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ITEM 1: Cover Page

This Brochure provides information about the qualifications and business practices of
Stone Beach Investment Management LLC . If you have any questions about the contents of
this brochure, please contact us at 203-596-7620. The information in this brochure has not
been approved or verified by the United States Securities and Exchange Commission or
by any state securities authority.

Additional information about Stone Beach Investment Management LLC also is available
on the SEC’s website at www.adviserinfo.sec.gov. The searchable IARD/CRD number for
Stone Beach Investment Management LLC is 163163.

Stone Beach Investment Management LLC is a registered investment adviser. Registration
of an Investment Adviser does not imply any level of skill or training.
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ITEM 2: Material Changes

This section of the Brochure will address only those “material changes” that have been
incorporated since the last delivery or posting of this document on the SEC’s public
disclosure website (IAPD). Pursuant to SEC Rules, we will ensure that you receive a
summary of any material changes to this and subsequent Brochures within 120 days of the
close of our business’ fiscal year. We may further provide other ongoing disclosure
information about material changes as necessary.

Currently, the Stone Beach brochure may be requested by contacting David Lysenko, Chief
Compliance Officer at 203-596-7620 or lysenko@sb-im.com.

Additional information about the Adviser is also available via the SEC’s web site
www.adviserinfo.sec.gov. The SEC’s web site also provides information about any persons
affiliated with the Adviser who are registered, or are required to be registered, as investment
adviser representatives of the Adviser.



ITEM 3: Table of Contents

2L 0 00 )= 2 . PP 1
ITEM 2: Material CRANGES ...ttt seisesseessse s essesss e ss bbb s s bbb s s 1
ITEM 3: Table Of CONTENTS....ccuuruieueeeeerserssessseessesessesssessseessss s ss st s sssesssees s s st st ssss s s e sssasssessssees 2
ITEM 4: AdVISOTY BUSITIESS ..cuueuuereemeesserssessseesseessseesseesseesssesssesssesssesssessssssssessssssssssssssssesssasssessssssssesssesssssssssssesssassssssasees 3
ITEM 5: Fees and COMPENSAtION ...c.rruieurieceereesseieesseessessesssessesssesssessesssessssssessesssssssssssssessesssssssbssessessssesssssssssssasasessessnees 4
ITEM 6: Performance BaSEd FEES ...t ess s ss s ssss s sssssssssssessssssssssees 5
ITEM 7: TYPES Of CHEINES ...uveereerieieeesseeseesseiseeseessesseseessse s esssesse s sessss e ss s s s bbb s e s bbb 7
ITEM 8: Methods of Analysis, Investment Strategies and RiSK 0f LOSS ...cocvenenmeemeenseenseensernsesseesssesssessseees 7
ITEM 9: Disciplinary INfOrmMation ... e seesseesssssseesseessesssssssessssssssssssessssssssssssssssssssessssssssssseses 58
ITEM 10: Disciplinary INfOIMation ... reeseseesssessssessessssssssssssse s sssssssessssssssssssssssessssssssssssssssssanses 58
ITEM 11: Code of Ethics, Participation or Interestin Client Transactions, and Client Privacy Policy...59
ITEM 12: BrOKEIaZe PraCtiCeS....oomiemeerreesreesseeeseeseesssesssssesssesssesssessssssssesssesssss s s sssss s ssssssssssssssssesssesssssssssssneses 60
ITEM 13: REVIEW Of ACCOUNLES couivuieeeeeeeesseesseeesseesseesseesessssesssesssesssessssssssessss s e ss s sss bbb s sseses 64
ITEM 14: Client Referrals and Other COmMPENSAtION. ... eeeermeeseeseesseersersess e ssesseesseesseesssssssesssesssesssssssseess 65
ITEM 15: CUSEOAY wuovvrureeeuseersseesssesssseessseessssessssessssessssessssesssssessssessssessssessssessssssssssessssessssessssesssssessssessssessssssssssessassssssesssssessans 65
ITEM 16: InvesStmMent DISCIELION ...t sesses st s s 66
ITEM 17: VOtiNG CHENE SECUTTLIES ovvueeereesreesreeereeesseesseesseessesssesssesssesssssssseessssssss s sssssssssssssssssssssssssssssssssesssssssssssssssseses 66
ITEM 18: Financial INfOrmation: ... ceeeeseeseessssseesseesseesssssseessesssssssssssesssessssessssssssssssssssssssssssesssssssssssesss 66



ITEM 4: Advisory Business

Stone Beach Investment Management, LLC (“The Advisor” or “Advisor”), is a Delaware
limited liability company that has filed for registration as an investment adviser with the
U.S. Securities and Exchange Commission (“SEC”). The Advisor is an investment
management company focused on mortgage-backed securities and related markets. The
Advisor provides investment management services on a discretionary basis. For example,
the Funds operate as pooled investment vehicles and attempt to provide diversification,
management expertise and other advantages to their investors. The advisory services
include, among other things, providing advice regarding asset allocation and the selection
of investments. David Lysenko, one of the principals of Stone Beach Investment
Management, founded Orchard Heritage Investments LLC to manage his personal and family
assets upon leaving Renaissance Technologies in 2008. In order to extend the the Advisor’s
purview and manage external money, Ed Smith and Alan Swide joined David in 2011 to
expand the management team and to reorganize Orchard Heritage Investments into Stone
Beach Investment Management. The Advisor is also actively seeking sub-advisory
relationships with registered investment companies.

The Advisor’s assets under management as of year-end 2013 are $14,888,881 on a
discretionary basis.



ITEM 5: Fees and Compensation

Management fees are calculated based on a percentage of the value of the assets under
management (referred to herein as “Management Fees”). In most cases, the fee will be
1.5% of net assets. In consideration for its services to Stone Beach Opportunity Fund,
LLC (referred to herein asthe “Fund” or “Client”). , the Advisor shall receive a Management
Fee, payable quarterly in advance equal to approximately 1.5% annually of each investor’s
share the Fund’s net asset value.

In addition, the Advisor may collect incentive allocations and/or fees based on the
performance of investments and number of investors in the Fund.

For a more complete description of the terms and conditions of the Advisor’s management
of client accounts, please refer to the Investment Advisory Agreement which is provided
(together with Form ADV Part 2A) to all prospective clients.

To the extent mutual funds are selected the annual advisory fee set forth above does not
include the customary fees and expenses associated with investing in mutual funds or other
costs of establishing and maintaining an account with mutual funds including Rule 12b-1
fees and expenses. In addition to the annual advisory fee each mutual fund in which your
assets are invested will incur separate investment advisory fees and other expenses for
which you will bear a proportionate share.

Redemption

A client may terminate his advisory relationship with the Advisor at any time upon 45 days’
notice and upon payment to the Advisor of all unpaid fees then due for accounts that are
billed in arrears.

With regards to investment companies that the The Advisor sub-advises, in consideration
for the services provided to such investment clients the The Advisor receives a monthly fee
equal to 1.00% (on an annualized basis) of the average net assets of the sub-advised account.

Additional Fees and Expenses

The Fund shall pay or reimburse the Advisor for all organizational and initial offering
expenses of the Funds, including, but not limited to, legal and accounting fees, printing and
mailing expenses and government filing fees (including blue sky filing fees). The Funds may
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amortize organizational and initial offering expenses over a period of 60 months from the
date such Fund commenced operations because it believes such treatment is more equitable
than expensing the entire amount of such expenses in such Fund’s first year of operation, as
required by U.S. generally accepted accounting principles (“GAAP”).

The Fund will pay, from its own assets, all other expenses attributable to the activities of the
Fund, including but not limited to: fees, costs, brokerage commissions, research services
and products (including the research services and products), and other expenses
(including travel costs) related to the purchase and sale of investments; expenses for
custodians, outside counsel, administrators and accountants; printing; mailing; insurance
for the Advisor; any litigation expenses; any taxes, fees or other governmental charges levied
against the Fund; and any other expenses not expressly agreed to be paid by the Advisor.
Such expenses may be significant and potentially exceed the Management Fee.

With regards to investment companies that the The Advisor sub-advises, the The Advisor is
generally required to pay its own expenses incurred in connection with its obligations under
the sub-advisory agreement.

ITEM 6: Performance Based Fees

In addition to the Management Fee, The Advisor is compensated for its investment
management services through an incentive allocation and/or fee, also known as a
performance-based allocation and/or fee (“Performance Fee”). Under this arrangement, a
Client will be charged a fee contingent upon the performance within the Client’s account.
The Performance Fee will be tied to the capital appreciation within the account as evaluated
at the end of each calendar year. The Performance Fee will be payable annually, in arrears.
The Advisor shall also receive the Performance Fee upon any withdrawal by an Investor,
whether voluntary or involuntary, and upon dissolution of a Fund. The Performance Fee
shall be in addition to the proportionate allocations of income and profits, or losses, to The
Advisor and/or its affiliates based upon their capital accounts relative to the capital accounts
of all Investors. The Performance Fee will be equal to 20% of net capital appreciation
attained within the Client’s account (net of all expenses, including any commissions, etc.).
The Performance Fee shall not include any change in the value of a security position held in
a side pocket account until such security is reallocated to the capital accounts of
participating Clients. The Advisor, in its sole discretion, may waive or reduce the
Performance Fee with respect to any Investor for any period of time, or agree to modify the
Performance Fee for that Investor. The Advisor may, in its discretion, reallocate a portion of
the Performance Fee to certain Investors.



In order for the Advisor to receive a Performance Fee, the Advisor must achieve capital
appreciation within the account. The Advisor will charge Performance Fees in adherence to
a “high water mark,” which means that no Performance Fee will be earned unless the
performance exceeds the previously achieved “high water mark” where Performance Fees
were charged. The “high water mark” will be used in order to prevent a scenario whereby
The Advisor could receive a Performance Fee merely for recouping prior losses. A full
description of the entire fee arrangement will be disclosed to the Client in such Client’s
investment management agreement or other relevant documents. Fees generally are
deducted directly from the Client’'s account, as specified in the relevant investment
management agreement. The Advisor’s receipt of Performance Fees is intended to align The
Advisor’s interests with those of the Advisor’s Clients and to provide The Advisor with a
greater incentive to manage assets well. The nature of the Performance Fee, however,
creates a potential conflict of interestamong The Advisor, its associated persons, and Clients.

Such fees will be structured and charged in a manner consistent with the requirements of
applicable law, including the Investment Advisers Act of 1940, as amended (“Advisers Act”),
and the Employee Retirement Income Security Act of 1974, as amended. The Performance
Fee creates an incentive for the Advisor to effect transactions in securities that are riskier or
more speculative than would be the case in the absence of such an allocation. Since the
Performance Fee is calculated on a basis which includes unrealized appreciation of Client
assets, such allocation or fee may be greater than if it were based solely on realized gains.
Where any part of the Advisor’'s compensation is based in part on the unrealized
appreciation of securities or instruments for which market quotations are not readily
available, the Advisor shall disclose how such securities or instruments will be valued and
the extent to which the valuation will be determined independently. To the extent the
Advisor values any such securities or instruments, it has a conflict of interest as the Advisor
will receive higher Performance Fees (and higher Management Fees) if it gives such
securities and instruments higher valuations. The Advisor does not represent that the
amount of the Performance Fees or the manner of calculating the Performance Fees is
consistent with other performance-related fees charged by other investment advisers under
the same or similar circumstances. The Performance Fees charged by the Advisor may be
higher or lower than the Performance Fees charged by other investment advisers for the
same or similar services.

In addition, in the event that the Advisor manages an account from which it collects
Performance Fees and also at the same time manages an account from which it does not
collect Performance Fees, the Advisor has an incentive to favor accounts from which it
receives Performance Fees because it will receive a greater profit from the accounts that are
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charged Performance Fees. Therefore, the Advisor has an incentive to allocate investments
that are expected to be more profitable to accounts from which it collects Performance Fees,
on the one hand, and that are riskier, on the other hand, since in both scenarios, the Advisor
may receive greater fees if the investment generates a positive return. Notwithstanding the
foregoing, the Advisor does not favor accounts that pay performance fees.

ITEM 7: Types of Clients

The Advisor’s Clients include private investment funds whose investors are individuals and
institutions. The minimum investment in each Fund is $100,000, and the minimum
subsequent investment in each Fund is $25,000. In each case, however, the Advisor has
discretion to accept lesser amounts.

Additionally, the Advisor sub-advises registered investment companies.

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

The Fund employs a relative value approach within the mortgage-backed securities

market, purchasing securities we view as undervalued, while selling securities we view as
overvalued. The investment team seeks to profit from the price convergence between
undervalued and overvalued securities, as well as from carry or the net interest income
generated by the portfolio.

The Fund uses a variety of instruments to hedge, including Treasuries, futures, options, and
TBA pass-through contracts. While the portfolio may not always be strictly market neutral,
the net duration exposure is generally small, as the crux of the strategy is to profit from asset
selection and pricing aberrations within the MBS market rather than directionality of
interest rates. Prepayments represent potentially the greatest risk to the portfolio; therefore,
a core theme to the strategy is identifying the securities and market sectors that will prepay
slowly.

The portfolio is close to duration neutral currently, containing slightly over 100 CMO
derivative positions and hedges in pass-throughs and interest rate futures. Approximately
30% of the portfolio is in cash or highly liquid securities and derivatives, while the rest is in
moderately liquid structured MBS.

Investment Philosophy



A few key principles underlie the Stone Beach investment philosophy. One of these is
identifying the “best use of equity.” The Advisor is constantly evaluating and comparing
different trades. Any potential investment is compared against a variety of benchmark trade
ideas, to determine if a similar return profile can be realized more efficiently, either by
risking less capital, or in a manner that maintains greater liquidity within the portfolio. This
principle relies on the equivalence of many structured MBS to combinations of other
securities. Another key principle is that the Advisor strives to find investment opportunities
that it views as having asymmetric return profiles, i.e., investments which have greater
potential upside than downside risk. While this isn’t always achievable, the upshot of this
philosophy is that, by suitably combining such investments, a portfolio can be created that
will generate positive returns under almost any scenario. Finally, the Advisor believes there
is no substitute for judgment and experience in the MBS market. While it uses quantitative
models in its investment process, and find them very useful, models are often tuned to past
experience and don'’t capture all the dynamics that might be affecting markets. This is where
human thought, judgment, and the qualitative aspect of the investment process experience
come into play to recognize opportunities that the models may fail to capture.

Investment Process Described

The strategic direction of the investment process begins with analysis of the dynamics of the
housing market, mortgage finance, and government/Fed policy. This analysis aims to
recognize broader trends in rates, demographics, and government policy initiatives that my
influence mortgage refinancing and other drivers of prepayments. Using that backdrop, the
investment team seeks to identify undervalued sectors and securities within the residential
mortgage-backed securities market and profit from a combination of price convergence and
portfolio carry. A relative value approach is followed in selecting structured MBS as well as
liquid trades. Structured MBS positions include CMO derivatives such as Interest-Only (10)
and Principal Only (PO) securities as well as Inverse Interest-Only securities (II0) which
contain inherent notional leverage. While the majority of the rate risk is hedged with
Treasuries, derivatives, and pass-throughs, prepayments remain the most significant risk to
the portfolio. Therefore, a core theme to the strategy is identifying the sectors and securities
that will prepay most slowly.

Security collateral and structure are carefully analyzed in the asset selection process. More
than ever, prepayment speeds are driven by factors such as origination date (and HARP
program eligibility), loan-to-value ratio, loan size, credit quality, and seasoning. In addition
to collateral characteristics, CMO structure drives the distribution of cash flows, which are
carefully analyzed. Horizon returns under a variety of scenarios are analyzed for each
potential investment to determine how it will perform, and fit within the portfolio.



Risks Associated with the Advisor’s Investment Strategies

Investing in securities involves risk of loss that Clients should be prepared to bear.
Aninvestmentin the Fund is speculative and involves certain risk factors and other special
considerations which prospective Investors should consider before subscribing for
Interests. An investment in the Fund is suitable only for Investors who are willing to
accept substantial risks of loss, including loss of entire principal.

RMBS
Risks

Potential for Disruptions in Secondary Mortgage Markets; Risks of Extremely Limited
Liquidity. The capital and credit markets, and particularly, the secondary mortgage

markets, have experienced unprecedented disruptions in the past, including during and
around the time of the 2008 financial crisis, and there is no guarantee such markets will
not experience unprecedented disruptions again, now or in the future, resulting from,
among other things, reduced investor demand for residential mortgage loans and RMBS,
increased investor yield requirements for those loans and securities, downgrades of
the ratings of mortgage-backed securities and monoline insurers by the rating agencies and
liquidations of investment portfolios, CDOs and structured investment vehicles that contain
RMBS. As a result, the secondary market for RMBS may experience extremely limited
liquidity in times of market volatility or otherwise.

The Mortgage Loan Market Recently has Experienced Increasing Levels of Delinquencies

and Defaults. The mortgage loan market recently has experienced increasing levels of
delinquencies, defaults and losses, and the Advisor cannot assure that this will not continue.
In addition, in recent months housing prices and appraisal values in many states have
declined or stopped appreciating, after extended periods of significant appreciation. A
continued decline or an extended flattening of those values may result in additional
increases in rates of delinquencies, defaults and losses on residential mortgage loans
generally, particularly with respect to second homes and investor properties and with
respect to any residential mortgage loans whose aggregate loan amounts (including any
subordinate liens) are close to or greater than the related property values.

In response to increased delinquencies and losses with respect to mortgage loans,
many mortgage loan originators have implemented more conservative underwriting
criteria for loans, which may result in reduced availability of financing alternatives for
borrowers seeking to refinance their mortgage loans. @ The reduced availability of



refinancing options for borrowers may result in higher rates of delinquencies, defaults and
losses on mortgage loans, particularly with respect to adjustable rate mortgage loans
that experience significant increases in their monthly payments following the adjustment
date and interest only mortgage loans that experience significant increases in their
monthly payments following the end of the interest only period.

The increased levels of delinquencies and defaults, as well as a deterioration in general
real estate market conditions, have also resulted in loan originators being required to
repurchase an increasingly greater number of mortgage loans pursuant to early payment
default and breaches of representation and warranty provisions in loan sale agreements,
which has led to a deterioration in the financial performance of many loan originators, and
has caused certain loan originators to cease operations. Even in cases where an original
loan seller has the economic ability to repurchase loans, the increasing volume of
repurchase claims has resulted in longer periods between when a repurchase claim is
presented and when it is resolved, and a greater proportion of claims being refused or
contested by original loan sellers. In response to the deterioration in the performance of
mortgage loans, the rating agencies have lowered ratings on a large number of mortgage
securitizations. There can be no assurance that the rating agencies will not continue to do
so.

Difficulties in the Mortgage Loan Market and Related Regulatory Developments. In
addition, numerous residential mortgage loan originators have experienced serious

financial difficulties and, in some cases, bankruptcy. These difficulties may adversely affect
the market value of the RMBS in which the Fund intends to invest, and the resulting
performance of the Fund. Numerous laws, regulations and rules related to the servicing
of mortgage loans, including foreclosure actions, have been proposed by federal, state and
local governmental authorities. If enacted, these laws, regulations and rules may result
in delays in the foreclosure process, reduced payments by borrowers or increased
reimbursable servicing expenses, which are likely to result in delays and reductions in the
distributions to be made to holders of the RMBS in which the Fund may invest. The Fund
and investors in the Fund will bear the risk that these future regulatory developments will
lead to delayed or reduced distributions or reduced market value, thereby resulting in
losses on the RMBS in which the Fund may invest and adversely affecting the performance
of the Fund.

Fixed Income Risks; Generally. The total return of a debt instrument is composed of two
elements: the percentage change in the security's price and interest income earned. The
yield to maturity of a debt security estimates its total return only if the price of the
debt security remains unchanged during the holding period and coupon interest is
reinvested at the same yield to maturity. The total return of a debt instrument, therefore,
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will be determined not only by how much interest is earned, but also by how much the
price of the security and interest rates change.

Interest Rates; Price. The price of a debt security generally moves in the opposite
direction from interest rates (i.e., if interest rates go up, the value of the bond will go down,
and vice versa). In general, securities with longer maturities are more sensitive to these
price changes. Additionally, the prices of high yield, fixed-income securities fluctuate
more than high quality debt securities. Prices are especially sensitive to developments
affecting the company's business and to changes in the ratings assigned by rating agencies

(see "Credit Ratings" below).

Prices of RMBS and Related Derivatives are Highly Volatile. Prices of RMBS and RMBS
derivatives are highly volatile. Price movements for such instruments are influenced by,

among other things, changes in economic conditions, including changing supply and
demand relationships, government, trade, fiscal, and economic events and changes in tax
laws, as well as innumerable other factors which potentially could adversely affect the
business and prospects of the Fund. None of these conditions are within the control of the
Advisor. Moreover, the Fund may have only a limited ability to vary its investment
portfolio in response to changing conditions.

The yield characteristics of RMBS differ from traditional debt securities. As further
described (under “Risk Management”), the major differences include more frequent
interest and principal payments, usually monthly, and the possibility that prepayments of
principal may generally be made at any time. Prepayment rates are influenced by changes
in current interest rates and a variety of other factors. In addition, the assets of each
trust fund underlying an RMBS may generally be purchased when the principal balance
of such assets declines to a specified percentage (in many cases 10%) of the original
principal balance of those assets, which has the same effect as if such mortgage loans
had all been prepaid in full.

In general, changes in the rate of prepayments will change a security’s yield to maturity.
These differences can result in significantly greater price and yield volatility than with
respect to traditional debt securities. In addition, wide bid/asked spreads may often make
it difficult to sell securities on short notice at a reasonable price. Accordingly, investors are
advised to have a medium-to-long term investment horizon, so as to avoid sales by the Fund
of securities in weak or illiquid markets.

Prepayment Risk. An RMBS, unlike most other debt securities, can decrease in value when
interest rates fall because homeowners then tend to prepay principal. Receiving
increasing prepayments in a falling interest rate environment causes the average maturity
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of the portfolio to shorten, reducing the potential for price gains. It also requires the Fund
to reinvest proceeds at lower interest rates, which could reduce the portfolio’s total return,
reduce its yield, and/or result in capital losses. Particular investments may experience
outright losses, as in the case of an IO in an environment of faster actual or anticipated
prepayments, and may underperform relative to the hedges (if any) constructed with
respect to such investment. In particular, prepayments (at par) may limit the potential
upside of many RMBS to their principal or par amounts, whereas their corresponding
hedges often have the potential for unlimited loss.

The frequency at which prepayments (including voluntary prepayments by the obligors
and liquidations due to default and foreclosures) occur on loans underlying RMBS will be
affected by a variety of factors, including the prevailing level of interest rates, as well as
economic, demographic, tax, social, legal and other factors. Generally, mortgage obligors
tend to prepay their mortgages when prevailing mortgage rates fall below the interest
rates on their mortgage loans. In general, “premium” securities (securities whose market
values exceed their principal or par amounts) are adversely affected by faster than
anticipated prepayments and “discount” securities (securities whose principal or par
amounts exceed their market values) are adversely affected by slower than anticipated
prepayments. Since many RMBS will be discount securities when interest rates are high
and premium securities when interest rates are low, these RMBS may be adversely
affected by changes in prepayment rates in any interest rate environment.

Index Risk. The Fund may invest in structured notes and variable rate RMBS, including
adjustable-rate mortgage securities, which are backed by mortgages with variable rates,
and certain classes of collateralized mortgage obligation (CMO) derivatives, the rate of
interest payable under which varies with a designated rate or index. The value of these
investments is closely tied to the absolute levels of such rates or indices, or the market’s
perception of anticipated changes in those rates or indices. This introduces additional risk
factors related to the movements in specific indices or interest rates which may be difficult
or impossible to hedge, and which also interact in a complex fashion with prepayment risks.

RMBS Derivatives. The RMBS markets were developed specifically to reallocate the
various risks inherent in RMBS across various bond classes (known as “tranches”). For
example, RMBS “companion” classes typically experience much greater average life
variability than other RMBS classes or RMBS pass-throughs. 10s experience greater
yield variability relative to changes in prepayments. Inverse floaters experience greater
variability of returns relative to changes in interest rates. To the extent that the Fund
concentrates its investments in these or other derivative securities, the prepayment
risks, interest rate risks, and hedging risks associated with such securities will be
severely magnified. See "Leverage and Derivatives" below.
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Credit Support Limitations. The amount, type and nature of insurance policies,
subordination, letters of credit and other credit support, if any, with respect to certain
RMBS are based upon actuarial analysis. There can be no assurance that the historical
data supporting such actuarial analysis will accurately reflect future experience, nor any
assurance that the data derived from a large pool of mortgage loans will accurately predict
the delinquency, foreclosure or loss experience of any particular pool of loans.

Credit Ratings. Credit ratings of debt securities are not a guarantee of quality. A credit
rating represents only the applicable rating agency’s opinion regarding credit quality
based on the rating agency’s evaluation of the safety of the principal and interest
payments. In determining a credit rating, rating agencies do not evaluate the risks of
fluctuations in market value. As a result, a credit rating may not fully reflect the risks
inherent in the relevant security. Rating agencies may fail to make timely changes to
credit ratings in response to subsequent events. In addition, to the extent that a rating
agency rates a security at the request of an issuer, the rating agency has a conflict of interest
in providing such rating.

Lower Credit Quality Securities. The Fund currently intends, but is not required, to focus
its investments on RMBS rated, at the time of purchase, "AA+", “AAA” or the equivalent
from one or more nationally recognized statistical rating organizations; however, it
should be noted that the Fund may from time to time invest opportunistically in securities
which may be deemed by rating companies to have substantial vulnerability to default in
payment of interest and/or principal, or which have the lowest quality ratings or are

unrated.

Lower rated and unrated securities have large uncertainties or major risk exposures to
adverse conditions, and are considered to be predominantly speculative. Generally, such
securities offer a higher potential return than higher rated securities, but involve greater
volatility and greater risk of loss of income and principal. The market values of certain of
these RMBS (such as subordinated RMBS) also tend to be more sensitive to changes in
economic conditions than higher rated RMBS. Declining real estate values, in particular,
will increase the risk of loss upon default, and may lead to a downgrading of the securities
by rating agencies. The value of such RMBS may also be affected by changes in the market’s
perception of the entity issuing or guaranteeing them, or by changes in government
regulations and tax policies.

Although as indicated above the Fund intends to focus its investments on RMBS rated,
at the time of purchase, "AA+", “AAA” or the equivalent from one or more nationally
recognized statistical rating organizations, RMBS held by the Fund may be backed by
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subprime mortgage loans secured by residential real estate wherein the borrowers may
not meet conforming underwriting guidelines because of unusual loan-to-value ratios, the
nature or absence of income documentation, limited credit histories, high levels of
consumer debt, and/or past credit difficulties. These types of subprime mortgage loans
generally have higher delinquency and default rates than prime or ordinary course loans.
Delinquency interrupts the flow of projected interest income from a loan and default can
ultimately lead to a loss if the net realizable value of the property securing the loan is
insufficient to cover the principal and interest due on the loan. Also, the cost of financing
and servicing a delinquent or defaulted loan is generally higher than for a performing loan.
In addition, because subprime mortgage loans frequently have a higher loan- to-value ratio
than ordinary course loans, a decrease in the underlying property values increases the
probability that a holder of a loan will receive less than the full amount due in the event of
a default.

The residential mortgage market in the United States experienced a variety of difficulties
and changed economic conditions that may adversely affect the performance and market
value of RMBS and issuers backed by RMBS. Delinquencies, defaults and losses with respect
to residential mortgage loans generally increased, particularly in the subprime sector. In
addition, housing prices and appraisal values in many U.S. states have declined or stopped
appreciating. A continued decline or an extended flattening of those values may result in
additional increases in delinquencies and losses on RMBS generally, particularly with
respect to second homes and investor properties and with respect to any residential
mortgage loans whose aggregate loan amounts (including any subordinate liens) are close
to or greater than the related property values.

Downgrade of U.S. Credit Rating and the Sovereign Debt Crisis in Europe. On August 5,
2011, Standard and Poor's Ratings Services ("S&P") lowered its long term sovereign credit
rating on the U.S. from AAA to AA+. On August 8, 2011 S&P also lowered the credit rating
of several related government agencies and institutions, including FHLMC, FNMA, the
Federal Farm Credit Bank and the FHLB from AAA to AA+. While U.S. lawmakers
reached an agreement to raise the federal debt ceiling, the downgrade reflects S&P's
view that the plan fell short of what is required to stabilize the U.S. economy. The credit
downgrade could have unforeseen and material adverse impacts on financial markets and
general economic conditions which may adversely affect the Fund. Amongst other effects,
the debt downgrade could increase interestrates and disrupt payment systems, money
markets, commodities markets, foreign exchange markets, equity markets and fixed
income markets, adversely affecting the cost and availability of funding, all of which could
adversely affect the Fund. It could also affect the value and liquidity of government
securities that the Fund may hold and could result in the Fund being required to post
additional or alternative collateral for our borrowings and/or deposits.
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These actions by S&P initially had an adverse effect on financial markets and, although
the Fund cannot predict the longer-term impact of such actions, it may be material and
adverse to the Fund. These events (and future events, such as a further downgrade or
default) could adversely impact many of the securities and investments that the Fund may
hold, including, but not limited to, its investments in RMBS, U.S. Treasury securities, and
other U.S. government agency obligations and municipal obligations. The Fund cannot
predict the impact of the downgrade and its potential adverse effect on many of the
securities and investments that the Fund may hold.

In addition, global markets and economic conditions have been negatively impacted by the
ability of certain European Union (EU) member states to service their sovereign debt
obligations. The continued uncertainty over the outcome of the EU governments’ financial
support programs and the possibility that other E.U. member states may experience similar
financial troubles could further disrupt global markets. In particular, it has and could in
the future disrupt equity markets and result in volatile bond yields on the sovereign debt
of EU members. Additionally, European counterparties, swap payments slated to be made
in Euros, and Euro based companies, currencies or share classes may be particularly
vulnerable to disruptions, risks, and volatility. Furthermore, there is a risk that certain E.U.
members may exercise their sovereignty to control their own monetary systems and
declare that they are replacing their currency and force a redenomination into a new
currency based upon an exchange rate stipulated by such state. Where contractual
monetary obligations exist, the parties or a court will have to determine in what
currency they must be paid and therefore, how much they are really worth. While
contractual obligations will generally not vanish as a result of a state's change in currency,
their relative value to the parties could be greatly affected. These factors could have an
adverse effect on the Fund.

Subordinated Securities. The Fund may invest in RMBS and other securities that are

subordinate to one or more senior classes, whereby proceeds from realizations on the
underlying mortgage collateral are first be allocated to the senior classes of securities in
accordance with the priority of payments prior to any allocation to the subordinated
securities. Investments in subordinated securities involve significantly greater credit risk
of default than the senior classes of the issue or series. Default risks may be further
pronounced in the case of RMBS secured by, or evidencing an interest in, a relatively
small or less diverse pool of underlying mortgage loans.

Certain subordinated securities (“first loss securities”) absorb all losses from default before
any other class of securities is at risk, particularly if such securities have been issued with
little or no credit enhancement or equity. Such securities therefore possess some of the
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attributes typically associated with equity investments. As a result, changes in the value
of the performance of subordinated securities are expected to be greater than the change
in the value or payment performance of the underlying mortgages or other collateral.

Risks Associated with TBAs. The TBA market effectively allows mortgage lenders to sell
the loans they intend to fund even before the loans are closed. This also allows the lender

to lock in an interest rate for the borrower. Changes in interest rates and/or mortgage
refinancing activity will affect the value of TBAs; e.g., an increase in interest rates will
generally cause their values to decline. In addition, because TBAs can be acquired with
small amounts of margin, the effect of such leveraging could exacerbate Fund losses.
There is also the risk that TBAs may not enjoy the same rights or priorities as customers
of brokerage houses or securities under the Securities Investor Protection Act, including,
but not limited to, in a bankruptcy proceeding.

Risk of Governmental Actions Related to RMBS and GSEs. Future governmental actions
concerning the status of the GSEs (FNMA and FHLMC) and housing finance, in general,
may affect liquidity and availability of RMBS securities, and yield/spread relationships in
products the Fund invests in. The Dodd- Frank Wall Street Reform and Consumer
Protection Act (the “Dodd Frank Act”) was enacted in July 2010 and required the U.S.
Department of the Treasury to report its recommendations regarding options for ending
the conservatorship of the GSEs. This report was released on February 11, 2011 and
includes proposals to reduce the role of Fannie Mae and Freddie Mac in the mortgage

market and, ultimately, wind down both institutions. Accordingly, it is uncertain what role
the GSEs may play in the housing finance system in the future. The report also proposed:
positioning private markets as the primary source of mortgage credit; requiring banks
and other financial institutions to hold more capital and adhere to more conservative
underwriting standards; reforming aspects of securitization; and implementing the
reforms in Dodd-Frank Act and mobilizing all tools available to address the system of
mortgage servicing and foreclosure processing. In addition, the Federal Housing Finance
Agency, which is the conservator of both FHLMC and FNMA, released an updated
strategic plan on February 21, 2012. The updated strategic plan set forth three strategic
goals for its conservatorship: 1) building new infrastructure for the secondary mortgage
market; 2) reducing the GSEs' dominant position in housing finance as well as simplifying
and shrinking the GSEs' operations; and 3) maintaining foreclosure prevention activities
and credit availability for new and refinanced mortgages. On August 17, 2012, the U.S.
Department of the Treasury announced a Third Amendment to the Amended and Restated
Senior Preferred Stock Purchase Agreements ("PSPAs") between the Federal Housing
Finance Agency ("FHFA"), as conservator of the GSEs. The modified PSPAs require an
accelerated reduction of the GSEs' investment portfolios. The modified PSPAs further
require that on an annual basis, each GSE will, under the direction of FHFA, submit a
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risk management plan to the U.S. Department of the Treasury on each GSE's actions to
reduce its enterprise-wide risk profile and taxpayer exposure to mortgage credit risk for
both its guarantee book of business and its retained investment portfolio. The modified
PSPAs will replace the 10% dividend payment previously required with a quarterly sweep
of every dollar of profit that each the Advisor earns going forward that exceeds a specified
capital reserve amount that each GSE is authorized and required to maintain by the
amended PSPAs. The capital reserve amount shall be $3 billion for 2013 and shall be
reduced subsequently by $600 million each year so that the capital reserve amount shall
be zero for all years on or after January 1, 2018. This variable dividend based on net profits
will eliminate the need for the GSEs to borrow from the U.S. Department of the Treasury
in order to pay the previous fixed 10% dividend. For dividend payments, the Third
Amendment is effective no later than September 30, 2012 for each quarter commencing
January 1, 2013. Itis uncertain what role the GSEs may play in the housing finance system
in the future as the conservatorship progresses. It is difficult to estimate when
Congressional action would be final and how long any associated phase-in period may
last. Such reforms could materially impact the Fund and its RMBS or other investments
(if any). It is difficult to estimate when Congressional action would be final and how
long any associated phase-in period may last.

Additional Risk Factors Related to RMBS. There are RMBS risks involving unpredictability
of prepayments and the effect of prepayments on yields. There are restrictions on
transfers of RMBS in which the Fund may invest, which may adversely affect the market
value and liquidity of such RMBS. The assets of trust funds underlying RMBS are limited.
The credit enhancement for RMBS is limited in amount and coverage. A borrower may be
unable to make a balloon payment related to the RMBS. Governmental action may affect
foreclosures related to the RMBS. A servicers’ ability to modify the terms of defaulted
mortgage loans is uncertain; the effect of modifications to, or of failure to modify, such
loans may be adverse. Mortgage loans underwritten as non-conforming credits may
experience relatively higher losses. High loan-to-value ratios increase risk of loss. High
balance mortgage loans increase the risk of loss. Interest only loans have a greater risk
upon default. Assets underlying an RMBS in which the Fund invests may include
delinquent and sub-performing residential loans, which would adversely impact the Fund.
Geographic concentration could increase losses on any loans underlying RMBS in which
the Fund invests. The rate of default on loans that are secured by investor properties may
be higher than on other loans. Changes to the weighted average net mortgage rate on any
loans underlying an RMBS in which the Fund invests may reduce the yield with respect to
such RMBS. The nature of mortgage loans
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could adversely affect value of mortgaged properties. The inadequacy of value of
properties could affect severity of losses. The bankruptcy of borrowers may adversely
affect distributions on any RMBS in which the Fund invests. Violations of environmental
laws may reduce recoveries on properties. A transfer of servicing may result in increased
losses and delinquencies on any loans underlying RMBS in which the Fund invests. The
method of book keeping and recording of the mortgages may affect the liquidity, payments,
and/or yield on the related RMBS in which the Fund invests. Violations of federal laws
may adversely affect ability to collect on loans. The party required to repurchase or
replace defective assets may not be able to effect such repurchases or replacements. The
Rating of RMBS in which the Fund invests are limited and may be withdrawn or lowered.
Creditworthiness of credit enhancement providers may impact the ratings on RMBS in
which the Fund invests. Adverse conditions in the residential real estate markets may
result in a decline in property values. The RMBS in which the Fund invests are obligations
of the related trust fund only. Unsecured home improvement contracts may experience
relatively higher losses. Changes in the market value of properties may adversely affect
payments on the RMBS in which the Fund invests. The return on RMBS in which the Fund
invests could be reduced due to the application of the Service Members Civil Relief Act.
Failure of master servicer or servicers to perform their obligations may adversely affect
distributions on RMBS in which the Fund invests. Bankruptcy or insolvency of a
servicer or master servicer may affect the timing and amount of distributions on RMBS
in which the Fund invests. The nature of reverse mortgage loans may increase risk of
loss.

Other Business Risks

Liquidity. Certain sectors of the fixed income markets (such as the RMBS markets) have
in the past, including in the recent past, experienced significant falloffs in liquidity.
During such periods of market illiquidity, the Fund may not be able to sell assets in
its portfolio or may only be able to do so at unfavorable prices. In addition, mortgage-
related securities and derivatives are generally traded among broker-dealers and other
institutional investors in over-the-counter markets. There is no assurance that a liquid
secondary market will exist for mortgage-related securities and related derivatives held by
the Fund, or that the Fund will be able to dispose of such instruments. The Fund’s portfolio
may include securities which are not actively or widely traded or which are not registered
under U.S. federal and state securities laws, and are therefore subject to restrictions on
resale, and the Fund may invest in financial instruments for which no liquid market exists.
In addition, wide bid/asked spreads often may make it difficult to sell securities on short
notice at a reasonable price. The sale of illiquid securities often requires more time and
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results in higher dealer discounts and other selling expenses than does the sale of financial
instruments eligible for trading on national securities exchanges or in more conventional
the over-the- counter markets. As a result of the foregoing, a Member should view its
investment in the Fund as a longer-term investment than most hedge funds.

Inconsequential Risk Reduction Strategies. The Advisor may employ various risk
reduction strategies designed to minimize the risk of the Fund’s trading positions. A
substantial risk nonetheless remains that such strategies will not always be possible to
implement and, when possible to implement, will not be effective in limiting losses. If the
Advisor analyzes market conditions incorrectly, or employs a risk reduction strategy that
does not correlate well with the Fund’s investments, such risk reduction strategy could
result in losses regardless of whether the intent was to reduce risk or increase return. Any
such risk reduction techniques may also increase the volatility of the Fund and/or result in
a loss if the counterparty to a particular transaction does not perform as promised.

No Assurance of Investment Return. The Fund cannot provide assurance that it will be able
to choose, make, and realize investments in any particular company or portfolio of
companies or securities or instruments thereof. There can be no assurance that the Fund
will be able to generate returns or that the returns will be commensurate with the risks of
investing in the type of companies and transactions described herein. Accordingly, an
investment in the Fund should only be considered by persons who can afford a loss of their
entire investment. Past activities of investment entities associated with the Advisor provide
no assurance of future success.

Securities Risks in General; Equity Risks. The Fund may invest in equity securities, which
generally involves a high degree of risk. Prices are volatile and market movements are
difficult to predict. These price movements may result from factors affecting individual
companies or industries. Furthermore, the Fund is not subject to a specific percentage
limit on any particular industry or issuer. Price changes may be temporary or last for
extended periods. In addition to, or in spite of, the impact of movements in the overall
stock market, the value of the Fund's investments may decline if the particular companies
in which the Fund invests do not perform well in the market. Furthermore, the prices
of growth stocks may be more sensitive to changes in current or expected earnings than
the prices of other stocks. The prices of growth stocks also may fall or fail to appreciate as
anticipated by the Advisor, regardless of movements in the securities markets.

General Economic and Market Conditions. The success of the Fund's activities will be
affected by general economic and market conditions, such as interest rates, availability
of credit, inflation rates, oil prices, economic uncertainty, changes in laws, trade barriers,
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currency exchange controls, and national and international political circumstances. These
factors may affect the level and volatility of securities prices and the liquidity of the
Fund's investments. Such volatility or illiquidity could impair the Fund's profitability or
result in losses.

Risk of Governmental Action; Generally. The instability experienced in the financial
markets in 2008 resulted in the U.S. Government and various other governmental and
regulatory entities taking actions to seek to address issues related to the financial crisis.
These actions included, but were not limited to, the enactment of the Dodd-Frank Act,
which dramatically changed the way in which the U.S. financial system is supervised and
regulated. More specifically, the Dodd-Frank Act provided for widespread regulation of
financial institutions, consumer financial products and services, broker-dealers, over-the-
counter derivatives, investment advisers, credit rating agencies, and mortgage lending,
which expanded federal oversight in the financial sector and affected the investment
management industry as a whole (see "Business and Regulatory Risks of Hedge Funds").
Given the broad scope and sweeping nature of the Dodd-Frank Act, and its relative
recency, the ultimate impact of the Dodd-Frank Act, and its resulting regulations, is not
yet certain. As a result, there can be no assurance that these measures will not have an
adverse effect on the value or marketability of securities held by the Fund, including
potentially limiting or completely restricting the ability of the Fund to use a particular
investment instrument as part of its investment strategy, increasing the costs of using
these instruments, or possibly making them less effective in general.

Furthermore, no assurance can be made that the U.S. Government or any U.S. regulatory
entity (or other authority or regulatory entity) will not continue to take further legislative
or regulatory action, and the effect of such actions, if taken, cannot be known.

Extraordinary Events. Terrorist activity and United States involvement in armed conflict
may negatively affect general economic fortunes, including sales, profits and production,

and may lead to depressed securities prices and problems with trading facilities and
infrastructure.

Concentration of Investments. The Advisor is not limited in the amount of Fund capital
which it may commit to any one investment. Although the Advisor currently intends
to follow a general policy of seeking to spread the Fund’'s capital among a number of
investments, the Advisor may depart from such policy from time to time and may hold
a few, relatively large securities positions in relation to the Fund’s capital. The result of
such concentration of investments is that a loss in any such position could materially reduce
the Fund’s capital.
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Volatility. Volatility produces various adverse effects. In general, volatility has a tendency
to discourage the participation of small investors and reduce the participation of some
professionals in the financial market. This lack of participation, in turn, may tend to reduce
liquidity, the ability to enter into transactions at a price close to that of the previous
transaction. A consequence of illiquidity is that market-makers and specialists tend to
increase the spread between the price they are willing to pay for a security (the bid) and
the price at which they are willing to sell a security (the offer). For these reasons illiquid
markets and/or securities may be more difficult to trade and may possess greater risk.
Although volatility provides the opportunity for significant profits it also can result in
equally significant losses. Such volatility theoretically could result in losses greater than
the amount which would cause the Fund to terminate. This could occur if prices in the
financial markets “gap” (open much higher or lower than the previous days’ close).

Smaller Companies. While smaller companies may offer substantial opportunities for
capital growth, they also involve substantial risks and should be considered speculative.
Historically, smaller company securities have been more volatile in price than larger
company securities, especially over the short term. Among the reasons for the greater price
volatility are the less certain growth prospects of smaller companies, the lower degree of
liquidity in the markets for such securities, and the greater sensitivity of smaller companies
to changing economic conditions. In addition, smaller companies may lack depth of
management and resources, be unable to generate funds necessary for growth or
development, be unable to borrow funds at low cost, or be dependent on narrower product
lines or business than larger companies, and therefore may be more susceptible to
particular economic events or competitive factors than are larger, more broadly
diversified companies. The risk that a smaller company will not have enough cash flow
to meet financial obligations is a serious risk. Smaller companies typically have limited
operating histories and limited following from Wall Street. Smaller companies are also
more prone to market manipulation by private investment funds and market makers.
Some of the smaller companies that the Fund may buy are quoted on the pink sheet over-
the-counter system; such smaller companies do not need to meet minimum requirements
or file with the SEC and entail significant risks.

Venture Capital Risks. Although venture capital investments offer the opportunity for
significant gains, each investment involves a high degree of business and financial risk that
can result in substantial losses. Among these are the risks associated with investing in
companies in an early stage of development or with little or no operating history,
companies operating at a loss or with substantial variations in operating results from
period to period, and companies with the need for substantial additional capital to
support expansion or to achieve or maintain a competitive position. Such companies may
face intense competition, including competition from companies with greater financial
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resources, more extensive development, manufacturing, marketing, and service
capabilities, and a larger number of qualified managerial and technical personnel.

Fund's Limited Rights as Investor. The Fund will generally not be able to direct or administer
the day-to-day operations of any company or any underlying activities related to any
security in which the Fund invests, including, but not limited to, the RMBS. The Fund,
however, may exercise its rights as a shareholder or lender and may, although it is not
required to, communicate its views on important matters of policy to management, the Board
of Directors, shareholders of a company, and holders of other securities of the company
when the Advisor determines that such matters could have a significant effect on the
value of the Fund's investment in the company. The activities in which the Fund may engage,
either individually or in conjunction with others, may include, among others, supporting or
opposing proposed changes in a company's corporate structure or business activities;
seeking changes in a company's directors or management; seeking changes in a company's
direction or policies; seeking the sale or reorganization of the company or a portion of its
assets; supporting or opposing third-party takeover efforts; supporting the filing of a
bankruptcy petition; or foreclosing on collateral securing a security. This area of corporate
activity is increasingly prone to litigation and it is possible that the Fund could be involved
in lawsuits related to such activities. The Advisor will generally seek to monitor such
activities with a view to mitigating, to the extent possible, the risk of litigation against the
Fund and the risk of actual liability if the Fund is involved in litigation. No guarantee can be
made, however, that litigation against the Fund will not be undertaken or liabilities incurred.

Convertible Securities. Convertible securities are subject to credit and interest rate
risk. When the interest rate rises, the value of such securities may decline. The interest
rate or dividend performance on a convertible security may be less than that of a common
stock equivalent if the yield on the convertible security is at a level which causes it to sell
at a discount. In addition, companies may require the convertible securities holders to
convert the securities to common stock by "calling the bonds," atechnique known as
forced conversion. Thus, an investment may be subject to additional risk depending on the
price at which the convertible security is callable. Furthermore, the credit risk may be
affected by the credit quality of the issuer. Convertible securities may or may not be
rated within the four highest categories by S&P and Moody’s and if not so rated, would not
be investment grade. To the extent that convertible securities are rated lower than
investment grade or not rated, there would be greater risk as to timely repayment of the
principal of, and timely payment of interest or dividends on, those securities.

Also, in the absence of adequate anti-dilution provisions in a convertible security, dilution
in the value of the Fund's holding may occur in the event the underlying stock is
subdivided, additional securities are issued, a stock dividend is declared or the issuer
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enters into another type of corporate transaction which increases its outstanding securities.

As a result of the conversion feature, convertible securities typically offer lower interest
rates than if the securities were not convertible. It is possible that the potential for
appreciation on convertible securities may be less than that of a common stock equivalent.

Preferred Stock. The Fund may invest in preferred stock. Preferred stock has a preference
over common stock in liquidation (and generally dividends as well) but is subordinated to
the liabilities of the issuers in all respects. As a general rule, the market value of
preferred stock with a fixed dividend rate and no conversion element varies inversely
with interest rates and perceived credit risk, while the market price of convertible
preferred generally also reflects some element of conversion value. Because preferred
stock is junior to debt securities and other obligations of the issuer, deterioration in the
credit quality of the issuer will cause greater changes in the value of a preferred stock than

in a more senior debt security with similar stated yield characteristics. Unlike interest
payments on debt securities, preferred stock dividends are payable only if declared by the
issuer’s board of directors. Preferred stock also may be subject to optional or mandatory
redemption provisions.

Non U.S. Investment Risks. The Fund may invest in assets located outside the U.S. Such
non U.S. investments involve additional risks not involved in domestic investments. The
value of non U.S. investments could be materially adversely affected by inflation,
currency devaluation, interest rate changes, exchange rate fluctuations, changes in
government policies, more volatile and less liquid capital markets, different infrastructure
and business environments, natural disasters, armed conflicts, political or social instability
and other developments affecting such countries. In general, less information is publicly
available with respect to foreign-based companies than is available with respect to U.S.
companies. Most foreign based companies are also not subject to the uniform accounting
and financial reporting requirements applicable to companies based in the United States.

Certain Risks of Other Funds and Managers and Separately Managed Accounts. An
investment in Other Funds and Managers may cause the Fund indirectly to hold opposite
positions in an investment, thereby decreasing or eliminating the possibility of positive
returns from such investment. Certain Other Funds and Managers that the Fund may
invest in will not be registered, as applicable, under the Company Act or the Advisers Act,
each as amended (or any other similar state or federal laws). Some of the Other Funds and
Managers may also be recently organized and have no operating histories upon which the
Fund may evaluate their possible performance. Regardless of whether the Fund utilizes
leverage, the Members may indirectly be exposed to the use of leverage through the Fund's
investments, if any, in Other Funds and Managers. The Managing Member and Fund
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generally will have no power to control the management of certain Other Funds and
Managers including investments, valuation, brokerage policies, conflicts of interest, etc.
Certain Other Funds and Managers may use proprietary investment strategies that are
based on considerations and factors that are not fully disclosed to the Advisor. These
strategies may involve risks under some market conditions that are not anticipated by the
Advisor or the Other Funds and Managers. The strategies employed by Other Funds and
Managers may involve significantly more risk and higher transaction costs than more
traditional investment methods. If invested in any Other Funds and Managers, the Fund will
receive periodic reports at the same time as, and containing the same information provided
to, any other investor in such Other Funds and Managers. The Advisor may make requests
for additional, more detailed information from such Other Funds and Managers, but
there can be no assurance that any such additional information will be provided. Such
lack of access may also impact the Advisor's ability to value the Fund's assets. The
ability of the Fund to withdraw all or part of its investment from its Other Funds and
Managers is generally limited to a quarterly, semiannual or annual basis depending upon
the investment, and may be subject to lock-ups and additional restrictions (including
possible redemption fees) imposed by the managers or general partners of such Other
Funds and Managers. The Fund may be unable to make withdrawal payments to the
Members to the extent it has invested in such Other Funds and Managers that do not permit
withdrawals, will not honor the Fund's withdrawal requests or that have invested in or
distributed to the Fund a side pocket or illiquid investment. To the extent that the Fund
invests in Other Funds and Managers, the Fund will bear additional costs and expenses in
addition to the Fund's own expenses, Management Fee, and Incentive Allocation. Such
Other Funds and Managers will charge their own advisory fees (which may include both
management fees and performance fees) and expenses. To the extent any of the Other
Funds and Managers are, or invest in stock of non-U.S. corporations that are, classified as
passive foreign investment companies ("PFICs"), U.S. Investors will be subject to special
rules with respect to the Fund's or its Other Funds and Managers' interest in such PFICs.

Events in the world financial markets, such as those that occurred in September and
October 2008, may materially adversely affect Other Funds and Managers, potentially
limiting the Fund's ability to fully exercise its redemption rights with regard to Other Funds
and Managers due to "gates," suspensions and distributions in kind. Additionally, in some
cases Other Funds and Managers may also suspend the determination of the net asset value
of all or a portion of their portfolios. The absence of such valuations will make it more
difficult for the Advisor to accurately value the Fund's portfolio.

Certain Other Funds and Managers (if any) may require the Fund to be a qualified
purchaser as defined under Section 2(a)(51)(A) of the Company Act at the time of
investment. In order to qualify as a qualified purchaser, the Fund must at all times have

24



net investments of at least U.S. $25 million. Thus, the Fund's qualification to purchase such
certain Other Funds and Managers will be dependent upon it maintaining qualified
purchaser status under relevant regulations. A failure to maintain qualified purchaser
status may severely impede the Fund's ability to make new or additional investments in
such Other Funds and Managers.

The Fund may invest in Other Funds and Managers, and other investors may invest with
the Advisor, via separately managed accounts. Managed accounts offer greater visibility
and flexibility for larger investors in general by giving them direct ownership of
underlying assets and the option to sell such assets if they want to get out quickly.
However, investors in private investment funds (e.g. the Fund or certain of the Other Funds
and Managers) could be disadvantaged if managed account holders with the Advisor or
the adviser of certain Other Funds and Managers pull out of an asset before such private
investment fund investors are able to redeem from such private investment fund or the
Advisor or such adviser are able to sell such assets of the Fund or Other Funds and
Managers, respectively. Accordingly, a risk to investors of private investment funds is that
managed account investors of the advisers to such private investment funds get an edge
on private fund investors by having the ability to sell their positions whenever they want,
independent of the fund manager. If this occurs before the fund manager sells a private
investment fund's positions, then, among other things: (1) lessliquid assets could see prices
depressed; and (2) selling the Fund's positions could be harder.

Indemnification Obligations to Other Funds and Managers; Clawbacks. Subsequent to
its withdrawal from Other Funds and Managers, the Fund may have indemnification or
reimbursement obligations to Other Funds and Managers that survive beyond its
withdrawal and exceed any unpaid holdback, with respect to liabilities, expenses, or other
adjustments to the withdrawal value which relate to the period during which the Fund
was invested in the Other Funds and Managers (or, with respect to a partial withdrawal,
that portion which has been withdrawn). A reimbursement obligation could arise or be
asserted, or an agreement or compromise could be reached, for example, based on the
terms of the governing documents of the Other Funds and Managers, applicable law,
litigation, or other less formal dispute resolution processes (a "Reimbursement Claim").
The Fund also may be subject to a Reimbursement Claim if the governing documents of
the Other Funds and Managers require that the Fund be subject to a "clawback” in the
event of an overpayment of withdrawal proceeds or as a result of bankruptcy proceedings
involving any Other Funds and Managers. It is likely that the legal, contractual, and other
authority relevant to any Reimbursement Claim will be uncertain and require the
Fund, together with legal counsel, to evaluate any Reimbursement Claim and determine a
course of action in a manner it considers in the best interests of the Fund and, if relevant
and to the extent permitted under applicable law, other clients for whom the Advisor or
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any of its affiliates provide investment management services and other investment funds
or accounts managed by any of them. Such an evaluation may be time consuming and
expensive for the Fund, its Members, and such other clients or investment funds or
accounts.

A determination to pay all or a portion of a Reimbursement Claim might have different
impacts on existing Members or former Members of the Fund. For example, the law,
contractual agreements, or other considerations between the Fund and Members may be
different from those relevant to the underlying Reimbursement Claim, and a separate
determination might be necessary with respect to whether the Fund (and its remaining
Members) or former Members would be responsible for a portion of any Reimbursement
Claim attributable to the former Members' previous investment in the Fund. The Fund's
ability to require any former Members (with respect to all or a portion of its investment)
to contribute to a Reimbursement Claim may be limited, and such Reimbursement Claims
may be difficult to collect. As a result, the remaining Members in the Fund may bear the
full cost of any Reimbursement Claim.

As a result of the difference between redemption policies of the Fund and the withdrawal
policies' of the respective Other Funds and Managers, the Advisor may be required to
select Other Funds and Managers for liquidation on the basis of the redemption polices of
Other Funds and Managers rather than other investment considerations, which may result
in the remaining portfolio of Other Funds and Managers being less diverse in terms of
investment strategies, number of Other Funds and Managers, or liquidity or other
investment considerations than would otherwise be the case. Furthermore,
redemptions from the Fund may result in an increased portion of the Fund's portfolio being
invested in Other Funds and Managers which are relatively less liquid. In addition, the
withdrawal of the Fund from an Other Fund and Manager could also involve expense to the
Fund under the terms of the Fund's investment. In paying redemptions from the Fund, the
Fund will consider the timing of notice and the size of the withdrawal amount in order
to pay withdrawal proceeds to withdrawing Members in a manner which it deems
equitable.

Misconduct, Bad Judgment, or Fraud of Other Funds and Managers and Their Service
Providers. Misconduct by employees of Other Funds and Managers or by their third-party

service providers could cause losses to the Fund. Employee misconduct may include
binding a fund to transactions that exceed authorized limits or present unacceptable risks
and unauthorized trading activities or concealing unsuccessful trading activities (which, in
either case, may result in unknown and unmanaged risks or losses) or other fraud. Losses
could also result from actions by third-party service providers, including, without
limitation, failing to recognize trades and misappropriating assets. Although the Advisor

26



will seek to monitor Other Funds and Managers, such measures may not be effective in all
cases in detecting fraud or misconduct. In addition, the Fund will still face the risk
of Other Funds' and Managers' misrepresentation, material strategy alteration (see "Style
Drift" below) or poor judgment.

When the Fund invests in Other Funds and Managers, it does not have custody of the
Other Funds and Managers' assets. Therefore, there is the risk that the custodian for the
Other Funds and Managers could abscond with those assets. The Other Funds and
Managers are generally private and have not registered their securities under U.S. federal
or state securities laws. Moreover, there can be no assurances that the Other Funds and
Managers will be operated in accordance with all applicable laws and that assets entrusted
to Other Funds and Managers will be protected. Instances of fraud and other deceptive
practices committed by Other Funds and Managers may undermine the Advisor's due
diligence efforts with respect to such parties, and if such fraud is discovered, negatively
affect the valuation of the Fund's investments. In addition, when discovered, investment
fraud may contribute to overall market volatility that can negatively impact the Fund's
investment program.

Misuse of Confidential Information. In the past there have been a number of widely
reported instances of participants involved in corporate takeovers and in risk arbitrage
having violated the securities laws through the misuse of confidential information. Such
violations may result in substantial liabilities for damages caused to others, for the
disgorgement of profits realized and for penalties. If an Other Fund and Manager commits
any such violation, the Fund could be exposed to significant losses.

Financial Fraud. Instances of fraud and other deceptive practices committed by senior
management of certain companies in which the Fund invests may undermine our due
diligence efforts with respect to such companies, and if such fraud is discovered,
negatively affect the valuation of the Fund's investments. In addition, when discovered,
financial fraud may contribute to overall market volatility that can negatively impact the
Fund's investment program.

Style Drift. The Advisor cannot control the investments made by Other Funds and
Managers and relies primarily on information provided by Other Funds and Managers in
assessing Other Funds' and Managers' defined investment strategies, the underlying risks
of such strategies and, ultimately, determining whether, and to what extent, it will allocate
the Fund's assets to such Other Funds and Managers. "Style drift" is the risk that a Other
Fund or Manager may deviate from the stated or expected investment strategy. Style drift
can occur abruptly if a manager believes it has identified an investment opportunity for
higher returns from a different approach (and the manager disposes of an interest quickly
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to pursue this approach) or it can occur gradually, such as if, for instance, a "value" oriented
manager gradually increases investments in "growth" stocks. Style drift can also occur if
a manager focuses on factors it had deemed immaterial in its offering documents - such as
particular statistical information or returns relative to certain benchmarks. Additionally,
style drift may result in a manager pursuing investment opportunities in an area in which
it has a competitive disadvantage or is outside the manager's area of expertise (e.g., a large-
cap manager focusing on small-cap investment opportunities). Moreover, style drift poses
a particular risk for multiple-manager structures since, as a consequence, the Fund may be
exposed to particular markets or strategies to a greater extent than was anticipated by the
Advisor when it assessed the portfolio's risk-return characteristics and allocated assets to
Other Funds and Managers (and which may, in turn, result in overlapping investment
strategies among various Other Funds and Managers). The Advisor's sole remedy in the
event of a deviation by a Other Fund or Manager from its offering or other governing
documents may only be to cause the Fund to withdraw capital, subject to any applicable
withdrawal restrictions.

Exchange Traded Funds ("ETFs"). An ETF's NAV changes daily based on changes in market
conditions and interest rates and in response to other economic, political, or financial
developments. Factors that may cause an ETF's NAV to react to such developments
include, but are not limited to, (1) the types of securities in which an ETF invests, (2) the
financial condition, industry and economic sector, and geographic location of an issuer, and
(3) an ETF's level of investment in the Securities of an issuer. An ETF's performance could
depend heavily on the performance of an industry or group of industries and could be more
volatile than the performance of less concentrated funds. In addition, because certain
ETF's may invest a significant percentage of their assets in a single issuer, such an ETF's
performance could be closely tied to one such issuer and could be more volatile than the
performance of other, more diversified, funds.

An ETF's NAV will generally fluctuate with changes in the market value of an ETF's
holdings. ETFs are listed and can be bought and sold in the secondary market at market
prices. Although an ETF's market price is expected to approximate its NAV, it is possible
that the market price and NAV will vary significantly. As a result, the Fund may pay more
than the ETF's NAV when buying such ETF in the secondary market and receive less than
the ETF's NAV when selling such ETF.

The market price of ETFs during the trading day, like the price of any exchange-traded
security, includes a "bid/ask" spread charged by the exchange specialist, market makers, or
other participants that trade the particular security. In times of severe market disruption,
the bid/ask spread can increase significantly. At those times, ETFs are most likely to be
traded at a discount to NAV, and the discount is likely to be greatest when the price of
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ETFs are falling fastest, which may be the time that the Fund most wants to sell its interest
in an ETF.

A lack of liquidity can lead to wide bid/ask spreads. Wider spreads may have a negative
impact on the Fund's returns when it buys or sells ETFs. Lack of liquidity may also cause
an ETF to trade at a large premium or discount to NAV, meaning that the Fund may
overpay for a portfolio when buying or obtain less than the basket of securities is worth
when selling.

Funds with lower levels of assets may also experience wide spreads in bid/ask prices.
ETF market makers often receive rebates from exchanges that are calculated on a per-
share basis. Thus, market makers may not have much incentive to maintain narrow
gaps between bid and ask prices in funds with low trading volume. There are also risks
when an issuer suspends issuing shares because wide gaps can develop between the ETF
share price and the value of its underlying holdings.

Authorized participants may swap a basket of the ETF's underlying holdings for ETF
shares, or vice versa. This process may help arbitrage away significant gaps between the
ETF's share price and its NAV. However, when underlying holdings are costly to trade
and/or difficult to obtain, authorized participants may be less willing to round up that
basket of securities which may cause wide gaps to develop between the ETF's share price
and NAV. Additionally, when underlying holdings are traded less frequently (or not at all),
an ETF's returns may diverge from the benchmark which it is designed to track.

The performance of an index based ETF (an "Indexed ETF") and its corresponding
index ("Index") may vary somewhat due to factors such as fees and expenses of an Indexed
ETF, imperfect correlation between an Indexed ETF's securities and those in the Index,
timing differences associated with additions to and deletions from the Index, and changes
in the shares outstanding of the component securities. An Indexed ETF may not be fully
invested at times. The use of sampling techniques or futures or other derivative positions
may affect an Indexed ETF's ability to achieve close correlation with the Index.

Although shares of ETFs are listed, there can be no assurance that an active trading market
will be maintained. Trading of ETFs in the secondary market may be halted, for example,
due to activation of market-wide "circuit breakers."

Certain Risks of Exchange Traded Notes ("ETNs"). ETNs are riskier than ordinary

unsecured debt securities and have no principal protection. ETN investors are taking on
credit risk that the issuer will be solvent when they want to sell shares or when they reach
maturity. Investing in ETNs are not equivalent to investing directly in index components
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or the relevant index itself. The price at which the Fund can sell its ETNs for prior to their
maturity will depend on a number of factors, and may be substantially less than the amount
the Fund paid for such ETNs. The market value of ETNs may be influenced by many
unpredictable factors. Risks include limited portfolio diversification, uncertain principal
repayment, and illiquidity. Even though ETNs are listed on exchanges, there is no
guarantee a trading market will exist for ETNs at anytime. ETNs may be subject to foreign
exchange risk since ETNs may be denominated in USD while the underlying components
of the relevant index may be denominated in other currencies. Also, investors in ETNs
will be subject to fees, which will reduce the amount of investors' returns at maturity
or on redemption of the ETNs, and as a result they may receive less than the principal
amount of their investment at maturity or upon redemption of the ETNs, even if the value
of the relevant index has increased. Brokerage commissions will apply to purchases and
sales of ETNs in the secondary market. The sale, redemption or maturity of ETNs will
generate tax consequences. The indicative value calculation of ETNs is provided for
reference purposes only and is not intended as a price or quotation, or as an offer or
solicitation for the purchase, sale, redemption, or termination of ETNs, nor does it reflect
hedging or transaction costs, credit considerations, market liquidity, or bid-offer spreads.
Published index levels from the sponsors of the indexes underlying the ETNs may
occasionally be subject to delay or postponement. Any such delays or postponements
will affect the current index level and therefore the indicative value of the ETNs. Index
levels provided by the sponsors of the indexes underlying the ETNs do not necessarily
reflect the depth and liquidity of the underlying relevant market. For this reason and others,
the actual trading price of the ETNs may be different from their indicative value. The
trading prices of ETNs will reflect changes in their intrinsic value as well as market supply-
and-demand, among other factors. Regardless of their published indicative value, the
trading prices of ETNs may also be influenced by changes in the credit rating of the issuers
thereof. Significant valuation risks and tax consequences, many of which are uncertain,
exist when investing in ETNs. Among other risks, ETNs may have limited following, if
any, from Wall St.

Initial Public Offerings. Securities issued through an IPO can experience an immediate
drop in value if the demand for the securities does not continue to support the offering
price. Information about the issuers of IPO securities is also difficult to acquire since they
are new to the market and may not have lengthy operating histories. The Fund may engage
in short-term trading in connection with its IPO investments, which could produce higher
trading costs and adverse tax consequences. The number of securities issued in an IPO is
limited, so it is likely that IPO securities will represent a small component of the Fund’s
portfolio as the Fund'’s assets increase (and thus have a more limited effect on the Fund’s
performance). The foregoing IPO risks should also be deemed to apply to certain newly
issued RMBS in which the Fund may invest.
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Private Placements and Other Similar Investments. Investments in private placements and
other similar investments all may involve a high degree of business and financial risk
that can result in substantial losses. Furthermore, these assets will be illiquid and difficult
to value and the Fund may not be able to readily sell such investments or may only be able
to sell them at substantial discounts.

Risks Related to Collateralized Debt Obligations ("CDOs"). The risks of an investment in a
CDO depend largely on the type of the collateral securities, the degree of diversification
within the CDO and the tranche of the CDO in which the Fund invests. Normally, the CDO is
privately offered and sold, and thus, are not registered under the securities laws. As a result,
investments in CDOs may be characterized by the Fund as illiquid securities, however an
active dealer market may exist for CDOs allowing a CDO to qualify for Rule 144A
transactions. In addition to the normal risks associated with fixed income securities

discussed elsewhere in this Memorandum (e.g.,, interest rate risk and default risk), CDOs
carry additional risks including, but are not limited to: (i) the possibility that distributions
from collateral securities will not be adequate to make interest or other payments; (ii)
the quality of the collateral may decline in value or default; (iii) the Funds may invest
in CDOs that are subordinate to other classes; and (iv) the complex structure of the
security may not be fully understood at the time of investment and may produce disputes
with the issuer or unexpected investment results.

llliquid and Long-Term Investments. The Fund may invest in illiquid investments
(including, but not limited to, private placements and other similar investments) valued
at cost or otherwise until disposition. The return of capital and the realization of gains, if
any, from such illiquid investments generally will occur only upon the partial or complete
disposition of such investment. In addition, the lack of an established, liquid secondary
market for some of the Fund's investments may have an adverse effect on the market value
of the Fund's investments and on the Fund's ability to dispose of them. Additionally, the
Fund's investments may be subject to certain transfer restrictions that may also contribute
to illiquidity. Finally, assets of the Fund that are typically traded in a liquid market may
become illiquid if the applicable trading market tightens as a result of a significant
macro-economic shock or for any other reason. Therefore, no assurance can be given
that, if the Fund is determined to dispose of a particular investment, the Fund could
dispose of such investment at the prevailing market price. The Fund may sometimes not be
able to sell securities it holds publicly unless their sale is registered under applicable
securities laws, or unless an exemption from such registration requirements is available. In
addition, in some cases the Fund may be prohibited by contract or legal or regulatory
reasons from selling certain securities for a period of time. Although it currently does not
intend to, the Fund may, as described elsewhere herein, designate certain Securities as
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Designated Investments. As a result of the foregoing, a Member should view its investment
in the Fund as a longer-term investment than most hedge funds.

Securities Lending Risks. If the borrower defaults on its obligation to return the securities
loaned because of insolvency or other reasons, the Fund could experience delays and costs in
recovering the securities loaned or in gaining access to the collateral. These delays and costs
could be greater for foreign securities. If the Fund is not able to recover the securities loaned,
the Fund may sell the collateral and purchase a replacement investment in the market. The
value of the collateral could decrease below the value of the replacement investment by the
time the replacement investment is purchased. Cash received as collateral through loan
transactions may be invested in other Securities. Investing this cash subjects that
investment, as well as the securities loaned, to market appreciation or depreciation.

Securities Lending Risks. If the borrower defaults on its obligation to return the securities
loaned because of insolvency or other reasons, the Fund could experience delays and costs in
recovering the securities loaned or in gaining access to the collateral. These delays and costs
could be greater for foreign securities. If the Fund is not able to recover the securities loaned,
the Fund may sell the collateral and purchase a replacement investment in the market. The
value of the collateral could decrease below the value of the replacement investment by
the time the replacement investment is purchased. Cash received as collateral through loan
transactions may be invested in other Securities. Investing this cash subjects that
investment, as well as the securities loaned, to market appreciation or depreciation.

Cybersecurity Risks. Cybersecurity incidents and cyber attacks have been occurring

globally at a more frequent and severe level and will likely continue to increase in
frequency in the future. The Advisor will seek to prevent and mitigate any such incidents
but there is no guarantee that it will be successful in such efforts. A cybersecurity incident
could have numerous material adverse effects on the Fund. Such incidents could impair
the operations, liquidity and financial condition of the Fund, amongst other potential
threats and risks. Cyber threats and/or incidents could cause financial costs from the theft
of Fund assets (including proprietary information and intellectual property) as well
as numerous unforeseen costs including, but not limited to: litigation costs,
preventative and protective costs, remediation costs and costs associated with
reputational damage.

Leverage and Derivatives

Leverage; Interest Rates; Margin. The use of leverage will expose the Fund and its
Partners to substantial risk of loss. The Fund may utilize substantial leverage and the
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amount of borrowings outstanding at any time may therefore be large in relation to its
capital. Consequently, the level of interest rates generally, and the rates at which the Fund
can borrow in particular, will affect the operating results of the Fund. The low margin
deposits normally required in connection with certain of the Fund’s activities permit a
considerable degree of leverage and, as a result, relatively small price movements can
result in immediate and substantial losses.

The Fund may use short-term margin borrowings in purchasing Securities (including,
but not limited to, swaps, commodities, derivatives, or other instruments purchased for
speculative, leveraging, hedging, and/or performance enhancing purposes). In general, the
use of short-term margin borrowings, if any, results in certain additional risks. For
example, should the securities pledged to brokers to secure margin accounts decline in
value, the Fund could be subject to a "margin call”, pursuant to which it must either deposit
additional funds with the broker, or suffer mandatory liquidation of the pledged securities
to compensate for the decline in value, which could require the liquidation of Fund assets
at inopportune times. Furthermore, in the event of a sudden precipitous drop in the value
of its assets, the Fund might not be able to liquidate assets quickly enough to pay off its
margin debt.

The Fund's margin provider will have a lien over the assets of the Fund which are deposited
with the margin provider as collateral. In the event of the insolvency of the margin
provider, those assets may become available to the creditors of the margin provider. The
insolvency of the margin provider could seriously damage the operations of the Fund, as
assets of the Fund which are deposited with the margin provider as margin will become
available to the creditors of the margin provider.

When the Fund purchases an option in the United States, there is no margin
requirement because the option premium is paid for in full. The premiums for certain
options traded on foreign exchanges may be paid for on margin. The margin requirements
imposed on the writing of options, although adjusted to reflect the probability that out-of-
the money options will not be exercised, can in fact be higher than those imposed in
dealing in the securities markets directly. Whether any margin deposit will be required
for over-the-counter ("OTC") options will depend on the credit determinations and
agreement of the parties to the transaction.

Short Selling. The Fund's investment program may include short selling. Short positions
may be taken if the Fund determines that certain securities are overvalued or an event
is likely to have a downward impact on the market price of the securities. In addition,
short positions may be taken if in the view of the Advisor, such positions will reduce the
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risk inherent in the Fund’s portfolio long positions. The extent to which the Fund engages
in short sales will depend upon its investment strategy. Such practices can, in certain
circumstances, substantially increase the impact of adverse price movements on the
Fund's portfolio. A short sale of a security involves the risk of a theoretically unlimited
increase in the market price of the security, which could result in an inability to cover the
short position or a theoretically unlimited loss. There can be no assurance that securities
necessary to cover a short position will be available for purchase.

Options. The Fund may engage in options transactions against long or short positions in its
portfolio. The seller ("writer") of a put option which is covered (i.e., the writer has a
short position in the underlying asset) assumes the risk of an increase in the market price
of the underlying asset above the sales price (in establishing the short position) of the
underlying asset plus the premium received, and gives up the opportunity for gain on the
underlying asset below the exercise price of the option. If the seller of the put option owns
a put option covering an equivalent quantity of the asset, with an exercise price equal to or
greater than the exercise price of the put written, the position is "fully hedged" if the option
owned expires at the same time or later than the option written. The seller of an uncovered
put option assumes the risk of a decline in the market price of the underlying asset below
the exercise price of the option. The buyer of a put option assumes the risk of losing his,
her or its entire investment in the put option. If the buyer of the put holds the underlying
asset, the loss on the put will be offset in whole or in part by any gain on the asset.

The seller ("writer") of a call option which is covered (i.e., the writer holds the underlying
asset) assumes the risk of a decline in the market price of the underlying asset below the
purchase price of the underlying asset less the premium received, and gives up the
opportunity for gain on the underlying asset above the exercise price of the option. The
seller of an uncovered call option assumes the risk of a theoretically unlimited increase
in the market price of the underlying asset above the exercise price of the option. The
buyer of a call option assumes the risk of losing his, her or its entire investment in the
call option. If the buyer of the call sells short the underlying asset, the loss on the call will
be offset, in whole or in part, by any gain on the short sale of the underlying asset.

Hedging Transactions. The Fund may utilize financial instruments such as forward
contracts, currency options, stock index futures and options, and interest rate swaps,
caps and floors both for investment purposes and to seek to hedge against fluctuations
in the relative values of its portfolio as a result of changes in currency exchange rates,
market interest rates and equity prices. Hedging against a decline in the value of a
portfolio position does not eliminate fluctuations in the values of portfolio positions or
prevent losses if the values of such positions decline, but establishes other positions
designed to gain from those same developments, thus moderating the decline in the
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portfolio positions' value. Such hedging transactions also limit the opportunity for
gain if the value of the portfolio position should increase. Moreover, it may not be
possible for the Fund to hedge against an exchange rate, interest rate or equity price
fluctuation that is so generally anticipated that it is not able to enter into a hedging
transaction at a price sufficient to protect it from the decline in value of the portfolio
position anticipated as a result of such a fluctuation.

The success of hedging transactions will be subject to the Fund's ability to anticipate
movements in the direction of currency exchange and interest rates and equity prices.
Therefore, while the Fund may enter into such transactions to seek to reduce currency
exchange rate, interest rate or equity value risks, unanticipated changes in currency
exchange or interest rates may result in a poorer overall performance for the Fund than if
it had not engaged in any such hedging transaction. In addition, the degree of correlation
between price movements of the instruments used in a hedging strategy and price
movements in the portfolio position being hedged may vary. Moreover, for a variety of
reasons, the Fund may not seek to establish a perfect correlation between such hedging
instruments and the portfolio holdings being hedged. Such imperfect correlation may
prevent the Fund from achieving the intended hedge or expose it to risk of loss. The
successful utilization of hedging and risk management transactions requires skills
complementary to those needed in the selection of portfolio holdings. The Fund is under
no obligation to hedge any existing exposures.

Reverse Repurchase Agreements. The use of reverse repurchase agreements by the
Fund involves certain risks. For example, if the seller of securities under a repurchase
agreement defaults on its obligation to repurchase the underlying securities, as a result of
its bankruptcy or otherwise, the Fund will seek to dispose of such securities, which action
could involve costs or delays. If the seller becomes insolvent and subject to liquidation
or reorganization under applicable bankruptcy or other laws, the Fund's ability to
dispose of the underlying securities may be restricted. Finally, it is possible that the Fund
may not be able to substantiate its interest in the underlying securities. If the seller fails to
repurchase the securities, the Fund may suffer a loss to the extent proceeds from the sale of
the underlying securities are less than the repurchase price.

Repurchase Agreements. The Fund also may obtain leverage through repurchase
agreements whereby it effectively will “borrow” funds by selling its interests in
investments to a financial institution for cash and agreeing to repurchase those interests
at a specified future date for an amount equal to the sales price plus interest at a
negotiated rate. Although similar in many respects to a secured loan, the repurchase
transaction provides for the outright transfer of the securities that are subject to the
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repurchase agreement from the Fund to the buyer. As the seller of the securities, the Fund
will be subject to the risk that its counterparty may default on its obligation to return those
securities upon tender of the repurchase price. The repurchase agreement generally will
apply the concept of set-off of exposure of the counterparties to each other in the event of
insolvency or other default. The occurrence of an event of default will have the effect of
accelerating outstanding transactions, converting delivery obligations in respect of the
securities to cash sums based on the default market value of the securities, and then
netting outstanding amounts to result in a single sum payable from one party to the
other. The counterparty may not be able to discharge any such payment obligation to the
Fund.

Forward Contracts on Securities or Currencies. The Fund may trade in forward purchases
and sales of securities and purchase and sell forward contracts on currencies ("forwards").
The principal risks relating to the use of forwards are: (a) when used for hedging
purposes, the possible imperfect correlation between the prices of the forwards and the
market value of the securities or currencies in the Fund'’s portfolio intended to be hedged
by the forwards; (b) possible lack of a liquid secondary market for closing out a forwards
position; (c) losses on forwards resulting from interest rate or currency movements not
anticipated by the Fund; and (d) the risk of counterparty default (see below).

Futures and Options on Futures Trading. In addition to the risks with trading in futures
and options on futures that arise from the leverage and volatility associated with such
investments, futures positions may be illiquid because certain commodity exchanges limit
fluctuations in certain futures contract prices during a single day by regulations referred to
as “daily price fluctuations limits” or “daily limits.” Under such daily limits, during a single
day trading no trades may be executed at prices beyond the daily limits. Once the price of
a particular futures contract has increased or decreased by an amount equal to the daily
limit, positions in that contract can neither be taken nor liquidated unless traders are
willing to effect trades at or within the limit. This could prevent the Advisor from
promptly liquidating unfavorable positions and subject the Portfolio to substantial losses.
The placing of certain orders (e.g. "stop-loss orders"”, where permitted under local law, or
"stop-limit" orders) which are intended to limit losses to certain amounts may not be
effective because market conditions and/or limits may make it impossible to execute such
orders.  Strategies using combinations of positions, such as "spread" and "straddle"
positions may be as risky as taking simple "long" or "short" positions.

The CFTC and the U.S. commodities exchanges have also established limits referred to as
"speculative position limits" on the maximum net long or short speculative futures
positions that any person may hold or control in derivatives traded on U.S. commodities
exchanges. All accounts owned or managed by a commodity trading adviser, its principals
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and their affiliates will be combined for position limit purposes. Because futures position
limits allow a commodity trading advisor, its principals and their affiliates to control only
a limited number of contracts in any one commodity, the Advisor is potentially subject
to a conflictamong the interests of all accounts the Advisor and its principals and their
affiliates control (if any) which are competing (if at all) for shares of that limited
number of contracts. Although the Advisor may be able to achieve the same performance
results with OTC substitutes for futures contracts, the OTC market may be subject to
differing prices, lesser liquidity and greater counterparty credit risks than the regulated
U.S. commodities exchanges. The Advisor may be required to reduce the size of positions
that would otherwise be taken for the Fund or not trade in certain markets on behalf of the
Fund in order to avoid exceeding such limits. Modification of trades that would otherwise
be made by the Fund, if required, could adversely affect the Fund's operations and
profitability. A violation of speculative position limits by the Advisor could lead to
regulatory action materially adverse to the Fund's prospects for profitability.

With respect to any Fund trading on non-U.S. commodity exchanges, the Fund would be
subject to the risk of fluctuations in the exchange rate between the non-U.S. currency and
U.S. dollars (i.e., a decline in the value of the dollar relative to the particular non-U.S.
currency will reduce the profits or increase the losses on the position) and the possibility
that exchange controls would be imposed in the future. Non-U.S. commodity exchanges are
not regulated by any United States government agency.

Use of Swaps and Other Derivatives. The Fund may make use of swaps and other forms
of derivative contracts. In general, a derivative contract typically involves leverage,
i.e, it provides exposure to potential gain or loss from a change in the level of the market
price of a security, currency or commodity (or a basket or index) in a notional amount
that exceeds the amount of cash or assets required to establish or maintain the derivative
contract. Consequently, an adverse change in the relevant price level can result in a loss of
capital that is more exaggerated than would have resulted from an investment that did not
involve the use of leverage inherent in the derivative contract. Some of the derivative
contracts used by the Fund may be privately negotiated in the over-the-counter market.
These contracts also involve exposure to credit risk, since contract performance depends
in part on the financial condition of the counterparty. These transactions are also
expected to involve significant transaction costs. New derivative techniques and
instruments continue to be developed, and the Fund reserves the right to use any such
techniques and instruments as may be developed to the extent it determines that they are
consistent with applicable regulatory requirements.

Over-the Counter Derivatives Markets. The Dodd-Frank Act includes provisions that
comprehensively regulate the over-the-counter (“OTC”) derivatives markets for the first
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time. The Dodd-Frank Act will require that a substantial portion of OTC derivatives
must be executed in regulated markets and submitted for clearing to regulated
clearinghouses. OTC trades submitted for clearing will be subject to minimum initial and
variation margin requirements set by the relevant clearinghouse, as well as possible SEC
or CFTC mandated margin requirements. The regulators also have broad discretion to
impose margin requirements on non-cleared OTC derivatives. Although the Dodd-Frank
Actincludes limited exemptions from the clearing and margin requirements for so-called
“end-users,” the Fund does not expect to be able to rely on such exemptions. In addition,
the OTC derivative dealers with which the Fund executes the majority of their OTC
derivatives will not be able to rely on the end-user exemptions under the Dodd-Frank Act
and therefore such dealers will be subject to clearing and margin requirements irrespective
of whether the Fund is subject to such requirements. OTC derivative dealers also will
be required to post margin to the clearinghouses through which they clear their customers’
trades instead of using such margin in their operations, as is currently permitted. This
will further increase the dealers’ costs, which costs are expected to be passed through to
other market participants in the form of higher fees and less favorable dealer marks.

The SEC and CFTC may also require a substantial portion of derivative transactions that
are currently executed on a bi-lateral basis in the OTC markets to be executed through a
regulated securities, futures, or swap exchange or execution facility. Such requirements
may make it more difficult and costly for the Fund to enter into highly tailored or
customized transactions. They may also render certain strategies in which the Fund might
otherwise engage impossible or so costly that they will no longer be economical to
implement.

OTC derivative dealers and major OTC derivatives market participants will be required to
register with the SEC and/or CFTC. Dealers and major participants will be subject to
minimum capital and margin requirements. These requirements may apply irrespective of
whether the OTC derivatives in question are exchange-traded or cleared. OTC derivatives
dealers will also be subject to new business conduct standards, disclosure requirements,
reporting and recordkeeping requirements, transparency requirements, position limits,
limitations on conflicts of interest, and other regulatory burdens. These requirements may
further increase the overall costs for OTC derivative dealers, which costs are also likely to
be passed along to market participants. The overall impact of the Dodd-Frank Act on
the Fund is highly uncertain and it is unclear how the OTC derivatives markets will
adapt to this new regulatory regime.

Although the Dodd-Frank Act will require many OTC derivative transactions previously
entered into on a principal-to-principal basis to be submitted for clearing by a regulated
clearinghouse, certain of the derivatives that may be traded by the Fund may remain
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principal-to-principal or OTC contracts between the Fund and third parties entered into
privately. The risk of counterparty nonperformance can be significant in the case of these
over-the-counter instruments, and “bid-ask” spreads may be unusually wide in these
heretofore substantially unregulated markets. See "Risk of Counterparty Default & Other
Risks" below. While the Dodd-Frank Act is intended in part to reduce these risks, its
success in this respect may not be evident for some time after the Dodd-Frank Act is fully
implemented, a process that may take several years.

Imperfect Correlation of Price Changes. The Fund may invest in options and futures
contracts based on securities with different issuers, maturities, or other characteristics
from the securities in which the fund typically invests, which involves a risk that the
options or futures position will not track the performance of the fund's other investments.
Accordingly, the Fund may purchase such options and futures contracts for purely
speculative and return enhancement, if any, purposes.

Options and futures prices can also diverge from the prices of their underlying instruments,
even if the underlying instruments match the Fund's investments well. Options and futures
prices are affected by such factors as current and anticipated short-term interest rates,
changes in volatility of the underlying instrument, and the time remaining until expiration of
the contract, which may not affect security prices the same way. Imperfect correlation may
also result from differing levels of demand in the options and futures markets and the
securities markets, from structural differences in how options and futures and securities are
traded, or from imposition of daily price fluctuation limits or trading halts.

Risk of Counterparty Default & Other Risks. The stability and liquidity of futures
contracts, repurchase agreements, swap transactions, forwards and other over-the-
counter derivative transactions depend in large part on the creditworthiness of the
parties to the transactions. The creditworthiness of the Advisors with which the Fund
will enter into futures contracts, repurchase agreements, interest rate swaps, caps, floors,
collars or other over-the-counter derivatives will be monitored on an ongoing basis by the
Fund. If there is a default by the counterparty to such a transaction, the Fund will have
contractual remedies pursuant to the agreements related to the transaction; however,
exercising such contractual rights may involve days or costs which could result in the net
asset value of the Fund being less than if the Fund had not entered into the transaction. If
one or more of the Fund's securities counterparties were to become insolvent or the
subject of liquidation proceedings in the United States (either under the Securities Investor
Protection Act or the United States Bankruptcy Code), there exists the risk that the recovery
of the Fund's securities and other assets from such prime broker or broker-dealer will be
delayed or be of a value less than the value of the securities or assets originally entrusted
to such prime broker or broker-dealer.
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Under CFTC regulations, the Fund's clearing brokers are required to maintain customers’
assets in segregated accounts. If one fails to do so, the Fund may be subject to risk of
loss of the funds on deposit with the clearing broker in the event of its bankruptcy. In
addition, under certain circumstances, such as the inability of other customers of the
clearing broker or the clearing broker itself to satisfy substantial deficiencies in such other
customers’ accounts, the Fund may be subject to a risk of loss of the funds on deposit with
the clearing broker. In the case of any such bankruptcy or customer loss, the Fund might
recover, even in respect of property specifically traceable to the Fund, only a pro rata share
of all property available for distribution to all of the Fund's clearing brokers’ customers.
The Fund's property may also be frozen for an extended period of time.

In addition, the Fund may use counterparties located in various jurisdictions outside the
United States. Such local counterparties are subject to various laws and regulations in
various jurisdictions that are designed to protect their customers in the event of their
insolvency. However, the practical effect of these laws and their application to the
Fund's assets are subject to substantial limitations and uncertainties. Because of the
large number of entities and jurisdictions involved and the range of possible factual
scenarios involving the insolvency of a counterparty, it is impossible to generalize about
the effect of their insolvency on the Fund and its assets. Investors should assume that the
insolvency of any counterparty would result in a loss to the Fund, which could be material.

The Fund may trade on non-U.S. commodity exchanges. The non-U.S. commodity
exchanges include “principals’ markets” in which performance is the responsibility only of
the individual member with whom the trader has entered into a contract and not of an
exchange or clearing corporation. The Fund will be subject to the risk of failure of the
member with which it is trading or its refusal to perform a contract. In addition, the
rights and responsibilities of clients in the event of an exchange or clearing house default
or bankruptcy are likely to differ from those existing on U.S. exchanges.

Suspension or Restriction of Trading and Pricing Relationships for Futures and
Options. Market conditions (e.g. illiquidity) and/or the operation of the rules of certain
markets (such as the suspension of trading in any contract or contract month because of

price limits or "circuitbreakers") may increase the risk of loss by making it difficult or
impossible to effect transactions or liquidate/offset positions. If the Fund has sold options,
this may increase the risk of loss.

Certain General Fixed-Income Risks

Generally. The total return of a debt instrument is composed of two elements: the

40



percentage change in the security's price and interest income earned. The yield to
maturity of a debt security estimates its total return only if the price of the debt security
remains unchanged during the holding period and coupon interest is reinvested at the
same yield to maturity. The total return of a debt instrument, therefore, will be determined
not only by how much interest is earned, but also by how much the price of the security
and interest rates change.

Interest Rates; Price. The price of a debt security generally moves in the opposite
direction from interest rates (i.e., if interest rates go up, the value of the bond will go down,
and vice versa). In general, securities with longer maturities are more sensitive to these
price changes. Additionally, the prices of high yield, fixed-income securities fluctuate
more than high quality debt securities. Prices are especially sensitive to developments
affecting the company's business and to changes in the ratings assigned by rating agencies
(see "Credit Ratings" below). Prices often are closely linked with the company's stock
prices and typically rise and fall in response to factors that affect stock prices. In addition,
the entire high yield securities market can experience sudden and sharp price swings
due to changes in economic conditions, stock market activity, large sustained sales by
major investors, a high profile default, or other factors.

Prepayment Risk. Lower rates motivate issuers to pay off fixed income securities if they're
callable. The Fund may then have to reinvest the proceeds from such prepayments, if any,
at lower interest rates, which can reduce its yield, if any. The unexpected timing of

prepayments caused by the variations in interest rates may also shorten or lengthen the
average maturity of the Fund's fixed income portfolio, if any. Ifleft unattended, drifts
in the average maturity of the Fund, if applicable, can have the unintended effect of
increasing or reducing the effective duration of the Fund, if applicable, which may
adversely affect the expected performance of the Fund.

Extension Risk. The other side of prepayment risk occurs when interest rates are rising.
Rising interest rates can cause the average maturity of the Fund's fixed income
portfolio, if any, to lengthen unexpectedly due to a drop in prepayments. This would
increase the sensitivity of the Fund to rising rates and its potential for price declines.

Credit Ratings. Coupon interest is offered to shareholders of fixed income securities as
compensation for assuming risk, although short-term Treasury securities, such as 3-
month treasury bills, are generally considered "risk free." Corporate fixed income

securities offer higher yields than Treasury securities because their payment of
interest and complete repayment of principal is less certain. The credit rating or
financial condition of an issuer may affect the value of a debt security. Generally, the lower
the quality rating of a security, the greater the risks that the issuer will fail to pay
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interest and return principal. To compensate shareholders for taking on increased
risk, issuers with lower credit ratings usually offer their shareholders a higher "risk
premium" in the form of higher interest rates above comparable Treasury securities.

Changes in shareholder confidence regarding the certainty of interest and principal
payments of a corporate debt security will result in an adjustment to this "risk
premium." If an issuer's outstanding debt carries a fixed coupon, adjustments to the risk
premium must occur in the price, which effects the yield to maturity of the bond. If an
issuer defaults or becomes unable to honor its financial obligations, the bond may lose
some or all of its value.

A security rated within the four highest rating categories by a rating agency is generally
called "investment-grade" because its issuer is more likely to pay interest and repay
principal than an issuer of a lower rated bond. Adverse economic conditions or changing
circumstances, however, may weaken the capacity of the issuer to pay interest and repay
principal.

Debt securities rated below investment-grade (junk bonds) are highly speculative
securities that are usually issued by smaller, less credit worthy and/or highly leveraged
(indebted) companies. A corporation may issue a junk bond because of a corporate
restructuring or other similar event. Compared with investment-grade bonds, junk
bonds carry a greater degree of risk and are less likely to make payments of interest and
principal. Market developments and the financial and business condition of the
corporation issuing these securities influences their price and liquidity more than
changes in interest rates, when compared to investment-grade debt securities.
Insufficient liquidity in the junk bond market may make it more difficult to dispose of
junk bonds and may cause the Fund to experience sudden and substantial price declines.
A lack of reliable, objective data or market quotations may make it more difficult to value
junk bonds accurately.

Rating agencies are organizations that assign ratings to securities based primarily on the
rating agency's assessment of the issuer's financial strength. The Fund may, but is not
required to, use ratings compiled by Moody's Investor Services ("Moody's"), S&P, and
Fitch. Credit ratings are only an agency's opinion, not an absolute standard of quality, and
they do not reflect an evaluation of market risk. Furthermore, rating agencies often face
conflicts of interest when rating securities (including, but notlimited to, not maintaining
appropriate independence from the issuers and underwriters), which may result in
inaccurate ratings of securities or the failure to adjust credit ratings in a timely manner;
such inaccurate ratings could adversely impact the Fund's investments and portfolio
decisions.
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The Advisor may use ratings produced by ratings agencies as guidelines to determine
the rating of a security at the time the Fund buys it. A rating agency may change its credit
ratings at any time. The Fund is not obligated to dispose of securities whose issuers
subsequently are in default or which are downgraded. The Fund may invest in securities of
any rating.

Municipal Securities and Tax Reform Risk. As the Fund may purchase the debt securities
of municipal issuers, 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 Fund's portfolio. In
addition, the municipal market is a fragmented market that is very technically driven.
There can be regional variations in economic conditions or supply-demand fundamentals.
Municipals essentially cannot be shorted or be the subject of standard repurchase
agreements, and any interest or other expenses incurred for their purchase cannot be
deducted. The municipal market is also still predominantly a retail buyer driven market.
For these reasons, it is subject to very different supply-demand fundamentals. Public
information in the municipal market is also less available than in other markets,
increasing the difficulty of evaluating and valuing securities. Many bonds in the municipal
market are insured by private companies. Changes in market conditions affecting the
bonds insured, the availability of capacity to insure, or the downgrade of any or all of
the insurers could have a negative impact on the municipal market and the Fund’s
performance.

There is no guarantee that municipal securities will remain free from taxation of the
federal government and the state in which they were issued and that the Fund will be able
to purchase municipal securities qualifying for tax-exempt treatment by any state.
Unanticipated changes in state or federal tax law may materially impact the Fund. See also
"Tax Risks" below.

Certain Credit Related, Mezzanine, and Subordinated Debt Investment Risks. When
investing in credit related investments, including, but not limited to, subordinated debt
instruments, the ability of the Fund to influence a portfolio company’s affairs, especially
during periods of financial distress or following an insolvency, is likely to be substantially
less than that of senior creditors. For example, under terms of subordination agreements,
senior creditors are typically able to block the acceleration of the mezzanine debt or other
exercises by the Fund of its rights as a creditor. Accordingly, the Fund may not be able to
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take the steps necessary to protect its investments in a timely manner or at all. In addition,
the debt securities in which the Fund may invest may not be protected by financial
covenants or limitations upon additional indebtedness, may have limited liquidity and may
not be rated by a credit rating agency. Debt instruments are also subject to other creditor
risks, including (i) the possible invalidation of an investment transaction as a “fraudulent
conveyance” under relevant creditors’ rights laws, (ii) so-called lender liability claims by
the issuer of the obligations and (iii) environmental liabilities that may arise with respect
to collateral securing the obligations. The Fund's investments may be subject to early
redemption features, refinancing options, pre-payment options or similar provisions
which, in each case, could result in the issuer repaying the principal on an obligation held
by the Fund earlier than expected.

Fixed Income Liquidity Risks. Most of the Fund's fixed income securities are currently
expected to be highly liquid. However, high yield securities, which the Fund may own
without limitation, generally are less liquid than higher quality securities. Many of these
securities do not trade frequently, and when they do their prices may be significantly higher
or lower than expected. At times, it may be difficult to sell these securities promptly at an
acceptable price, which may limit the Fund's ability to sell securities in response to specific
economic events or to meet withdrawal requests.

Auction Rate Securities ("ARS"). If there are more ARS offered for sale than there are
buyers for those ARS in any auction, the auction will fail and existing holders of such ARS
will not be able to sell some or all of the ARS for which they have submitted sell orders
through the auction. The relative buying and selling interest of market participants in the
ARS and in the auction rate securities market as a whole vary over time, and may be
adversely affected by, among other things, news relating to the issuer, the attractiveness of
alternative investments, the perceived risk of owning the ARS (whether related to credit,
liquidity or any other risk), the tax or accounting treatment accorded the ARS (as further
described in part below), reactions of market participants to regulatory actions or press
reports, financial reporting cycles and market conditions generally. Shifts of demand in
response to any of the foregoing factors cannot be predicted and may be short lived or exist
for longer periods.

Corporations are generally big buyers of ARS due to their attractive yields; however, there
have been various interpretations from accounting the Advisors over the past couple
of years as to whether corporations can classify ARS as cash and cash equivalents on their
balance sheets. If a strict interpretation of this ruling were to cause corporations to reduce
and/or eliminate their exposure to ARS, this could lead to reduced demand that could
possibly cause disruptions in the auction process.
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Investment banks that issue ARS and run the auction process for the life of the bond
are not legally bound to ensure an orderly market. A secondary market for ARS may not
develop, continue, or be sufficiently liquid for re-sales. Any auction procedures and
transfer requirements may limit the liquidity and marketability of ARS and may not yield
a holder thereof the best possible price. Furthermore, issuers generally have the ability
to convert an ARS into a long-term bond, thereby eliminating the auction process and
the systematic yield resets.

Credit and Sub-Prime Risks. Developments in the credit market may have a substantial
impact on the companies that the Fund invests in, and may in large part affect the success
of such companies. Events in the sub-prime mortgage market have at times caused a
decrease in global liquidity and significant dislocations and volatility in the structured
credit, leveraged loan and high-yield bond markets, as well as in the wider global financial
markets. Since 2007, the U.S. credit markets have been dealing with the effects of
numerous defaults by homeowners on "sub-prime" mortgage loans. During 2007 and
2008, these defaults had also begun to increase with respect to mortgages considered to
be of less credit risk than "sub-prime" mortgages. It is expected that mortgage default
rates may continue to increase potentially beyond 2011. These defaults have not only
had a materially adverse impact on the spending power of the borrowers of such defaulted
mortgage loans, but have also reduced the value of investment portfolios containing
securities affected by such mortgages. To the extent that such marketplace events are not
temporary and continue, this may have an adverse impact on the availability of credit
to businesses generally and could lead to an overall weakening of the U.S. and global
economies. Such an economic downturn could adversely affect the financial resources of
corporate borrowers and result in the inability of such borrowers to make principal and
interest payments on outstanding debt when due. In the event of such defaults, the
companies that the Fund invests in may suffer a partial or total loss of capital loaned to, or
invested in, such companies, which could, in turn, have an adverse effect on the Fund's
returns. The sub-prime and credit crisis could cause significant market disruption and
may restrict the ability of the Fund, or the companies that the Fund invests in, to sell or
liquidate investments at favorable times or for favorable prices.

LIBOR Scandal. Information has called into question the integrity of the process for
determining LIBOR, and the full implications of such information may continue to
develop. Negative consequences of the perceived inaccuracy of LIBOR could include
fewer loans utilizing LIBOR as an index for interest payments and/or erratic swings in
LIBOR, both of which could result in interest rate mismatches between assets and its
liabilities and expose parties to cash shortfalls. Actual inaccuracies could lead to losses on
relevant instruments. Furthermore, questions surrounding the integrity in the process for
determining LIBOR may have other unforeseen consequences, including potential litigation
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against banks and/or obligors on loans, which could result in a material and adverse
effect on the Fund. There can be no assurance that LIBOR's prominence as a benchmark
interest rate will not diminish, which may have unforeseen consequences on the Fund and
the global economy.

Management Risks

Officers of the Advisor Not Full Time. The Advisor and its members, officers and
employees, and their respective affiliates, will devote the time and effort that they deem
adequate to develop and operate the Fund’s business, but may not devote their full working
time to the operations of the Fund. In addition, they are not prohibited from engaging in
other investment related activities similar to or different from the investment activities
engaged in by the Fund. The members, managers and employees of the Advisor and its
respective affiliates who perform services for the Fund, may also perform similar or
different services for others or for their own account and, accordingly, may have conflicts
in allocating management time, services and functions among the Fund and other accounts
for which they provide services, including other affiliates of the Advisor. In addition, the
Advisor may manage accounts for other clients. There is no specific limit as to the number
of accounts which may be managed or advised by the Advisor. In connection with its
advisory activities on behalf of other accounts or entities, the Advisor may receive

compensation which exceeds that which is received from the Fund. In such event, the
Advisor may have an incentive to favor such other accounts and/or entities. The
performance of the Fund could also be adversely affected by the manner in which
particular orders are entered or trades are allocated for all such other accounts and
entities; however, the Advisor will allocate trades fairly and reasonably with respect to the
Fund.

Lack of Management Control by Members. Under the Limited Liability Company Agreement,
the Members do not have the right to participate in the management, control or operation
of the Fund or to remove the Advisor.

Reliance upon Advisor. The success of the Fund depends on the ability of the Advisor
to identify, select and realize investments consistent with the Fund’s objectives. See "The
Fund and the Advisor."

Dependence of the Fund on Key Individuals. The Fund is dependent on the experience and
expertise of the principal officers of the Advisor. In the event of death, disability or
departure of such persons, the business of the Fund could be adversely affected. In the
event of the dissolution of the Advisor, the Fund shall, pursuant to the terms of the Limited
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Liability Company Agreement, terminate and its assets shall be liquidated and
appropriately distributed unless more than 50% of the Member Interests elect to continue
the business and appoint one or more new Advisors within ninety (90) days.

Limited Assets for Investor Recourse. The Advisor may be thinly capitalized at any given
time and may not be expected to have, or retain, any material amount of assets, which
means there may be limited backstopping (if any) for Investor claims (if any), against the
Advisor.

Fund Risks

Proprietary Investment Strategies. The Advisor may use proprietary investment strategies
that are based on considerations and factors that are not fully disclosed to the Investors.
These strategies may involve risks under some market conditions that are not anticipated
by the Advisor. The Advisor generally uses investment strategies that are different than
those typically employed by traditional managers of portfolios of stocks and bonds. Such
strategies may not be, or may become less, profitable over time, if at all, as the Advisor and
competing asset managers or investors manage a larger group of assets in the same or
similar manner or market conditions change. The strategies employed by the Advisor may
involve significantly more risk and higher transactions costs than more traditional
investment methods.

Lack of Transferability of Interests. At present there is no public market for the Interests,
and no public market for the Interests is contemplated. The Interests have not been
registered under the 1933 Act or the Company Act and may not be transferred unless so
registered or an exemption from registration is available. Consequently, the Interests are
restricted securities and will not be liquid investments. Even if a purchaser for a Member's
Interestis available, approval of the transfer by the Advisor (which may deny such approval
in its absolute discretion) and satisfaction of certain requirements specified in the Limited
Liability Company Agreement will be required before any transfer may occur. In addition,
no interests in the Fund may be transferred if such transfer would result in Benefit Plan
Investors holding 25% or more of any class of the Interests in the Fund (or such other
amounts that may be deemed "significant" pursuant to 29 C.F.R. 2510.3-101 or other
relevant ERISA guidelines).

Negotiation of the Limited Liability Company Agreement. The Advisor has generally
determined the terms of the Limited Liability Company Agreement, which were not

negotiated on an arm’s-length basis. Legal counsel for the Advisor has not acted as counsel
for or represented the interests of the Members. Potential Investors should consult with
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their own legal counsel with respect to the Fund.

Lack of Insurance. The assets of the Fund are not insured by any government or private
insurer except to the extent portions may be deposited in bank accounts insured by the
Federal Deposit Insurance Corporation or with brokers insured by the Securities Investor
Protection Corporation and such deposits and securities are subject to such insurance
coverage (which, in any event, is limited in amount). Therefore, in the event of the
insolvency of a depository or custodian, the Fund may be unable to recover all of its funds
or the value of its securities so deposited.

Lack of Operating History. The Fund is newly organized and has no operating history
upon which Investors may evaluate its possible performance. However, the Advisor has
experience managing one or more other investment funds.

Portfolio Turnover. The Fund intends to purchase or sell short a given security whenever
it believes the transaction will contribute to its stated objective, even if the same security
has only recently been traded. Similarly, a security position may be liquidated regardless
of its holding period, whether the liquidation is at a gain or at a loss. It is generally not
possible to estimate the rate of turnover and any portfolio turnover may be significant.
Turnover may lead to realization of taxable gains for Members and increased brokerage
and other transaction costs borne by Members and may exceed those of other investment
entities of comparable size.

Effect of Fund Size and Growth. As the Fund grows, it may experience greater difficulty in
finding acceptable investments without adversely affecting the prices at which it buys
and sells the securities. Also, new securities purchases will cause transaction costs that will
be shared by all Investors.

Withdrawals. There are a number of restrictions on withdrawals. As a result, Investors
should be aware that they may be required to bear the financial risks of this investment
for an indefinite period of time. There is no guarantee that such limited withdrawal rights
will allow an Investor to withdraw all, or any portion of, its investment at the most
opportune time. Valuation estimates may cause uncertainty in the withdrawal amount the
Investor will receive.

Effect of Withdrawals. Withdrawals by Members could require the Fund to liquidate or
close out positions more rapidly than would otherwise be desirable, which could reduce
the value of Fund assets and cause a resulting reduction in the value of the Interests, and
can lead to increased trading costs and negative tax effects. Reduction in the size of the
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Fund could make it more difficult to generate a positive return or to recapture losses due,
among other things, to reductions in the Fund’s ability to take advantage of particular
investment opportunities. Substantial withdrawals could also force the Fund to sell its
more liquid holdings, leaving it with a higher proportion of relative illiquid securities in its
portfolio and further reducing the Fund’s ability to distribute in the event of further
withdrawals. Withdrawals could also cause increased transaction costs and realization of
taxable gains if the Fund needs to sell securities in order to raise cash for withdrawals.

Involuntary Liquidation of a Member's Interest. The Advisor may, in its sole discretion,
upon written notice to any Member, terminate and redeem the interest of any Member in
the Fund.

Trade Error Risks. On occasion, errors may occur with respect to trades executed on behalf
of the Fund. Trade errors can result from a variety of situations, including, for example,
when the wrong security is purchased or sold, when the correct security is purchased or
sold but for the wrong account, and when the wrong quantity is purchased or sold (e.g.
1,000 shares instead of 10,000 shares are traded). Trade errors frequently result in losses
but may, occasionally, result in gains. The Advisor will endeavor to detect trade errors
prior to settlement and correct and/or mitigate them in an expeditious manner. To the
extent an error is caused by a third party, such as a broker, the Advisor will strive to
recover any losses associated with such error from such third party. The Advisor will
determine whether any trade error has resulted from gross negligence on its part, and,
unless it finds that to be the case, any losses will be borne by (and any gains will benefit)
the Fund. The Advisor will establish internal policies regarding the manner in which such
determinations are to be made, but investors should be aware that, in making such
determinations, the Advisor will have a conflict of interest.

Valuation Risks. Generally, ASC 820, which sets forth certain GAAP related valuation
requirements, and other accounting rules applicable to investment funds and various
assets they invest in, are evolving. Such changes may adversely affect the Fund. For
example, the evolution of rules governing the determination of the fair market value of
assets to the extent such rules become more stringent would tend to increase the cost
and/or reduce the availability of third-party determinations (if any) of fair market value.
This may in turn increase the costs associated with selling assets or affect their liquidity
due to inability to obtain a third-party determination (if any) of fair market value.
Furthermore, mistakes may be made in valuations, which may cause them to be inaccurate.
There is no guarantee that valuations will represent the value that will be realized by the
Fund on the eventual disposition of any Security. Furthermore, the value of any Security
may decrease due to subsequent events. Therefore, valuations may not reflect a decrease
in the value of any Security due to events subsequent to the date of the valuations. As a

49



result of any of the foregoing, Members withdrawing from the Fund, prior to realization of
any Security not designated as a side pocket at the time of purchase by the Fund, may not
necessarily participate in gains or losses therefrom. Inaccurate valuations may impact the
Management Fee, Performance Allocation, and the Capital Accounts of Investors whether
or not they invest or redeem based on such valuations. Furthermore, once a Member
withdraws, notwithstanding any inaccurate valuations at the time of such withdrawal, such
Member no longer has any claims with respect to its past Interest if it turns out such
Interest was really worth more; however, notwithstanding any other statement herein, the
Fund may seek, and Members agree to allow the Fund, to recover amounts distributed to
Members to the extent required by law or if such amounts are later found to have been
distributed in excess or subject to an existing or subsequent applicable liability or expense.
See "Clawback" below. Absent bad faith or manifest error, the Advisor's asset value
determinations are conclusive and binding on all Members.

For future Investors in the Fund, the Advisor may, in effect, "sell" a piece of each current
Investor's indirect interest in each specific investment to such future Investors. Implicit
in any such "sale" is that the Fund carries each such investment at an estimated fair value,
which may be cost. If the Advisor's estimate of fair value is wrong under such
circumstances, say too low, then the Advisor may have "sold" it to the future Investor at
a discount, which may be viewed as an adverse consequence to current Investors.
Conversely, if the estimated fair value is too high a value for such investment, any future
Investor will be "paying" too much for such investment, which may be viewed as an adverse
consequence to future Investors.

Clawback. Notwithstanding any other statement herein, the Fund may seek, and Members
agree to allow the Fund, to recover amounts distributed to Members to the extent required
by law or if such amounts are later found to have been distributed in excess or subject to an
existing or subsequent applicable liability or expense, including based on: (1) later, more
accurate, valuations; (2) the discovery or recognition after any period of a liability or
expense (including, but not limited to, indemnification rights of, or related to, the Fund
and/or Advisor) that relates to the period in which such distribution was based upon; (3)
bankruptcy proceedings; or (4) one of the Other Funds and Managers (if any) requires the
Fund to return distributions the Fund received from such Other Funds and Managers
(including, but not limited to, as required by law or in connection with any indemnification
obligation pursuant to the terms of such Other Funds and Managers).

Absence of Regulatory Oversight. This offering has not been registered under the 1933 Act
in reliance on the exemptive provisions of Section 4(2) of the 1933 Act and Regulation
D promulgated thereunder, which exempts "transactions by a fund not involving any

public offering”. Similar reliance has been placed on apparently available exemptions
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from securities qualification requirements under applicable state securities laws. While
the Advisor believes reliance on such exemptions are justified, no assurance can be given
that the offering currently qualifies or will continue to qualify under one or more of such
provisions due to, among other things, the adequacy and scope of disclosure, the manner
of distribution, failures to make notices, filings, the existence of similar offerings in the past
or in the future, concurrent offerings by other companies, or the retroactive or other
change of any laws, including securities laws, regulations, and interpretations. Failure to
qualify this offering for such exemptions could result in the rescission of sales of Interests
at prices higher than the current value of those Interests. If, and to the extent that, claims
or suits for rescission are brought and successfully concluded for failure to register this
offering or other offerings or for acts or omissions constituting offenses under the
Securities Act, the Exchange Act or applicable state securities laws, the Fund could be
materially and adversely affected, jeopardizing the ability of the Fund to operate and
perform successfully. Even non-meritorious claims that offers and sales of Interests were
not made in compliance with applicable securities laws could materially and adversely
affect the Advisor's ability to conduct the Fund's business. Furthermore, the human and
capital resources of the Fund and the Advisor could be adversely affected by the need to
defend actions under these laws, even if the Fund is ultimately successful in its defense.

The Advisor believes that, by virtue of Section 3(c)(1) of the Company Act, the Fund should
not be deemed to be an "investment company" and, accordingly, should not be required to
register as such under the Company Act. That provision depends, in part, however,
on the Fund's voting securities (if the Interests were to be deemed "voting securities"
for purposes of Section 3(c)(1) of the Company Act) being held by not more than 100
beneficial owners. The rules and interpretations of the SEC and the courts, relating to the
definition of "voting securities" and the counting of "beneficial owners" are highly complex
and uncertain in numerous respects. As a result, no assurance can be given that the Fund
will not be deemed an "investment company” for purposes of the Company Act and
required to register as such thereunder, in which event the Fund and the Advisor could be
subject to legal actions by regulatory authorities and others and could be forced to
terminate. The costs of defending any such action could constitute a material part of the
Fund's assets and termination could have materially adverse effects on the Fund and the
value of the Interest.

Because the Fund does not intend to register as an investment company under the Company
Act by virtue of Section 3(c)(1) thereof, the protective provisions of the Company Act will
generally not apply to the Fund, including, but not limited to, the provisions of the
Company Act that require, among other things, a company’s board of directors, including
a majority of disinterested directors, to approve certain of a fund’s activities and
contractual relationships, and prohibit a company from engaging in certain transactions
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with its affiliates. In addition, the Fund will not be subject to requirements such as annual
review and approval of an investment advisory contract by a disinterested majority of a
board of directors and other governance safeguards that the Company Act imposes.

Securities and investment businesses generally are comprehensively and intensively
regulated under state and federal laws and regulations. Any investigation, litigation or
other proceeding undertaken by state or federal regulatory agencies or private parties
could necessitate the expenditure of material amounts of the Fund's funds for legal and
other costs and could have other materially adverse consequences for the Fund.

Because securities of the Fund held by broker-dealers generally may not be required to be
held in the Fund’s name, a failure of such a broker-dealer may have a greater adverse impact
on the Fund than if such securities were registered in the Fund’s name.

Pursuant to rules of the Commodity Futures Trading Commission (“CFTC”), the Advisor
is not required to register and is not registered with the CFTC as a Commodity Pool
Operator (“CPO”). To be exempt from registration as a CPO, the rules require that the
aggregate notional value of the Fund’s commodity interest positions does not exceed one
hundred percent of the liquidation value of the Fund’s portfolio or the aggregate initial
margin and premiums required to establish such positions not exceed 5% of such
liquidation value. Additionally, pursuant to CFTC rules, the Advisor is not required to
register, and is not registered, with the CFTC as a Commodity Trading Advisor (“CTA”). The
Advisor has filed claims of exemption with the National Futures Association with respect to
the foregoing exemptions. As a result of these exemptions, the Advisor is not subject to
certain statutory provisions and regulations intended to protect commodity pool investors,
nor is the Advisor currently subject to examination by the CFTC, NFA or state regulatory
authorities with respect to its commodity trading activities.

Pursuant to CFTC rules, the Advisor is not required to register, and are not registered, with
the CFTC as a Commodity Trading Advisor (“CTA”). The Advisor has filed a claim of
exemption with the NFA.

Material Non-Public Information. By reason of their responsibilities in connection with the
Fund and other investment activities, and notwithstanding procedural safeguards
including, but not limited to, information barriers and restricted securities lists, personnel
of the Advisor may acquire confidential or material, non-public information that would
limit the ability of the Fund to buy and sell certain of its investments. The Fund's
investment flexibility may be constrained due to the inability of the Advisor to use such
information for investment purposes. Moreover, the Advisor may be restricted from
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initiating transactions in certain securities or selling certain investments, due to its
acquisition of confidential or material, non-public information, at a time when the
Advisor would otherwise take such action.

Increased Regulations. Legal, tax and regulatory changes could occur during the term of
the Fund that may adversely affect the Fund. Securities and futures markets are subject
to comprehensive statutes, regulations and margin requirements enforced by the SEC,
other regulators and self-regulatory organizations and exchanges authorized to take

extraordinary actions in the event of market emergencies. The regulation of
derivatives transactions and funds that engage in such transactions is an evolving area of
law and is subject to modification by government and judicial actions. The regulatory
environment for private investment funds is evolving, and changes in the regulation of
private investment funds may adversely affect the value of investments held by the Fund
and the ability of the Fund to obtain leverage it might otherwise obtain or to pursue its
trading strategy. Government measures to regulate the financial industry and in particular
private investment funds, including, but not limited to, Dodd-Frank, in combination or in
the aggregate have increased and will likely continue to increase compliance costs, force
change of business practices, impose significant unforeseen costs, limit the products that
private investment funds can offer, limit the ability to pursue opportunities in an efficient
manner, require an increase in regulatory capital, affect the value of the assets that
private investment funds hold, reduce revenues and generally adversely affect the
business, financial condition and results of private investment funds, their managers, their
counterparties and the companies in which they invest. There has been an increase in
governmental, as well as self-regulatory, scrutiny of the alternative investment industry in
general. It is impossible to predict what, if any, changes in regulations may occur, but
any regulations which restrict the ability to trade in securities or employ, or brokers and
other counterparties to extend, credit in their trading (as well as other regulatory
changes that result) could have a material adverse impact on the Fund's portfolio.
Investors should understand that the Fund's regulatory framework is dynamic and
expected to change over time. Therefore, the Fund may be subject to new or additional
regulatory constraints in the future. This Memorandum cannot address or anticipate
every possible current or future regulation that may affect the Fund or its affiliates or their
respective businesses. Such regulations may have a significant impact on the
shareholders, the operations of the Fund, including, without limitation, restricting the
types of investments the Fund may make, preventing them from exercising voting
rights with regard to certain financial instruments, requiring them to disclose the identity
of their investors or otherwise. Prospective investors are encouraged to consult their own
advisors regarding an investment in the Fund.

Performance Allocation and Other Risks. The Performance Allocation as described below
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may create an incentive for the Fund to make investments that are riskier than it would
otherwise make. In addition, because the Performance Allocation is calculated on a basis
that includes unrealized appreciation of the Fund’s assets, it may be greater than if such
allocation was based solely on realized gains. In addition, the Advisor's capital
contribution to the Fund may be relatively small, so that the Fund may make riskier
investments than would otherwise be the case.

The Fund's "high water mark" provision means that if there is a loss carry-forward in a
prior calendar year, no Performance Allocation will be paid with respect to any subsequent
calendar year until the aggregate Profit in such subsequent calendar year is greater than
the sum of such net Loss, for that and such preceding calendar years, and then, only to the
extent that the Profit exceeds the loss carry forward (the "High Water Mark"). While
generally the High Water Mark seeks to achieve, but does not guarantee, that you will only
incur a Performance Allocation on cumulative Profits, the Performance Allocation may be
made even if the Fund doesn't generate a Profit over the life of your investment.

There is a potential conflict of interest between the responsibility of the Advisor to
maximize profits from investment and trading and the possible desire of the Advisor to
avoid taking risks which might reduce the net asset value of the Fund and, consequently,
reduce the Management Fee paid to the Advisor. Conversely, there is also a potential
conflict of interest between the responsibility of the Advisor to minimize risk from
investment and trading and the possible desire of the Advisor to take excessive risks in
order to increase the net asset value of the Fund and, consequently, increase the
Management Fee paid to the Advisor.

Use of Side Letters. The Fund may from time to time seek to induce investment by offering
investment terms which are not available to other investors in the Fund. In such cases the

parties may enter into a written side arrangement varying the terms of the offer. Such
variations may include, without limitation, variations to fees, minimum investment or
redemption terms, with the effect that not all investors in the Fund will invest on the same
terms and some investors may enjoy more favorable terms and information than other
investors. There is no limit with respect to the percentage of Investors who may receive
side letters in the Advisor's discretion. Accordingly, a significant percentage of Investors
may have special rights. Direct or indirect minority seed investors, if any, of the Advisor
may also get preferred terms on their investment, if any, in the Fund.

In some cases you may be at a disadvantage and suffer losses if we grant other Investors
preferred access to information, especially if coupled with preferred rights to redeem.
We believe such practice to be reasonable however, because it is fully disclosed, and we
expect that in many cases preferential terms will be given only to large Investors or early

54



Investors who provide benefits of scale to the Fund that benefit all Investors.

No Separate Counsel. Holland & Knight LLP acts as U.S. counsel to the Fund and the
Advisor in connection with its offering of Interests. In connection with the Fund's offering
of Interests and subsequent advice to the Advisor, Holland & Knight LLP does not represent
Investors of the Fund. No independent counsel has been retained to represent Investors of
the Fund.

Tax Risks

Generally. The Fund will not seek rulings from the Internal Revenue Service ("IRS") or any
legal opinion with respect to any of the federal income tax considerations discussed in
this Memorandum. Moreover, the Fund may take positions as to which the tax
consequences are unclear. All statements contained in this Memorandum concerning the
federal income tax consequences of an investment in the Fund are based upon existing
law as contained in the Internal Revenue Code and administrative and judicial
interpretations thereof. No assurance can be given that the currently anticipated income
tax treatment of an investment in the Fund will not be modified by legislative, judicial or
administrative changes, possibly with retroactive effect, to the detriment of the Members.
A brief summary of some but not all of the tax consequences and attendant risks of an
investment in the Fund is included in this Memorandum.

Unrelated Business Taxable Income and Tax-Exempt Investors.  Tax-exempt investors,
such as Individual Retirement Accounts (IRAs), Keogh Plans, charitable remainder trusts,
employee benefit plans and other tax-exempt entities or accounts, are advised that the
Fund anticipates that it will acquire debt- financed property and securities using margin
accounts. This will probably cause the tax-exempt partners to recognize “unrelated
business taxable income” within the meaning of Section 512 of the Code. Accordingly, such
investors and, in particular, charitable remainder trusts, are strongly urged to consult
with their own tax advisors concerning the income tax consequences and risks of making
an investment in the Fund.

Partner’s Tax Liability May Exceed Distribution. Members may be liable for taxes on
amounts of income allocated to them even though no distributions are made and even

though the transaction that results in the gain does not generate any cash. Also, the Fund
might sustain losses offsetting such profits after the end of the year, and the Members may
never receive the profits on which they were taxed.

Disallowance of Certain Items. The right of Members to take deductions for certain
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expenses or losses may be challenged by the IRS, whose position may be sustained in
the courts. No assurance can be given that any losses or deductions or other potential
federal income tax advantages described in this Memorandum or in the tax opinion, or
which prospective investors may otherwise contemplate, will be available for federal
income tax purposes.

Characterization of Items. The IRS may take the position that gains treated by the Fund as
capital gains are ordinary income, or that capital gains treated by the Fund as long-term
are short-term, or that losses treated by the Fund as ordinary losses are capital losses. No
assurance can be given that the treatment by the Fund of these or similar characterization
issues will be ultimately sustained.

Audit Risks. The Fund must file annual federal information returns and will also be
required to file state and local information returns. Any return filed by the Fund may be
audited and any such audit may result in adjustments and in an audit of a Member’s own
tax return. Such an audit could result in adjustments to non-Fund as well as Fund items and
could involve additional expenses for the Member being audited.

Accounting for Uncertainty in Income Taxes. ASC 740, “Income Taxes” (in part formerly
known as “FIN 48”), provides guidance on the recognition of uncertain tax positions. ASC
740 prescribes the minimum recognition threshold that a tax position is required to meet
before being recognized in an entity’s financial statements. It also provides guidance on

recognition, measurement, classification and interest and penalties with respect to tax
positions. A prospective investor should be aware that, among other things, ASC 740 could
have a material adverse effect on the periodic calculations of the net asset value of the
Fund, including reducing the net asset value of the Fund to reflect reserves for income
taxes, such as foreign withholding taxes, that may be payable in respect of prior periods by
the Fund. This could cause benefits or detriments to certain Investors, depending upon
the timing of their entry and exit from the Fund.
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Withholding Risks Related to FATCA. The Foreign Account Tax Compliance Act (“FATCA”),
along with recently issued IRS guidance and regulations, imposes, as described more fully
in the paragraphs below, a 30% withholding tax on certain payments (made on or after
January 1, 2014) of U.S. source income and certain payments (made on or after January 1,
2015) of proceeds from the sale of certain assets that give rise to U.S. source payments, as
well as a portion of certain payments by certain entities, to persons that fail to meet
requirements under FATCA.

FATCA could give rise to such withholding for certain of the Other Funds and Managers (if
any), unless such Other Funds and Managers enter into an agreement with the IRS to
disclose the name, address and taxpayer identification number of certain U.S. persons that
own, directly or indirectly, an interest in such Other Funds and Managers, as well as certain
other information relating to such interest. Although we believe such Other Funds and
Managers will attempt to satisfy any obligations imposed on them to avoid the imposition
of this withholding tax, no assurance can be given that such Other Funds and Managers
will be able to satisfy their obligations under FATCA. If Other Funds and Managers
become subject to a withholding tax as a result of FATCA, the return of all Investors (to
the extent the Fund invests in any Other Funds and Managers subject to FATCA) may
be materially affected. Prospective Investors are encouraged to consult with their own tax
advisors regarding the possible implications of FATCA on their investment in the Fund.

While the Fund may permit non-U.S. Investors, such Investors are currently not
anticipated; accordingly, FATCA is generally not expected to impact the Fund
significantly. However, to the extent non-U.S. Investors are permitted and payments are
made to Investors that are not otherwise excluded from the FATCA regime, a non-U.S.
holder that is not a financial institution may be required to provide the information
described below or be subject to U.S. withholding tax on a portion of payments from the
Fund and the proceeds from the sale or redemption of Interests. Non-U.S. Investors that
are, or receive payments through, financial institutions that have not entered an IRS
agreement re: FATCA (or otherwise established an exemption from FATCA) would also be
subject to this U.S. withholding tax.

Each non-U.S. Investor or beneficial owner of Interests may be required to provide
satisfactory documentation to establish that it is not a U.S. person and that it does not have
any "substantial United States owners" (as defined in the Code). Each non-U.S. Investor or
beneficial owner of Interests that is required to provide this information and fails to do so
will generally be subject to a U.S. withholding tax on any payments made to that person.
A non-U.S. Investor or beneficial owner of Interests who fails to provide the necessary
information (if any) due to a non-U.S. law prohibiting the provision of this information must
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execute a valid waiver of the relevant non-U.S. law or dispose of the Interests within a
reasonable time.

FATCA is particularly complex and its future application to non-U.S. Investors (if any) is
uncertain and it is not clear at this time what actions, if any, will be required to minimize
any adverse impact of FATCA on Investors.

No assurance can be given that the Fund will be able to satisfy its obligations (if any) under
FATCA. If the Fund becomes subject to a withholding tax as a result of FATCA, the return of
all Investors may be materially affected. Each Investor should consult its own tax advisor
to obtain a more detailed explanation of FATCA and to learn how it might affect such
Investor in its particular circumstance.

ITEM 9: Disciplinary Information

Registered investment advisers are required to disclose all material facts regarding any legal
or disciplinary events that would be material to your evaluation of the adviser or the integrity
of adviser’s management.

There are no legal or disciplinary events that are material to an evaluation of the Adviser’s
advisory services or the integrity of management.

ITEM 10: Disciplinary Information

The Adviser is not registered, and does not have an application pending to register, as a
broker-dealer or registered representative of a broker-dealer. Currently, no employees of
the Adviser are registered representatives of a broker-dealer.

Neither the Adviser nor any of its management persons are registered, or have an application
pending to register, as a futures commission merchant, commodity pool operator,
commodity trading advisor, or an associated person of the foregoing entities.

The Adviser has no relationships or arrangements with any related person listed in the
instructions to Item 10.C. that are material to its advisory business or to the Fund. The
Adviser does not receive any compensation from third-party advisers that it or any affiliate
recommends or selects for the Fund. The Adviser has no business relationship that creates
a material conflict of interest with any third-party advisers that it or any affiliate
recommends or selects for the Fund.
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ITEM 11: Code of Ethics, Participation or Interest in Client Transactions, and Client
Privacy Policy

Code of Ethics

The Adviser has adopted a written Code of Ethics designed to address and avoid potential
conflicts of interest as required under Rule 204A-1 of the Advisers Act (the “Code”). The Code
sets forth a standard of business conduct and compliance with federal securities laws by all
of the Adviser's employees. The Code contains policies and procedures that ensure that all
personal securities trading by employees of the Adviser is conducted in such a manner as to
avoid actual or potential conflicts of interest or any abuse of an individual's position of trust
and responsibility. The Adviser prohibits personal trading of certain securities or
instruments; requires pre-clearance of personal trades in certain circumstances, including
purchases of an IPO or a new private placement; requires periodic reporting of employees'
personal securities transactions and holdings; and requires prompt internal reporting of
Code violations.

While the Adviser very rarely has access to non-public information relating to public
companies, as part of its Code, the Adviser has established procedures to prevent the abuse
of material, non-public information, which includes procedures for, among other things, the
use and maintenance of restricted trading lists. Because the structure of the Adviser would
make information barriers impractical, the the Advisor has notimposed information barriers
to restrict the internal flow of possible material, non-public information. Thus, all
professionals are deemed to be in receipt of material, non-public information in all instances
where any professional of the Adviser has received material, non- public information and
therefore may not trade on the basis of that information.

The Adviser will provide a copy of the Code to any investor or prospective investor upon
request.

Participation or Interest in Client Transactions

Participation or Interest in Client Transactions: The Advisor recognizes that the personal
securities transactions of its employees demand the application of a high code of ethics, and
The Advisor requires that all such transactions be carried out in a way that does not
endanger the interest of any Client. The Advisor recognizes that the personal securities
transactions of its employees demand the application of a high code of ethics, and The
Advisor requires that all such transactions be carried out in a way that does not endanger
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the interest of any Client. At the same time, The Advisor believes that if investment goals are
similar for Clients and for employees of The Advisor, itis logical and even desirable that there
be common ownership of some securities. The Advisor and its related persons may invest
their personal funds in Client transactions. Therefore, in order to address conflicts of
interest, The Advisor has adopted a set of procedures, included in its Code of Ethics, with
respect to transactions effected by its officers, directors and employees (hereafter in this
Item 11, “Employees”) for their personal accounts. In order to monitor compliance with its
personal trading policy, The Advisor has adopted a quarterly securities transaction reporting
system for all of its Employees. For purposes of the policy, an Employee’s “personal account”
generally includes any account (a) in the name of the Employee, his/her spouse, his/her
minor children or other dependents residing in the same household, (b) for which the
Employee is a trustee or executor, or (c) which the Employee controls, including The
Advisor’s Client accounts which the Employee controls and in which the Employee or a
member of his/her household has a direct or indirect beneficial interest.

Client Privacy Policy

The Advisor has adopted a privacy policy that explains the manner in which The Advisor
collects, utilizes and maintains nonpublic personal information about Clients, as required
under federal legislation.

ITEM 12: Brokerage Practices

The considerations described below apply to the Funds, as well as to any other clients of
The Advisor (as applicable and as the context may require).

Selection of Broker-Dealers

Securities transactions for the Clients are executed through brokers selected by the
Advisor in its sole discretion and without the consent of the Clients. In placing portfolio
transactions, The Advisor will seek to obtain the best execution for the Clients, taking into
account the following factors: the ability to effect prompt and reliable executions at
favorable prices (including the applicable dealer spread or commission, if any); the
operational efficiency with which transactions are effected and the efficiency of error
resolution, taking into account the size of order and difficulty of execution; the financial
strength, integrity and stability of the broker; special execution capabilities; clearance;
settlement; reputation; on-line pricing; block trading and block positioning capabilities;
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willingness to execute related or unrelated difficult transactions in the future; order of
call; on-line access to computerized data regarding clients’ accounts; performance
measurement data; the quality, comprehensiveness and frequency of available research
and related services considered to be of value; the availability of stocks to borrow for short
trades; and the competitiveness of commission rates in comparison with other brokers
satisfying The Advisor’s other selection criteria.

“Soft Dollar” Policy

In addition to research services, The Advisor may be offered other non-monetary benefits
by broker-dealers that it may engage to execute securities transactions on behalf of
clients. These benefits may take the form of special execution capabilities, clearance,
settlement, online pricing, block trading and block positioning capabilities, willingness
to execute related or unrelated difficult transactions in the future, order of call, online
access to computerized data regarding clients’ accounts, performance measurement
data, consultations, economic and market information, portfolio strategy advice, industry
and company comments, technical data, recommendations, general reports, efficiency
of execution and error resolution, quotation equipment and services, the availability of
stocks to borrow for short trades, custody, travel, record keeping and similar services.
These other services may also include payment of all or a portion of the clients’ or The
Advisor’s or its affiliates’ administrative costs and expenses of operation, such as office
rent; office equipment and supplies; utilities (e.g., electricity, gas, oil, water); taxes;
storage; employee salaries, including, but not limited to, bonuses, contingent salaries, and
any other form of compensation determined by The Advisor, and benefits (including
medical, dental and worker’s compensation insurance); temporary help; recruiting
services; newswire and quotation equipment and services (e.g., Reuters, Bloomberg,
Bridge, First Call); data processing charges; periodical subscription fees (e.g., The
Financial Times, The Wall Street Journal, The New York Times, Investors Business Daily);
computer equipment used for brokerage or research purposes (e.g., computers, computer
hardware, software, hard drives, monitors, PDAs, LANs) and related technical support,
repair and maintenance; television and cable services used for research purposes;
telephone and facsimile charges, equipment and installation and maintenance costs (e.g.,
telephones, telephone lease, telephone and facsimile lines, cellular phones used for
business purposes, telephone call recording equipment, headsets, cordless phones,
speaker phones, telephone switchboards and monthly and long distance telephone
charges); facsimile machines and facsimile rental and repair costs; account record-
keeping and related clerical services; printing services; messenger services; postal and
courier expenses; car service; expenses incurred in connection with investigating and
researching issuers of securities and attending research conferences (e.g., airfare, car
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rentals, taxi fares, conference fees and related expenses, hotel accommodations and
meals); economic consulting services; placement fees and other marketing costs; legal
and accounting fees; and other reasonable expenses as determined by The Advisor.

The foregoing benefits may be available for use by The Advisor in connection with
transactions in which clients will not participate. The availability of these benefits may
influence The Advisor to select one broker rather than another to perform services for
clients. Nevertheless, The Advisor will attempt to assure either that the fees and costs
for services provided to clients by brokers offering these benefits are not materially
greater than they would be if the services were performed by equally capable brokers
not offering such services or that clients also will benefit from the services. The Advisor
has the option to use “soft dollars” generated by clients to pay for the research and non-
research related services described above. The term “soft dollars” refers to the receipt by
an investment adviser of products and services provided by brokers, without any cash
payment by the investment adviser, based on the volume of brokerage commission
revenues generated from securities transactions executed through those brokers on
behalf of the investment adviser’s clients. The products and services available from
brokers include both internally generated items (such as research reports prepared by
employees of the broker) as well as items acquired by the broker from third parties
(such as quotation equipment). Section 28(e) of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”), provides a “safe harbor” to investment managers who
use soft dollars generated by their advised accounts to obtain investment research and
brokerage services that provide lawful and appropriate assistance to the investment
adviser in the performance of investment decision-making responsibilities. In the event
The Advisor elects to use its soft dollars for payment of all or a portion of The Advisor’s
or its affiliates’ administrative costs and expenses of operation such as office rent, office
equipment and supplies, utilities, employee benefits and salaries, newswire and quotation
equipment, data processing charges, periodical subscription fees, computer equipment,
telephone and facsimile charges and equipment costs, record-keeping services,
consulting fees, issuer due diligence expenses, placement fees and other marketing costs,
and legal and accounting fees, as more fully described above, such uses of soft dollars
are not within the safe harbor afforded by Section 28(e) of the Exchange Act.

The use of brokerage commissions to obtain investmentresearch services and to pay
for the administrative costs and expenses of the Advisor or its affiliates creates a conflict
of interest between the Advisor and clients because the clients pay for such products
and services that are not exclusively for the benefit of clients and that may be primarily
or exclusively for the benefit of the Advisor. To the extent that the Advisor is able to
acquire these products and services without expending its own resources (including
management fees paid by clients), the Advisor’s use of soft-dollars would tend to
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increase the Advisor’s profitability. In addition, the availability of these non-monetary
benefits may influence the Advisor to select one broker rather than another to perform
services for clients. The Advisor has an incentive to select or recommend a broker-
dealer based on its interest in receiving the research or other products or services, rather
than on a client’s interest in receiving the most favorable execution. Moreover, the
Advisor may cause clients to pay commissions (or markups or markdowns) higher than
those charged by other broker-dealers in return for soft dollar benefits. In the event that
the Advisor uses soft dollar benefits, the Advisor will use such benefits to service all client
accounts rather than only those accounts that paid for the benefits.

When the Advisor uses Client brokerage commissions (or markups or markdowns) to
obtain research or other products or services, the Advisor receives a benefit because The
Advisor does not have to produce or pay for the research, products or services. The
Advisor may have an incentive to select or recommend a broker-dealer based on the
Advisor’s interest in receiving the research or other products or services, rather than on
Clients’ interest in receiving most favorable execution.

The Advisor may cause Clients to pay commissions (or markups or markdowns) higher
than those charged by other broker-dealers in return for soft dollar benefits (known as
paying-up). The Advisor may use soft dollar benefits to service all Clients or only those
Clients that paid for the benefits. The Advisor may or may not seek to allocate soft dollar
benefits to Clients proportionately to the soft dollar credits the accounts generate.

Directed Brokerage

The Advisor does not recommend, request, or require a Client to direct the Advisor to
execute transactions through a specified broker-dealer. The Advisor does not permit a
Client to direct the Advisor to execute transactions through a specified broker-dealer.

Aggregation of Orders

The Advisor may aggregate purchase and sale orders of securities held by a Client with
similar orders being made simultaneously for other Clients or accounts if, in The
Advisor’s reasonable judgment, such aggregation is reasonably likely to result in an
overall economic benefit to the Clients based on an evaluation that the Clients will
be benefited by relatively better purchase or sale prices, lower commission expenses
or beneficial timing of transactions, or a combination of these and other factors. In many
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instances, the purchase or sale of securities for a Client will be affected
simultaneously with the purchase or sale of like securities for other accounts or
entities. Such transactions may be made at slightly different prices, due to the volume
of securities purchased or sold. In such instances, the Advisor will average the price of
all units of such security bought or sold by any Client and/or other accounts in any
single trading day (the “Average Price”). The price that such Client and/or other
accounts pay or receive for such securities bought or sold in the same trading day will
be the Average Price multiplied by the number of units of such security bought or sold
by such Client and/or other accounts, respectively. In rare circumstances, the Advisor
may elect to use the actual purchase or sale price instead of the Average Price if it
determines, in its sole discretion, that using the Average Price would be unfairly
prejudicial to such Client and/or other accounts. An individual trade may be effected
at a price that is higher than would have been the case without the aggregation of
orders. The Advisor, however, believes that the relationship as a whole will result in a
net benefit to the Clients.

Allocation of Trades

The Advisor may, at times, determine that certain securities will be suitable for
acquisition by the Clients and by other accounts managed by the Advisor, possibly
including the Advisor’s own accounts or accounts of an affiliate. If that occurs, and the
Advisor is not able to acquire the desired aggregate amount of such securities on terms
and conditions which the Advisor deems advisable, the Advisor will endeavor in good
faith to allocate the limited amount of such securities acquired among the various
accounts for which the Advisor considers them suitable. The Advisor may make such
allocations among the accounts in any manner that it considers fair under the
circumstances, including, but not limited to, allocations based on relative account sizes,
the degree of risk involved in the securities acquired, and the extent to which a position
in such securities is consistent with the investment policies and strategies of the various
accounts involved.

ITEM 13: Review of Accounts

All Clients managed by the Advisor are reviewed, at least on a monthly basis, by any
one or more of David Lysenko or Edward Smith for conformity with Client objectives and
guidelines. The calendar is the main triggering factor of a review of an account. More
frequent reviews may be also be triggered by, among other things, Client capital
injections and/or withdrawals. From an investment management perspective, triggers
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for review include emerging trends and developments, market volatility, economic
factors, financial results of a portfolio company, analyst commentary, and news.

In general, reports showing transactions and positions are sent to the Clients by qualified
custodians. Monthly account statements showing performance (unaudited) are sent to
Investors by the administrator. In addition, the Clients’ realized gains/losses, interest and
dividends earned are reported to Clients annually. Each Investor in a Fund also will receive
the following: (i) annual financial statements of a Fund, audited by an independent
certified public accounting firm; (ii) in the discretion of the Advisor or an affiliate of the
Advisor, a periodic letter and/or report discussing the results of the accounts; (iii) copies
of such Investor’s Schedule K-1 to a Fund’s tax returns (this applies to Investors in
onshore Funds only); and (iv) other reports, as determined by the Advisor or an affiliate
of the Advisor in its sole discretion. Additionally, within 120 days of year-end, Investors
receive GAAP-compliant audited financial statements.

ITEM 14: Client Referrals and Other Compensation

The Advisor does not receive, from any non-Client, any economic benefit associated with
advising Clients. The Advisor may use independent third-party solicitors to refer Clients
to the Advisor and pay a portion of its advisory fees to such solicitors, in accordance
with the Advisers Act. The Advisor may engage underwriters, brokers, dealers or finders
to assist in the offering of Interests in a Fund, or in finding other Clients. Except for
commissions on brokerage transactions (which will be paid by Clients), the advisor will
pay (and will not charge Clients) fees and commissions that may be payable to any such
brokers or finders for assisting in the offering or sale of Interests in a Fund, or in finding
other Clients.

ITEM 15: Custody

The Advisor maintains Client funds and securities at qualified custodians. As indicated
above atltem 13, the qualified custodians send monthly account statements directly to
the Clients. The administrator sends monthly account statements to Investors. Clients
should carefully review the account statements. The Funds send a GAAP-compliant audited
financial statement to their Investors within 120 days of their fiscal year-end.
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ITEM 16: Investment Discretion

The Advisor has discretionary investment authority over Client assets that are
managed by the Advisor. Please also refer to Items 4 and 8.

ITEM 17: Voting Client Securities

The Advisor uses reasonable judgment to vote proxies in a manner it determines is in the
best interest of its Clients. The Advisor monitors corporate actions of those securities it
has purchased on behalf of its Investors. Receipt of proxy materials is logged into a
proxy control sheet. Proxy votes will generally be submitted electronically or by mail. A
record of the proxy votes cast will be made and retained by the Advisor. Investors can
obtain information on how the proxies were voted and a detailed description of the
Advisor’s policies and procedures regarding proxy voting by requesting such information
from the Chief Compliance Officer.

In some foreign markets, where proxy voting demands fee payment for agent services,
the Advisor will balance the cost and benefit of proxy voting and may give up the proxy
voting if the costassociated with it is greater than the benefits from voting.

The Advisor has authority to vote Client securities.

ITEM 18: Financial Information:

The Advisor solicits prepayment of Management Fees on a quarterly basis from the Clients.
The Advisor does not solicit prepayment of more than $1,200 in fees per Client six months
or more in advance, and thus has not provided a balance sheet according to the
specifications of 17 CFR Parts 275 and 279.

Because the Advisor has discretionary authority over and/or custody of Client funds or
securities, the Advisor has disclosed, that there is no financial condition that is reasonably
likely to impair its ability to meet contractual commitments to Clients.

The Advisor has not been the subject of a bankruptcy petition during the past ten years.
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