A-1) to report their repdeadecurities transactions on a quarterly basis
and disclose their securities holdings on an anbasils. In addition, Vertical Capital recognizes
that certain potential conflicts of interest maigaiin connection with the personal trading
activities of Vertical Capital’'s Access Personss fAich, Vertical Capital maintains a restricted
list of securities that Access Persons are gerygpadhibited from purchasing or selling. In
addition, Access Persons are generally prohibiteh trading with or against Vertical Capital’s
clients. Vertical Capital’'s personnel are requitedertify their compliance with the Code of
Ethics.

Conflicts of Interest Created by Contemporaneous Tading

Vertical Capital may seek to purchase investmesrtsiore than one advisory client for which it
or an affiliate serves as investment adviser. YaltCapital will have the discretion to apportion
such investments among such entities; accordinglyidal Capital cannot assure equal
treatment across its advisory clients. Limitingtéas may include, but are not necessarily
exhaustive, of the following: accounts size caists, account strategy (price limits, vintage
specification and investment profiles) and avagatash liquidity.

Vertical Capital may aggregate sales and purcharoof securities placed with respect to the
collateral with similar orders being made simul@ngy for other accounts managed by Vertical
Capital, if in Vertical Capital's reasonable judgmsuch aggregation shall result in an overall
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economic benefit to the investors, taking into ecdesation the selling or purchase price,
brokerage commission and other expenses. Whenggmggate sales or purchase orders occur,
Vertical Capital (and any of its affiliates invotvén such transactions) shall allocate the
executions among the accounts in an equitable manne

With respect to Private Investment Funds and Seggrislanaged Accounts, Vertical Capital
may make investments for its own account contenmgrasly with investments that it makes

for the client. In such a case, orders for thentland Vertical Capital will be aggregated. Each
account that participates in an aggregated ordsl garticipate at the average price for all
transactions of Vertical Capital in that investmenta given business day, with all transaction
costs shared on a pro rata basis. The order villlocated on a basis so that all client accounts
receive fair and equitable treatment.

Finally, with respect to any Private Investment drtimat offers separate tranches, except as
otherwise provided in such Private Investment Fsiednfidential private offering memorandum
(the “Offering Memorandum?”), any investments magel®e Private Investment Fund shall be
allocated solely among the Open Tranches (as dakiimthe Offering Memorandum) at the time
that such investment is made in the following manne

0] first, among the Open Tranches in proportion toaim®unt that the
aggregate capital contributions with respect tdhé@pen Tranche bears to
the aggregate capital contributions for all Opearthes, and

(i) second, in the event that an Open Tranche dodsaweta sufficient
amount of “Uninvested Capital”’ (as defined in thiée@ng
Memorandum) to fund the entire amount allocateid parsuant to clause
(1), then the amount of such deficiency shall becalted among the
remaining Open Tranches. This is done in propottiothe amount of
total money invested of each such remaining Opandfre after the
application of clause (i).

For purposes of allocating new investments amongndpanches, the “Uninvested Capital” of
an Open Tranche at any time means the differenweeba (A) the amount of the then available
cash held by such Tranche; and (B) amounts whictidak Capital GP, in its sole discretion,
determines may be needed to pay future expenghs @pen Tranche. A Tranche will be an
“Open Tranche” with respect to a particular investinwvhenever the Tranche has any
Uninvested Capital and the particular Investmetisfas the Tranche’s guidelines.

Iltem 12. Brokerage Practices
A-1 Research and Other Soft Dollar Benefits

CDOs FORWHICH VERTICAL CAPITAL SERVESAS COLLATERAL MANAGER:

When structuring a CDO for which Vertical Capitallwerve as portfolio manager, Vertical
Capital has the authority to choose the brokeréehht will serve as the underwriter and/or
placement agent in the private placement of the @30ed securities.

19



The Investment Committee of Vertical Capital has discretion, subject to certain conditions
and limitations as summarized below, to determiveesecurities to be purchased and sold for
each CDO portfolio (“CDO Collateral Securities™} &ell as the amounts thereof.

Prior to purchasing a CDO Collateral Security faml@sed deal, Vertical Capital examines the
trade to confirm it satisfies various compliancgtself the trade passes the compliance tests,
then a hypothetical trade ticket will be submittedhe Trustee for that CDO for its approval.
The Trustee will then analyze the trade usinguta aompliance model, and if the Trustee is
satisfied that the hypothetical trade passes thgtiance tests, then it will approve the trade for
inclusion into the deal’s portfolio and Vertical @l will execute the trade.

Vertical Capital recognizes its duty to obtain bestcution for the CDOs. Vertical Capital
generally does not seek to invest in securitiesviuch there is an open exchange market.

Vertical Capital, therefore, usually is limitedtime selection of brokers, dealers or other
counterparties to buy/sell securities.

Vertical Capital may receive research or brokefagm a broker-dealer and/or a third party in
connection with client securities transactionsisTi® known as a “soft dollar” relationship.
Vertical Capital has no soft dollar arrangementglace.

In situations in which a security sought for pursanay be purchased from one of a number of
counterparties, Vertical Capital will generally phase the security from the broker that offers
the best price for the specific security being pased. However, Vertical Capital may also take
into account the following factors:

. The ability to effect prompt and reliable executairfavorable prices
(including the applicable dealer spread or commigsi any);

. The operational efficiency with which transacti@ne effected;

. The financial strength, integrity and stabilitytb& broker;

. Access to deals or instruments in which Verticgbi@2d wants to invest.

A-2  Brokerage for Client Referrals

Not Applicable.

A-3 Directed Brokerage

Vertical Capital does not have directed brokeragengements with clients.
B. Order Aggregation

Vertical Capital often purchases or sells the saewairity for many clients contemporaneously
and using the same executing broker. It is Vdr@i@pital’s practice, where possible, to
aggregate client orders for the purchase or saleeo$§ame security submitted
contemporaneously for execution using the sameugixgcbroker. Vertical Capital will also
aggregate in the same transaction, the same sestat accounts where Vertical Capital has
brokerage discretion. Such aggregation may enédtical Capital to obtain for clients a more
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favorable price or a better commission rate bagea the volume of a particular transaction.
When an aggregated order is completely filled, altCapital allocates the securities purchased
or proceeds of sale pro rata among the particigatatounts, based on the purchase or sale
order. Adjustments or changes may be made undairceircumstances, such as to avoid odd
lots or excessively small allocations. If the ardea particular broker is filled at several
different prices, through multiple trades, gengrall such participating accounts will receive the
average price and pay the average commission,ctubjedd lots, rounding, and market
practice. If an aggregated order is only partiéillgd, Vertical Capital’'s procedures provide that
the securities or proceeds are to be allocatednaraner deemed fair and equitable to clients.
Depending on the investment strategy pursued ant/ge of security, this may result in a pro
rata allocation to all participating clients.

Item 13. Review of Accounts
Frequency and Nature of Review; Content and Frequesy of Regular Account Reports

SEPARATELY MANAGED ACCOUNTSAND PRIVATE INVESTMENT FUNDS

Separately Managed Accounts and Private Investiemds are monitored daily for cash
reconciliation and investment guideline complianteaddition, such accounts are reviewed
monthly for:

» Security surveillance: projected payments and $tydosses versus projections

» Security pricing. Pricing methodologies used bytMal Capital include Mark to Model,
Market Yield, Estimated Market Price and fair mankalue

* Principal and interest collections

« NAV

* Rate of return calculations

Surveillance. Investments are reviewed monthlyheyportfolio managers using Vertical
Capital’s surveillance and risk management analytithe portfolio managers discuss the
performance of investments with an emphasis orrided¢ing assets and which may be sold.
Final sale decisions are made by the Chief Investi®#icer of Vertical Capital.

Separately Managed Account Reporting. A Separaielyaged Account client receives reports
from Vertical Capital pursuant to the terms of e8eiparately Managed Account’s investment
management agreement.

Private Investment Fund Reporting. A Private Itwvent Fund’s investors receive reports from
the Private Investment Fund pursuant to the tefnesach Private Investment Fund’s offering
memoranda or as otherwise described in the offetoayment of the client.

CDOs FORWHICH VERTICAL CAPITAL SERVESAS COLLATERAL MANAGER:

The CDO portfolios are subject to ongoing perforosreview. The portfolio management team
monitors on a regular basis (among other itemg)gaitctions, credit protection prices, security-
specific performance metrics and market trendsjstrg/company specific events and the
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portfolios’ compliance with various tests includipgrtfolio concentration limits, collateral
guality tests and coverage tests.

Pursuant to the Indenture governing the Secuiigised by a CDO, the trustee to the respective
CDO is required to deliver to investors in the CBOnthly and other periodic reports regarding
the collateral. Vertical Capital assists the trastepreparing these reports pursuant to the
Indenture and the Collateral Management Agreentmttveen Vertical Capital and the CDO).

Factors Prompting a Non-Periodic Review of Accounts
Please see above. Client accounts are under @ngirew.
Item 14. Client Referrals and Other Compensation
Economic Benefits Received from Non-Clients for Pnading Services to Clients
Not applicable.
Compensation to Non-Supervised Persons for Clientd®errals

Vertical Capital may enter into arrangements witthviduals (“Solicitors”) whereby the

Solicitor will refer investors to Vertical Capitak candidates for the investment advisory
services offered by Vertical Capital (i.e., SepalsaManaged Accounts and Private Investment
Funds). In return, Vertical Capital or its afftés will compensate the Solicitor subject to (B th
investor becoming an advisory client of Verticalp@al and (2) the Solicitor entering into a
solicitation agreement with Vertical Capital prtorthe investor’s decision to become a client of
Vertical Capital. Compensation to a Solicitor nieglude a percentage of management fees
and/or incentive compensation received by Ver@apital or its affiliates and/or a percentage of
the initial capital contributed by the investor.riifeal Capital’s referral program is in compliance
with the federal regulations as set out in Rule(2P8 under the Advisers Act. The
solicitation/referral fee is paid pursuant to atten agreement retained by both Vertical Capital
and the Solicitor. The Solicitor is required t@yde the client with a copy of Vertical Capital’s
Form ADV Part 2 and a Solicitor Disclosure brochprer to, or at the time of, entering into any
investment advisory contract with Vertical CapitlSolicitor is not permitted to offer clients
any investment advice on behalf of Vertical Capit@lients’ advisory fees will not be increased
as a result of compensation being shared with diei®r.

Iltem 15. Custody
Not applicable.
Item 16. Investment Discretion
Vertical Capital provides investment advisory seegion a discretionary basis to clients.

Prior to assuming discretion in managing a clieassets, Vertical Capital enters into an
investment management agreement or other agree¢hasiets forth the scope of Vertical
Capital’s discretion.
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Unless otherwise instructed or directed by a dismmary client, Vertical Capital has the

authority to determine (i) the securities to bechaised and sold for the client account (subject to
restrictions on its activities set forth in the Bpgble investment management agreement and any
written investment guidelines), and (ii) the amoahsecurities to be purchased or sold for the
client account. Because of the differences imtlievestment objectives and strategies, risk
tolerances, tax status and other criteria, thenglmeadifferences among clients in invested
positions and securities held. Even client accothmt are typically managed on a pari passu
basis may from time to time receive differing allions of securitiebased on total assets of

each account eligible to invest in the particuteeistment type divided by the total assets of all
accounts eligible to invest in the particular inwesnt.

Vertical Capital may effect cross transactions leetvdiscretionary client accounts, except as
otherwise noted below. Cross transactions enabiéddl Capital to effect a trade between two
clients for the same security at a set price, thepossibly avoiding an unfavorable price
movement that may be created through entrancehetmarket and saving commission costs for
both accounts. Cross transactions include rebiggrhi@nsactions that are undertaken so that,
after withdrawals or contributions have occurrée, portfolio compositions of similarly
managed accounts remain substantially similar.tisddrCapital has a potentially conflicting
division of loyalties and responsibilities regamglimoth parties to cross transactions. Cross
transactions between client accounts are not peuniftthey would constitute principal trades or
trades for which Vertical Capital or its affiliatase compensated as a broker unless client
consent has been obtained based upon written gigeldo the client of the capacity in which the
Adviser or its affiliates will act.

If it appears that a trade error has occurred,itdrCapital will review the relevant facts and
circumstances to determine an appropriate couraetmin. To the extent that trade errors and
breaches of investment guidelines and restrictomesir, Vertical Capital’s error correction
procedure is to ensure that clients are treately fand, following error correction, are in the
same position they would have been if the errorf@dccurred. Vertical Capital has discretion
to resolve a particular error in any appropriateang that is consistent with the above stated
policy. In the event that a client account incatsade error as a result of Vertical Capital’s
fraud, intentional misconduct or gross negligeticale errors will be corrected by Vertical
Capital as soon as practicable, in a manner suthhh client incurs no loss. Trade errors that
result other than by breach of the standard of aaove are borne by the client account.

Item 17. Voting Client Securities

Vertical Capital has adopted proxy voting policaéesl procedures that address how Vertical
Capital votes proxies. The policy is based on tivecple that Vertical Capital and its employees
owe a fiduciary duty to its advisory clients. WheeeVertical Capital receives a notice
requesting Vertical Capital to exercise its votaghority with respect to a security in a client
account, the Chief Compliance Officer providesadixy related materials to the Investment
Committee. The Investment Committee will make asiea on how to vote the proxy in
guestion in accordance with the guidelines sehfortVertical Capital’s Compliance Manual.

Vertical Capital keeps a record of its proxy votpaicies and procedures, proxy statements
received, votes cast, all communications receivetlisternal documents created that were
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material to voting decisions and each client regteroxy voting records and Vertical
Capital’s response for five years. Vertical Cafstaldvisory clients may obtain (i) a copy of
Vertical Capital’'s proxy voting policies and procees and/or (ii) information on how Vertical
Capital has voted proxies by contacting Verticghi@d's Chief Compliance Officer, at 437

Madison Avenue, New York, New York 10022, teleph¢2&2) 7865300.
Item 18. Financial Information

Not applicable.
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