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March 30, 2015

This Brochure (“Brochure”) provides information about the qualifications and business
practices of Arsenal Capital Management LP (“Arsenal Capital Management” or “ACM”).
If you have any questions about the contents of this Brochure, please contact us at (212) 771-
1717. The information in this Brochure has not been approved or verified by the United
States Securities and Exchange Commission (the “SEC”) or by any state authority.

Arsenal Capital Management is an investment adviser registered with the SEC under the
Investment Advisers Act of 1940, as amended (the “Advisers Act”). However, such registration
does not imply a certain level of skill or training.

Additional information regarding Arsenal Capital Management is also available on the SEC’s
website at www.adviserinfo.sec.gov.



http://www.arsenalcapital.com/
http://www.adviserinfo.sec.gov/

ITEM 2 MATERIAL CHANGES

This Item of the Brochure will discuss only specific material changes that have been made to the
Brochure and provide clients with a summary of such changes. The last annual update of our
brochure was March 31, 2014.

Revisions were made to the following Items throughout this brochure in order to more fully and
clearly describe the adviser and affiliate’s activities and potential or actual conflicts:

Item 5 “Fees and Compensation”

Item 6 “Performance-Based Fees and Side-By-Side Management”
Item 8 “Methods of Analysis, Investment Strategies and Risk of Loss”
Item 14 “Client Referrals and Other Compensation,”

Item 15 “Custody”

We will further provide you with a either a summary of material changes or a new Brochure as
necessary based on changes or new information, at any time, without charge.

Currently, our Brochure may be requested by contacting the Chief Compliance Officer at (212)
771-1717.
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ITEM 4 ADVISORY BUSINESS

Arsenal Capital Management LP (“Arsenal Capital Management” or “ACM?”), a Delaware limited
partnership formed in 2000 provides investment advisory services on a discretionary basis to
several private equity funds: (i) Arsenal Capital Partners LP, Arsenal Capital Partners Qualified
Purchaser Fund LP, Arsenal Capital Partners Qualified Purchaser Fund B LP and Arsenal Capital
Partners Executive Fund comprise “Fund I”; (ii) Arsenal Capital Partners Il LP, Arsenal Capital
Partners QP Il LP, Arsenal Capital Partners QP Il -B LP and Arsenal Capital Partners Il Executive
Fund LP comprise “Fund 11”; and, (iii) Arsenal Capital Partners 11l LP, Arsenal Capital Partners
I11-B LP, Arsenal Capital Partners AIV-IIl LP and Arsenal Capital Partners AIV-11I-B LP
comprise “Fund III.” Fund I, Fund II and Fund III are organized to invest in portfolio companies
(each a “Fund” and collectively the “Funds”).

Arsenal Capital Investment LLC (“Fund I GP”), a Delaware limited liability company and an
affiliate of ACM, serves as the general partner to Fund I. Arsenal Capital Investments Il LP (“Fund
11 GP”), a Delaware limited partnership, serves as the general partner to Fund Il. Arsenal Capital
Investments 111 LP (“Fund III GP and together with Fund I GP, and Fund II GP the “General
Partners”), a Delaware limited partnership, serves as the general partner to Fund I1l. ACM, the
General Partners and other affiliates are referred to as “Arsenal.”

ACM is controlled by its general partner, Arsenal Capital Group LLC, a Delaware limited liability
company, which is controlled by its board of managers which consist of Jeffrey B. Kovach and
Terrence M. Mullen (collectively, the “Senior Partners”). As of December 31, 2014, ACM
managed approximately $1,545,335,831 on a discretionary basis.

Additionally, one or more direct or indirect wholly-owned subsidiaries of ACM may provide due
diligence or similar services to ACM in connection with the investment advisory services that it
provides.

In its capacity as the management company of the Funds, ACM has the authority to manage the
business and affairs of the Funds.

ACM’s investment advisory services to the Funds consist of identifying and evaluating investment
opportunities, negotiating investments, managing and monitoring investments and achieving
dispositions for such investments. Investments are made predominantly in non-public companies,
although investments in public companies are permitted. From time to time, where such
investments consist of portfolio companies, the senior professionals or other personnel of ACM or
its affiliates may serve on such portfolio companies’ respective boards of directors or otherwise
act to influence control over management of portfolio companies held by the Funds.



Arsenal makes buyout, recapitalization, and growth equity investments in middle-market specialty
industrial (specialty chemicals, specialty materials and commercial and industrial services) and
healthcare companies (business and information services, medical devices and pharma
services/life sciences). Within these sectors, Arsenal seeks to invest in businesses that have the
potential for further value creation by accelerating growth and enhancing operational capabilities
and competitiveness.

Advisory services provided to the Funds are tailored to the investment objectives and investment
restrictions, if any, as set forth in the respective Fund’s limited partnership agreements, private
placement or offering memorandum, and other Fund documents (together, the “Partnership
Agreements”). Arsenal does not tailor Fund investments to the individual needs of investors in
the Fund, nor may Fund investors impose restrictions on Arsenal’s ability to invest in certain
securities or types of securities. The Funds’ General Partner may, however, enter into side letters
or other written agreements with Fund investors (“Side Letters”) that have the effect of establishing
rights under, or altering or supplementing the terms of the Partnership Agreement of the respective
Fund. Such Side Letters may be entered into with a Fund investor without the consent of or notice
to any other Fund investor.

ITEMS FEES AND COMPENSATION

Arsenal (or its operating professionals) receive the following types of fees or compensation from
its Limited Partners or Fund Portfolio Companies:

1. Management fees (“Management Fee”) in connection with its advisory services to the
Funds.

2. Transaction and monitoring fees (“Portfolio Company Fees”) for financial and
management consulting services performed for Fund portfolio companies under a
management services agreement; such fees generally will offset in whole or in part the
Management Fees otherwise payable to Arsenal.

3. Compensation as employee of a Fund portfolio company or for operational consulting or
advisory services provided to a Fund portfolio company (“Portfolio Company Services”);
amounts received related to such services are generally outside the scope of a management
services agreement, and therefore are generally not offset against Management Fees.

In addition, investors in the Funds also bear certain fund expenses.

Management Fees

Management Fees from Fund | were 2% of Limited Partner capital commitments during the
Commitment Period. After the Commitment Period, or upon certain events, the Management Fees
were based on Investment Contributions and charged at either 2% or 1.5% as described in the



Partnership Agreements. On August 11, 2006, the General Partner commenced the operation of a
new private equity investment fund and the Management Fees paid to the Management Company
were reduced. The General Partner ceased charging management fees to the Partnerships as of
June 30, 2013.

Management Fees from Fund Il were 2% of Limited Partner capital commitments during the
Commitment Period. After the Commitment Period, or upon certain events, the Management Fees
are based on Investment Contributions and charged at either 2% or 1.5% as described in the
Partnership Agreements. Fund Il currently pays Management Fees at 1.5% of Investment
Contributions. Arsenal Capital Partners Il Executive Fund LP does not pay a Management Fee.

Management Fees from Fund 111l are 2% of capital commitments during the Commitment Period.
After the Commitment Period, or upon certain events, the Management Fees are based on
Investment Contributions and charged at either 2% or 1.5% as described in the Partnership
Agreements. Limited partners designated as affiliated partners by Fund Ill GP do not pay a
Management Fee.

Each of the Funds’ Management Fees may be reduced by an amount determined by the applicable
General Partner. In the event of such reduction, the amount of capital contributions the General
Partner would otherwise be required to contribute to such Fund will be reduced by an equivalent
amount, and the amount of such reduction instead shall be contributed by the applicable Limited
Partners, on behalf of the General Partner, pro rata based upon their respective capital
commitments. Waived Management Fees are not subject to the Management Fee offsets described
below.

Portfolio Company Fees

Arsenal and its affiliates may receive Portfolio Company Fees associated with investments,
proposed investments or commitments made by each Fund. Upon receipt of Portfolio Company
Fees, Arsenal attributes such fees (net of expenses) to the investors of the applicable portfolio
company in proportion to the ownership in such portfolio company. The portion of the Portfolio
Company Fees not attributed to Arsenal Funds is generally retained by ACM and not offset against
Management Fees. The portion of the Portfolio Company Fees attributed to the Arsenal Funds
(excluding affiliated partners) is credited against Management Fees as follows:

e 50% for Fund Il (until an aggregate of $25 million of Portfolio Company Fees have
been received, and 80% thereafter); and

e 100% for Fund 111

In the event that the aggregate amount of Portfolio Company Fees applied against the respective
Fund’s Management Fee exceeds the Management Fee for a specific period (the “Unapplied
Excess”), such amount will be carried forward to reduce the Management Fee payable in future



periods. In Fund I, any Unapplied Excess will be retained by ACM at the end of the Fund term.
In Fund 11 and Fund 111, any Unapplied Excess will be returned pro rata to the Limited Partners at
the end of the Fund term, as provided in the Partnership Agreements.

Portfolio Company Services

Certain operating professionals of Arsenal (both Arsenal employees and outside contractors)
provide services to Fund portfolio companies as employees (e.g. Chief Executive Officer);
advisors (e.g. sourcing agent; member of the board of directors); in a “seconded” capacity (e.g.
interim management); consultants / in support for operational projects (e.g. functional experts
focused on operations, sales & marketing, etc.). In these situations, either the operating
professional or Arsenal (on behalf of the operating professional) may receive compensation for
such services, including commissions associated with the sourcing of investments. Portfolio
Company Services provided in this context are compensated at market rates and are above and
beyond the scope of a standard management services agreement; therefore, as provided in the
Partnership Agreements, such compensation is generally not offset against Management Fees.

Other Information

The Funds invest on a long-term basis. Accordingly, investment advisory and other fees are
expected to be paid, except as otherwise described in the Partnership Agreements, over the terms
of the Funds and investors generally are not permitted to withdraw or redeem interests in the Funds.
The Senior Partners and other employees and partners of Arsenal may receive a portion of the
Management Fee, Carried Interest (as defined below) or other compensation received by Arsenal.
Arsenal reserves the right to waive all or a portion of any Management Fee and/or Carried Interest
payable by Fund investors.

Incentive Fees (Carried Interest)

Arsenal, in addition to the base fee, is also entitled to generally 20% of the Funds’ distributions in
excess of a limited partner’s capital contributions and expenses, which is referred to as “carried
interest” (“Carried Interest”).

See below, “Performance-Based Fees and Side-by-Side Management.”

Other Fees and Expenses

In addition to the Management Fee payable to Arsenal, the Funds bear certain expenses. As set
forth in the applicable Partnership Agreements, the Funds may bear all expenses to the extent not
paid by portfolio companies, including legal, accounting, investment banking, travel, consulting,
research, brokerage, finder’s fees, custody, transfer, registration, insurance, advisory board,
interest, taxes, conferences or meetings with limited partner(s), extraordinary expense and other
similar fees and expenses. In general, expenses incurred are specifically related to individual
Funds, however, to the extent expenses relate to a matter that is shared across funds (e.g. annual



meeting or insurance); Arsenal allocates such costs across the Funds in a reasonable manner, as
determined by the General Partner.

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

The Funds’ General Partners receive performance based compensation in the form of Carried
Interest, as more fully described in the applicable Partnership Agreements. Performance based
compensation may cause Arsenal to engage in a higher risk, more speculative investment strategy
than might be the case in the absence of such compensation arrangement. If any General Partner
receives Carried Interest distributions during the life of the applicable Fund which are, in the
aggregate, in excess of generally 20% of such Fund’s cumulative net profits, then such excess
Carried Interest distributions will be subject to repayment by such General Partner.

Arsenal manages each Fund in accordance with the investment strategy disclosed in the Funds’
Partnership Agreements to help ensure that investors are aware of the investment strategy and the
risks associated with the strategy. Arsenal engages in certain procedures to fair value securities in
a manner deemed to establish the most accurate valuations possible based on information gathered
by Arsenal.

Fund investors should review the respective Partnership Agreements for detailed information with
respect to performance based allocations and distributions and the allocation of investment
opportunities.

ITEM 7 TYPES OF CLIENTS

ACM provides investment advice to the Funds.

Generally, only “accredited investors” or “qualified purchasers” as specified in the Funds’
Partnership Agreements may invest in the Funds. Fund investors may include individuals, banks
or thrift institutions, other investment entities, pension and profit-sharing plans, trusts, estates or
charitable organizations, corporations or business entities and may include, directly or indirectly,
principals or employees of Arsenal.

Details concerning applicable fees, minimum investment amounts and suitability criteria are set
forth in the respective Funds’ Partnership Agreements. The General Partner of each Fund typically
reserves the right, in its sole discretion, to waive the minimum investment amount requirement.

ITEM 8 METHODS OF ANALYSIS, INVESTMENT STRATEGIES AND RISK OF
Loss

General



Arsenal primarily makes control investments in growing lower-middle-market companies in which
Arsenal believes there are opportunities to create value post-acquisition. More specifically,
Arsenal principally seeks to invest within the specialty industrials and healthcare sectors.

Within its targeted sectors, Arsenal seeks to invest in growing, niche market-leading companies
that provide specialized and / or technical products or services with competitive and defensible
market positions and sustainable cash flow. Following acquisition, Arsenal uses its team of
investment and operating professionals to apply a prioritized growth and improvement investment
strategy designed to accelerate growth, mitigate risks, and improve businesses. Arsenal works
collaboratively with management teams to set a clear strategy and drive well-resourced execution.
Finally, Arsenal works to sell its companies to buyers, particularly strategic buyers, seeking
acquisition candidates.

Arsenal typically invests in established businesses with enterprise values ranging from $50 million
to $250 million. Arsenal seeks to invest in specific industry segments within the specialty
industrials and healthcare sectors that it has identified as attractive for long-term growth, cash flow
generation, and sustainable profitability. Arsenal has a team, which it believes consists of
professionals with investment and transaction acumen, industry knowledge within the specialty
industrials and sectors, and operating capabilities that it leverages from investment sourcing to
exit.

There can be no assurance that Arsenal will achieve the investment objectives of the Funds and a
loss of investment is possible.

Investment and Operating Strategy

Middle Market Focus. Arsenal is focused on sectors of the lower-middle-market, which is
composed of thousands of established companies with revenues between $50 million and $500
million. Arsenal believes that a significant number of these lower-middle-market businesses have
reached their near-term potential due to resource, process, or operating skill limitations. Further,
Arsenal believes that a large number of these companies also have high growth prospects and
significant potential for improvement. Arsenal believes it can identify a number of such companies
that can be purchased at reasonable valuations. Arsenal seeks to apply its capabilities and
resources to address many of the limitations of these companies.

Targeted Industry Focus. Arsenal’s primary target industries of specialty industrials and
healthcare contain segments that, in Arsenal’s opinion, generally exhibit attractive growth, limited
cyclicality, reasonable levels of competition, and manageable risks. Arsenal actively targets
businesses that provide specialty products and services and deliver high value add solutions to
their customers. These specialty sectors are typically comprised of many niche businesses and
generally have higher margins and barriers to entry than commaodity sectors.



Specialty industrials companies in the lower-middle-market are differentiated by having
significant customer intimacy, sustainable and continued product innovation capabilities, and
proprietary products, services or technologies that provide value-added solutions to customers.
Arsenal believes that many specialty industrials businesses operate in fragmented and regional
markets which offer consolidation opportunities as well as options to enter high growth regions,
such as Asia. Arsenal’s segments of interest include specialty chemicals, specialty materials, and
commercial and industrial services.

Healthcare is a large sector with numerous segments, many with distinct growth and structural
attributes. Arsenal believes that the complexity, fragmentation and rapid innovation in the sector
generate attractive investment opportunities. Arsenal concentrates on healthcare investment
opportunities in service and product companies primarily within the business & information
services, pharmaceutical & life sciences services and medical device solutions segments.

Investment Parameters. Within its target sectors, Arsenal seeks companies that typically exhibit
some or all of the following characteristics:

e Defensible market leading positions in niche segments,

e Significant growth potential through organic and strategic acquisition avenues,

e Opportunities to improve efficiency, reduce costs and improve margins,

e Options to expand the value-added component of the company’s offering, and

e Global market and supply chain opportunities.

Collaborative / Multidisciplinary Approach. Arsenal believes that its team of investment and
operating professionals has the skills and experience necessary to create advantages throughout
the investment process. This team combines industry-specific knowledge and relationships,
experience in managing and improving businesses, and functional resources to support
management teams. Arsenal strives to work in a coordinated manner designed to improve the
efficiency and effectiveness of execution in all phases of the investment cycle.

Source and Complete Investments. Arsenal professionals engage in leveraging their broad network
of relationships within Arsenal’s targeted industries to access high-quality deal flow. In addition,
industry expertise creates advantages in diligence, strategy formulation, and value assessment
through an improved understanding of key business drivers, competitive and structural dynamics,
and potential opportunities and risks. Arsenal incorporates this industry and operating knowledge
into its disciplined valuation approach, carefully balancing the risks and opportunities identified
with respect to a given investment and making sure they are appropriately reflected in a reasonable
valuation.

Employ a Prioritized Growth and Improvement Program. Prior to acquisition, Arsenal identifies
and prioritizes what it believes are the key value creators and holdbacks for a particular investment.
Arsenal will not make an investment if it does not believe that there is an opportunity for Arsenal
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to create significant value post-acquisition. The Arsenal team works in active collaboration with
the management teams of portfolio companies to address these value creators and holdbacks. This
process is often enabled by an Arsenal assessment and strengthening of the management team and
improvement of a company’s business processes. In any given investment, Arsenal looks to: (i)
accelerate growth, (ii) mitigate key risks, and (iii) fundamentally improve businesses.

Capture Value on Exit. Arsenal’s realization process begins prior to acquisition with the
development of an investment strategy to guide the business toward attractive exits. With its
experience in its focus industries, Arsenal believes it is equipped to understand the acquisition
interests and criteria of strategic buyers and strives to take a proactive approach to developing
relationships with these buyers that could ultimately lead to attractive exits.

Arsenal seeks to take a conservative approach to the amount of leverage in the capital structures
of its portfolio companies so that they can invest in growth and improvement initiatives that will
fundamentally improve cash flow and build long-term value. Arsenal believes that conservative
leverage also provides additional downside protection, allowing companies greater flexibility as
well as an ability to address unforeseen issues. Once Arsenal determines that a company has
sufficiently improved but still has significant upside, Arsenal often seeks to appropriately
recapitalize the business and return capital to investors.

Risk of Loss
Investing in securities involves risk of loss that investors in the Funds should be prepared to bear.

The risks involved with Arsenal’s investment strategy and an investment in the Funds include, but
are not limited to the following.

Business Risks. The Funds’ investment portfolios will consist primarily of securities issued by
privately held companies, and operating results in a specified period will be difficult to predict.
Such investments involve a high degree of business and financial risk that can result in substantial
losses.

Future and Past Performance. The performance of Arsenal’s prior investments is not necessarily
indicative of the Funds’ future results. While Arsenal intends for the Funds to make investments
that have estimated returns commensurate with the risks undertaken, there can be no assurances
that the targeted internal rates of return will be achieved. On any given investment, loss of the
entire principal is possible.

Investment in Junior Securities. The securities in which the Funds will invest may be among the
most junior in a portfolio company’s capital structure and, thus, subject to the greatest risk of loss.
Generally, there will be no collateral to protect an investment once made.
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Concentration of Investments. The Funds will participate in a limited number of investments and
may seek to make several investments in one industry or one industry segment. As a result, the
Funds’ investment portfolios could become highly concentrated, and the performance of a few
holdings may substantially affect aggregate returns. Furthermore, to the extent that capital raised
is less than the targeted amounts, the Funds may invest in fewer portfolio companies and thus be
less diversified.

Lack of Sufficient Investment Opportunities. It is possible that the Funds will never be fully
invested if enough sufficiently attractive investments are not identified. The business of
identifying and structuring private equity transactions is highly competitive and involves a high
degree of uncertainty. However, Fund investors will be required to pay annual management fees
during the respective Funds’ commitment period based on the entire amount of their commitments.

Uncertain Economic, Social and Political Environment. Consumer, corporate and financial
confidence may be adversely affected by current or future tensions around the world, fear of
terrorist activity and/or military conflicts, localized or global financial crises or other sources of
political, social or economic unrest. Such erosion of confidence may lead to or extend a localized
or global economic downturn. A climate of uncertainty may reduce the availability of potential
investment opportunities, and increases the difficulty of modeling market conditions, potentially
reducing the accuracy of financial projections. In addition, limited availability of credit for
consumers, homeowners and businesses, including credit used to acquire businesses, in an
uncertain environment or economic downturn may have an adverse effect on the economy
generally and on the ability of the Funds and their portfolio companies to execute their respective
strategies and to receive an attractive multiple of earnings on the disposition of businesses. This
may slow the rate of future investments by such Fund and result in longer holding periods for
investments. Furthermore, such uncertainty or general economic downturn may have an adverse
effect upon the Fund’s portfolio companies.

Illiquidity; Lack of Current Distributions. An investment in the Funds should be viewed as
illiquid. It is uncertain as to when profits, if any, will be realized. Losses on unsuccessful
investments may be realized before gains, if any, on successful investments are realized. The
return of capital and the realization of gains, if any, will generally occur only upon the partial or
complete disposition of an investment. While an investment may be sold at any time, it is not
generally expected that this will occur for a number of years after the initial investment. Before
such time, there may be no current return on the investment. Furthermore, the expenses of
operating the Funds (including the annual management fee payable to Arsenal) may exceed its
income, thereby requiring that the difference be paid from the applicable Funds’ capital.

Leveraged Investments. The Funds may make use of leverage by incurring or having a portfolio
company incur debt to finance a portion of an investment in a given portfolio company. Leverage
generally magnifies both opportunities for gain and risks of loss from a particular investment. The
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use of leverage will also result in interest expense and other costs to the Funds that may not be
covered by distributions made to the Funds or appreciation of investments. In addition, this
leverage could accelerate and magnify declines in the value of the Funds’ investments in the
leveraged portfolio companies in a down market. In the event any portfolio company cannot
generate adequate cash flow to meet its debt service, the Funds may suffer a partial or total loss of
capital invested in such portfolio company, which could adversely affect the returns of the Funds.
Furthermore, the companies in which the Funds invest generally will not be rated by a credit rating
agency.

A Fund may also borrow money or guaranty indebtedness (such as a guaranty of a portfolio
company’s debt). The use of leverage by a Fund also will result in interest expense and other costs
to such Fund that may not be covered by distributions made to such Fund or appreciation of its
investments. A Fund may incur leverage on a joint and several basis with one or more other Funds
and entities managed by Arsenal or any of its affiliates and may have a right of contribution,
subrogation or reimbursement from or against such entities. In addition, to the extenta Fund incurs
leverage (or provides such guaranties), such amounts may be secured by capital commitments
made by such Fund’s investors and such investors’ contributions may be required to be made
directly to the lenders instead of such Fund.

Restricted Nature of Investment Positions. Generally, there will be no readily available market for
a substantial number of the Funds’ investments, and hence, most of the Funds’ investments will
be difficult to value. Certain investments may be distributed in-kind to the Funds’ limited partners.
Certain investments may be distributed in kind to the partners of a Fund and it may be difficult to
liquidate the securities received at a price or within a time period that is determined to be ideal by
such partners. After a distribution of securities is made to the partners, many partners may decide
to liquidate such securities within a short period of time, which could have an adverse impact on
the price of such securities. The price at which such securities may be sold by such partners may
be lower than the value of such securities determined pursuant to the Partnership Agreement,
including the value used to determine the amount of carried interest available to Arsenal with
respect to such investment.

Reliance on the General Partner and Portfolio Company Management. Control over the operation
of the Funds will be vested entirely with Arsenal, and future profitability will depend largely upon
the business and investment acumen of Arsenal. The loss of service of one or more of the Senior
Partners could have an adverse effect on the Funds’ abilities to realize their investment objectives.
Fund investors generally have no right or power to take part in the management of the Funds, and
as a result, the investment performance of the Funds will depend entirely on the actions of Arsenal.
Although Arsenal will monitor the performance of each Fund investment, it will primarily be the
responsibility of each portfolio company’s management team to operate the portfolio company on
a day-to-day basis. Although the Funds generally intend to invest in companies with strong
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management, there can be no assurance that the existing management of such companies will
continue to operate a company successfully.

Projections. Projected operating results of a company in which a Fund invests normally will be
based primarily on financial projections prepared by such company’s management. In all cases,
projections are only estimates of future results that are based upon assumptions made at the time
the projections are developed. There can be no assurance that the results set forth in the projections
will be attained, and actual results may be significantly different from the projections. Also,
general economic factors, which are not predictable, can have a material impact on the reliability
of projections.

Need for Follow-On Investments. Following an initial investment in a given portfolio company,
Arsenal may decide to provide additional funds to such portfolio company or may have the
opportunity to increase its investment in a successful portfolio company. There is no assurance
that a Fund will make follow-on investments or that a Fund will have sufficient funds to make all
or any of such investments. Any decision by Arsenal not to make follow-on investments or its
inability to make such investments may have a substantial negative effect on a portfolio company
in need of such an investment or may result in a lost opportunity for such Fund to increase its
participation in a successful operation.

Non-U.S. Investments. The Funds may invest in portfolio companies that are organized or have
substantial sales or operations outside of the United States, its territories, and possessions. Such
investments may be subject to certain additional risks due to, among other things, potentially
unsettled points of applicable governing law, the risks associated with fluctuating currency
exchange rates, capital repatriation regulations (as such regulations may be given effect during the
terms of the Funds), the application of complex U.S. and foreign tax rules to cross-border
investments, possible imposition of foreign taxes on the Funds and/or the Fund investors with
respect to applicable Fund’s income, and possible foreign tax return filing requirements for the
Funds and/or the Fund investors.

Public Company Holdings. The Funds’ investment portfolios may contain securities issued by
public companies. Such investments may subject the Funds to risks that differ in type or degree
from those involved with investments in private companies. Such risks include, without limitation,
greater volatility in the valuation of such companies, increased obligations to disclose information
regarding such companies, limitations on the ability of the Funds to dispose of such securities at
certain times, increased likelihood of shareholder litigation against such companies’ board
members, including Arsenal, if serving in such capacity, and increased costs associated with each
of the aforementioned risks.

Material Non-Public Information. Due to the nature of the operations, Arsenal frequently comes
into possession of confidential or material non-public information. Therefore, Arsenal may have
access to material, non-public information that may be relevant to an investment decision to be
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made by the Fund. Consequently, the Fund may be restricted from initiating a transaction or selling
an investment which, if such information had not been known to it, may have been undertaken on
account of applicable securities laws or Arsenal’s internal policies. Due to these restrictions, the
Fund may not be able to make an investment that it otherwise might have made or sell an
investment that it otherwise might have sold.

Director Liability. The Funds will often obtain the right to appoint a representative to the board
of directors of the companies in which they invest. Serving on the board of directors of a portfolio
company exposes the Funds’ representatives, and ultimately the Funds, to potential liability. Not
all portfolio companies may obtain insurance with respect to such liability, and the insurance that
portfolio companies do obtain may be insufficient to adequately protect officers and directors from
such liability.

Conflicts of Interest

Arsenal and its related entities engage in a broad range of advisory and non-advisory activities,
including investment activities for their own account and for the account of others, and providing
transaction-related, investment advisory, management and other services to Funds and portfolio
companies. In the ordinary course of Arsenal conducting its activities, the interests of a Fund may
conflict with the interests of Arsenal, one or more other Funds, portfolio companies or their
respective affiliates. Certain of these conflicts of interest are discussed herein.

General

During the commitment period of the Funds, all appropriate investment opportunities will be
pursued by Arsenal principals through the Funds, subject to certain limited exceptions. Without
limitation, Arsenal principals may manage several other investments similar to those in which the
Funds may be investing, and for reasons set forth in the Partnership Agreements (e.g. no Arsenal
capital available to invest, etc.) may direct certain investment opportunities to those investments.
Arsenal principals and investment staff will manage and monitor such investments until their
realization. Such other investments that Arsenal principals may control may potentially compete
with companies acquired by the Funds. Arsenal principals may and will likely continue to spend
time on other opportunities and areas unrelated to the Funds’ investments, subject to limitations
set forth in the Partnership Agreements.

Multiple Clients in Same Investment

Investments by more than one client of Arsenal in a portfolio company may also raise the risk of
using assets of a client of Arsenal to support positions taken by other clients of Arsenal. When
and to the extent that employees and related persons of Arsenal and its affiliates make capital
investments in or alongside certain Funds, Arsenal and its affiliates are subject to conflicting
interests in connection with these investments. There can be no assurance that any Fund’s return
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from a transaction would be equal to and not less than another Fund participating in the same
transaction or that it would have been as favorable as it would have been had such conflict not
existed.

Investment opportunities may be appropriate for multiple Funds at the same, different or
overlapping levels of a portfolio company’s capital structure. Conflicts may arise in determining
the terms of each such investment, particularly where certain Funds are intended to invest in
different types of securities in a single portfolio company. Questions may arise subsequently as to
whether payment obligations and covenants should be enforced, modified or waived, or whether
debt should be refinanced or restructured. In troubled situations, decisions including whether to
enforce claims, or whether to advocate or initiate a restructuring or liquidation inside or outside of
bankruptcy, and the terms of any workout or restructuring may raise conflicts of interest,
particularly with respect to Funds that have invested in different securities within the same
portfolio company.

Investment Allocations

From time to time, Arsenal will be presented with investment opportunities that the Funds can not
complete on their own (e.g. limitations under the Partnership Agreements, industry concentration,
etc.). When such situation arises, Arsenal applies its Investment Allocation Policy in determining
which investment vehicles should participate in such investment opportunities, Arsenal may be
subject to conflicts of interest among the investors in such investment vehicles and the Funds.
Where necessary, Arsenal consults and receives consent to conflicts from an advisory board
consisting of limited partners of the applicable Fund and such other investment vehicles.

The Funds Investment Allocation Policy requires Arsenal to allocate investment opportunities first to
Arsenal Funds in a fair and equitable manner, consistent with its fiduciary obligations and underlying
documents, as applicable. To the extent such Arsenal Funds do not fully subscribe to the investment
opportunity, Arsenal may offer the opportunity to “Co-Investors” (e.g. Limited Partners in Arsenal Funds,
lenders, management teams and other parties with investment/industry experience, etc.). Arsenal does not
guarantee any Co-investors the right to invest in any particular transaction.

Participation in co-investments is limited to Co-Investors with the knowledge and experience in financial
and business matters necessary to make them capable of evaluating the merits and risks of the prospective
investment. Arsenal will determine, in its sole discretion, whether a Co-Investor is eligible to participate
in any specific co-investment opportunity; Arsenal’s conclusion will be based on which Co-Investors are
able to provide significant benefit to the investment opportunity.

ITEM9 DISCIPLINARY INFORMATION

Arsenal and its management persons have not been subject to any material legal or disciplinary
events required to be discussed in this Brochure.
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ITEM 10 OTHER FINANCIAL INDUSTRY ACTIVITIES AND AFFILIATIONS

ACM’s affiliates include the Funds’ General Partners and investment advisers. These affiliated
investment advisers operate as a single advisory business together with ACM and serve as
managers or general partners of private investment funds and other pooled vehicles and may share
common owners, officers, partners, employees, consultants or persons occupying similar
positions.

ITEM 11 CoDE OF ETHICS, PARTICIPATION OR INTEREST IN CLIENT
TRANSACTIONS AND PERSONAL TRADING

Arsenal Capital Management has adopted a Code of Ethics and Securities Trading Policy and
Procedures (the “Code”), which sets forth standards of conduct that are expected of Arsenal
principals and employees and addresses conflicts that arise from personal trading. Among others,
the Code requires employees to:

e Place the interest of the Funds above personal interests;

e Seek to identify conflicts of interest;

e Keep confidential all material nonpublic information;

e Not effect transactions based on material nonpublic information;

e Pre-clear transactions in initial public offerings and limited offerings of securities; and

e Report personal securities transactions and holdings.

Arsenal, its affiliates, principals and employees, may carry on investment activities for their own
account and for family members, friends or others who do not invest in the Funds, and may give
advice and recommend securities to vehicles which may differ from advice given to, or securities
recommended or bought for, the Funds, even though their investment objectives may be the same
or similar. The operative documents and investment programs of certain vehicles sponsored by
Arsenal may restrict, limit or prohibit, in whole or subject to certain procedural requirements,
investments of certain other vehicles in issuers held by such vehicles or may give priority with
respect to investments to such vehicles. Some of these restrictions could be waived by investors
(or their representatives) in such vehicles.

From time to time, the General Partners may borrow funds on behalf of their respective Funds and
contribute such borrowed amounts to their respective Funds as a special capital contribution for
investment, to be redeemed at a later date. Interest in connection with such borrowing is borne by
the limited partners consistent with the applicable Partnership Agreement. In borrowing on behalf
of the Funds, the General Partners are subject to conflicts of interest between repaying their
obligations and retaining such borrowed amounts for the benefit of their respective Funds. The
General Partners will engage in such borrowings in a manner they believe to be fair and equitable
to their respective Funds, and consistent with the General Partners’ obligations to their respective
Funds and the applicable Partnership Agreements.
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Employees must acknowledge understanding and agree to comply with the Code initially upon
employment and must certify on an annual basis that they have read and understand the Code and
have complied with it.

Employees who violate the Code are subject to disciplinary action including, but not limited to,
written warnings and termination of employment.

A copy of the Code will be provided to any investor or prospective investor upon request made to
the Chief Compliance Officer.

ITEM 12 BROKERAGE PRACTICES

Arsenal typically does not utilize broker-dealers to effect transactions of private companies and
generally purchase and sell such companies through privately-negotiated transactions. However,
the Funds may receive portfolio company shares registered for sale as part of a portfolio company’s
general distribution or Arsenal may buy or sell publicly traded securities. In these instances,
Arsenal may utilize a broker-dealer to effect these transactions.

Generally, Arsenal selects broker-dealers on the basis of best execution. “Best execution” does
not mean effecting transactions at the lowest possible commission rate, transaction costs and best
price, but includes a number of factors including, but not limited to, (i) execution capabilities with
respect to the relevant type of order; (ii) commissions charged; (iii) the reputation of the broker
being considered; (iv) responsiveness to requests for trade data and other financial information;
(v) experience in liquidating distributions from private equity funds; (vi) nature and size of the
transaction; and (vii) willingness to commit capital, access to a particular trading market, and
security conditions (e.g., liquidity, volatility, etc.).

Arsenal has discretion to determine without obtaining prior consent from the Funds the broker-
dealer to execute transactions and the commission rates or commission equivalents charged for
effecting the transaction.

Research and Other Soft Dollar Benefits: Arsenal does not obtain proprietary and third-party
research services or products with the Funds’ commissions or “soft dollars.”

Brokerage for Client Referrals: Arsenal does not consider investor referrals in selecting broker-
dealers.

Directed Brokerage: Arsenal does not accept instructions to effect Fund transactions with certain
broker-dealers.

Cross Trades: From time-to-time, Arsenal may effect a purchase of a security for one or more
Funds at the same time as a sale of the same security for another Fund. Such transactions may be
effected to rebalance the positions held in the Funds’ portfolios in order to achieve uniform results
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among Funds, to take into account Funds’ cash flows or to comply with investment guidelines and
restrictions. Such transactions, at Arsenal’s discretion, may generally be effected at a price and
time as it deems appropriate under the circumstances.

Principal Transactions: “Principal transactions” are generally defined as transactions where an
adviser, acting as principal for its own account or the account of an affiliated broker-dealer, buys
from or sells any security to any advisory client. Arsenal is neither registered as, nor is affiliated
with, a broker-dealer.

Aggregation and Allocation: Generally, aggregation of the purchase and sale of securities for the
Funds does not apply as investments are primarily in private equity securities.

However, where practical and appropriate, Arsenal will generally aggregate orders for Funds
transacting in the same publicly traded security and will generally allocate the purchase or sale of
such security or proceeds to the Funds in the order based on an average price and on a pro rata
basis if the order is partially filled.

ITEM 13 REVIEW OF ACCOUNTS

The investments made by the Funds are generally private, illiquid and long-term in nature.
Accordingly, the review process is not directed toward a short-term decision to dispose of
securities. However, ACM’s investment professionals closely monitor companies in which the
Funds invest. These reviews include, but are not limited to, reviewing the operational and financial
performance as well as strategic direction of each portfolio company in that the respective Fund
has invested.

The Funds provide to their limited partners (i) annual GAAP audited and quarterly unaudited
financial statements, (ii) annual tax information necessary for each limited partner’s tax return and
(iii) annual and quarterly reports providing a narrative summary of the status of each portfolio
company investment.

ITEM 14 CLIENT REFERRALS AND OTHER COMPENSATION

As discussed in Item 5, certain operating professionals of Arsenal (both Arsenal employees and
outside contractors) may provide services to Fund portfolio companies as employees (e.g. Chief
Executive Officer), advisors (e.g. sourcing agent; member of the board of directors), in a
“seconded” capacity (e.g. interim management), consultants or in support for operational projects
(e.g. functional experts focused on operations, sales & marketing, etc.). In these situations, either
Arsenal or the operating professional may receive compensation for such services, including
commissions associated with the sourcing of investments. Portfolio Company Services provided
in this context are compensated at market rates and are above and beyond the scope of a standard
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management services agreement; therefore, as provided in the Partnership Agreements, such
compensation is not offset against Management Fees. See “Fees and Compensation.”

Arsenal has entered into placement agent arrangements pursuant to which it compensates
placement agents for referrals that result in a potential investor becoming a limited partner in a
Fund. Any fees and expenses payable to placement agents will be paid by the applicable Fund but
borne by Arsenal indirectly through an offset against the Management Fee.

ITEM 15 CUSTODY

ACM is deemed to have custody by virtue of the fact that it or a related person serves as General
Partner or Managing Member of certain private funds. The SEC’s Custody Rule sets forth certain
requirements for the safekeeping of client assets.

ACM’s policy is to have the Funds audited annually by an independent auditor registered with and
subject to regular inspection by the Public Company Accounting Oversight Board, and to distribute
copies of the audited financial statements prepared in accordance with U.S. Generally Accepted
Accounting Principles (“GAAP”) to Fund investors within 120 days of the end of a Funds’ fiscal
year.

In addition, upon the final liquidation of a Fund, ACM will obtain a final audit and distribute
audited financial statements prepared in accordance with GAAP to Fund investors in the liquidated
Fund promptly after completion of the audit.

ITEM 16 INVESTMENT DISCRETION
ACM has discretionary authority to manage investments on behalf of the Funds.

ACM assumes this discretionary authority pursuant to the terms of the limited partnership
agreements and powers of attorney executed by the limited partners in the Funds. As a general
policy, ACM does not allow clients to place limitations on this authority. The Funds’ General
Partner may enter into Side Letter agreements with certain limited partners whereby the terms
applicable to such limited partner’s investment in the applicable Fund may be altered or varied
including, but not limited to, the right to opt-out of certain investments for legal, tax, regulatory or
other reasons.

ITEM 17 VOTING CLIENT SECURITIES

Arsenal has discretionary authority to vote proxies on Fund securities.

Arsenal may represent a Fund by its representation on the board of directors of a Fund’s portfolio
company. In such circumstance, Arsenal typically is involved in establishing the agenda and
matters to be voted upon by shareholders. Accordingly, in these situations, Arsenal typically will
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vote with management. Arsenal exercises its discretion with respect to the voting of proxies in a
manner that is intended to serve the best interests of the Fund.

In the event that there is or may be a conflict of interest in voting proxies, Arsenal may address the
conflict using several alternatives including, but not limited to, seeking the approval or
concurrence of the applicable Fund’s advisory board on the proposed proxy vote or through other
alternatives.

Fund investors may obtain a free copy of Arsenal’s Proxy Voting Policy, as well as relevant proxy
voting records, upon written request to the Chief Compliance Officer.

ITEM 18 FINANCIAL INFORMATION

Arsenal Capital Management has never filed for bankruptcy and is not aware of any financial
condition that is expected to affect its ability to manage client accounts.
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