
 

Part 2A of Form ADV:  Firm Brochure (dated 08/14/2017) 

Item 1:  Cover Page 

Name of Investment Adviser: 

Metacapital Management, L.P. 

Address: City: State: Zip Code: Telephone number: 

152 W. 57th Street, 38th Floor New York NY 10019 (212) 300-0500 

Website: Fax number: 

www.metacapital.com (212) 300-0503 

 

This brochure (the “Brochure”) provides information about the qualifications and business practices of 

Metacapital Management, L.P. (the "Adviser"). If you have any questions about the contents of this 

Brochure, please contact us at (212) 300-0500 or info@metacapital.com. 

The information in this Brochure has not been approved or verified by the United States Securities and 

Exchange Commission (“SEC”) or by any state securities authority. Additional information about 

Metacapital Management, L.P. is also available on the SEC’s website at www.adviserinfo.sec.gov.  

The Adviser is registered as an investment adviser with the SEC under the U.S. Investment Advisers Act 

of 1940, as amended (the “Advisers Act”).  Registration with the SEC or with any state securities 

authority does not imply a certain level of skill or training. 
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Item 2:  Material changes 

This Brochure dated August 14, 2017 replaces the previous version dated March 29, 2017. 

The last annual update of this Brochure occurred on March 29, 2017, when the following material changes 

were made to the Brochure: 

1. Item 4 was updated to state the amount of net client assets managed by the Adviser as of December 

31, 2016.  (The amount of net client assets was further updated in this August 14, 2017 version to 

state the amount of the Adviser’s net client assets as of July 1, 2017.) 

2. Items 6 and 11 were updated to include additional detail regarding the Adviser’s process for effecting 

a cross trade of over-the-counter securities between the Adviser’s Funds. 

3. Item 8 was updated to reflect that the Adviser may trade in securities or instruments denominated in 

currencies other than the U.S. dollar. 

4. Item 12 was updated to provide additional detail regarding the factors considered in managing the 

Adviser’s best execution obligations and the research and services received by the Adviser from the 

brokers to the Funds. 

5. Item 17 was updated regarding the handling of routine corporate proxies. 

The foregoing summary contains only the material changes made to the Brochure during the last annual 

update on March 29, 2017. 
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Item 4:  Advisory Business 

The Adviser is an investment adviser with its principal place of business in New York, New York.  The 

Adviser commenced operations as an investment adviser on November 16, 2001.  The Adviser is a limited 

partnership organized under the laws of the State of Delaware, and its general partner is Metacapital GP, 

LLC, a limited liability company organized under the laws of the State of Delaware.  Deepak Narula (the 

“Principal”) is the managing member of Metacapital GP, LLC and the principal owner and limited partner 

of the Adviser. 

The Adviser provides discretionary investment management services to its clients, which are privately 

pooled investment vehicles, funds-of-one and separate accounts (collectively referred to herein as the 

"Funds") intended for sophisticated and institutional investors.  The Adviser specializes in and its trading 

and investment advice focuses on all forms of fixed income securities, government issued and sponsored 

securities, mortgage-backed securities, commercial mortgage-backed securities, asset-backed securities, 

listed and over-the-counter derivatives and mortgage loans, but the Adviser’s Funds are permitted to and 

do trade in a wide range of long and short investments, including, without limitation, private and public 

equity securities, real property, commodities, other pooled investment vehicles such as public and private 

investment funds, and real estate investment trusts (REITs).  For a more detailed list of the types of 

securities and instruments in which the Adviser invests, see Item 8 in this Brochure.  For more detail 

regarding the types of securities and instruments in which each of the Funds are authorized to invest, see 

the applicable offering document(s) of the Funds. 

The Adviser provides advice to the Funds based on the specific investment objectives and strategies stated 

in each Fund's organizational and offering documents.  The Adviser does not tailor advisory services to 

the individual needs of investors in the Funds.  Additionally, unless a Fund is structured as a fund-of-one 

or separate account for an individual investor, the investors in the Funds may not impose restrictions on 

the Funds in connection with investing in individual securities or instruments or types of securities or 

instruments.  The Adviser has entered, and may again in the future enter, into supplemental agreements 

with investors in the Funds by which the Adviser and/or the Fund agree to additional or different rights, 

fees, minimum or additional subscription amounts, information rights or other rights or terms as 

compared to the other investors in the Funds or the Funds’ offering documents.  Neither the Adviser nor 

the Funds will be required to offer such additional and/or different rights and/or terms to any other 

investors in the Funds. 

When deemed appropriate for a large or strategic investor, the Adviser has established, and may again in 

the future establish, a managed account, fund-of-one or other customized vehicle with investment 

objectives and/or strategies specified by the applicable investor and terms and/or fees that are different 

than those of the Adviser’s other Funds.  Such managed accounts and vehicles generally require a large 

minimum investment amount for a number of reasons, including, in part, due to the asset types and 

markets in which the Adviser invests and the requirements of the counterparties with whom the Adviser 

transacts. 

The Adviser does not participate in wrap fee programs. 

As of July 1, 2017, the Adviser managed approximately $974,809,266 in net client assets, all of which are 

managed by the Adviser on a discretionary basis through the Funds.  This amount reflects the aggregate 

net asset values of the Funds.  The computation of this amount differs from the computation of “regulatory 

assets under management” required by Item 5.F in Part 1A of Form ADV. 
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Item 5:  Fees and Compensation 

The Funds pay the Adviser an asset based management fee calculated at a rate that ranges between 0% to 

2% per annum of the net assets of each Fund (including net unrealized appreciation or depreciation of 

investments and cash, cash equivalents and accrued interest).  Depending on the Fund, such fees are 

calculated either monthly or quarterly and are paid in advance or arrears based on the applicable Fund’s 

net assets at the beginning or end of the applicable period. 

In the event that a Fund is not in existence for an entire period, the fee for such Fund for such quarter or 

month will be charged as of the effective date of the investment management agreement and prorated for 

the number of days remaining in the quarter.  If additional contributions are made to a Fund during a 

quarter, the fee for such Fund will be prorated for the number of days remaining in the quarter and 

charged as of the date of the additional contribution. 

The Adviser is also paid a performance-based fee, which is compensation that is based on a share of the 

capital gains on or capital appreciation of the Fund’s assets for a calendar year (including the unrealized 

gains on investments for such period).  This compensation may be paid to the Adviser or to a related 

person of the Adviser and ranges from 0-20% of the gains or appreciation.  Receipt of performance-based 

compensation may be subject to a hurdle rate such as one-month rolling LIBOR and a high water mark 

and/or claw back mechanism.  For certain Funds, the performance-based compensation is structured as 

an allocation of Fund gains as opposed to a cash fee. 

The Adviser may and has agreed to alternative management and performance fee arrangements with 

certain investors in the Funds.  The Adviser deducts the investment management fee and the performance-

based fee from the Funds’ accounts by instructing the Funds’ administrator and custodians to effect such 

payments or allocations from the Funds’ accounts to the Adviser.  For a complete description of the 

fees and compensation paid to the Adviser by a Fund and the risks of an investment in a 

Fund, investors must review the Fund’s offering documents.  The Funds will also incur brokerage 

and other transaction related costs and expenses associated with the Adviser’s investment transactions 

on behalf of the Funds.  See Item 12 of this Brochure, which discusses the Adviser’s brokerage practices. 

In addition to paying investment management fees and, if applicable, performance-based fees or other 

compensation, Fund accounts will also be subject to other investment expenses such as fees paid to the 

Funds’ administrators; investment expenses (e.g., expenses which the Adviser reasonably determines to 

be related to the investment of a Fund's assets, such as brokerage commissions, expenses relating to short 

sales, research expenses, clearing and settlement charges, custodial fees, bank service fees and interest 

expenses); data and pricing service fees and the Adviser’s Bloomberg service fees; insurance (including 

professional liability, E&O and D&O insurance for members of the Boards of Directors of the Funds and 

for the Adviser and its officers and employees); investment-related travel expenses (including but not 

limited to travel to industry-related conferences); legal expenses; professional fees (including, without 

limitation, expenses of consultants and experts) relating to investments; expenses of regulatory 

compliance, filings and reporting (including but not limited to Form PF, Form CPO-PQR and Section 13 

and 16 filings and the preparation thereof) to the extent they are in connection with, relate to or derive 

from the Funds or their investment activities; accounting expenses (including the cost of accounting 

software packages); directors’ fees; auditing and tax preparation expenses; organizational expenses; 

expenses incurred in connection with the offering and sale of the interests in the Funds and other similar 

expenses related to the Funds; and extraordinary expenses. 

In cases where client assets are invested in other pooled investment vehicles, the clients will bear their 

pro rata share of the underlying fund’s operating and other expenses described above.  For Funds of the 

Adviser that are feeder funds in a master-feeder structure, the feeder funds also bear a pro rata share of 
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the expenses of the related master-feeder fund structure, including the master fund and other feeder 

funds. 

Each Fund bears its own expenses as set forth in its respective offering documents and investment 

management or other agreement with the Adviser or the Adviser’s affiliates.  Expenses borne by one Fund 

may differ from the expenses born by another Fund.  In certain instances, a Fund may bear expenses that 

the Adviser has agreed to bear for one or more other Funds.  For example, one Fund may pay for research 

that benefits all Funds, including those not charged for such costs. 

Common expenses frequently will be incurred on behalf of all the Funds.  The Adviser seeks to allocate 

those common expenses among the Funds in a manner that is fair and reasonable over time.  However, 

expense allocation decisions will involve potential conflicts of interest (e.g. an incentive to favor accounts 

that pay higher incentive fees or conflicts relating to different expense arrangements with certain clients).  

Under its current expense allocation policies, the Adviser generally expects to allocate common expenses 

among the Funds pro rata based on the ratio of Funds’ net assets under management as of the first day of 

the calendar month for the period in which the expense is paid; provided, however, that if an expense is 

incurred in connection with a service or transaction that is utilized for investing in a particular asset or 

sector type, the expense will generally be allocated between the Funds based upon the ratio of the market 

value of each such Fund’s investment positions in the relevant asset or sector type.  The Adviser may, 

however, use other methods to allocate certain common expenses (such as equally across each Fund) if 

it deems another method more appropriate based on relative use of the product or service, the nature 

or source of the product or service, the relative benefits derived by the Funds from the product or service, 

or other relevant factors.  Nonetheless, the portion of a common expense that the Adviser allocates to 

a Fund for a particular product or service may not reflect the relative benefit derived by such Fund from 

that product or service in any particular instance.  The Adviser’s expense allocations often depend on 

inherently subjective determinations and, accordingly, expense allocations made by the Adviser in good 

faith will be final and binding on the Funds. 

Neither the Adviser nor any of its personnel accepts compensation for the sale of securities or other 

investment products. 

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

The Adviser and its investment personnel provide investment management services to multiple portfolios 

for multiple clients.  The Adviser is entitled to be paid performance-based compensation by its private 

pooled investment vehicle and separate account clients in accordance with Rule 205-3 under the Advisers 

Act.  In addition, the Adviser’s investment personnel are typically compensated on a basis that includes a 

performance-based component. 

Certain Funds may have higher asset-based fees or more favorable performance-based compensation 

arrangements than other Funds.  When the Adviser and its investment personnel manage more than one 

Fund, a potential exists for one Fund to be favored over another Fund.  The Adviser and its investment 

personnel have a greater incentive to favor Funds that pay the Adviser, and indirectly the Adviser’s 

personnel, performance-based compensation or higher fees. 

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

interest relating to the management of multiple accounts, including accounts with multiple fee 

arrangements, and the allocation of investment opportunities.  The Adviser reviews investment decisions 

or allocations for the purpose of ensuring that all accounts with substantially similar investment objectives 

are treated equitably.  The performance of similarly managed accounts is also reviewed to determine 

whether there are any unexplained significant discrepancies.  See Item 5 regarding expense allocations. 
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It is the Adviser’s basic policy that no client for whom the Adviser has investment decision responsibility 

shall receive preferential treatment over any other client.  In allocating securities among clients, it is the 

Adviser’s policy that all clients should be treated fairly and that, to the extent possible, all clients should 

receive equivalent treatment. 

Allocation of Transactions to Clients 

The Adviser generally intends to allocate positions and securities among its investment advisory clients 

that follow the same investment objectives and strategies on a pro rata basis based upon the relative 

participation or weighting of such clients in such strategies, and where funds and/or separate accounts 

have the same investment mandate and program, positions and securities will be allocated on a pro rata 

basis, relative to the size of such accounts, to the extent possible.  Notwithstanding the foregoing general 

policy, because of differences in client investment objectives and strategies, risk tolerances, tax status and 

other criteria, there may, however, be differences among clients in the invested positions and securities 

held by the clients.  The following factors may be taken into account by the Adviser in allocating securities 

among investment advisory clients: 

• client's investment objective and strategies;  

• client's risk profile and investment guidelines or restrictions; 

• client’s specific portfolio or hedge requirements, such as to manage the client’s portfolio duration 

or to hedge a specific risk or investment; 

• client's tax status or domicile; 

• any restrictions placed on a client's portfolio by the client or by virtue of federal or state law or 

regulation (such as the Employee Retirement Income Security Act of 1974, as amended); 

• size of client’s account; 

• total portfolio amount invested in the position or the amount of a position already held by a client 

(such as in connection with “roll” transactions); 

• nature of the security to be allocated; 

• size of available position and minimum position size of security; 

• supply or demand for a security at a given price level; 

• current market conditions; 

• timing of cash flows and client account liquidity terms; 

• the brokers and trading counterparties with whom the client has opened accounts or established 

trading facilities; and 

• any other information determined to be relevant to the fair allocation of securities. 

The Adviser may also allocate positions and securities in such a manner as necessary to avoid creating 

“odd lots” as long as such allocations are equitable among the applicable funds and separate accounts.  To 

the extent that an investment is not allocated on a pro rata basis due to any of the foregoing criteria, the 

Adviser will allocate investments in a fair and equitable manner. 

Limited Investments 

The Adviser considers an investment opportunity to be limited when the amount of it available in the 

market at a reasonable price is insufficient to satisfy in full the demand of Adviser’s client accounts and it 

is thought by the Adviser to represent a unique opportunity in light of other investments available or 

reasonably anticipated to become available in the market.  In the Adviser’s experience, investment 

opportunities are limited only when offered or available privately in illiquid market conditions.  When the 

Adviser’s access to an investment is limited, the Adviser seeks to allocate such investment in an equitable 

manner among accounts (including affiliated accounts) for which such investment is appropriate.  
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Generally, such allocation shall be made pro rata among accounts based upon the relative size of the 

accounts with similar investment styles and strategies and for which the investment has been determined 

to be appropriate. 

Cross Trades 

An investment adviser with multiple client accounts may sell a security for one client while it buys the 

same security for another client.  This may occur for several reasons including the different investment 

objectives, investment strategies, risk tolerances or liquidity needs (such as the occurrence of 

subscriptions or redemptions) of an adviser’s clients or for rebalancing investments across client accounts.  

In such cases, the investment adviser may transact the purchase and sale directly between the relevant 

clients (a “Cross Trade”). Cross Trades may also reduce transaction costs that would otherwise be 

incurred in separate open market buy and sell transactions. 

Because the Adviser does not regularly rebalance the Funds’ portfolios, the Adviser’s policy is not to 

transact directly between clients as a regular matter.  If the Adviser decides to engage in a Cross Trade, 

the Adviser will determine that the trade is in the best interests of each client involved and take steps to 

ensure that the transaction is consistent with the duty to seek best execution for each of those clients.  

The Adviser will generally execute a Cross Trade of exchange traded securities with the assistance of a 

broker-dealer, who would execute and book the transaction at the close of the market at the reported 

price on the day of the transaction or at the publicly quoted market price at the time of the transaction. 

The Client purchasing the securities may pay a commission to the broker-dealer for executing the trade.  

The Adviser will effect Cross Trades of non-exchange traded securities or instruments by setting a 

minimum and maximum price range for each Cross Trade and seeking bids from dealers of such securities 

and instruments through a “bid wanted in competition” or another auction-like process or effecting the 

Cross Trades as of a month-end (or other applicable accounting period) at the valuation of the securities 

or instruments on such date determined in accordance with the Adviser’s Valuation Policies and 

Procedures based on the quotes received from brokers, quote vendors and pricing service providers 

pursuant to such procedures.  The Adviser, in its reasonable discretion based on the market conditions 

and information applicable at the time of a Cross Trade, will determine whether an additional amount 

should be added to the best bid received or the price calculated with respect to a Cross Trade of non-

exchange traded securities or instruments to approximate a mid-market price.  Cross Trades of private 

or non-exchange traded securities or instruments are typically effected by the Adviser instructing the 

prime broker(s) or custodian(s) of the Clients to transfer the applicable securities, instruments and/or 

cash between the Clients’ accounts. 

When determining whether a Cross Trade is in the best interests of the Clients and which valuation 

methodology or price to use, the Adviser will consider factors such as the liquidity and availability of the 

security or instrument in the markets generally; the Clients’ existing holdings and strategies; the level, 

availability and type of prices, quotes and valuations received with respect to the security or instrument; 

the typical or then current variability or volatility of the price of the security or instrument; and the timing 

and requirements of the Clients’ subscriptions and redemptions.  The Adviser will not receive any fee in 

connection with the completion of a Cross Trade.  

See Item 12 in this Brochure regarding the Adviser’s order aggregation policies. 

Item 7:  Types of Clients 

The Adviser’s current clients are the Funds.  With respect to the Funds, any initial and additional 

subscription minimums are disclosed in each Fund's offering memorandum. 
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Item 8:  Methods of Analysis, Investment Strategies and Risk of Loss 

The Adviser utilizes a variety of methods and strategies to make investment decisions and 

recommendations.  Investing in the securities, instruments and strategies in which the Adviser 

trades involves risk of loss that clients and investors should be prepared to bear. 

The Adviser may invest in all forms of mortgage-backed securities ("MBS"); other asset-backed securities 

("ABS"); commercial mortgage-backed securities ("CMBS"); collateralized debt obligations ("CDOs") and 

CDO equity; government sponsored enterprise ("Agency") backed securities, TBAs, debt, derivatives and 

fixed or adjustable rate collateralized mortgage obligations ("CMOs"); interest rate swaps and swaptions; 

credit default swaps (“CDS”) and CDS indices such as ABX, CMBX and corporate CDS indices; real estate 

mortgage investment conduits (“REMICs”); real estate investment trusts (“REITs”); real property; 

commodities; currencies; interest rate, currency, commodity and other derivative products, including, 

without limitation, (i) futures contracts (and options thereon) relating to stock indices, currencies, United 

States Government securities and securities of foreign governments (including government agencies and 

government sponsored enterprises), other financial instruments and all other commodities, (ii) swaps, 

options, warrants, caps, collars, floors and forward rate agreements, (iii) spot and forward currency 

transactions and (iv) agreements relating to or securing such transactions; loans (including whole loans); 

credit paper; accounts and notes receivable and payable held by trade or other creditors; trade 

acceptances; contract and other claims; executory contracts; participations; mutual funds; money market 

funds; pooled investment vehicles (including private investment funds managed by the Adviser); obligations 

of the United States or any state thereof, foreign governments and instrumentalities of any of them; 

commercial paper; certificates of deposit; bankers' acceptances; choses in action; trust receipts; and any 

other obligations and instruments or evidences of indebtedness of whatever kind or nature; in each case, 

of any person, corporation, government or other entity whatsoever, whether or not publicly traded or 

readily marketable.  The Adviser may also invest in other forms of corporate debt, convertible debt and 

equity and may enter into repurchase and reverse repurchase agreements and security loan agreements, 

and invest and trade in futures contracts, forward contracts, options (including options on equity 

securities), swaps, swaptions and other derivative transactions primarily in the credit markets, but also in 

the currency markets used mainly as hedging instruments.  Debt instruments in which the Adviser may 

trade may range in credit quality from unrated to "AAA."  The securities or instruments in which the 

Adviser may trade can be denominated in currencies other than the U.S. dollar. 

Investments may be made on a leveraged basis, with the Adviser purchasing sectors and particular 

securities and other instruments that it believes are undervalued and selling short sectors, particular 

securities and other instruments that it believes are overvalued.  The Adviser may from time to time seek 

to hedge, among other things, interest rate, prepayment and credit risk through the use of various 

products including, but not limited to, interest rate swaps, total return swaps, Eurodollar futures, 

swaptions and Treasuries.   

The Adviser engages in short term trading with respect to certain investment positions or strategies.  

Frequent trading can negatively affect investment performance through increased brokerage and other 

transaction costs and increased taxes, among other factors. 

The following are examples of certain of the strategies that the Adviser may utilize: 

Opportunistic Investments:  The Adviser will look to take advantage of dislocations in mortgage and other 

related debt markets that can create special investment opportunities.  Such opportunities occur 

periodically and are generally caused as a result of deleveraging by other investors or due to a tightening 

of credit conditions.  
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Cross-sector Strategy:  These strategies seek to profit from changes in relative value in various sectors of 

the fixed income markets. These sectors include Treasuries, Agency securities (both bullet and callable), 

interest rate swaps, mortgage pass-throughs, high grade ABS, CMBS and corporate debt. 

Strategies may range from relying on mean-reverting spread relationships to anticipating Agency demand 

for mortgage pass-throughs relative to issuing Agency securities. Inter-coupon, inter-agency, inter-sector 

and cross-vintage MBS trades can provide several low risk arbitrage opportunities. Another example of 

such opportunities arises from the pricing of credit risk in the mortgage, CMBS and ABS markets at 

substantially different levels than the pricing of similar credit risk in the corporate market. 

Prepayment Strategy:  Prepayments on mortgage-backed securities are impacted by changes in interest 

rates and the strength of housing markets. The relationship between mortgage prepayments and interest 

rate movements is generally captured by statistical models that are based on historical experience. 

However, this relationship is constantly changing due to changes in such factors as technology, 

competition, borrower awareness and economic cycle. Careful analysis of historical data combined with 

an accurate assessment of changes in future prepayment patterns provides investment opportunities that 

can yield substantial returns. Such strategies typically seek to combine prepayment sensitive mortgage 

securities with interest rate derivatives such as swaps and swaptions to construct a market-neutral 

portfolio that seeks to profit from income and capital gains at the time of sale. 

Other prepayment sensitive strategies may seek to take advantage of changes in the investment behavior 

for the mortgage servicer community. Mortgage servicing portfolios are among the larger holders of 

prepayment risk. Shifts in investment behavior by this investor subset can result in secular changes in the 

valuation of mortgage derivatives. Anticipating these changes and the consequent investment patterns can 

give rise to profitable market opportunities. 

Volatility Strategy:  These strategies seek to take advantage of relative mispricing of interest rate volatility 

in different markets. One example of such a strategy is to establish long positions in options in one market 

(e.g., mortgage options) which are offset with short positions in options in another market (e.g., Treasury 

options). The strategy results in profits from either the difference in initial option premiums and/or the 

eventual payoff at expiration. Another example of such a strategy might be to take advantage of a situation 

where the MBS market is pricing interest rate volatility higher than the corporate bond market. In such 

an instance the Adviser would short volatility in the mortgage market through the purchase of mortgage 

pass-throughs and at the same time go long volatility in the corporate market through the purchase of 

corporate debt instruments having embedded put options. Both the MBS and corporate bond positions 

would be hedged to eliminate interest rate risk. This strategy generates returns as the two markets 

readjust to correct this mispricing. 

Credit Strategy:  There is a large universe of mortgage and asset-backed securities the return profile of 

which is dependent on underlying borrower default and prepayment behavior. Examples of such securities 

are private-label securities backed by, for example, sub-prime, Alt-A, jumbo, manufactured housing and 

home equity loans. 

Rising Rates Strategy:  The strategy primarily combines high yielding mortgage securities with both short 

and long-dated options on interest rate futures and interest rate swaps. 

The following are the material risks relating to the investment strategies described above. 

Liquidity of Markets.  At times, certain sectors of the fixed income markets (such as the ABS and MBS 

markets) have experienced significant falloffs in liquidity.  While such events may sometimes be attributable 

to changes in interest rates or other factors, the cause is not always apparent.  During such periods of 
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market illiquidity, the Adviser may not be able to sell assets in its portfolio or may only be able to do so 

at unfavorable prices.  Further, during such periods, it is extremely difficult to accurately value the 

investments.  Such "liquidity risk" could adversely impact the value of the portfolio, and may be difficult or 

impossible to hedge against. 

Lack of Diversification.  The Adviser’s portfolios may not be as diversified among a wide range of types of 

securities as other investment vehicles.  Accordingly, the investment portfolio of the Adviser may be 

subject to more rapid change in value than would be the case if the Adviser were required to maintain a 

wider diversification among types of securities and other instruments. 

Lack of Liquidity of Assets. Assets may, at any given time, include securities and other financial instruments 

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

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

only at substantial discounts and it may be extremely difficult to accurately value any such investments. 

Prepayment Risk.  The frequency at which prepayments (including voluntary prepayments by the obligors 

and liquidations due to default and foreclosures) occur on loans underlying ABS and MBS will be affected 

by a variety of factors, including the prevailing level of interest rates as well as economic, demographic, 

tax, social, legal and other factors.  Generally, obligors tend to prepay their loans when prevailing interest 

rates fall below the interest rates on their loans.  Although ABS are generally less likely to experience 

substantial prepayments than are MBS, certain of the factors that affect the rate of prepayments on MBS 

also affect the rate of prepayments on ABS.  However, during any particular period, the predominant 

factors affecting prepayment rates on ABS and MBS may be different. 

The adverse effects of prepayments may impact the portfolio in two ways.  First, particular investments 

may experience outright losses, as in the case of an interest-only security in an environment of faster 

actual or anticipated prepayments.  Second, particular investments may underperform relative to hedges 

that the Adviser may have constructed for these investments, resulting in a loss.  In particular, prepayments 

(at par) may limit the potential upside of many ABS and MBS to their principal or par amounts, whereas 

their corresponding hedges often have the potential for unlimited loss. 

Interest Rate Risks.  Generally, the value of fixed-income securities changes inversely with changes in 

interest rates.  As interest rates rise, the market value of fixed-income securities tends to decrease.  

Conversely, as interest rates fall, the market value of fixed-income securities tends to increase.  This risk 

is greater for long-term securities than for short-term securities. 

Index Risk.  The Adviser may also invest in structured notes, variable rate ABS and MBS, including 

adjustable-rate mortgage securities ("ARMs"), which are backed by mortgages with variable rates, and 

certain classes of CMO derivatives, the rate of interest payable under which varies with a designated rate 

or index.  The value of these investments is closely tied to the absolute levels of such rates or indices, or 

the market's perception of anticipated changes in those rates or indices.  This introduces additional risk 

factors related to the movements in specific indices or interest rates which may be difficult or impossible 

to hedge, and which also interact in a complex fashion with prepayment risks.   

Lower Credit Quality Securities.  There are no restrictions on the credit quality of the investments of the 

Adviser.  Securities in which the Adviser may invest may be deemed by rating companies to have 

substantial vulnerability to default in payment of interest and/or principal.  Other securities may have the 

lowest quality ratings or may be unrated.  Lower rated and unrated securities in which the Adviser may 

invest have large uncertainties or major risk exposures to adverse conditions, and are considered to be 

predominantly speculative.  Generally, such securities offer a higher return potential than higher rated 

securities, but involve greater volatility of price and greater risk of loss of income and principal. 
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The market values of certain of these securities (such as subordinated securities) also tend to be more 

sensitive to changes in economic conditions than higher rated securities.  Declining real estate values, in 

particular, will increase the risk of loss upon default, and may lead to a downgrading of the securities by 

rating agencies.  The value of such ABS and MBS may also be affected by changes in the market's perception 

of the entity issuing or guaranteeing them, or by changes in government regulations and tax policies. 

In general, the ratings of nationally recognized rating organizations represent the opinions of these agencies 

as to the quality of securities that they rate.  These ratings may be used by the Adviser as initial criteria 

for the selection of portfolio securities.  Such ratings, however, are relative and subjective; they are not 

absolute standards of quality and do not evaluate the market value risk of the securities.  It is also possible 

that a rating agency might not change its rating of a particular issue on a timely basis to reflect subsequent 

events.   

"Widening" Risk.  For reasons not necessarily attributable to any of the risks enumerated above (for 

example, supply/demand imbalances or other market forces), the prices of the securities in which the 

Adviser invests may decline substantially.  In particular, purchasing assets at what may appear to be 

"undervalued" levels is no guarantee that these assets will not be trading at even more "undervalued" levels 

at a time of valuation or at the time of sale.  It may not be possible to predict, or to hedge against, such 

"spread widening" risk. 

Valuation of Investments.  The Adviser may invest in securities which are subject to legal or other 

restrictions on transfer or for which no liquid market exists or which are or become very-thinly traded.  

The market prices, if any, for such securities tend to be volatile and the Adviser may not be able to sell 

them when they desire to do so or to realize what they perceive to be their fair value in the event of a 

sale.  The sale of restricted, illiquid or thinly-traded securities often requires more time and results in 

higher brokerage charges or dealer discounts and other selling expenses than does the sale of securities 

eligible for trading on national securities exchanges or in the over-the-counter markets.  Restricted 

securities may sell at a price lower than similar securities that are not subject to restrictions on resale. 

Leverage and Financing Risk.  The portfolios of the Adviser may be leveraged to enhance returns.  

Accordingly, the portfolio assets may be pledged in order to borrow additional funds for investment 

purposes.  The investment return may also be leveraged with options, futures contracts, short sales, 

swaps, forwards and other derivative instruments and borrowing facilities.  The amount of borrowings 

which the Adviser may have outstanding at any time may be significant in relation to its capital and may 

vary, depending on the nature of its investments. 

Ability to Acquire Assets at Favorable Spreads; Competition and Supply.  The Adviser's potential for 

current income and capital appreciation for its investors will depend, in large part, on the Adviser’s ability 

to acquire investments on advantageous terms.  The Adviser intends to purchase fixed income securities 

from investment banking firms, traders and portfolio managers, as well as from a variety of "loan suppliers" 

(typically banks, savings and loans, finance companies, mortgage bankers, construction firms and other 

firms involved in originating and packaging loans).  In acquiring fixed income securities, the Adviser will 

compete with a broad spectrum of institutional investors, many of which have greater financial resources 

than the Adviser.  Increased competition for, or a reduction in the available supply of, qualifying 

investments could result in higher prices for, and thus lower yields on, such investments, which could 

further narrow the yield spread over borrowing costs. 

Risk of Decline in Value of Real Estate Collateral.  The value of the real estate which underlies mortgage 

loans is subject to market conditions.  Changes in the real estate market may adversely affect the value of 

the collateral and thereby lower the value to be derived from a liquidation. In addition, adverse changes 

in the real estate market increase the probability of default, as the incentive of the borrower to retain 
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equity in the property declines.  Furthermore, many of the properties which will secure loans in which 

the Funds have an interest may be suffering varying degrees of financial distress or may be located in 

economically distressed areas.  Loans in which the Adviser has an interest may become non-performing 

for a wide variety of reasons, including, without limitation, because the mortgaged property is too highly 

leveraged (and, therefore, the property is unable to generate sufficient income to meet its debt service 

payments), the property is poorly managed, or because the mortgaged property has a high vacancy rate, 

has not been fully completed or is in need of rehabilitation.  Such non-performing loans may require a 

substantial amount of workout negotiations and/or restructuring, which may entail, among other things, a 

substantial reduction in the interest rate, capitalization of interest payments and a substantial write-down 

of the principal of the loan.  However, even if such restructuring were successfully accomplished, a risk 

exists that upon maturity of such mortgage loan, replacement "take-out" financing will not be available. 

It is possible that loans in which the Adviser has an interest may be foreclosed.  The foreclosure process 

may be lengthy and expensive.  Borrowers may resist mortgage foreclosure actions by asserting numerous 

claims, counterclaims and defenses, including, without limitation, numerous lender liability claims and 

defenses, even when such assertions may have no basis in fact, in an effort to prolong the foreclosure 

action and force the lender into a modification of the loan or a favorable buy-out of the borrower's 

position.  In some states, foreclosure actions can sometimes take several years or more to litigate.  At 

any time prior to or during the foreclosure proceedings, the borrower may file for bankruptcy, which 

would have the effect of staying the foreclosure actions and further delaying the foreclosure process.  

Foreclosure litigation tends to create a negative public image of the mortgaged property and may result 

in disrupting the ongoing leasing, management and operation of the property. 

Environmental Hazards.  Under environmental laws enacted by the United States and the various states, 

owners of property may be liable for the cleanup and removal of hazardous substances even where the 

owner was not responsible for placing the hazardous substances on the property or where the property 

was contaminated prior to the time the owner took title. The kinds of hazardous substances for which 

liability may be incurred include, inter alia, chemicals and other materials commonly used by small 

businesses and manufacturing operations.  The costs of removal and clean-up of hazardous substances and 

wastes can be extremely expensive and, in some cases, can exceed the value of a property.  If any property 

acquired through foreclosure or otherwise by an entity in which the Adviser has an interest subsequently 

were found to have an environmental problem, such acquiring entity could incur substantial costs and 

suffer a complete loss of its investment in such property as well as of other assets. Similarly, real estate is 

subject to loss due to so-called "Special Hazards" (e.g., floods, earthquakes and hurricanes). It may be 

impractical or impossible to fully insure against such events and, should such an event occur, the acquiring 

entity could incur substantial costs and suffer a complete loss of its investment in such property.  

The following are the material risks associated with the types of securities that are 

recommended by the Adviser. 

Mortgage-Backed Securities (MBS). Mortgage-backed securities are subject to credit risk associated with 

the performance of the underlying mortgage properties.  Factors such as consumer spending habits, local 

economic and competitive conditions, tenant occupancy rates and regulatory or zoning restrictions, or 

the loss of a major tenant, may adversely affect the economic viability of a mortgaged property.  In addition, 

these securities are subject to prepayment risk.  Some securities have a structure that makes their reaction 

to interest rates and other factors difficult to predict, making their value highly volatile. 

Commercial MBS (CMBS).  Mortgage loans on commercial properties often are structured so that a 

substantial portion of the loan principal is not amortized over the loan term but is payable at maturity (as 

a "balloon payment"), and repayment of the loan principal thus often depends upon the future availability 

of real estate financing from the existing or an alternative lender and/or upon the current value and 
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salability of the real estate.  Therefore, the unavailability of real estate financing may lead to maturity 

default, which may have extensive consequences for the securities. 

Most commercial mortgage loans underlying MBS are effectively nonrecourse obligations of the borrower, 

meaning that there is no recourse against the borrower's assets other than the collateral, with the 

exception of various carve-outs for fraud.  If borrowers are not able or willing to refinance or dispose of 

encumbered property to pay the principal and interest owed on such mortgage loans, payments on the 

subordinated classes of the related MBS are likely to be adversely affected.  The ultimate extent of the 

loss, if any, to the subordinated classes of MBS may only be determined after a negotiated discounted 

settlement, restructuring or sale of the mortgage note, or the foreclosure (or deed-in-lieu of foreclosure) 

of the mortgage encumbering the property and subsequent liquidation of the property.  Foreclosure can 

be costly and delayed by litigation and/or bankruptcy, which may further increase losses.  Factors such as 

the property's location, the legal status of title to the property, its physical condition and financial 

performance, environmental risks and governmental disclosure requirements with respect to the 

condition of the property may make a third-party unwilling to purchase the property at a foreclosure sale 

or to pay a price sufficient to satisfy the obligations with respect to the related MBS.   

Asset Backed Securities (ABS).  Through the use of trusts and special purpose corporations, various types 

of assets, primarily automobile and credit card receivables, are securitized in pass-through structures 

similar to mortgage pass-through structures or in a pay-through structure.   

ABS present certain risks that are not presented by MBS.  Primarily, these securities do not have the 

benefit of the same security interest in the related collateral.  Credit card receivables, for example, are 

generally unsecured and the debtors are entitled to the protection of a number of state and Federal 

consumer loan laws, many of which give such debtors the right to set off certain amounts owed on the 

credit cards, thereby reducing the balance due.  Most issuers of ABS backed by automobile receivables 

permit the servicers to retain possession of the underlying obligations.  If the servicer were to sell these 

obligations to another party, there is a risk that the purchaser would acquire an interest superior to that 

of the holders of the related ABS.  In addition, because of the large number of vehicles involved in a typical 

issuance and technical requirements under state laws, the trustee for the holders of the ABS may not have 

a proper security interest in all of the obligations backing such ABS.  Therefore, there is a possibility that 

recoveries on repossessed collateral may not, in some cases, be available to support payments on these 

securities.  The risk of investing in ABS is ultimately dependent upon payment of consumer loans by the 

debtor. 

The value of an asset backed security is affected by changes in the market's perception of the asset backing 

the security and the creditworthiness of the servicing agent for the loan pool, the originator of the loans 

or the financial institution providing any credit enhancement, as well as by the expiration or removal of 

any credit enhancement. 

Short Selling. Short selling involves selling securities which may or may not be owned and borrowing the 

same securities for delivery to the purchaser, with an obligation to replace the borrowed securities at a 

later date. Short selling allows the investor to profit from declines in market prices to the extent such 

declines exceed the transaction costs and the costs of borrowing the securities. A short sale creates the 

risk of an unlimited loss, in that the price of the underlying security could theoretically increase without 

limit, thus increasing the cost of buying those securities to cover the short position. There can be no 

assurance that the securities necessary to cover a short position will be available for purchase. Purchasing 

securities to close out the short position can itself cause the price of the securities to rise further, thereby 

exacerbating the loss. 
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Forward Trading. Forward contracts and options thereon, unlike futures contracts, are not traded on 

exchanges and are not standardized; rather, banks and dealers act as principals in these markets, 

negotiating each transaction on an individual basis. Forward and "cash" trading is substantially unregulated; 

there is no limitation on daily price movements and speculative position limits are not applicable. The 

principals who deal in the forward markets are not required to continue to make markets in the currencies 

or commodities they trade and these markets can experience periods of illiquidity, sometimes of significant 

duration. There have been periods during which certain participants in these markets have refused to 

quote prices for certain currencies or commodities or have quoted prices with an unusually wide spread 

between the price at which they were prepared to buy and that at which they were prepared to sell. 

Disruptions can occur in any market due to unusually high trading volume, political intervention or other 

factors. The imposition of controls by governmental authorities might also limit such forward (and futures) 

trading to less than that which the Adviser would otherwise recommend. Neither the Commodity Futures 

Trading Commission nor banking authorities regulate forward currency trading through banks. In respect 

of such trading, the investor would be subject to the risk of counterparty failure or the inability or refusal 

by a counterparty to perform with respect to such contracts. Market illiquidity or disruption could result 

in major losses to the investor. 

TBA Securities and Roll Transactions.  To-be-announced forward contracts ("TBA securities") can be used 

to invest in agency MBS or to hedge other investments.  A TBA security is a forward contract for the 

purchase or the sale of agency securities at a predetermined price, face amount, issuer, coupon and stated 

maturity on an agreed-upon future date, but the particular agency securities to be delivered are not 

identified until shortly before the TBA settlement date.  Holders may choose, prior to settlement, to 

move the settlement of these securities to a later date by entering into an offsetting position (referred to 

as a "pair off"), net settling the paired off positions for cash, and simultaneously entering into a similar TBA 

contract for a later settlement date, which is commonly collectively referred to as a "dollar roll" 

transaction.  Under certain market conditions, TBA dollar roll transactions may result in negative carry 

income whereby the agency securities purchased for a forward settlement date under the TBA contract 

are priced at a premium to agency securities for settlement in the current month.  Under adverse 

conditions, instead of rolling TBA positions prior to the settlement date, holders could be required to 

take physical delivery of or to deliver the underlying securities and settle its obligations for cash. 

Structured Notes.  The structured note market evolved as a way to give investors exposure to indices 

and risks which were otherwise not available to them.  For example, U.S. fund managers restricted to 

dollar-denominated instruments issued by an agency of the U.S. government, but who sought exposure 

to the yen, might have purchased a SallieMae structured note, paying, in dollars, a coupon linked by some 

formula to the dollar/yen exchange rate.  The coupon attached to a structured note could depend on a 

wide variety of indices: U.S. or foreign interest rates, U.S. or foreign swap rates, foreign exchange rates 

or equity indices.  The value of such a structured note is closely linked to the level of the relevant index 

(or indices).  Moreover, the coupon may have an optional or contingent dependence on an index (or 

indices) increasing the complexity of any related hedge. 

CMOs and MBS Derivatives.  The CMO and stripped MBS markets were developed specifically to 

reallocate the various risks inherent in MBS across various bond classes ("tranches").  For example, CMO 

"companion" classes typically experience much greater average life variability than other CMO classes or 

MBS pass-throughs.  Interest only pass-through securities experience greater yield variability relative to 

changes in prepayments.  "Inverse floaters" experience greater variability of returns relative to changes in 

interest rates.  To the extent that the Adviser concentrates its investments in these or other "derivative" 

securities, the prepayment risks, interest rate risks and hedging risks associated with such securities will 

be severely magnified.   



Page 16 

Whole Loan Mortgages.  Unlike "credit enhanced" MBS, whole loan mortgages, both commercial and 

residential, generally are not government guaranteed or privately insured.  A whole loan mortgage is 

directly exposed to losses resulting from default and foreclosure.  Therefore, the value of the underlying 

property, the creditworthiness of the borrower and the priority of the lien are each of great importance.  

Whether or not the Adviser has participated in the negotiation of the terms of any such mortgages, there 

can be no assurance as to the adequacy of the protection of the interests of the Funds, including the 

validity or enforceability of the loan and the maintenance of the anticipated priority and perfection of the 

applicable security interests.   

Whole loan mortgages have risks above and beyond those discussed above.  For example, whole loan 

mortgages are subject to "special hazard" risk (property damage caused by hazards, such as earthquakes 

or environmental hazards, not covered by standard property insurance policies), and to bankruptcy risk 

(reduction in a borrower's mortgage debt by a bankruptcy court).  In addition, claims may be assessed 

against the Funds on account of their positions as mortgage holder or property owner, including 

responsibility for tax payments, environmental hazards and other liabilities. 

In the case of commercial loans, they may be further bifurcated into subordinate B-Notes and Mezzanine 

loans which are not securities and share similar risks to whole loans described above.  In the case of a B-

Note, an investor is exposed to a subordinate structure of the whole loan secured by the property but 

subordinate to the A-Note in priority of principal and interest.  Mezzanine loans are even further 

subordinated and are secured by the equity interest of the borrower in a property.  In the case of a default 

under a mezzanine loan, the only security is a foreclosure of the equity interest in the borrower which 

would give the lender direct ownership of the underlying real estate, subject to the senior mortgages.  

The ultimate stabilization and sale of a property may or may not generate sufficient proceeds to satisfy 

the original outstanding balance of the Mezzanine loan. 

Subordinated Securities.  Investments in subordinated ABS and MBS involve greater credit risk of default 

than the senior classes of the issue or series.  Many of the default related risks of whole loan mortgages 

will be magnified in subordinated securities.  (See "Whole Loan Mortgages".)  Default risks may be 

pronounced in the case of ABS and MBS secured by, or evidencing an interest in, a relatively small or less 

diverse pool of underlying loans.  Certain subordinated securities ("first loss securities") absorb all losses 

from default before any other class of securities is at risk, particularly if such securities have been issued 

with little or no credit enhancement.  CMBS B-Pieces which represent the non-investment grade securities 

in a CMBS deal have no subordination and absorb losses from any mortgage loan default in the pool.  This 

also applies to B-Pieces of Freddie Mac securitizations. Such securities therefore possess some of the 

attributes typically associated with equity investments. 

Trading in Commodity Interests, Options and Swap Agreements.  The prices of commodities contracts 

and derivative instruments, including futures and options, and payments pursuant to swap agreements, 

may be highly volatile and are influenced by, among other things, interest rates, changing supply and 

demand relationships, trade, fiscal, monetary and exchange control programs and policies of governments, 

and national and international political and economic events. 

The Adviser may purchase and sell ("write") options on securities, currencies and commodities on national 

and international exchanges and over-the-counter markets.  The seller ("writer") of a put option which is 

covered (e.g., the writer has a short position in the underlying instrument) assumes the risk of an increase 

in the market price of the underlying instrument above the sales price (in establishing the short position) 

of the underlying instrument, plus the premium received, and gives up the opportunity for gain on the 

underlying instrument below the exercise price of the option.  The seller of an uncovered put option 

assumes the risk of a decline in the market price of the underlying instrument below the exercise price of 

the option.  The buyer of a put option assumes the risk of losing its entire investment in the put option.  
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If the buyer of the put holds the underlying instrument, the loss on the put will be offset, in whole or in 

part, by any gain on the underlying instrument. 

Loans of Portfolio Securities.  The Funds may lend their portfolio securities.  By doing so, the Adviser 

attempts to increase the Funds’ income through the receipt of interest on the loan.  In the event of the 

bankruptcy of the other party to a securities loan, the Funds could experience delays in recovering the 

securities they lent.  To the extent that the value of the securities lent has increased, a loss could be 

experienced if such securities are not recovered. 

Real Estate Investment Trusts (REITs).  Securities issued by entities that invest in real estate, such as real 

estate investment trusts (“REITs”), generally will be subject to the risks incident to the ownership and 

operation of commercial real estate and/or risks incident to the making of nonrecourse mortgage loans 

secured by real estate.  Such risks include, without limitation, the risks associated with both the domestic 

and international general economic climates; local real estate conditions; risks due to dependence on cash 

flow; risks and operating problems arising out of the absence of certain construction materials; changes in 

supply of, or demand for, competing properties in an area (as a result, for instance, of over-building); the 

financial condition of tenants, buyers and sellers of properties; changes in availability of debt financing; 

energy and supply shortages; changes in the tax, real estate, environmental, and zoning laws and 

regulations; various uninsured or uninsurable risks; natural disasters; and the ability of third-party 

borrowers to manage the real properties.  In addition, such entities may incur the burdens of ownership 

of real property, which include the paying of expenses and taxes, maintaining such property and any 

improvements thereon, and ultimately disposing of such property.  REITs in which the Adviser invests 

client accounts are affected by underlying real estate values, which may have an exaggerated effect to the 

extent that REITs in which the Adviser invests concentrate investments in particular geographic regions 

or property types.  Investments in REITs are also subject to the risk of interest rate volatility.  Further, 

rising interest rates will cause investors in REITs to demand a higher annual yield from future distributions, 

which will in turn decrease market prices for equity securities issued by REITs. 

U.S. REITs are generally operated in a manner that qualifies as a REIT for U.S. federal income tax purposes.  

Qualification as a REIT is based on satisfaction of certain asset, income, organizational, distribution, 

stockholder ownership and other requirements.  If a REIT were to fail to qualify as such for any taxable 

year, it would be subject to federal income tax, including any applicable alternative minimum tax, on its 

taxable income at regular corporate rates, and dividends paid to the REIT’s stockholders would not be 

deductible by in computing the REIT’s taxable income.  Any resulting corporate tax liability could be 

substantial and would reduce the amount of cash available for distribution to the REIT’s stockholders, 

which in turn could have an adverse impact on the value of the REIT’s stock.  Unless entitled to relief 

under certain IRS tax code provisions, the REIT also would be disqualified from taxation as a REIT for the 

four taxable years following the year in which it failed to qualify as a REIT. 

For more detailed information on the risks associated with the investment strategies, 

methods and analyses and with the types of securities invested in or recommended in 

connection with the Funds, please refer to the specific offering memorandum of the relevant 

Fund.  The descriptions set forth in this Brochure of specific services that the Adviser offers 

should not be understood to limit in any way the Adviser’s activities.  The Adviser may offer 

any services, engage in any activity and make any advisory decision, including any not 

described in this Brochure, that the Adviser considers appropriate or necessary in the 

fulfillment of its fiduciary obligation or that it believes is in the best interests of its clients. 

Item 9:  Disciplinary Information 

This Item is not applicable. 
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Item 10:  Other Financial Industry Activities and Affiliations 

The Adviser is registered as a commodity pool operator with the Commodity Futures Trading 

Commission (the “CFTC”) and is a member of the National Futures Association (the “NFA”).  In 

connection with the Adviser’s registration as a commodity pool operator, certain of the Adviser’s 

management persons and business development staff are registered with the NFA as principals and 

associated persons of the Adviser. 

Metacapital Management, LLC, an affiliate of the Adviser that is under common control with the Adviser, 

acts as the general partner of certain of the Funds and has delegated to the Adviser its commodity pool 

operator responsibilities with respect to such Funds.  As general partner of such Funds, Metacapital 

Management, LLC receives the performance allocations described in Item 5 of this Brochure. 

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

Trading 

The Adviser has adopted a Code of Ethics (the “Code”) that obligates the Adviser and its related persons 

to put the interests of the Adviser’s clients before their own interests and to act honestly and fairly in all 

respects in their dealings with clients.  All of the Adviser’s personnel are also required to comply with 

applicable federal securities laws.  Clients or prospective clients may obtain a copy of the Code by 

contacting Daniel Caffarelli, the Adviser’s Chief Compliance Officer, by email at 

dcaffarelli@metacapital.com or by telephone at (212) 300-0500.  See below for further provisions of the 

Code as they relate to the pre-clearing and reporting of securities transactions by related persons. 

The Code addresses conflicts of interest that could arise between the Adviser or the Adviser’s personnel 

and the Adviser’s clients.  Among other points, the Code includes policies and procedures regarding the 

Adviser’s personnel (i) holding certain financial interests and engaging in personal securities transactions, 

(ii) accepting payments, gifts or free services from firms with whom the Adviser works, (iii) making bribes 

or offering payments to obtain or retain business, (iv) making certain political contributions and (v) 

maintaining the confidentiality and security of confidential information of the Adviser and its clients. 

The Adviser has adopted policies and procedures governing gifts and business entertainment that include 

disclosure of gifts and business entertainment in excess of certain de minimis thresholds and pre-clearance 

by the Chief Compliance Officer prior to giving or receiving gifts above a certain de minimis threshold. 

The Adviser, in the course of its investment management and other activities (e.g., board or creditor 

committee service), may come into possession of confidential or material nonpublic information about 

issuers, including issuers in which the Adviser or its related persons have invested or seek to invest on 

behalf of clients.  The Adviser is prohibited from improperly disclosing or using such information for its 

own benefit or for the benefit of any other person, regardless of whether such other person is a client.  

The Adviser maintains and enforces written policies and procedures that prohibit the communication of 

such information to persons who do not have a legitimate need to know such information and to assure 

that the Adviser is meeting its obligations to its clients and remains in compliance with applicable law.  In 

certain circumstances, the Adviser may possess certain confidential or material, nonpublic information 

that, if disclosed, might be material to a decision to buy, sell or hold a security, but the Adviser will be 

prohibited from communicating such information to the client or using such information for the client’s 

benefit.  In such circumstances, the Adviser will have no responsibility or liability to the client for not 

disclosing such information to the client (or the fact that the Adviser possesses such information), or not 

using such information for the client’s benefit, as a result of following the Adviser’s policies and procedures 

designed to provide reasonable assurances that it is complying with applicable law. 
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The Adviser does not trade on behalf of the Funds in securities or instruments in which the Adviser or 

its related persons have a material financial interest. 

Related persons of the Adviser hold investments in one of the Funds in excess of 25% of such Fund’s net 

asset value.  If the Adviser effects a cross trade between (i) a Fund in which the Adviser or its related 

persons hold in excess of 25% of the Fund and (ii) another client of the Adviser, such cross trades would 

be considered to be a principal transaction with the Adviser.  The Adviser will comply with the applicable 

requirements of the Advisers Act when conducting such principal transactions and undertake such 

transactions only when doing so is in the best interests of the Funds and in accordance with the Cross 

Trade procedures described in Item 6.  The Adviser will disclose the terms of any such principal 

transactions to the independent directors of the Funds or, if the Adviser manages a separate account or 

fund-of-one, the owner of the account or investor in the fund-of-one prior to the settlement of the 

transaction and obtain such parties’ consent to the principal transaction. 

As of the date of this Brochure, the Adviser has not caused a Fund to invest in another Fund of the 

Adviser.  The organizational and offering documentation of certain of the Funds, however, authorize the 

Adviser to invest the Funds’ capital in another vehicle or account investment managed by the Adviser or 

for which the Adviser or its affiliate acts as the general partner.  The Adviser and its principals and 

personnel hold significant interests in the commingled Funds that the Adviser manages.  The allocation of 

one Fund to another Fund creates a conflict of interest because the Adviser has an incentive to make such 

an investment based in part on its own financial interests of supporting the second Fund, rather than solely 

the interests of the allocating Fund.  The Adviser addresses these conflicts of interest by waiving 

investment advisory fees by the second Fund so as not to charge double fees.  Additionally, certain of the 

feeder Funds managed by the Adviser authorize the selection of one or more persons not affiliated with 

the Adviser to serve on a committee, the purpose of which would be to consider and, on behalf of such 

Funds’ investors, approve or disapprove, to the extent required by law, principal and other related party 

transactions. 

The Code specifies that the Adviser’s employees and their covered accounts (as defined in the Code) are 

not permitted to: 

• Trade while in possession of inside information or encourage others to do so; 

• Trade in advance of or based upon knowledge of a proprietary or customer trading position, 

order, or planned order; 

• Trade a security on which an employee trading prohibition has been posted on the Adviser’s 

Restricted List; 

• Participate in new public offerings (IPOs or follow-ons) of equity, equity linked and corporate debt 

securities registered with the SEC, unless approved by the Adviser’s Chief Compliance Officer;  

• Trade individual mortgage-backed or asset-backed securities; or 

• Otherwise engage in personal trading that conflicts with duties owed to the Adviser or its clients. 

The Code does not prohibit the Adviser’s employees from making personal investments in open and 

closed end mutual funds, exchange traded funds or public REITs, even if such funds or REITs hold MBS, 

ABS or mortgage loans, unless such funds or REITs are included on the Adviser’s Restricted List. 
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The Adviser or its principals and personnel have investments in the same or similar or related securities 

as some of the investment positions effected by the Adviser on behalf of the Funds.  Such common holdings 

present a conflict when, because of the information an Adviser has, the Adviser or its personnel are in a 

position to trade in a manner that could adversely affect the Funds (e.g., place their own trades before or 

after Fund trades are executed in order to benefit from any price movements due to the Funds’ trades).  

In addition to affecting the Adviser’s or its personnel’s objectivity, these practices by the Adviser or its 

personnel may also harm the Funds by adversely affecting the price at which the Funds’ trades are 

executed.  The Adviser has adopted the following procedures in an effort to minimize such conflicts:  The 

Adviser’s Code prohibits the Adviser or its personnel from executing personal securities transactions in 

any securities on the Adviser’s Restricted List maintained by the Chief Compliance Officer.  The Adviser’s 

personnel are required to disclose the holdings in their personal accounts upon commencement of 

employment with the Adviser and on an annual basis thereafter.  The Adviser’s personnel are also required 

to provide duplicate monthly or quarterly brokerage statements for their covered accounts.  Trading in 

the personal accounts of the Adviser’s personnel is reviewed by the Chief Compliance Officer. 

To the extent that the Adviser or a related person or any of their employees own securities that the 

Adviser or its related person also recommends to clients (if any), such clients’ proxies (if any) will be 

voted according to predetermined guidelines rather than subject to the Adviser’s (or its related person’s) 

discretion.  Please refer to Item 17 for further information regarding the Adviser’s proxy voting policy and 

procedures. 

Item 12:  Brokerage Practices 

The Adviser predominantly transacts in the fixed income markets where transactions are generally not 

subject to standard commissions and involve a large number and type of securities that trade bilaterally 

between parties and not on exchanges.  Accordingly, the focus of the Adviser’s best execution policies 

and procedures is on the conflicts of interest associated with executing fixed income transactions.  The 

Adviser considers a number of factors in selecting a broker-dealer to execute transactions (or series of 

transactions) and determining the reasonableness of the broker-dealer’s compensation.  Such factors 

include the full range of the broker’s services; the net price for the transaction or series of transactions; 

the broker’s reputation, financial strength and stability, efficiency of execution and error resolution; the 

broker’s inventory of securities and ability to execute difficult trades and finance purchased securities 

(including the terms and haircuts of such financing); the broker’s operational facilities (including back office 

efficiency); the broker’s ability to report risk and pricing data regarding a client’s accounts and portfolios; 

and the value of research provided.  In selecting a broker-dealer to execute transactions (or series of 

transactions) and determining the reasonableness of the broker-dealer’s compensation, the Adviser need 

not solicit competitive bids and does not have an obligation to seek the lowest available commission cost 

(if applicable).  It is not the Adviser's practice to negotiate “execution only” commission rates; thus a Fund 

may be deemed to be paying for research, brokerage or other services provided by a broker-dealer which 

are included in the commission rate.  

When the Adviser uses brokerage commissions (or markups or markdowns) to obtain research or other 

products or services, the Adviser receives a benefit because the Adviser does not have to produce or pay 

for the research, products or services received from the broker.  Accordingly, the Adviser may have an 

incentive to select or recommend a broker based on the Adviser’s interest in receiving the research, 

products or services, which can create a conflict of interest between the Adviser’s interests and the Funds’ 

interests in receiving the most favorable execution. 

The Adviser has not entered into any formal “soft dollar” agreements with respect to the Funds’ brokerage 

commissions to obtain research and brokerage services.  The Adviser, however, receives research or 

other products or services from the Funds’ broker-dealers.  Such brokers do not charge the Adviser or 
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the Funds for such research or services.  The research services received include, but are not limited to, 

research reports (including market research, economic forecasts and fundamental and technical advice on 

securities); risk and pricing data and information; security and instrument valuations; access to risk 

modelling software or applications providing analysis of securities portfolios; attendance at certain 

seminars and conferences; and discussions with research analysts.  The brokerage services received 

include, but are not limited to, services related to the execution, clearing and settlement of securities 

transactions and functions incidental thereto (i.e., connectivity services between an adviser and a broker-

dealer and other relevant parties such as custodians); software that provides trade analytics and trading 

strategies; clearance and settlement in connection with a trade; and post trade matching of trade 

information. 

To the extent that the Adviser establishes formal soft dollar arrangements with the Funds’ or clients’ 

brokerage accounts in the future, except for services that would be an expense of the Funds or clients 

pursuant to the Funds’ or clients’ disclosure and investment management documents, or as otherwise 

described herein, the Adviser will limit the use of such soft dollars to obtain research and brokerage 

services to services that constitute research and brokerage services within the meaning of Section 28(e) 

of the Securities Exchange Act of 1934, as amended (“Section 28(e)”).  Additionally, in some instances 

the Adviser may receive a product or service that may be used only partially for functions within Section 

28(e) (e.g. an order management system, trade analytical software or proxy services).  In such instances, 

the Adviser will make a good faith effort to determine the relative proportion of the product or service 

used to assist the Adviser in carrying out its investment decision-making responsibilities and the relative 

proportion used for administrative or other purposes outside Section 28(e).  Except for services that 

would be an expense of the Funds or clients pursuant to the Funds’ or clients’ disclosure and investment 

management documents, or as otherwise described herein, the proportion of the product or service 

attributable to assisting the Adviser in carrying out its investment decision-making responsibilities will be 

paid through commissions generated by client transactions and the proportion attributable to 

administrative or other purposes outside Section 28(e) will be paid for by the Adviser from its own 

resources. 

Research and brokerage services obtained from a broker-dealer may be used by the Adviser in its other 

investment activities and may not benefit all Funds. 

The Adviser has accepted investments in certain of the Funds from customers of or vehicles managed by 

affiliates of certain of the broker-dealers with whom the Adviser effects transactions on behalf of the 

Funds.  Additionally, from time to time the Adviser participates in capital introduction programs arranged 

by broker-dealers, including firms that serve as prime brokers to one or more of the Funds or recommend 

the Funds as an investment to the brokers’ customers.  The Adviser may place client portfolio transactions 

with firms who have made such recommendations or provided capital introduction opportunities, if the 

Adviser determines that it is otherwise consistent with seeking best execution.  In no event will the 

Adviser select a broker-dealer as a means of remuneration for recommending the Adviser or any other 

product managed by the Adviser (or an affiliate) or affording the Adviser with the opportunity to 

participate in capital introduction programs. 

The Adviser will select the specific broker with whom the Adviser will execute transactions on behalf of 

the Funds.  The Adviser does not request or require that a Fund (or investor in a Fund) direct the Adviser 

to execute transactions through a specified broker-dealer.  The Adviser does not permit a Fund (or 

investor in a Fund) to direct brokerage.  For separate accounts or funds-of-one, the separate account 

owner or fund-of-one investor may require the Adviser to use a specific broker to effect transactions, 

and to the extent that the separate account owner or fund-of-one investor requires the Adviser to use a 

specific broker to effect transactions, such account may incur additional costs.  Such costs may include 

higher brokerage and commission rates, less favorable execution of transactions, and the potential of 
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exclusion from certain transactions due to the inability of the particular broker-dealer in question to 

provide adequate execution of all types of transactions. 

Aggregation of Orders  

When appropriate, the Adviser may, but is not required to, aggregate client orders to achieve more 

efficient execution or to provide for equitable treatment among accounts.  Clients participating in an 

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

Adviser will generally follow the guidelines set forth below in aggregating client orders for securities, 

including any orders placed for private investment vehicles: 

• no investment advisory client will be favored over any other investment advisory client; 

• each client that participates in an aggregated order will participate at the average price for such 

individual order, as applicable; 

• transaction costs will be shared pro rata based on each client's participation in the transaction; 

• if the aggregated order is filled in its entirety, it will be allocated among clients in accordance with 

the Adviser’s general allocation policy; 

• if the aggregated order is partially filled, it will be allocated among clients pro rata; 

• the Adviser’s books and records will separately reflect the securities held by, and bought and sold 

for, each client account; 

• the Adviser will not receive additional compensation or remuneration as a result of the 

aggregation of an order; and 

• the Adviser will provide individual investment advice and treatment to each advisory client, in 

accordance with the investment management agreement and/or fund disclosure documents, as 

applicable to each advisory client. 

Adjustments or changes may be made to the above guidelines under certain circumstances, such as to 

avoid odd lots, excessively small allocations or as a result of an instrument’s minimum trading size. 

See Item 6 in this Brochure regarding information on the Adviser’s allocation policies. 

Item 13:  Review of Accounts 

Each Fund’s investment portfolio is monitored or reviewed by the Adviser’s portfolio managers each day 

on which markets are open for trading in New York, New York in connection with the Adviser’s 

discretionary investment management of the Funds’ investment portfolios.  The Adviser’s Head of 

Operations and his team review and monitor on a daily and monthly basis the Funds’ profit and loss, net 

asset value calculations and trade reconciliations performed by each Fund’s administrator. 

Investors in the Funds receive unaudited monthly preliminary and final net asset value and performance 

statements as well as a summary of fund risk measurements from the Adviser or the Funds’ administrators.  

Investors in the Funds also receive audited financial information annually.  Such reports may be delivered 

electronically to the investors in accordance with the Funds’ subscription and other agreements. 
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Item 14:  Client Referrals and Other Compensation  

From time to time, the Adviser may compensate third parties for client referrals.  The referral relationship 

will be outlined in a contract between the third party and the Adviser.   Such referral activities will be 

conducted in accordance with Rule 206(4)-3 under the Advisers Act, as well as relevant SEC guidance.  In 

general, third party solicitors may receive a portion of the fees otherwise payable to the Adviser.  The 

Adviser has entered into such arrangements with respect to certain of the Funds.  Additionally, the Adviser 

has entered into arrangements with third-parties who solicit or market investors for interests in the 

Adviser’s commingled Funds. 

Item 15:  Custody 

With respect to certain of the Funds, the Adviser and Metacapital Management, LLC are deemed to have 

custody of the Funds’ funds and securities by virtue of their status as investment manager or general 

partner, respectively, of the Funds or their authorization to instruct such Funds’ custodians to withdraw 

client funds or securities.  To comply with Rule 206(4)-2 under the Advisers Act, the Adviser reasonably 

believes that all investors in the Funds for which the Adviser or its affiliate are deemed to have custody 

of client funds and securities will be provided with audited financial statements for such Funds within 120 

days of the end of the respective Fund’s fiscal year.  Such investors should carefully review the audited 

financial statements of the Funds upon receipt. 

Item 16:  Investment Discretion  

The Adviser provides investment advisory services on a discretionary basis to the Funds.  Prior to assuming 

full discretion in managing a client’s assets, the Adviser enters into an investment management agreement 

or other agreement that sets forth the scope of the Adviser’s discretion.  The Adviser has the full authority 

to determine the type, amount and timing of the securities, instruments and investments to be purchased 

and sold for the Funds (subject to restrictions on its activities set forth in the applicable investment 

management agreement and any written investment guidelines).  Because of the differences in client 

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

among clients in invested positions and securities held. 

As stated in Item 4, the Adviser provides advice to the Funds based on the specific investment objectives 

and strategies of each Fund and the Adviser does not tailor advisory services to the individual needs of 

investors in the Funds.   Individual investors in the Funds do not have the ability to impose limitations on 

the Adviser’s authority.  Prospective investors should carefully review the Funds’ offering  documents to 

ensure that they understand the Funds’ structure and operations and the Adviser’s authority with respect 

to the Funds. 

Item 17:  Voting Client Securities 

In managing the Funds, the Adviser does not generally invest in listed equity securities.  Therefore, the 

Adviser does not generally receive proxies relating to the securities owned by the Funds.  To the extent 

the Funds receive proxies, investors in the Funds cannot direct votes on behalf of the Funds. 

To the extent the Adviser has been delegated proxy voting authority on behalf of a Fund, the Adviser 

complies with its proxy voting policies and procedures that are designed to ensure that in cases where 

the Adviser votes proxies with respect to Fund securities, such proxies are voted in the best interests of 

the Funds.  The Adviser believes that voting proxies in accordance with the following guidelines is in the 

best interests of the Funds.  Generally, the Adviser will vote in favor of routine corporate housekeeping 

proposals, including election of directors (where no corporate governance issues are implicated), selection 



Page 24 

of auditors, and increases in or reclassification of common stock.  The Adviser will generally vote against 

proposals that make it more difficult to replace members of a board of directors.  For all other proposals, 

the Adviser will determine whether a proposal is in the best interests of the Funds and may take into 

account the following factors, among others: (i) whether the proposal was recommended by management 

and the Adviser’s opinion of management; (ii) whether the proposal acts to entrench existing management; 

and (iii) whether the proposal fairly compensates management for past and future performance. 

To the extent that the Funds receive proxies, the Chief Compliance Officer will identify any conflicts that 

exist between the interests of the Adviser and the Funds.  This examination will include a review of the 

relationship of the Adviser and its affiliates with the issuer of each security and any of the issuer’s affiliates 

to determine if the issuer is a client of the Adviser or an affiliate of the Adviser or has some other 

relationship with the Adviser or a client of the Adviser. If a material conflict exists, the Adviser will 

determine whether voting in accordance with the voting guidelines and factors described above is in the 

best interests of the Fund.   

Clients may contact the Chief Compliance Officer, Daniel Caffarelli, via e-mail at 

dcaffarelli@metacapital.com or telephone at (212) 300-0500, in order to obtain information on how the 

Adviser voted such client’s proxies, and to request a copy of these policies and procedures. 

Item 18:  Financial Information 

We are not required to provide a balance sheet in response to this item and are not subject to any 

financial condition that is reasonably likely to impair our ability to meet our financial obligations to our 

clients, as of the date hereof. 


