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This brochure provides information about the qualifications and business practices of Firmament
CAP Advisors, LLC, an SEC registered investment adviser and Firmament Opportunities Advisors,
LLC, its relying adviser (together, the “Adviser”). If you have any questions about the contents of
this brochure, please contact Marie Isabelle Palacios Hardy, General Counsel and Chief
Compliance Officer, at 212.314.0177. The information contained in this brochure has not been
approved or verified by the U.S. Securities and Exchange Commission (the “SEC”) or by any state
securities authority. This Brochure is strictly a disclosure document and is not an offer to sell
securities.

The Adviser is an investment adviser registered with the SEC under the Investment Advisers Act
of 1940, as amended (the “Advisers Act”). Please note that registration with the SEC does not
imply a certain level of skill or training.

Additional information about the Adviser is also available on the SEC’s website at
www.adviserinfo.sec.gov.




ITEM 2 — Material Changes

This brochure dated March 2024, updates the brochure filed September 19, 2023. This document
should be reviewed in its entirety as some changes to the document may be considered material
to some readers and immaterial to others. Material alternations have been made to the following
sections:

e Item 4. Advisory Business

e Item 5. Fees and Compensation was updated.

e [tem 8. Methods of Analysis, Investment Strategies and Risk of Loss was updated.
e [tem 10. Other Financial Industry Activities and Affiliations
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ITEM 4 — Advisory Business

Firmament CAP Advisors LLC (“FCAP”) was formed in 2022 and its principal office and place of
business is located in New York, New York. FCAP is an SEC registered investment adviser.
Firmament Opportunities Advisors, LLC (“FO”, and together with FCAP, the “Adviser”) was formed
in 2021 and is registered with the SEC as a relying adviser. The Adviser, either directly or through
controlled entities, provides investment advisory and administrative services to private
investments fund(s) (the “Clients”, “Funds”, “FCAP Funds” or “FO Funds”), which are privately
placed.

The Adviser invests primarily in senior debt securities in middle market private companies. The
Adviser will generally target companies with revenue between $10 million and $200 million and
EBITDA between $3 million and $25 million. In addition, the Adviser plans to invest in net asset
value lending by providing senior facilities to middle market private equity funds.

FCAP and FO are affiliated with several other companies that serve as general
partners/investment managers and/or administrators (collectively, “Firmament”) that are
responsible for running certain day-to-day operations of the Funds. Firmament is not registered
with the SEC and predominantly manages private funds as Small Business Investment Companies
(“SBIC Funds”) that are licensed and regulated by the Small Business Administration (“SBA”) or
are otherwise exempt from registration with the SEC.

Advantage Capital Holdings LLC (“ACH”) indirectly owns a non-controlling, minority equity
interest in the Advisers. ACH is the parent company of Advantage Capital Management LLC (“A-
CAP Management”), an SEC registered investment adviser; the following insurance companies:
Atlantic Coast Life Insurance Company, Sentinel Security Life Insurance Company, Haymarket
Insurance Company, Jazz Reinsurance Company, and Southern Atlantic Reinsurance Company;
and Kopentech Capital Markets LLC, a registered broker-dealer (collectively, “A-CAP”). The
Adviser operates independently of the A-CAP group of companies and is managed by the
Firmament Partners, Christopher D. Smith and Parris A. Boyd, and other senior management
personnel.

Throughout this brochure, we disclose potential conflicts of interest. We encourage clients and
potential clients to review our policies and procedures and inquire directly with us about such
conflicts. Each Adviser provides advisory services to its Clients in accordance with the investment
objectives, investment guidelines and restrictions set forth in each Fund’s organizational and
offering documents and as further described below under Item 8. The general investment
guidelines and restrictions applicable are negotiated and fixed at the time that the particular Fund
is formed, although there may be subsequent revisions with the consent of the Fund’s investors.

As of December 31, 2023, the Adviser managed approximately $526,231,937 in regulatory assets
under management, all on a discretionary basis.



ITEM 5 — Fees and Compensation

Each Adviser provides investment management services on a fee basis, which includes fees based
upon a Fund’s invested capital, as well as fees based on performance of the Funds. Applicable
fees are set forth in detail in each Fund’s offering documents. A brief summary of the Adviser’s
fees is provided below. Investors should refer to the relevant offering documents for a complete
understanding of how each Adviser is compensated for its advisory services.

Management and Structuring Fees

FCAP generally receives an annual management fee equal to 1% of the amount invested by the
FCAP Fund, payable quarterly in arrears, on a per class basis. FO generally receives an annual
management fee between 0.75% - 1% of the amount invested by the FO Fund, payable quarterly
in arrears, on a per class basis. Each Adviser also generally receives a structuring fee with respect
to each investment, payable upon closing of such investment. The structuring fee payable to each
Adviser may be equal to the closing fee, application fee and/or the syndication fee earned as a
result of closing the investment. The precise amount of the structuring fee for each such Fund
may vary due to a number of factors including, but not limited to, the type of investment, whether
the Adviser acts as Agent to an underlying loan and/or origination.

The Adviser or one of its affiliates also will generally receive a carried interest allocation of up to
35% of the aggregate realized profits or distributions, as applicable, to investors, which is in
addition to advisory and administrative fees and expenses, as described more fully in the
organizational documents and/or offering documents of the particular Fund. Such performance-
related compensation with respect to a Fund is subject to a performance hurdle set forth in such
Fund’s organizational documents and/or offering documents. The governing documents of the
Fund contain the method by which the performance-related compensation is calculated.

From time to time, the Adviser will use or retain certain consultants, including those that are
affiliated with the Adviser, to provide services to (or with respect to) one or more Funds or certain
current or prospective investments in which one or more Funds invest. Such consultants generally
are expected to provide services in relation to the identification, acquisition, holding,
improvement, and disposition of investments, including operational aspects of such investments.
Such consultants can be expected to receive compensation, including, but not limited to, cash
fees, discretionary bonuses (whether or not based on pre-determined milestones), a profits,
participation or equity interest in an Investment, or tother compensation, the amount of which
could be determined according to one or more methods, including, but not limited to, the value
of the time (including an allocation for overhead or other fixed costs) of such consultant, a
percentage of the value of the investment and/or the invested capital exposed to such
investment. The relevant Fund typically will bear the costs of all consultant compensation as well
as fees, costs, and expenses of structuring consultant arrangements. Consultants are also
expected to be reimbursed for certain travel and other costs in connection with their services.
The foregoing compensation paid or granted, or expenses reimbursed, to such consultants will
not reduce or offset the management fees paid or payable by the Funds in accordance with the
applicable governing documents.



In some cases, the Adviser or its affiliates receive reimbursement of certain expenses from the
Funds, as described in the offering documents and periodic reports of those Funds. These
reimbursements are for expenses deemed by the Adviser in its discretion to be beneficial services
to the Funds.

Expenses

The Fund bears all its organizational, offering, and ordinary operating expenses and other fees
and expenses incurred in relation to the Fund, other than the operating expenses of the Adviser,
all as further described in the Fund’s governing documents and/or offering documents.

Organizational and initial offering fees and expenses borne by a Fund typically include all those
incurred in connection with (i) the offering and sale of interests in the Fund, (ii) the formation and
organization of the Fund and (iii) the preparation, negotiation, execution, and delivery of the
Fund’s governing and offering documents, including any related legal and accounting fees and
expenses, travel expenses, and filing fees.

Other fees and expenses borne by the Fund typically include, without limitation, (i) costs and
expenses of the Fund relating to the annual audit of the Fund and the preparation of federal and
state tax returns of the Fund; (ii) taxes payable by the Fund to federal, state, local and other
governmental agencies; (iii) costs incurred in connection with the development, investigation and
monitoring of portfolio company investments; (iv) expenses incurred in the holding, purchase,
sale or exchange of investments (whether or not actually consummated), including without
limitation, accounting fees, brokerage fees, transfer fees, legal fees, consulting fees, real property
or personal property taxes on investments, including documentary, recording, stamp and transfer
taxes, broken deal expenses and costs related to the registration or qualification for sale of
investments; (v) business development costs and expenses; (vi) bookkeeping and similar services
(including, without limitation, accounting fees, preparation of annual and interim financial
statements of the Fund, portfolio financing reports, and capital certificate); (vii) legal, insurance
and bonding expenses (including insurance), auditing expenses, and the amounts of any
judgments or settlements paid in connection with any legal actions, proceedings or investigations
(including, but not limited to, all indemnification related costs and expenses); (viii) travel, (ix) all
interest and expenses payable by the Fund on any leverage incurred by the Fund; (x) costs and
expenses associated with meetings of the investors; (xi) all out-of-pocket expenses of preparing
and distributing reports to members and expenses associated with Fund communications with
investors, including expenses related to an investor web portal or the preparation of annual or
other reports to the investors; (xii) all liquidation costs, fees, and expenses incurred by the Adviser
(or its designee) in connection with the liquidation of the Fund at the end of the Fund’s term,
specifically including but not limited to legal and accounting fees and expenses and/or any
relevant taxes, fees and other governmental charges levied against the Fund to dissolve the Fund;
(xiii) expenses associated with regulatory registrations and compliance of the Fund; and (xiv) all
extraordinary fees, costs and expenses, including litigation expenses, indemnification expenses,
judgments, settlements and similar costs and expenses.



If the Adviser determines in its reasonable discretion that a cost or expense incurred by it and
reimbursable above is attributable to the Fund and one or more other clients of FCAP, FO, or
Firmament, the cost or expense to the Fund and such other client or clients shall be allocated in
a manner that the Adviser believes is fair and equitable.

The allocation of expenses by each Adviser between it and any FCAP Fund or FO Fund and among
the Funds represents a conflict of interest for the Adviser. To address this conflict, Firmament has
adopted and implemented policies and procedures for the allocation of expenses. Firmament
allocates expenses to the FCAP Funds in accordance with the Fund’s arrangement with FCAP
(including applicable client disclosures) and to the FO Funds in accordance with that Fund’s
arrangement with FO (including applicable client disclosures). Firmament seeks to allocate shared
expenses for products and services benefiting FCAP, FO and the Funds and not covered in the
Funds’ arrangements in a fair and reasonable manner.

Notwithstanding anything contained in this Brochure, all fees and expenses are controlled by
the applicable governing documents of the Fund. If any conflict between the governing
documents and this Brochure exists, the governing documents shall control. Investors are
advised to refer to the governing documents for a more in-depth description of all fees and
expenses.

ITEM 6 — Performance-Based Fees and Side-by-Side Management

As discussed in response to Item 5 above, each Adviser or one of its affiliates receives a
performance-based fee, i.e., an incentive fee or incentive allocation or carried interest
distributions borne by the investors in the Funds. This fee arrangement creates a potential
conflict of interest. The fact that FCAP and FO will be compensated based on profits may create
an incentive for the Adviser to make investments, on behalf of Clients, that are riskier or more
speculative than would be the case in the absence of such compensation or to disproportionately
allocate time, services or functions to the Funds paying carried interest at a higher rate. To
address that risk, Firmament has adopted policies and procedures to ensure the fair allocation of
investment opportunities among all of its Clients.

The fact that the Advisers and their affiliates manage assets for different clients using different
fee structures can create a conflict of interest for the Adviser with regard to the allocation of
investment opportunities or transactions among clients (i.e. cross trades). As a result,
Firmament’s senior management and Compliance Department strive to identify potential
conflicts and address them in a fair and consistent manner. See Item 10 below for information
regarding certain potential conflicts of interest relating to the Advisers’ current Clients, and how
such potential conflicts are mitigated.

On occasion, following an investment by one Fund, the Adviser has the opportunity to make an
additional or follow-on investment in the same or related entity. Sometimes, instead of allocating
these opportunities to the same Funds which made the initial investment, the Adviser allocates
the opportunity to other Funds or even to strategic outside investors.



ITEM 7 — Types of Clients

The Adviser generally provides investment advisory services directly to the FCAP Funds or FO
Funds which are organized as domestic partnerships, limited liability companies, or other similar
entities.

The Funds may be comprised of various types of investors, including corporations, endowments,
foundations, financial institutions, trusts, estates, fund-of-funds, high net worth individuals, and
pension and profit-sharing plans. The Funds are offered exclusively to accredited investors
and/or qualified purchasers pursuant to Section 3(c)(1) or Section 3(c)(7) of the Investment
Company Act of 1940, as amended (the “Company Act”) or knowledgeable employees, and are
therefore not required to register as investment companies under the Company Act in reliance
upon certain exemptions available to the Funds the securities of which are not publicly offered.

ITEM 8 — Methods of Analysis, Investment Strategies and Risk of Loss

The methods of analysis, investment strategies and material risks applicable to the Adviser’s
advisory services are set forth in the offering documents provided to each investor in the Funds.

Methods of Analysis and Investment Strategies

Each Adviser follows an investment process that focuses on origination, transaction execution
and portfolio management. FCAP and FO primarily pursue a private credit investment strategy in
companies with revenue between $10 million and $200 million, and EBITDA between $3 million
and $25 million. The Adviser invests primarily as a financing source to the middle market,
targeting predominantly debt transactions, though the Adviser may also invest in certain equity
co-investments to support the financing transaction. The Adviser will also seek to invest in net
asset value (NAV) lending to middle market private equity funds. The Adviser seeks to employ a
generalist approach to investing by sector in the middle market, building on Firmament’s existing
sector experience to leverage both proprietary deal flow and primary sources of market
intelligence.

FCAP and FO focus on each aspect of its strategy implementation: (i) origination, (ii) transaction
execution and (iii) portfolio management.

The Investment Committee is made up of the following persons: Christopher D. Smith, Parris A.
Boyd and Edward Zhu. Each investment opportunity is assessed first by the Firmament members
of the Investment Committee. If they approve a potential investment, the opportunity is then
presented to the A-CAP representative for his approval. All investments require the unanimous
consent of the Investment Committee, which approves progression of the investment at each
stage of the due diligence process from origination to execution. The investment teams meet
regularly to review key performance indicators and performance data of investments as part of
its portfolio management.



Origination

The Fund employs a marketing strategy that includes continuing dialogues with existing deal
source relationships as well as actively cultivating new deal source relationships. Through
proactive research, the Adviser identifies entrepreneurs to partner with to build unique
businesses within sectors that typically exhibit the following characteristics: (i) hyper-
fragmented, (ii) significant scaling potential, (iii) durable and non-cyclical, and (iv) technology
delinquent. Coverage is designated amongst the investment team in a coherent, organized
fashion. All investment professionals share the responsibility for sourcing potential investment
opportunities.

Transaction Execution
The primary components of the investment process are as follows:

Phase | of the Adviser’s investment process comprises the initial investigation of the
investment opportunity, the introduction of the investment to the Investment Committee, and a
determination as to whether to proceed to the next phase. The junior investment professional
on the deal team is tasked with compiling a Phase | investment memorandum, which summarizes
the transaction opportunity, the target business, the industry, the capital structure, historical and
projected financials, and the high-level risks and mitigants of the transaction. The members of
the Investment Committee will review the investment memorandum and provide initial feedback
to the deal team. The unanimous consent of the Investment Committee members is required to
move forward to Phase II.

Phase Il of the Adviser’s investment process comprises a thorough analysis of the target
company and the investment opportunity. At the outset of Phase Il, the Investment Committee
and the deal team will agree on the specific due diligence objectives for the investment, including
identifying the following: (i) the critical questions that need to be answered or addressed to
validate the investment thesis, (ii) the specific steps required to achieve validation of the
investment thesis, and (iii) what, if any, additional resources, including third-party advisors or
consultants, are required to complete the specific steps identified. The deal team conducts a
detailed analysis of the business based on the Phase Il due diligence outline. The deal team is
responsible for aggregating the information gleaned from the Phase Il diligence review into a
Phase Il investment memorandum to be submitted to the Investment Committee for its review.
The deal team and the Firmament members of the Investment Committee will meet to have an
in-depth discussion about the merits of the transaction at the Phase Il meeting, at which point
the Firmament members of the Investment Committee decide whether to advance to Phase Il
and confirm with the A-CAP representative A-CAP’s approval to proceed. The unanimous consent
of the Investment Committee members is required to move forward to Phase Il

Phase lll of the Adviser’s investment process includes all matters and actions required to
execute and close the investment transaction. At the outset of Phase Ill, the Investment
Committee will have defined the remaining items that need to be completed to consummate the
investment. All remaining third-party services are typically completed during this phase of



diligence, including work product from industry experts on quality of earnings, insurance, legal
and environmental matters. Customer calls and other discussions with primary diligence sources
including distribution channel checks and research analysts are completed during Phase Ill. Once
all diligence conditions to the deal proposal are satisfied, the investment team summarizes the
information into the Phase Il investment memorandum, which serves as the closing
memorandum subject to completion of the definitive documentation for the transaction. The
Investment Committee reviews the Phase Il memorandum and the Firmament members
convene the deal team to discuss the investment before final approval is granted. The unanimous
consent of the Investment Committee members is required to approve closing. Upon final
approval, the deal team will lead the completion of the definitive documentation and provide
the Investment Committee with regular updates throughout the documentation process until
wires are prepared for the closing of the investment transaction.

Portfolio Management

In respect of each portfolio company, the Adviser regularly reviews key performance indicators
and financial performance data and communicates with management teams on the state and
direction of the business. Coverage teams issue monthly flash reports to provide consistent
updates on performance. Monthly reporting and the Adviser’s value creation system, which
considers financial performance / outlook, covenant compliance, management team
competence and goal achievement, assist the Adviser in managing portfolio management
resources.

Risk Factors

Investments in a Fund are speculative and involve a substantial degree of risk, including the risk
that an investor could lose some or all of its investment in such Fund. Prospective investors
should carefully consider the risks of investing, which include, without limitation, those set forth
below which are more fully described in the applicable Fund’s offering documents. These risk
factors include only those risks the Adviser believes to be material, significant, or unusual and
relate to particular investment strategies or methods of analysis employed by the Adviser and do
not purport to be a complete list or explanation of the risks involved in an investment in the
clients advised by the Adviser.

Limited Operating History: FCAP was formed in November 2022 and FO was formed in
October 2021. Each Adviser has a limited transaction history. When evaluating the Adviser as an
investment advisor, please consider that past performance is not an indication or a guarantee of
future results. Further, the Adviser cannot predict whether its intended operations will meet the
stated objectives.

Risk of Loss: No guarantee or representation is made that the Adviser’s investment
program, including, without limitation, the Adviser’s investment objective, diversification
strategies or risk monitoring goals, will be successful. Investment results may vary substantially
over time. No assurance can be made that profits will be achieved or that substantial or complete
losses will not be incurred. Past investment results of the investments otherwise made by the
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investment professionals of the Adviser are not necessarily indicative of the Funds or the
Adviser’s future performance.

Investment Risks in General: Inherent in any investment in securities is the risk of losing
the invested capital. The Adviser believes that the Adviser’s research techniques moderate this
risk through a careful selection of investment opportunities, as well as through the application of
the Adviser’s ongoing qualitative and quantitative risk assessment and management program.
However, no guarantee or representation is made that the Adviser will be successful or
profitable, and investment results may vary substantially over time.

Dependence on the Investment Manager: The success of a Fund depends in substantial
part on the skill and expertise of the management of the Adviser to identify and evaluate
investment opportunities, to negotiate and arrange the closing of transactions, to monitor and
manage performance of the Fund’s portfolio companies, and to arrange for timely disposition of
investments. The loss of one or more of the Adviser’s managers could have a material adverse
effect on a Fund. All decisions with respect to the management and investments of a Fund will
be made exclusively by the Adviser, Managing Member or General Partner, which has exclusive
control of a Fund. Limited Partners or Members will have no right or power to take part in the
management of a Fund or to select investments or define the investment criteria or decisions of
a Fund. Accordingly, no prospective investor should invest in a Fund unless such investor is willing
to entrust all aspects of the management of a Fund to the Adviser, Managing Member or General
Partner. The nature of, and risk associated with, the future investments of a Fund may differ from
those investments and strategies undertaken historically by the Adviser’s managers.

Unspecified Investments: The proceeds from the investors of a Fund are intended to be
invested primarily in loans to private portfolio companies, equity co-investments and private
equity funds. A Fund will not identify the particular investments it will make in advance. The
Adviser, Managing Member or the General Partner will have broad discretion in making
investments on behalf of a Fund, which generally will have significant risks as a result of business,
financial, market or legal uncertainties. The success of a Fund will depend on its ability to identify
and consummate suitable investments.

Limited Diversification: Although a Fund may intend to diversify its Portfolio Investments
among different businesses and across different industries with varying levels of risks and
returns, a Fund will make a limited number of Portfolio Investments and may elect to make
several Portfolio Investments in one industry or one industry segment. Furthermore, to the
extent that the capital raised by a Fund is less than its targeted amount, or to the extent that a
Fund invests less than all of its committed capital, a Fund may make fewer Portfolio Investments
and thus be less diversified. Therefore, the Portfolio Investments made by a Fund likely may not
represent a fully diversified portfolio. If a Fund’s Portfolio Investments are concentrated in a
limited number of Portfolio Companies, Private Funds or industries, a Fund’s aggregate returns
could be significantly affected by the performance of a small number of Portfolio Companies,
Private Funds or a particular industry.
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Loans and Debt Instruments: A Fund may invest in a variety of loans and debt
instruments. The risks of loans and debt instruments include, but are not limited to: (i) limited
liquidity and secondary market support, (ii) the possibility that earnings of the obligor may be
insufficient to meet its debt service, (iii) the declining creditworthiness and potential for
insolvency of the borrower during periods of economic downturn, (iv) the obligor is often a small
or mid-size company representing only local or regional interests, (v) spread compression over
the reference interest rate available for reinvestment during any period in which prepayments
are received and (vi) if the investment is subordinated, subordination to the prior claims of other
loans or senior lenders. Loans and debt instruments are generally subject to market value
volatility that may not be apparent from historical volatility studies and that could be significant
at times. An economic downturn could severely disrupt the market for loans and corporate debt
and adversely affect the value of outstanding loans and fixed income holdings and the ability of
the borrowers thereunder to repay principal and interest. Moreover, defaults may prove to be
greater than indicated by historical data and the timing of defaults may vary significantly from
historical observations.

Loans and debt instruments may become non-performing for a variety of reasons. Non-
performing instruments may require substantial workout negotiations or restructuring that may
entail, among other things, a substantial reduction in the interest rate and/or a substantial write-
down of the principal. A Fund may incur additional expenses to the extent it is required to seek
recovery upon a default or to participate in the restructuring of a loan or debt instrument.
Although a Fund may have voting rights with respect to an individual holding, there can be no
certainty that a Fund will be able to exercise votes in respect of a sufficient percentage of voting
rights with respect to such holding to determine the outcome of such vote.

Loans may be illiquid and possess credit risks. In addition, because of the unique and
customized nature of a loan and the private syndication of a loan, certain loans may not be
purchased or sold as easily as publicly traded securities, and historically the trading volume in the
loan market has been small relative to the market for high-yield bonds. Tradingin loans is subject
to delays due to their unique and customized nature, and transfers may require extensive
documentation, the payment of significant fees and the consent of an agent bank or the
underlying borrower.

Nature of Loans: The returns achieved by a Fund will depend in large part on the efforts
and performance results obtained by the management of the portfolio companies to which a
Fund lends. Although the Adviser intends to cause a Fund to lend to portfolio companies with
proven management in place, there can be no assurance that such management will continue to
work for such portfolio companies or operate successfully. Although the Adviser will monitor the
performance of each loan, a Fund will rely upon portfolio company management to operate the
portfolio companies on a day-to-day basis and equity investors who control the boards of
directors of the portfolio companies to select qualified management for such companies.

Nature of Loans Generally: Although a Fund expects to invest primarily in loans and other
debt instruments or obligations secured by collateral, a Fund may be exposed to losses resulting
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from default and foreclosure of any such loans or interests in loans in which it has invested and
may acquire equity or equity-related securities in connection with a reorganization, bankruptcy
or similar proceeding or a restructuring, work-out or similar event involving a portfolio company.
Therefore, the value of underlying collateral, the creditworthiness of borrowers and the priority
of liens are each of great importance in determining the value of a Fund’s loans. No guarantee
can be made regarding the adequacy of the protection of a Fund’s security in the loans or other
debt instruments in which it invests. In addition, certain debt instruments may be supported, in
whole or in part, by guarantees made by a corporation or other person or entity affiliated with
the borrower. The amount realizable with respect to a debt instrument may be detrimentally
affected if a guarantor fails to meet its obligations under the guarantee. Moreover, in the event
of foreclosure, a Fund or an affiliate thereof may assume direct ownership of any assets
collateralizing such foreclosed loans. The liquidation proceeds upon the sale of such assets may
not satisfy the entire outstanding balance of principal and interest on such foreclosed loans,
resulting in a loss to a Fund. Any costs or delays involved in the effectuation of loan foreclosures
or liquidation of the assets collateralizing such foreclosed loans will further reduce proceeds
associated therewith and consequently, increase possible losses to a Fund. In addition, no
assurances can be made that borrowers or third parties will not assert claims in connection with
foreclosure proceedings or otherwise, or that such claims will not interfere with the enforcement
of a Fund’s rights.

There are no restrictions on the credit quality of loans and debt instruments that a Fund
may invest in, and such debt instruments may have speculative characteristics. Borrowers that
are the subject of such loans and that issue such debt instruments are often highly leveraged and
may not have more traditional methods of financing available to them.

Nature of Middle Market Senior Loans: If rated, loans will generally have ratings or
implied or imputed ratings below investment grade. The lower rating of such loans reflects a
greater possibility that adverse changes in the financial condition of the borrower or in general
economic conditions (including, for example, a substantial period or rising interest rates or
declining earnings) or both may impair the ability of the borrower to make payment of principal
and interest. The market for lower-rated and comparable non-rated debt instruments and
securities is thinner, often less liquid, and less active than that for higher-rated and comparable
non-rated debt instruments and securities, which can adversely affect the prices at which such
debt instruments and securities can be sold and may even make it impracticable to sell such debt
instruments and securities. In addition to the foregoing, such loans may become nonperforming
for a variety of reasons. A nonperforming loan may require substantial work-out negotiations or
restructuring that may entail, among other things, a substantial reduction in the interest rate
and/or a substantial write-down of principal of or accrued interest due on the loan as well as
substantial legal and other fees and expenses. Because of the unique and customized nature of
a loan agreement and the private syndication of a loan, loans generally will not be purchased or
sold as easily as publicly traded securities and historically, the trading volume in the loan market
has been small relative to other markets. Loans may encounter trading delays due to their unique
and customized nature, and transfers may require the consent of an agent or borrower. Other
risks associated with loans include the fact that pre-payments may occur at any time without
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premium or penalty and that the exercise of pre-payment rights during periods of declining
spreads could cause a Fund to reinvest proceeds in lower-yielding loans.

Loans to middle market companies may carry more inherent risks than loans to larger,
publicly traded entities. For example, there is generally no publicly available information about
privately-owned middle market companies and some obligors may not meet net income, cash
flow and other coverage tests that may be imposed by certain lenders. Further, middle market
companies that are obligors of below investment-grade loans may be highly leveraged. These
companies generally have more limited access to capital and higher funding costs, may be in a
weaker financial position, may need more capital to expand or compete, and may be unable to
obtain financing from public capital markets or from traditional sources, such as commercial
banks. These companies frequently have shorter operating histories, narrower product lines and
smaller market shares than larger businesses, which render them more vulnerable to
competitors’ actions and market conditions, as well as general economic downturns. Accordingly,
loans made to middle market companies may involve higher risks than loans made to larger
companies that have greater financial resources or are otherwise able to access traditional credit
sources.

Nature of Investment in First Lien Senior Loans: The assets of a Fund’s portfolio may
include first lien senior secured debt, including term loans and revolving loans and may pay
interest at a fixed or floating rate. A Fund may acquire interests in first lien loans by way of
purchase or assignment in the primary and secondary markets. The purchaser of an assignment
typically succeeds to all the rights and obligations of the assigning institution and becomes a
contracting party under the legal documentation with respect to the debt obligation; however,
its rights can be more restricted than those of the assigning institution. In addition, if a Fund
acquires loans pursuant to an assignment, it is possible that a Fund’s claims may be subject to
attack (i.e., equitable subordination (as more fully discussed below) or disallowance) on account
of the conduct of the transferee. Senior secured loans with no or low credit ratings may be more
illiquid than other debt instruments; there can be no assurance that levels of supply and demand
in senior secured loan trading will provide an adequate degree of liquidity.

The factors affecting an issuer’s first lien loans, and its overall capital structure, are
complex. Some first lien loans may not necessarily have priority over all other debt of an issuer.
For example, some first lien loans may permit other secured obligations (such as overdrafts,
swaps or other derivatives made available by members of the syndicate to the company) or
involve first liens only on specified assets of an issuer (e.g., excluding real estate). Issuers of first
lien loans may have two tranches of first lien debt outstanding, each with first liens on separate
collateral. Furthermore, any secured debt is secured only to the extent of its lien and only to the
extent of underlying assets or incremental proceeds on already secured assets. In the event of a
chapter 11 filing by an issuer, title 11 of the United States Code (11 U.S.C. §§ 101 - 1532)
authorizes the issuer to use a creditor’s collateral and to obtain additional credit by grant of a
priority lien on the issuer’s property, senior even to liens that were first in priority prior to the
bankruptcy filing, as long as the issuer provides what the presiding bankruptcy judge considers
to be “adequate protection,” which may, but need not always, consist of the grant of
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replacement or additional liens or the making of cash payments to the affected secured creditor.
The imposition of prior liens on a Fund’s collateral would adversely affect the priority of the liens
and claims held by a Fund and could adversely affect a Fund’s recovery on its investments.

A Fund’s investments may be subject to early redemption features, refinancing options,
pre-payment options or similar provisions that, in each case, could result in the issuer repaying
the principal on an obligation held by a Fund earlier than expected. It is common for first lien
debt to be repaid prior to its maturity; thus, the actual duration of such investments is typically
shorter than their stated final maturity calculated solely on the basis of the stated life and
repayment schedule. Generally voluntary prepayments are permitted and may be made with or
without prepayment penalty to the issuer. Consequently, the timing of prepayments cannot be
predicted with any accuracy. The degree to which issuers prepay senior debt, whether as a
contractual requirement or at their election, may be affected by general business conditions,
market interest rates, the issuer’s financial condition and competitive market conditions among
lenders.

Debt Instruments: The debt instruments in which a Fund will invest may be subject to
price volatility due to various factors including, but not limited to, changes in interest rates,
market perception of the creditworthiness of the issuer and general market liquidity. A Fund will
invest in non-investment grade debt securities, which are typically subject to greater market
fluctuations and risks of loss of income and principal than lower yielding, investment grade
securities and are often influenced by many of the same unpredictable factors which affect equity
prices. In addition to the sensitivity of debt securities to overall interest-rate movements, debt
securities involve a fundamental credit risk based on the issuer’s ability to make principal and
interest payments on the debt it issues. A Fund’s investments in debt instruments may
experience substantial losses due to adverse changes in interest rates and the market’s
perception of any particular issuer’s creditworthiness, which may inhibit such issuer’s ability to
refinance, restructure or otherwise experience recovery. A Fund also will invest in certain hybrid
debt arrangements, which are subject to risks in addition to the conventional risks of general
interest-rate movements and the issuer’s ability to pay the debt in accordance with its terms.
Certain of a Fund’s investments may include first and second lien senior secured debt. Such debt
may (i) include term loans and revolving loans, (ii) pay interest at a fixed or floating rate and (iii)
be acquired by way of purchase or assignment in the primary and secondary markets.

Nature of Investment in Second Lien Senior Loans: The assets of a Fund’s portfolio may
include second lien senior secured debt, including term loans and revolving loans, which may pay
interest at a fixed or floating rate. Investments in second lien senior loans may be unsecured and
will rank behind the issuer’s secured indebtedness, including first lien senior loans.

Second lien loans are subject to the same risks associated with loans in general described
above under “— Nature of Investment in First Lien Senior Loans.” However, second lien senior
loans are subordinate in right of payment to one or more senior secured loans of the related
borrower and therefore are subject to additional risk that the cash flow of the related borrower
and the property securing the loan may be insufficient to repay the scheduled payments to a
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Fund after giving effect to any senior secured obligations of the related borrower. Second lien
senior loans are also expected to be a more illiquid investment than senior secured loans for such
reason. There also is less likelihood that a Fund will be able to sell participations in or assignments
of second lien loans that it originates or acquires, which would expose a Fund to increased risk.

Equity Securities and Investments Generally: A Fund’s investment portfolio may include
equity securities, including as a result of bankruptcy process. Equity securities fluctuate in value
in response to many factors, including, among others, the activities and financial condition of
individual companies, the business market in which individual companies compete, industry
market conditions, interest rates and general economic environments. In addition, events such
as the domestic and international political environments, terrorism and natural disasters may be
unforeseeable and contribute to market volatility in ways that may adversely affect investments
made by a Fund.

Holders of equity or equity-related investments generally own a residual interest in the
applicable portfolio company and are junior to obligations owed to the senior or subordinated
creditors of such portfolio company. All of a Fund’s investments in stocks will be subject to
normal market risks. While diversification among issuers may mitigate these risks, a Fund is not
required to diversify its investments in equity securities. Because equity securities rank lower in
the capital structure of an issuer, such investments may subject investors to additional risks not
applicable to debt securities. Prices of equity securities generally fluctuate more than prices of
debt securities and are more likely to be affected by poor economic or market conditions. In
some cases, the issuers of such equity securities may be highly leveraged or subject to other risks
such as limited product lines, contracts, markets, or financial resources. In addition, actual and
perceived accounting irregularities may cause dramatic price declines in the equity securities of
companies reporting such irregularities or that are rumored to be subject to accounting
irregularities. In addition, holders of equity securities may be wiped out or substantially reduced
in value in a bankruptcy proceeding or corporate restructuring.

Nature of Preferred Equity Investments: The preferred equity investments in which a
Fund may invest, by the nature of the capital structure of such investments, will involve a high
degree of financial risk. These securities will be unsecured. In addition, while the Adviser will
endeavor to structure the preferred equity investments in a manner most favorable to a Fund,
these securities may not be protected by all the financial and other covenants and limitations
that would be typical for secured loans. These investments often reflect a greater possibility that
adverse changes in the financial condition of the counterparty and underlying assets or in general
economic conditions or both may impair the ability of the counterparty to make distributions.
Preferred equity investments are often issued in connection with leveraged acquisitions,
recapitalizations, or restructurings, each of which entails potential risks.

Competition and Availability of Loans: A number of entities will compete with a Fund to
make the types of loans that a Fund plans to make in middle market companies. A Fund will
compete with public and private funds, commercial and investment banks, commercial financing
companies, and business development companies. Additionally, as competition for investment
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opportunities increases, alternative investment vehicles, such as open-ended funds, may
frequently invest in middle market companies. As a result of these new entrants, competition
for investment opportunities in middle market companies has intensified, and the Adviser
expects the trend to continue.

Many of a Fund’s potential competitors are substantially larger and are expected to have
considerably greater financial, technical, and marketing resources than a Fund will, including
other private investment firms and open-ended funds, large and well-capitalized industrial
groups, project developers and operators, contractors, equipment suppliers, commercial,
investment and merchant banks and insurance and reinsurance companies. For example, some
competitors may have a lower cost of capital and access to funding sources that are not available
to a Fund. In addition, some of a Fund’s competitors have higher risk tolerances or different risk
assessments, which could allow them to consider a wider variety of loans and establish more
relationships than a Fund. There can be no assurances that the competitive pressures faced by
a Fund will not have a material adverse effect on a Fund’s business, financial condition, and
results of operations. Furthermore, as a result of this competition, a Fund may not be able to
take advantage of attractive investment opportunities from time to time, and a Fund can offer
no assurance that it will be able to identify and make loans that are consistent with its investment
objective.

Entrants in a Fund’s industry compete on several factors, including price, flexibility in
transaction structuring, customer service, reputation, market knowledge and speed in decision-
making. A Fund will not seek to compete primarily based on the interest rates it offers, and the
Adviser believes that some of a Fund’s competitors may make loans with interest rates that are
lower than the rates a Fund offers. A Fund may lose investment opportunities if it does not match
its competitors’ pricing terms and structure. However, if a Fund matches its competitors’ pricing,
terms and structure, a Fund may reduce its net investment income.

In addition, although the Adviser intends to seek diversity, loans could potentially be
concentrated in relatively few industries or sectors. Additionally, the loans may be concentrated
geographically within the United States. A consequence of a limited number of loans would be
that the aggregate returns realized by a Fund may be substantially adversely affected by the
unfavorable performance of a small number of such loans.

Leverage: A Fund’s investment strategy may involve the use of leverage, including the use
of subscription lines. A Fund may also participate in leveraged acquisitions of portfolios of debt
instruments. Such investments are inherently more sensitive to declines in revenues and to
increases in expenses. Utilization of leverage is a speculative investment technique and involves
risks to underlying investors. The leverage provided will result in interest expense and other costs
incurred in connection with such borrowings, which may not be covered by available cash flows.
In addition, a Fund may enter into a subscription line with one or more lenders in order to finance
its operations (including the acquisition of the Fund’s investments). Because amounts borrowed
under a subscription line typically are secured by pledges of the relevant general partner’s right
to call capital from the limited partners, limited partners may be obligated to contribute capital
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on an accelerated basis if the Fund fails to repay the amounts borrowed under a subscription line
or experiences an event of default thereunder. While leverage may enhance total returns to a
Fund and its underlying investors, if investment results fail to cover borrowing costs, then returns
will be lower than if there had been no leverage.

Investment Performance: A Fund will make loans based upon analyses of historical
financial performance and estimates and projections developed by the Adviser or a portfolio
company concerning the portfolio company’s future performance and cash flow. These
projections will be only estimates of future results and, therefore, there can be no assurance that
the projected results will be achieved. Actual results may vary significantly from the projections,
and general economic and other factors out of the control of the Adviser may negatively impact
the reliability of the financial projections. There is no assurance that a Fund’s loans will yield the
returns expected by a Fund’s management. It is possible that a Fund will not be able to make
loans at favorable prices or on favorable terms and conditions, thereby reducing expected
returns. Debt investments entail risks that such loans may not perform in accordance with
expectations. A Fund may not be successful in identifying suitable loans that meet its investment
criteria or in consummating loans on satisfactory terms. Failures in identifying or consummating
loans on satisfactory terms could reduce the number of loans that are completed and slow a
Fund’s growth. There can be no assurance that a Fund will make a profit on its loans or even be
able to recover its invested capital during any anticipated period of time.

llliquid and Long-Term Loans: A Fund intends to invest its assets in long-term loans, which
are generally illiquid. Illiquidity may result from the absence of an established market for loans
as well as legal or contractual restrictions on their resale. To the extent that there is no trading
market for a loan, a Fund may be unable to liquidate that loan or may be unable to do so at a
profit.

Interest Rate Risk: Interest rate fluctuations may have a substantial negative impact on a
Fund. A reduction in the interest rates on new loans relative to interest rates on current loans
could also have an adverse impact on a Fund’s net investment income. An increase in interest
rates could decrease the value of any investments a Fund holds with interest rate floors above
prevailing rates or earning fixed interest rates, and also could increase a Fund’s interest expense,
thereby decreasing its net income.

Prepayment Risk: The frequency at which prepayments (including voluntary
prepayments by obligors and accelerations due to defaults) occur on loans will be affected by a
variety of factors, including the prevailing level of interest rates and spreads, as well as economic,
demographic, tax, social, legal, and other factors. In the case of some loans, having the loan
prepaid could reduce the achievable yield for a Fund, which could have a material adverse effect
on such Fund’s business, financial condition, and results of operations.

Uncertain Exit Strategies. Although a Fund will often invest with the intention of holding
a loan to maturity, in some cases the Adviser may determine it is advisable to exit a position
earlier. However, due to the illiquid nature of some of the positions in which a Fund is expected
to acquire, the Adviser is unable to predict with confidence what the exit strategy will ultimately

18



be for any given position, or that one will definitely be available at an attractive price, or at all.
Exit strategies which appear to be viable or profitable when an investment is initiated may be
precluded or unprofitable by the time the investment is ready to be realized due to market,
economic, legal, political, or other factors.

Creditors’ Rights: A Fund’s loans and the collateral underlying those loans will be subject
to various laws for the protection of creditors in the jurisdictions of the loans concerned. Such
differences in law may also adversely affect the rights of a Fund as a lender with respect to other
creditors. Additionally, a Fund, as a creditor, may experience less favorable treatment under
different insolvency regimes than those that apply in the United States, including in cases where
a Fund seeks to enforce any security it may hold as a creditor.

Risks of Subordinated Loans: Subordinated loans are subordinate in right of payment to
one or more senior secured loans and, therefore, are subject to additional risks that the cash
flows of the related obligor(s) and any property securing such subordinated loan may be
insufficient to make the scheduled payments after giving effect to any senior secured loans of
the related obligor(s). Subordinated debt investments may increase a Fund’s exposure to
adverse economic factors such as significantly rising interest rates, severe downturns in the
economy or deterioration in the condition of the portfolio company on the subordinated debt
investment.

While subordinated debt investments may benefit from the same or similar financial and
other covenants as those enjoyed by the indebtedness ranking ahead of such investments and
may benefit from cross-default provisions, some or all such terms may not be part of particular
investments. In addition, the ability of the subordinated debt holders to influence a company’s
affairs, especially during periods of financial distress or following an insolvency, is likely to be
substantially less than that of senior creditors. For example, under terms of subordination
agreements, senior creditors are typically able to block the acceleration of the mezzanine debt
or other exercises by the subordinated creditors of their rights. Accordingly, a Fund may not be
able to take the steps necessary to protect its investments in a timely manner or at all. Further,
the unsecured debt in which a Fund may invest may not be protected by financial covenants or
limitations upon additional indebtedness, could have limited liquidity and may not be rated by a
credit rating agency. Subordinated loans are expected to be more illiquid investments than
senior secured loans, which, as discussed, are themselves illiquid investments.

Unsecured loans are unsecured obligations of the applicable obligor(s), may be
subordinated to other obligations of such obligor(s) and generally have greater credit, insolvency
and liquidity risk than is typically associated with secured obligations. Unsecured obligations will
generally have lower rates of recovery than secured obligations following a default. Also, in the
event of the insolvency of an obligor of an unsecured obligation, the holders of such unsecured
obligation will be considered general, unsecured creditors of such obligor, will have fewer rights
than secured creditors of such obligor and will be subordinate to the secured creditors of such
obligor with respect to the related collateral.
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Issuers of subordinated debt obligations may be highly leveraged and may not have
available to them more traditional sources of financing. During an economic downturn or a
sustained period of rising interest rates, such issuers may be more likely to experience financial
stress and may be unable to meet their obligations.

Lender Liability and Equitable Subordination: In recent years, a number of judicial
decisions in the United States have upheld the right of borrowers to sue lending institutions on
the basis of various evolving legal theories (collectively termed “lender liability”). Generally,
lender liability is founded upon the premise that an institutional lender has violated a duty
(whether implied or contractual) of good faith and fair dealing owed to a borrower or has
assumed a degree of control over the borrower resulting in a creation of a fiduciary duty owed
to the borrower or its other creditors or shareholders. Because of the nature of certain of a Fund’s
loans, a Fund could be subject to allegations of lender liability.

Loans to companies operating in workout modes or under Chapter 11 of the Bankruptcy
Code are, in certain circumstances, subject to certain potential liabilities that may exceed the
amount of a Fund’s loan. Depending on the facts and circumstances of a Fund’s loans and the
extent of its involvement in the management of a particular borrower, upon the bankruptcy of
that borrower, a bankruptcy court may (i) re-characterize a Fund’s loans as equity interests and
subordinate all or a portion of a Fund’s claim to that of other creditors, (ii) disallow a Fund’s
claims against the borrower or (iii) find a Fund liable for damages suffered by third parties as a
result of a Fund’s activities. This could occur even though a Fund may have structured its
investment as senior debt.

Restricted Nature of Investment Positions and Difficulty in Valuation: It is anticipated
that there will be no readily available market for a substantial number (if not all) of a Fund’s loans,
and therefore, most of the loans will be difficult to value.

Investments Longer than Term: A Fund can make investments that might not be fully
realized or disposed of prior to the date of termination of such Fund. As a result, a Fund might
have to sell, distribute, or otherwise dispose of investments at a disadvantageous time for a price
that is less than the price that could have been obtained if the investments were held for a longer
period.

Leveraged Nature of Portfolio Companies: The portfolio companies to which a Fund may
lend may be highly leveraged, thereby increasing the degree of credit risk inherent in each loan.
Leverage often imposes restrictive financial and operating covenants on a company, in addition
to the burden of the debt service, and may impair its ability to finance future operations and
capital needs or to pay principal and interest on a Fund’s loans when due. The leveraged capital
structure of portfolio companies will increase the exposure of a Fund’s loans to any deterioration
in a company’s condition or industry, competitive pressures, an adverse economic environment,
or rising interest rates. In the event any portfolio company cannot generate adequate cash flow
to meet its debt service needs, a Fund may suffer a partial or total loss of capital invested in the
portfolio company, which could adversely affect the returns of a Fund. Furthermore, the
companies to which a Fund will lend generally will not be rated by a credit rating agency.
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Changes in Market Circumstances: A Fund faces risks attendant to changes in economic
environments, changes in interest rates, instability in certain securities markets, changes in the
relative valuations of its target investment sectors and changes in the availability of, and/or the
general terms and conditions for, investment financing, among other factors — any one of which
could adversely affect loan returns. In addition, major market disruptions could occur which
could significantly impair the value of the portfolio.

Disruption in Credit Markets: In recent years, the global economy has been negatively
affected by significant disruptions in the credit markets, including the collateralized debt
obligation and leveraged finance markets, and a general economic downturn and, in certain
countries, recession. Significant risks for a Fund and any limited partners continue to exist as a
result of credit market volatility and uncertain economic conditions. These risks include, among
others, (a) the possibility of accelerated prepayments of attractively priced (i.e. the all-in yield),
structured or performing Fund assets as a result of increased liquidity and competition in the
middle market private debt asset class driven by economic conditions, relative performance,
monetary policy or other governmental action or other factors, and (b) the impact of adverse
economic conditions on the obligors of a Fund’s assets. These risks may affect the returns, if any,
to any limited partners or the ability of a Fund to return any or all of a limited partners’ capital.

The market for a number of financial products, including leveraged loans, is volatile.
Disruptions in the credit markets may reduce opportunities for a Fund to make loans and may
also heighten refinancing risk in respect of maturing Fund assets. Any events that slow, delay or
reverse economic recovery or cause a deterioration in loan performance generally may affect the
returns, if any, to the limited partners or the ability of a Fund to return any or all of the limited
partners’ capital.

Negative macroeconomic conditions may adversely affect the credit rating (if any),
performance and the realization value of a Fund’s assets. It is possible that a Fund’s assets will
experience higher default rates and lower recovery rates than anticipated and that performance
will be materially worse than expected.

In addition, the bankruptcy, insolvency, or financial distress of one or more financial
institutions could trigger additional disruptions in the global credit markets or the global
economy which could have a material adverse effect on a Fund and its assets.

Volatile Market Conditions: In past years, there has been significant volatility and
disruption in the global financial markets, and it is difficult to predict if this volatility will recur or
continue. Volatility and disruption in the credit markets could adversely affect the value of a
Fund’s loans. For example, the lack of available credit and/or the increased cost of credit may
adversely affect the performance of a Fund. Disruptions in the debt markets may make it more
difficult for a Fund to exit and realize value from loans. Any or all of these factors may result in
lower investment returns for a Fund.

Currency Risks: A portion of a Fund’s loans, and any income received by a Fund with
respect to such loans, may be denominated in foreign currencies. However, the books of a Fund
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will be maintained, and contributions to and distributions from a Fund generally will be made, in
U.S. dollars. Accordingly, changes in currency exchange rates may adversely affect the dollar
value of loans and the amounts of distributions, if any, to be made by a Fund. In addition, a Fund
may incur costs in connection with hedging currency fluctuations and for conversions between
various currencies.

Political and Economic Conditions: A Fund’s loans may be adversely affected by changes
in economic conditions or political events that are beyond its control. For example, a stock
market downturn, the outbreak of hostilities involving the United States, or the death of a major
political figure may have significant adverse effects on a Fund’s investment results. Other factors,
such as changes with regard to taxation, securities laws, bank regulatory policies or accounting
standards, may make investments less desirable and may have an adverse effect on a Fund’s
loans. Similarly, legislative acts, rulemaking, adjudicatory or other activities of the U.S. Congress,
the SEC, the U.S. Federal Reserve Board, the New York Stock Exchange, the Financial Industry
Regulatory Authority or other governmental or quasi-governmental bodies, agencies and
regulatory organizations may make the business of a Fund less attractive.

Limited Information Concerning Potential Investments: A Fund may not receive access
to all available information relating to an investment before it has committed to such investment.
Although the Adviser intends to conduct due diligence with respect to its investments, there can
be no assurance that such due diligence processes will uncover all relevant facts. In addition,
investment analyses and decisions by the Adviser may frequently be required to be undertaken
on an expedited basis to take advantage of investment opportunities. In such cases, the
information available to the Adviser at the time of making an investment decision may be limited,
and it may not have access to detailed information regarding the investment. Therefore, no
assurance can be given that the Adviser will have knowledge of all circumstances that may
adversely affect an investment.

Reliance on Rating Agencies: Credit ratings of debt obligations or issuer(s) represent the
rating agencies’ opinions or estimates regarding their credit quality and are not a guarantee of
quality. In addition, rating agencies attempt to evaluate the safety of principal and interest
payments and do not evaluate the risks of fluctuations in market value. Therefore, such credit
ratings may not fully reflect the true risks of an investment. Also, rating agencies may fail to
make timely changes to their credit ratings in response to subsequent events and an issuer’s
current financial condition may be better or worse than a rating indicates.

Risk of Fraud: Of concern in investments in loans is the possibility of material
misrepresentation or omission on the part of a borrower. Such inaccuracy or incompleteness may
adversely affect the valuation of the collateral underlying a loan or may adversely affect the
ability of a Fund to perfect or effectuate a lien on the collateral securing the loan. The Adviser
will rely upon the accuracy and completeness of representations made by borrowers to the
originators of such loans to the extent reasonable but cannot guarantee such accuracy or
completeness. Under certain circumstances, payments to a Fund may be reclaimed if any such
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payment or distribution is later determined to have been a fraudulent conveyance or a
preferential payment.

Non-U.S. Investments: A Fund may invest a portion of its assets in the debt or other
securities and instruments of issuers located outside of the U.S. and in non-U.S. currencies.
Investing in the securities of such companies and countries involves certain considerations not
usually associated with investing in securities of U.S. companies or the U.S. government, including
political and economic considerations, such as greater risks of expropriation and nationalization,
confiscatory taxation, the potential difficulty of repatriating funds, general social, political and
economic instability and adverse diplomatic developments; the possibility of imposition of
withholding or other taxes on dividends, interest, capital gain or other income; the small size of
the securities markets in such countries and the low volume of trading, resulting in potential lack
of liquidity and in price volatility; fluctuations in the rate of exchange between currencies and
costs associated with currency conversion; and certain government policies that may restrict the
Partnership’s investment opportunities.

In addition, accounting and financial reporting standards that prevail in non-U.S. countries
generally are not equivalent to U.S. standards and, consequently, less information is available to
shareholders of companies located in such countries than is available to shareholders of
companies located in the U.S. Moreover, an issuer of securities may be domiciled in a country
other than the country in whose currency the instrument is denominated. The values and relative
yields of investments in the securities markets of different countries, and their associated risks,
are not expected to be highly correlated with each other and may behave in unpredictable ways.
There is also less regulation, generally, of the securities markets in non-U.S. countries than there
isin the U.S.

A Fund may be subject to additional risks which include possible adverse political and
economic developments, possible seizure or nationalization of non-U.S. deposits and possible
adoption of governmental restrictions which might adversely affect the payment of principal and
interest to investors located outside the country of the issuer, whether from currency blockage
or otherwise. Furthermore, some of the securities may be subject to brokerage, stamp or other
taxes levied by governments, which has the effect of increasing the cost of such investment and
reducing the realized gain or increasing the realized loss on such securities at the time of sale.
Income received by a Fund from sources within some countries may be reduced by withholding
and other taxes imposed by such countries. Any such taxes paid by a Fund will reduce its net
income or return from such investments. Furthermore, a non-U.S. issuer of debt or the non-U.S.
governmental authorities that control the repayment of the debt may be unable or unwilling to
repay principal or interest when due, and a Fund may have limited recourse in the event of a
default. Some of these risks do not apply equally to issuers in larger, more developed countries.
These risks are more pronounced in investments in issuers in countries with emerging markets
or if a Fund invests significantly in a particular country.

While the Adviser will take these factors into consideration in making investment
decisions for a Fund, no assurance can be given that it will be able to fully avoid these risks.
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Additional Risks: Special risks may apply in the future that cannot be determined at this
time with respect to certain other derivative instruments that are not presently contemplated
for use or that are currently not available.

Competition; Potential Strategy Saturation: Despite the specialized, differentiated
character of a Fund’s portfolio, Funds will compete with numerous other private investment
funds and financial institutions (both diversified and specialized private investment funds), as
well as other investors, which pursue similar strategies and many of which have resources
substantially greater than a Fund’s. The amount of capital committed to “alternative investment
strategies” has increased dramatically during recent years and at the same time, market
conditions have become significantly more adverse to many of such strategies than they were in
previous years. The profit potential of a Fund may be materially reduced as a result of the
“saturation” of the alternative investment field.

Cybersecurity: The Adviser, a Fund and its respective portfolio companies generally rely
on information technology systems for current and planned operations. Information and
technology systems of the Adviser and a Fund’s portfolio companies 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 their respective professionals, power outages and catastrophic events such as fires,
tornadoes, floods, hurricanes, and earthquakes. If any systems designed to manage such risks are
compromised, become inoperable for extended periods of time or cease to function properly,
the Adviser, a Fund and/or a portfolio company may have to make a significant investment to fix
or replace them. Any disruption in any of these systems or the failure of any of these systems to
operate as expected could, depending on the magnitude of the problem, adversely affect the
fund's investment results and its ability to make distributions to its partners. The failure of these
systems and/or of disaster recovery plans for any reason could cause significant interruptions in
the Adviser’s, a Fund and/or a portfolio company’s operations and result in a failure to maintain
the security, confidentiality, or privacy of sensitive data, including personal information relating
to investors (and the beneficial owners of investors). Such a failure could harm the Adviser, a
Fund or a portfolio company’s reputation, subject them and their respective affiliates to legal
claims and otherwise affect their business and financial performance.

Financial Institution Risk; Distress Events. An investment in a Fund is subject to the risk
that one or more of the Fund’s banks, brokers, hedging counterparties, lenders, or other
custodians of some or all of the Fund’s assets (each, a “Financial Institution”) fails to perform its
obligations or experiences insolvency, closure, receivership or other financial distress or difficulty
(each, a “Distress Event”). Distress Events can be caused by various factors, including eroding
market sentiment, significant withdrawals (e.g., a bank run in which depositors collectively
withdraw their balances within a short period of time), fraud, malfeasance, poor performance or
accounting irregularities. In the event a Financial Institution experiences a Distress Event, the
Adviser, the Funds and/or their portfolio companies may not be able to access deposits,
borrowing facilities or other services for an extended period of time or ever. Although assets held
by regulated Financial Institutions in the United States frequently are insured up to stated
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balance amounts by organizations such as the Federal Deposit Insurance Corporation, in the case
of banks, or the Securities Investor Protection Corporation, in the case of certain broker-dealers,
amounts in excess of the relevant insurance (including Fund assets maintained with qualified
custodians pursuant to Rule 206(4)-2 under the Advisers Act) are subject to risk of loss, and any
non-U.S. Financial Institutions that are not subject to similar regimes pose increased risk of loss.
Although in recent years governmental intervention has resulted in additional protections for
depositors, there can be no assurance that governmental intervention will be successful or avoid
the risk of loss, substantial delays or negative impact on banking or brokerage conditions or
markets.

Any Distress Event has a potentially adverse effect on the ability of the Adviser to manage
the Funds and their investments, and on the ability of Adviser, any Fund and/or portfolio
companies to maintain operations, which in each case could result in significant losses and
unconsummated investment acquisitions and dispositions. Although Adviser seeks to do
business with Financial Institutions it believes are creditworthy and capable of fulfilling their
respective obligations to the Funds, Adviser is under no obligation to use a minimum number of
Financial Institutions with respect to any Fund or to maintain account balances at or below the
relevant insured amounts. Furthermore, such balances maintained by Adviser and the Funds are
generally expected to fluctuate, including with respect to the Funds in connection with capital
calls to limited partners and dispositions of investments, and certain balances from time to time
will substantially exceed applicable deposit insurance.

The foregoing list of risk factors does not purport to be a complete enumeration or explanation of
the risks involved in an investment in a Fund vehicle that the Adviser may form in the future.
Prospective investors should read a Fund’s confidential offering memorandum in its entirety, as
well as the organizational documents of such Fund and consult with their own advisers before
deciding whether to make an investment with the Adviser in its Funds.

ITEM 9 — Disciplinary Information

Neither FCAP, FO, nor any of its respective executive officers, members of its investment
committees or other “advisory affiliates” as defined in Form ADV has been subject to legal or
administrative proceedings or disciplinary events related to their business activities, or otherwise
is required to disclose any event required by this Item 9.

ITEM 10 — Other Financial Industry Activities and Affiliations

Certain members of management at FCAP and FO are general partners, limited partners, and/or
managing members of the general partner of various affiliated entities (listed below). This may
create conflicts in the allocation of time, resources and investment opportunities among the
Funds and the affiliated entities. Please refer to the Fund’s governing documents for complete
information on the requisite time commitments (if any) of the Adviser and its related persons to
the Funds and the allocation of investment opportunities among the Funds and the affiliated
entities.
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Manager, General Partner, and Similar Entities:
l. Firmament CAP Advisors, LLC
1. Firmament CAP Associates, LLC
M. Firmament Opportunities Advisors, LLC
IV.  Firmament Opportunities Associates, LLC
V. Firmament Advisors Parallel 1V, LLC

VI. Firmament Associates Parallel IV, LLC
VII. Firmament Advisors SBIC IV, LLC
VIIIL. Firmament Associates SBIC |V, LLC

IX. Firmament Advisors SBIC Ill, LLC

X.  Firmament Capital Partners SBIC Ill, LLC

Xl.  Mclarty Capital Advisors SBIC I, LLC
XII. Mclarty Capital Partners SBIC II, LLC
XIIl. MclLarty Capital Partners SBIC, LLC
XIV.  Mclarty Capital Advisors SBIC, LLC

l. Firmament CAP Credit, LLC
1. Firmament Opportunities, LLC
. Firmament Partners Parallel IV, LP
V. Firmament Partners SBIC IV, LP
V. Firmament Capital Partners SBIC Ill, LP
VI.  Mclarty Capital Partners SBIC I, LP
VII. Mclarty Capital Partners SBIC, LP

Advantage Capital Holdings LLC (“ACH”) owns an indirect, minority, non-controlling interest in
each of FCAP and FO in excess of 25%, but less than 50%. ACH is the parent company of Advantage
Capital Management LLC (“A-CAP Management”), an SEC registered investment adviser; the
following insurance companies: Atlantic Coast Life Insurance Company, Sentinel Security Life
Insurance Company, Haymarket Insurance Company, Jazz Reinsurance Company, and Southern
Atlantic Reinsurance Company; and Kopentech Capital Markets LLC, a registered broker-dealer
(collectively, “A-CAP")

Allocation of Investment Opportunities

Certain inherent conflicts of interest arise from the fact that the Adviser provides investment
management services to several Clients and provides investment management services to the
other accounts of financial affiliates. The respective investment programs of the Funds and the
financial affiliates will often be substantially similar. The Adviser and its affiliates are expected to
give advice and recommend investments to one client which differs from advice given to, or
securities recommended or bought for, another Client, even though their investment objectives
could be the same or similar.
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While the Adviser will seek to manage potential conflicts of interest in good faith, such
transactions or advice could have consequences that are adverse to the interests of the Clients,
such as, for example and without limitation, adversely affecting the availability, price, or other
terms of investments. Investors should be aware that conflicts will not necessarily be resolved in
favor of a particular Client’s interests. The Adviser generally will share appropriate investment
opportunities (and sale opportunities) with each Fund for which that opportunity is within its
investment mandate and in general, this means that such opportunities will be allocated pro rata
among the relevant Funds based on available capacity for such investment in each Fund, taking
into account capital commitments, available cash and the relative capital of the respective Clients
and such other factors as the Adviser determines in good faith to be appropriate, subject to any
priority arrangements set forth in the relevant governing documents.

Nevertheless, such appropriate investment and/or sale opportunities could be allocated
other than on a pro rata basis (i) based upon a Fund'’s priority with respect to certain investments
and/or (ii) if the Adviser deems in good faith that a different allocation among the Funds is
appropriate, taking into account, among other considerations:

a. The risk-return profile of the proposed investment;

b. The Funds’ objectives (whether such objectives are considered solely in light of the specific
investment under consideration or in the context of the portfolio's overall holdings);

c. The potential for the proposed investment to create an industry, sector, issuer or other
similar imbalance in one or more Funds’ portfolios;

d. Liquidity requirements (or cash position) of each Fund, including during a ramping or wind-

down period;

Tax consequences;

Regulatory restrictions;

Proximity of a Fund to the end of its specified term/commitment period;

Whether a pro rata allocation could result in de minimis or "odd lot" allocation;

Availability of leverage and any requirements or other terms of any existing leverage facilities;

The nature and extent of involvement in the transaction on the part of the respective teams

of investment professionals dedicated to a Fund; and

k. Any other considerations deemed relevant by the Adviser.

R R

The Adviser believes that, in certain circumstances, it will be in the best interests of the
Funds to be able to co-invest with other Funds to be able to participate in a wider range of
transactions. The Adviser can in its sole and absolute discretion give certain persons, including
Co-Investment Vehicles, an opportunity to co-invest in particular investments. The allocation of
co-investment opportunities could involve a benefit to the Adviser, including, without limitation,
management fees or incentive allocations from the co-investment opportunity, and capital
contributions to a Fund. There can be no assurances with respect to the amount of any
investment opportunity that will be allocated to a Fund, or that any particular Fund will be
allocated any particular opportunity.
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Allocation of Time and Personnel

FCAP, FO, and Firmament are under common control. The Adviser and its members, partners,
officers, and employees will devote as much of their time to the activities of Funds as they deem
necessary and appropriate. Subject to the governing documents of the relevant Fund, neither
Adviser is restricted from forming additional investment funds or from entering into investment
advisory relationships or from engaging in other business activities, even though such activities
could be in competition with the Funds and/or could involve substantial time and resources of
the Adviser. The Adviser’s investment professionals will continue to work on other projects,
including investment advisory services for financial affiliates, and conflicts of interest could arise
in allocating time, services or functions among such professionals and the Funds. The Adviser and
Firmament also share supervised persons who provide portfolio management services to Funds
with other Firmament affiliate entities, which have their own investment businesses. Their time
is shared between the entities, which might privilege an entity and its investment business and
clients.

From time to time, senior management at the Adviser are offered investment
opportunities personally, principally in private placements and other private equity transactions.
In addition, Firmament’s senior management have 501(c)(3) charitable foundations which they
are allowed to manage subject to certain rules of oversight and review. The Adviser’s personnel
reviews such opportunities and determines whether they are appropriate investments for any of
the Funds based upon such criteria as the size of the transaction, the business of the company in
which the investment is being made, the expected length of the investment and other similar
issues. These investments do not typically result in additional research or other costs to the
Adviser.

ITEM 11 — Code of Ethics, Participation or Interest in Client Transactions and Personal Trading

Code of Ethics

Firmament has adopted a code of ethics pursuant to Rule 204A-1 under the Advisers Act that
establishes procedures governing the conduct and securities transactions of each of the Adviser’s
officers, employees, and supervised persons. The code of ethics (the “Code”) is designed to
prevent violations of the fiduciary responsibilities owed by each Adviser to its Clients. The Code
contains provisions relating to the confidentiality of firm information, a prohibition on insider
trading, a discussion of media relations, a policy on gifts and personal securities trading
procedures, among other things. Each supervised person of the Adviser is required to
acknowledge in writing the terms of the Code annually and when it is amended.

The Code is designed to ensure, among other things, that the personal securities transactions,
activities and interests of the officers, employees and supervised persons of the Adviser will not
interfere with (i) making decisions in the best interest of its Clients and (ii) implementing such
decisions while, at the same time, allowing employees to invest for their own accounts. In
addition, the Code requires pre-clearance of certain transactions. Employee trading is monitored
under the Code to reasonably prevent conflicts of interest between the Adviser and its Clients.
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The Adviser’s Clients and prospective clients may request to view a copy of the Code by contacting
the Chief Compliance Officer, Firmament CAP Advisors, LLC, 50 Rockefeller Plaza, Suite 201,
New York, NY 10020 or at compliance@firmament.com.

As discussed above, conflicts of interest may arise from time to time as a result of the Adviser’s
relationships with their affiliates. For more information on the conflicts that may arise and how
they will be addressed, see Item 10.

Participation or Interest in Client Transactions

Each Adviser may purchase or sell for its Funds securities of an issuer in which Firmament, its
affiliates, principals, employees and/or related persons also have a financial position or interest.
The Adviser, its affiliates, and their respective personnel, can invest in the Funds, and in securities
or other assets in which the Funds or other clients invest, subject to applicable law and the Code.
Conflicts of interest may arise if the Adviser or its employees recommend a particular transaction
because of a financial interest held by any such person in such securities or interests. As
previously mentioned, Firmament has adopted the Code to address these conflicts of interest
(e.g, review of Fund transactions by the Compliance Department, prior employee trade approval
from its Compliance Department with respect to personal securities transactions, etc.).

The Adviser discourages “cross” trades. However, on certain occasions, one Fund will sell a
security which another Fund wants to own. On these occasions, after the Advisers’ and
Compliance Department’s review and documentation, a sale of the security or asset from one
fund to another will be permitted. On occasion, one of the Funds will become restricted in a
particular security and this restriction could potentially prevent other of the Funds from trading
that security.

From time to time, Firmament and/or its principals donate to charitable organizations that are
supported by clients and/or are supported by an individual employed by one of the Firm’s clients.
In general, those donations are made in response to requests from clients or their personnel. In
the case of donations being made by the Adviser, such contributions are generally approved by
senior management.

Dual Employees

Certain employees of FCAP are dual employees of other entities with which FCAP has a business
affiliation. These dual employees are involved in the investment decision making, trading
processes and/or administration for accounts managed by the other affiliated entities or
unaffiliated third parties, as applicable. The Adviser has implemented controls to address the
supervision of its dual employees to ensure compliance with client investment guidelines and
applicable regulatory requirements.
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Dual employees of FCAP and the other affiliated entities will continue to perform services
solely in their capacity as an FCAP employee or solely as employees of the affiliated entity.
Depending on the role of the dual employee, the dual employee will be subject to supervision by
the Adviser, as well as by the other entity. Dual employees, at all times, must be mindful of which
entity they are providing services for, in order to confirm they are in compliance with the
respective policies and procedures of each entity. Dual employees cannot utilize information
obtained in a way that advantages FCAP clients over the clients of the affiliated entity, or vice
versa.

Insider Trading Policy

Any Adviser and/or its employees may, from time to time, come into possession of material non-
public or other confidential information (“MNPI”) which, if disclosed, might affect an investor’s
decision to buy, sell or hold a security. Under applicable law, the Adviser and its employees may
be prohibited from improperly disclosing or using such information for their personal benefit or
for the benefit of any other third party. Accordingly, should FCAP and/or its employees come into
possession of MNPI with respect to any company, they may be prohibited from communicating
such information to, or using such information for the benefit of, FCAP Funds and their underlying
investors. FCAP has adopted a policy in accordance with Section 204A of the Advisers Act, which
establishes procedures designed to prevent the misuse of MNPI by FCAP and its employees.

ITEM 12 — Brokerage Practices

The Adviser does not currently effect transactions in securities through broker-dealers. Neither
Adviser receives compensation, soft dollars, research, or any remuneration from any broker-
dealer.

ITEM 13 — Review of Accounts

Review of Client Accounts

Each Adviser will continuously monitor portfolio investments on behalf of the Funds. Investments
are reviewed in the context of each Fund’s stated investment objectives and guidelines as set
forth in the governing documents of each Fund. Members of the Adviser’s investment team meet
regularly to determine and review overall investment objectives, risk tolerance and other
information relevant to the Funds.

Reports to Clients

Subject to the respective governing documents of each Fund, generally, the Funds distribute
quarterly and annually written reports to their respective limited partners or investors. Annual
reports generally contain an individual capital account statement as of the end of the applicable
reporting period, a list of the Funds’ investments as of the end of the applicable reporting period
and the financial statements of the Funds.
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Investors are requested to refer to the governing documents of each Fund for further information
on the reports provided by a particular Fund to its investors.

ITEM 14 — Client Referrals and Other Compensation

The Adviser does not expect to compensate third-party individuals or entities for client and
investor referrals. However, should an Adviser opt to work with such parties in the future, to the
extent deemed applicable such arrangements will be entered into in accordance with the terms
and conditions of the Advisers Act.

Each Adviser has the authority to engage one or more persons to act as a placement agent for a
Fund in connection with the offer and sale of interests to certain prospective investors. The
Adviser and the placement agent will individually negotiate fees payable to a placement agent.
Generally, and except as otherwise set forth in the governing documents of a Fund, the Adviser
of the Fund will ultimately bear all fees and out-of-pocket expenses of any placement agent that
solicits investors for Funds.

ITEM 15 — Custody

The Advisers does not have physical custody of any client assets (other than physical custody of
certain privately offered securities held directly or indirectly by the Funds to the extent permitted
by the Advisers Act). Nevertheless, the Adviser is deemed to have constructive custody of the
assets of the Funds as a result of its position as an affiliate of the general partner, manager,
managing member, etc. of each Fund. It is Firmament’s policy with respect to each Client for
which the Adviser is deemed to have custody to either (i) cause audited financial statements to
be prepared in accordance with U.S. generally accepted accounting principles (“GAAP”) and
distributed to investors no later than 120 days after the end of each fiscal year or (ii) engage an
independent accounting firm to conduct a surprise examination of such clients assets. The
independent public accountant retained to perform the Funds’ annual audit or surprise
examination will at all times be registered with, and subject to regular inspection by, the Public
Company Accounting Oversight Board.

ITEM 16 — Investment Discretion

The Adviser has discretionary authority with the Funds, to purchase and sell securities or other
investments on behalf of the Funds and to determine the amount of such investments to be
bought and sold, subject to such restrictions as may be specified in the offering or governing
documents.

ITEM 17 — Voting Client Securities

Given FCAP’s and FQO’s investment strategy, the Adviser is generally not required to vote proxies
on behalf of the Funds. To the extent an Adviser is required to vote proxies on behalf of the Funds,
Firmament will adopt and implement written policies and procedures governing the voting of
Client securities in accordance with its fiduciary duty to clients and Rule 206(4)-6 of the Advisers
Act.
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Proxies must be voted with diligence, care, and loyalty. The Adviser votes each proxy in
accordance with its fiduciary duty to its Clients and seeks to vote proxies in a way that maximizes
the value of Clients’ assets. If a material conflict exists, the Adviser will take steps to ensure that
its voting decision is based on the best interests of the Client and is not a product of the conflict.
The Adviser may, at its discretion, (A) seek the advice of the applicable advisory board of a Fund
in voting such security (if any); (B) disclose the conflict of interest to the Client or the applicable
advisory board of a Fund and defer to the Client’s voting recommendation; (C) defer to the voting
recommendation of an independent third party provider of proxy voting services; and/or (D) take
such other action in good faith (in consultation with the Adviser’s outside counsel, if necessary)
which would serve the best interest of the Client. Depending on the particular circumstances
involved, the appropriate resolution of one conflict of interest may differ from the resolution of
another conflict of interest, even though the general facts underlying both conflicts may be
similar (or identical). Clients can obtain a copy of proxy voting policies and procedures upon
request.

ITEM 18 — Financial Information

Neither FCAP nor FO is required to include a balance sheet for its most recent fiscal year, is not
aware of any financial condition reasonably likely to impair its ability to meet contractual and
fiduciary commitments to its Clients and has not been the subject of a bankruptcy petition at any
time during the past ten years.
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