
BASSWOOD CAPITAL MANAGEMENT, L.L.C.

645 Madison Avenue, 10th Floor
New York, New York 10022

Telephone: (212) 521-9500

Website: www.basswoodpartners.com

FORM ADV PART 2

June 10, 2011

This brochure provides information about the qualifications and business practices of Basswood 
Capital Management, L.L.C.  If you have any questions about the contents of this brochure, please 
contact us at (212) 521-9500.  The information in this brochure has not been approved or verified 
by the United States Securities and Exchange Commission or by any state securities authority.

Additional information about Basswood Capital Management, L.L.C. also is available on the SEC’s 
website at www.adviserinfo.sec.gov.



i

Item 2.  Material Changes

The firm is newly registered.  This brochure, therefore, should be reviewed in its entirety.



Item 3.  Table of Contents
Page

Item 2.  Material Changes......................................................................................................................... i

Item 3.  Table of Contents ....................................................................................................................... ii

Item 4.  Advisory Business ...................................................................................................................... 1

Structure; History and Ownership ........................................................................................................ 1

Types of Advisory Services ................................................................................................................. 1

Assets Under Management .................................................................................................................. 2

Item 5.  Fees and Compensation .............................................................................................................. 2

Fees..................................................................................................................................................... 2

Expenses ............................................................................................................................................. 3

Item 6.  Performance-Based Fees and Side-by-Side Management ............................................................ 5

Item 7.  Types of Clients ......................................................................................................................... 5

Item 8.  Methods of Analysis, Investment Strategies and Risk of Loss ..................................................... 5

Investment Strategies........................................................................................................................... 5

Risks Associated with Our Investment Strategies ................................................................................. 7

Item 9.  Disciplinary Information........................................................................................................... 16

Item 10.  Other Financial Industry Activities and Affiliations ................................................................ 16

Material Financial Industry Affiliations of the Firm ........................................................................... 16

Conflicts of Interest ........................................................................................................................... 16

Trade Error Policy ............................................................................................................................. 17

Item 11.  Code of Ethics, Participation or Interest in Client Transactions and Personal Trading.............. 18

Code of Ethics ................................................................................................................................... 18

Interested Transactions ...................................................................................................................... 18

Item 12.  Brokerage Practices ................................................................................................................ 19

Selection of Brokers .......................................................................................................................... 19

Aggregation of Orders ....................................................................................................................... 20

Item 13.  Review of Accounts................................................................................................................ 21

Item 14.  Client Referrals and Other Compensation ............................................................................... 21

Item 15.  Custody .................................................................................................................................. 21

Item 16.  Investment Discretion............................................................................................................. 22

Item 17.  Voting Client Securities.......................................................................................................... 22

Item 18.  Financial Information ............................................................................................................. 22



1

Item 4.  Advisory Business

Structure; History and Ownership

Basswood Capital Management, L.L.C., referred to in this brochure as “Basswood,” “we” or the “firm,” is 
an investment advisory firm with its principal place of business in New York, New York.

The firm is organized as a Delaware limited liability company.  The firm commenced business in 1998.  
The principal owners of the firm are Bennett Lindenbaum and Matthew Lindenbaum.

Basswood Partners, L.L.C., an affiliate of Basswood Capital Management, L.L.C., serves as the general 
partner of certain of the private investment funds for which Basswood Capital Management, L.L.C. serves 
as investment adviser.  Basswood Partners, L.L.C. is not separately registered with the SEC and this 
brochure, and references herein to “Basswood”, “we” or the “firm,” describe Basswood Partners, L.L.C. 
in addition to Basswood Capital Management, L.L.C.

The firm submitted an application for registration with the SEC in June of 2011.  Previously, the firm was 
registered with the SEC from January 2006 until January 2008. 

Types of Advisory Services

We provide investment advisory services to a number of private investment funds (referred to in this 
brochure as the “funds”) as general partner or investment adviser.  We may also provide investment 
advisory services to separately managed accounts (referred to in this brochure as the “separate accounts”).  
The funds and the separate accounts to which we provide investment advisory services are sometimes 
referred to together in this brochure as the “accounts.”

Our investment objective for the accounts we advise is to generate long-term capital appreciation, 
currently by using one of two strategies, both of which involve investing primarily on a long basis and 
short basis in a select number of investments that we identify as likely to experience significant price 
appreciation or depreciation.  Our strategies differ only in that one strategy is not focused by sector 
whereas the other strategy is focused on the financial services sector.

The funds we advise do not offer their interests to the public.  Fund interests are offered only in private 
placements to qualified investors.  Details concerning the terms applicable to investors in the funds are 
contained in the funds’ organizational documents and described in each fund’s offering memorandum or 
explanatory memorandum.

Our investment advisory services to institutional investors on a separately managed account basis may be 
provided by way of special purpose entities formed by the separate account investors, which may also be 
considered to be private investment funds but which are referred to in this brochure as separate accounts.  
Our separate account arrangements are governed by the investment advisory agreement between us and 
each separate account client.

The investment strategy we employ on behalf of the funds and the separate accounts is described in 
greater detail below at Item 8 and in the offering documents of the funds.  In general, we do not tailor the 
strategy to the needs of individual fund investors or separate account clients.  However, in certain limited 
circumstances, we may agree to particular investment guidelines or investment restrictions with particular 
fund investors or separate account clients (for instance, that they will not participate in certain 
investments made by the fund in which they are invested or that would otherwise be purchased for their 
account pursuant to the strategy).
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Assets Under Management

As of March 31, 2011 we managed $351.5 million of client assets, all of which we manage on a 
discretionary basis.  This amount was determined based upon the net asset value of the assets of the funds 
as of such date.

Item 5.  Fees and Compensation

Fees

We are generally entitled to two types of fees from each of the funds and separate accounts: (i) an asset-
based “management fee;” and (ii) an incentive allocation or fee based upon the performance of the fund 
or separate account.  Our incentive compensation from the funds that are organized as limited 
partnerships takes the form of a partnership allocation from the limited partners to the general partner.  
Our incentive compensation from the offshore funds and separate account clients usually takes the form 
of a fee payment.

Asset-Based Fee

The management fee is typically 1.5% per year of the fund or separate account’s net assets, and is 
typically determined and payable quarterly in advance.

A prorated management fee is paid with respect to any investments made during a quarter, and the 
unearned portion of the management fee is reimbursed in respect of any withdrawals made other than at 
the end of a calendar quarter.

Incentive Compensation

The incentive compensation is calculated as a percentage of the net profits of the fund or separate account 
for the relevant period (in the case of a fund, attributable to each investor’s limited partnership interest or 
shares in the fund).  The incentive compensation is typically determined and allocated/paid on an annual 
basis, but will be determined and allocated/paid for shorter periods under certain circumstances (such as 
with respect to amounts withdrawn/redeemed from an account).  

The funds currently offer three classes of interests, which are subject to different incentive compensation 
percentages and different liquidity terms.

The incentive compensation rate for Class A investments is 20%.  These investments may be withdrawn 
at the end of any calendar quarter on 30 calendar days prior written notice.

The incentive compensation rate for Class B investments is generally 15%.  However, Class B 
investments are subject to a two-year lockup (separately applied to each investment), after which the 
investor may withdraw all or a portion of the investment as of the last day of any calendar quarter upon at 
least 30 calendar days’ prior written notice.

If an investor withdraws all or a portion of a Class B investment prior to the second anniversary of the 
date of such investment, then the withdrawal proceeds are reduced by: (i) a withdrawal fee equal to 3% of 
the withdrawal amount; and (ii) an adjustment amount calculated to reflect the difference between the 
incentive compensation rate of 15% that was applied to the investment and an incentive compensation 
rate of 20% applied to the investment.  Such amounts are also paid/allocated to Basswood.
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The incentive compensation rate for Class C investments is generally 10%.  However, Class C 
investments are subject to a three-year lockup (separately applied to each investment), after which the 
investor may withdraw all or a portion of the investment as of the last day of any calendar quarter upon at 
least 30 calendar days’ prior written notice.

The incentive compensation with respect to each Class C investment is determined and paid/allocated 
annually; however, the incentive compensation amount for the calendar year in which the lock-up period 
ends, and/or the capital accounts of Basswood and the applicable investor, will be adjusted, if necessary, 
such that the aggregate incentive compensation paid/allocated with respect to the investment for the 
periods from the date of investment through the end of the calendar year in which the lock-up period 
ends, do not exceed a hypothetical single incentive compensation amount calculated using the entire 
period from the date of investment through the end of the calendar year in which the lock-up period ends 
(provided, that any such adjustment will be made, if applicable, only with respect to an investment that is 
not withdrawn prior to the end of the lock-up period).

If an investor withdraws all or a portion of a Class C investment prior to the third anniversary of the date 
of such investment, then the withdrawal proceeds will be reduced by: (i) a withdrawal fee equal to 3% of 
the withdrawal amount; and (ii) an adjustment amount calculated to reflect the difference between the 
incentive compensation rate of 10% that was applied to the investment and an incentive compensation 
rate of 15% or 20% applied to the investment, depending on whether the withdrawal is prior to the second 
anniversary of the date of issuance or on or after the second anniversary.  Such amounts are paid/allocated 
to Basswood.

The incentive compensation for each class is subject to a loss carry forward or high water mark provision 
that requires that any losses suffered by a fund or separate account (adjusted to reflect withdrawals/
redemptions) be offset by subsequent net profits before we are entitled to subsequent incentive 
compensation from the fund or separate account.

General

The details of how the fees are calculated for the funds can be found in the offering documents of the 
funds, which are provided to potential investors.  The details of how the fees are calculated for the
separate accounts are included in the investment advisory agreement for each separate account.

The fees described above are our typical fee rates.  However, each fund has the right to enter into 
agreements with one or more of its investors providing for the waiver or modification of certain terms of 
the offering of fund interests, or certain rights and obligations of fund investors, including fees, otherwise 
applicable to such interest(s), in each case without notice to the other fund investors.  Under certain 
circumstances we may agree to different fee terms from those described above for particular separate 
account clients.

The fees payable by the funds are deducted from the assets of the funds and paid to us or, in the case of 
incentive allocations, are reallocated from the capital accounts of fund investors and into our capital 
account.  Our fees for the separate accounts are typically billed to the client and paid from the assets of 
the account.

Expenses

Each fund pays, or reimburses us or the fund’s administrator for, all operating expenses and other costs of 
the fund as described in each fund’s offering documents, which may include: 

• accounting, bookkeeping and auditing fees and expenses; 
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• legal fees and expenses, including, but not limited to, fees and expenses incurred in 
connection with a fund’s offering documents and the offering of the funds interests, fund 
contracts and investments; 

• fees and disbursements of a fund’s and Basswood’s attorneys, consultants and other third 
parties performing work benefiting the fund (including, without limitation, the legal and other 
fees, costs and expenses of a fund in any threatened or actual litigation or governmental 
investigation or proceeding, and the amount of any judgments or settlements paid in 
connection with such litigation or fines or penalties levied as a result of any such proceeding 
or investigation); 

• insurance and bonding costs; 

• trading expenses and transaction costs, including, but not limited to, brokerage commissions 
and expenses relating to short sales, clearing and settlement charges, interest on loans and 
debit balances, margin interest, broker service fees and other clearing and custodial expenses; 

• fees or assessments in connection with any regulatory registrations, qualifications and/or 
approvals of a fund;

• such research and portfolio management expenses as we deem appropriate, which may 
include, but are not limited to, 

o expenses incurred in connection with due diligence investigations or research as to 
investments or potential investments, including travel, lodging and other expenses 
incurred in connection with visits to companies, meetings, research symposiums and 
communications with company management, security holders, analysts and other third 
parties, 

o costs of research reports, data feeds and databases, news wires and quotation services, 
periodical subscription fees and costs of software (including risk control) that we utilize 
in connection with managing a fund’s portfolio;

• fees of a fund’s registered agent; 

• the cost of preparation and distribution of reports and statements to investors;

• filing and recording fees; 

• custodial fees, bank service fees, and fees or expenses associated with insuring a fund’s 
assets;

• management fees; 

• all applicable federal, state, local and foreign taxes payable by a fund; and

• any extraordinary expenses, such as indemnification and litigation expenses.

In addition, a fund will pay its organizational expenses (such as legal, accounting, and blue sky fees).

Separate account clients will generally be responsible for all custodial fees, brokerage commissions, 
clearing fees, interest and withholding or transfer taxes incurred in connection with trading for the 
separate account, and our fees as described above.

As we consider appropriate, we may invest a portion of an account’s assets in one or more money market 
funds, mutual funds or exchange-traded funds.  When any such investments are made, the account will be 
paying, in addition to the compensation payable to us, the account’s proportionate share of any 
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management fees charged by the manager of such money market fund, mutual fund or exchange-traded 
fund.

A description of the brokerage and other transaction costs that will be borne by the funds and separate 
accounts are described in more detail in Item 12 (Brokerage Practices) in this brochure.

Item 6.  Performance-Based Fees and Side-by-Side Management

As described in Item 5 above, we receive part of our compensation from the funds and separate accounts 
in the form of performance-based allocations and fees.

Item 7. Types of Clients

We generally provide investment advice to private investment funds and institutional separate accounts.  
The types of investors in the funds we advise include the following: pension and profit sharing plans; 
trusts, estates and charitable organizations; funds of hedge funds (whether organized as partnerships, 
corporations or other entity types), high net worth individuals and family offices.  Our separate account 
clients are typically funds of funds, pension and profit sharing plans, or other institutional investors.

The minimum size for a separate account that we will advise is generally $50 million.  

Minimum investment amounts for the funds range from $1 million for natural persons to $2 million for 
institutional investors.  Additional investments to any of the funds must be in increments of $100,000.  
These minimums may be reduced or waived by the general partner or boards of directors of the funds, 
subject to any applicable statutory minimums.

Fund interests are generally offered only to a limited number of individual and institutional investors that 
qualify as: (i) “accredited investors”, as defined in SEC Regulation D promulgated under the U.S. 
Securities Act of 1933; and (ii) “qualified purchasers” or “knowledgeable employees”, as defined in the 
U.S. Investment Company Act of 1940 and the rules promulgated thereunder.

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

Investment Strategies

The investment objective of our strategies is to generate long-term capital appreciation by investing 
primarily on a long basis and short basis in a select number of investments that we identify as likely to 
experience significant price appreciation or depreciation.  For certain funds and separate accounts 
(together, “accounts”) we implement our strategy solely within the financial services sector (the “financial 
sector strategy”), and for other accounts we implement our strategy without any sector limitation (the 
“general strategy”). Our primary investment methodology is value-oriented and opportunistic, employing 
extensive fundamental research and analysis to identify investments that are undervalued (or, in the case 
of short positions, overvalued) by the marketplace, and to identify proper entry and exit points.  

We expect to cause the accounts for which we use the financial sector strategy to invest in a variety of 
industries within the financial services sector including, without limitation, one or more of the following: 
banks, savings and loans, asset managers, brokerage firms, insurance providers, insurance brokers, 



6

mortgage related companies and real estate investment trusts.  There are no limitations on the industries 
within the financial services sector in which we may cause the accounts to invest.

We expect to cause the accounts for which we use the general strategy to invest in a variety of industries 
including, without limitation, one or more of the following: industrials, business services, healthcare, 
restaurants, construction/machinery, insurance, recreation/leisure, retail and financial services.  There are 
no limitations on the industries or sectors in which we may cause the accounts to invest.

While our strategies involve investing primarily in common stocks, the accounts are authorized to invest 
in any other securities, instruments, derivatives and other investments we deem appropriate including, 
without limitation:

• preferred stock, 

• options on stocks and indices, 

• warrants, 

• bonds, 

• debentures, 

• convertible securities and other debt obligations, 

• exchange traded funds,

• swaps, 

• forwards, 

• futures, 

• indices, 

• structured and other synthetic securities and related derivative instruments (including those 
relating to equity securities, equity indices, interest rate products, fixed-income products, 
currencies and indices), and 

• securities of foreign issuers.  

An account’s exposure to derivative instruments and their related risks may be significant.  The accounts 
may also hold cash, U.S. Treasury and agency securities, commercial paper, bankers’ acceptances, 
certificates of deposit and short-term money-market obligations.  Up to 5% of an account’s assets (based 
on cost at the time such a security is purchased) may be invested in securities that are not publicly traded 
or are subject to restrictions on transfer (which restriction will not apply to “convertible preferred” 
securities).

Our strategies utilize leverage on a selective basis, primarily for investment purposes.  We expect to cause 
the accounts to buy securities on margin and arrange with banks, brokers and others to borrow money 
against a pledge of an account’s assets in order to employ leverage, when we deem such action 
appropriate.  We may also cause the accounts to employ shorting, options, swaps and other derivatives for 
investment and/or hedging purposes if, when and as we deem appropriate.  We are not required to employ 
any minimum level of portfolio hedging for the accounts.

Subject to the accounts’ primary investment objective, we endeavor to manage the assets of our U.S. 
funds, to the extent we deem appropriate, in a manner that will reduce and/or defer the taxable income for 
U.S. taxable investors arising in connection with their investments in the funds.  Our determination as to 
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whether or not, and to what extent, such funds should invest in a particular security or other investment 
will periodically take into account the expected income tax implications that such action will have for 
U.S. taxable investors.  Further, the timing of specific purchase and disposition transactions may be 
determined in part based upon the expected income tax implications for U.S. taxable investors.  As a 
result, the funds’ portfolio holdings and investment transactions may vary from what they would be if 
such tax considerations were not taken into account and, consequently, the funds’ performance may be 
impacted.  There can be no assurance that this (or any) aspect of our investment strategy will be effective.  

Prospective investors should be aware that accounts and their investors will incur all of the risks inherent 
in discretionary investments involving the securities and instruments referenced above.  The various 
investment techniques we employ on behalf of the accounts such as, without limitation, the use of 
derivatives, investments in restricted securities, the use of leverage, short selling, etc. may increase the 
accounts’ risk of loss.  The accounts’ portfolios will not necessarily represent a broad diversification of 
investments among particular issuers, industries, industry sectors, or types of securities or investments.

We utilize a variety of ongoing risk management policies and practices in the management of the 
accounts’ portfolios, including, but not necessarily limited to, monitoring and adjustment of portfolio 
exposure, the selective use of hedging instruments against certain market risks, and the use of real-time 
portfolio evaluation tools.  Notwithstanding these risk management practices, our investment strategies 
inherently involve certain significant risks (certain of which are described below).  Moreover, there can 
be no assurance that our risk management practices will necessarily be applied in all cases, or if applied, 
will successfully limit risk to acceptable levels.

There can be no assurance that any account will achieve its investment objective.

The foregoing description of the our investment objective and strategies represents our present intentions 
in view of current market conditions and other factors.  We have the right under the relevant account 
documents to vary the foregoing investment objective and strategies to the extent we determine that doing 
so will be in the interests of an account.

Risks Associated with Our Investment Strategies

Our investment program is speculative and entails substantial risks.  There can be no assurance that the 
investment objective of an account will be achieved or that an account will not incur losses, and 
investment results may vary substantially over time.  In fact, the investment techniques which we may 
employ for the accounts from time to time can, in certain circumstances, adversely impact the accounts’ 
investment performance.  Accordingly, an account’s activities could result in substantial losses under 
certain circumstances.  An investment in an account is suitable only for persons who are willing and able 
to assume the risk of losing their entire investment.

Prospective investors in a fund or separate account for which we employ our strategies should carefully 
consider the risks involved in an investment in an account, including, but not limited to, those discussed 
below. Prospective investors should consult their own legal, tax and financial advisors as to all of these 
risks and an investment in an account generally.  Material risks involved in our strategies are described 
below.  Other risks concerning the fund entities and Basswood are described in the offering documents of 
the funds.

Risks of Investments in Securities Generally. All securities investments risk the loss of capital.  No 
guarantee or representation is made that any account’s program will be successful.  An account’s 
investment program may at times involve, without limitation, risks associated with limited diversification, 
leverage, interest rates, currencies, volatility, tracking risks in hedged positions, security borrowing risks 
in short sales, credit deterioration or default risks, counterparty default risks, systems risks and other risks 
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inherent in the account’s activities.  Certain investment techniques we may employ can, in certain 
circumstances, magnify the impact of adverse market moves to which an account may be subject.  In 
addition, an account’s investments in securities and other investments may be materially affected by 
conditions in the financial markets and overall economic conditions occurring globally and in particular 
countries or markets where the account may invest its capital.

Our methods of minimizing such risks may not accurately predict future risk exposures.  Risk 
management techniques are based in part on the observation of historical market behavior, which may not 
predict market divergences that are larger than historical indicators.  Information used to manage risks 
may not be accurate, complete or current, and such information may be misinterpreted.  Further, we may 
apply such risk management techniques on a selective or other periodic basis rather than at all times.

Equity Risks.  Our strategy includes investments in equity and equity derivative securities.  The value of 
these securities generally will vary with the performance of the issuer and movements in the equity 
markets.  As a result, an account may suffer losses if it invests in equity securities of issuers whose 
performance diverges from our expectations or if equity markets generally move in a single direction and 
the account has not hedged against such a general move.  To the extent an account invests in equity 
derivatives and private placements activities, the account will be exposed to risks that issuers will not 
fulfill their contractual obligations to the account, such as delivering marketable common stocks upon 
conversions of convertible securities and registering restricted securities for public resale.

Sector Concentration Risks. As an account employing our financial sector strategy will invest 
primarily in the financial services sector, the investment portfolio of such an account will be concentrated 
in such sector. Moreover, there will not be any fixed limitations as to investing in a particular industry 
within the financial services sector, or segments within a sector or industry (such as banks or insurance 
companies). An account’s investment portfolio may, as a result, be regarded as concentrated as to sectors, 
industries and segments thereof.  Our general strategy may also be concentrated at times with respect to a 
particular sector, industry or segment thereof.  In our view, such concentration offers a greater potential 
for capital appreciation as well as increased risk of loss. Such concentration could have the affect of 
increasing the volatility of the account’s investment portfolio.

Short Selling.  Our strategies generally include short positions.  Short selling involves selling securities 
which may or may not be owned and borrowing the same securities for delivery to the purchaser, with an 
obligation to replace the borrowed securities at a later date.  Short selling allows the investor to profit 
from a decline in the price of a particular security to the extent that such decline exceeds the transaction 
costs and the costs of borrowing the securities.  A short sale creates the risk of a theoretically unlimited
loss, in that the price of the underlying security could theoretically increase without limit, thus increasing 
the cost to the account of buying those securities to cover the short position.  There can be no assurance 
that the security necessary to cover a short position will be available for purchase.  Purchasing securities 
to close out the short position can itself cause the price of the securities to rise further, thereby 
exacerbating the loss.

General Economic and Market Conditions.  The investment activities of the accounts will be affected 
by general economic and market conditions, such as interest rates, availability of credit, inflation rates, 
economic uncertainty, changes in laws (including laws relating to taxation of the accounts’ investments), 
and national and international political circumstances (including wars, terrorist acts or security 
operations).  These factors may affect the level and volatility of securities prices and the liquidity of an 
account’s investments.  Volatility or illiquidity could impair an accounts’ profitability or result in losses.  
The accounts may maintain substantial trading positions that can be adversely affected by the level of 
volatility in the financial markets; the larger the positions, the greater the potential for loss.  
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Debt Securities.  The accounts may invest in debt securities and instruments.  Certain of the debt 
instruments in which the accounts invest may be unrated, and whether or not rated, the debt instrument 
may have speculative characteristics.  The issuers of such instruments may face significant ongoing 
uncertainties and exposure to adverse conditions that may undermine the issuer’s ability to make timely 
payment of interest and principal.  In addition, an economic recession could severely disrupt the market 
for these securities and may have an adverse impact on the value of such instruments.  It is also likely that 
any such economic downturn could adversely affect the ability of the issuers of such securities to repay 
principal and pay interest thereon and increase the incidence of default for such securities.

ETFs.  The accounts may also invest in ETFs, or exchange traded funds, which are publicly traded 
investment vehicles that hold passively managed portfolios of stocks.  As a result, the risk associated with 
a particular ETF corresponds closely to the risk of the asset subclass that the ETF is tracking.  ETFs 
typically track an index, such as the Dow Jones Industrial Average or the S&P 500.  The purpose of ETFs 
is to give investors liquid ways of trading indices or groups of stocks.  ETFs are traded like common 
stocks on major stock exchanges.

Illiquid Investments.  Our strategies include the investment of up to 5% of an account’s assets (based on 
cost at the time such a security is purchased) in securities that are not publicly traded or are subject to 
restrictions on transfer (which restriction will not apply to “convertible preferred” securities).  In addition 
to such 5% of an account’s assets, we may also cause an account to invest in securities that are thinly 
traded.  The market prices, if any, for restricted and illiquid securities tend to be volatile and may not be 
readily ascertainable, and the accounts may not be able to sell them when we desire for them to do so, or 
to realize what we perceive to be their fair value in the event of a sale.  The sale of such securities often 
requires more time and results in higher brokerage charges or dealer discounts and other selling expenses 
than does the sale of securities eligible for trading on national securities exchanges or in the over-the-
counter markets or that are otherwise liquid.  The accounts may not be able to readily dispose of illiquid 
investments and, in some cases, may be contractually prohibited from disposing of such investments for a 
specified period of time. Restricted securities may sell at a price lower than similar securities that are not 
subject to restrictions on resale.

Non-U.S. Investments.  The accounts may invest in financial instruments of non-U.S. corporations and 
governments.  Investing in the financial instruments of companies (and, from time to time, governments) 
outside of the United States involves certain considerations not usually associated with investing in 
financial instruments of U.S. companies or the U.S. government, including political and economic 
considerations, such as greater risks of expropriation, nationalization, confiscatory taxation, limitations on 
the removal of assets and general social, political and economic instability; the relatively 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; the evolving and unsophisticated laws and regulations applicable to the securities 
and financial services industries of certain countries; fluctuations in the rate of exchange between 
currencies and costs associated with currency conversion; and certain government policies that may 
restrict the accounts’ investment opportunities.  In addition, accounting and financial reporting standards 
that prevail outside of the U.S. generally are not as high as U.S. standards and, consequently, less 
information is typically available concerning companies located outside of the U.S. than for those located 
in the U.S.  As a result, we may be unable to structure the accounts’ transactions to achieve the intended 
results or to mitigate all risks associated with such markets.  It may also be difficult to enforce the 
accounts’  rights in such markets.  For example, financial instruments traded on non-U.S. exchanges and 
the non-U.S. persons that trade these instruments are not subject to the jurisdiction of the SEC or U.S. 
Commodity Futures Trading Commission (“CFTC”) or the securities and commodities laws and 
regulations of the U.S.  Accordingly, the protections accorded to the accounts under such laws and 
regulations are unavailable for transactions on foreign exchanges and with foreign counterparties.
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Derivative Instruments in General. We may cause the accounts to use various derivative instruments, 
including options, forward contracts, swaps and other derivatives which may be volatile and speculative.  
Certain positions may be subject to wide and sudden fluctuations in market value, with a resulting 
fluctuation in the amount of profits and losses.  Use of derivative instruments presents various risks, 
including the following:

• Tracking Risk — When used for hedging purposes, an imperfect or variable degree of 
correlation between price movements of the derivative instrument and the underlying 
investment sought to be hedged may prevent an account from achieving the intended hedging 
effect or expose the account to the risk of loss.

• Liquidity Risk — Derivative instruments, especially when traded in large amounts by a small 
number of counterparties, may not be liquid in all circumstances, so that in volatile markets 
an account may not be able to close out a position without incurring a loss.

• Leverage Risk — Trading in derivative instruments can result in large amounts of leverage.  
Thus, the leverage offered by trading in derivative instruments may magnify the gains and 
losses experienced by the accounts and could cause the accounts’ net asset values to be 
subject to wider fluctuations than would be the case if the accounts did not use the leverage 
feature in derivative instruments.

• Hedging Risk — When a derivative is used as a hedge against an opposite position that the 
account also holds, any loss generated by the derivative should be substantially offset by 
gains on the hedged investment, and vice versa.  While hedging can reduce or eliminate 
losses, it can also reduce or eliminate gains.

• Investment Risk — When an account uses derivatives as an investment vehicle to gain 
market exposure, rather than for hedging purposes, any loss on the derivative investment will 
not be offset by gains on another hedged investment.  The account will therefore be directly 
exposed to the risks of that derivative.  Gains or losses from derivative investments may be 
substantially greater than the derivative’s original cost.

• Availability Risk — Derivatives may not be available to the accounts upon acceptable terms.  
As a result, the accounts may be unable to use derivatives for hedging or other purposes.

• Counterparty Credit Risk — When an account uses derivatives, it is subject to the risk that 
the other party to the agreement (the counterparty) will not be able to perform.  It is possible 
that, in the event of a counterparty default, the account may not be able to recover all or a 
portion of its investment in such derivative instrument and may be exposed to additional 
liability (i.e., the obligations associated with what has become an unhedged position).

Call Options.  There are risks associated with the sale and purchase of call options.  The seller (writer) of 
a call option that is covered (e.g., the writer holds the underlying security) assumes the risk of a decline in 
the market price of the underlying security below the purchase price of the underlying security less the 
premium received, and gives up the opportunity for gain on the underlying security above the exercise 
price of the option.  The seller of an uncovered call option assumes the risk of a theoretically unlimited 
increase in the market price of the underlying security above the exercise price of the option.  The 
securities necessary to satisfy the exercise of an uncovered call option may be unavailable for purchase, 
except at much higher prices, thereby reducing or eliminating the value of the premium.  Purchasing 
securities to cover the exercise of an uncovered call option can cause the price of the securities to 
increase, thereby exacerbating the loss.  The buyer of a call option assumes the risk of losing the entire 
premium investment in the call option.
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Put Options.  There are risks associated with the sale and purchase of put options.  The seller (writer) of 
a put option which is covered (e.g., the writer has a short position in the underlying security) assumes the 
risk of an increase in the market price of the underlying security above the sales price (in establishing the 
short position) of the underlying security plus the premium received, and gives up the opportunity for 
gain on the underlying security if the market price falls below the exercise price of the option.  The seller 
of an uncovered put option assumes the risk of a decline in the market price of the underlying security 
below the exercise price of the option.  The buyer of a put option assumes the risk of losing the entire 
investment in the put option.

Stock Index Options. The accounts may also purchase and sell call and put options on stock indices 
listed on securities exchanges or traded in the over-the-counter market for the purpose of realizing their 
investment objectives or for the purpose of hedging their portfolios.  A stock index fluctuates with 
changes in the market values of the stocks included in the index.  The effectiveness of purchasing or 
writing stock index options for hedging purposes will depend upon the extent to which price movements 
in the accounts’ portfolios correlate with price movements of the stock indices selected.  Because the 
value of an index option depends upon movements in the level of the index rather than the price of a 
particular stock, whether an account realizes gains or losses from the purchase or writing of options on 
indices depends upon movements in the level of stock prices in the stock market generally or, in the case 
of certain indices, in an industry or market segment, rather than movements in the price of particular 
stocks.  Accordingly, successful use by the accounts of options on stock indices will be subject to our 
ability to correctly predict movements in the direction of the stock market generally or of particular 
industries or market segments.

Forward Trading.  The accounts may enter into forward contracts.  Forward contracts and options 
thereon are not traded on exchanges and are not standardized; rather, banks and dealers act as principals 
in these markets, negotiating each transaction on an individual basis.  Forward and “cash” trading is 
substantially unregulated; there is no limitation on daily price movements and speculative position limits 
are not applicable.  The principals who deal in the forward markets are not required to continue to make 
markets in the currencies or commodities they trade, and these markets can experience periods of 
illiquidity, sometimes of significant duration.  There have been periods during which certain participants 
in these markets have refused to quote prices for certain currencies or commodities or have quoted prices
with an unusually wide spread between the price at which they were prepared to buy and that at which 
they were prepared to sell.  Disruptions can occur in forward markets due to unusually high trading 
volume, political intervention or other factors.  The imposition of controls by governmental authorities 
might also limit such forward trading to less than that which we would otherwise recommend, to the 
possible detriment of the accounts.  Market illiquidity or disruption could result in significant losses to the 
accounts.

Credit Default Swaps.  The accounts may invest in credit default swaps.  A credit default swap is a 
contract between two parties which transfers the risk of loss if a company fails to pay principal or interest 
on time or files for bankruptcy.  In essence, an institution which owns corporate debt instruments can 
purchase a limited form of default protection by entering into a credit default swap with another bank, 
broker-dealer or financial intermediary.  Upon an event of default, the swap may be terminated in one of 
two ways: (i) by the purchaser of credit protection delivering the referenced instrument to the swap 
counterparty and receiving a payment of par value, or (ii) by the parties pairing off payments, with the 
purchaser of the protection receiving a payment equal to the par value of the reference security less the 
price at which the reference security trades subsequent to default.  The former way is the more common 
form of credit default swap termination.

In the manner described above, credit default swaps can be used to hedge a portion of the default risk on a 
single corporate bond or a portfolio of bonds.  Credit default swaps can be used to implement our view 
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that a particular credit, or group of credits, will experience credit improvement.  In the case of expected 
credit improvement, we may cause the accounts to sell credit default protection in which they receive a 
premium to take on the risk.  In such an instance, the obligation of the accounts to make payments upon 
the occurrence of a credit event creates leveraged exposure to the credit risk of the referenced entity.  The 
accounts may also “purchase” credit default protection even in the case in which they do not own the 
referenced instrument if, in our judgment, there is a high likelihood of credit deterioration. 

The credit default swap market in high yield securities is new and evolving compared to the credit default 
swap market for more seasoned and liquid investment grade securities.  Swap transactions dependent 
upon credit events are priced incorporating many variables including the pricing and volatility of common 
stock, potential loss upon default and the shape of the U.S. Treasury Yield curve, among other factors.  
As such, there are many factors upon which market participants may have divergent views.  We may also 
cause the accounts to enter into credit default swap transactions, even if the credit outlook is positive, if 
we believe that participants in the marketplace have incorrectly valued the components which determine 
the value of a swap.

Asset-Backed Securities (“ABS”), Collateralized Debt Obligations (“CDO”) and Mortgage-Backed 
Securities (“MBS”).  The accounts may invest in structured finance products, including ABS, CDO and 
MBS.  The investment characteristics of ABS, CDO, MBS and other structured finance products differ 
from traditional debt securities.  Among the major differences are that interest and principal payments are 
made more frequently, usually semi-annually, quarterly or monthly, and that principal may be prepaid at 
any time because the underlying mortgage loans or other assets generally may be prepaid at any time. The 
collateral supporting ABS is of shorter maturity than mortgage loans and is less likely to experience 
substantial prepayments.

Structured finance products are subject to credit, liquidity, market value, interest rate, operations, 
structural, legal and certain other risks.  Structured finance products are generally privately placed and 
offer less liquidity than other investment grade or non-investment grade corporate debt. They are also 
generally issued in structured transactions with risks different from regular corporate debt.  In addition, 
concentrations of structured finance products of a particular type, as well as concentrations of structured 
finance products issued or guaranteed by affiliated obligors, serviced by the same servicer or backed by 
underlying collateral located in a specific geographic region, may subject the accounts to additional risk.  
A portion of the accounts’ portfolios may consist of structured finance products that are subordinate in 
right of payment and rank junior to other securities that are secured by, or represent an ownership interest 
in, the same pool of assets. In addition, certain transactions have structural features that divert payments 
of interest and/or principal to more senior classes when the delinquency or loss experience of the pool 
exceeds certain levels. As a result, such securities have a higher risk of loss as a result of delinquencies or 
losses on the underlying assets. In certain circumstances, payments of interest may be reduced or 
eliminated for one or more payment dates.

Contracts for Differences. The accounts may enter into contracts for differences.  In these transactions, 
an account and another party assume price positions in reference to an underlying security or other 
financial instrument.  The “difference” is determined by comparing each party's original position with the 
market price of such securities or financial instruments at a pre-determined closing date.  Each party will 
then either receive or pay the difference, depending on the success of its investment.  Financial markets 
for the securities or instruments which form the subject of a contract for differences can fluctuate 
significantly. Parties to a contract for differences assume the risk that the markets for the underlying 
securities will move in a direction unfavorable to their original positions.  In addition, these contracts 
often involve considerable economic leverage.  As a result, such contracts can lead to disproportionately 
large losses as well as gains and relatively small market movements can have large impacts on the value 
of the investment.
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Other Derivative Instruments.  The accounts may enter into swaps and other derivative instruments.  
We may take advantage of opportunities with respect to certain other derivative instruments that are not 
presently contemplated for use or that are currently not available, but that may be developed, to the extent 
such opportunities are both consistent with the investment objective of the accounts and legally 
permissible. The specific risks inherent in such investments cannot be determined until these instruments 
are developed.  Certain swaps, options and other derivative instruments may be subject to various types of 
risks, including market risk, liquidity risk, the risk of nonperformance by the counterparty, including risks 
relating to the financial soundness and creditworthiness of the counterparty, legal risk and operations risk.

Counterparty Risk.  The accounts may effect transactions through over-the-counter or “interdealer” 
markets.  The participants in such markets are generally not subject to as stringent credit evaluation and 
regulatory oversight as are members of “exchange based” markets.  The accounts may also enter into 
other contracts and arrangements that expose the accounts to the creditworthiness and performance of one 
or more counterparties.  This exposes the accounts to the risk that a counterparty will not settle a 
transaction in accordance with its terms and conditions because of a dispute over the terms of the contract 
(whether or not bona fide) or because of a credit or liquidity problem, thus causing an account to suffer a 
loss.  Such “counterparty risk” is accentuated for contracts with longer maturities where events may 
intervene to prevent settlement, or where an account has concentrated its transactions with a single or 
small group of counterparties.  The accounts are not restricted from dealing with any particular 
counterparty or from concentrating any or all of their transactions with one counterparty.  Although we 
intend to cause the accounts to enter into transactions only with counterparties that we believe to be 
creditworthy and will attempt to reduce exposure by obtaining collateral in appropriate cases, there can be 
no assurance that a counterparty will not default and that an account will not sustain losses on a 
transaction as a result.  In addition, concentration of transactions with a limited number of counterparties 
could increase the potential for losses by the accounts.  The ability of the accounts to transact business 
with any one or more counterparties, the lack of any meaningful and independent evaluation of such 
counterparties’ financial capabilities and the absence of a regulated market to facilitate settlement may 
increase the potential for losses by the accounts.

The assets of the accounts may be held by non-United States brokers or any other entities or 
counterparties of the accounts (including, but not limited to, sub-custodians). Such assets of the accounts 
may be available to the creditors of those non-United States brokers, entities and counterparties.  These 
relationships expose the accounts to credit risks and involve the risk that the counterparties may become 
insolvent.

Because securities of an account held by broker-dealers are generally not held in the account’s name, a 
failure of a broker-dealer may have a greater adverse impact on the account than if such securities were 
registered in the account's name.

Currency Exchange Exposure.  We may invest a portion of the assets of each account in the securities 
of non-U.S. issuers and other instruments denominated in non-U.S. currencies, the prices of which are 
determined with reference to currencies other than the U.S. dollar.  The accounts, however, value their 
securities and other assets in U.S. dollars.  We may or may not seek to hedge the non-U.S. currency 
exposure of the accounts by entering into currency hedging transactions, such as treasury locks, forward 
contracts and cross-currency swaps.  There can be no guarantee that instruments suitable for hedging 
currency or market shifts will be available at the time when we wish to use them for the accounts, or that 
hedging techniques we employ on behalf of the accounts will be effective. Furthermore, certain currency 
market risks may not be fully hedged or hedged at all.

To the extent unhedged, the value of an account’s positions in non-U.S. investments will fluctuate with 
U.S. dollar exchange rates as well as the price changes of the investments in the various local markets and 
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currencies.  In such cases, an increase in the value of the U.S. dollar compared to the other currencies in 
which the accounts makes their investments will reduce the effect of any increases and magnify the effect 
of any decreases in the prices of the accounts’ securities in their local markets and may result in a losses 
to the accounts.  Conversely, a decrease in the value of the U.S. dollar will have the opposite effect on the 
accounts’ non-U.S. dollar investments.  

Furthermore, the accounts may incur costs in connection with conversions between various currencies.  
Non-U.S. currency exchange dealers realize a profit based on the difference between the prices at which 
they are buying and selling various currencies.  Thus, a dealer normally will offer to sell currency to the 
accounts at one rate, while offering a lesser rate of exchange should the accounts desire immediately to 
resell that currency to the dealer.  The accounts conduct their currency exchange transactions either on a 
spot (i.e., immediate cash) basis at the rate prevailing in the currency exchange market, or through 
entering into forward or commodity options contracts to purchase or sell non U.S. currencies. Most of the 
accounts’ currency exchange transactions occur at the time securities are purchased and are executed 
through the local broker or custodian acting for the accounts.

Leverage and Borrowing Risks.  The accounts have the power to borrow funds and we expect them to 
do so when we deem appropriate, including to enhance the accounts’ returns and meet withdrawal 
requests that would otherwise result in the premature liquidation of investments.  The accounts will 
borrow funds from brokers, banks and other lenders to finance their trading operations.  The use of such 
leverage can, in certain circumstances, magnify the losses to which the accounts’ investment portfolios 
may be subject.  Such leverage, which may be substantial, may be achieved through, among other 
methods, purchases of securities on margin and the use of options, forward contracts, repurchase and 
reverse repurchase agreements, swaps and other derivative instruments.  The access to capital could be 
impaired by many factors, including market forces or regulatory changes.  If the accounts were unable to 
borrow, they may need to liquidate assets in order to meet their liabilities. 

The use of margin and short-term borrowings creates several risks for the accounts.  If the value of an 
account’s securities falls below the margin level required by a broker, additional margin deposits would 
be required.  If the account is unable to satisfy any margin call by a broker, then the broker could liquidate 
the account’s position in some or all the financial instruments that are in the fund’s account or the 
separate account at the broker and cause the account to incur significant losses.  The failure to satisfy a 
margin call, or the occurrence of other material defaults under margin or other financing agreements, may 
trigger cross-defaults under the account’s agreements with other brokers, lenders, clearing firms or other 
counterparties, multiplying the adverse impact to the account.  In addition, because the use of leverage 
allows the accounts to control positions worth significantly more than their investment in those positions, 
the amount that an account may lose in the event of adverse price movements is high in relation to the 
amount of its investment.

In the event of a sudden decrease in the value of an account’s assets, the account might not be able to 
liquidate assets quickly enough to satisfy its margin requirements.  In that event, the account may become 
subject to claims of financial intermediaries that extended “margin” loans.  Such claims could exceed the 
value of the assets of the account.  The banks and dealers that provide financing to the accounts can apply 
essentially discretionary margin, haircut, financing and collateral valuation policies.  Changes by banks 
and dealers in any of the foregoing may result in large margin calls, loss of financing and forced 
liquidations of positions at disadvantageous prices.  There can be no assurance that an account will be 
able to secure or maintain adequate financing, without which the account may not continue to be viable.

The purchase of options, forward contracts, repurchase agreements, reverse repurchase agreements and 
other derivative instruments generally involves little or no margin deposit and, therefore, provides 



15

substantial leverage.  Accordingly, relatively small adverse price movements in these financial 
instruments may result in immediate and substantial losses to an account.

Volatility Risk. Our investment program may involve the purchase and sale of derivatives, which are 
frequently valued based on implied volatilities of such derivatives compared to the historical volatility of 
their underlying securities.  Fluctuations or prolonged changes in the volatility of the underlying 
securities, therefore, can adversely affect the value of derivative positions held by the accounts.

Hedging Transactions.  Our strategy may utilize a variety of financial instruments, such as short sales, 
options, swaps, caps and floors and forward contracts and similar derivatives, both for investment 
purposes and for risk management purposes.  While we may cause the accounts to enter into hedging 
transactions to seek to reduce risk, such transactions may not be fully effective in mitigating the risks in 
all market environments or against all types of risk (including unidentified or unanticipated risks), thereby 
causing the accounts to incur losses.  In addition, such hedging transactions may result in an inferior 
overall performance for an account than if it had not engaged in any such hedging transactions.  
Moreover, we may not necessarily endeavor to hedge an account portfolio whatsoever.  In the event we 
utilize hedging, we will employ it, in general, solely as a technique to limit certain market risks.  As a 
general matter, the accounts’ portfolios will still be exposed to basic issuer risk and other risks attendant 
to our investment strategy and to particular positions, which risks will not be generally hedged.

Concentration of Investments. Aside from the financial services sector concentration for our financial 
sector strategy, there are no fixed limits to our strategies regarding concentration as to industries, 
companies or types of investments.  Furthermore, except for the limitation on investment in non-public 
and restricted securities and other assets that are subject to legal or other restrictions on transfer, there is 
no limitation in the size of any single position as a percentage of an account’s assets.  Accordingly, an 
account’s portfolio may be expected to be concentrated from time to time or at all times.  Although 
concentration may increase the possibility of achieving significant investment return, concentration of 
investments in a limited number of issuers, industries or sectors is generally regarded as increasing both 
relative investment risk and potential portfolio volatility.  In addition to issuer, industry or market risk by 
reason of concentration, an account may be exposed to potentially significant losses by reason of adverse 
developments affecting one or more of such limited number of portfolio companies.  A loss in any such 
position could materially reduce an account’s performance or asset base, to the extent not offset by other 
gains.  

Execution of Orders.  Our trading strategy depends on our ability to establish and maintain an overall 
market position in a combination of securities and other investments we select.  An account’s trading 
orders may not be executed in a timely and efficient manner due to various circumstances, including, 
without limitation, systems failures or human error attributable to the account or to the account’s brokers, 
agents or other service providers.  In such event, an account might only be able to acquire some, but not 
all, of the components of such position, or if the overall position were to need adjustment, the account 
might not be able to make such adjustment.  As a result, the account would not be able to achieve the 
market position we selected, and might incur a loss in liquidating its position.

Competition; Availability of Investments.  Certain markets in which the accounts may invest are 
extremely competitive for attractive investment opportunities and, as a result, there may be reduced 
expected investment returns.  There can be no assurance that we will be able to identify or successfully 
pursue attractive investment opportunities in such environments.  Among other factors, competition for 
suitable investments from other pooled investment vehicles and other investors may reduce the 
availability of investment opportunities.  There has been significant growth in the number of firms 
organized to make such investments, which may result in increased competition to the accounts in 
obtaining suitable investments.  
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Item 9.  Disciplinary Information

Not applicable.

Item 10.  Other Financial Industry Activities and Affiliations

Material Financial Industry Affiliations of the Firm

Basswood Capital Management, L.L.C. is under common ownership with Basswood Partners, L.L.C., 
which serves as the general partner of certain of the private investment funds for which Basswood Capital 
Management, L.L.C. serves as investment adviser.

We currently serve as investment adviser to the following private funds:

• Basswood Opportunity Partners, L.P.

• Basswood Opportunity Fund, Inc.

• Basswood Financial Fund, L.P.

One of our portfolio managers and principals serves on the board of directors of Community National 
Bank, in which the funds and other persons affiliated with Basswood are significant investors.

Conflicts of Interest

Basswood and its principals, officers and employees will devote as much of their time to the activities of 
each account as they deem necessary and appropriate in their discretion.  The firm, its affiliates, and their 
respective principals, officers and employees, are not restricted from engaging in other business activities 
of any kind.  Basswood and such other persons may provide investment management services to 
additional investment funds and client managed accounts, as well as proprietary accounts of the firm, its 
principals, their family members, and their respective affiliates.  The existence of such accounts 
necessarily creates a number of potential conflicts of interest, and may involve substantial time and 
resources of the firm, its affiliates, and their respective principals, officers and employees.

Certain of the accounts have investment objectives and policies that are similar or identical to those of 
other accounts.  We expect there to be differences at times between and among the accounts with respect 
to investment objectives, investment strategies, investment parameters and restrictions, portfolio 
management personnel, tax considerations, liquidity considerations, legal and/or regulatory 
considerations, asset levels, timing and size of investor capital contributions and redemptions, cash flow 
considerations, market conditions, existing exposure to an investee company or security, and other criteria 
we deem relevant (the nature and extent of the differences may be expected to vary from one account to 
another).  Notwithstanding these differences, there are circumstances where accounts participate in 
parallel investment transactions, on a pro rata basis, at the same time and on the same terms; this is the 
case most commonly with respect to accounts that have similar investment objectives and investment 
strategies.  However, this will not always be the case.  There may be expected to be circumstances where: 

• only some of the accounts participate in parallel investment transactions; 

• the level of participation between and among the accounts in parallel investment transactions 
is not on a pro rata basis; 

• the terms of parallel investment transactions vary between and among the accounts; 
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• accounts effectively engage in opposite transactions with respect to a particular investment 
(for instance, if an account acquires a long position in a security while one or more of the 
other accounts sell or short the security); and/or 

• investment transactions by the accounts vary in other respects.  

Such non-parallel and/or non-pro rata investment transactions between and among the accounts will be
made in our discretion when we deem: (i) appropriate given the differences between the accounts 
involved; and/or (ii) otherwise to be in the best interests of the accounts involved.  It is our general policy 
that no account may receive inappropriate preferential treatment or otherwise be treated unfairly, and we 
seek to uphold such policy when making decisions regarding investment allocations and transactions; 
however, it is possible that the activities of other accounts could from time to time have an adverse impact 
on the market value of the portfolio holdings of an account and, consequently, the account’s performance.

Allocations among accounts of equity securities issued in initial public offerings will be made based on 
the principles described above for allocations generally.  Investors in the funds that, under applicable 
rules, are “restricted persons” with respect to initial public offerings will not be allocated any net profits 
or net losses with respect to any initial public offering investments made by the funds.

We may provide personnel to sit on the board of directors or to serve in any other capacity with respect to 
a company or banking institution in which an account is invested or intends to invest.  In return for such 
services, Basswood, its partners, affiliates and officers, directors and shareholders of such affiliates may 
personally earn fees directly from such company or banking institution.  In addition, a company or 
banking institution may pay management fees or directors' fees directly to Basswood or any of our 
affiliated entities as payment for management services rendered or for serving on the board of directors.  
Such fees may take the form of cash, securities of the company or banking institution or the right to 
acquire securities in the company or banking institution on a basis more favorable than that available to 
the accounts.

Persons affiliated with Basswood may invest in the funds or in other accounts, and may not be subject to 
the fees otherwise charged. 

Other present and future activities of Basswood and its affiliates may give rise to additional conflicts of 
interest.  While none of Basswood, or its directors, officers, employees or affiliates is obligated to resolve 
any conflicts in favor of any account, we will endeavor to ensure that any conflict of interest is resolved 
fairly.

Trade Error Policy

We have adopted a policy for the purpose of addressing trade errors that may arise, from time to time, 
with respect to the securities transactions of clients.  An example of a trade error is the sale of a security 
when it should have been purchased.  Pursuant to the policy, we will seek to identify and correct any trade 
errors in an expeditious manner without disadvantaging any client in any way.  Any losses caused by 
trade errors will be reversed, with Basswood being responsible to make the affected client accounts 
whole. Gains caused by trade errors will be credited to the affected account.  We will not use “soft 
dollars” or “client commissions,” either directly or indirectly, to correct trade errors.  We will document 
each trade error with appropriate supervisory approval and maintain a trade error file.  The determination 
of whether or not a trade, or series of trades, has been made in error shall be in our sole discretion.
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Item 11. Code of Ethics, Participation or Interest in Client Transactions and 
Personal Trading

Code of Ethics

We have established a Code of Ethics pursuant to Rule 204A-1 under the Investment Advisers Act of 
1940, as amended.  The purpose of our Code of Ethics is to identify the ethical and legal framework in 
which we and our personnel are required to operate and to highlight some of the guiding principles and 
mechanisms for upholding our standard of business conduct.  Our Code of Ethics is designed to ensure 
that all applicable personnel are aware of and adhere to our policies and procedures.  Our Code of Ethics 
covers the following topics:

• standards of business conduct;

• fiduciary duties, principles and obligations;

• prohibited conduct;

• activities to be approved by the CCO;

• privacy of client information;

• conflicts of interest;

• service as a director;

• personal trading;

• reporting of violations of the code of ethics;

• training; and

• review and enforcement.

A complete copy of our Code of Ethics will be provided to clients and prospective clients upon request.

Interested Transactions

We may, from time to time, recommend a security in which our firm or one of our related persons, 
directly or indirectly, has an interest. For instance, it may be expected that separate account assets will be 
invested in securities of issuers in which one or more other separate accounts or funds hold positions. In 
addition, fund assets may be invested in securities of issuers in which one or more other funds or separate 
accounts hold positions. Given the likely frequency of such occurrence, clients will not be provided with 
notification of such occurrences.  This may represent a conflict of interest for us.

All personal securities transactions by the firm’s personnel are subject to pre-approval by our Chief 
Compliance Officer before the supervised person may proceed with the transaction, except for 
transactions in certain categories of securities such as money market funds and U.S. government 
securities.  

We may permit a supervised person to invest in securities or related securities that a client account is also 
investing in, but subject to the requirement that such a transaction will not disadvantage any client 
account.  In addition, all supervised persons are required to submit personal trading information to the 
firm for review by our Chief Compliance Officer.  Our pre-approval procedure and the submission of 
supervised persons’ personal trading information assist us towards our goal of ensuring that no personal 
trading of any supervised person will disadvantage any client account.
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Item 12.  Brokerage Practices

Selection of Brokers

Basswood has full investment discretion with respect to the initiation of all portfolio securities 
transactions for the accounts as well as full authority to select broker-dealers to execute such transactions.  
We have selected prime brokers for the funds.  The prime brokers have certain administrative 
responsibilities, including the issuance of account statements and information with respect to securities 
transactions effected through other broker-dealers.  The prime brokers are allocated a portion of the 
funds’ securities transactions, subject to principles of best execution.  The funds are not committed to 
continue their prime brokerage relationship with particular broker-dealers for any minimum period, and 
we may, in our sole discretion, select other or additional brokers to act as prime broker(s) of the funds at 
any time.

We generally allocate a portion of an account’s brokerage business to additional brokers, other than the 
prime brokers, on the basis of certain considerations, which may include:

• amount of commission, 

• quality of execution, 

• reputation, experience and financial stability of the broker-dealer involved and 

• quality of service, 

• familiarity with the securities markets and investment techniques employed by the account, 

• research and analytic services, 

• clearing and settlement capabilities, 

• availability of margin or other leverage, 

• block positioning or other special execution capabilities or 

• other services provided to the account.  

In allocating brokerage to the prime brokers or such other broker-dealers, the commissions the accounts 
will pay to such broker-dealers will not necessarily represent the lowest commission rates available, but 
will reflect our evaluation of the research and other brokerage-related services supplied by such broker-
dealers and which benefit the accounts, either alone or together with the other accounts.  In each case, we 
will make a determination that the amount of any increased commission costs on account of such research 
or other services is reasonable relative to the value of services so provided.

Section 28(e) of the Securities Exchange Act of 1934 provides a “safe harbor” to investment managers 
who use commission dollars of their advisory accounts (so-called “soft-dollars”) to obtain investment 
research, brokerage and other services that provide lawful and appropriate assistance to the investment 
managers in performing investment decision making responsibilities, provided that the amount of any 
increased commission costs on account of such research or other services is reasonable relative to the 
value of the services so provided.  Any such arrangement we enter into will be confined to the products or 
services that qualify as “research and brokerage services” within the meaning of Section 28(e) and that 
meet the other requirements of that Section.  The research we receive under such an arrangement is both 
proprietary (prepared by the relevant broker/dealer) and may be created or developed by third parties.

We may place transactions with a broker-dealer that (i) provides us with the opportunity to participate in 
capital introduction events sponsored by the broker-dealer or (ii) refers investors to the funds or other 
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products we advise, if otherwise consistent with seeking best execution; provided, that we are not 
selecting the broker-dealer in recognition of the opportunity to participate in such capital introduction 
events or the referral of investors.  We will be subject to a conflict of interest in determining whether to 
select such brokers-dealers to execute transactions on behalf of the accounts, because we will have an 
incentive to select or recommend a broker-dealer based on our interest in receiving client referrals, rather 
than on our clients’ interest in receiving most favorable execution.

To the extent that securities are purchased in non-U.S. markets, it is anticipated that the prime brokers 
will transfer funds to sub-custodians located in the countries in which the respective securities are 
purchased.  Such sub-custodians will maintain custody of the securities until such time as they are sold, at 
which point uninvested proceeds will be transferred back to the accounts at the prime brokers.  In 
connection with derivatives activities, the prime brokers may transfer assets to the fund’s or separate 
account’s counterparties.

The research obtained through an account’s brokerage allocations, whether or not directly useful to it, 
may be useful to us in connection with services we render to other accounts.  Similarly, research we 
obtain for commissions paid to brokers in the course of managing other accounts, may be useful to an 
account.  Since any particular research we obtain may be useful to any or all accounts, in considering the 
reasonableness of brokerage commissions paid by the accounts we will not attempt to allocate the relative 
costs or benefits of research as between the accounts, except in limited circumstances where we believe it 
to be appropriate to do so.

In our last fiscal year, the services for which we used soft dollars include: reports or other information 
about particular companies or industries; economic surveys and analyses; recommendations as to specific 
securities; financial publications; portfolio evaluation services; and data feeds.  All of the services paid for 
with soft dollars were services the costs of which would have been paid for or reimbursed by the accounts 
if not paid for with soft dollars.

In general, any and all brokerage allocations will be subject to principles of best execution and the other 
allocation policies described above, as well as any restrictions imposed by applicable law.

Aggregation of Orders

When we deem the purchase or sale of securities to be in the best interest of more than one account, we 
may aggregate the securities to be purchased or sold by all such accounts in order to obtain superior 
execution or lower brokerage expenses. In particular, execution prices for identical securities purchased 
or sold on behalf of multiple accounts in any one business day may be averaged.  In such events, 
allocation of the securities purchased or sold, as well as expenses incurred in the transaction, will be made 
among the participating accounts by applying such considerations as we deem equitable, including:

• relative account size of such entities and clients, 

• amount of available capital, 

• size of existing positions in the same or similar securities, 

• impact of leverage, 

• investment objective and 

• strategy considerations, including, without limitation, 

• concentration parameters, 

• tax considerations and 
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• other factors. 

As a result of such considerations, allocations among the accounts will not necessarily be pro rata.  No 
account will be entitled to investment priority over another account and may not necessarily participate in 
every investment opportunity. Situations may occur where an account could be disadvantaged because of 
the investment activities we conduct for other accounts.

Item 13.  Review of Accounts

One of our portfolio managers reviews all securities transactions on a daily basis.  Each account is also 
subject to an overall review, no less frequently than weekly.  Reviews generally consist of a review and 
analysis of all positions, risk analysis, performance to date in light of each account’s investment objective 
and an evaluation of any appropriate changes to be implemented with respect to each portfolio.

After the end of each fiscal year, each investor in a fund is provided with audited financial information 
with respect to the financial statements of such fund, as well as information regarding the status of the 
investor’s capital account and certain tax reporting information, where applicable.  After the end of each 
month, each investor in a fund is provided with unaudited information for such period with respect to the 
performance of such fund and the investor’s capital account balance.

Separate account clients will generally be provided with account statements by the account’s prime broker 
or custodian on at least a monthly or quarterly basis, at the client’s discretion.  Notwithstanding the 
foregoing, separate account clients may be provided with additional or more frequent reports subject to 
negotiation between Basswood, the separate account client and the prime broker or custodian.

Item 14.  Client Referrals and Other Compensation

Basswood does not currently have any arrangements through which a person who is not a supervised 
person of the firm refers clients (or fund investors) to Basswood for a fee.  Basswood previously had an 
arrangement, which has since been terminated, pursuant to which Basswood agreed to make payments to 
a third party on behalf of certain fund investors, to satisfy payment obligations of such investors to the 
third party that arose in connection with advisory services provided by the third party to the fund 
investors relating to their investment in the funds.  Although the arrangement has been terminated, 
Basswood continues to make payments to the third party on behalf of certain fund investors as required 
by the terms of the agreement.  The funds do not bear any portion of such payments.

Item 15.  Custody

If we are deemed to have custody of the assets of a client account that is not a pooled investment vehicle, 
the client will be provided with an account statement by a third party custodian no less than quarterly.  
These statements will be sent directly to the client by the account custodian.  These statements list the 
account positions, activity in the account over the covered period, and other related information. Clients 
will also be sent confirmations following each brokerage account transaction unless receipt of 
confirmations has been waived by the client.  We will generally not issue separate reports with respect to 
such clients.  Clients should carefully review statements they receive from the account custodian.
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Item 16.  Investment Discretion

Item 4 includes a description of the investment discretion that we exercise with respect to the funds and 
separate accounts.  Fund investors generally do not have any ability to restrict the investment of the fund, 
although under limited circumstances we may agree with a particular investor that such investor will not 
participate in certain categories of investment made by the fund.  Separate account investors have greater 
flexibility to impose restrictions on types of investments or investment strategies.

We generally exercise investment discretion with respect to accounts pursuant to a power of attorney that 
is granted by each fund or separate account client as part of the investment advisory agreement relating to 
each such account.

Item 17.  Voting Client Securities

We have authority to vote client securities for the funds and may have such authority with respect to 
separate accounts.  We have engaged Institutional Shareholder Services (“ISS”) to assist us with the 
analysis, voting and record keeping of all proxies.  ISS provides independent assessment and 
recommendations with regard to all proxy items for securities held by the our clients.

We have adopted a written policy regarding the voting of client proxies that is designed to ensure that we 
fulfill our fiduciary obligation to our clients.  The written policies are designed to address a wide range of 
common business and social issues often contained in proxy statements and vote them in the best interest 
of the our clients.  Items not specifically addressed in the policy will be dealt with on a case-by-case basis 
by Basswood’s principals, with guidance, as deemed necessary by Basswood’s principals, from ISS.  We 
may base our proxy voting decisions on established policies or recommendations on individual proxy 
proposals developed by ISS, or may vote a proxy contrary to such policies or recommendations, if we 
determine that such action is in the best interest of our clients.  Furthermore, we reserve the right to 
abstain from voting, or to not vote, proxies, if we determine that such action is in the best interests of the 
clients.  

We have included procedures in our proxy voting policy for dealing with known potential or actual 
conflict of interests.  Where we identify that a potential conflict exists, if the proposal is designated in our 
proxy voting policy as “For” or “Against,” we will vote the proxy in accordance therewith; or if the 
proposal is designated in our proxy voting policy as “Case by Case” (or not addressed), in the case of a 
separate account, our Chief Compliance Officer will cause the client to be notified of such conflict and 
will cause the proxy to be voted in accordance with the client’s instructions, or if no instructions are 
received, refrain from voting.  In the case of the funds, we will thoroughly review the proposal and vote in 
what we believe to be the best interests of the fund or, in our discretion, not vote.

A copy of our proxy voting policy is available upon request.  We will also provide, upon request, 
information regarding how we voted on a specific proxy item.  All requests must identify the security and 
the item(s) and be submitted to us in writing.

Item 18.  Financial Information

We do not require or solicit prepayment of more than $1,200 in fees from the accounts, six months or 
more in advance, and therefore are not required to include a balance sheet for our most recent fiscal year.


