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ITEM 2. MATERIAL CHANGES

This amended brochure includes updates, none of which are deemed to be material, to information
regarding the Firm’s practices.
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ITEM 4. ADVISORY BUSINESS

This brochure has been prepared based on the way Willow Tree expects to conduct its investment
advisory operations once it fully commences such operations. At present, Willow Tree advises one
separately managed account and is preparing to launch one or more private investment funds, as
discussed below.

General Description of Willow Tree

Willow Tree, a Delaware limited partnership formed in February 2017, provides investment management
services to its advisory client(s). The principal owner of Willow Tree is Timothy Lower. Willow Tree
Credit Partners GP, LLC (“Willow Tree GP”) acts as the general partner to Willow Tree. Mr. Lower is
the principal owner and managing member of Willow Tree GP.

Description of Advisory Services

Willow Tree currently provides investment advisory services to a separately managed account and
anticipates providing investment advisory services to (1) one or more pooled investment vehicles
intended for institutional and other sophisticated investors, including Willow Tree Fund | LP, a Delaware
limited partnership (the “Onshore Fund”), and (2) additional separately managed accounts (collectively
with the currently advised separately managed account, the “SMASs,” and together with the Onshore
Fund, the “Clients”). Willow Tree expects to establish a parallel fund to the Onshore Fund organized in
the Cayman Islands to accommodate the legal, tax, regulatory or other requirements of certain investors
(the “Offshore Fund”), and may establish one or more additional parallel funds (each, including the
Offshore Fund, a “Parallel Fund” and, collectively, the “Parallel Funds™) or Feeder Funds for certain
investors (each a “Feeder Fund” and, collectively, the “Feeder Funds™) and each Parallel Fund or
Feeder Fund, once established, also may be considered a “Client”). As used herein, the term “Fund”
refers to the Onshore Fund, all Parallel Funds (if any), all alternative investment vehicles (if any) and all
Feeder Funds (if any) established by Willow Tree in connection with the formation and/or operation of
the Fund.

In the future, Willow Tree may form additional fund clients and accept additional separately managed
account clients that invest primarily in accordance with the same strategy or other strategies.

Willow Tree Fund | GP, LLC, an affiliate of Willow Tree, will act as general partner (the “General
Partner”) to the Onshore Fund. References to “Willow Tree” below shall include the General Partner, as
pertinent.

Willow Tree will provide advisory services to the Fund on a discretionary basis and to the SMAs on
either a discretionary or a non-discretionary basis as agreed between Willow Tree and each SMA client
and set forth in the applicable investment management agreement or other similar agreement.

Willow Tree constructs portfolios on behalf of its Clients principally pursuant to a direct lending
investment strategy pursuant to which it makes non-investment grade, first lien and unitranche, floating
rate, senior secured loans to, and, to a much lesser extent, junior capital investments in, private
companies. Willow Tree’s services to its Clients consist of: investigating, identifying and evaluating
investment opportunities; structuring, negotiating and making investments on behalf of its Clients;
managing and monitoring the performance of such investments; and disposing of such investments.




Tailoring to Individual Needs and Investment Restrictions

Willow Tree will provide advisory services to the Fund in accordance with the relevant offering
documents, investment management agreement and/or the limited liability company agreement or limited
partnership agreement (or analogous organizational document) (collectively, the “Governing
Documents™). Willow Tree will provide investment advice directly to the Fund and not individually to
any Fund investor (each an “Investor” and, collectively, the “Investors”). Willow Tree will tailor its
advisory services for the Fund based on the investment objective, strategies and any restrictions on
investing set forth in the applicable confidential private placement memorandum and the Fund’s
investment management agreement.

Willow Tree manages the SMAs in accordance with negotiated guidelines and restrictions regarding
investments and other investment criteria as set forth in the applicable investment management agreement
or other similar agreement.

Co-Investments

Willow Tree expects that the General Partner (or Willow Tree, as applicable), in its sole and absolute
discretion, may offer available co-investment opportunities to (1) one or more Investors, (2) one or more
third-party potential co-investors who are not Investors, including SMA Clients, and/or (3) third parties
who are neither Investors nor Clients. Willow Tree also expects to serve as manager of various co-
investment vehicles structured to facilitate participation by third-party co-investors in portfolio
investments alongside the Fund.

Side Letters

As described in more detail under Item 5 below, Willow Tree may enter into “side letters” or similar
agreements pursuant to which certain Investors are granted specific rights, benefits or privileges that are
not generally made available to other Investors.

Assets Under Management

As of July 31, 2018, Willow Tree had approximately $250 million in assets under management managed

on a non-discretionary basis. This number includes committed capital pursuant to Willow Tree’s
investment management agreement for its current SMA Client.

ITEM 5. FEES AND COMPENSATION

Fee Schedule, Deduction of Fees, Timing of Payments and Termination

Willow Tree’s fee schedule is omitted because this brochure is being delivered only to “qualified
purchasers,” as defined in section 2(a)(51)(A) of the Investment Company Act of 1940 (the “Investment
Company Act”).

Willow Tree will deduct management fees (“Management Fees”) from the Fund’s assets quarterly in
arrears as set forth in the relevant Governing Documents. Willow Tree also may receive performance-
based compensation or a performance allocation (“Performance Allocation”).




Generally, fees paid by Investors are not negotiable. In certain cases, however, Willow Tree may waive
or reduce Management Fees and Performance Allocation for certain Investors, including employees and
affiliates. All Investors should review the Governing Documents for complete information on fees and
compensation. Additionally, Willow Tree and its affiliates may elect to waive or reduce Management
Fees and Performance Allocation for the benefit of one or more co-investors without offering such
reduction or waiver to the other co-investors.

The terms for payment of fees and expenses regarding any SMA are negotiated on an account-by-account
basis and set forth in the applicable investment management agreement or other similar agreement.
Willow Tree’s agreement with its initial SMA client entitles it to a portion of Willow Tree’s performance-
based fees, if any, and potentially a portion of certain fees related to the origination and management of
portfolio assets.

Side Letters

Willow Tree may from time to time enter into an agreement with an Investor, without the approval of any
other Investor, that provides for terms that are different from those described in the pertinent offering
documents (“side letters”). As a general matter, Willow Tree will owe certain fiduciary duties to the
Fund, which require that Willow Tree act in good faith and in what Willow Tree considers to be in the
best interests of the Fund. In doing so, Willow Tree also will endeavor to act in a manner that ensures the
fair treatment of the Fund’s Investors. In exercising discretion in causing the Fund to enter into a side
letter, Willow Tree will disclose any material terms of such side letter (i.e., any terms or combination of
terms that may disadvantage another Investor) to other Investors as appropriate. Otherwise, absent an
agreement to the contrary, Willow Tree may, but generally is not required to, disclose the existence or
terms of any such side letters to any other Investor.

The types of Investors who receive preferential treatment, or have the right to receive preferential
treatment, may include, but are not limited to: cornerstone or seed Investors or Investors of other
strategic importance to the Fund; Investors complying with specific legal, tax and/or regulatory
requirements; and affiliates of Willow Tree.

Rights or terms that a side letter may alter may include, but are not limited to: (1) rights or terms
necessary in light of particular legal, regulatory or public policy characteristics of an Investor;
(2) preferential fee terms; (3) preferential terms relating to liquidity and/or transfer; and (4) enhanced
transparency and reporting. Such side letters or similar agreements, however, will not combine
preferential information rights with preferential redemption rights to the detriment of other Investors.

If Willow Tree or the Fund enters into a side letter entitling an Investor to withdraw from the Fund under
certain circumstances (e.g., as a result of a violation of any pay-to-play or similar law, regulation or
policy applicable to such Investor), any actual withdrawal by such Investor may increase any other
Investor’s pro rata interest in all future investments, which may have an adverse effect on such Investor’s
returns.

Additional Fees and Expenses
In addition to the Management Fees and, if applicable, Performance Allocation described above, the Fund
(and through their investment in the Fund, Investors) will bear offering and operational expenses,

including, without limitation, as applicable:

e Up to $2 million of legal and other expenses in connection with the organization of the Fund, any
Parallel Funds and any Feeder Funds and related entities—organizational expenses in excess of




the cap will be paid by the Fund but borne by Willow Tree and its affiliates through a 100%
offset against Management Fees otherwise payable to Willow Tree;

Expenses of the continuous offering of interests (including the cost of producing, updating and
distributing offering memoranda and other offering materials);

Expenses related to, or incurred in connection with, any Fund investment (or proposed Fund
investment which is not consummated) including, without limitation, the fees and expenses of
outside counsel, accountants, consultants, experts and other third-party service providers
(including, without limitation, third-party valuation, pricing services, monitoring), third-party
research expenses (including market data, research analytics, newswire fees), rating expenses,
origination fees, loan servicing, loan administration, due diligence expenses, investment banking
and finders’ fees, appraisal fees, clearing and settlement charges, brokerage fees, custodial fees,
stamp and transfer taxes, hedging costs and “travel expenses,” which include reimbursements for
airline travel and other transportation expenses, meals and accommodation expenses of Willow
Tree incurred in connection with Fund activities;

Expenses associated with the operation and administration of the Fund including, without
limitation, outside counsel, third-party valuation, accounting, audit, tax planning and tax return
preparation, and other out-of-pocket expenses and the fees and expenses of any third-party fund
administrator;

Expenses associated with reporting and providing information to Investors;

Expenses associated with Investor and advisory committee meetings and the reasonable out-of-
pocket expenses of the members of any advisory committee in connection with their services;

Compliance expenses relating to the operation of the Fund or its investments including, without
limitation, expenses relating to regulatory filings (or portions thereof) that Willow Tree or its
affiliates are required to make in connection therewith (including, if applicable, Form PF
expenses, expenses in connection with Commodity Futures Trading Commission reporting and
expenses in connection with Alternative Investment Fund Manager Directive reporting);

The costs of forming and operating any alternative investment vehicle (including, without
limitation, administration costs);

The costs of operating any Feeder Fund (including, without limitation, administration costs);

Commitment fees, principal payments, interest amounts and other fees and amounts payable in
connection with subscription and other credit facilities or borrowings;

Insurance costs (including, without limitation, directors and officers, errors and omissions,
fidelity, general liability and workers compensation insurance costs);

Indemnification amounts payable to persons entitled to indemnification under the relevant
organizational documents;

All taxes imposed on the Fund;




e All costs and expenses incurred by the General Partner (or its designee) in its capacity as
“partnership representative” for purposes of the “Partnership Tax Audit Rules,” as applicable and
as such terms are defined in the pertinent limited partnership agreement;

o Costs and expenses associated with any litigation, threatened litigation or governmental or
regulatory inquiry (including, without limitation, any judgments, settlements or other amounts
paid in connection therewith) and all other extraordinary expenses;

o Fees paid to any placement agent, provided that 100% of any such fees paid by the Fund will be
offset against Management Fees otherwise payable to Willow Tree; and

o All other costs and expenses incurred that are authorized by or in accordance with the Governing
Documents (e.g., in the case of the Onshore Fund, other costs and expenses may be approved by
the General Partner and a majority in interest of the limited partners or the advisory committee).

Generally, the Fund will also pay all investment expenses and costs incurred in connection with
transactions not consummated (i.e., “broken deal expenses”). A potential co-investor who co-invests
alongside the Fund will share broken deal expenses only if the potential co-investor has a contractual
obligation to co-invest in the particular transaction and/or bear such expenses regarding the particular
investment. Therefore, the Fund, and not a potential co-investor, typically will bear these expenses.
Notwithstanding the foregoing, Willow Tree will seek to allocate broken deal expenses to co-investors
where it is appropriate and reasonable to do so.

Otherwise, co-investors participating in a co-investment may be subject to any of the costs and expenses
enumerated above. Expenses related to consummated transactions are generally shared pro rata by all
Clients and investment funds participating in the transaction, including co-investment vehicles or funds, if
any.

See Item 12 below for additional information regarding brokerage fees.

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

Clients will generally pay both a Management Fee and Performance Allocation, although some Clients or
Investors may pay a reduced or no Management Fee or Performance Allocation. Managing assets for
different Clients with different fee structures, including, e.g., the side-by-side management of a client that
pays performance-based compensation and one that does not or of a client that pays higher performance-
based compensation than another, creates a conflict of interest for an adviser. Such an arrangement
creates an incentive for an adviser to favor accounts with the most profitable performance-based
compensation structure. These arrangements give rise to conflicts of interest regarding:

e The allocation of investment opportunities; and
e Transactions among such clients (i.e., cross trades).

Consequently, when trading on behalf of multiple Clients with differing performance-based compensation
arrangements, Willow Tree will endeavor to allocate investment opportunities among Clients in a fair and
equitable manner so that over time, Willow Tree treats Clients fairly and no Client is systematically
disadvantaged. Willow Tree’s trade allocation for any given Client may vary based on, among other
things, differences in Clients’ investment objectives, capital constraints and any scheduled increase or




decrease of any particular Client’s assets under management. Willow Tree has adopted policies and
procedures governing the identification, assessment and monitoring of conflicts of interest and policies
and procedures to address the allocation of investment opportunities. In addition, members of Willow
Tree’s senior management will routinely consult with one another for the purpose of identifying conflicts
and assessing the fairness of investment allocations.

ITEM 7. TYPES OF CLIENTS

Willow Tree expects to offer investment advisory services to pooled investment vehicles that are privately
offered funds and separately managed accounts.

Investors are expected to comprise primarily government and private pension funds, sovereign wealth
funds, endowments, foundations, family offices, banks, investment companies, insurance companies,
private corporations, and a limited number of high net worth individuals. Generally, Investors will be
required to meet certain suitability and net worth qualifications, such as being: (1) an “accredited
investor” within the meaning of Rule 501 of Regulation D under the Securities Act of 1933, as amended
(the “Securities Act”), (2) a “qualified purchaser” as defined in Section 2(a)(51) of the Investment
Company Act or (3) a “knowledgeable employee” within the meaning of Rule 3c-5 of the Investment
Company Act, depending on the applicable eligibility requirements of the respective Fund.

Willow Tree will generally require that Investors invest no less than $1,000,000. With respect to SMAs,
Willow Tree generally requires a minimum investment of $150,000,000. Willow Tree may waive each of
these minimums at its sole discretion.

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

Methods of Analysis

Generally

Willow Tree’s investment objective is to achieve superior risk-adjusted returns, primarily through current
income, while emphasizing principal preservation and low volatility by originating, structuring and
investing in first lien, senior secured, non-investment grade, floating rate corporate loans to privately held
middle market companies, using fund leverage to enhance yields on these assets. Underwriting fees, call
protection and partnering with first-out providers are expected to further increase returns in the senior
debt portfolio. On a selective basis, Willow Tree also expects to make junior capital investments when
Willow Tree possesses a high degree of conviction, based on industry knowledge or other factors, in the
attractiveness of the investment opportunity. From time to time, under particularly compelling
circumstances, Willow Tree also may trade on behalf of a Client in privately placed debt investments
issued by public companies.

Willow Tree’s strategy to accomplish this objective is to leverage the differentiated competitive strengths
of the Willow Tree platform (the “Platform”) to target attractive investments in underserved and less
competitive segments of the middle market. Willow Tree’s investment origination and underwriting
activities will be supported by a network of operating advisors who provide a local market presence
throughout the country and expertise across industry sectors, including technology, business services,
industrials and manufacturing, healthcare and consumer products and services (the “Operating
Advisors”).




Willow Tree’s strategic partnership with Dock Square Capital LLC (“Dock Square”), a merchant bank
founded by Governor Jeb Bush, further supports Willow Tree’s go-to-market strategy. With industry
expertise across all targeted Willow Tree verticals Dock Square provides value-added services to
financial sponsors and borrowers.

Willow Tree’s investment professionals conduct extensive analyses and due diligence to determine which
investment opportunities provide an investable risk/reward proposition. The diligence process carried out
by Willow Tree’s investment professionals includes, but is not limited to, analysis of publicly available
information, forensic accounting, on-site information gathering and analysis of company-specific, sector-
specific, and general market trends. In particular, Willow Tree requires that new positions (1) have
attractive credit metrics, (2) have attractive risk/return prospects and (3) meet Willow Tree’s
diversification requirements. A Client’s portfolio will not trade on a public exchange because all
investments will be private.

Willow Tree sources investment opportunities through a network of relationships that focus on finding
debt investments primarily in middle market companies in the following industries: healthcare, business
services, general industrials and manufacturing, aerospace and defense, technology and media and
consumer products and services. Willow Tree expects the network to include (1) the leveraged buy-out
private equity sponsor community focused on the middle market, (2) contacts in the banking, legal and
financial advisory industries and (3) operating advisers and strategic partnerships.

Willow Tree bases its investment analysis on value-oriented, credit-related fundamentals and focuses on a
thorough “bottom-up” approach and the use of market-standard and proprietary valuation-based modeling
techniques to identify attractive relative values compared to fundamental credit risk.

Underwriting Analysis

The underwriting focus for each investment varies based on the nature of the underlying business and its
capitalization. Factors that are common to each such analysis are set forth below:

e Structure (pricing, key terms, etc.);

o Investment rationale, key risks and the way those risks are expected to be mitigated,;

o Nature of the business and its future prospects;

e Positioning of the company relative to its closest competitors;

e Industry trends, especially whether there are significant headwinds;

e Regulatory or legal factors that pose a risk to the business or may serve as growth catalysts;
e Analysis of historical financial performance;

e Unique legal and tax factors; and

e Forecasting of potential outcomes, ranging from management’s growth case to a conservative
downside case.
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Investment Strategies

Willow Tree’s core investment strategy is primarily to originate, and apply leverage to, well-structured,
first lien, senior, secured, non-investment grade, floating rate corporate loans to private companies and, to
a much lesser extent, investments in junior securities to private companies.

Our investment strategy also includes the use of structured credit-related investments. The range of
structured credit-related investments includes, but is not limited to, opportunities in collateralized debt
obligations, collateralized loan obligations and asset-backed securities, in debt or equity tranches, where
their intrinsic value is materially greater than current market prices or where illiquidity discounts offer the
potential for capital appreciation. When combined with interest payments or other forms of distribution,
such investments offer the possibility of generating enhanced returns.

The pillars of Willow Tree’s investment philosophy and planned strategy include:
e Using disciplined underwriting;
o Embracing complexity, including non-sponsored transactions and carve-outs, when appropriate;
e Focusing on downside protection, including in-house restructuring capabilities; and

e Maximizing long-standing relationships with private equity sponsors, issuers, intermediaries,
professionals and other channels through which we plan to source quality deal flow.

Willow Tree’s approach to constructing a portfolio is as follows:

e In general, we will seek to create a diversified portfolio of investments across various borrowers,
industries and geographic locations. We expect to invest in a wide variety of privately negotiated
transactions, such as leveraged buyouts, add-on acquisition financings, refinancings, and
recapitalizations. We intend to limit our exposure to borrowers in which the existing equity
owners no longer have substantial capital at risk or where the use of proceeds of the transaction is
not additive to the overall value of the enterprise (e.g., dividend recapitalizations).

e We believe that, in the current environment, the risk-adjusted returns available regarding senior,
secured, first lien loans is superior to that available in junior debt securities (whether second lien
or subordinated unsecured debt). A substantial majority of portfolios that Willow Tree constructs
will comprise a combination of senior, secured, first lien, floating rate corporate loans and
unitranche loans (i.e., debt that combines senior and junior debt into a single debt instrument). A
portion of the portfolio will consist of smaller, opportunistic investments in junior capital
securities. The latter may be in the form of: (1) equity co-investments in transactions in which
Willow Tree is making a senior loan investment or (2) stand-alone investments in either private
equity sponsored or non-sponsored transactions.

We will focus on investments in smaller companies (i.e., those with those with earnings before interest,
tax, depreciation and amortization (“EBITDA”) ranging from approximately $10 million to $30 million),
although Willow Tree also will opportunistically invest in larger companies) representing a wide range of
industries and sectors. We expect such companies to be located primarily in the United States. Also, we
may make some investments on behalf of our Clients in non-U.S. companies in North America on
favorable terms, taking into account risks associated with such investments.
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Additionally, as noted above, Willow Tree’s investment strategy may also include the use of structured
credit-related investments, including, but not limited to, the debt or equity tranches of collateralized loan
or debt obligations or other asset-backed securities. From time to time, under particularly compelling
circumstances, the Fund may also trade in privately placed debt investments issued by public companies.

Distressed investing will not be a core component of Willow Tree’s investment strategy. Occasionally,
Willow Tree may opportunistically purchase distressed senior securities at a discount during periods of
market dislocation or when Willow Tree has strong conviction about the creditworthiness of an issuer and
the asset and enterprise coverage of such senior security.

Risk of Loss

An investment in securities involves a high degree of risk, including the risk that the entire amount
invested may be lost, a risk Clients should be prepared to bear.

Clients and Investors should carefully consider, among other factors, the following material risks
involved with Willow Tree’s investment strategies. Investors should refer to the applicable Governing
Documents for more complete information on investment strategies employed and the risks associated
with an investment in the Fund.

Strategy-Related Material Risks
General Risks of Lending, Secured Lending and Loan Origination

Among other risks, Willow Tree’s lending strategy is subject to general market, credit and interest rate
risks. Secured lending is also subject to the risk of inadequate collateral, and lending generally is subject
to the risk of default.

Credit risk refers to the likelihood that an obligor will default on the payment of principal, interest or
other amounts owed on an instrument. Credit risk may change over the life of an instrument, and debt
instruments that are rated by rating agencies are subject to downgrade at a later date.

Interest rate risk refers to the risks associated with market changes in interest rates. Interest rate changes
may affect the value of a debt instrument indirectly (especially in the case of fixed rate obligations) or
directly (especially in the case of instruments whose rates are adjustable). In general, rising interest rates
will negatively affect the price of a fixed rate debt instrument and falling interest rates will have a positive
effect on the price of a fixed rate debt instrument.

Adjustable rate instruments also react to interest rate changes in a similar manner, although generally to a
lesser degree (depending, however, on the characteristics of the reset terms, including the index chosen,
frequency of reset and reset caps or floors, among other factors). Interest rate sensitivity is generally more
pronounced and less predictable in instruments with uncertain payment or prepayment schedules.

While loans originated by a Client are intended to be over-collateralized, the lack or inadequacy of
collateral or other assets expected to be the source of repayment or credit enhancement for a debt
instrument may affect its credit risk, and a Client may be exposed to losses resulting from default. A
defaulted or otherwise distressed Client investment may become subject to workout negotiations or
restructuring, which may entail, among other things, a substantial reduction in interest rate, a substantial
write-down of principal and a substantial change in the terms, conditions and covenants with respect to
the investment. A Client may incur additional expenses if it is required to seek recovery upon default or to
negotiate new terms with a defaulting issuer.
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Additionally, in the event of a default, the value of the underlying collateral, the creditworthiness of the
borrower and the priority of the lien are each of great importance. The Client’s interests, including the
validity or enforceability of the loan and the maintenance of the anticipated priority and perfection of the
applicable security interests, may not be adequately protected. Furthermore, claims may be asserted that
could interfere with the enforcement of the Client’s rights. Under certain circumstances, the Client or its
affiliate may assume direct ownership of the underlying asset. The liquidation proceeds upon a sale of
such asset may not satisfy the entire outstanding balance of principal and interest on the loan, resulting in
a loss to the Client. Any costs or delays involved in the effectuation of the liquidation of the underlying
collateral regarding a defaulted loan may further reduce the proceeds and thus increase the loss.

Investment Due Diligence and Research; Reliance on Corporate Management and Financial Reporting

When conducting due diligence and investment research, Willow Tree may be required to evaluate
important and complex business, financial, tax, accounting, environmental and legal issues, often on an
expedited basis, to take advantage of an investment opportunity. Detailed information necessary for a full
evaluation may not be available, and the financial information available to Willow Tree may not be
accurate or provided based upon accepted accounting methods. Outside consultants, legal counsel,
accountants and investment banks may be involved in the due diligence and investment research process
in varying degrees depending on the type of investment. There can be no assurance that these consultants
will evaluate such investments accurately. Moreover, the due diligence investigation and investment
research that Willow Tree carries out with respect to any investment opportunity may: (1) not reveal or
highlight all relevant facts that may be necessary or helpful in evaluating such investment opportunity,
(2) lead to inaccurate or incomplete conclusions or (3) be manipulated by fraud. A Client could incur
material losses as a result of the misconduct or incompetence of such individuals and/or a substantial
inaccuracy in such information.

Fraud

Of paramount concern in lending is the possibility of material misrepresentation or omission or fraud on
the part of the borrower. Such inaccuracy or incompleteness may adversely affect the valuation of the
collateral underlying the loans or may adversely affect the ability of a Client to perfect or effectuate a lien
on the collateral securing the loan. When investing on behalf of a Client, Willow Tree will rely upon the
accuracy and completeness of representations made by borrowers to the extent reasonable, but Willow
Tree cannot guarantee such accuracy or completeness. Although distressed lending is not part of Willow
Tree’s core strategy, under certain circumstances, a Client may invest in loans to high-risk borrowers,
such as companies with limited or poor credit histories. The risk of default by such borrowers is high,
and any such default may lead to a material loss to a Client. Under certain circumstances, payments to a
Client may be reclaimed if any such payment or distribution is later determined to have been a fraudulent
conveyance or a preferential payment.

Insolvency and Bankruptcy

Various laws enacted for the protection of creditors may apply to a Client’s investments. In a lawsuit
brought by an unpaid creditor or representative of creditors of an issuer of a Client investment, such as a
trustee in bankruptcy, a court may find that the issuer did not receive fair consideration or reasonably
equivalent value for incurring the indebtedness constituting such Client investment. If, after giving effect
to such indebtedness, the issuer (1) is insolvent, (2) is engaged in a business for which the remaining
assets of such issuer constituted unreasonably small capital or (3) intends to incur, or believes that it will
incur, debts beyond its ability to pay such debts as they mature, such court could determine (1) to
invalidate, in whole or in part, such indebtedness as a fraudulent conveyance, (2) to subordinate such
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indebtedness to existing or future creditors of the issuer or (3) to recover amounts previously paid by the
issuer in satisfaction of such indebtedness.

The issuer of a Client investment may enter bankruptcy, receivership, insolvency or similar proceedings
(collectively, “bankruptcy”). Bankruptcy may result in, among other things, a substantial reduction in the
interest rate and a substantial write-down of the principal of the related Client investments.

Call and Prepayment Risk

The ability of issuers to prepay Client investments will vary. A Client will experience a decline in
expected return if a Client investment was purchased at a price greater than par and is prepaid at par or at
a price lower than the purchase price. The rate of prepayments, amortization, delinquencies and defaults
may be influenced by various factors including:

e Changes in issuer performance and requirements for capital;

e Interest rate movements;

e Unavailability of credit or a decline in credit underwriting standards; and
e The overall economic environment.

Further, in the case of prepayment, a Client bears reinvestment risk, because Willow Tree may be
required to reinvest the proceeds at a lower rate than the original investment.

Client investments generally pay floating interest rates. To the extent interest rates increase, periodic
interest obligations owed by the related issuer also will increase. As prevailing interest rates increase,
some issuers may not be able to make the increased interest payments on Client investments or refinance
their balloon and bullet loans, resulting in payment defaults.

Contingent Liabilities and Indemnification

Willow Tree, on behalf of its Clients, may acquire an investment that is subject to contingent liabilities.
Such contingent liabilities could be unknown to us at the time of acquisition or, if they are known,
Willow Tree may not accurately assess or protect against the risks that they present. Acquired contingent
liabilities could thus result in unforeseen losses for our Clients. In addition, in connection with the
disposition of an investment in a portfolio company, a Client may be required to make representations
about the business and financial affairs of such portfolio company typical of those made in connection
with the sale of a business.

A Client also may be required to indemnify the purchasers of such investment if any such representations
are inaccurate. These arrangements may result in the incurrence of contingent liabilities by a Client, even
after the disposition of an investment. Accordingly, the inaccuracy of representations and warranties
made by a Client could harm such Client’s performance.

Smaller Issuers
On behalf of its Clients, Willow Tree invests primarily in the debt obligations or securities of middle
market, lower middle market and/or less well-established companies. While smaller companies may have

potential for rapid growth, they involve higher risks. Smaller companies have more limited financial
resources than larger companies and may be unable to meet their obligations under their debt securities,
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which may be accompanied by a deterioration in the value of any collateral and a reduction in the
likelihood of a Client realizing any guarantees it may have obtained in connection with its investment.
Smaller companies also typically have shorter operating histories, narrower product lines and smaller
market shares than larger businesses, which tend to render them more vulnerable to competitors’ actions
and market conditions, as well as general economic downturns. Generally, less information is publicly
available about these companies, and they are generally not subject to the financial and other reporting
requirements applicable to public companies. Smaller companies are more likely to depend on the
management talents and efforts of a small group of persons; therefore, the death, disability, resignation or
termination of one or more of these persons could have a material adverse impact on the company and, in
turn, on a Client’s performance. Smaller companies also may have less predictable operating results and
may require substantial additional capital to support their operations, finance expansion or maintain their
competitive position. Such companies also may have difficulty accessing the capital markets to meet
future capital needs, which may limit their ability to grow or to repay their outstanding indebtedness upon
maturity.

Portfolio Company Management

Each portfolio company’s day-to-day operations will be the responsibility of such portfolio company’s
management team. Although Willow Tree will be responsible for monitoring the performance of each
portfolio investment, there can be no assurance that the existing portfolio company’s management team,
or any successor, will be able to operate the portfolio company in accordance with Willow Tree’s
expectations. The success of each portfolio company depends in substantial part upon the skill and
expertise of each portfolio company’s management team.

Investments in Highly Leveraged Portfolio Companies

On behalf of its Clients, Willow Tree may invest in companies whose capital structures involve
significant leverage. Additionally, some of the debt positions acquired by a Client may be the most junior
in what could be a complex capital structure, and thus subject the Client to the greatest risk of loss.

Investments in highly leveraged entities are inherently more sensitive to declines in revenues, increases in
expenses and interest rates and adverse economic, market, and industry developments. Furthermore, a
portfolio company’s significant indebtedness could, among other things:

e Subject the portfolio company to a number of restrictive covenants, terms, and conditions, any
violation of which could be viewed by creditors as an event of default and could materially
impact a Client’s ability to realize value from the investment;

e Cause even moderate reductions in operating cash flow to render the portfolio company unable to
service its indebtedness, leading to the portfolio company’s bankruptcy or other reorganization
and a loss of part or all of a Client’s investment;

o Give rise to an obligation to make mandatory prepayments of debt using excess cash flow, which
might limit the portfolio company’s ability to respond to changing industry conditions if
additional cash is needed for the response, to make unplanned but necessary capital expenditures
or to take advantage of growth opportunities;

e Limit the portfolio company’s ability to adjust to changing market conditions, thereby placing it
at a competitive disadvantage compared to its competitors that have relatively less debt;
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o Limit the portfolio company’s ability to engage in strategic acquisitions that might be necessary
to generate attractive returns or further growth; and

e Limit the portfolio company’s ability to obtain additional financing or increase the cost of
obtaining such financing, including for capital expenditures, working capital or other general
corporate purposes.

As a result, the risk of loss associated with a leveraged portfolio company is generally greater than for
companies with comparatively less debt.

Operating and Financial Risks of Portfolio Companies

Portfolio companies in which Willow Tree invests on behalf of its Clients could deteriorate as a result of,
among other factors, an adverse development in their business, a change in the competitive environment,
or an economic downturn. As a result, portfolio companies that Willow Tree expects to be stable may
operate, or expect to operate, at a loss or have significant variations in operating results; may require
substantial additional capital to support their operations or to maintain their competitive position; or may
otherwise have a weak financial condition or be experiencing financial distress. In some cases, the
success of a Client’s investment strategy will depend, in part, on the ability of Willow Tree to restructure
and effect improvements in the operations of a portfolio company. The activity of identifying and
implementing restructuring programs and operating improvements at portfolio companies entails a high
degree of uncertainty.

Uncertainty of Financial Projections Regarding Portfolio Companies

Willow Tree generally establishes the pricing of transactions and the capital structure of portfolio
companies based on financial projections for such portfolio companies. Normally, these projections
depend on management judgments. In all cases, projections of future results are only estimates based
upon assumptions made at the time that the projections are developed. Projected results may not be
realized, and actual results may vary significantly from the projections. General economic, political and
market conditions, which are not predictable, can have a material adverse impact on the reliability of such
projections.

Illiguid Investments and Long-Term Investments; Uncertain Exit Strategies

On behalf of its Clients, Willow Tree invests in and holds to maturity instruments that do not have a
significant secondary market. In most cases, there will be no public market for the securities at the time
of their acquisition. These securities generally may not be sold publicly, unless their sale is registered
under applicable securities laws or an exemption from such registration requirements is available, and
Willow Tree may not be able to arrange a private sale. To the extent that there is no trading market for a
portfolio investment, Willow Tree may be unable to liquidate that investment on the Client’s behalf or
may be unable to do so at a profit. Accordingly, there can be no assurance that a Client will realize value
on its investments in a timely manner.

Due to the illiquid nature of many of the positions, as well as the uncertainty of the success of their
issuers, Willow Tree is unable to predict with confidence what the exit strategy will ultimately be for any
given investment, or that one will definitely be available. In certain instances, a Client may be forced to
sell or exit an investment earlier than Willow Tree would recommend due to liquidity issues, Client
dissolution, or other possible factors.
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Client’s Use of Leverage

The use of leverage poses a significant degree of risk and enhances the possibility of a significant loss in
the value of the investment portfolio. A Client may borrow money from time to time to purchase or carry
securities or may enter into derivative transactions with counterparties that have embedded leverage. The
interest expense and other costs incurred in connection with such borrowing may not be recovered by
appreciation in the securities purchased or carried and will be lost, and the timing and magnitude of such
losses may be accelerated or exacerbated, in the event of a decline in the market value of such securities.
Gains realized with borrowed funds may cause a Client’s net ass