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Item 1 – Cover Page 

 

K2 Advisors, L.L.C. 

300 Atlantic Street, Stamford, CT  06901 

203-348-5252 

www.K2Advisors.com 

April 10, 2019 

This brochure provides information about the qualifications and business practices of K2 

Advisors, L.L.C. (the “Adviser”).  If you have any questions about the contents of this brochure, 

please contact us at 203-348-5252 or by email at K2InvestorRelations@FranklinTempleton.com.  The 

information in this brochure has not been approved or verified by the United States Securities 

and Exchange Commission (the “SEC”) or by any state securities authority. 

K2 Advisors, L.L.C. is registered as an investment adviser under the Investment Advisers 

Act of 1940, as amended (the “Advisers Act”).  Registration as an investment adviser does not 

imply any level of skill or training.   

Additional information about K2 Advisors, L.L.C. is available on the SEC’s website at 

www.adviserinfo.sec.gov.   
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Item 2 – Material Changes 

The Adviser is making an other-than-annual update to its brochure which contains the following 

material updates: 

Item 10 – Other Financial Industry Activities and Affiliations - has been updated to refer to a corporate 

reorganization of certain Franklin Resources entities which included the Adviser’s affiliate, K2 Advisors 

Japan Ltd.   

Item 13 – Review of Accounts - has been updated to remove references to the role of the Founding 

Managing Director in the Adviser’s review of accounts and allocation decisions. 

You may request a copy of our most recently updated brochure at any time, without charge, by 

contacting the Adviser’s Investor Relations Group at 203-504-1407 or 

K2InvestorRelations@FranklinTempleton.com.  
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Item 4 – Advisory Business 

K2 Advisors, L.L.C. (the “Adviser”) is a Delaware limited liability company formed in 1997. The 

Adviser is wholly-owned by K2 Advisors Holdings, LLC (“K2 Holdings”). K2 Holdings is wholly-owned by 

Franklin Templeton Institutional, LLC, a wholly-owned subsidiary of Franklin Resources, Inc.   

  The Adviser’s advisory business was launched in 1994 by the predecessor firm to the Adviser and 

became registered as an investment adviser under the Advisers Act in March 2003. The Adviser operates 

as an investment group within the broader Franklin Templeton alternatives and solutions platform.   

Introduction to Franklin Templeton Institutional, LLC 

Franklin Templeton Institutional, LLC (“FTILLC”) is a Delaware limited liability company formed on 

October 9, 2001 and based in New York, New York.  FTILLC is a wholly-owned subsidiary of Franklin 

Resources, Inc. (“Franklin Resources”), a holding company that, with its subsidiaries is referred to as 

Franklin Templeton Investments,® a global investment management organization offering investment 

services under the Franklin,® Templeton,® Mutual Series,® Bissett,® Fiduciary Trust™, Darby,® Balanced 

Equity Management™, K2®, LibertyShares™ and Edinburgh Partners™ brand names, amongst others. 

Through its current and predecessor subsidiaries, Franklin Templeton Investments has been engaged in 

the investment management and related services business since 1947. 

The common stock of Franklin Resources is traded on the New York Stock Exchange (“NYSE”) 

under the ticker symbol “BEN,” and is included in the Standard & Poor’s 500 Index. 

The Adviser’s Advisory Business 

The Adviser serves as general partner or managing member to private privately offered limited 

partnerships, limited liability companies, offshore corporations and other entities or accounts 

(collectively, “Funds”) typically organized to invest in a diversified group of other privately offered 

investment entities (“hedge funds”) that are managed by unaffiliated investment managers (the 

“Underlying Managers”). The Funds may invest in (i) concentrated portfolios of hedge funds that pursue 

similar strategies, (ii) a particular hedge fund managed by an Underlying Manager, (iii) managed accounts 

managed by Underlying Managers, (iv) alternative trading platforms, including Underlying Managers 

accessed through derivatives with returns linked to Underlying Managers’ strategies, or (v) funds on one 

or more platforms (“Platform Funds for which the Adviser serves as general partner or managing member 

and that are sub-advised by an Underlying Manager. All such hedge funds, managed accounts and 

Platform Funds are referred to herein as “Investment Funds”.  The Funds may invest directly or may invest 

through a master-feeder structure; in addition, certain Funds may invest in other Funds or other private 

funds managed by affiliates of the Adviser.  The Adviser has delegated a substantial part of its 

management activities to K2/D&S Management Co., L.L.C. (“K2/D&S”), an affiliate of the Adviser that is 

also a registered investment adviser pursuant to the Advisers Act. K2/D&S provides investment 
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management advice and supervisory services to the Funds, as well as to offshore private funds and 

accounts for which the Adviser does not serve as general partner or managing member.  

The Adviser also may act as general partner or managing member to certain Funds advised by 

K2/D&S that invest directly in securities or other financial instruments including, but not limited to, 

futures, options, ETFs, debt and/or equity securities in the following strategies: beta replication (hedge 

fund replication), alpha replication, risk premia and/or risk mitigation strategies (such as conditional risk 

overlay, also referred to as the “CRO Component”) and a catastrophe bond strategy.     

The Adviser acts as general partner or managing member to Funds that are commingled vehicles 

with multiple investors or single-investor vehicles or accounts in which the single investor (or group of 

related investors) may help to define operating guidelines, investment objectives, investment guidelines 

and/or any investment limitations that the Adviser has individually agreed to as a condition of managing 

that Fund (each, a “Single Investor Fund” and collectively, the “Single Investor Funds”).  The Single Investor 

Funds, the Funds and the Platform Funds are herein collectively referred to as “Client Funds.”   

The Adviser acts as general partner or managing member to Platform Funds that are private funds, 

the investments of which are managed on a discretionary basis (directly or indirectly, as described below) 

by Sub-Advisors in a structure that provides many of the benefits typically associated with investing 

through managed accounts. Each Platform Fund on the platform is part of a “master–feeder” fund 

structure where one or more feeder funds (each, a “Feeder Fund”) invests all or substantially all of its 

assets into a master fund (each, a “Master Fund”), which, in turn, invests such assets, as well as any 

subscription proceeds from direct investors in the Master Fund, in accordance with the applicable 

investment objective and strategy. On occasion, a Platform Fund may be “seeded” (e.g., initially invested 

in) by an affiliate of the Sub-Advisor. In addition, a platform service provider may provide certain 

operational, risk-monitoring and other services to each Platform Fund. 

Generally, the Adviser does not tailor the advisory services provided to the Client Funds to the 

individual needs of investors in the Client Funds.  In the case of Single Investor Funds, however, the needs 

and input of the single investor (or group of related investors) may be used to tailor the investment 

objective, strategy and guidelines governing that Single Investor Fund’s investment activities and 

operations.  

Potential or actual conflicts of interest may arise in the allocation of investment opportunities 

among the Adviser’s accounts.  Some of these are discussed in more detail in Item 11 (“Code of Ethics, 

Participation or Interest in Client Transactions and Personal Trading”). 

Services of Affiliates  

Franklin Templeton Investments operates its investment management business through the 

Adviser, as well as through multiple affiliates of the Adviser, some of which are registered with non-U.S. 

regulatory authorities and some of which are registered with multiple regulatory authorities. The Adviser 
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(or K2/D&S or another affiliate of the Adviser, as each Client Fund’s delegated investment manager) uses 

the services of appropriate personnel of one or more of its affiliates for investment advice, portfolio 

execution and trading, and/or client servicing in their local or regional markets or in their areas of special 

expertise, except to the extent restricted by the client under its investment management agreement, or 

if inconsistent with applicable law. Arrangements among affiliates take a variety of forms, including 

delegation arrangements or formal sub-advisory and servicing agreements. In these circumstances, the 

client with whom the Adviser has executed the investment management agreement will typically require 

that the Adviser remains fully responsible for the account from a legal and contractual perspective. No 

additional fees are charged for the affiliates’ services except as disclosed in the investment management 

agreement. Please see Item 10 (“Other Financial Industry Activities and Affiliations”) for more details. 

Assets under management 

The Adviser provides management services as a general partner or managing member of a Client 

Fund over which it has delegated management or investment advisory services to an affiliated or 

unaffiliated adviser.  Assets under management described in this item may include all types of Client Funds 

described in Item 4, and may include accounts and assets that an affiliated adviser is also reporting on its 

Form ADV because both the Adviser and its affiliate provide discretionary or non-discretionary services to 

such accounts. 

As of September 30, 2018, the Adviser managed the following amounts on a discretionary and 

non-discretionary basis: 

 U.S. Dollar Amount 

Discretionary $142.4 million 

Non-Discretionary $0 

Total*  $142.4 million 

 

Item 5 – Fees and Compensation 

K2/D&S generally receives a management fee (the “Management Fee”) from each Client Fund, 

which ranges from 0% to 1.50% per annum of the Fund’s assets under management.  The administrator 

for a Client Fund calculates the fee amount with respect to such Client Fund and transmits the net asset 

value and fee calculation to K2/D&S. K2/D&S confirms the calculations and then submits an invoice to 

that Client Fund.    

K2/D&S may waive, reduce, or rebate the Management Fee with respect to any investor(s). 

Investments in the Client Funds by the Adviser, its affiliates or their officers or employees generally are 
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not subject to a Management Fee.  K2/D&S may also pay all or part of its Management Fee to third parties 

for assisting in the placement of interests or shares in a Fund.  Where K2/D&S recommends, and where a 

Client Fund makes an investment of part or all of the Client Fund’s assets in another Fund or in a fund 

managed by an affiliate of K2/D&S, or where an affiliate of K2/D&S recommends or directs an investment 

in a Fund by a client of such affiliate, K2/D&S or the affiliate, as applicable, typically waives its fees in the 

underlying Fund or affiliate fund.  However, where K2/D&S and an affiliate provide different services to 

the same Client Fund, the Client Fund may compensate each of the Adviser and its affiliate for their 

respective services. In such cases, appropriate disclosure of such compensation will be provided to the 

client.  

The asset-based fees K2/D&S may receive from Single Investor Funds and Sub-Advised Funds, and 

the method and frequency of the payment of such fees, varies depending upon the terms of the 

relationship between the Adviser and the applicable Single Investor Fund or Sub-Advised Fund.    

In addition to the Management Fee paid to K2/D&S, the Adviser receives performance-based 

compensation from certain Client Funds (an “Incentive Allocation”).  The Incentive Allocation typically 

equals 10% - 15% of the net profit allocated to a series of interests of a Client Fund which bears an 

incentive allocation during an incentive allocation period, subject to a loss-carryforward or “high water 

mark.”  The percentage of the incentive allocation may vary among Client Funds and among classes of 

interests within a Client Fund, and certain classes of a Client Fund may not pay an Incentive Allocation 

while others do.  If an investor in a class of interests that is subject to an Incentive Allocation redeems all 

or part of its interests in the Client Fund other than as of a date an Incentive Allocation is calculated, an 

Incentive Allocation is paid with respect to the redeemed amount at the time of the redemption.  An 

Incentive Allocation is paid by a Client Fund following calculation of the net asset value for the relevant 

period.  The applicable administrator calculates the amount of the Incentive Allocation with respect to a 

Client Fund (and/or classes of interests thereof) and transmits the calculation to the Adviser, who provides 

the calculation to the applicable Sub-Advisor, if relevant.  The Adviser and, if applicable, the Sub-Advisor, 

confirms the calculations and then submits an invoice to the applicable Fund administrator.      

If the Adviser is receiving the Incentive Allocation, the Adviser may waive, reduce, or rebate the 

Incentive Allocation with respect to any investor(s).  In certain Client Funds, the Incentive Allocation may 

be subject to a hurdle rate that must be surpassed for a given period before the Adviser is entitled to any 

performance-based compensation; the amount of the hurdle rate, if any, may vary among the Client Funds 

or among classes of interests within a Client Fund.  A hurdle rate may refer to a designated percentage or 

may be calculated by reference to an index. Where the Adviser recommends, and where a Client Fund 

makes an investment of part or all of the Client Fund’s assets in another Fund or in a fund managed by an 

affiliate of the Adviser, or where an affiliate of the Adviser recommends or directs an investment in a Fund 

by a client of such affiliate, the Adviser or the affiliate, as applicable, typically waives its fees in the 

underlying Fund or affiliate fund.  However, in certain instances where the services provided by the 

Adviser and the affiliate differ, fees may be charged with respect to each of the advisory services provided 

by the Adviser and its affiliate, and, in such cases, appropriate disclosure will be provided to the client 
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about such compensation arrangements. Certain of the Client Funds pay a performance fee to K2/D&S 

instead of an Incentive Allocation to the Adviser.  

The amount of, and terms governing, the performance-based compensation, if any, that the 

Adviser may receive from a Single Investor Fund are negotiated on a case-by-case basis.  The fees vary 

depending on the size of mandate, scope of services, client service and reporting, the type of strategy and 

any unusual features of the arrangement between the Adviser and the applicable Single Investor Fund.  

The Adviser is not generally required to provide notice to, or obtain the consent of, any client when 

waiving, reducing or varying fees or modifying other contractual terms with any other client.  However, 

some Single Investor Fund clients may from time to time seek to negotiate most favored nation (“MFN”) 

clauses in their limited partnership or limited liability company agreements with the Adviser. These 

clauses may require the Adviser to notify the MFN client if either the Adviser or K2 Advisors subsequently 

enters into an investment management agreement (or limited partnership agreement or limited liability 

company agreement) with another similarly situated client that offers more favorable pricing or other 

contractual terms than those currently offered to the MFN client.  Individual investors in Client Funds may 

seek to negotiate similar MFN provisions as a condition of their initial investment. An MFN clause will 

typically require that the Adviser notify the MFN client of the more favorable terms so that the MFN client 

can elect to either adopt or reject them; when the MFN relates only to fees, the MFN clause may require 

that any more favorable fee terms be extended automatically to the MFN client. The applicability of an 

MFN clause will typically depend on the degree of similarity between accounts, such as the type of client, 

the scope of investment discretion, reporting and other servicing requirements, the amount of assets 

allocated to be managed by the Adviser, the fee structure and the particular investment strategy selected 

by each client. The Adviser and/or K2/D&S has discretion over whether or not to grant any MFN clause in 

all circumstances. 

The Client Funds invest in Investment Funds and, in connection with such investments, will 

indirectly bear management fees and performance fees or incentive allocations payable to the Underlying 

Managers of such Investment Funds.   Where the Client Funds invest through a sub-advised managed 

account, the Client Fund will pay such management, performance and other fees negotiated in the 

respective investment management or sub-advisory agreement. 

 
On an ongoing basis, as set forth more specifically in each Fund’s and each Platform Fund’s 

offering documents, a Fund may bear all of its investment-related expenses (including, where applicable, 

brokerage commissions, clearing, settlement and margin interest expenses and spreads, and the costs 

and expenses of entering into and utilizing swaps, derivatives or other similar expenses); all expenses 

incurred in the ongoing offering of interests or shares; and all expenses incurred in connection with the 

particular Fund’s or Platform Fund’s operations. Such operational expenses include, but are not limited 

to, the costs associated with professionals retained by the Adviser or an affiliate to perform services on 

behalf of the Fund or Platform Fund; legal expenses incurred by that Fund or Platform Fund and the 

Adviser on behalf of that Fund or Platform Fund; accounting, auditing, administration, and tax preparation 
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fees and expenses; regulatory expenses on behalf of that Fund or Platform Fund; interest on borrowings; 

expenses related to credit facilities, taxes, custodial fees, bank service fees; outside director fees; 

insurance related expenses of the Fund and the Adviser; reasonable expenses related to the purchase, 

sale, or transmittal of Fund assets as determined by the Adviser in its sole discretion; expenses related to 

the Adviser’s research and monitoring of the Investment Funds, where applicable, including the cost of 

underlying Investment Fund due diligence-related travel, background checks on Underlying Managers, 

operational due diligence conducted on Underlying Managers, if any, legal due diligence by the Adviser 

or an affiliate, if any (whether or not the Adviser makes an investment based on such due diligence), and 

third parties that provide risk and other hedge fund analytics utilized to monitor the Fund’s portfolio of 

Investment Funds (except that, to the extent that other Funds benefit from such due diligence and third 

party analytics, the Fund will only bear its pro rata share, by net asset value, of such expenses); printing 

costs; data processing costs and expenses; platform service provider fee, if applicable, and travel or 

certain out-of-pocket expenses incurred by a platform service provider, if any; the Fund’s or Platform 

Fund’s pro rata portion of research fees and expenses incurred by the Adviser or any Sub-Advisor relating 

to investments or technology, information or services used to support trading, portfolio management, 

and operations; bonding costs under the U.S. Employee Retirement Income Security Act of 1974, as 

amended (“ERISA”), if applicable; extraordinary expenses such as litigation costs and indemnification 

obligations; and all other expenses that the Adviser has not expressly agreed to pay.  Additionally, the 

catastrophe bond fund also bears research and risk modeling expenses related to the strategies employed 

by K2/D&S on behalf of that fund. 

Where applicable, a Fund or Platform Fund is responsible for its pro rata share of all other fees 

and expenses incurred by a Master Fund in which it invests, including, but not limited to, administration 

fees; expenses incurred in connection with the Master Fund’s operations and trading activities, including 

brokerage and clearing expenses, margin interest expenses, custodial expenses, routine legal, accounting, 

auditing, and tax preparation fees and expenses; and extraordinary expenses.  Although a Fund that 

invests in another Fund or a fund managed by an affiliate of the Adviser will not typically pay management 

fees or performance fees or make an incentive allocation with respect to such investment at the 

underlying fund level, the Fund will be responsible for its pro rata share of the expenses of such underlying 

fund as an investor therein.  In addition, each Fund that invests in Investment Funds also indirectly bears 

its pro rata share of the operating expenses of each Investment Fund in which that Fund invests.  However, 

in certain instances where the services provided by the Adviser and the affiliate differ, fees may be 

charged with respect to each of the advisory services provided by the Adviser and its affiliate, and, in such 

cases, appropriate disclosure will be provided to the investor regarding such compensation arrangements.   

The nature and type of expenses borne by investors in a Single Investor Fund will vary depending 

upon the terms of the Single Investor Fund’s governing documents and the terms of the Adviser’s 

relationship with the Single Investor Fund.   

A discussion of the Adviser’s brokerage policies and procedures is set forth in Item 12, to the 

extent applicable.  The Client Funds (other than the Platform Funds) generally invest in hedge funds 
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through private transactions and, with the exception of hedge fund, beta and alpha replication strategies 

and certain risk mitigation strategies utilized by the Adviser which may involve investing in futures, 

options, ETFs and equities, do not use broker/dealers to effect securities transactions.  The trading activity 

in a Platform Fund is subject to the brokerage policies and procedures adopted by the Sub-Advisor to such 

Platform Fund. 

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

As noted above, the Adviser may receive performance-based compensation from certain Client 

Funds and/or certain classes of interests within the Client Funds.  In measuring a Client Fund’s net profits 

for the purpose of calculating performance-based compensation, the Adviser includes unrealized capital 

gains and losses and, as a result, the performance-based compensation may be based on gains that 

investors never ultimately realize. Performance-based compensation arrangements may also create an 

incentive for the Adviser to cause the Client Funds paying an Incentive Allocation to make investments 

that are riskier or more speculative than would be the case if the Adviser was not compensated in this 

manner.  In addition, K2/D&S (or an affiliate) receives management fees and/or, on occasion, a 

performance fee from each Client Fund, rather than the Incentive Allocation paid to the Adviser. Such fees 

paid to an affiliate create similar conflicts of interest. 

In addition, performance-based fee arrangements create an incentive to favor higher fee paying 

accounts over other accounts in the allocation of investment opportunities.  The Adviser has designed and 

implemented procedures that seek to ensure that all clients, over time, are treated fairly and equally, and 

to prevent this conflict from influencing the allocation of investment opportunities among the Adviser’s 

Client Funds.  If the Adviser determines that more than one Client Fund should purchase or sell interests 

or shares in the same Investment Fund at the same time, the Adviser will use its best efforts to allocate 

these purchases and sales equitably after consideration of certain factors, including the following: cash 

available for investment in each account, asset mix, objectives and restrictions, investment style and other 

investment considerations, position size (allocations may be adjusted considering the size of the position 

available), and such other reasonable factors that the Adviser, in its discretion, may consider appropriate.   

In the case where there is limited capacity to invest in an Investment Fund, or a limit on the amount 

of a position that may be sold or on the amount that may be redeemed from a particular Investment Fund 

at any point or over time, it is the Adviser’s policy to use its best efforts to allocate, on a pro rata basis, 

capacity, sales or redemptions to all appropriate Client Fund accounts based on, in the case of 

contributions, the amount of cash available for investment by appropriate Client Funds, and, in the case 

of redemptions or sales, on the amount of securities or other interests owned by all appropriate Client 

Funds.  Capacity may also be limited if the Adviser determines to place a ceiling on the amount of total 

capital it wishes to invest in a particular Investment Fund (including Platform Funds), or if the Underlying 

Manager of the Investment Fund restricts the amount that Client Funds may invest in the Investment Fund 

at any point in time or over time.  Appropriateness is determined by reference to the considerations listed 

above. 
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Item 7 – Types of Clients 

The Adviser acts as general partner or managing member of the Client Funds.  Investors in the 

Client Funds are generally individuals, trusts, pensions, corporations,  state or municipal government 

entities or other business entities.  The Adviser’s Single Investor Funds are generally established for 

entities rather than individuals, but could be established for qualified individuals.  

Each investor in a Client Fund must be an “accredited investor” as defined in Regulation D of the 

U.S. Securities Act of 1933, as amended (the “1933 Act”), a “qualified purchaser” under the Investment 

Company Act of 1940, as amended (the “Investment Company Act”) and a “qualified eligible person” 

under Commodity Futures Trading Commission (“CFTC”) Regulation 4.7.   

In many cases, each Client Fund (other than the Registered Funds and the UCITS Funds) requires 

a minimum initial investment amount.  These minimums generally range from $100,000 to $5,000,000 

(but may be more or less), depending upon the Fund and class or tranche of shares or interests.  Investors 

generally may not effect a partial redemption if, after such redemption, the net asset value of their 

investment would be less than the applicable minimum investment amount. This requirement may be 

waived or modified in the sole discretion of the Adviser. 

The required investor qualifications and minimum investment requirements, if any, imposed by a 

Single Investor Fund will vary depending upon the Single Investor Fund’s governing and subscription 

documents. 

Item 8 – Methods of Analysis, Investment Strategies and Risk of Loss 

Methods of Analysis and Underlying Manager Selection 

The Adviser primarily acts as general partner or managing member to the Client Funds and 

typically delegates investment management of each Client Fund’s assets to K2/D&S or an affiliate. 

Accordingly, the following describes how the Adviser, either in conjunction with K2/D&S or through its 

delegation of the investment management function to K2/D&S, utilizes various quantitative and 

qualitative research techniques to evaluate Investment Funds and their Underlying Managers and to 

assess whether such funds should be considered for inclusion in Client Fund portfolios, and to evaluate 

an investment adviser as a potential Sub-Advisor to a Platform Fund for which the Adviser acts as general 

partner or managing member and for which K2/D&S serves as investment adviser. References to “the 

Adviser” include references to K2/D&S performing the acts or services described in this Item 8, with the 

Adviser acting in a supervisory capacity. Certain Funds for which the Adviser acts as general partner or 

managing member engage in beta replication (including hedge fund replication), alpha replication, risk 

premia and/or risk mitigation strategies (i.e., the CRO Component) and a catastrophe bond strategy, by 

investing in financial instruments including, futures, options, over-the-counter (“OTC”) derivatives, ETFs 

debt and/or equity securities.   
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To the extent that the Client Funds pursue their investment objectives by investing substantially 

all of their assets in a variety of Investment Funds that employ many different investing strategies, the 

Adviser evaluates the Investment Funds and the Underlying Managers through an investment due 

diligence process that includes interviews in the managers’ offices, phone interviews, and analysis of 

documents or data provided by the managers and third parties. Each manager’s investment strategy, 

portfolio management skills, performance, and operations are analyzed. Investment Funds and 

Underlying Managers are monitored through contact in their offices, phone calls and electronic 

communications. 

In seeking to achieve Client Funds’ performance objectives, the Adviser’s investment research, 

portfolio construction, and risk management teams utilize a variety of tools and processes with the 

objective of determining an individual Underlying Manager’s ability to generate appropriate risk-adjusted 

returns.  The Adviser’s investment process combines top/down quantitative portfolio construction with 

qualitative bottom-up manager inputs.  Various groups within the Adviser including Research, Portfolio 

Construction, Risk, Operational Due Diligence and Legal may work jointly and/or independently as the 

Underlying Manager moves through the due diligence process.   

Despite the qualitative and quantitative analyses that the Adviser performs on Underlying 

Managers, it is possible that the Adviser may recommend an Investment Fund that ultimately fails and 

incurs losses for the invested Client Funds.  Further, it is possible that the various quantitative and 

qualitative tools used by the Adviser in the portfolio construction process result in Client Funds that do 

not achieve their respective investment objectives or, in fact, result in a complete loss of invested capital.  

With respect to the Platform Funds, where the Adviser appoints a Sub-Advisor, the Adviser 

identifies and selects each Sub-Advisor based on its due diligence process as described above. On an 

ongoing basis, the Adviser monitors the investment activities of each portfolio managed by a Sub-Advisor 

through its receipt of holdings level and risk reports in undertaking risk management and oversight of the 

Sub-Advisor’s adherence to investment guidelines established by the Adviser in consultation with the 

relevant Sub-Advisor. The Adviser may engage a platform and/or risk service provider to assist in the 

monitoring of investment guidelines and to provide certain risk measurement and analytics services. In 

addition, the Adviser performs ongoing due diligence with respect to certain aspects of a Sub-Advisor’s 

operations that the Adviser believes may impact the integrity, performance and risk characteristics of a 

portfolio. The Adviser may utilize outside consultants, accountants, calculation agents, administrators 

and/or in-house operations in order to perform its ongoing due diligence and monitoring functions.  

To the extent that the Client Funds’ pursue investment strategies, including hedge fund 

replication, beta replication, alpha replication, risk premia and/or risk mitigation strategies (i.e., the CRO 

Component), by investing in financial instruments such as, but not limited to, futures, options, OTC 

derivatives, ETFs and or equity securities, the Adviser’s methods of analysis will differ. Methods for 

evaluating these types of investments typically focus on quantitative techniques that seek to identify 

relationships between hedge fund returns and broad market or economic factors.  Other research 
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methods include reviewing public regulatory filings of hedge fund managers selected by the Adviser in its 

sole discretion, some of which may or may not be held in Client Funds managed by the Adviser.  K2/D&S 

manages the catastrophe bond portfolio based on a set of parameters that are intended to narrow the 

universe of catastrophe bonds through a screening and scoring process.  This process is based on multiple 

factors, including data obtained from third-party data, pricing and risk modeling sources. The Adviser may 

execute trades directly for these Client Funds or it may rely on affiliates as described in the “Services of 

Affiliates” section contained in Item 4. 

 Investing in securities involves a risk of loss that investors in Client Funds should be prepared to 

bear. There are material risks associated with the fund of funds structure and with the investment 

strategies employed by the managers of the Investment Funds.  Some of these risks are described below. 

Investment Strategies 

Underlying Managers or Sub-Advisors may invest in a broad range of transactions and/or utilize a 

wide variety of investment strategies and sub strategies, including, but not limited to, the following:   

• Long/Short Equity 

• Equity Market Neutral 

• Specialist Credit/Distressed 

• Structured Credit 

• Relative Value 

• Event-Driven 

• Multi-Strategy 

• Commodity Interests 

• Currency 

• Short Selling 

• Non-U.S. Securities 

• Arbitrage Trading 

• Distressed and Hedged Distressed 

• Convertible Arbitrage 

• Equity Volatility Arbitrage  

• Fixed Income Arbitrage 

• Merger and Risk Arbitrage 

• Credit Arbitrage 

• Variable-Bias Long-Short Equity 

• Hedged Equity 

• Global Macro 

• Managed Futures 

• Bank Debt and High Yield Investing 

• Catastrophe and other Insurance and Reinsurance 

• Tail Risk 

• Long Only 
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Below are some of the risks associated with investing in a Fund.  Qualified prospective investors should 
read the relevant Fund’s offering materials for the general and specific risks associated with an investment 
in a particular Fund.  

General Risks 

All investments involve the risk of the loss of capital.  No guarantee or representation is made 
that any Client Fund will achieve its investment objective or avoid losses. While each Fund has its own 
investment objectives and strategies, there are risks associated with investing in general, some of which 
are set forth below. 

Information Technology Systems.  The operations of a Client Fund depend on information 

technology systems of Underlying Managers, Sub-Advisors and/or of third parties, including securities 

exchanges, market counterparties, broker-dealers, custodians and other service providers.  The Adviser, 

Underlying Managers and Sub-Advisors rely on such systems to trade, clear and settle securities and other 

transactions, assess investment opportunities and monitor and control risks for Client Funds and conduct 

other operational functions.  Such information and technology systems may be vulnerable to damage or 

interruption from computer viruses, network failures, computer and telecommunication failures, 

infiltration by unauthorized persons and security breaches, usage errors by its professionals, power 

outages and catastrophic events such as fires, tornadoes, floods, hurricanes and earthquakes.   

Cybersecurity Risk. The Adviser, Sub-Advisors, Underlying Managers and Client Funds are subject 

to risks associated with a breach in their cybersecurity.  Cybersecurity is a generic term used to describe 

the technology, processes and practices designed to protect networks, systems, computers, programs and 

data from “hacking” by other computer users, other unauthorized access and the resulting damage and 

disruption of hardware and software systems, loss or corruption of data as well as misappropriation of 

confidential information.  Information systems may be compromised, become inoperable or cease to 

function, and/or a cybersecurity breach could occur, which may cause the Adviser, Sub-Advisor, 

Underlying Manager and/or one or more Client Funds to incur substantial costs, including those 

associated with:  forensic analysis of the origin and scope of the breach; increased and upgraded 

cybersecurity; fixing and/or replacing the technology systems; investment losses from sabotaged trading 

systems; identity theft; unauthorized use of proprietary information; litigation; adverse investor reaction; 

the dissemination of confidential and proprietary information; and reputational damage.  Any such failure 

or breach could expose the Adviser, Sub-Advisor, Underlying Manager and/or Client Funds to legal claims, 

regulatory inquiry and/or action and otherwise affect their business and financial performance. 

Market Turmoil.  Both credit and equity markets experienced unprecedented turmoil during 

2007–2009.  During that time period, credit markets became illiquid, banks and other sources of credit 

ceased lending or significantly increased borrowing costs and equity markets lost substantial value.  This 

market turmoil, coupled with direct government intervention in the markets through temporary bans on 

short-selling and other actions, caused many private investment funds to suffer substantial losses.  Losses 
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by such funds, as well as losses in other portions of investors’ investment portfolios and investors’ liquidity 

needs, caused investors to request withdrawals from some of those funds.  In the face of those withdrawal 

requests, many private investment funds were faced with two difficult choices: (i) sell their positions into 

illiquid markets at declining prices or (ii) implement restrictions on withdrawals (such as gates, liquidating 

accounts or vehicles, side pockets, designated investments and outright suspensions).  The pressure was 

particularly acute for investment funds that implement less liquid strategies.  A recurrence of this market 

turmoil could present similar stresses on private investment funds, and thus have an adverse effect on a 

Client Fund’s or Investment Fund’s performance.   

General Market Developments.  The months of August-October 1998 saw extraordinary events in 

the markets generally and in the investment fund area specifically.  These events included the default by 

Russia on certain of its debt, a headlong flight to quality (e.g., to U.S. Treasuries) by investors worldwide, 

extreme volatility in emerging-market debt and other credit-sensitive debt, insolvencies of and large 

losses at numerous investment funds and the U.S. government-arranged bailout of a prominent 

investment fund.  Additionally, beginning in September 2003, U.S. regulatory authorities began 

investigating certain trading activities of various investment funds.  In 2006, there were well-publicized 

losses by hedge funds trading in the natural gas market, in August of 2007 various quantitative investment 

funds lost significant value in a very short period of time, and in late 2007 and extending into 2009 the 

credit and equity markets experienced rapid declines and volatility.  These events led to well-publicized 

failures or forced sales of major investment banks and their affiliated brokers and dealers, substantial 

government involvement in markets and emergency rules relating to short sales and other trading 

restrictions on markets.  It is anticipated that banks and dealers may decrease lending to investment funds 

immediately in a time of stress, U.S. and non-U.S. governments may further increase the regulation of 

investment funds and otherwise intervene directly in markets and investment funds may experience large 

withdrawals and inability to raise new capital in the event of regulatory or market turmoil.  Such 

developments, when and if they are realized, may have an adverse impact on a Client Fund or Investment 

Fund. 

Risks of the Multi-Manager Approach 

In addition to the risks outlined above, a Client Fund may pursue a multi-manager strategy which 

involves certain risks.  The following is a summary of those risks, but is not exhaustive. 

Multiple Portfolio Managers.  The Adviser typically employs a multi-manager strategy and each 

Investment Fund trades or will trade independently of the others.  There can be no assurance that the use 

of a multi-manager approach will not effectively result in losses by certain of the Investment Funds 

offsetting any profits achieved by others.  Such offsetting could result in a significant reduction in a Client 

Fund’s assets, as incentive fees may be allocable to those Underlying Managers that recognized profits 

irrespective of the offsetting losses.  Various Investment Funds will, from time to time, compete with the 

others for the same positions.  Conversely, opposite positions held by the Investment Funds will be 

economically offsetting. 
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Managed Account Allocations.  The Adviser may place Client Fund assets with Underlying 

Managers through opening managed accounts rather than investing in underlying hedge funds.  Managed 

accounts expose a Client Fund to theoretically unlimited liability, so that if an Underlying Manager uses 

leverage, the Client Fund could lose more in a managed account directed by a particular Underlying 

Manager than the Client Fund had allocated to such Underlying Manager.  The Adviser may attempt to 

insulate Client Funds from such risk by allocating assets through a single member limited liability company 

or other special purpose vehicle, but it will not always be possible to do so and the Adviser may elect not 

to do so. 

Reliance on Underlying Managers.  Although the Adviser monitors the performance of each 

investment, the Adviser will rely upon the Underlying Manager of an Investment Fund for day-to-day 

trading and operations of those investments, and the Adviser may be unable to determine whether an 

Investment Fund or Underlying Manager is following the investment program described in the Investment 

Fund’s offering documents or the managed account agreements. 

Reliability of Valuations.  A Client Fund’s interest in an Investment Fund is generally valued at an 

amount equal to the Client Fund’s interest in such Investment Fund, as determined pursuant to the 

instruments governing such Investment Fund, and reported by the relevant Underlying Manager or its 

administrator.  As a general matter, the governing document of an Investment Fund provides that any 

securities or investments that are illiquid, not traded on an exchange or in an established market, or for 

which no value can be readily determined, are assigned such fair value as the respective Underlying 

Manager may determine in its judgment based on various factors, which include, but are not limited to, 

dealer quotes or independent appraisals, and may include estimates.  The Adviser relies on these 

estimates in calculating a Client Fund’s net asset value for reporting, redemptions, fees, and other 

purposes, and generally does not make any adjustments with respect to redemption payments.  Such 

valuations may not be indicative of what actual fair market value would be in an active, liquid, or 

established market.  

Availability of Information.  An Investment Fund may provide to the Adviser very limited 

information with respect to its operation and performance, thereby severely limiting the Adviser’s ability 

to verify initially or on a continuing basis any representations made by the Investment Fund or the 

investment strategies being employed.  This may result in significant losses to a Client Fund based on 

investment strategies and positions employed by an Investment Fund or other actions of which the 

Adviser has limited or no knowledge. 

Substantial Charges to Client Funds.  The Client Funds will be subject to substantial charges, 

directly and indirectly, at the Investment Fund level (including management and incentive fees payable to 

Underlying Managers).  These multiple layers of fees could increase substantially as a result of the 

Underlying Managers’ incentive fees, which, if earned, are payable irrespective of the overall profitability 

of a Client Fund (as opposed to the profitability of the individual Investment Fund). 
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Lack of Transferability of Interests or Shares.  The interests in the Client Funds are not registered 

under U.S. federal or state securities laws and generally are subject to restrictions on transfer contained 

in such laws.  Generally, the interests are not transferable except with the prior written consent, and sole 

discretion, of the Adviser.  There may not be any market for the interests. 

Credit Facilities.  Certain Client Funds may utilize credit facilities for short-term money 

management purposes in connection with the receipt of subscription proceeds, redemption requests, or 

portfolio reallocations.  Such credit facilities may be provided at prevailing market rates by a Client Fund’s 

custodian or its affiliates, or from unaffiliated third parties.  Should such credit facilities be utilized, a Client 

Fund may be subject to greater risk of loss than if it did not utilize such credit facilities, and would incur 

additional interest and other expenses with respect to such facilities.  A credit facility provider would be 

entitled to all or part of the collateral posted by the applicable Client Fund should the Client Fund default 

on its obligations under the agreement with such credit facility provider.   

Limited Management Rights.  Subject to certain limited exceptions set forth in the Client Fund’s 

limited partnership agreement or limited liability company agreement with the Adviser, the Adviser will 

have full, exclusive, and complete power and discretion, without the need for consent or approval of any 

investor, to make all decisions and do all things which it deems necessary or desirable in respect of the 

Client Funds.   

Allocation and Position Limits Risk.  Each Client Fund’s investment performance depends upon 

how its assets are allocated and reallocated, and an investor could lose money on its investment in a Client 

Fund as a result of these allocation decisions and related constraints.  The CFTC and the exchanges on 

which commodity interests (futures, options on futures and swaps) are traded may impose limitations 

governing the maximum number of positions on the same side of the market and involving the same 

underlying instrument that may be held by a single investor or group of related investors, whether acting 

alone or in concert with others (regardless of whether such contracts are held on the same or different 

exchanges or held or written in one or more accounts or through one or more brokers). The Adviser 

currently trades for multiple accounts and funds and, therefore, the commodity interest positions of all 

such accounts and funds will generally be required to be aggregated for purposes of determining 

compliance with position limits, position reporting and position “accountability” rules imposed by the 

CFTC or the various exchanges. Swaps positions in physical commodity swaps that are “economically 

equivalent” to futures and options on futures held by a Client Fund and these other funds and accounts 

may also be included in determining compliance with federal position rules, and the exchanges may 

impose their own rules covering these and other types of swaps.  These trading and position limits, and 

any aggregation requirement, could materially limit the commodity interest positions the Adviser may 

take for a Client Fund and may cause the Adviser to close out a Client Fund’s positions earlier than it might 

otherwise choose to do so.  From time to time, the Adviser may determine to trade different contracts in 

differing amounts, in order to avoid violating such position limits. 

Platform Fund Risks 
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In addition to the risks enumerated above, the Platform Funds have additional risks, as follows: 

Non-compliance with Investment Guidelines and Sub-Advisory Agreement.  Although the Adviser, 

with support from a platform service provider, will monitor the compliance of the applicable Sub-Advisor 

with a Platform Fund’s investment guidelines and certain other material provisions of the applicable sub-

advisory agreement, there can be no assurance that the Sub-Advisor will, in fact, comply with the sub-

advisory agreement or will otherwise be successful in its management of the Master Fund’s assets.  Any 

breach of the Sub-Advisory Agreement, failure to follow agreed-upon investment strategies or other 

misconduct on the part of the Sub-Advisor or its key personnel could result in losses to the Master Fund 

and the Feeder Fund(s).  While the Adviser will monitor investments made by Sub-Advisors, the Adviser 

will not have any control over the investment decisions made by any Sub-Advisor.  Because the Sub-

Advisors trade on a fully discretionary basis, a Master Fund’s trading results, apart from normal market 

risk, depend entirely upon the applicable Sub-Advisor’s abilities and efforts.   

Performance May Differ from Other Accounts. Unless specifically stated in the applicable 

explanatory memorandum for a Platform Fund (each, an “Explanatory Memorandum”), the performance 

of a Platform Fund is not designed to specifically track the performance of other funds or accounts 

managed by the corresponding Sub-Advisor.  Even to the extent the strategy of a Platform Fund is 

designed to be similar or even the same as any other fund or account managed by the Sub-Advisor, a 

number of factors may cause the performance of the Platform Fund to be substantially different than the 

performance of such other funds and accounts managed by the relevant Sub-Advisor, including another 

Fund which the relevant Sub-Advisor serves as sub-advisor (each, a “Related Fund”).  Such factors may 

include, but are not limited to:  (i) differences in net asset values, including the impact of timing of 

subscriptions and redemptions, and varying expense ratios, (ii) economic and market factors, which may 

affect the Platform Fund differently, (iii) the use of different trading counterparties, differences in the 

fees, commissions charged by such trading counterparties and different dividend accounting treatment, 

(iv) differences in permitted underlying securities and investment guidelines, (v) differences in leverage 

limits, valuation methodologies and liquidity, and (vi) changes in the trading strategies of a Related Fund 

and the Platform Fund over time. 

Risk of Misconduct by Sub-Advisors.  The Adviser will not have any ability to monitor whether a 

Sub-Advisor is engaging in illegal activities or other types of misconduct (other than by monitoring the 

platform service provider’s monitoring of the Sub-Advisor’s compliance with the applicable investment 

guidelines).  A Sub-Advisor may have motivations to engage in illegal activities that may be materially 

detrimental to a Platform Fund.  By way of example, some hedge fund managers have been found to seek 

to obtain informational advantages through illicit means such as insider trading.  A Sub-Advisor’s principal 

may also have the opportunity and incentive to put its or its principals’ personal interests ahead of a 

Platform Fund’s interests.  While the Platform Funds’ accounts with custodians and brokers will be 

established in a manner that seeks to limit a Sub-Advisor’s ability to misappropriate a Platform Fund’s 

assets, this risk cannot be eliminated completely.  While each Master Fund will be subject to specific 

investment guidelines and restrictions, and while the Adviser and the platform service provider will 
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monitor the Sub-Advisor’s compliance with the investment guidelines set forth in the applicable sub-

advisory agreement, there is no assurance that the Sub-Advisor will manage a Master Fund’s investments 

in a manner consistent with the description in the corresponding Explanatory Memorandum or will not 

engage in illicit or illegal activity. Furthermore, the information contained in the Explanatory 

Memorandum prepared for each Platform Fund will largely be based on information provided by the Sub-

Advisor. While the Adviser will seek to perform all appropriate due diligence on each Sub-Advisor to verify 

the accuracy of such information, no assurance can be given that a Sub-Advisor will provide accurate 

information or that the Adviser will be able to determine whether such information is, in fact, accurate. 

Changes in Investment Approach.  A Sub-Advisor’s investment approach may be dynamic and can 

be expected to change over time, subject to the investment guidelines, as may be amended from time to 

time as agreed by the Sub-Advisor, the Adviser and the Master Fund.  Thus, a Sub-Advisor may not use 

the same investment approach in the future that it used in the past.  The specific details of a Sub-Advisor’s 

investment approach are proprietary; consequently, investors will not be able to determine the full details 

of those methods, or whether those methods are being followed. 

Voluntary Termination of the Sub-Advisory Agreement.  A Sub-Advisor, the Adviser or the 

corresponding Master Fund may voluntarily terminate the Sub-Advisory Agreement upon prior written 

notice to the other parties thereto.  The parties may also terminate the Sub-Advisory Agreement generally 

with immediate effect following the occurrence of certain specified events.  Any such termination will 

generally result in termination of the Master Fund and could adversely affect the value of its assets.  

Further information regarding each Sub-Advisory Agreement is set forth in the applicable Explanatory 

Memorandum. 

Other Funds and Accounts Advised by the Sub-Advisor.  Each Sub-Advisor manages other funds 

and accounts (including certain funds with strategies substantially similar to the applicable Master Fund), 

some of which a Sub-Advisor may have incentives to favor over the applicable Master Fund.  The Sub-

Advisors generally are not subject to any absolute restrictions on taking new accounts, which could 

increase the competition for their time and adversely impact their performance.  Other Funds may also 

invest in funds or accounts managed by the Sub-Advisor, and Funds may engage Sub-Advisors to manage 

their assets or otherwise allocate capital to a Sub-Advisor separately from the applicable Master Fund, 

and may engage the Sub-Advisor to pursue a substantially similar or different investment strategy. 
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Investments Risks 

The Investment Funds, the Adviser, or the sub-advisors may pursue a wide range of investment 

strategies using a variety of investment instruments.  The following is intended only as a summary of 

certain key risks that potential investors could face from a Client Fund’s investment activities.  To the 

extent the Adviser engages in direct trading activity as described previously, to the extent applicable, the 

risks described herein will apply directly to such direct trading activity. 

Highly Volatile Markets.  The prices of securities and derivative instruments, including futures and 

options prices, may be highly volatile.  Price movements of securities, forward contracts, futures 

contracts, and other derivative contracts in which Investment Funds and/or Client Funds may invest are 

influenced by, among other things: interest rates; changing supply and demand relationships; trade, fiscal, 

monetary, regulatory and exchange control programs and policies of governments; and U.S. and 

international political and economic events and policies.  In addition, governments from time to time 

intervene, directly and/or by regulation, in certain markets, particularly those in currencies and interest 

rate related futures and options.  Such intervention often is intended directly to influence prices and may, 

together with other factors, cause all of such markets to move rapidly in the same direction because of, 

among other things, interest rate fluctuations.  Investment Funds and Client Funds also are subject to the 

risk of the failure of any of the exchanges on which their positions trade or of their clearinghouses. 

Illiquid Portfolio.  The Investment Funds in which the Client Funds will invest generally will not be 

registered as investment companies and interests therein are subject to legal or other restrictions on 

transfer. It may be impossible for the Adviser to redeem Client Funds’ interests in such Investment Funds 

when desired or to realize their fair value in the event of such redemptions.  Certain Investment Funds 

may permit redemptions only on a semi-annual, annual, or less frequent basis or be subject to “lock-ups” 

(where investors are prohibited from redeeming their capital for a specified period following investment 

in such fund) and/or “gates” (where redemption at any given redemption date is restricted to a specified 

percentage of such underlying fund’s assets).  In addition, Investment Funds are typically able to suspend 

redemptions by their investors under a variety of circumstances, and a number of hedge funds recently 

have exercised their authority to declare such suspensions of redemptions.  Further, some Investment 

Funds may limit or suspend redemptions with respect to “side pocket” investments (where an Investment 

Fund classifies a particular investment as “illiquid” or “designated” and investors generally cannot receive 

their allocable share until such investment is liquidated or otherwise realized).  Each such investment will 

be accounted for by such Investment Fund separately from all other investments of such Investment Fund, 

and will generally be carried at cost until liquidated or marked-to-market.  Illiquidity in Investment Funds 

may affect the ability of a Client Fund to make redemptions of investors’ interests or shares. 

Turnover.  Underlying Managers and sub-advisors may invest on the basis of certain short-term 

market considerations. The turnover rate within the Investment Funds or Client Funds may be significant, 

potentially involving substantial brokerage commissions, fees, and other transaction costs.  The Adviser 

has no control over this turnover.   
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Short Sales of Securities.  Certain of the Investment Funds and Client Funds will sell securities 

short.  Selling securities short involves selling securities that an Investment Fund does not own.  In order 

to make delivery to the purchaser of such securities, the Investment Fund may borrow securities from a 

third party lender.  The Investment Funds and Client Funds subsequently must return the borrowed 

securities to the lender by delivering to the lender securities the Investment Fund purchases in the open 

market.  The Investment Fund must generally pledge cash or other securities with the lender equal to or 

greater than the market price of the borrowed securities.  This deposit will be increased or decreased in 

accordance with changes in the market price of the borrowed securities.  Accordingly, an Investment Fund 

or Client Fund could, in theory, be exposed to an unlimited loss in the event of an unanticipated increase 

in the market price of a borrowed security.  Purchasing securities to close out the short position can itself 

cause the price of the securities to rise, thereby limiting profits or exacerbating losses.  There is also a risk 

that the securities necessary to cover a short position will not be available for purchase.  Additionally, 

arbitrage strategies involving short sales are exposed to the risk of the loss of the hedge if the stock sold 

short is called by the lending broker, or the position cannot otherwise be maintained, forcing premature 

liquidation.   

Leverage.  Investment Funds or Client Funds may borrow money or otherwise utilize leverage.  

While the use of leverage can substantially improve the return on invested capital, its use is likely to 

increase the adverse impact to the Investment Fund or Client Fund in the event of an unsuccessful 

investment. 

Sector Risks.  Some Investment Funds focus their investment activities on certain industry sector 

or market segments.  The investment portfolio of such an Investment Fund may be subject to more rapid 

changes in value than would be the case if the Investment Fund maintained a wide diversification among 

industries, companies, and types of securities.   

Concentration. Some Investment Funds and Client Funds may concentrate their investments in 

only a few securities, industries, or countries.  Although a Client Fund’s overall investments may be 

diversified, concentration by individual Investment Funds may cause a proportionately greater loss than 

if their investments had been spread over a larger number of investments. 

Relative Value Strategies.  The use of certain “relative value” or “market-neutral” hedging or 

arbitrage strategies does not imply that an Investment Fund’s or Client Fund’s strategies are without risk. 

An Investment Fund or Client Fund may incur substantial losses on “hedge” or “arbitrage” positions, and 

illiquidity and default on one side of a position can effectively result in losses on both sides of the position, 

and/or the position being transformed into a directional position.  Many relative value funds employ 

strategies that are somewhat directional, which expose them to market risk. 

Equity Securities.  The value of equity securities are subject to market risk, including changes in 

economic conditions, growth rates, profits, interest rates, and the market’s perception of these securities.   
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Debt and Other Income Securities.  Fixed income securities are subject to interest rate, market, 

credit, and currency risk.  Interest rate risk relates to changes in a security’s value as a result of changes 

in interest rates generally. Even though such instruments are investments that may promise a stable 

stream of income, the prices of such securities are inversely affected by changes in interest rates and, 

therefore, are subject to the risk of market price fluctuations. In general, the values of fixed income 

securities increase when prevailing interest rates fall and decrease when interest rates rise.  Because of 

the resetting of interest rates, adjustable rate securities are less likely than non-adjustable rate securities 

of comparable quality and maturity to increase or decrease significantly in value when market interest 

rates fall or rise, respectively.  Market risk relates to the changes in the risk or perceived risk of an issuer, 

country, or region.  Credit risk relates to the ability of the issuer to make payments of principal and 

interest. The values of fixed income securities may be affected by changes in the credit rating or financial 

condition of the issuing entities.  Fixed income securities denominated in non-U.S. currencies are also 

subject to the risk of a decline in the value of the denominating currency relative to the U.S. dollar. 

Credit Markets.  Certain of the Investment Funds and Client Funds will be concentrated in the 

credit markets, attempting to take advantage of undervalued securities as well as relative mispricings.  

The identification of attractive investment opportunities in disrupted credit markets is difficult and 

involves a significant degree of uncertainty.  The credit markets are, in general, highly susceptible to 

interest-rate movements, government interference, economic news, and investor sentiment.  There has 

been significant volatility recently in the credit markets and such volatility is expected to continue. 

Convertible Securities.  Convertible securities (“Convertibles”) are generally debt securities or 

preferred stocks that may be converted into common stock.  Convertibles typically pay current income as 

either interest (debt security convertibles) or dividends (preferred stocks).  A Convertible’s value usually 

reflects both the stream of current income payments and the value of the underlying common stock.  The 

market value of a Convertible performs like that of a regular debt security; that is, if market interest rates 

rise, the value of a Convertible usually falls.  Since it is convertible into common stock, the Convertible 

generally has the same types of market and issuer risk as the underlying common stock.  Convertibles that 

are debt securities are also subject to the normal risks associated with debt securities, such as interest 

rate risks, credit spread expansion, and ultimately default risk.  Convertibles are also subject to liquidity 

risk based upon market conditions. 

An issuer may be more likely to fail to make regular payments on a Convertible than on its other 

debt because other debt securities may have a prior claim on the issuer’s assets, particularly if the 

Convertible is preferred stock.  However, Convertibles usually have a claim prior to the issuer’s common 

stock.  In addition, for some Convertibles, the issuer can choose when to convert to common stock, or can 

“call” (i.e., redeem) the Convertible, which may be at times that are disadvantageous for an Investment 

Fund.  Finally, because convertible arbitrage also involves the short sale of underlying common stock, the 

strategy is also subject to stock-borrowing risk, which is the risk that an Investment Fund or Client Fund 

will be unable to sustain the short position in the underlying common shares.  
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Derivatives.  The Investment Funds or Client Funds may use a variety of derivative instruments in 

implementing their investment strategies.  The pricing of these derivatives is uncertain, variable, and 

based primarily on theoretical models, the outputs of which may vary substantially from the prices 

actually recognized in the market.  The market for many types of derivative instruments is comparatively 

illiquid and inefficient, creating the potential for substantial mispricings, as well as sustained deviations 

between theoretical and market value.  In addition, the derivatives market is, in comparison to other 

markets, a relatively new market, and the events of 2008 and 2009 (including the collapse of American 

International Group, Inc.) demonstrated that even the most sophisticated market participants may 

misunderstand how the market in derivatives will perform during periods of unusual price volatility or 

instability, market illiquidity, or credit distress.  The primary risks associated with the use of derivatives 

are (i) model risk, (ii) market risk, and (iii) counterparty risk.  Investments in over-the-counter derivatives 

are subject to greater risk of counterparty default and less liquidity than exchange-traded derivatives, 

although exchange-traded derivatives are subject to risk of failure of the exchange on which they are 

traded and the clearinghouse through which they are guaranteed.  Counterparty risk includes not only the 

risk of default and failure to pay mark-to-market amounts and return risk premium, but also the risk that 

the market value of over-the-counter derivatives will fall if the creditworthiness of the counterparties to 

those derivatives weakens. 

The prices of derivative instruments can be highly volatile.  Price movements of derivative 

instruments 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 and policies.  In addition, governments from time 

to time intervene, directly and by regulation, in certain markets. Such intervention often is intended 

directly to influence prices and may, together with other factors, cause all of such markets to move rapidly 

in the same direction because of, among other things, interest rate fluctuations. 

OTC Transactions.  An Investment Fund or Client Fund may trade in derivative instruments that 

are not traded on organized exchanges and, as such, are not standardized.  These transactions are known 

as over-the-counter (“OTC”) transactions.  In general, there is less governmental regulation and 

supervision in the OTC markets than there is with respect to transactions entered into on an organized 

exchange.  In addition, many of the protections afforded to participants on some organized exchanges, 

such as the performance guarantee of an exchange clearinghouse, are not available in connection with 

OTC transactions.   

Futures.  Futures markets are highly volatile.  Investing in the futures markets requires the ability 

to analyze correctly such markets, which are influenced by, among other things: changing supply and 

demand relationships; weather; governmental, agricultural, commercial, and trade programs and policies 

designed to influence commodity prices; world political and economic events; and changes in interest 

rates.  Moreover, investments in commodities, futures, and options contracts involve additional risks 

including, without limitation, credit risk with respect to the contract counterparty and from the use of 

leverage.  The low initial margin deposits normally required in futures contract trading (typically between 
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2% and 15% of the value of the contract purchased or sold) permit an extremely high degree of leverage, 

which may lead to immediate and substantial losses to a Client Fund from a relatively small price 

movement.  An Investment Fund’s or a Client Fund’s futures positions may be illiquid because certain 

commodity exchanges limit fluctuations in certain futures contract prices during a single day by 

regulations referred to as “daily price fluctuation limits” or “daily limits.”  Under such daily limits, during 

a single trading day no trades may be executed at prices beyond the daily limits.  Once the price of a 

contract for a particular future has increased or decreased by an amount equal to the daily limit, positions 

in the future can neither be taken nor liquidated unless traders are willing to effect trades at or within the 

limit.  This could prevent an Investment Fund or a Client Fund from promptly liquidating unfavorable 

positions and subject it to substantial losses. 

Forward Trading.  Investment Funds or Client Funds may engage in 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 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 been unable 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.   

Non-U.S. Investments - Economic, Political, and Legal Risks.  Investment Funds or Client Funds may 

invest some or all of their assets outside the United States.  Non-U.S. investments pose a range of potential 

economic, political, and legal risks that may not exist in the United States.  The economies of individual 

countries may differ with respect to growth of gross domestic product or gross national product, rate of 

inflation, capital reinvestment, resource self-sufficiency, and balance of payments position.  Each country 

has different standards of regulation with respect to matters such as government approval requirements, 

as well as insider trading rules, restrictions on market manipulation, shareholder proxy requirements, and 

timely disclosure of information.  Reporting, accounting, and auditing standards of different countries 

vary, and little information may be available to investors in securities or other assets of such issuers.  Other 

potential risks that could have an adverse effect on investments include (depending on the country 

involved) nationalization, expropriation, confiscatory taxation, negative diplomatic developments, and 

other governmental actions that make it difficult or impossible to liquidate assets and distribute proceeds.  

The laws of various countries governing business organizations, bankruptcy, and insolvency may make 

legal action difficult and provide little, if any, legal protection for investors.  The securities markets in many 

non-U.S. countries may be significantly less developed than the securities markets in the United States. 

Low Credit Quality Securities.  Underlying Managers or sub-advisors may make particularly risky 

investments in low credit quality securities that also may offer the potential for correspondingly high 

returns.  As a result, an Investment Fund or Client Fund may lose all or substantially all of its investment 
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in any particular instance.  In addition, there may not necessarily a minimum credit standard that is a 

prerequisite to an Investment Fund’s or Client Fund’s investment in any security.  The debt securities in 

which an Investment Fund or Client Fund is permitted to invest may be rated lower than investment grade 

and hence may be considered to be “junk bonds” or distressed securities. 

Distressed Credits.  Investment Funds or Client Funds may invest in securities of U.S. and non-U.S. 

issuers in weak financial condition, experiencing poor operating results, having substantial capital needs 

or negative net worth, facing special competitive or product obsolescence problems, or that are involved 

in bankruptcy or reorganization proceedings.  Investments of this type may involve substantial financial 

and business risks that can result in substantial or at times even total losses.  Among the risks inherent in 

investments in troubled entities is the fact that it frequently may be difficult to obtain information as to 

the true condition of such issuers.  Such investments also may be adversely affected by U.S. state and 

federal laws relating to, among other things, fraudulent transfers and other voidable transfers or 

payments, lender liability, and the U.S. Bankruptcy Court’s power to disallow, reduce, subordinate, or 

disenfranchise particular claims.  The market prices of such securities are also subject to abrupt and erratic 

market movements and above-average price volatility, and the spread between the bid and asked prices 

of such securities may be greater than those in other securities markets.  It may take a number of years 

for the market price of such securities to reflect their intrinsic value, if such value is ever realized. 

Regulatory Risks.  Generally, these risks include: (i) no regulatory approval or recommendation of 

the Adviser; (ii) investing both in unregulated entities and in securities sold in unregistered offerings; (iii) 

the Adviser and the Client Funds operating in a changing regulatory environment, including the risks of 

regulatory inquiries, new legislation, new regulations and government intervention; (iv) a Client Fund 

needing to comply with numerous regulations restricting its offering procedures; and (v) being subject to 

ERISA (in the case of certain Client Funds).  Currently the Client Funds are not required to register as 

“investment companies” under the Investment Company Act or to comply with the substantive provisions 

of the Investment Company Act.  

 Energy, Power and Infrastructure Industries. Certain of the Client Funds invest in the energy, 

power and infrastructure industries. These industries are subject to significant volatility, in both 

profitability and financial market trading prices, which results in part from the influence of both industry-

wide and subsector-specific trends in technology, regulation, taxation, geopolitics, and other supply and 

demand forces. In addition, individual companies within the energy, power and infrastructure industries 

may be subject to idiosyncratic risks independent of broader trends. Although the Adviser, sub-advisor or 

Underlying Manager may hedge some of these industry and company risks, there is no guarantee that it 

will succeed or that its views and predictions on industry trends ultimately will be accurate. 

Currency Risk.  Currency exchange rates may fluctuate significantly over short periods of 

time.  They generally are determined by the forces of supply and demand in the respective markets and 

the relative merits of investments in different countries, actual or perceived changes in interest rates and 

other complex factors, as seen from an international perspective.  Currency exchange rates can also be 
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affected unpredictably by intervention by governments or central banks (or the failure to intervene) or by 

currency controls or political developments.   

Private Investments in Public Equities (“PIPEs”). Underlying Managers investing in PIPE 

transactions invest money in public corporations in exchange for shares of the company, usually 

unregistered under the Securities Act. Often, warrants will be utilized in order to provide the Adviser, 

Underlying Manager or sub-advisor with greater upside potential. 

 Transportation. Underlying Managers or sub-advisors may invest in the global transportation 

subsector, with a focus on tanker shipping, container shipping, cruise, bulk shipping, industrial shipping, 

shipbuilding, ports and the forward freight agreement markets. A Client Fund’s exposure could include 

investments that are broadly related to the transportation sector or impacted by events happening in the 

transportation sector. Trading strategies tend to be based on fundamental and cyclical investment 

analysis using equity long/short, equity-versus-derivatives, directional, sector dispersion and time-spread 

approaches. 

Water. Client Funds may invest in strategies that focus on the global water industry, including 

drinking and wastewater utilities, filtration and treatment products and technologies, desalination and 

water reuse technologies, water conservation technologies, pipes and pipe rehabilitation, pumps and 

valves, measurement and testing for contamination, meters, information technology systems, consumer 

water products and water rights.  Usually equity long/short and sector dispersion approaches are taken. 

The strategy may also include the ability to invest in water rights or other investments that are broadly 

related to the water sector, or impacted by events happening in the water sector. 

Weather. The return on weather-linked instruments is tied primarily to weather risk – the risk of 

the performance of measured weather variables resulting in an adverse impact on the value of a 

contract linked to such variables. Several commodities, like agriculture or energy, can be affected by 

weather. Therefore, Underlying Managers that invest in weather derivatives tend to use them as a 

hedge for commodity exposure and limit concentration to any one geographic region and/or to any 

single risk position in order to manage the overall risk. 

Agriculture. A Client Fund’s exposure may include investments that are broadly related to the 

agriculture sector or impacted by events happening in the agriculture sector. Underlying Managers or 

sub-advisors focusing on the agriculture commodities markets employ spot purchases and sales, 

derivatives, directional trades, inter-commodity spreads, geographic spreads, time spreads, processor 

margins, cash- versus-future spreads, equity long/short strategies and equity-versus-commodity 

strategies in order to implement their investment objectives. 

Base and Precious Metals. Underlying Managers or sub-advisors may invest in base and precious 

metals including, but not limited to, copper, aluminum, zinc, nickel, gold, silver, platinum and palladium. 

A Client Fund’s exposure could include investments that are broadly related to the base and precious 

metals sector or impacted by events happening in the metals sector. Investment strategies tied to the 
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metals markets include directional positions, time spreads, cross-commodity spreads, equity long/short 

strategies and equity-versus-commodity strategies. 

Emissions. Underlying Managers can be involved in a variety of cap-and-trade systems or other 

emissions-reduction frameworks. Emissions covered under these cap-and-trade frameworks  include, but 

are not limited to, greenhouse gases, sulfur dioxide and nitrogen oxide.  Underlying Managers apply 

directional strategies, calendar spreads, spreads between different emission contracts and spreads 

between emissions and commodities like natural gas, oil and coal, or invest in emission reduction projects 

of all sorts. The strategy may also incorporate investing in equity securities of companies that develop and 

supply emission reductions. A Client Fund’s exposure could include investments that are broadly related 

to the emissions sector or impacted by events happening in the emissions sector. 

 

Risks Related to Direct Trading Strategies of the Adviser 

The Adviser may act as general partner or managing member to certain Funds advised by K2/D&S 

that invest directly in securities or other financial instruments, including, but not limited to, futures, 

options, ETFs, debt and/or equity securities in the following strategies: alpha replication, beta replication, 

risk premia and/or risk mitigation strategies (i.e., conditional risk overlay, or “CRO Component”) and a 

catastrophe bond strategy.  In addition to the risks described above, the following detail certain additional 

risks associated with the Adviser’s direct trading activities and strategies specifically. 

Alpha Replication Strategies. Certain replication strategies depend on public filings in order to 

create the universe of investments. Such filings may be late, delayed and/or reflect incorrect data and 

reflect the trading decisions of unrelated investment managers. Accordingly, the trades made based on 

the information contained in these filings may be based on incorrect or out-of-date information and could 

lead to losses. 

Beta Replication Strategies. The Adviser may attempt to approximate synthetically the returns of 

a diversified pool of hedge fund investment strategies via liquid market instruments.  The investment 

methodology is based on recreating the beta of one or more hedge fund indices or a diversified pool of 

hedge fund assets.  A Fund will accomplish this by using proprietary algorithmic regression techniques in 

an attempt to infer the index or benchmark portfolio’s exposure to various risk factors, and then will invest 

in a set of liquid securities, including but not limited to futures, swaps and forwards contracts, exchange-

traded funds, and related options or other derivatives.  This replication strategy seeks to analyze the 

factors that drive hedge fund returns, as determined by reference to one or more indices.  These indices 

may not provide an accurate representation of hedge fund returns generally, and the replication strategy 

may not successfully identify or be able to replicate factors that drive returns.   Numerous hedge funds 

have suffered sudden and dramatic losses, and this “risk of ruin” is generally not reflected in any index 

combining a large number of self-reporting funds.  Therefore, it is difficult, if not impossible, to “mirror” 

a hedge fund index and performance may be materially less than such index.  There is a risk that hedge 
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fund return data provided by third-party hedge fund index providers may be inaccurate or may not 

accurately reflect hedge fund returns due to survivorship bias, self-reporting bias or other biases.   

Even if an index does provide an accurate representation of hedge fund returns generally, the 

performance of the strategy may not match the returns of any such index during any period of time 

because of the inability of the strategy to replicate hedge fund returns (which are based on many different 

types of assets, including illiquid assets, that may not be available for investment by the Fund employing 

this strategy) using futures and forward contracts and because of differences in volatility between the 

portfolio of a Fund employing this strategy and the returns of the index.  In addition, unlike an index, this 

strategy will be subject to a management fee and other expenses. Therefore, the returns of the strategy 

may differ significantly from returns of hedge funds generally, or the returns of any particular index. 

 CRO Component.  The Adviser may also, from time to time, implement a CRO Component for a 

Fund in an effort to mitigate or otherwise hedge undesirable portfolio sensitivities in its portfolio of 

Investment Funds.  The Adviser may implement this strategy by investing and trading directly in a wide 

range of derivative contracts, including options, futures, swaps, forwards, and other instruments.  These 

instruments are subject to substantial risks, as described herein. There can be no assurance that the 

Adviser’s efforts in implementing the CRO Component will be successful or that the CRO Component will 

mitigate risks as intended or avoid significant losses.  The Adviser will employ certain factor sensitivity 

analyses on an aggregate portfolio and then attempt to hedge these sensitivities to the extent these 

sensitivities are deemed undesirable.  However, due to a variety of factors, the results of the sensitivity 

analyses could be inaccurate, which could lead the Fund to pursue hedging transactions it otherwise 

would not pursue or cause the Fund not to pursue a hedging opportunity when it otherwise would, 

resulting in losses.  In addition, the CRO Component’s hedging transactions are primarily intended to 

mitigate risks inherent in investment in a portfolio of Investment Funds and not for speculation; 

accordingly, even if the sensitivity analyses are accurate and the CRO Component’s hedging transactions 

effectively mitigate market sensitivities, the hedging transactions may incur losses due to market 

movements.  Furthermore, to the extent the Adviser is expressing a directional view on the market under 

the CRO Component, its market outlook could be incorrect, exposing a Fund to losses.  The CRO 

Component will involve leverage embedded in the futures and derivatives instruments used.  Losses 

incurred on the positions increase in direct proportion to the degree of leverage employed. The Adviser’s 

ability to implement the CRO Component for a Fund is dependent upon receiving accurate and timely 

information from the Investment Funds and their Underlying Managers.     

 Risk Premia Strategy. The Adviser may directly implement or allocate a portion of a Fund’s assets 

to risk premia strategies. Risk premia investing seeks to access investable systematic strategies that have 

low correlation to traditional beta investments. These “alternative beta” strategies are designed to be 

liquid and transparent, and potentially offer an alternative source of return to complement a traditional 

asset class range.  The risk premia strategy may be implemented through derivative instruments, 

including, among others, OTC derivatives such as total return swaps or structured notes.  Thus, this 

strategy presents, among others, the risks associated with derivatives instruments and OTC transactions 
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described above.  Derivatives instruments may involve leverage which may magnify or otherwise increase 

investment losses.  The ability of this strategy to achieve its investment objectives is dependent upon the 

Adviser’s evaluation of risks, potential returns and correlations between risk premia and other 

investments.  There is a risk that the returns provided by individual risk premia transactions may be subject 

to higher than expected volatility and may be more correlated to equities or bonds than anticipated.  In 

addition, this strategy relies on quantitative models (both proprietary models and those supplied by third 

parties) and information and data supplied by third parties.  When models and data prove to be incorrect 

or incomplete, any decisions made in reliance thereon would expose this strategy to potential risks. All 

models rely on correct market data inputs. If incorrect market data is entered into even a well-founded 

model, the resulting information will be incorrect.  

Risks Related to the Catastrophe Bond Fund 

The Adviser may act as general partner or managing member to a Fund to invest directly in 

catastrophe bonds or similar instruments the investment returns of which are related to the frequency 

and severity of catastrophic or other events which traditionally are the subject of insurance.  Such 

instruments, including insurance-linked securities, are subject to risks specific to those industries, some 

of which are summarized below.   

Unpredictability of Catastrophes and Losses; Difficulty in Valuation.  Many of the Fund’s 

investments will likely be subject to what historically have been relatively infrequent but severe losses 

resulting from the occurrence of one or more catastrophic events, including, for example, hurricanes, 

earthquakes, typhoons, hailstorms, tsunamis, tornadoes, windstorms, extreme temperatures, aviation 

accidents, fires, explosions and marine accidents.  The historical relative infrequency of such losses is not 

indicative nor a guarantee of future infrequency.  The incidence and severity of such catastrophes are 

inherently unpredictable and the Fund’s losses from catastrophes could be substantial.  Changing weather 

patterns and climatic conditions, such as global warming, may have added to the unpredictability and 

frequency of natural disasters in some parts of the world and created additional uncertainty as to future 

trends and exposures. The occurrence of claims from catastrophic events is likely to result in substantial 

volatility in the Fund’s financial condition or results of operations for any fiscal quarter or year and could 

have a material adverse effect on the Fund. Although the Adviser will attempt to manage the Fund’s 

exposure to such events, a single catastrophic event could affect multiple geographic zones and lines of 

business or the frequency or severity of catastrophic events could exceed estimates, either of which could 

have a material adverse effect on the Fund’s financial condition or results of operations.  A major 

catastrophic loss or series of catastrophic losses may occur and, if affecting one or more of the Fund’s 

investments, could lead to the Fund losing all or a part of its investments.  The unpredictable nature of 

catastrophic losses makes it difficult to determine whether a particular insurance-linked instrument is 

fairly priced in the ordinary course of trading to the extent that any such trading takes place.  The valuation 

models used in the insurance-linked instrument markets attempt to simulate fundamentally 

unpredictable events (such as earthquakes or hurricanes), and there could be periods of time when 

trading ceases or is interrupted as a result of the markets’ inability to value the instruments. 
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Claims and Coverage.  As industry practices and legal, judicial, social and other environmental 

conditions change, unexpected and unintended issues related to claims and coverage may emerge.  These 

issues may adversely affect the Fund’s investments in certain insurance-linked instruments and in some 

instances, these changes may not become apparent until such instruments are affected by these changes.  

As a result, the full extent of liability as a result of these changes may not be known for many years 

following the Fund’s investment in such instruments. 

Regulatory Risk.  U.S. state insurance laws and regulations and the laws of many non-U.S. 

jurisdictions contain broad definitions of the activities that may constitute the conduct of the business of 

insurance or reinsurance in such jurisdictions.  Furthermore, insurance regulatory authorities often have 

broad discretionary powers in administering insurance laws, including the authority (subject to appeal in 

court or otherwise) to determine whether a party is conducting the business of insurance or reinsurance 

within their applicable jurisdictions.  Because catastrophe-linked securities and derivatives have certain 

features and an investment return that may be based on the occurrence of events that traditionally are 

the subject of insurance, it is possible that such instruments may be structured in a manner where 

insurance regulatory authorities or courts would determine that the purchase or holding of such securities 

or the writing of such derivatives constitutes the conduct of the business of insurance and reinsurance.  If 

such a determination is made and a holder of such securities or the writer of such derivatives is not duly 

licensed to conduct such activities in the applicable jurisdiction, such holder or writer may be subject to 

regulatory and legal action.  Typically, such regulatory and legal action may include orders to cease and 

desist from the offending activities (which may require a divestiture of the offending securities or the 

unwinding or termination of the offending derivative instruments), civil forfeitures or criminal fines. 

The sale of catastrophe-linked securities are typically limited to investors in certain regulatory 

jurisdictions, including Bermuda and many U.S. jurisdictions, where legal opinions or regulatory rulings 

have been obtained generally to the effect that purchasers of such securities resident of, and purchasing 

in, such jurisdictions are not required, by virtue of their purchase of such securities, to be licensed as 

insurers or reinsurers under the insurance laws of such jurisdictions.  Issuer’s counsel typically provides 

an opinion to the issuer that purchasers will not be considered or treated as carrying on or transacting 

insurance business solely by virtue of investing in or holding the securities.  

Insurance regulatory authorities have broad discretionary powers in administering insurance 

laws, including the authority to modify or withdraw interpretations or to impose additional requirements.  

There can be no assurance that any opinions of counsel provided to an issuer or regulatory rulings will 

continue to be effective or favorable to the Company or that a modification in such legal opinions or 

regulatory rulings would not adversely affect the Company.  Furthermore, with respect to such 

catastrophe-linked instruments that are structured as derivative transactions, in particular those that are 

written as OTC derivatives, such instruments are typically marketed and promoted in a different manner 

than catastrophe-linked securities, whereby the legal opinions and regulatory rulings that are typically 

obtained by, as well as the representations and warranties customarily made by, the issuers and 

promoters of such securities may not be available with respect to catastrophe-linked derivatives. 
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Risks Specifically Associated with Insurance-Based Instruments.  Ownership of insurance-linked 
or catastrophe securities involves a degree of risk because of a number of characteristics that may be 
common to such securities, such as the following:  

 
(a) Limited Resources of Issuers.  The issuers of such securities often are thinly 

capitalized, newly formed, special-purpose entities that do not have access to 

additional capital.  In the event of unanticipated expenses or liabilities, such 

entities may not have the resources available to pay such expenses or liabilities 

or the required interest and/or principal on their issued securities. 

(b) Investments of Issuers.  The ability of issuers of insurance-linked or catastrophe-

linked securities to provide the expected investment returns on their issued 

securities is based in part on such entities’ investments, which may be subject to 

credit default risk, interest rate risk and other risks. 

(c) Regulation.  Entities that issue insurance-linked or catastrophe-linked securities 

may be subject to substantial regulation of their insurance and other activities.  

Such regulation can lead to unanticipated expenses that may result in such an 

entity being unable to satisfy its obligations, including those related to its issued 

securities.  Conversely, because such entities often are domiciled in non-U.S. 

jurisdictions, such entities may not be subject to the same degree of regulatory 

oversight to which investors may be accustomed to seeing issuers and insurance 

companies subject in the U.S.  Similarly, because such entities often are subject 

only to the laws of non-U.S. jurisdictions, it could be difficult for an investor in 

such an entity to make a claim or enforce a judgment against the entity or its 

directors or officers.  

(d) Subordination; No Recourse.  Catastrophe securities often are subordinated to 

other obligations of the issuer, such as those obligations to a ceding insurer.  

Consequently, if such an entity incurs unexpected expenses or liabilities in 

connection with its activities, the entity may be unable to pay the required 

interest and/or principal on its issued securities.  In particular, catastrophe bonds 

are issued without recourse.  As a result, if an issuer of a catastrophe bond 

defaulted on its obligations under the catastrophe bond, the Company would 

have no recourse to recover any amount of the principal invested to purchase the 

catastrophe bond. 

(e) Lower or No Ratings.  Insurance-linked or catastrophe securities may receive low 

ratings or be unrated by rating agencies.  Consequently, such securities may be 

relatively illiquid and subject to adverse publicity and investor perceptions, any 

of which may act to depress prices. 
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Item 9 – Disciplinary Information 

Registered investment advisers are required to disclose all material facts and any legal or 

disciplinary events that would be material to your evaluation of the Adviser or the integrity of its 

management.  There are not currently, nor have there been in the past, any legal or disciplinary events 

relating to us or our personnel that are material to your evaluation of our advisory business or the integrity 

of our management.    

Item 10 – Other Financial Industry Activities and Affiliations 

The Adviser is an indirect majority-owned subsidiary of Franklin Resources, a holding company 

that, together with its various subsidiaries, is referred to as Franklin Templeton Investments.  

The Adviser may have business arrangements with related persons/companies that are material 

to the Adviser’s advisory business or to its clients. In some cases, these business arrangements may create 

a potential conflict of interest, or appearance of a conflict of interest between the Adviser and a client.  

Please see Item 4 (“Advisory Business”) for additional information on services of affiliates. 

Recognized conflicts of interest are discussed in Item 11 (“Code of Ethics, Participation or Interest 

in Client Transactions and Personal Trading”) below. 

The Adviser has arrangements with one or more of the following types of related persons that 

may be considered material to its advisory business or to its clients.  

Related Broker-Dealers 

One or more of the Adviser’s management persons are registered with the Financial Industry 

Regulatory Authority (“FINRA”) as a registered representative of an affiliated broker-dealer of the Adviser. 

The Adviser is under common control with Franklin/Templeton Distributors, Inc. (“FTDI”), Franklin 

Templeton Financial Services Corp. (“FTFSC”) and Templeton/Franklin Investment Services, Inc. (“TFIS”), 

all of which are registered broker-dealers.   

FTDI is registered with the SEC as a broker-dealer and is a member of FINRA.  FTDI’s primary 

business is being the underwriter and distributor for the funds registered under the Investment Company 

Act that are advised by affiliates of the Adviser (“Registered Funds”), including the Franklin Templeton 

ETFs.  Most of its distribution activities occur through independent third-party broker-dealers, who have 

the primary day-to-day direct contact with shareholders of such Registered Funds.  FTDI is also the 

underwriter of the Franklin Templeton 529 College Savings Plan and the NJBEST 529 College Savings Plan 

(collectively, “529 Plans”).  In addition, FTDI acts as program manager and distributor for the 529 Plans, 

which are municipal fund securities.  As a result, FTDI is registered as a municipal securities dealer, subject 

to regulation by the Municipal Securities Rulemaking Board.  In certain instances, shareholders bypass a 

third-party broker-dealer and establish unsolicited accounts directly with FTDI, who becomes the broker-
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dealer of record by default.  FTDI does not make recommendations to purchase or sell fund shares to 

retail investors.   

Underwriting and distribution fees are earned primarily by distributing the Registered Funds 

pursuant to distribution agreements between FTDI and the Registered Funds. Under each distribution 

agreement, the Registered Fund’s shares are offered and sold on a continuous basis and certain costs 

associated with underwriting and distributing the Registered Fund’s shares may be incurred, including the 

costs of developing and producing sales literature, shareholder reports and prospectuses.  

FTFSC is registered with the SEC as a broker-dealer and is a member of FINRA. In addition, FTFSC 

is registered with the CFTC as an introducing broker and is a member of the National Futures Association 

(“NFA”). FTFSC, in conjunction with other Franklin Templeton Investments investment advisory affiliates, 

provides the broker-dealer platform to offer private funds (funds that rely on an exemption from 

registration under the Investment Company Act) (each, a “Private Fund”).  As such, the Adviser’s 

personnel are also associated with FTFSC so that they may utilize the FTFSC broker-dealer platform when 

offering private placement and mutual fund securities products to their clients.     

TFIS is registered with the SEC as a broker-dealer and is a member of FINRA.  TFIS offers private 

placement and mutual fund products.  Many of TFIS’ registered associated persons are also dually 

registered with FTDI to support joint program initiatives, such as marketing U.S. mutual fund products.  

TFIS also has some dually registered associated persons with FTFSC.    

Related Investment Advisers 

The Adviser may enter into a sub-advisory arrangement with, or may refer a client to, an 

investment adviser affiliate capable of meeting the client’s specific investment needs.  One or more of 

these affiliated investment advisers may be serving as a commodity trading advisor (“CTA”) that is 

registered or exempt from registration with the CFTC.  The Adviser is affiliated with other registered 

investment advisers that are under common control with the Adviser, and the Adviser may share certain 

portfolio management personnel and investment research with such affiliated investment advisers.   

The Adviser may use the services of appropriate personnel of one or more of its affiliates for 

investment advice, portfolio execution and trading, and client servicing in their local or regional markets 

or their areas of special expertise, except to the extent restricted by the client or pursuant to its 

investment management agreement, or inconsistent with applicable law. Arrangements among affiliates 

take a variety of forms, including delegation arrangements or formal sub-advisory or servicing 

agreements. In these circumstances, the client with whom the Adviser has executed the investment 

management agreement will typically require that the Adviser remains fully responsible for the account 

from a legal and contractual perspective. No additional fees are charged for the affiliates’ services except 

as disclosed in the investment management agreement.  

Limited Partnerships and Private Funds 
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The Adviser manages a number of Private Funds that are typically structured as U.S. and non-U.S. 

limited partnerships, limited liability companies or limited companies in order to meet the legal, 

regulatory and tax demands of clients.  The Adviser or an affiliate acts as general partner, managing 

member, investment manager and/or otherwise exercises investment discretion with respect to these 

Private Funds in which clients are solicited to invest.   

Entities affiliated with the Adviser may invest in and/or serve as general partner or managing 

member of a Private Fund and may provide services other than advice (including, but not limited to, 

administration, organizing and managing the business affairs, executing and reconciling trades, preparing 

financial statements and providing audit support, preparing tax related schedules or documents, and sales 

and investor relations support, diligence and valuation services) to such funds, in some cases for a fee 

separate and apart from the advisory fee. Franklin Templeton Investment’s personnel, including 

employees of the Adviser, may also serve on the board of directors of a Private Fund.  A Private Fund may 

pay or reimburse the Adviser or its affiliates for certain organizational and initial offering expenses related 

to the Private Fund. 

Further information can be found in the offering memorandum for each Private Fund. 

CFTC Registration 

The Adviser is a member of the NFA and is registered with the CFTC as a commodity trading 

advisor (“CTA”).  However, the Adviser is generally exempt from the CFTC’s disclosure and recordkeeping 

requirements applicable to registered CTAs under various exemptions on which it relies, including but not 

limited to, CFTC Regulation 4.7.  

The Adviser acts as general partner or managing member to Private Funds that are commodity 

pools for which the Adviser is the commodity pool operator (“CPO”).  As the CPO for Private Funds, the 

Adviser is either (i) registered as a CPO, but exempt from certain reporting, recordkeeping and disclosure 

requirements pursuant to Rule 4.7 under the CEA, or (ii) exempt from registration and related 

requirements pursuant to CEA Rule 4.13(a)(3) or other provisions under the CEA and the rules of the CFTC. 

In addition, certain of the Adviser’s management persons are registered as associated persons of the 

Adviser to the extent necessary or appropriate to perform their responsibilities, and/or as associated 

persons of an affiliated entity that is registered with the CFTC as a CPO and/or a CTA. 

K2 Advisors Holdings, LLC Control Affiliates 

The Adviser has certain affiliates which are under the common control of K2 Advisors Holdings, 

LLC.  

K2 Advisors Holdings, LLC.  is an entity formed to facilitate a reorganization of the equity 

ownership of the Adviser and K2/D&S.  K2 Advisors Holdings, LLC is a passive holding vehicle and does not 

provide services to any Client Fund or manage or advise clients of its own. On November 1, 2012, Franklin 

Templeton Institutional, LLC acquired a majority interest in K2 Advisors Holdings, LLC. As of January 31, 
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2019, K2 Advisors Holdings, LLC is wholly-owned by FTILLC.  FTILLC is a wholly-owned subsidiary of Franklin 

Resources, Inc. and is registered as an Investment Adviser with the SEC. 

K2/D&S Management Co., L.L.C., a Delaware limited liability company, is wholly owned by K2 

Advisors Holdings, LLC, which also wholly owns the Adviser.  K2/D&S is also registered with the SEC as an 

investment adviser and with the CFTC as a CPO and CTA. K2/D&S generally acts as investment manager 

or provides investment advice to the U.S.-domiciled Funds for which the Adviser serves as the general 

partner or managing member. As noted in Item 6 above, K2/D&S receives a Management Fees from 

certain of the Funds.  Funds paying K2/D&S Management Fees may also pay the Adviser an Incentive 

Allocation. K2/D&S and the Adviser share common offices; K2/D&S employs all of the Adviser’s U.S. 

employees.  

K2 Advisors Japan Ltd. 

K2 Advisors Japan Ltd., an entity formed under the laws of Japan, was formerly a wholly-owned 

subsidiary of K2/D&S.  As of March 31, 2019, K2 Advisors Japan Ltd. was no longer under the common 

control of K2 Advisors Holdings, LLC due to a reorganization of certain entities of the Franklin Resources 

group, but it remains an indirect wholly owned subsidiary of Franklin Resources.  K2 Advisors Japan Ltd. is 

registered with the Kanto Local Finance Bureau as a financial instruments firm engaging in investment 

advisory and investment management business.  K2/D&S may provide discretionary or non-discretionary 

services to funds or accounts managed by third parties or affiliates (“Sub-Advised Funds”); certain of these 

Sub-Advised Funds are clients of K2 Advisors Japan Ltd., and such Sub-Advised Funds may pay fees to K2 

Advisors Japan Ltd.     

The Adviser does not receive any compensation directly or indirectly from Underlying Managers 

or Investment Funds that it recommends to or purchases for the Client Funds. 

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

Trading 

The Adviser has adopted (a) a code of ethics pursuant to Rule 204A-1 under the Advisers Act and 

Rule 17j-1 of the Investment Company Act (with respect to the Adviser) (the “Code of Ethics”) and (b) a 

policy statement on insider trading (the “Insider Trading Policy”).  A brief description of the main 

provisions of the Code of Ethics and the Insider Trading Policy follows. 

The Code of Ethics 

The Code of Ethics states that the interests of the Adviser’s clients are paramount and come 

before any of its Covered Employees (as defined below). All Covered Employees are required to conduct 

themselves in a lawful, honest and ethical manner, in their business practices and to maintain an 

environment that fosters fairness, respect and integrity. 
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“Covered Employees” are the Adviser’s partners, officers, directors (or other persons occupying a 

similar status or performing similar functions), and employees, as well as any other person who provides 

advice on behalf of the Adviser and is subject to the supervision and control of the Adviser.  The personal 

investing activities of each Covered Employee must be conducted in a manner that avoids actual or 

potential conflicts of interest with the clients of the Adviser. Each Covered Employee is required to use his 

or her position with the Adviser, and any investment opportunities he or she learns of as a result of his or 

her position with the Adviser, in a manner consistent with his or her fiduciary duties to use such 

opportunities and information for the benefit of the Adviser’s clients and in accordance with applicable 

laws, rules and regulations. In addition, the Code of Ethics states that information concerning the security 

holdings and financial circumstances of the Adviser’s clients is confidential and Covered Employees are 

required to safeguard this information. 

Access Persons, a subset of Covered Employees, are required to provide certain periodic reports 

on their personal securities transactions and holdings. Access Persons are those persons who (i) have 

access to non-public information regarding the securities transactions of the Adviser’s funds or clients, (ii) 

are involved in making securities recommendations to clients, (iii) have access to recommendations that 

are non-public, or (iv) have access to non-public information regarding the portfolio holdings of funds for 

which a Franklin Templeton Investments investment adviser (“FTI Adviser”) serves as an investment 

adviser or a sub-adviser or any fund whose investment adviser or principal underwriter controls an FTI 

Adviser, is controlled by an FTI Adviser or is under common control with an FTI Adviser.  The Adviser’s 

Access Persons must obtain pre-clearance from the Code of Ethics Department before buying or selling 

any security (other than those not requiring pre-clearance under the Code of Ethics).  The Code of Ethics 

also requires pre-clearance before transacting in a private investment or purchasing securities in a limited 

offering.  The Code of Ethics prohibits Access Persons from investing in initial public offerings except for 

investments in Franklin Templeton closed-end funds, which require pre-approval from FTI’s Code of Ethics 

team.  

To avoid actual or potential conflicts of interest with the Adviser’s clients, certain transactions and 

practices are prohibited by the Code of Ethics and the Insider Trading Policy. These include: front-running, 

scalping, trading parallel to a client, trading against a client, using proprietary information for personal 

transactions, market timing, and short selling Franklin Resources stock and the securities of Franklin 

Templeton closed-end funds.  

The Code of Ethics requires prompt internal reporting of suspected and actual violations of the 

Code of Ethics and the Insider Trading Policy. In addition, violations of the Code of Ethics and the Insider 

Trading Policy are referred to the Director of Global Compliance and/or the Chief Compliance Officer as 

well as the relevant management personnel.  
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The Insider Trading Policy  

No Covered Employee or Access Person may trade while in possession of material, non-public 

information or communicate material non-public information to others.  

Information is considered material if there is a substantial likelihood that a reasonable investor 

would consider the information to be important in making his or her investment decision, or if it is 

reasonably certain to have a substantial effect on the price of the company’s securities.  Information is 

non-public until it has been effectively communicated to the marketplace.  If the information has been 

obtained from someone who is in violation of an obligation not to share the information (e.g., a company 

insider), that information is very likely to be non-public. 

The Adviser has implemented a substantial set of trading procedures designed to avoid violation 

of the Policy.  

Copies of the Code of Ethics and the Insider Trading Policy are available to any client or 

prospective client upon request. 

The Code requires the Adviser’s personnel to report certain gifts and business entertainment and 

in certain cases, requires the Adviser’s Chief Compliance Officer to pre-approve certain gifts.  The Code 

also requires the Adviser’s personnel to obtain prior written approval from the Chief Compliance Officer 

prior to engaging in any outside business activity, and any approval, if granted, may be subject to 

restrictions or qualifications and is revocable at any time. 

Certain investments require the pre-approval of the Chief Compliance Officer.  These investments 

include limited offerings (such as private placements), investments in initial public offerings and 

investments in any Client Fund.  The Adviser, its affiliates and its related persons (including officers and 

employees) may from time to time invest in Investment Funds in which the Client Funds might invest.  

These investments by personnel would require the pre-approval of the Chief Compliance Officer as limited 

offerings.  Most other investments require pre-trade approval, which is facilitated through a web-based 

application. 

The Adviser maintains a “restricted list” of securities in which personnel generally may not trade.  

The restricted list is updated as necessary and is intended to prevent the misuse of material, non-public 

information by its employees.   

On a periodic basis, the FTI’s code of ethics team will conduct forensic testing or auditing of 

reported personal securities transactions to ensure compliance with the Code.  As noted above, the Chief 

Compliance Officer’s approval is required before a related person may invest in or redeem from an 

Investment Fund in which a Client Fund invests.  Such investments potentially raise a number of conflicts, 

and are therefore generally discouraged.   
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FTI’s Code of Ethics team monitors compliance with the provisions of the Code of Ethics and, at 

least annually, the Chief Compliance Officer will provide written reports to senior management describing 

any issue(s) that arose during the previous year under the Code of Ethics or procedures related thereto, 

including any material Code of Ethics or procedural violations, and any resulting sanction(s).  If applicable, 

the report may discuss any changes that the Chief Compliance Officer believes should be made to the 

Code of Ethics.  The Chief Compliance Officer may report to senior management more frequently as he or 

she deems necessary or appropriate, and shall do so as requested by senior management.    

The Adviser is required to keep copies of the Code of Ethics and records relating to the Code of 

Ethics.  Investors can obtain a copy of the Code of Ethics by contacting the Adviser’s Investor Relations 

Group at 203-504-1407 or K2InvestorRelations@FranklinTempleton.com.  

 

Potential Conflicts Relating to Advisory Activities 

Participation or Interest in Client Transactions 

The following section describes the Adviser’s participating or interest in client transactions. Since 

the Adviser acts as general partner or managing member of the Client Funds and delegates the investment 

management role to K2/D&S, the description that follows applies to the Adviser acting on its own or 

through K2/D&S. References to “the Adviser” include references to the Adviser acting through K2/D&S. 

The Adviser or an affiliate may from time to time recommend to clients or buy or sell for client 

accounts, securities in which the Adviser or its affiliates have a material financial interest. Such financial 

interests may include the contribution by the Adviser or an affiliate of seed capital to a fund it manages, 

or an actual investment by the Adviser or an affiliate in the fund or in third party vehicles in which it or a 

related person has a financial interest.  The Adviser or its related persons may also purchase or sell for 

themselves securities or other investments which one or more advisory clients own, previously owned, or 

may own in the future.  

Potential or actual conflicts of interest may arise with respect to (i) the allocation of investment 

opportunities among the Adviser’s clients, (ii) the investment by clients in entities in which the Adviser or 

its related persons have a financial interest, and (iii) investments by the Adviser or its employees for their 

personal accounts.  

The Adviser and its affiliates manage numerous funds and accounts. The Adviser may give advice 

and take action with respect to one fund or account it manages, or for its own account, that may differ 

from action taken by the Adviser on behalf of any of the other funds or accounts it manages. This gives 

rise to certain potential conflicts of interest, as discussed below. 

The Adviser’s management of its clients’ assets may benefit members of the Adviser and its 

affiliates.  For example, the Adviser’s clients may, to the extent permitted by applicable law, invest directly 

mailto:K2InvestorRelations@FranklinTempleton.com
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or indirectly in the securities of companies in which a member of the Adviser, or a client or affiliate of the 

Adviser, has an equity, debt, or other interest on behalf of itself or one or more other clients. 

The advisory contracts between the Adviser and a client does not entitle that client to obtain the 

benefit of any particular investment opportunities developed by the Adviser or its officers or employees 

in which the Adviser, acting in good faith, does not cause such client to invest. The Adviser has total 

discretion to allocate investment opportunities among its clients subject only to each client’s respective 

investment guidelines and the Adviser’s duty to act in good faith and in accordance with applicable law. 

Similarly, with respect to a particular fund or account, the Adviser is not obligated to recommend, 

buy or sell, or to refrain from recommending, buying or selling any security that the Adviser and/or Access 

Persons may buy or sell for its or their own accounts or for the accounts of any other fund. The Adviser is 

not obligated to refrain from investing in securities held by any funds it manages.  

The management of personal accounts by a portfolio manager may give rise to potential conflicts 

of interest. While the Adviser has adopted the Code of Ethics that it believes contains provisions 

reasonably necessary to prevent a wide range of prohibited activities by portfolio managers and others 

with respect to their personal trading activities, there can be no assurance that the Code of Ethics 

addresses all individual conduct that could result in conflicts of interest. The Adviser has adopted certain 

additional compliance procedures that are designed to address these and other types of conflicts.  

However, there is no guarantee that such procedures will detect each and every situation where a conflict 

arises. 

The Adviser generally does not affect any principal transactions with Client Fund accounts; if the 

Adviser were to engage in such a transaction, it would obtain any necessary client consents.  Principal 

transactions are generally defined as transactions where an adviser, acting as principal for its own account 

or the account of an affiliated broker-dealer, buys from or sells any security to any advisory client.  A 

principal transaction may also be deemed to occur if the Adviser and/or an affiliate owns a substantial 

portion of a client and that client participates in a transaction with another client.   

The Adviser generally does not engage in agency cross transactions.  An agency cross transaction 

is defined as a transaction where a person acts as an investment adviser in relation to a transaction in 

which the investment adviser, or any person controlled by or under common control with the investment 

adviser, acts as broker for both the advisory client and for another person on the other side of the 

transaction.  Agency cross transactions may arise where an adviser is dually registered as a broker-dealer 

or has an affiliated broker-dealer.     

The Adviser may engage in cross trades for certain of the Client Funds’ accounts.  In such 

transactions, the Adviser has a fiduciary duty to each Client Fund to execute such trades at a fair price and 

to act in the best interests of all Client Funds involved in a cross trade.  The Adviser may engage in such 

transactions in circumstances when the Adviser wish to reduce the investment of one or more Client 

Funds in an Investment Fund and increase the investment of other Client Funds in such Investment Fund, 
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in order to re-balance portfolios, provide better liquidity to the Client Funds involved, or to allocate de 

minimis Investment Fund allocations from a large Client Fund to another smaller Client Fund.  Any such 

purchase and sale will take place at the stated net asset value of the Investment Fund being purchased or 

sold, or other value determined in accordance with the Adviser’s valuation policies and the Adviser will 

not charge any additional fee for arranging the cross trades. Any cross trades effected with respect to a 

Registered Fund would be accomplished in compliance with Rule 17a-7 of the Investment Company Act.  

With respect to the Platform Funds, a Sub-Advisor may be permitted to engage in cross trades to 

the extent that such cross trades are executed at market price and are in the best interests of the 

particular Platform Fund. Pursuant to the applicable sub-advisory agreement, a Sub-Advisor must obtain 

the prior written consent of the Master Fund before entering into any “principal transactions” or “cross 

trades” with the Master Fund.  

The Adviser’s Compliance Policies and Procedures also contain policies involving the safeguarding 

of proprietary and non-public information by the Adviser’s personnel along with restrictions on the use of 

insider information and the use of non-public information regarding an investor. 

Other Potential Conflicts Relating to Advisory Activities 

The Adviser, where appropriate and in accordance with applicable laws, including ERISA, may 

purchase on behalf of clients of the Adviser or an affiliate, or recommend to clients of the Adviser or an 

affiliate that such clients purchase, shares of a Registered Fund or other pooled investment vehicles 

(including private funds) for which the Adviser serves as investment adviser or sub-adviser collectively 

(“Affiliated Funds”), or invest their assets in other portfolios managed by the Adviser (“Affiliated 

Accounts”).  In the case of private funds managed in a similar style, this may take the form of an 

investment in other private funds advised or managed by the Adviser. 

The Adviser faces potential conflicts when allocating the assets of a client or private fund to one 

or more Affiliated Funds or Affiliated Accounts.  For example, in hindsight and despite intent or innocent 

purpose, circumstances could be construed that such allocation conferred a benefit upon the Affiliated 

Fund, Affiliated Account or an adviser to the detriment of the client or private fund of the Adviser or an 

affiliate, or vice versa. 

The Adviser and its affiliates may, to the extent permitted by applicable laws, make payments to 

financial intermediaries relating to the placement of interests/shares in private funds.  These payments 

may be in addition to or in lieu of any placement fees payable by investors in those private funds.  These 

payments, which may be significant to the financial intermediary and/or its representatives, may create 

an incentive for the financial intermediary to recommend the private fund over other products. 

The Adviser may serve as investment sub-adviser to various investment companies, some of 

which have an investment goal and strategy similar to that of investment companies for which the Adviser 

or its affiliates serve as investment adviser.  Even when there is similarity in investment goal and strategy, 

investment performance and portfolio holdings may vary between investment companies, potentially 



K2 Advisors, L.L.C.  

 

38 

302810930 v4 

significantly, as a result of, among other things, differences in:  inception dates, cash flows, asset 

allocation, security selection, liquidity, income distribution or income retention, fees, fair value pricing 

procedures, diversification methodology, use of different foreign exchange rates, use of different pricing 

vendors, ability to access certain markets due to country registration requirements, legal restrictions or 

custodial issues, legacy holdings in the fund,  availability of applicable trading agreements such as ISDAs, 

futures agreements or other trading documentation, restrictions placed on the account (including 

country, industry or environmental and social governance restrictions) and other operational issues that 

impact the ability of a fund to trade in certain instruments or markets. 

Potential Restrictions on Investment Adviser Activity  

From time to time, the Adviser may be restricted from purchasing or selling securities on behalf 

of its clients because of regulatory and legal requirements applicable to the Adviser, its affiliates or its 

clients (as determined by the Adviser in its sole discretion) and/or its internal policies including those 

designed to comply with, limit the applicability of, or otherwise relate to such requirements.  

There may be periods when the Adviser may not initiate or recommend certain types of 

transactions, or may otherwise restrict or limit its advice with respect to securities or instruments issued 

by, or related to, companies for which the Adviser or its affiliates have been provided material non-public 

information, as described under the heading “The Insider Trading Policy” above. In such circumstances 

restrictions or limitations will apply. 

In certain circumstances where the Adviser invests in securities issued by companies that operate 

in certain regulated industries or are subject to corporate or regulatory ownership restrictions, there may 

be limits on the aggregate amount of investment by the Adviser including those that may not be exceeded 

without the grant of a license or other regulatory or corporate consent as well as limits on any investment 

by the Adviser in certain securities due to internal policies of the Adviser or its affiliates. As a result, the 

Adviser on behalf of its clients may limit purchases, sell existing investments, or otherwise restrict or limit 

the exercise of rights (including voting rights) when the Adviser, in its sole discretion, deems it appropriate 

in light of potential regulatory or other restrictions on ownership or other consequences resulting from 

reaching investment thresholds or investment restrictions. 

Other ownership thresholds may trigger reporting requirements to governmental and regulatory 

authorities, and such reports may entail the disclosure of the identity of the Adviser’s client or its intended 

strategy with respect to such security or asset. 

The Adviser’s services are not exclusive to any of its clients, and the Adviser is free to render, and 

does render, similar or other services to other persons and entities. The Adviser and its related persons 

may give advice or take action with respect to a client account, or for its or their own account, that may 

differ from the advice given or action taken by the Adviser for another account. 

The Adviser has no obligation to provide the same investment advice or purchase or sell the same 

securities for each account it manages. In general, the Adviser has discretion to determine whether a 
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particular investment is an appropriate investment for each account under management, based on the 

account’s investment objectives, investment restrictions and trading strategies.  

Political Contributions  

It is the policy of the Adviser to not make, and to prohibit its employees from making on behalf of 

the Adviser, any political contributions for the purpose of influencing an existing or potential client, a 

public official or his or her agency.  However, employees may make personal political contributions in 

accordance with the requirements and restrictions of applicable law and the Adviser’s policies.  To help 

ensure compliance with SEC rules, and many state and local “pay-to-play” rules, the Adviser’s employees 

subject to those rules must pre-clear and obtain prior approval from the legal and compliance 

departments before they make any contributions (i.e., any monetary contribution or contribution of 

goods or services) to a political candidate, government official, political party or political action 

committee.  

Item 12 – Brokerage Practices  

The Adviser serves as general partner or managing member of the Client Funds. The Adviser 

delegates to its affiliate, K2/D&S, the investment management or investment advisory role to the Client 

Funds. The following summary describes the brokerage practices of the Adviser and K2/D&S. References 

to “the Adviser” also refer to K2/D&S, as investment manager of the Client Funds. 

In cases where it has discretionary authority, the Adviser has the authority to determine when a 

Client Fund invests in, or withdraws from, an Investment Fund and the amount of such investment or 

withdrawal without obtaining specific consent from investors.  For those Client Funds which primarily 

invest in Investment Funds, securities execution decisions within the Investment Funds are made by the 

Underlying Managers, who themselves arrange for the placement of buy and sell orders and the execution 

of portfolio transactions on behalf of those Investment Funds.   

The Adviser engages in direct trading and determines the broker/dealer and/or futures 

commission merchant to be used by certain Client Funds and the commission rates or spread to be paid 

to such broker/dealer or futures commission merchant as applicable.  Direct trading occurs as previously 

described in the beta and alpha replication, risk mitigation programs, hedge fund replication strategy and 

with respect to the catastrophe bond fund.  In addition, in very limited circumstances, if an Investment 

Fund has distributed securities to a Client Fund instead of cash in satisfaction of all or part of a redemption 

or withdrawal from the Investment Fund, the Adviser would select a broker to effect the sale of such 

securities without obtaining consent from investors.  The Adviser may, in other specific circumstances, 

select a broker to effect a transaction on behalf of a Single Investor Fund if instructed to do so by the 

investor in that Fund.  In making such selection, the Adviser considers the commission charged by such 

broker and such broker’s ability to timely execute the requested transaction. The Adviser does not use or 

generate “soft dollars” with respect to Client Fund transactions. The Adviser selects brokers based upon 

best execution, without regard to whether a broker provides research or other services (although a broker 
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may provide research despite this policy).  Certain Client Funds are sub-advised by unrelated third parties, 

which may utilize soft dollars.  Such use of soft dollars by these third parties is generally done in 

accordance with Section 28(e) of the Securities Exchange Act of 1934. 

In the event the Adviser is required to exercise discretion in selecting a broker for a Client Fund, 

investors in a Client Fund generally do not have the right to direct brokerage with respect to such Client 

Fund’s transactions.    

With respect to the Platform Funds, each Master Fund utilizes a range of executing brokers, 

introducing brokers, prime brokers, dealers, custodians, tri-party custodians, banks and other financial 

institutions, counterparties and/or futures commission merchants and clearing firms (collectively, 

“brokers”) to execute and clear transactions for such Master Fund.  Generally, the Sub-Advisor for a 

Master Fund may recommend the brokers to be utilized by such Master Fund subject to the approval of 

the Adviser and may execute with various executing brokers (subject to the Adviser’s veto); however, the 

Sub-Advisor will not establish any prime brokerage, futures and options clearing or ISDA arrangements 

for the Master Fund without the Adviser’s consent.  One or more brokers may be affiliates of a platform 

service provider.  Generally, in each Platform Fund sub-advisory agreement, the applicable Sub-Advisor 

agrees not to accept any “soft dollar” services that fall outside of the “safe harbor” for fiduciaries’ use of 

“soft dollar” services established by Section 28(e) under the Securities Exchange Act of 1934, as amended. 

Generally, all client trades executed on the same day in the same security for accounts under the 

management of the Adviser’s portfolio management team will be aggregated in a single order (sometimes 

called “block trading”) unless aggregation is inefficient or is restricted by client direction, type of account 

or other limitation. All accounts that participate in a block transaction will participate on a pro rata, 

relative order size, percentage, or other objective basis. Potential conflicts of interest exist with respect 

to the aggregation and allocation of client transactions. For example, the Adviser could be viewed as 

allocating securities that it anticipates will increase in value to certain favored clients, especially those 

that pay a performance-based fee. 

There may be instances where purchase or sale orders, or both, are placed simultaneously on 

behalf of the Adviser’s accounts and by accounts advised by the Adviser’s affiliates. In these instances, the 

Adviser may aggregate the order in a block trade for execution in accordance with established procedures. 

Generally, for each participating account, the block transactions are averaged as to price and allocated as 

to amount in accordance with daily purchase or sale orders actually placed for the account. All accounts 

that are aggregated will participate on a pro rata, relative order size, percentage, or other objective basis. 

Orders may be aggregated to facilitate best execution, as well as to aid in negotiating more favorable 

brokerage commissions beneficial to all accounts. 
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Item 13 – Review of Accounts  

The Adviser serves as general partner or managing member of the Client Funds. The Adviser 

delegates to its affiliate, K2/D&S, the investment management or investment advisory role to the Client 

Funds. The following summary describes the brokerage practices of the Adviser and K2/D&S. References 

to “the Adviser” also refer to K2/D&S, as investment manager of the Client Funds. 

With respect to a Client Fund that invests in Investment Funds, the composition of a Client Fund’s 

portfolio is monitored regularly, on a monthly basis or more frequently as the Adviser may determine, by 

members of senior management, which may include the Head of Portfolio Construction, the Head of 

Research and other senior investment professionals or, in the case of the Registered Funds, their 

respective portfolio managers.  In addition, this group regularly discusses different aspects of the 

investment process, including performance and possible reallocations of portfolios.  Portfolio monitoring 

is conducted by the Adviser’s research team on an ongoing basis through on-site visits to Underlying 

Managers’ offices, electronic communications and telephone conversations with the principals and 

support staff of the Underlying Managers and reviews of the investment objectives and strategies, risks 

undertaken, and overall performance of such portfolios.  The Adviser’s operational due diligence team 

conducts initial and periodic due diligence reviews of the Underlying Managers’ operations and the 

Adviser’s risk team also regularly monitors the composition and attributes of Client Fund portfolios 

through third party risk analytics.  The Adviser’s financial accounting team oversees the accounting and 

administration of the Client Funds and maintains regular contacts with other professionals at the 

Underlying Managers and third party administrators.   

 With respect to the Platform Funds, where the Adviser has appointed a Sub-Advisor with respect 

to all or a portion of the respective fund’s assets, the Adviser monitors on an ongoing basis the investment 

activities of each Sub-Advisor through its receipt of holdings level and risk reports in undertaking risk 

management and oversight of the Sub-Advisor’s adherence to investment guidelines established by the 

Adviser in consultation with the relevant Sub-Advisor. Additionally, the Adviser may engage a platform or 

risk service provider to assist in the monitoring of investment guidelines and providing of certain risk 

measurement and analytics services. 

With respect to the Client Funds that engage in hedge fund replication or other beta replication 

strategies, and risk premia, the Adviser’s portfolio construction team is primarily responsible for 

monitoring the portfolios and the various quantitative models for signal changes.  With respect to Client 

Funds that engage in alpha replication, the Adviser’s research team is responsible for monitoring the 

portfolios and managing each portfolio in a manner consistent with its investment program.  Additionally, 

certain members of the Adviser’s research team designated in the Adviser’s procedures are responsible 

for monitoring the catastrophe bond fund’s portfolio and implementing its investment program on an 

ongoing basis. The Adviser’s Risk team is also responsible for monitoring the portfolios and conducting 

risk analysis prior to transactions being placed in the portfolios.   
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The Adviser’s allocation review team, comprising the Head of Research, Head of Portfolio 

Construction and other senior investment professionals, is responsible for reviewing and authorizing 

hedge fund investments in the fund of funds portfolios.  Transactions in the Adviser’s direct trading 

strategies, including the hedge fund replication, beta replication, risk premia and/or risk mitigation 

strategies (including the CRO Component), alpha replication and catastrophe bond strategies, may be 

authorized by senior investment professionals responsible for managing each of these strategies as 

designated in the Adviser’s procedures.     

Investors in the Client Funds are generally provided with monthly or quarterly reports, depending 

on the terms of such Client Fund, regarding their investments in the Client Fund, including beginning and 

ending balances as well as a description of the account activity.  On a monthly basis, investors in the Client 

Funds generally receive a firm-wide investment commentary and/or review of performance.  Annually, as 

noted in Item 15, below, investors in the Client Funds for which the Adviser has custody receive audited 

financial statements of the Client Fund in which they invest and tax reporting information, if applicable.  

In special circumstances and upon request, the Adviser may provide an investor with a report in a special 

or specific format or with specific content that may not generally be available to other investors.  

Item 14 – Client Referrals and Other Compensation 

 The Adviser does not receive any economic benefit from a third party for providing investment 

advice or other advisory services to the Client Funds.   

In certain instances, the Adviser or K2/D&S relies on properly registered third-party distributors 

or affiliates, including FTFSC, for the distribution of Fund interests or shares and/or identifying candidates 

for whom a Single Investor Fund based on a specific individual mandate may be suitable. In such instances, 

the third party distributor is typically compensated by way of a retrocession that is specified in the 

applicable selling or referral agreement.  Retrocession is a term used to describe an on-going fee payable 

by the Adviser to the third party distributor so long as such assets placed by the third party distributor 

remain invested in the Funds for which the Adviser serves as general partner or managing member or for 

which K2/D&S is the investment manager. The Adviser or K2/D&S, as applicable, may pay all or part of its 

management fee or performance-based compensation to third party distributors for assisting in the 

placement of interests in Funds or for providing seed capital to Funds.  In other instances, a Fund may pay 

a distribution fee to a distributor with respect to one or more classes of shares, as described in the 

applicable offering documents. 

Item 15 – Custody 

As general partner or managing member of the Client Funds, the Adviser is deemed to have 

custody of certain of the Client Funds’ assets for purposes of the Advisers Act.  Cash, cash management 

instruments and other direct Client Fund investments are maintained with a qualified custodian.  The 

Client Funds’ interests in Investment Funds are not required to be maintained with a qualified custodian.   
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The Adviser relies on the provisions of Rule 206(4)-2 of the Investment Advisers Act of 1940, as 

amended, with respect to Client Funds for which the Adviser has custody. These Client Funds are audited 

each year by an independent public accountant that is both registered with and inspected by the Public 

Company Accounting Oversight Board.  The Adviser reasonably believes that audited financial statements 

for each such Client Fund will be provided to investors in that Client Fund within 180 days of the end of 

that Client Fund’s fiscal year in the case of Client Funds that are “fund of funds” and within 120 days of 

the end of that Client Fund’s fiscal year for all other Client Funds.    

Item 16 – Investment Discretion 

The Adviser has discretionary authority for all Funds for which it serves as general partner or 

managing member. The Adviser usually receives discretionary authority from the Funds pursuant to a 

limited partnership agreement or limited liability company operating agreement with each Fund. The 

Adviser, however, delegates investment management of each Client Fund’s assets to K2/D&S through an 

investment management agreement entered into between the Client Fund and K2/D&S. In the case of a 

Platform Fund, the Adviser delegates to the Sub-Advisor investment discretion over substantially all of the 

Master Fund’s assets, although for certain Platform Funds, K2/D&S may retain investment discretion over 

a portion of a Master Fund’s assets to perform cash management. 

In all cases, discretionary authority is exercised in a manner consistent with the stated investment 

objectives for the particular Client Fund, as set forth in the Client Fund’s governing documents or K2/D&S’ 

advisory agreement with such Client Fund.  When selecting investments and determining amounts, 

K2/D&S observes the investment policies, limitations and restrictions of the Client Funds it advises.   

With respect to Client Funds that the investment manager manages on a discretionary basis, the 

Adviser has discretionary authority to supervise and direct the investment of the assets under its 

management, without obtaining prior specific client consent for each transaction. However, this 

investment discretion is granted by written authority of the client in the investment management 

agreement between the client and the Adviser and is subject to such limitations as a client may impose 

by notice in writing. Under its discretionary authority, K2/D&S may determine to allocate to or redeem 

from Investment Funds or purchase or sell securities or enter into derivatives transactions in accordance 

with the client’s investment objectives, and restrictions, internal policies and applicable law and practice, 

without prior consultation or consent before a transaction is effected. 

The Adviser may, in its sole discretion, accept one or more categories of social restrictions 

requested in writing by clients. Unless otherwise agreed to with a client, the Adviser’s compliance with 

such restrictions will be based on good faith efforts and may be satisfied by utilizing a third party service 

to screen issuers against such restrictions, or, in its sole discretion, other market data as well as internal 

research. 
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From time to time, the Adviser or K2/D&S may cause a Client Fund to invest in an unaffiliated fund 

where the Underlying Manager submits a shareholder proposal to the issuer of, or otherwise engage in 

shareholder activism with respect to, securities presently held in one or more Client Funds when the 

Adviser or K2/D&S believes that such shareholder proposal or activism has the potential to enhance the 

value of such issuer’s securities or generally benefit shareholders.  The Adviser or K2/D&S may also 

consider such factors including but not limited to costs when considering whether to engage in such 

activities.   

The Adviser or K2/D&S may, in its sole discretion, accept the initial funding of client accounts with 

one or more securities-in-kind (“SIK”). Subject to the terms of the investment management agreement 

and applicable law, the Adviser or K2/D&S will use good faith efforts to liquidate any SIK that the Adviser 

or K2/D&S does not elect to keep as part of such accounts, and shall not be liable for any investment 

losses or market risk associated with such liquidation. 

Participation in Legal Proceedings 

With respect to the Registered Funds and pooled or collective investment vehicles that the 

Adviser manages, advises, or sub-advises (collectively, referred to as “Funds” in this section), the Adviser, 

through its delegates (which may include, without limitation, personnel of an affiliate, a law firm, 

custodian or other claim filing service), uses good faith efforts to file proofs of claim on behalf of the Funds 

in class action lawsuit settlements or judgments and regulatory recovery funds pending in the U.S. and 

Canada, involving issuers of securities presently or formerly held in the Funds’ portfolios, or related parties 

of such issuers, of which the Adviser learns and for which the Funds are eligible during each Fund’s 

existence (the “Claim Service”). Infrequently, such U.S. and Canadian class action lawsuits may require 

investors affirmatively to “opt in” to the class and may subject investors to public identification and to 

participation in discovery (“Opt-In Actions”). The Adviser has complete discretion to determine, on a case-

by-case basis, whether to file proofs of claim and any other required documentation for the Funds in any 

Opt-In Actions of which the Adviser learns.   

While the Claim Service is focused on recovery opportunities in the U.S. and Canada (the 

jurisdictions in which class action lawsuits and regulatory recovery funds predominate), it is possible that, 

as class action laws in legal systems in jurisdictions outside of the U.S. and Canada continue to evolve, the 

Adviser may learn of recovery opportunities in those other jurisdictions that similarly require only the 

filing of a proof of claim or its equivalent to recover, referred to here as “Foreign Actions.”  The Adviser 

does not assume any obligation to identify, research, or file proofs of claim in, any such Foreign Actions.  

In the event that the Adviser does learn of any Foreign Actions, the Adviser has complete discretion to 

determine, on a case-by-case basis, whether to file proofs of claim for the Funds in such Foreign Actions.  

In addition, from time to time, the Adviser may recommend that one or more of the Funds pursue 

litigation against an issuer or related parties (whether, for example, by opting out of an existing class 

action lawsuit, participating in a representative action in a foreign jurisdiction, or otherwise).  The Adviser 

or the Funds may also participate in bankruptcy proceedings involving issuers of securities presently or 
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formerly held in the Funds’ portfolios, or related parties of such issuers, and join official and ad hoc 

committees of creditors or other stakeholders.  Similarly, the Adviser’s affiliates may recommend that the 

Funds they manage participate in litigation, bankruptcy proceedings or committees of creditors or other 

stakeholders.  Neither the Adviser nor the Adviser’s affiliates will provide notice of, or the opportunity to 

participate in, any litigation against an issuer or related parties to the Adviser’s Separate Account/Third-

Party Fund Clients (defined below). 

Separate Account/Third-Party Fund Clients. With respect to separate accounts and  third party 

pooled or collective investment vehicles that K2 sub-advises (collectively, “Separate Account/Third-Party 

Fund Clients”), unless otherwise specifically agreed, the Adviser shall not be required, or be liable for any 

failure to, but may, without undertaking any obligation to do so, (i) provide the Claim Service, (ii) file 

proofs of claim in Foreign Actions, and (iii) file any required documentation in any Opt-In Actions, as 

described above.  Foreign Actions do not include any other type of collective action outside of the U.S. 

and Canada, such as representative actions.  Those other actions require individual analysis as to whether 

participation is in an investor’s best interest and often require participants to agree to funding agreements 

or to pay the costs of the litigation directly, to enter into agreements with representative organizations, 

to commit to participation in discovery, and may require participants to be identified publicly as plaintiffs 

in the action.  The Adviser does not assume any obligation to identify or take any action with respect to 

such offshore collective or representative actions for its Separate Account/Third-Party Fund Clients.  

Further, unless otherwise specifically agreed, the Adviser shall not be required, or be liable for 

any failure to, but may, participate in any bankruptcy proceedings involving issuers of securities presently 

or formerly held in Separate Account/Third-Party Fund Client accounts or related parties of such issuers.  

Without limiting the foregoing, unless otherwise specifically agreed, the Adviser shall not be required, or 

be liable for any failure to, but may in its discretion: (i) file proofs of claim in bankruptcy proceedings, (ii) 

notify Separate Account/Third-Party Fund Clients of any applicable deadlines or other events relating to 

bankruptcy proceedings, or (iii) participate in any committees of creditors or other stakeholders on behalf 

of Separate Account/Third-Party Fund Clients. 

In connection with the Claim Service and the Adviser’s involvement in bankruptcy proceedings on 

behalf of Separate Account/Third-Party Fund Clients, where applicable, the Adviser may disclose 

information about a Separate Account/Third-Party Fund Client or the client’s account, whether by 

including such information in any proofs of claim or otherwise disclosing such information in any related 

manner.  By filing a proof of claim on behalf of a Separate Account/Third-Party Fund Client, the Adviser 

may waive the Separate Account/Third-Party Fund Client’s right to pursue separate litigation with respect 

to the subject matter of the class action lawsuit or regulatory recovery fund, or the right to a jury trial in 

a bankruptcy proceeding, as applicable.  Where the Adviser does provide the Claim Service or agrees to 

participate in bankruptcy proceedings on behalf of Separate Account/Third-Party Fund Clients, the Adviser 

may (subject to the governing investment advisory or management agreement), at any time, terminate 

provision of such services by giving notice of such termination to the Separate Account/ Third-Party Fund 

Client (by any method the Adviser chooses, including electronic mail), and such services will, if not sooner 
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terminated, automatically terminate upon the termination of the governing investment advisory or 

management agreement.  

Item 17 – Voting Client Securities 

 The Adviser has implemented policies and procedures regarding the voting of proxies as required 

under Rule 206(4)-6 under the Advisers Act.  With respect to the fund of funds portfolios, the Adviser does 

not anticipate owning any equity securities granting it or its Client Funds the right to vote proxies on a 

regular basis. The Adviser exercises voting authority with respect to holdings in the alpha replication Client 

Fund and to the extent a Client Fund managed by the Adviser obtains possession of a security that is 

subject to a proxy.  The Adviser will act in accordance with its policies and procedures, which are 

reasonably designed to ensure that proxies are voted in the best interest of the Adviser’s clients, after 

taking into consideration all relevant facts and circumstances at the time of the vote, and in accordance 

with the Adviser’s fiduciary duties and applicable regulations.  

 When the Adviser has proxy voting authority with respect to a Client Fund, no investor in that 

Client Fund has the ability to direct the Adviser’s voting of proxies for the applicable Client Fund. In the 

case of the Platform Funds, the Adviser or an affiliate has delegated to each sub-advisor the responsibility 

to vote all proxies in accordance with the respective sub-advisor’s proxy voting policies.  To the extent the 

trading authority for an account has been delegated to an unaffiliated investment manager, proxy voting 

authority is typically delegated to such unaffiliated investment manager.   

Any actual or apparent conflict of interest between the interests of the Adviser and its Client 

Funds are resolved in a manner that is consistent with the best interests of the Adviser’s Client Funds and 

in a manner not affected by such actual or apparent conflict of interest. Investors may obtain a copy of 

the Adviser’s voting policies and procedures and information regarding how the Adviser voted proxies 

with respect to securities in the Client Fund(s) in which that investor holds shares or interests by 

addressing such request to the Adviser’s Investor Relations Group at 203-504-1407 or 

K2InvestorRelations@FranklinTempleton.com. 

Item 18 – Financial Information 

Registered investment advisers are required in this Item to provide you with certain financial 

information or disclosures about their financial condition.  The Adviser has no financial commitment that 

impairs its ability to meet contractual and fiduciary commitments to its clients, and has not been the 

subject of a bankruptcy proceeding. 
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