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This brochure provides information about the qualifcations and business practices of
Katonah Debt Advisors, L.L.C. If you have any quesons about the contents of this
brochure, please contact us ainfo@kcapfinancial.com The information in this brochure
has not been approved or verified by the United Stas Securities and Exchange
Commission (the “SEC”) or by any state securities athority. Additional information
about Katonah Debt Advisors, L.L.C. is also is avdable on the SEC’s website at
www.adviserinfo.sec.gov.

From time to time Katonah Debt Advisors, L.L.C. mayer to itself as a “registered investment
adviser.” Registration with the SEC does not iy esay constitute an endorsement by the SEC
of an investment adviser’s skill or expertise. tRar, registration does not imply or guarantee
that a registered adviser has achieved a certail lef skill, competency, sophistication,
expertise or training in providing advisory serdds its clients.



ITEM 2 MATERIAL CHANGES

Katonah Debt Advisors, L.L.C. KDA” or the “Firm”, including investment adviser
affiliates) is required to identify and discuss aral changes made to this brochure since its last
annual update, filed on March 31, 2014. There Haaen no material changes since the last
annual filing of the previous brochure and thisdmare contains certain clarifying changes,
enhanced disclosure, and routine annual updatesseTimclude disclosure about relationships
with our affiliates, conflicts of interest, and ta&n risk factors related to recent legal and
regulatory developments.



ITEM 3

TABLE OF CONTENTS

ITEM 2

ITEM 3

ITEM 4

ITEM 5

ITEM 6

ITEM 7

ITEM 8

ITEM 9

ITEM 10

ITEM 11

ITEM 12

ITEM 13

ITEM 14

ITEM 15

ITEM 16

ITEM 17

ITEM 18

Material CRANGES ...... oo e e 2
Table Of CONLENLS ... et e e e e e e e 3
AVISOIY BUSINESS .....ieieeiiiieieei et oottt e e e et e e e et e e e e eaaa e e e e e e eaaa e eeeennnaeens 4
Fees and COMPENSALION .........uiiiiit s oot e e e e et e e e eat e e e eet e e e e e eeannaeeeeennaaaenes 4
Performance-Based Fees and Side-By-Side Management..............ccceoiviiveiiineerennnnn. 5

TYPES OF ClIENTS. ...t e e e e e e e e e e e eeeaenns 6
Methods of Analysis, Investment Strategies antk RIS 0SS ..............evvvvivmiiviiiiiiiiiinnnnnns 6

Disciplinary INformation............cooeuuii e 14
Other Financial Industry Activities and Affiliaids ..............cccoociiiiiiiiiiiiiii e, 15

Code of Ethics, Participation or Interest in Cliénansactions and Personal Trading..........
20 =] = 1o [l o = o £ o] = PP 18
REVIEW Of ACCOUNTS ...ttt emmm e ettt e ettt e e e e e e e e e e e e eenes 20
Client Referrals and Other COmMPeNnSation ........cc....oiiiiiiiiieriiiieeeeie e eeee e 20

O 110 0 Y 20
INVESTMENT DISCIELION .....cciiieiiiii e ettt e et e ettt e e e e e e e e e eeeeenes 20
VOtNG CHENE SECUITIES ...t e e e e e e eeeeens 21
Financial INfOrmMation ...........cooooiiiii e e eeees 21



ITEM 4 ADVISORY BUSINESS

The Firm is a Delaware limited liability companyuftded on June 7, 2005. The Firm’s principal
place of business is in the State of New York. Fhe's principal owner is KCAP. KCAP is a
business development company, a form of registenagstment company under the Investment
Company Act of 1940. KCAP is publicly held and stsares are listed on the NASDAQ stock
exchange.

The Firm provides investment advisory servicesriegistered, private investment funds. Each
fund is a “Collateralized Loan Obligation” or “CLQdrivate fund. The Firm acts directly as
investment adviser Collateral Manager’) of certain of the funds. The Firm also acts as
sub-investment adviser to other funds under agreemeith the fund’s Collateral Managers,
special purpose entities who are also wholly owlmgd&CAP. The investment portfolios of the
funds comprise corporate debt instruments and aiha@lar investments, as more fully described
in “Item 8 — Methods of Analysis, Investment Staés and Risk of Loss.” The Firm’s clients
currently include Katonah 2007-1 CLO LTD, Katonah €LO LTD, Katonah VIII CLO LTD,
Katonah IX CLO LTD and Katonah X CLO LTD.

The Firm at this time does not offer any other stagent advisory services nor does it provide
financial planning services. The Firm complieshaiitvestment restrictions and guidelines that
are included in the governing documents and/othe dffering documents of its private fund
clients. These guidelines identify the investmeinjective and strategy or strategies employed,
types of permitted investments and related reginst

As of December 31, 2014 the Firm managed totaltasse$711,753,613 on a discretionary
basis.

The Firm’s primary focus for its investment manageinservices is interest-bearing corporate
debt instruments and other similar investments.

ITEM 5 FEES AND COMPENSATION

The following provides a general description ofsfeeompensation and expenses of the CLO
private funds. The governing documents and ofteidocuments of the CLO private funds
describe the fees, compensation and expensesategetail.

As compensation for the portfolio management obbgs under the relevant agreements related
to CLOs, the Firm receives fees for its investmaawisory services. There are two types of
fees: management fees and incentive fees.

Funds that retain the Firm directly as Collaterardger pay fees based on the total principal
amounts of their portfolio investments in debt séms. The funds pay their investors and their
service providers, including the Firm, according dstablished priorities. The source of
payments is investment returns from portfolio irmesnts. The Firm's management fee is paid
at two different priorities; one prior to paymeritasnounts payable to senior investors and one
subsequent. Generally, the “Senior Collateral Manzent Fee” and the “Subordinated
Collateral Management Fee” rate is equal to appmately 0.5% per annum of portfolio assets.



Fees are paid by the fund quarterly in arrearsontprmination of the investment management
agreement (theCollateral Management Agreement) for any reason both the Senior and

Subordinated Collateral Management Fees will bergbed for any partial period between

guarterly payment dates.

Funds that retain the Firm as Collateral Managey also pay incentive fees. Payment of this
fee depends on whether the fund has met all spagment obligations and whether the fund has
met certain minimum standards of investment retuth respect to one or more junior classes of
securities. Generally, the incentive fee is eqad@0% of the amount available for distribution
by the fund once all prior payment obligations sasfied, and is paid in arrears.

When the Firm serves as a sub-investment managéeloalf of Collateral Managers to other
funds, the Collateral Managers pay the Firm a mamasnt fee calculated by an agreed-upon
rate.

Clients may invest in securities and other asd&s are illiquid and lack a readily assessable
market value.

The Firm may also waive fees to funds under ced@oumstances.

In the event of a termination of an advisory cocttréhe Firm may be compensated pro rata for
the period for which advisory services were rendere

Neither the Firm nor any of its supervised persactepts compensation for the sale of securities
or other investment products.

The funds do incur and may be responsible for atiRpenses separate and apart from the Firm’s
investment management or performance fees. Thesfuathburse the Firm for expenses
incurred by the Firm in the performance of its sgg and these expenses typically may include:
(1) costs and expenses with respect to any workestructuring, recapitalization, amendment,
waiver or consent of or with respect to certainestyents and the protection or enforcement of
rights thereunder; (2) costs and expenses in coipnewith the acquisition of director and
officer insurance; (3) legal, custodial, accountimgdit and related costs and expenses; (4)
expenses incurred in obtaining credit ratings ovestments; and (5) certain other fees and
expenses that may be authorized under a fund’srgimgedocuments or investment management
agreement.

Please also refer to “Brokerage Practices” undam L2 of this brochure for more information
regarding the transaction costs that clients vetirb

ITEM 6 PERFORMANCE -BASED FEES AND SIDE-BY-SDE M ANAGEMENT

As described above in Item 5, the Firm may be corsgied by its clients based on incentive
fees. This compensation may create an incentivetie Firm to make riskier or more

speculative investments than the Firm would makehéabsence of such compensation. The
Firm has strict investment guidelines that limie ttypes of assets it can acquire for client
accounts, including the perceived creditworthine$ssuch assets. In addition, the Firm’s



affiliate, KCAP, has a significant amount of capitavested in the funds, which serves to align
the interests of the Firm with the funds.

In addition, the Firm may receive performance-bafesd from the CLO private funds that it
serves as sub-investment manager to the Colld#aahgers for those funds. The fact that the
Firm receives incentive compensation from some raitall of its CLO private fund clients
presents a potential conflict of interest: ThenfFicould generate more revenue for itself if it
favors the CLO private funds from which it receivesentive compensation over the other
sub-advised CLO private funds. The greatest piatesturce of favoring one over another is the
selection of investments for the fund portfoliodzor example, if the Firm chooses better
investment opportunities for the CLO private furnidserves as Collateral Manager in order to
increase the likelihood of receiving incentive ca@mgation, the performance of the CLO private
funds it serves as sub-investment manager mayrsuffe

The Firm addresses this potential conflict of iaserthrough its Investment Allocation Policies
and Procedures designed to allocate investmentroppities in a manner that is fair and
equitable. The basic principle is allocation opogunities according to “optimum investment
amounts” for each client based on criteria suclnasstment objectives, diversification, cash
flow, liquidity requirements and asset allocati@mngets specific to each directly advised and
sub-advised private fund. If the desired totakstment for all clients is unavailable the lesser
amount generally is allocated among clients pra kased on the optimum investment amount
for each. Exceptions to the above pro rata alionatre made in certain instances for good
cause, but in all cases the allocation must be dad@ equitable over time. Exceptions are
specifically approved on a case-by-case basishdtld also be noted that although the Firm acts
as a sub-advisor to other CLO private funds, tiesds, like the Firm, are also solely owned by
KCAP, and thus the financial performance of therFand its affiliate manager/advisor entities
are to the benefit of one direct owner.

ITEM 7 TYPES OF CLIENTS

The Firm provides discretionary investment managerservices to private fund clients known
as CLO private funds. These private funds areregistered under federal securities laws and
generally are only offered to investors that arg ‘dccredited investors” as defined under
Regulation D of the Securities Act of 1933, as ateen(the 1933 Act) and either “qualified
clients” as defined under the Investment Advisets & 1940, as amended (th&dvisers Act’)

or “qualified purchasers” as defined under the streent Company Act of 1940, as amended or
(2) not U.S. Persons as defined under Regulatiaf the 1933 Act. The CLO private funds
have varying minimum investment amounts as destiioéhe funds governing documents.

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

The Firm performs a thorough credit analysis omass whose debt (or other securities) it
considers for an investment. This will include sidleration of the cyclical nature of the credit
markets and the issuer’s position and access titcre

The Firm will also perform a thorough credit anaysf the issuer, including analysis of the debt
structure of the company and the priority of thenPs investment. This analysis will include



detailed review of creditworthiness of the borroveed of the collateral, if any, securing the
loan. The Firm will analyze the issuer’s expeatadh flow together with a top-down review of
the issuer’s credit structure. The Firm expectt this analysis will inform its decision of
whether to invest on behalf of its clients.

The Firm will generally recommend investments in iteth States dollar denominated
commercial loans, including participation and assignt interests therein, or high-yield
corporate and other debt obligations, includingtisgtic securities and asset-backed securities.
The Firm expects to invest heavily in interest-bgpidoans and other instruments, which are
expected to provide sufficient income to pay thenest to creditors, pay the Management Fee
and expenses and potentially provide additionalrnstto investors. The types of instruments in
which the Firm may invest are generally limitedptamarily interest-bearing instruments. The
instruments that the Firm recommends must also rgpemeet certain standards for
creditworthiness, including having received certaitings from third party ratings agencies.

Risks of the Firm’'s Investment Program

Investors and creditors should be aware of cerspecial risk factors relating to the Firm's
investment strategies and securities recommendéé. following explanation of certain risks is
not necessarily exhaustive, but rather highligloisies of the more significant risks involved in
the Firm’s investment strategies. Investors shaalefully review their offering circulars and
the other governing documents of the funds, whiay contain additional explanations of risks
not discussed below.

Dependence on Key Personnel

The Firm’s investment program is highly dependemtlee financial and managerial experience
of its personnel. The loss of one or more of tieghviduals managing the Firm could have a
significant material adverse effect on clients’'fpamance.

Default Rates of Commercial Loans and High-Yield ceities

There are varying sources of statistical defaule i@ata for commercial loans and high-yield
securities and numerous methods for measuring leéas. The historical performance of the
loan market or high-yield market is not necessandlicative of its future performance. Should
increases in default rates occur with respect ¢otype of investments comprising the portfolio
collateral, the actual default rates of the potfabllateral may exceed the rates anticipated by
the Firm.

The Firm May Have Limited Access to Information abbPrivately Held Companies in which
the Funds Invest

The Firm, on behalf of the funds, makes the funagest significantly in privately-held
companies. Generally, little public informationsg about these companies, and the Firm relies
on the ability of its investment professionals totaon adequate information to evaluate the
potential returns from investing in these companieBhese companies and their financial
information are not subject to the Sarbanes-Oxletydk 2002 and other rules that govern public



companies. If the Firm is unable to uncover altanal information about these companies, it
may not make a fully informed investment decisiand the fund may lose money on its
investment.

The Firm and Investors Will Have Limited Control dhe Administration and Amendment of
Portfolio Loans

The Firm will exercise or enforce, or refrain fraaxercising or enforcing, any or all of its rights
in connection with any loan held in the portfoliollateral (each, aPortfolio Loan”) or any
related documents or will refuse or accept amendsnenwaivers of the terms of any Portfolio
Loan and related documents in accordance withussotnary business practices as if the Firm
were administering the Portfolio Loans for its oagtount. The authority of the Firm to change
the terms of the Portfolio Loans will generally no¢ restricted by the fund’s governing
documents. Further, holders of any notes, prefesieares or securities (collectively, the
“Notes) issued by the Firm’'s CLO fund clients have nghits to compel the Firm to take or
refrain from taking any actions other than in ademce with its customary business practices.

The terms and conditions of the loan agreementsralatied assignments may be amended,
modified or waived only by the agreement of thedkns. Generally, any such agreement must
include a majority or a super majority (measuredobystanding loans or commitments) or, in

certain circumstances, a unanimous vote of theelesndConsequently, the terms and conditions
of the payment obligation arising from loan agreetaeould be modified, amended or waived

in a manner contrary to the preferences of the Fagrthe case may be, if a sufficient number of
the other lenders were to concur with such modifiea amendment or waiver. There can be no
assurance that any obligations arising from a lagreement will maintain the terms and

conditions to which the Firm originally agreed.

The exercise of remedies may also be subject todteof a specified percentage of the lenders
thereunder. The Firm will have the authority tonsent to certain amendments, waivers or
modifications to the Portfolio Loans requested bligmrs or the lead agents for loan syndication
agreements. The Firm may, in accordance withntestment management standards and
subject to the transaction documents, extend @ardké maturity, adjust the outstanding balance
of any Portfolio Loan, reduce or forgive interestfi@es, release material collateral or guarantees,
or otherwise amend, modify or waive the terms of aexlated loan agreement, including the
payment terms thereunder. The Firm will make sdeterminations in accordance with its
customary investment management standards, anccdardance with a fund’s governing
documents. Any amendment, waiver or modificatidradortfolio Loan could postpone the
expected maturity of the Notes and/or reduce #wdiliood of timely and complete payment of
interest or principal under the Notes, as wellhestiming and amount of payments to holders of
the Notes.

Sale of Portfolio Collateral by the Firm under Cexin Circumstances

The Firm may only direct the disposition of porifolcollateral under certain limited
circumstances, as outlined by a fund’s governingudeents. More specifically, the Firm may
direct the disposition of portfolio collateral thatequity, has defaulted (as defined in the Notes’
offering circulars) or based on certain other cbods. Furthermore, the Firm’s ability to



dispose of portfolio collateral may be subject teaer restrictions if the rating of any series of
Notes is downgraded. Notwithstanding such restnst and satisfaction of the conditions set
forth in the funds’ governing documents and Notd&ring circular, sales and purchases by the
Firm of portfolio collateral could result in lossey the Firm, which losses may result in the
reduction or withdrawal of the rating of any or alf the Notes. On the other hand,

circumstances may exist under which the Firm mdbe that it is in the best interests of the

Firm to dispose of portfolio collateral, but therrRiwill not be permitted to do so under the

restrictions and conditions of the Indenture.

The market value of the portfolio collateral wilkkmerally fluctuate with, among other things,
general economic conditions, world political everdevelopments or trends in any particular
industry, the conditions of financial markets am@ financial condition of the issuers of the
portfolio collateral. As a result of these factaagund may be subject to losses upon the sale of
portfolio collateral.

Interest Rate Risk

The Notes generally will bear interest at a ratseddaon LIBOR, as described in the Notes’
offering circulars. While most of the portfolio laderal will bear interest at floating rates, some
of the portfolio collateral may bear interest atefi rates. Further, the obligors under the
Portfolio Loans which are floating rate collatenady choose different interest indices than the
London interbank offered rate for three-month WiSllar deposits or the interest rates on the
floating rate collateral may be determined or auesnts may take effect on different dates than
is the case for the Notes.

Risks of Securities Recommended by the Firm

The Firm, on behalf of the funds, may invest iniesesecured loans, unsecured loans, second
lien loans, debtor-in-possession financings, delayiawdown loans and revolving bank loans.
Loans are not generally traded on organized exehangrkets but rather would typically be
traded by banks and other institutional investorgaged in loan syndications. The liquidity of
such instruments will therefore depend on the dduiof this market. Trading in loans is
subject to delays as the transfers may requirensxte and customized documentation, the
payment of significant fees and the consent oatient bank or underlying obligor.

The Firm, on behalf of the funds, may purchasei@pation interests @articipations”) in
loans in certain circumstances. Participationsl@ae-based agreements that provide exposure
to loans held by a third party (th&¢éller’). Participations held by the funds in a Sellgytation

of a loan typically result in a contractual relaship only with such Seller, not with the obligor
of the loan. The funds have a right to receivenpapts of principal, interest and any fees to
which they are entitled only from the Seller selitne Participation and only upon receipt by the
Seller of such payments from the obligor. In catio& with purchasing Participations, the
Firm, on behalf of the funds, generally will have mght to enforce compliance by the obligor
with the terms of the related loan agreement, ngrraghts of set-off against the obligor, and the
funds may not directly benefit from the collatesapporting such loan in which it has purchased
a Participation. As a result, the Firm, on belodithe funds, will assume the credit risk of both
the obligor and the Seller. In the event of insoby of such Seller, any fund that has purchased



a Participation from such seller, may be treated general creditor of the Seller, and may not
benefit from any set-off between such Seller and dbligor. When the funds hold a
Participation in a loan, the Firm on behalf of theds may not have the right to vote to waive
enforcement of any restrictive covenant breachedipybligor. Sellers voting in connection
with a potential waiver of a restrictive covenamyrhave interests different with those of the
Firm and such Sellers may not consider the interalsthe Firm in connection with their votes.

The Firm may also, on behalf of the funds, purchiasas initially made by other parties
(“Assignments). The purchaser of an Assignment typically secteeto all the rights and
obligations of the assignor of the loan and becomlesder under the loan agreement and other
operative agreements relating to the loan. Assemmare, however, arranged through private
negotiations between potential assignees and patasisignors, and the rights and obligations
acquired by the purchaser of an Assignment magrdifom, and be more limited than, those
held by the assignor of the loan. In contrast lte tights of the funds as owners of a
Participation, the funds, as an assignee, will galyehave the right to receive directly from the
obligor all payments of principal, interest and af@es to which it is entitled. In some
Assignments, the obligor may have the right to it to make payments to the assignor with
respect to the assigned portion of the loan. khsacase, the assignor would be obligated to
receive such payments as agent, on behalf of thesfuand to promptly pay over to the funds,
such amounts as are received. As a purchaser éssignment, the Firm, on behalf of the
funds, typically will have the same voting rights ather lenders under the applicable loan
agreement and will have the right to vote to waaméorcement of breaches of covenants. The
Firm, on behalf of the funds, will also have themsarights as other lenders to enforce
compliance by the obligor with the terms of thenlaegreement, to set-off claims against the
obligor and to have recourse to collateral suppiyhme loan. As a result, the funds may not bear
the credit risk of the assignor and the insolvesicgn assignor of a loan should have little effect
on the ability of the funds to continue to recgpgyments of principal, interest or fees from the
obligor. The Firm, on behalf of the funds, wilpwever, assume the credit risk of the obligor.
Non-performing loans may require substantial wotkoegotiations or restructuring that may
entail, among other things, substantial costs asdhstantial reduction in the interest rate, a
substantial write-down of the principal and/or d&antial extension of the amortization and/or
maturity date of the loan. Any such reduction,texdown or extension will likely cause a
significant decrease in the interest collectiongtenloan and any such write-down or extension
will likely also cause a significant decrease ia grincipal collections on the loans.

The Firm, on behalf of the funds, may invest inegdmcked securities that are subordinate in
right of payment and rank junior to other secusitieat are secured by or represent an ownership
interest in the same pool of assets. In additibe,underlying documents for certain of such
asset-backed securities provide for the diversigpagments of interest and/or principal to more
senior classes when the delinquency or loss expmrief the pool of assets underlying such
asset-backed securities exceeds certain levelspplicable overcollateralization or interest
coverage tests are not satisfied. In certain pigtances, payments of interest on such securities
may be reduced or eliminated for one or more payrdates, which may result in a loss of
interest income, principal or both. As a resultled foregoing, such subordinated asset-backed
securities have a higher risk of loss than mordosetasses of such securities. Additionally, as
a result of the diversion of cash flow to more sewiasses, the average life of such subordinated
asset-backed securities may lengthen. Subordiredset-backed securities generally do not
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have the right to trigger an event of default otevon or direct remedies following a default until
the more senior securities are paid in full. Hindbecause subordinated asset-backed-securities
may represent a relatively small percentage ofsihe of the asset pool being securitized, the
impact of a relatively small loss on the overallopanay be substantial on the individual
asset-backed security.

The corporate and other debt obligations investellyithe funds may be unsecured, may have
been issued in connection with highly leveragechdaations and/or may be subordinate to
certain other obligations of the issuer(s). A lowating of such obligations reflects a greater
possibility that adverse changes in the financaldition of an issuer or in general economic

conditions or both may impair the ability of thesuer(s) to make payments of principal and
interest. To the extent that a default occurs wapect to any security the Firm recommends, it
is highly unlikely that the proceeds will be eq@althe unpaid principal and interest thereof,

which could result in losses for fund clients. dddition, future periods of uncertainty in the

United States economy and the economies of othamtges in which issuers are domiciled and

the possibility of increased volatility and defardtes in the high-yield sector may also adversely
affect the price and liquidity of high-yield bonubsthis market.

In addition, the Firm may recommend certain synthe¢curities for the funds insofar as such
synthetic securities are suitable investments, efsyetl in the funds’ governing documents.
Investments in such types of assets through thehpsae of synthetic securities present risks in
addition to those resulting from direct purchasdssoch synthetic securities’ reference
obligations. With respect to synthetic securitid®e funds will usually have a contractual
relationship only with the counterparty of suchtéic security and not the reference obligor
on the reference obligation. The Firm, on beh&ftiad clients, generally will not have the right
to directly enforce compliance by the referenceigaobl with the terms of the reference
obligation, rights of set-off against the refereradgdigor nor any voting or other consensual
rights of ownership with respect to the referenbigation. The funds will not directly benefit
from any collateral supporting the reference oblagga and will not have the benefit of the
remedies that would normally be available to a éolof such reference obligation. In addition,
in the event of the insolvency of the counterpattg, funds may be treated as a general creditor
of such counterparty, and will not have any clainit@ with respect to the reference obligation.
Consequently, the funds will be subject to the itnesk of the counterparty as well as that of the
reference obligor. As a result, concentrationsyithetic securities entered into with any one
counterparty will subject the funds to an additicshegree of risk with respect to defaults by such
counterparty as well as by the reference obligor.

Risk Factors Relating to Regulatory and Other LegalConsiderations

Recent Legal and Regulatory Developments

In response to the global economic crisis, variagencies and regulatory bodies of the U.S.
federal government have taken or are considerikipgaactions to address the financial crisis.
These actions include, but are not limited to, ¢hactment of the Dodd-Frank Act, which was
signed into law on July 21, 2010, and which imposenew regulatory framework over the U.S.
financial services industry and the consumer creditkets in general.
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One such provision, Section 619 of the Dodd-Frack Aommonly referred to as the Volcker
Rule, contains certain prohibitions and restricsi@m the ability of a “banking entity"—which
includes insured depository institutions, bank m@gdcompanies, foreign banking entities
regulated by the Federal Reserve Board and thspertive affiliates--and nonbank financial
company supervised by the Federal Reserve to erigageprietary trading and have certain
interests in, or relationships with certain privdtands (‘tovered funds). Under the final
regulations implementing the Volcker Rule, whichrevadopted in December 2013, many CLOs
will be covered funds if they invest, or are petadtto invest, in assets other than loans, certain
cash equivalents and interest rate or currency dsedgs a result, many banking entities,
including many U.S. and non-U.S. broker-dealer$aifiliated banks, may be unable to invest
in, or in some cases to make a market in, the g@suof CLOs in which we have invested,
which may reduce liquidity in these securities dral/e a material adverse effect on their
valuation. Moreover, the Volcker Rule regulationsynaffect the market for CLOs such that our
Asset Manager Affiliates may be unable to estaplshto obtain warehouse funding for, new
CLOs that would be covered funds. If our Asset MpgmaAffiliates establish CLOs that are
structured not to be covered funds and thus dgaohit investments in customary assets such
as corporate bonds, asset-backed securities ohetimtinvestments, and we invest in such
CLOs, the ability of our Asset Manager Affiliates tanage such CLOs will be constrained by
those limitations, which could materially adverselffect any investments we make in such
CLOs.

In October 2014, the SEC, the FDIC, the FederakResand certain other prudential banking
regulators adopted final rules that will mandatek rretention for securitizations, including
CLOs, beginning on December 24, 2016. Under thal fiisk-retentions rules, our Asset
Manager Affiliates (or a majority-owned affiliatef guch entities) may be required to hold
interests equal to 5% of the fair value of any Gilb®y sponsor (unless the CLO invests only in
certain qualifying loans) and would be prohibitednf selling or hedging those interests in
accordance with the limitations on such sales algbe set forth in the final rule. Our Asset
Manager Affiliates (or a majority-owned affiliatéd such entities, including the Company) will
need to have the requisite capital to hold sucér@sts as a condition to their ability to sponsor
new CLOs, and the restrictions on hedging suclraste may create greater risk with respect to
those interests.

Our Asset Manager Affiliates’ (or a majority ownadfiliate’s) investments in such CLOs, or
their inability to invest in such CLOs (and thusiity to sponsor them) could each have a
material adverse effect upon our business, regstitperations or financial condition.

In April 2010, the SEC proposed revised rules feses-backed securities offering&égulation

AB 11") that, if adopted, would substantially change thisclosure, reporting and offering
process for public and private offerings of assmtked securities, including CLOs. The
proposed rules, if adopted, would have requireditgant additional disclosures and would
have altered the safe-harbor standards for theatgriplacement of asset-backed securities to
impose informational requirements similar to thabat would apply to registered public
offerings of such securities. The application aftsinformational requirements to CLOs, which
have not historically been publically registerechswunclear. On August 27, 2014, the SEC
adopted a set of Regulation AB Il final rules thats limited to asset-backed securities that were
publicly registered. These rules impose changeedooffering process for publicly registered
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asset-backed securities and require disclosureamflevel data for a subset of classes addressed
in the proposed rules, but do not at this time mt® privately offered CLOs. However, the
SEC has indicated that many aspects of the rulegsads, including the expansion of loan-level
or grouped data disclosure requirements to additiasset classes and the possible application
of the rules to private offerings of securitiesmeen under active consideration. The timing of
the adoption of any additional final rules, theppécation to privately offered securities in
general and to CLOs in particular, the cost of cliempe with such rules, and whether
compliance would compromise proprietary methods stategies of our Asset Manager
Affiliates, is currently unclear.

Other financial reform regulations, including reapidns requiring clearing and margining of
swap transactions, which may affect our abilitytwer into hedging transactions; changes in the
definition and regulation of commodity pool operat@and commodity trading advisors, which
could subject our Asset Manager Affiliates to addihl regulations; leveraged lending guidance
that may affect the ways in which banking instdas originate the loans in which we and our
affiliates invest; heightened regulatory capitatl diguidity requirements for banks that may
affect our ability to borrow on reasonable termsd aon-US regulations of financial market
participants that may overlap, expand upon or bengistent with US regulations may all have
material adverse effects on our business.

Given the broad scope and sweeping nature of ttiesmeges (including, but not limited to, the
Dodd-Frank Act) and the fact that final implemegtiules and regulations have only recently
been , and in some cases, have not yet been entdetqubtential impact of these changes on the
CLO funds is unknown, and no assurance can be thade¢he impact of such changes would
not have a material adverse effect on the marKetabif the CLO funds, the ability of the
noteholders of the CLO funds to maintain an investinin the CLO funds or the treatment of the
CLO funds for purposes of regulatory capital deiaations.

FDIC Rules Affecting Large U.S. Banks

On April 1, 2013, the Federal Deposit Insurance pSaation's (‘FDIC”) final rule on
assessments for large U.S. banks (i.e., banks$ibhbillion or more in total assets, referred to
below as large banks’) became effective. The rule amends the definibbthigher risk assets”

to include securitization transactions where 50%nore of the underlying pool are themselves
higher risks assets, such as certain types of coomhend industrial loans made to finance
buyouts, acquisitions and capital distributionsigher risk C&I Loans”). Since FDIC rules for
large banks require that such banks determine dlegiosit insurance premium by reference, not
to deposits, but to the bank’s assets and certaandial ratios, the reclassification of these
securitizations as “higher risk assets” could lgadn increase in the deposit insurance premiums
such large banks would otherwise pay, in some caglestantially. There can be no assurance
that the collateral obligations underlying the Ck€xrurities that are higher risk C&l Loans will
not, in the aggregate, be above the 50 percenshbld described above. The rule applies to
securitizations issued on or after April 1, 2018¢lgitization transactions that closed prior to
April 1, 2013 are unaffected by the rule. It is gibfe that the rule may reduce liquidity for the
CLO securities in the secondary market and may béwer effects that are difficult to predict at
this time.
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Insolvency Considerations Under U.S. Federal Banktay Law

Various laws enacted for the protection of debtwrsreditors may apply to the CLO securities
under U.S. federal bankruptcy law. If a court wierénd that the obligor of a CLO fund did not
receive fair consideration or reasonably equivalgatue for incurring the indebtedness
constituting the CLO securities and, after givirffget to such indebtedness, the obligor (i) was
insolvent, (ii) was engaged in a business for wiltslemaining assets constituted unreasonably
small capital or (iii) intended to incur, or belethat it would incur, debts beyond its ability to
pay such debts as they matured, the court coultlidate, in whole or in part, the indebtedness
as a fraudulent conveyance, subordinate the indeéss to existing or future creditors of the
obligor or recover amounts previously paid by theigor in satisfaction of the indebtedness.
There can be no assurance as to what standardtaraud apply in order to determine whether
the obligor was “insolvent.” In addition, in thgemt of the insolvency of an obligor of a CLO
security, payments made on the CLO securities doelsubject to avoidance as a “preference” if
made within a certain period of time (which maydselong as one year and one day) before
insolvency.

A U.S. bankruptcy court may be able to recapturgnmeats that are determined to be
“avoidable” (whether as a preference or otherwet)er from the initial recipient (such as the
Issuer) or from subsequent transferees of such @atg{such as the owners of the Securities).
To the extent that any such payments are recapfuvadthe Issuer, the resulting loss will be
borne by the holders of the CLO securities fundirb@gg with the CLO securities as the most
junior classes. A court in a bankruptcy or insatwe proceeding would be able to direct the
recapture of payments from a holder of a CLO ségwonly to the extent that it has jurisdiction
over the owner or its assets. Moreover, it is jikéhat avoidable payments could not be
recaptured directly from an owner that has giveluezan exchange for its securities, in good
faith and without knowledge that the payments wam@dable. Nevertheless, since there is no
judicial precedent relating to a structured tratisacsuch as the CLO funds there can be no
assurance that an owner of the CLO securitiesh&ithble to avoid recapture on this or any other
basis.

ITEM 9 DISCIPLINARY |INFORMATION

The Firm must disclose all material facts regarding legal or disciplinary events that would be
material to its clients’ or prospective clients’atwation of its advisory business or the integrity
of the Firm’s management.

The Firm is a wholly owned portfolio company of KA

In November 2012, KCAP reached a final settlemeith the SEC on a proceeding against it
and certain of its current and former employeesolwng the SEC investigation into the 2008
and 2009 valuations of certain of KCAP’s investrseand the valuation methodology and
procedures used by KCAP to value its investmenis o 2010. The SEC determined that
KCAP violated certain reporting, books and recoraisd internal controls provisions of the
federal securities laws. Under the terms of thdeseent, KCAP did not admit or deny any
finding by the SEC and will not pay any penaltyather monetary amounts. The SEC also
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reached settlements with two current executiveceff and one former executive officer of
KCAP, each of whom agreed to pay certain civil ntanepenalties.

The Firm was not the subject of the SEC investigathat gave rise to the SEC order. One of
the Firm’'s Vice-Presidents is one of the two currerecutive officers of KCAP mentioned
above.

ITEM 10 OTHER FINANCIAL INDUSTRY ACTIVITIES AND AFFILIATIONS

Neither the Firm nor any of its management persanes registered, or have an application
pending to register, as a broker-dealer or a ragidtrepresentative of a broker-dealer.

Neither the Firm nor any of its management persanes registered, or have an application
pending to register, as a futures commission matcl@mmodity pool operator, commodity
trading advisor or an associated person of ani@aforementioned in this paragraph.

The Firm does not recommend or select other investiadvisers for its clients.
Material Relationships and Arrangements and Arrangents

Katonah X Management LLC and Katonah 2007-1 ManayerLC are each a relying adviser
of the Firm in accordance with SEC guidance unterAdviser's Act pursuant to the Firm’s

registration. The Firm and Katonah X Management ldrd Katonah 2007-1 Management LLC
are under common control, operated as a singlesimant advisory firm, and are subject to the
same code of ethics and compliance program, bowhath are administered by a single Chief
Compliance Officer, pursuant to the requirementthefAdvisers Act.

The Firm is a wholly owned subsidiary of KCAP, whis a business development company, a
type of closed-end investment company. The Firso glrovides investment management
services to two Collateral Manager subsidiaries enwnndirectly by KCAP: Katonah X
Management LLC and Katonah 2007-1 Management LKCAP also is the indirect owner of
Trimaran Advisors LLC and Trimaran Advisors Managem LLC, which also provide
investment management services to CLO private funidse same portfolio management team
manages the portfolios of all private funds mandaye8CAP subsidiaries.

Potential Conflicts of Interest: KCAP

Certain individuals are officers or employees ofhb&CAP and the Firm. Some of these
individuals have KCAP stock or compensation basedKG@AP stock that could theoretically
give them an incentive to favor KCAP at the expeotéhe Firm. In practice, however, any
such incentives are mitigated for the followings®as:

« The Firm is a significant part of KCAP’s balanceesh and contributor to net
investment income in the form of dividends that fhiem pays to KCAP from
time-to-time.

* The investment profiles of KCAP and the Firm arenptetely different and rarely
present a conflict:
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o0 The Firm generally invests in highly liquid, bropdyndicated senior secured
corporate debt

0 KCAP generally invests in highly illiquid mezzaniaed senior or junior secured
middle-market debt.

. Awards of KCAP stock to such employees are basdti@inperformance at both
entities on the duties that they perform for thaespective entities.

. Employees receive awards of KCAP restricted stouk Eptions), which vest
ratably over a three, four or five-year period (gsamade in 2014 have a four
year vesting period). These longer term vestingoge align the employees’
interests with the performance of both the Firm &@AP, not just one or the
other.

KCAP may from time to time invest in the same oni&r securities that the Firm selects for its
clients. If one consistently takes the more fabtganvestment opportunities, it would tend to
have better investment performance, to the dettimethe other. The more typical situation is
that where KCAP and the Firm invest in securitiéshe same issuer and their investments are
not in the same security. The Firm usually invastthe highly liquid senior securities of the
issues and KCAP invests in much less liquid junfomgezzanine” or equity securities of that
issuer. In the event that each may wish to inireshe same securities, KCAP and the Firm
address this potential conflict through its InvestinAllocation Policies and Procedures. These
policies and procedures establish reasonably obgestandards to determine how opportunities
are shared between KCAP and the Firm. For examplie event where KCAP and the Firm
receive a partial fill of joint-trade order or aloaation that is less than the full amount of the
joint-trade order, such a final traded amount @cakion will generally be split pro rata between
KCAP and the Firm. KCAP and the Firm may also tetecdivide the allocation in a manner
other than pro rata if determined to be in eactineif best interest to do so.

KCAP (for itself) and the Firm (on behalf of itsvaestment advisory clients) each have the
authority to purchase and sell investments dirdatiiyveen them. All purchases and sales must
be at an arm’s length basis and the investmentsadyiclient must approve each such
transaction. If KCAP is the client, it has the grtial capacity to approve transactions that favor
its own direct interest. If and when it does, KCARI the Firm address this conflict by using a
third party (typically an active dealer in such @stpion) to determine the appropriate buy and
sell price and execute the trade. In practice, dbeurrence of such sales is rare — KCAP
typically focuses on illiquid, middle-market seniovestments, and to a greater extent, junior or
mezzanine lien investments. Such issues are dgnerappropriate for inclusion in the CLO
private funds that the Firm manages, whose inva#isnare generally highly-liquid, broadly-
syndicated loans to major corporate issuers.

KCAP owns classes of junior securities in the CL@aie funds to which the Firm provides
services as Collateral Manager or as a servicegeoior the private fund’'s Collateral Manager.
Payments with respect to junior securities can bdaxonly when all senior payments have been
made. However, this risk is substantially mitighbs the fact that the potential negative effects
of such a higher degree of risk, if realized, Wikt and more heavily impact the junior securities
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owned by KCAP, as they would realize the “firstdds As such, these junior tranches would be
wiped out prior to those tranches in a more sepamition. If the Firm takes a greater degree of
risk in order to increase the likelihood that paytseare made to junior securities holders the
senior securities holders incur more uncertaingy their payments will be made. This risk is
also addressed through the investment requireramdtguidelines that govern investment of the
assets of the CLO private funds.

Potential Conflicts of Interest: Katonah X Managenent LLC and Katonah 2007-1
Management LLC

Collateral Managers of the CLO private funds aigilge for incentive management fees that
depend upon the investment performance of the fundéhe Firm provides investment
management services to each of these Collaterabdfaa on an agreed basis with the ability to
earn incentive fees, if any are achieved. The fia® the potential to increase its revenues if it
favors the CLO private funds for which it is Co#tel Manager over the others. The Firm and
each other Collateral Manager address this poteotiaflict through the Firm’'s Investment
Allocation Policies and Procedures. These poliaied procedures establish reasonably objective
standards to determine how opportunities are shanedare described in greater detail in the
preceding paragraph of Iltem 10 of this brochure.

Potential Conflicts of Interest: Trimaran Advisors, L.L.C.

The Firm, Trimaran Advisors, L.L.C. Ttimaran”) and Trimaran Advisors Management,
L.L.C., through a common portfolio management teananage CLO private funds. The
compensation structures of the various funds agetichl or virtually identical, thus there is no
financial incentive to favor one fund or set of dsnover any other. At least theoretically one
such fund or set of funds conceivably could be =bastly favored in terms of investment
opportunities.

The Firm and Trimaran address this potential confof interest through the Investment
Allocation Policies and Procedures designed tocatl® investment opportunities in a manner
that is fair and equitable. The basic principlealfcation of opportunities according to
“‘optimum investment amounts” for each client basedcriteria such as investment objectives,
diversification, cash flow, liquidity requiremengsd asset allocation targets specific to each
directly advised and sub-advised private fund. ®eéow, ITEM 12 — BROKERAGE
PRACTICES

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

Code of Ethics and Personal Trading

The Firm has adopted and maintains a code of eftiiesCodé€’) identical to the code of ethics
adopted by KCAP, which is an advisory affiliate aswle owner of the Firm, by the special
purpose affiliates, Katonah X Management LLC andokah 2007-1 Management LLC, to
which the Firm provides sub-investment managememntces, and by Trimaran, which like the
firm, provides investment management services t® Qlrivate funds. The Code contains
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provisions designed to prevent improper persoraditg by covered employees, to identify
potential conflicts of interest and to provide achenism to resolve such conflicts for the
protection of the Firm’s clients. The Firm and KERAalso have adopted a separate insider
trading policy and procedure.

The Code applies to “Access Persons” — all Firm W@Ad\P officers, members and employees,
and any other individual who either makes, parsitéigs of has information relating to the Firm’s
purchases and sales of securities. The Code aeédrand restricts trading by Access Persons for
their personal accounts. Access Persons musbsgetheir beneficial ownership of any security
they recommend that the Firm purchase for clieaty; interest they have in acquiring an
account that holds such security and any otherdster relationship they have with the issuer of
the security. Access Persons also must obtairogppof their purchases and sales of securities.
The Code also addresses and restricts Access Beadility to receive or make gifts. The Code
includes reporting requirements and certificati@guirements to help to ensure compliance.
KCAP'’s Chief Compliance Officer is responsible &mministering the Code.

The Code is available on the KCAP website under ‘t@erporate Governance” tab at
http://www.kcapfinancial.com.

Participation or Interest in Client Transactions

The Firm’s Collateral Management Agreements andisuéstment management agreements
with affiliated Collateral Managers authorize itioy securities from, and to sell securities t®, it
clients. These agreements also authorize the téiranrange for buying and selling of securities
between clients, on the one hand, and a Firm a#iliKCAP (which controls the Firm) on the
other. Transactions such as these present acoofflinterest because the Firm and/or KCAP’s
interests may be directly contrary to client insése However, the agreements authorizing these
transactions require both that the transactiont Baran’s length” and that the client approve the
transaction.

The Firm has the ability but does not make a praadif engaging in principal transactions. The
Firm and its related persons may invest their pgabktunds in the CLO private funds the Firm
manages. In addition, certain employees of thenFHmnay own securities in their personal
accounts that the Firm may wish to acquire forciisnts. This presents a potential conflict of
interest because the employee’s interests mayrdiffd may be directly contrary to the clients’
interests. The Code regulates Access Person maslzand sales of these securities. The Code
requires Access Persons to disclose their ownerdtgpcurities if they recommend that the Firm
purchase those securities for clients. The Code piohibits personal trading when it would
conflict with the Firm’s trading on behalf of itéents, requires that employees gain preapproval
of all such trades and requires periodic reporihgll personal investments.

ITEM 12 BROKERAGE PRACTICES

The Firm considers a variety of factors in selegtbroker-dealers for client transactions and
determining the reasonableness of their compemsai® discussed in detail in the Firm’s “Best
Execution Policy” contained in the Firm’s compli@nmanual, the Firm considers factors such as
guality of execution, ability to effect the trantan, the broker’s or dealer’s facilities, repudeti
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and stability, willingness to commit capital, ovitreosts of a trade including commissions,
mark-ups and mark-downs and other factors. If Emen determines in good faith that any
commissions charged by a broker or the prices etbaby a dealer are reasonable in relation to
the value of services rendered, the funds may paymssions to such broker or prices to such
dealer that are greater than those another migingeh

Currently, the Firm does not enter into formal tsabllar” arrangements, consider client
referrals when selecting brokers or dealers, oeremtto or have any “directed brokerage”
arrangements with clients.

The Firm may, but is not obligated to, aggregateghirchase or sale of securities subject to best
execution. It is the policy of the Firm to fairllocate investment opportunities (to the extent
practicable) among funds, taking into consideraaonumber of factors including: (a) none of
the Firms’ funds were designed to, or have requemr@sito, invest in parallel with each other,
and (b) each fund has a unique set of governingumeats and applicable investing
requirements and limitations. The Firm will notkaallocation decisions based on relationships
with certain clients, fees or compensation.

If the Firm is presented with an investment oppatiuthat falls within the investment
objectives of more than one fund, the Firm wilbalite the opportunity among one or more of
such clients on a basis that the Firm determinegaad faith is appropriate, taking into
consideration such factors as client or fund-speaivestment objectives; the relative size of
each fund; the purchasing capacity of each furelrekative positions of client accounts in terms
of portfolio ramping; the perceived liquidity of amvestment; any restrictions or limitations on
investment; reasons of portfolio balance; any otlegisideration deemed relevant by the Firm.

Allocation decisions will be made by the portfohmanager(s) responsible for the purchase and
sale of investments for the respective funds inaamer that the manager deems to be equitable
under the circumstances (and which they reasoriadigve will be fair and equitable over time,
even though a specific trade or allocation may hidnee effect of benefiting one client over
another when viewed in isolation).

For a variety of reasons, including but not limitedthose reasons above, pro rata allocation of
investment opportunities is unlikely. The Firm da®t prescribe one specific manner in which

assets will be allocated among funds, and the Adsisnay use rotational, percentage or other
allocation methods, as permissible under a fund&pective governing documents or account
documents. In certain circumstances, the Firm gieg special consideration to certain clients

such as a new account (in a warehousing or ramphage) and/or a client with a substantial

amount of purchasing capacity, taking into consitlen the factors described above.

The Firm, in accordance with each client fund’s gyonng documents, is generally entitled to be
reimbursed by the fund clients for its pro-rata rehdbased on aggregate assets under
management to which such costs or expenses arealally or other considerations that the
fund’s manager may deem equitable) of all reasenatts and expenses whatsoever of the fund
incurred in connection with the negotiation andparation of CLO private fund agreements
(including such fees as those paid to legal adsisod accountants) and the performance of its
services under the CLO private fund agreementjdintg without limitation, any rating agency
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expenses, specialty and custom software expensegjiigence costs, reasonable fees of legal
counsel, tax and accounting services, consultardsad other reasonable costs and expenses at
any time incurred, including , without limitatiom connection with acquisition, origination,
holding, monitoring, marking to market, enforcemeaimendment, default, restructuring,
bankruptcy and disposition of any pledged securiiad investments in connection with, and
administration of, the CLO private funds.

ITEM 13 REVIEW OF ACCOUNTS

On a reqgular basis, the Firm's President, who isngnily responsible for the investment

recommendations made to clients, reviews the hgddiof the funds. Senior investment

professionals also review the Firm’'s holdings odadly basis against various risk parameters.
The results of this review are communicated dailykey investment and trading personnel,
including the President.

While the Firm has no formal parameters that tnigggiews on any other basis, investments are
reviewed regularly by the investment team and negubject to immediate review if a member
of the investment team deems that any substangaiteffecting such investment has occurred.

The unaffiliated trustee (who handles all securigynsactions, cash, documentation and custody)
for each private fund produces and posts to tressword-protected website monthly reports for
each fund.

ITEM 14 CLIENT REFERRALS AND OTHER COMPENSATION

The Firm does not engage third parties to soligints. The CLO private funds advised by the
Firm bear the cost of placement agents that adités purchasers of such funds’ Notes.

ITEM 15 CusTOoDY

The Firm does not have custody of client fundseausities.

ITEM 16 INVESTMENT DISCRETION

The Firm has discretionary authority to manage s&esi accounts on behalf of its clients. The
Firm’s clients are private CLO funds offered to Bispicated investors. The Firm enters into
Collateral Management Agreements with the fundg @p@ant the Firm this discretionary
authority. A confidential explanatory memorandwrwhich is delivered to each prospective
investor, describes the types of investments anddiions on the Firm’s investment discretion
in the form of risk management targets.

Client limitations include both limitations on thges of securities and instruments that may be
purchased and sold and risk management standatus applied in managing the investments.
Generally, the Firm’s investments are limited tdlatedenominated loans, high yield fixed
income securities, finance leases, synthetic ssesir{derivative financial instruments with
respect to debt instruments, e.g., swap transagtioand structured finance securities
(investments in pools of loans, receivables or otiiges of securities). Overall investments are
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subject to concentration limits based on such ghiag) the type of loan or investment, industry,
the identity of the obligor, quality rating, andettlomicile of the borrower.

ITEM 17 VOTING CLIENT SECURITIES

KDA currently has no authority to exercise proxyting rights with respect to client securities
and therefore does not have a proxy voting politg. the extent KDA in the future determines
to accept authority to vote client securities, iit adopt a proxy voting policy in accordance with
the requirements of the Advisers Act.

ITEM 18 FINANCIAL |NFORMATION

The Firm does not require or solicit prepaymenteafs six months or more in advance. The
Firm has discretionary authority over the investsdets held by its clients. The Firm has no
financial condition that is reasonably likely to peir its ability to meet its contractual
commitments to clients. The Firm is not currenlyr has it ever been the subject of any
bankruptcy petition.

21



