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This brochure provides information about the qualifications and business practices of Definitive 

Capital Management, LP (“the Adviser”). If you have any questions about the contents of this 

brochure, please contact us at 484-866-8336. The information in this brochure has not been 

approved or verified by the United States Securities and Exchange Commission (“SEC”) or by 

any state securities authority. 

 

Definitive Capital Management, LP is a registered investment adviser. Registration of an 

Investment Adviser does not imply any level of skill or training. The oral and written 

communications of the Adviser should be considered carefully in your decision to hire or retain us 

to provide advisory services. Additional information about the Adviser is also available on the 

SEC‟s website at: www.adviserinfo.sec.gov. 

http://www.adviserinfo.sec.gov/
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Material Changes 
 

Since the Adviser‟s previous Part 2A filing dated March 6, 2013, there are no material changes. 
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Item 4: Advisory Business 
 

The Adviser provides investment advisory services on a discretionary basis to private investment 

vehicles and separately managed accounts (collectively, the “Client(s)”).  Investment objectives 

are detailed in the relevant offering documents for the private investment vehicles and investment 

management agreements for the separately managed accounts.  The Adviser may agree to tailor 

advisory services to the individual needs of separately managed accounts based upon terms 

specified in their respective investment management agreements.  

 

The Adviser was founded in December 2010.  The Adviser is owned by Andrew Mark Lutz.  On 

December 31, 2013 the Adviser managed $679,278,251 on a discretionary basis on behalf of nine 

Clients.   

 

Item 5: Fees and Compensation 
 

The private investment vehicles currently managed by the Adviser depending on the investment 

objective and approach may charge its investors. This fee is charged at a monthly management 

rate  of 0.167% (i.e., 2.0% per annum) and is assessed as of the beginning of each calendar month. 

The management fee is based on the total market value of the assets in the private investment 

vehicle (including cash and cash equivalents). In addition to the management fee, the Adviser (or 

its affiliate) receives a 20% incentive allocation from certain private investment vehicles at year-

end based on the profit and loss for the Client whether realized or unrealized, and are subject to a 

loss carry-forward provision.  Additionally, the Adviser manages private investment vehicles that 

do not charge management fees, but may pay the Adviser a quarterly incentive allocation equal to 

35% of the excess return over a benchmark return which is also subject to a loss carry-forward as 

defined in the relevant offering documents.  This compensation may be paid to the Adviser and/or 

to a related party of the Adviser.  Please refer to the Other Financial Industry Activities and 

Affiliations section for more information about the Adviser‟s affiliates and related parties. 
 

The separately managed accounts may be charged a 0.167% monthly management fee at the end 

of each calendar month and a 20% incentive fee at the end of each calendar year. The rate of the 

management fee is negotiable based on the amount of assets under management. The incentive 

fees are based on the profit and loss of the Client whether realized or unrealized subject to a loss 

carry-forward. Additionally, the Adviser is a sub-advisor to a separately managed account where 

it receives no management fee, but receives an annual incentive fee in an amount equal to 35%  of 

the account‟s net profits whether realized or unrealized, subject to a loss carry-forward.  

 

The Adviser, in its sole discretion, may waive or reduce the management fee and/or the incentive 

fee/allocation with regard to investors in each respective private investment fund that are 

employees or affiliates of the Adviser, relatives of such persons, and for certain strategic 

investors.   
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The Adviser (or its affiliate) deducts fees directly from private investment vehicles.  The Adviser 

does not have authority to deduct fees from the separately managed accounts.    In addition to the 

management fee and incentive fee/allocation, the Clients will also be subject to other investment 

expenses such as brokerage costs, custodial fees and interest expense.  Private investment vehicles 

will bear their pro rata share of their underlying operating and other expenses including, in 

addition to those listed above: legal expenses, audit, administration, tax preparation, director fees, 

organizational and other expenses as described in the relevant fund offering documents.  In 

addition, to the extent the Clients are invested in money market funds, Exchange-Traded Funds 

(“ETFs”) or other registered investment companies, the Clients will bear their pro rata share of the 

investment management fee and other fees of the fund, which are in addition to the investment 

management fee paid to the Adviser.  Management fees for the private investment vehicles are 

paid monthly in advance and their investors may only redeem on a monthly basis. There would 

only be a refund of fees if the management services of the Adviser were terminated during the 

month.  If this were to occur the Adviser would return to the private investment vehicle the pro 

rata management fees charged in advance that were not earned.  Generally all other expenses, with 

the exception of research fees (i.e., Bloomberg terminals) director fees, and directors insurance 

expense are paid after services have been performed.  Please refer to the Brokerage Practices 

section for additional disclosure regarding trading costs.   
 

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

As stated in the Fees and Compensation section above, Clients are charged an incentive fee/ 

allocation, as applicable.       

 

The fact that the Adviser is compensated based on trading profits may create an incentive for the 

Adviser to make investments on behalf of Clients that are riskier or more speculative than would 

be the case in the absence of such compensation arrangements.  The incentive allocation/fee could 

be based on unrealized gains that the Client may never realize.   

 

The Adviser has adopted and implemented policies and procedures intended to address conflicts 

of interest relating to the management of multiple accounts, including conflicts pertaining to those 

accounts with differing fee arrangements and/or where the allocation of limited investment 

opportunities may preclude a pro rata distribution of same.  The Adviser maintains policies and 

procedures containing guidelines for circumstances in which an investment opportunity may be 

allocated across multiple Clients on a basis other than pro rata (see Item 12, Brokerage Practices).  

The Adviser allocates trades ensuring that all accounts with substantially similar investment 

objectives are treated equitably.  The performance of managed accounts with a similar strategy is 

regularly evaluated to determine whether there are any unexplained material discrepancies or 

dispersion performance.  In addition, the allocation of investment opportunities across accounts 

with a similar strategy is done pro rata based on the asset size of each Client subject to Client 

mandated restrictions.  The closing of investment positions (when a security is held long is sold or 

a security held short is covered) is done by taking the relative holdings for each Client for that 

security and closing out the position based on the relative position held in each Client account. 
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Item 7: Types of Clients 
 

The Adviser provides investment advisory services on a discretionary basis to private investment 

vehicles, funds of funds, corporations, insurance companies and reinsurance companies.  The 

Adviser generally requires that separately managed accounts open with a minimum of 

$100,000,000. If a separately managed account falls below this threshold due to market 

conditions, the separately managed account will not be required to invest additional funds with the 

Adviser to meet the minimum account size.  With respect to any private investment vehicle, any 

initial and additional subscription minimums are disclosed in their respective offering 

memorandums. The Adviser may waive minimum investment thresholds on a case-by-case basis. 

   

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

The Adviser‟s investment objective is to achieve superior risk-adjusted returns by investing in 

various fixed income instruments and depending upon the investment objective of the private 

investment vehicle or separately managed account, derivative securities traded primarily in the 

United States.  The asset type which the Adviser will primarily focus upon is municipal bonds. 

The Adviser may hedge first order exposures (e.g., interest rate risk, credit risk, etc.)  or 

alternatively may decide at its discretion to remain un-hedged based upon the investment 

objective as detailed in the relevant offering documents. For separate Client accounts, this 

information is conveyed in the investment management agreement. The Adviser engages in a high 

velocity trading style which may result in higher transactional costs to Client accounts.  These 

transactional costs include brokerage expenses, exchange fees and other expenses attributable to a 

particular trade.   The Adviser‟s investment strategies include relative value correlation trades, 

including arbitrage style trades that attempt to take advantage of perceived price discrepancies of 

identical or similar financial instruments, on different markets or in different forms.  The success 

or failure of the Adviser‟s strategies frequently depends on the correlation between securities 

within the overall portfolio.  In many cases, the strategies are based on an assumption that 

historical pricing correlations accurately represent future correlations.  It is important to note that 

historical relationships between asset classes and asset types do not always replicate themselves in 

current investment strategy applications.    For example, even a short term- change in these 

correlations could adversely affect the Adviser‟s investment strategy.   Historical pricing patterns 

do not necessarily predict future relationships, particularly at times of serious market disruption or 

during unusual trading periods or market events.  Since many strategies assume a continuation of 

historical pricing patterns, any substantial deviation from those patterns can result in volatility and 

losses.  In the event that the perceived mispricing underlying the Client‟s trading positions fails to 

converge toward, or diverge further from, relationships expected by the Adviser, the Clients may 

incur a loss.   

Interest Rate Risk 

The Clients are subject to interest rate risk. This is especially the case given the traditional inverse 

relationship between the movement of interest rates and the price of fixed income securities.   As 

interest rates rise, the market value of fixed income securities tends to decrease.  Conversely, as 

interest rates fall, the market value of fixed income securities tends to increase.  This risk 
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generally is greater for long-term securities than for short-term securities.  Depending on the 

investment objective, the Adviser may attempt to minimize the exposure of the portfolios to 

interest rate changes through the use of interest rate swaps, interest rate futures or interest rate 

options,  U.S. Treasury securities, Treasury futures, LIBOR futures and other futures and ETF 

products.  Historically,  these derivative and cash vehicles have provided reliable and fairly liquid 

hedging vehicles however, there is no guarantee that such hedging strategies will be implemented 

or if implemented that they will be successful in fully mitigating the impact of interest rate 

changes on the Client‟s portfolio.   

Leverage 

As described above, the Adviser may utilize leverage in its portfolio.  This results in the Client 

account  controlling more assets than it has equity.  Leverage increases returns to the Client if the 

Client earns a greater return on investments purchased with borrowed funds than the Client‟s cost 

of borrowing such funds.  However, the use of leverage exposes the Client to additional levels of 

risk including: (i) greater losses from investments than would otherwise have been the case had 

the Client not borrowed to make the investments; (ii) margin calls or interim margin requirements 

which may force premature liquidations of investment positions; and (iii) losses on investments 

where the investment fails to earn a return that equals or exceeds the Client‟s cost of borrowing 

such funds.  In the event of a sudden, precipitous drop in value of the Client‟s assets, the Adviser 

might not be able to liquidate assets quickly enough to repay its borrowings, further magnifying 

the losses incurred by the Client.   

The concept of leverage involves the use of debt to finance purchases of securities and manifests 

itself in different ways within Client portfolios.  The Client has the ability to borrow funds "on 

margin" from brokers for the purchase of securities.  These are transactions that involve an initial 

cash requirement representing a given percentage of the underlying security's value with respect to 

transactions in U.S. markets and varying (typically lower) percentages with respect to transactions 

in non-U.S. markets.  Alternatively, the Client‟s purchases of debt securities may be financed 

through repurchase agreements (“repos”) with banks, brokers and other financial institutions 

which involve the transfer by the Client of the underlying debt instrument in return for cash 

proceeds based upon a percentage (which can be as high as 100%) of the value of the debt 

instrument. Repos may vary in duration from one day to several months.  Upon introducing any 

kind of leverage into a Client account, the Client assumes additional financial risk to the extent 

that the purchased investments decline in value or the lender of funds increases financing rates.   

Once a leveraged account falls below a specified account equity threshold, the Client will be 

subject to a "margin call" or a "collateral call," (in the case of a repo financed strategy) pursuant to 

which the Client must either deposit additional funds/securities with the lender, or suffer 

mandatory liquidation of the pledged securities to compensate for the decline in value.   

To the extent that options, swaps, swaptions and other “synthetic” or derivative financial 

instruments are used, it should be noted that they inherently contain much greater leverage than a 

non-margined purchase of the underlying security, commodity or instrument.  This is due to the 

fact that generally only a very small portion (and in some cases none) of the value of the 

underlying security, commodity or instrument which the derivative contract tracks is required to 

be paid in order to make such investments.  In addition, many of these products are subject to 

variation or other interim margin requirements, which may force premature liquidation of 

investment positions.   
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Insofar as the Adviser relies upon leverage to implement a particular investment strategy for 

Clients, it may be subsequently determined that, due to the general conditions in the credit 

markets, the Adviser may at times find it difficult or impossible to obtain leverage for the Clients, 

thereby substantially impairing the Adviser‟s investment strategy.  In addition, any leverage 

obtained, if terminated on short notice by the lender, could result in the Adviser being forced to 

prematurely unwind positions quickly and at prices below what the Adviser deems to be fair value 

for the positions.   

U.S. Government Securities 

Based upon the investment objective the Adviser may invest in U.S. Government securities.  

Generally, these securities include U.S. Treasury obligations and obligations issued or guaranteed 

by U.S. Government agencies, instrumentalities or sponsored enterprises.  U.S. Government 

securities also include Treasury receipts and other stripped U.S. Government securities, where the 

interest and principal components of stripped U.S. Government securities are securitized and 

traded independently.  These securities are subject to market and interest rate risk.  The Adviser 

may also invest in zero coupon U.S. Treasury securities and in zero coupon securities issued by 

financial institutions, which represent a proportionate interest in underlying U.S. Treasury 

securities.  A zero coupon security pays no interest to its holder during its life, and its value 

consists of the difference between its face value at maturity and its cost.  The market prices of 

zero coupon securities generally are more volatile than the market prices of securities that pay 

interest periodically.   

Municipal Market and Tax Reform Risk 

The Adviser expects to purchase the debt securities of municipal issuers as a central component of 

its trading strategies.  Although the Adviser typically does not purchase such instruments to take 

advantage of potential tax preferences embedded in municipal securities, any changes or proposed 

changes in federal tax laws could impact the value of those securities.  Of particular concern 

would be large changes in marginal income tax rates or the elimination of the tax preference for 

municipal interest income versus currently taxable interest income. Also, the failure or possible 

failure of such debt issuances to qualify for tax-exempt treatment may cause the prices of such 

municipal securities to decline, possibly adversely affecting the value of the Clients portfolio.  In 

addition, the municipal market is a fragmented market that is very technically driven and provides 

limited price discovery.  There can be regional variations in economic conditions or supply-

demand fundamentals.  Municipal bonds essentially cannot be shorted or be the subject of 

repurchase agreements, and any interest or other expenses incurred for their purchase cannot be 

deducted.  Securities issued by municipalities must be held by beneficial owners for their interest 

to be treated as tax-exempt.  The municipal market is also still predominantly a retail buyer driven 

market.  For these reasons, it is subject to very different supply-demand fundamentals than 

corporate markets.  Public information in the municipal market is also less readily available than 

in other markets, increasing the difficulty of evaluating and valuing securities.  As opposed to the 

majority of municipal bonds outstanding, most municipal bonds expected to be held by Client 

accounts will be insured for principal protection by qualified third parties  and changes in market 

conditions affecting such bonds, including the downgrade of a private company obligated to make 

such payments, could have a negative impact on the Clients‟ performance and the municipal 

market generally.   
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Debt Securities; Lower-Rated Securities 

While most of the Clients‟ investments are in instruments linked to “investment grade” credit, at 

any given time the Adviser may invest in debt securities rated lower than Baa by Moody‟s or 

lower than BBB- by S&P (or, if not rated, deemed by the Adviser to be of comparable quality).  

Securities rated lower than Baa by Moody‟s or lower than BBB- by S&P are sometimes referred 

to as “high-yield” or “junk” bonds.  Securities rated Baa are considered by Moody‟s to have some 

speculative characteristics.  Lower-rated securities may include securities that have the lowest 

rating or are in default.   

Investing in lower-rated securities involves special risks in addition to the risks associated with 

investments in higher rated debt securities, including a high degree of credit risk and increased 

risks in the case of deterioration of general economic conditions.  Lower-rated securities may be 

regarded as predominately speculative with respect to the issuer‟s continuing ability to meet 

principal and interest payments and generally are not insured by a third party for principal loss.  

The Adviser may invest on behalf of its Clients in debt securities which rank junior to other 

outstanding securities and obligations of the issuer, all or a significant portion of which may be 

secured on substantially all of that issuer‟s assets.  The Adviser may invest Clients‟ funds in debt 

securities which are not protected by financial covenants or limitations on additional indebtedness.  

In addition, the market for credit spreads is often inefficient and illiquid, making it difficult to 

accurately calculate discounting spreads for valuing financial instruments.  Analysis of the 

creditworthiness of issuers/issues of lower-rated securities may be more complex than for 

issuers/issues of higher quality debt securities.  Lower rated securities may be more susceptible to 

losses and real or perceived adverse economic and competitive industry conditions than higher 

grade securities.  Securities that are in the lowest rating category are considered to have extremely 

poor prospects of ever attaining any real investment standing, to have a current identifiable 

vulnerability to default, and to be unlikely to have the capacity to pay interest and repay principal.  

Because investors generally perceive that there are greater risks associated with lower-rated 

securities, the yields and prices of such securities may tend to fluctuate more than those for 

higher-rated securities.   

The secondary markets in which lower-rated securities are traded tend to be less liquid than the 

market for higher-grade securities, which can adversely affect the prices at which these securities 

can be purchased and sold.  Illiquid trading markets could therefore adversely impact price 

discovery for these municipal securities thereby resulting in substantially adverse mark to market 

valuations of Client accounts.  Adverse publicity and investor perceptions, whether or not based 

on fundamental analysis, may also decrease the values and liquidity of lower-rated securities, 

especially in an illiquid  market.   

The use of credit ratings as the sole method of evaluating risk associated with lower-rated 

securities can involve certain risks.  For example, credit ratings evaluate the safety of principal 

and interest payments, not the market value risk of lower-rated securities.  In addition, credit 

rating agencies may fail to change credit ratings in a timely fashion to reflect events subsequent to 

the rating of the security.   

Potential Concentration 

The Adviser invests primarily in fixed income instruments however, some fund strategies 

employed by the Adviser will entail the use of derivative products as well.   Additionally, some 

fund strategies will entail a concentration of securities and/or asset types depending on the fund‟s 
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investment objective and therefore will effectively eliminate any advantage to be realized through 

a diversified asset allocation process.   Further, the Adviser is not required to maintain any 

specific amount of diversification among issuers, geographic areas or industry groups.  While the 

Clients‟ portfolio will generally contain a number of positions, it may at times have significant 

exposure to particular instruments in varying degrees of concentration.  Market changes or other 

event risks affecting either the credit markets generally or the mark to market value for particular  

securities held in Client Accounts may therefore have a more  pronounced effect on the portfolio 

than if it were more diversified. 

Credit Risk 

The Adviser‟s strategy depending on the investment objective may include purchasing investment 

grade convertible and non-convertible bonds and high-yield convertible and non-convertible 

bonds, including those for which there is available credit protection via credit default swaps or 

other instruments.  Although the Adviser may seek to hedge a portion of the perceived vulnerable 

credit exposure relating to these bond positions, it may not always do so or be able to do so and 

such hedges may not always be effective.  Accordingly, there will always be some element of 

credit risk attendant to securities held in Client accounts.  Depending upon the particular holdings 

in a Client account and the current market environment extant at any given point in time, this risk 

may vary from negligible to quite significant.  

Derivative Instruments Generally 

The Adviser‟s investment strategies may employ investments in derivative instruments depending 

on the investment objective.  Generally, derivatives can be characterized as financial instruments 

whose performance is derived, at least in part, from the performance of an underlying asset or 

index of assets.  Types of derivatives include options, futures contracts, options on futures, 

forward contracts, swaps and credit-linked notes.  Derivative instruments may be used for a 

variety of reasons, including to enhance return, lever the assets of Clients, hedge certain market 

risks, or provide a substitute for purchasing or selling particular securities.  Derivatives may 

provide a cheaper, quicker or more specifically focused way for the Adviser to invest than 

"traditional" securities would.   

As noted, derivative products rely upon leverage financing wherein the ownership or writing of a 

derivative contract will entail financial exposure to the underlying securities or index upon which 

the contract is predicated.  This risk is directly assumed by both the buyer and seller of the 

contract and this risk will substantially exceed the financial risk manifest in the initial exchange of 

premium upon the initiation of the derivative transaction.  Other risk sets inherent with derivative 

instruments include: imperfect correlation between the value of such instruments and the Client 

account‟s underlying assets; the possible default of the transaction‟s counterparty or emergent 

illiquidity of the derivative instruments; and higher reliance by the Adviser upon market timing to 

predict pertinent market movements than that generally associated with cash market securities.   

     

Thus, as is the case with all leveraged transactions, the use of derivative instruments may result in 

losses greater than if they had not been used and may require the Adviser to sell or purchase 

portfolio securities at inopportune times or to transact at prices other than current market values, 

to exit a derivative position, or to comply with the provisions of the derivative contract as 

negotiated between buyer and seller.  Leveraged positions may also involve substantial limitations 
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on appreciation in Client accounts and furthermore may cause the Client to hold a security that it 

might otherwise sell.  Additionally, amounts paid or pledged by the Adviser on behalf of Client 

accounts such as premium payments and/or cash or other assets held in margin accounts with 

respect to derivative instruments are not otherwise available to the Client for investment purposes.   

Derivatives may be purchased on established exchanges or through privately negotiated 

transactions referred to as over-the-counter derivatives.  Exchange-traded derivatives generally are 

guaranteed by the clearing agency which is the issuer or counterparty to such derivatives.  This 

guarantee is usually supported by a daily payment system (i.e., margin requirements) operated by 

the clearing agency in order to reduce overall credit risk.  As a result, unless the clearing agency 

defaults, there is relatively little counterparty credit risk associated with derivatives purchased on 

an exchange.  By contrast, no clearing agency guarantees over-the-counter derivatives.  Therefore, 

each party to an over-the-counter derivative bears the credit risk that the transactional  

counterparty will default.  Depending upon the underlying asset or event risk upon which a 

derivative contract is predicated, the over-the-counter derivatives contract may be substantially 

less liquid than the exchange-traded derivatives contract.  Generally speaking the more esoteric 

the underlying is the less liquid the OTC derivative contract will be as limited price discovery will 

significantly limit third party interest and related knowledge of the financial risk embedded in the 

contract.    

Risks Related to Credit Default Swaps 

Some investment strategies employed by the Adviser will utilize credit default swaps ("CDS") .  

The Adviser expects to primarily enter into CDS as a “buyer” but may also be a “seller”.  The 

“buyer” in a CDS is obligated to pay the “seller” a periodic stream of payments over the term of 

the contract in return for a contingent payment upon the occurrence of a credit event with respect 

to an underlying reference obligation.  Generally, a credit event in a CDS means failure of the 

securities issuer to pay principal, write-down and distressed rating downgrade and in a CDS 

includes failure to pay interest on the issued security in addition to the foregoing.  Thus, if a credit 

event occurs and the Adviser is a buyer of CDS, the Client would generally expect to receive the 

full notional value of the underlying reference obligation.  In the event that the Adviser is a buyer 

of a CDS, and if no credit event occurs, the Client will have made fixed payments and received 

nothing, and thus may incur losses.  In the event the Adviser is a seller of a CDS and a credit 

event occurs, the Client may incur significant losses due to its payment obligations to the buyer 

under the CDS.   

In addition to general market risks, CDS are subject to liquidity risk and credit risk of the 

applicable derivative counterparty.  The buyer of CDS may also incur a loss if the seller fails to 

perform on its obligation should a credit event occur.  In certain circumstances, the buyer can 

receive the notional value of a CDS only by delivering a physical security to the seller, and is at 

risk if deliverable securities are unavailable or illiquid.   

Hedging Transactions 

Many investment strategies employed by the Adviser will utilize hedging procedures to limit 

investment risk.  Hedging activities may utilize a variety of financial instruments such as 

derivatives, options, interest rate swaps, caps and floors, futures and forward contracts for risk 

management purposes.  However, there can be no assurances that the Adviser will implement 

such hedges, or that, if implemented, a particular hedge will perform as intended. The primary risk 



 

 12 

assumed by Client accounts in hedging activities is the breakdown of the inverse correlation 

between the securities held in the account and the hedging activity itself.  When this occurs the 

hedging activity may actually introduce more risk into the Client account and accelerate losses.    

Moreover, the Client will always be exposed to certain risks that cannot be hedged.  In addition, 

the Adviser will pursue certain strategies which will involve the Client taking “long” positions 

that it will typically not enter into hedging transactions with respect to.  To the extent that the 

Adviser does not engage in short sales or hedging activities (other than currency hedging), with 

respect to such positions, it is likely that the performance of such positions will be more volatile 

than the Adviser‟s other strategies which do involve hedging activities.   

Short Sales 

In addition to the use of derivatives products in hedging strategies, the Adviser may also use short 

sales of cash basis securities to offset investment risk in Client accounts. Short selling activities 

involve the sale of securities not owned by the Client, and necessarily involves certain additional 

risks.  Such transactions expose the Client to the risk of loss in an amount greater than the initial 

investment, and such losses can increase rapidly and in the case of equities, without effective 

limit.  There is the risk that the securities borrowed by the Client in connection with a short sale 

would need to be returned to the securities lender on short notice.  If such request for return of 

securities occurs at a time when other short sellers of the subject security are receiving similar 

requests, a “short squeeze” can occur, wherein the Adviser might be compelled, at the most 

disadvantageous time, to replace borrowed securities previously sold short with purchases on the 

open market, possibly at prices significantly in excess of the proceeds received earlier.   

Lack of Liquidity of Fund Assets 

The Clients‟ assets may, at any given time, include securities and other financial instruments or 

obligations that are thinly traded or for which no market exists and/or which are restricted as to 

their transferability under applicable securities laws.  The sale of any such investments may be 

possible only at substantial discounts and it may be extremely difficult to accurately value any 

such investments.   

Non-U.S. Securities 

Investing in securities of non-U.S. governments and companies that are generally denominated in 

non-U.S. currencies and utilizing options on non-U.S. securities involves certain considerations 

comprising both risks and opportunities not typically associated with investing in securities of the 

United States Government or United States companies.  These considerations include changes in 

exchange rates and exchange control regulations, political and social instability, expropriation, 

imposition of foreign taxes, less liquid markets and less available information than is generally the 

case in the United States, higher transaction costs, less government supervision of exchanges, 

brokers and issuers, greater risks associated with counterparties and settlement, difficulty in 

enforcing contractual obligations, lack of uniform accounting and auditing standards and greater 

price volatility.  In addition, accounting and financial reporting standards that prevail outside of 

the U.S. generally are not as high as U.S. standards and, consequently, less information is 

typically available concerning companies located outside of the U.S. than for those located in the 

U.S.  As a result, the Adviser may be unable to structure its transactions to achieve the intended 

results or to mitigate all risks associated with such markets.  It may also be difficult to enforce the 

Clients‟ rights in such markets.  The protections accorded to the Clients under certain U.S. 
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investments and other laws and regulations may be unavailable for transactions on foreign 

exchanges and with foreign counterparties. 

Currency Risks 

The Adviser‟s investments that are denominated in a non-U.S. currency are subject to the risk that 

the value of a particular currency will change in relation to one or more other currencies.  Among 

the factors that may affect currency values are trade balances, the level of short-term interest rates, 

differences in relative values of similar assets in different currencies, long-term opportunities for 

investment and capital appreciation and political developments.   

Custody Risk 

There are risks involved in dealing with the custodians or prime brokers (collectively 

“Custodians”) who settle Clients‟ trades.  The Adviser maintains custody accounts for the private 

investment vehicles.  Through relationships with introducing brokers, Client assets may also be 

held, from time to time, in custody accounts at other Custodians.  The Adviser may add additional 

prime brokers in the future.  Although the Adviser monitors the Custodians and believes that each 

Custodian is an appropriate custodian, there is no guarantee that the Custodians, or any other 

custodian that the Adviser may use from time to time, will not become bankrupt or insolvent.  

While both the U.S. Bankruptcy Code, as amended, and the U.S. Securities Investor Protection 

Act of 1970, as amended, seek to protect customer property in the event of a bankruptcy, 

insolvency, failure, or liquidation of a broker-dealer, there is no certainty that, in the event of a 

failure of a broker-dealer that has custody of Client assets, the Client would not incur losses due to 

its assets being unavailable for a period of time, the ultimate receipt of less than full recovery of 

its assets, or both. 

The Adviser and/or the Custodians may appoint sub-custodians in certain non-U.S. jurisdictions to 

hold the assets of the Clients.  The Custodians may not be responsible for cash or assets which are 

held by sub-custodians in certain non-U.S. jurisdictions, nor for any losses suffered by the Client 

as a result of the bankruptcy or insolvency of any such sub-custodian.  The Client may therefore 

have a potential exposure on the default of any sub-custodian and, as a result, many of the 

protections that would normally be provided by a custodian may not be available to the Client.  

Under certain circumstances, including certain transactions where the Clients‟ assets are pledged 

as collateral for leverage from a non-broker-dealer custodian or a non-broker-dealer affiliate of the 

Custodians, or where the Clients‟ assets are held at a non-U.S. custodian, the securities and other 

assets deposited with the custodian or broker may not be clearly identified as being assets of the 

Client and hence the Client could be exposed to a credit risk with regard to such parties.  Custody 

services in certain non-U.S. jurisdictions remain undeveloped and, accordingly, there is 

transaction and custody risk of dealing in certain non-U.S. jurisdictions.  Given the undeveloped 

state of regulations on custodial activities and bankruptcy, insolvency, or mismanagement in 

certain non-U.S. jurisdictions, the ability of the Client to recover assets held by a sub-custodian in 

the event of the sub-custodian's bankruptcy or insolvency could be in doubt, as the Client may be 

subject to significantly less favorable laws than many of the protections that would be available 

under U.S. laws.  In addition, there may be practical or time zone problems associated with 

enforcing the Clients‟ rights to its assets in the case of a bankruptcy or insolvency of any such 

party.   
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Counterparty and Settlement Risk 

Certain instruments in which the Adviser may invest may, in certain circumstances, bear credit 

risk with regard to other parties involved, as well as risk of settlement default.  Moreover, 

transactions directly between two counterparties (e.g., off-exchange) may not be afforded certain 

protections such as settlement, segregation and minimum capital requirements applicable to 

intermediaries, and therefore expose the parties to the risk of counterparty default.  To the extent 

the Adviser makes investments in non-U.S. securities, swaps, derivative or synthetic instruments, 

or other over-the-counter transactions, in certain circumstances, the Client may assume credit risk 

with regard to parties with whom it trades and may also bear the risk of settlement default.  These 

risks may differ materially from those associated with exchange-traded transactions which 

generally are backed by clearing organization guarantees, daily marking-to-market and settlement, 

and segregation and minimum capital requirements applicable to intermediaries.  Transactions 

entered directly between two counterparties generally do not benefit from such protections and 

expose the parties to the risk of counterparty default.  It may not always be possible for the 

securities and other assets deposited with custodians or brokers to be clearly identified as being 

assets of the Client and the Client may be exposed to a credit risk in those situations.  In addition, 

there may be practical or time zone problems associated with enforcing the Clients‟ rights to its 

assets in the case of an insolvency of any such party.  In valuing derivative instruments, it is 

anticipated that the Adviser will typically rely on quotes or other information provided by 

counterparties. 

Many emerging market countries have different clearance and settlement procedures from 

developed countries.  There may be no central clearing mechanism of settling trades and no 

central depository or custodian for the safe keeping of securities.  The registration, record-keeping 

and transfer of instruments may be carried out manually, which may cause delays in the recording 

of ownership.  Increased settlement risk may increase counterparty and other risk.  Certain 

markets have experienced periods when settlement dates are extended, and during the interim, the 

market value of an instrument may change.  Moreover, certain markets have experienced periods 

when settlements did not keep pace with the volume of transactions resulting in settlement 

difficulties.  Because of the lack of standardized settlement procedures, settlement risk in 

emerging markets is more prominent than in more mature markets. 

Under certain conditions, the Client 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, 

which losses could be material.  In addition, the Client could suffer losses if there were a default 

or bankruptcy by certain other third parties, including brokerage firms and banks with which the 

Client does business, or to which securities have been entrusted for custodial purposes, which 

losses could be material. 

In addition, a default by one of several large institutions that are dependent on one another to meet 

their liquidity or operational needs, whether or not a counterparty of the Client, may cause a series 

of defaults by the other institutions, some of which may be counterparties of the Client.  Such a 

circumstance also may adversely affect financial intermediaries, such as clearing agencies, 

clearing houses, banks, securities firms and exchanges, with which the Client interacts on a daily 

basis.  Misconduct by counterparties could cause significant losses to the Client.  Losses could 

result from actions by third party service providers, including, without limitation, failing to 

recognize trades and misappropriating assets.  In addition, third party service providers may 

violate legal or contractual obligations to the Client or the Adviser, including improper use or 
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disclosure of the Client‟s confidential information.  Although the Client will adopt measures to 

select reliable third party providers, such measures may not be effective in all cases. 

Portfolio Valuation 

The Adviser‟s private investment vehicles may make investments in restricted or thinly traded 

securities, which may be extremely difficult to value accurately.  In light of the foregoing, there is 

a risk that a shareholder who withdraws all or part of his investment while the Client holds such 

investments will be paid an amount less than he would otherwise be paid if the actual value of 

such investments is higher than the value designated by the Client.  Similarly, there is a risk that 

such shareholder might, in effect, be overpaid if the actual value of the investments in restricted or 

thinly traded securities is lower than the value designated by the Client.  In addition, there is a risk 

that an investment in the Client by a new shareholder (or an additional investment by an existing 

shareholder) could dilute the profitability of such investments to existing shareholders that do not 

make corresponding additional investments (this risk is not applicable to the separately managed 

accounts). 

Because of overall size, concentration in particular markets, liquidity and maturities of positions 

held by the Client, and the use of models with respect to certain positions, the value at which its 

investments can be liquidated may differ, sometimes significantly, from the interim valuations 

arrived at using the methodology described in the private investment vehicles‟ offering 

memorandum.  In addition, the timing of liquidations may also affect the values obtained on 

liquidation.  Securities to be held by the Client may routinely trade with bid-ask spreads that may 

be significant.  The Adviser is entitled to rely, without independent investigation, upon pricing 

information and valuations furnished to the Client by third parties, including pricing services.  At 

times, third-party pricing information may not be available for certain positions held by the Client.  

In addition, the Client may hold loans or privately placed securities for which no public market 

exists, and the Adviser will value these based on its best judgment.   

 

Item 9: Disciplinary Information 
 

The Adviser, its affiliates, and its employees have not been involved in any legal or disciplinary 

events that would be material to a Client‟s evaluation of the company or its personnel. 

 

Item 10: Other Financial Industry Activities and Affiliations 
 

The general partner of a private investment fund Client is affiliated with the Adviser by common 

ownership.  The Adviser depending on the investment objective from time to time may purchase 

Treasury futures for hedging purposes. The Adviser has received an exemption from the 

Commodity Futures Trading Commission pursuant to Regulations 4.13(a)(3) with respect to its 

role as commodity pool operator for Clients that are pooled investment vehicles. The most recent 

annual exemption was filed February 20, 2014.  

 

The Adviser has entered into a general profit sharing arrangement with a seed investor.  The seed 

investor has no direct ownership in the Adviser.    
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Corestone Distributors, LLC (“Corestone”), a registered broker-dealer, is controlled by Andrew 

Lutz, the principal owner of the Adviser.  Andrew Lutz and other management persons of the 

Adviser are registered representatives of Corestone.  The Adviser does not expect material 

conflicts of interest to arise from its relationship with Corestone.  Corestone is registered with the 

SEC as a limited purpose broker-dealer that serves as a placement agent for Clients that are 

private investment vehicles.  Corestone may, in the future, provide distribution services to other 

private funds.  Corestone does not initiate or execute trades for the Adviser‟s private investment 

vehicles or for any other Clients. 

 

The Adviser may enter into side letter agreements with prospective or existing investors with 

respect to their investment in Clients that are private investment vehicles. These side letter 

agreements may convey special redemption rights relating to frequency or notice, fee or 

redemption penalty waivers or rebates as specified in the governing agreement.  Other rights and 

privileges conveyed in side letter agreements include the signatory‟s right to receive reports on a 

more frequent basis or to receive more detailed information with respect to portfolio positions.  

These modifications are solely at the discretion of the Adviser and may be based on the size of the 

investor‟s account or an agreement to maintain a certain size for a significant period of time or 

other similar commitment. Under no such arrangement will the Adviser abrogate its fiduciary duty 

to disclose and responsibly manage all known current and emergent conflicts of interest. 

 

The Adviser has a relationship with a prime brokerage firm that also is a significant underwriter of 

new issuance municipal securities that have been purchased by the Adviser in the past and may be 

purchased by the Adviser in the future.  The Adviser makes certain designations of commissions 

on underwriting deals dependent on allocations of new issuance received and the overall 

importance of the Adviser‟s relationship.  The Adviser does not allocate trades or keep debit 

balances at this prime broker as a result of allocations received or commission designations. 

 

Item 11: Code of Ethics, Participation or Interest in Client 

Transactions and Personal Trading 
 

The Adviser recognizes and believes that: (i) high ethical standards are essential for its success 

and to maintain the confidence of its Clients; (ii) its long-term business interests are best served 

by adherence to the principle that the interests of Clients come first; and (iii) it has a fiduciary 

duty to its Clients to act solely for their benefit.  All personnel of the Adviser must put the 

interests of the Adviser‟s Clients before their own personal interests and must act honestly and 

fairly in all respects in dealings with Clients.  All personnel of the Adviser must also comply with 

all federal securities laws. 

 

The Adviser has adopted a Code of Ethics governing personal trading by its personnel.  Among 

other requirements, the Code of Ethics requires personnel to pre-clear certain trades with the Chief 

Compliance Officer.  Clients or prospective clients may obtain a copy of the Code of Ethics by 

contacting Steven Higgins (the Adviser‟s Chief Financial Officer and Chief Compliance Officer) 

via email at shiggins@definitivecapital.com. 
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The Adviser and its related persons may invest their personal funds in certain Clients, and, 

therefore, such persons may hold the same securities as other investors in the Clients. The 

Adviser‟s Code of Ethics prohibits related persons from trading in securities recommended by the 

Adviser to the Clients.  Such practices present a conflict where, because of the information the 

Adviser has, the Adviser or its related persons are in a position to trade in a manner that could 

adversely affect Clients (e.g., place their own trades before or after Client trades are executed in 

order to benefit from any price movements due to the Clients‟ trades).  In addition to affecting the 

Adviser‟s or its related persons‟ objectivity, these practices by the Adviser or its related persons 

may also harm Clients by adversely affecting the price at which the Clients‟ trades are executed.  

The Chief Compliance Officer may deny permission to execute the transaction if such transaction 

will have any adverse economic impact on one of its Clients.  The Adviser‟s related persons are 

required to disclose their securities transactions on a quarterly basis and holdings on an annual 

basis; additionally, they are also required to provide broker confirmations of each transaction in 

which they engage and a quarterly certification of such transactions.  Trading in employee 

accounts is reviewed by the Chief Compliance Officer and compared with transactions for the 

Client accounts. The Chief Compliance Officer‟s personal trades are reviewed by a designated 

officer of the Adviser to avoid self-review. 

 

Item 12: Brokerage Practices 
 

Broker Selection 

In selecting brokers or dealers to execute transactions for a Client, the Adviser need not solicit 

competitive bids or offers, and does not have an obligation to seek the lowest available 

transactional cost. Fixed-income and cash instruments bought and sold by the Adviser generally 

do not incur commission costs.  In the case of futures or ETF transactions, commission rates may 

apply, which are negotiated by the Adviser on a case-by-case basis. Under no circumstances will 

the Adviser make binding commitments as to the volume of transactions it will allocate to a 

broker, nor will it commit to pay cash if any informal targets are not met.  In selecting a broker, 

the Adviser makes a good faith effort to seek the best overall qualitative execution available in the 

market at the time of each contemplated transaction within a given investment strategy.  The 

Adviser will take into account, among other factors, the financial stability and reputation of 

brokerage firms, financing and counterparty factors, ability to transact illiquid securities, access to 

markets and new municipal bond issuance, among other factors related to such brokers.   

 

Best Execution 

The Adviser has a duty to obtain "best execution" for the Adviser‟s Clients‟ securities 

transactions.  To fulfill this obligation, the Adviser generally must execute securities transactions 

in such a manner that the Client accounts‟ total cost or proceeds in each transaction are the most 

favorable under the circumstances.  In deciding what constitutes best execution, the determinative 

factor is not the lowest possible commission cost, but whether the transaction represents the best 

qualitative execution.  In seeking best execution, the Adviser considers the full range of the 

broker's services and their access to new issue municipals. The SEC has indicated that an 

investment manager need not solicit competitive bids on each transaction.  The Adviser uses 

numerous brokers to execute its securities transactions. 
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The Adviser evaluates best execution on a periodic basis by comparing trade execution prices to 

daily portfolio marks. The Operations Analyst prepares best execution records, and the Assistant 

Portfolio Manager and CCO review and acknowledge approval by signing and dating the report.  

 

   

Trade Aggregation and Allocation 

The Adviser often purchases or sells the same security for many Clients at or near the same time 

using the same executing broker.  It is the Adviser‟s practice, where possible, to aggregate Client 

orders for the purchase or sale of the same security.  Such aggregation may enable the Adviser to 

obtain for Clients a more favorable price or a better commission rate based upon the volume of a 

particular transaction. The Adviser‟s procedures provide that the securities or proceeds are to be 

allocated in a manner deemed fair and equitable to Clients. Those Clients participating in 

aggregated trades will be allocated securities based on the average price achieved for such trades.   

 

If the Adviser decides not to aggregate a particular trade, Clients may, on average, bear higher 

trade execution expenses.  In cases where trading or investment restrictions are placed on a 

Client‟s account, the Adviser may be precluded from aggregating that Client‟s transaction with 

others.  In such a case, the Client may pay a higher commission rate and/or receive less favorable 

prices than Clients who are able to participate in an aggregated order.   

 

In the event of aggregation across Clients within a given strategy, transactions will be allocated 

among Clients pro-rata based on the Client‟s assets under management or notional value in each 

respective Client account, unless Client-driven factors preclude pro-rata allocation. Such factors 

may include unique Client investment guidelines and restrictions, available cash, risk or liquidity 

profile, and legal or regulatory requirements.     

 

If a security or cash instrument is suitable for multiple investment strategies, transactions will 

generally be allocated pro-rata across the Clients participating in such investment strategies. If 

allocation on a basis different than pro-rata is deemed necessary, the Adviser will make a 

determination as to how to allocate based upon relevant factors which may include the use of 

leverage in a particular strategy, position concentration, quality rating impact, available cash, 

minimum or round lot size restrictions, and other pertinent factors.  Taking into account these 

factors, the Adviser will make trade allocation decisions in a manner that ensures overall fair and 

equitable treatment of all Clients over time.    

 

Soft Dollars 

The Adviser does not currently utilize commission soft dollars. Soft dollars generally refer to 

arrangements where a discretionary investment adviser is permitted to pay for and receive 

research, research-related or execution services from a broker-dealer or third-party provider, in 

addition to the execution of transactions, in exchange for the brokerage commissions directed to 

the broker-dealer by the Adviser.  

 

Trade Errors 

In the event that Clients incur a trade error as a result of the Adviser‟s gross negligence, willful 

misconduct, or fraud, trade errors will be corrected by the Adviser as soon as practicable.  It is the 
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policy of the Adviser that this resolution will be implemented in a manner that does not entail a 

Client account bearing any economic disadvantage.  Trade errors that are a result other than by 

breach of the standard of care stated above will be borne by the Clients.   

 

Agency Cross Transactions 

As a matter of policy, the Adviser does not engage in agency cross transactions.  An agency cross 

transaction occurs when the investment adviser acts as broker for the advisory client and the other 

party to the trade.  The Adviser does not cross trades between Client accounts. Agency cross 

transactions may also arise if an adviser is registered as or affiliates with a full service broker-

dealer. Although the Adviser has a broker-dealer affiliate (Corestone Distributors), the broker-

dealer is not authorized to initiate or otherwise execute transactions in any account, including 

Client accounts of the Adviser. 

 

The SEC requires that certain steps be taken in order for agency cross transactions to comply with 

Rule 206(3)-2(b) under the Investment Advisers Act. These requirements include client approval 

and reporting, ADV disclosure, and record keeping, among others. The Chief Compliance Officer 

(“CCO”) of the Adviser has responsibility for monitoring trading practices to ensure that agency 

cross trading does not occur unless in full compliance with applicable rules. 

 

Directed Brokerage 

Advisory clients may request to direct their advisers to execute all or a portion of their portfolio 

transactions with a chosen broker‐dealer. This practice is known as „directed brokerage.‟ As a 

matter of policy the Adviser does not maintain directed brokerage arrangements with Clients. The 

Adviser will not accept a future directed brokerage arrangement without specific approval and 

procedures instituted by the CCO, which must include disclosure of all risks to the Client as 

required by SEC guidance. The Adviser‟s decision to accept any such arrangement would be 

conditioned upon such directed brokerage not materially undermining the Adviser‟s ability to 

provide best qualitative execution for these Clients.  

 

New Accounts 

The timing of new account trading is determined by a Managing Director of the Adviser. There is 

no discrete deadline imposed upon the Adviser relative to the timeline for trading following new 

account funding. The timing of trades for new accounts will be addressed on a case-by-case basis, 

although new accounts are generally traded as soon as possible relative to the development and 

initiation of a current investment strategy or strategies by the Adviser.  Given that the Adviser 

employs high frequency trading tactics as a component of the Firm‟s strategic orientation, new 

strategies tend to be forthcoming on a frequent basis. Any Client direction relative to new account 

funding or trading must be documented in writing and approved by the Adviser.  

 

 
 

 

 



 

 20 

Item 13: Review of Accounts 
 

Mr. Andrew Lutz, the Portfolio Manager to the Clients, is aware of the holdings in each Client‟s 

account on a continuous basis.  These holdings are monitored by Mr. Lutz in light of trading 

activity and other activities which may dictate a change in portfolio positions. 

 

Separate account Clients receive electronic reports at month end detailing the positions and a 

profit and loss report for that month.  For Client accounts that are private investment vehicles, 

investors receive reports from the Client‟s administrator to the private investment vehicle on a 

monthly basis. This report will reflect the account balance and the gain or loss during the month.  

In addition, investors in the private investment vehicle receive annual audited financial 

statements. 

 

Item 14: Client Referrals and Other Compensation 
 

The Adviser does not receive any monetary compensation or any other economic benefit from a 

non-client for the Adviser‟s provision of investment advisory services to a client.  

 

The Adviser selectively enters into contractual marketing arrangements to compensate third-party 

solicitors for Client referrals. Where applicable, these Client solicitations are structured to comply 

with the requirements of Rule 206(4)-3 under the Advisers Act and related SEC staff 

interpretations. 

 

Please refer to the Other Financial Industry Activities and Affiliations section for more 

information about the Adviser‟s affiliates and related parties. 

  

Item 15: Custody 
 

Custody occurs when an adviser or related person directly or indirectly holds client funds or 

securities, or has the ability to gain possession of them.  One or more of the Adviser's related 

persons are deemed, in accordance with the Advisers Act, to have custody of the assets of 

the pooled investment vehicles for which they serve as general partner.  
 

The Adviser maintains policies and procedures to comply with the requirements of Rule 206(4)-2 

under the Advisers Act (the "Custody Rule").  The Adviser‟s managed account Clients are 

required to engage qualified custodians directly to maintain safekeeping accounts for their funds 

and securities.  These qualified custodians have provided web access to each of the managed 

accounts which provide detailed account statements on a daily basis. Clients should carefully 

review these statements. Securities and funds for pooled investment vehicle Clients are also held 

with a qualified custodian and subject to an independent annual audit in order to meet the 

requirements of the Custody Rule.  
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Item 16: Investment Discretion 
 

Except for the general investment guidelines set forth in each private investment fund Client's 

respective offering documents there are no limitations on the discretionary authority of the 

Adviser. For Clients utilizing the separately managed vehicle, the Adviser‟s investment 

management agreement with the Client sets forth the scope of the Adviser‟s discretion.  Unless 

otherwise instructed or directed, the Adviser has the authority to determine: (i) the securities to be 

purchased and sold for the Client account; and (ii) the amount and price of securities to be 

purchased or sold for the Client account.  Because of the differences in Client investment 

objectives and strategies, risk tolerances, tax status and other criteria, there may be differences 

among Clients in invested positions and securities held.   

 

Item 17: Voting Client Securities 
 

The Adviser maintains proxy voting authority over all Client accounts. However, the Adviser does 

not generally invest on behalf of Clients in securities where there are voting rights.  If the Adviser 

were to invest in securities with voting rights, the Adviser would adopt policies and procedures to 

ensure that proxies are voted in the best interests of its Clients on a case-by-case basis taking into 

account those factors deemed relevant by the Adviser. 

 

Item 18: Financial Information 
 

The Adviser has never filed for bankruptcy and is not aware of any financial condition that is 

expected to affect its ability to manage its Clients.  

 

 

 
 


