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This brochure provides information about the qualifications and business practices of ED Capital 
Management LLC d/b/a Daniloff Capital (“EDCM”, “we” or “us”).  If you have any questions about the 
contents of this brochure, please contact us at (212) 520-8277 or edaniloff@daniloffcapital.com. The 
information in this brochure has not been approved or verified by the United States Securities and 
Exchange Commission (“SEC”) or by any state securities authority.  
 
You can also obtain additional information about EDCM on the SEC’s website at 
www.adviserinfo.sec.gov.  The searchable IARD/CRD number for EDCM is 161338.  
 
EDCM is an investment adviser registered with the SEC.  Registration with the SEC does not imply a 
certain level of skill or training. 
 



 
 

 
 

Item 2: Material Changes  

This brochure was last updated in March 2016.  This amendment discloses the determination in February 
of 2017 by the Boards of Directors of the Synergy Hybrid Fund Ltd and Synergy Hybrid Feeder Fund 
Ltd. to change the frequency of the NAV calculation for those Funds from quarterly to annual (Dec 31) 
starting January 1, 2017, including, among other things, due to the illiquidity of the underlying 
investments and in an attempt to lower operational costs.  The amendment also reflects a removal of LFP 
I SICAV – SIF S.A. – Hudson River Russia Growth Fund Ltd. (“SIF I”), a Luxemburg SIF SICAV Sub-
Fund to which EDCM served as a sub-advisor due to SIF I’s final liquidation.  The amendment notes 371 
Investments LP, 371 Investments Feeder LP, and 371 Investments Feeder US LP (together “371 
Investments”), a structure formed in the second half of 2016 to pursue investments in venture capital 
strategy, although 371 Investments has never been funded and has not commenced operations yet. Also, 
the amendment introduces 371 Capital Ltd., a newly formed Relying Advisor that serves as the General 
Partner for 371 Investments entities.  Beside that the amendment discloses a resignation requested by 
EDCM and ED Capital LLC as an Investment Manager and Investment Advisor to Fund I and Offshore I 
entities that became effective in March 2017. A Leverage and Inverse ETFs section is added to the 
Investment Risks section to disclose specific risks attributable to investments into those securities because 
the Fund III allocates to them for portfolio hedging purposes. Also, the amendment indicates that SPV I 
entered liquidation upon the execution of a final capital distribution to its investors in June of 2016. 
Finally, the amendment also reflects certain changes in the procedures used by EDCM to address the 
potential conflicts of interests that may result as a result of certain related persons of EDCM being 
involved with management of one of the funds’ portfolio companies and how we intend to address such 
potential conflicts. 
 
Pursuant to SEC Rules, we will ensure that you receive a summary of any material changes to this and 
subsequent brochures within 120 days of the close of EDCM’s fiscal year.  We may further provide other 
ongoing disclosure of material changes as necessary.  
  
We will provide you a new brochure as necessary, based on changes or new information, at any time 
without charge.  Currently, EDCM’s brochure may be requested by contacting Elliot Daniloff, EDCM’s 
Chief Compliance Officer (the “CCO”), at (212) 520-8277 or edaniloff@daniloffcapital.com.   
 
 



 
 

 
 

Item 3: Table of Contents  

Page 

Item 1: Cover Page ........................................................................................... 1 

Item 2: Material Changes ............................................................................................ 2 

Item 3: Table of Contents ............................................................................................ 3 

Item 4: Advisory Business ........................................................................................... 4 

Item 5: Fees and Compensation ................................................................................ 5 

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

Item 7: Types of Clients ............................................................................................... 7 

Item 8: Methods of Analysis, Investment Strategies and Risk of Loss ................ 7 

Item 9: Disciplinary Information ................................................................................ 21 

Item 10: Other Financial Industry Activities and Affiliations ................................... 21 

Item 11: Code of Ethics, Participation or Interest in Client Transactions and Personal 
Trading ............................................................................................................ 22 

Item 12: Brokerage Practices ...................................................................................... 23 

Item 13: Review of Accounts ....................................................................................... 25 

Item 14: Client Referrals and Other Compensation ................................................ 26 

Item 15: Custody ........................................................................................................... 27 

Item 16: Investment Discretion ................................................................................... 27 

Item 17: Voting Client Securities ................................................................................ 28 

Item 18: Financial Information ..................................................................................... 28 

 



 
 

 
 

Item 4: Advisory Business  

ED Capital Management LLC d/b/a Daniloff Capital (“EDCM,” “we” or “us”) is a 
Delaware limited liability company that was founded in August 1, 2005.  Since its formation, 
EDCM has served as investment manager to eight  private investment funds, Hudson River 
Master Fund, Ltd. (“Fund I”), a Cayman Islands exempted company, Hudson River Russia Fund, 
L.P. (“Fund II”), a Delaware limited partnership, Hudson River Russia Fund, Ltd. (“Offshore I”), 
a Cayman Islands exempted company, Synergy Hybrid Fund Ltd. (“Offshore II”), a Cayman 
Islands exempted company, Synergy Hybrid Feeder Fund Ltd. (“Offshore III”), a Cayman 
Islands exempted company, Hudson River Property Investments LP (“SPV I”), a BVI 
International limited partnership, LFP I SICAV – SIF S.A. – Hudson River Russia Growth Fund 
Ltd. (“SIF I”), a Luxemburg SIF SICAV Sub-Fund and Scoragon Partners L.P. (“Fund III,” 
together with Fund I, Fund II, Offshore I, Offshore II, Offshore III, SPV I, and SIF I, the 
“Funds”), a Delaware limited partnership.  SIF I has now been fully liquidated. 

 
EDCM is a privately held investment adviser located in New York, New York.  Mr. 

Elliot Daniloff is the managing member, the CCO and the principal owner of EDCM, as well as 
its affiliate, ED Capital LLC, a Delaware limited liability company that acts as the general 
partner of Fund II and Fund III, as an investment adviser to Fund I, Offshore II and Offshore III, 
and as the special limited partner of SPV I. Also, Mr. Daniloff is the director and principal owner 
of 371 Capital Ltd., a Cayman Islands exempted company that acts as the general partner to 371 
Investments LP, a Cayman Islands exempted limited partnership, 371 Investments Feeder LP, a 
Cayman Islands exempted limited partnership, and 371 Investments Feeder US LP, a Delaware 
limited partnership (together “371 Investments”), which have been formed in the second half of 
2016, but have not yet been  funded to enable them to commence operations. EDCM will serve 
as investment manager to 371 Investments entities when the 371 Investments commence 
operations. 

 
EDCM provides discretionary investment management services to the Funds, using (i) a 

long biased Russia/CIS focused equity strategy for Fund II , (ii) a hybrid strategy for Offshore II 
and Offshore III,  (iii) a real estate allocation strategy for SPV I, and (iv) an event driven biotech 
industry focused strategy for Fund III.  In the past EDCM also provided (i) investment 
management services to SIF I using Russia/CIS focused long-short equity strategy (until SIF I’s 
liquidation) and (ii) non-discretionary advisory services to Fund I and Offshore I using a long 
biased Russia/CIS focused equity strategy until its resignation from Investment Manager and 
Investment Adviser capacity of those funds effective starting March 2017.  The investment 
objective of Fund II is to invest in Fund I.  The investment objective of Offshore III is to invest 
in Offshore II.  The Fund I was the largest shareholder in SPV I (over 90%) until the SPV I 
executed its final capital distribution to its investors in June 2016.  For more information 
regarding EDCM’s investment strategies, please see Item 8 below.  Neither the limited 
partnership interests in Fund II, Fund III and SPV I nor the shares of the other Funds will be 
registered under the Securities Act of 1933, as amended (the “1933 Act”), or the securities laws 
of any state or any other U.S. jurisdiction, nor is any such registration contemplated.  In addition, 
none of the Funds will be registered as investment companies under the Investment Company 
Act of 1940, as amended (the “1940 Act”), in reliance on the exemption contained in Section 
3(c)(7) thereof in the case of Offshore II and Offshore III and in reliance on the exemption 
contained in Section 3(c)(1) thereof in the case of all other Funds.  The Fund III commenced its 



 
 

 
 

operations on July 1, 2015. EDCM will provide discretionary investment management services 
to the 371 Investments which will be focused on venture capital investment strategy after 371 
Investments commences its operations. The investment objective of the 371 Investments Feeder 
LP and 371 Investments Feeder US LP is to invest in 371 Investments LP. SPV I is in liquidation 
following the execution of its final capital distribution to its investors in June 2016. 

 
Other than the Funds, EDCM does not presently manage assets for any individual or 

separate account clients and does not tailor its advisory services to individual needs of other 
clients.  

 
As of December 31, 2016, EDCM’s total discretionary and non-discretionary assets 

under management were approximately $51,283,121.681.   
 
For more information about the Funds, including applicable fees and other terms and 

conditions of investment, please consult the Confidential Private Offering Memorandum or other 
offering document for the applicable Fund. 
 
Item 5: Fees and Compensation  

Management Fee 
 

EDCM generally charges the Funds a management fee, based on the net asset value of the 
aggregate capital account balances of the Funds, payable quarterly in advance.  For Fund II, 
Fund III, Offshore I, and Offshore III, the management fee is 2.0% per annum for limited 
partners or shareholders, respectively. We pro rate such fees in the event of contributions or 
withdrawals by investors on other than a calendar quarter-end or other period applicable to the 
relevant Fund.  Fund II and Offshore I, the portfolio investments of which are and will be held 
substantially in Fund I, will not be charged a management fee at the Fund I level. Offshore III, 
the portfolio investments of which are and will be held substantially in Offshore II, will not be 
charged a management fee by EDCM at the Offshore II level.  The Fund I, which is the largest 
shareholder of SPV I will not be charged any management fee on the SPV I level.  EDCM may 
waive or reduce any of the foregoing management fees, in its sole discretion. EDCM waived all 
management fees applicable to Fund II and Offshore I in 2013, 2014, 2015, 2016 and 2017.  In 
addition, for the purposes of management fee calculation for Offshore I and Offshore III, the net 
asset value may be calculated on the basis of unaudited information which may vary from the 
audited financial information and may be based on sources which EDCM may believe to be 
reliable but which accuracy cannot be guaranteed. Such net asset value determination can also 
give raise to significant conflicts of interests -  See “Material Risks – Investment Risks --  
Valuation of Fund Investments” of Item 8 below and Offshore I and Offshore III Confidential 
Private Offering Memoranda or other offering documents for additional information and risk and 
conflicts disclosures. 
 
                                            
1 This amount is calculated is based on the most recent Net Asset Values available for the entities advised: Hudson River Master 
Fund Ltd. (includes Hudson River Russia Fund Ltd. and Hudson River Russia Fund LP) as of August 31 2014; Synergy Hybrid Fund 
Ltd. (including Synergy Hybrid Feeder Fund Ltd.) as of September 30, 2016; and Scoragon Partners LP as of December 31, 2016. 
The most recent Net Asset Value for the Hudson River Property Investments LP is accounted for, for this Form reporting purposes, 
at zero, because the Fund executed its final capital distribution to investors in June 2016 and is under liquidation since such time. 
Please see Form ADV Part 1A for further disclosures. 



 
 

 
 

Performance Fee and Allocation 
 

With respect to Fund II, Fund III, and Offshore II, ED Capital LLC, EDCM’s affiliate 
charges an annual performance allocation equal to 20% of an investor’s gain (subject to 
recoupment of prior loss, if any) in such Funds.  No performance fee or allocation is charged to 
Fund II on the master fund level.  The Performance fee for Offshore I, a feeder to Fund I, and 
Offshore III, a feeder to Offshore I, is being calculated at the master fund level only.  ED Capital 
LLC, as a special limited partner in SPV I, will also be re-allocated 20% of the net cash flow 
distributions to investors, including Fund II.  In each case, the performance compensation is paid 
subject to a loss carryforward provision, if applicable. 

 
The performance-based compensation described above conforms to Section 205(a)(1) of 

the Advisers Act in accordance with the available exemptions thereunder, including the 
exemption set forth in Rule 205-3.  We pro rate performance allocations and fees (and relevant 
loss recovery accounts), if applicable, in the event of contributions or withdrawals by investors.  
The performance allocation is made at the end of the financial year to which the allocation 
pertains or upon a withdrawal or redemption from or termination of a Fund.   

 
EDCM’s and/or its affiliate’s management fee and performance compensation is separate 

from brokerage commissions, transaction fees, and other related costs and expenses which are 
incurred by the Funds.  

 
Item 12 below further describes the factors EDCM considers in selecting or 

recommending broker-dealers for client transactions and determining the reasonableness of their 
compensation (e.g., commissions). 

 
Generally, the Funds’ administrators calculate the management fees and, if applicable, 

any performance compensation payable to EDCM or its affiliates, and makes payment in 
accordance with the terms of the Funds’ governing documents.  EDCM has no ability to 
withdraw funds directly from Funds’ accounts in connection with the payment of its fees, 
allocations or reimbursable expenses other than as described above. 
 
Item 6: Performance-Based Fees and Side-By-Side Management  

As described in Item 5 above, EDCM charges the Funds a performance allocation based 
on a share of capital gains on or capital appreciation of the assets of a Fund investor.  In 
measuring clients' assets for the calculation of performance compensation, EDCM includes 
realized and unrealized capital gains and losses, after deduction of all expenses including its 
management fee.  

 
Performance-based compensation arrangements may create an incentive for EDCM to 

make investments which may be riskier or more speculative than those which would be made 
under a different fee arrangement.  In addition, to the extent that EDCM or its affiliates are 
charge different performance-based compensation to different client accounts, EDCM’s 
principals will face conflicts when managing such accounts at the same time, including that such 
persons may have an incentive to favor accounts for which such persons receive higher 
performance compensation. Notwithstanding the above, EDCM attempts to ensure that all clients 



 
 

 
 

are treated fairly and equally, and that performance fees or allocations do not influence its 
allocation of investment opportunities among clients.  It does so by monitoring the investments 
made for the Funds on an ongoing basis, and endeavoring to ensure that investments made for 
the Funds are appropriate without regard to the potential for performance compensation.  In 
addition, EDCM has adopted an allocation policy governing allocation of investments among the 
Funds in order to seek to mitigate any potential conflicts.  Performance-based compensation 
arrangements comply with the requirements of Rule 205-3 promulgated under the Advisers Act 
or other applicable exemptions under Section 205(b) or (e) of such Act, and with applicable state 
laws, rules and regulations.  

 
EDCM does not currently manage any accounts other than those of the Funds.  

 
Item 7: Types of Clients  

EDCM provides portfolio management services to the Funds, the investors in which are 
generally high net worth individuals, institutional investors, fund of funds and family offices.  
EDCM may advise different types of clients in the future.  The minimum initial capital 
contribution for Fund II is $250,000 and for the Offshore II, Offshore III, and Fund III is 
$1,000,000. Minimum capital contributions are subject to waiver by the general partner or 
directors, as applicable. 

 
Each investor in Fund II and Fund III and each investor who is a U.S. person in all other 

Funds must be (i) an “accredited investor” as defined in Regulation D under the 1933 Act and 
(ii) a “qualified client” under the Advisers Act.  In addition, each investor who is a U.S. person 
in Offshore II and Offshore III must be a “qualified purchaser” as defined under the 1940 Act. 

 
All Funds, with the exception of Offshore II and Offshore III, currently rely on an 

exemption from registration under the 1940 Act that is available to private funds that do not have 
more than 100 U.S. investors (or any investors in the case of the Fund II).  In addition, Offshore 
II and Offshore III currently rely (and in the future, one or all of the other Funds may rely) on 
another exemption which permit such Funds to have more than 100 U.S. investors (or any 
investors in the case of the Fund II) provided that the investors are “qualified purchasers” 
(essentially an individual or family entity with $5 million in investments or any other entity with 
$25 million in investments).  A Fund relying on this exemption is generally required to redeem 
any investor who does not meet these thresholds.    
 
Item 8: Methods of Analysis, Investment Strategies and Risk of Loss  

The investment objective of Fund II is to achieve long term capital appreciation through 
investments in a diversified portfolio consisting principally of Russian securities and, to a lesser 
extent, other CIS securities.  Fund II pursues this objective by investing substantially all of its 
assets in Fund I.  Fund I and Fund II may also invest in companies that have significant trade 
with, or exposure to, Russia or other countries of the former Soviet Union.  

 
Offshore III expects to invest all or a substantial portion of its assets in Offshore II.  

Offshore III may, however, in certain circumstances, invest directly in financial assets, in 
accordance with the policies and strategies described below, rather than invest in Offshore II.  



 
 

 
 

Offshore II and Offshore III’s investment objective is to achieve long term capital appreciation 
by investing primarily, but not exclusively, in Russian public and privately held equity and debt 
securities, as well as securities of companies located in the Commonwealth of Independent States 
(the “CIS”).  In addition to publicly traded debt and equity securities, the securities in which the 
Offshore II and Offshore III invest may include private or restricted securities or investments.  
Certain of such private or restricted securities will be determined by EDCM to be “Special 
Investments.”  Special Investments are private or restricted or other securities (as determined by 
EDCM in its sole discretion) that carry substantial risks, the value of which are not readily or 
reliably ascertainable and/or which have a long-term investment horizon.  The Offshore II and 
Offshore III may invest in Special Investments which may include securities that arise from 
corporate buy-outs, management buy-outs, leveraged buy-outs, IP portfolios, private equity 
investments, venture capital investments, other pooled investment vehicles, limited partnership 
interests, preferred stock, options, warrants, real estate related securities or other investments in 
privately held companies, restructurings, recapitalizations or similar events or securities of 
established public companies or private companies that are purchased in private placements.  
These Special Investments will generally carry significant or complete restrictions on transfer 
prior to the occurrence of specified events, which may be outside of the control of the Offshore II 
and Offshore III.  Accordingly, the Offshore II and Offshore III may be required to hold Special 
Investments for several years before any disposition can be effected. Special Investments may 
represent a material and substantial portion of the Offshore II and Offshore III portfolio. 

 
 
The investment objective of the Fund III is to achieve high absolute returns by investing 

primarily in US exchange-listed publicly traded equity securities (including ADRs) in the 
biotechnology, pharmaceuticals, and medical technology sectors of the biotechnology/healthcare 
industry and other healthcare related industries (“Biotech”), utilizing leverage through short 
sales, ETFs, options and other permitted derivatives to enhance returns. 

 
Investing in securities involves risk of loss that clients should be prepared to bear and there 

can be no assurance that any of the Funds will achieve their investment objectives. 
 
MATERIAL RISKS 
 

No assurance can be given, of course, that its investment strategy will be successful under 
all or any market conditions.  Investments in the Funds are not guaranteed and the instruments in 
which the Funds invest may lose value.  An investment in the Funds involves a risk of loss that 
an investor should be prepared to bear.  EDCM’s strategies involve numerous risks, which are 
more extensively outlined in the Funds’ Confidential Private Offering Memoranda or other 
offering documents.  We would like to note the following selected risks associated with investing 
in the Funds:  
 
Investment Risks 
 



 
 

 
 

Investment Strategies.  The Funds success depends on EDCM’s ability to select individual 
securities, to correctly interpret market data, predict future market movements and otherwise 
implement its investment strategy.  The Funds are not market-neutral funds and may 
underperform the broader markets.  Any factor that would make it more difficult to execute more 
timely trades, such as a significant lessening of liquidity in a particular market, may also be 
detrimental to profitability.  No assurance can be given that the investment strategies to be used 
by the Funds will be successful under all or any market conditions.   
 
Investment Risks in General.  The Funds will engage in highly speculative investment strategies. 
A potential investor in the Funds should note that the prices of securities and derivatives 
instruments in which the Funds invest may be volatile.  Market movements are difficult to 
predict and are influenced by, among other things, government trade, fiscal, monetary and 
exchange control programs and policies; changing supply and demand relationships; national and 
international political and economic events; changes in interest rates; and the inherent volatility 
of the marketplace.  In addition, governments from time to time intervene, directly and by 
regulation, in certain markets, often with the intent to influence prices directly.  The effects of 
governmental intervention may be particularly significant at certain times in the financial 
instrument and currency markets, and such intervention (as well as other factors) may cause 
these markets and related investments to move rapidly. 

 
Illiquid Investments.  A significant and material portion of the securities and other instruments in 
which the Funds invest may be thinly traded and relatively illiquid or may cease to be traded 
after the Funds invest, including the investments that may be classified by EDCM as Special 
Investments.  The Funds may not be able to liquidate its investments, in particular, Special 
Investments promptly if the need should arise.  In addition, the Funds’ sales of thinly traded 
securities or other investments could depress the market value of such investments and thereby 
reduce the Funds’ profitability or increase its losses.  Such circumstances or events could affect 
materially and adversely the amount of gain or loss the Funds may realize.  In addition, the 
Funds may have difficulty selling illiquid securities and other investments, perhaps causing the 
Funds to have difficulty in meeting redemptions.  No assurance may be given that the Funds will 
be able to satisfy its investors’ redemption requests as of each applicable redemption date.   
 
Restricted Securities.  The Funds may invest a substantial and material portion of its assets in 
restricted securities that are subject to substantial holding periods or that are not traded in public 
markets.  Restricted securities generally are difficult or impossible to sell at prices comparable to 
the market prices of similar securities that are publicly traded.  No assurance can be given that 
any such restricted securities will be eligible to be traded on a public market even if a public 
market for securities of the same class were to develop.  It is highly speculative as to whether 
and when an issuer will be able to register its securities so that they become eligible for trading 
in public markets. 

Region and Country Investing.  The Funds may focus its investments in particular regions and/or 
in certain foreign countries.  Focusing their investments in such a manner will subject the Funds, 
to a greater extent than if their investments in those regions or countries were more limited, to 
the risks of adverse securities markets, exchange rates and social, political or economic 
developments that may occur in those regions or countries. 



 
 

 
 

Concentration and Nondiversification Risks.  The Funds may be considered nondiversified if 
they invest a relatively high percentage of their assets in a few companies and/or sectors.  
Such companies and/or sectors may be uncorrelated and/or overly correlated with the broader 
markets.  Accordingly, the Funds may be subject to nondiversification risk, which is the 
possibility that the Funds’ performance may be hurt disproportionately by the poor 
performance of relatively few stocks or even a single stock.  In the event the Funds invest a 
large proportion of their assets in the particular industry or related industries, the Funds’ 
performance will largely depend on the overall condition of those industries.  Accordingly, 
the Funds may also be subject to industry concentration risk, which is the possibility that 
there will be overall problems affecting a particular industry.   

Short Sales.  The Funds may sell securities short.  Short selling involves the sale of a security 
that the Funds does not own and must borrow in order to make delivery in the hope of 
purchasing the same security at a later date at a lower price.  In order to make delivery to their 
purchaser, the Funds must borrow securities from a third party lender.  The Funds subsequently 
returns the borrowed securities to the lender by delivering to the lender the securities they 
receive in the transaction or by purchasing securities in the open market.  The Funds must 
generally pledge cash with the lender equal to the market price of the borrowed securities.  This 
deposit may be increased or decreased in accordance with changes in the market price of the 
borrowed securities.  During the period in which the securities are borrowed, the lender typically 
retains his right to receive interest and dividends accruing to the securities.  In exchange, in 
addition to lending the securities, the lender generally pays the Funds a fee for the use of the 
Funds’ cash.  This fee is based on prevailing interest rates, the availability of the particular 
security for borrowing and other market factors. 

Theoretically, securities sold short are subject to unlimited risk of loss because there is no limit 
on the price that a security may appreciate before the short position is closed.  In addition, the 
supply of securities that can be borrowed fluctuates from time to time.  The Funds may be 
subject to losses if a security lender demands return of the lent securities and an alternative 
lending source cannot be found. 

Accuracy of Public Information.  EDCM selects investments for the Funds, in part, on the basis 
of information and data filed by issuers with various government regulators or made directly 
available to EDCM by the issuers or through sources other than the issuers.  Although EDCM 
evaluates all such information and data and ordinarily seeks independent corroboration when 
EDCM considers it is appropriate and reasonably available, EDCM is not in a position to 
confirm the completeness, genuineness or accuracy of such information and data, and in some 
cases, complete and accurate information is not available. 

Leverage.  When deemed appropriate by EDCM and subject to applicable regulations, the Funds 
may use leverage in their investment program, including the use of borrowed funds and 
investments in certain types of options, such as puts, calls and warrants, which may be purchased 
for a fraction of the price of the underlying securities while giving the purchaser the full benefit 
of movement in the market of those underlying securities.  While such strategies and techniques 
increase the opportunity to achieve higher returns on the amounts invested, they also increase the 
risk of loss.  To the extent the Funds purchase securities with borrowed funds, their net assets 
will tend to increase or decrease at a greater rate than if borrowed funds are not used.  The level 



 
 

 
 

of interest rates generally, and the rates at which such funds may be borrowed in particular, could 
affect the operating results of the Funds.   If the interest expense on borrowings were to exceed 
the net return on the portfolio securities purchased with borrowed funds, the Funds’ use of 
leverage would result in a lower rate of return than if the Funds were not leveraged. 

If the amount of borrowings which the Funds may have outstanding at any one time is large in 
relation to their capital, fluctuations in the market value of the Funds’ portfolios will have 
disproportionately large effects in relation to the Funds’ capital and the possibilities for profit 
and the risk of loss will therefore be increased.  Any investment gains made with the additional 
monies borrowed will generally cause the net asset value of the Funds to rise more rapidly than 
would otherwise be the case.  Conversely, if the investment performance of the additional 
moneys borrowed fails to cover their cost to the Funds, the net asset value of the Funds will 
generally decline faster than would otherwise be the case. 

Derivatives.  Derivatives are financial contracts whose value depends on, or is derived from, an 
underlying product, such as the value of a securities index.  Among the types of derivatives that 
may be used by the Funds are futures, options and swaps.  The risks generally associated with 
derivatives include the risks that: (1) the value of the derivative will change in a manner 
detrimental to the Funds; (2) before purchasing the derivative, the Funds will not have the 
opportunity to observe its performance under all market conditions; (3) another party to the 
derivative may fail to comply with the terms of the derivative contract; (4) the derivative may be 
difficult to purchase or sell; and (5) the derivative may involve indebtedness or economic 
leverage, such that adverse changes in the value of the underlying asset could result in a loss 
substantially greater than the amount invested in the derivative itself or in heightened price 
sensitivity to market fluctuations.  The Funds will often be required to pledge all or a part of their 
assets to the counterparty in a derivatives transaction. 

The Funds may also invest in non-U.S.-traded derivatives.  When traded outside the United 
States, derivatives may not be regulated as rigorously as in the United States, may not involve a 
clearing mechanism and related guarantees, and will be subject to the risk of government actions 
affecting trading in, or the prices of, foreign securities and other instruments.  The value of 
positions taken as part of non-U.S. derivatives also could be adversely affected by: (1) other 
complex foreign political, legal and economic factors, (2) lesser availability of data on which to 
make trading decisions than in the United States, (3) delays in the Funds’ ability to act upon 
economic events occurring in foreign markets during non-business hours in the United States, (4) 
the imposition of different exercise and settlement terms and procedures and margin 
requirements than in the United States and (5) lower trading volume and liquidity.   

Non-U.S. Exchanges and Markets.  The Funds may engage in trading on non-U.S. exchanges and 
markets.  Trading on such exchanges and markets may involve certain risks not applicable to 
trading on U.S. exchanges and is frequently less regulated.  For example, certain of those 
exchanges may not provide the same assurances of the integrity (financial and otherwise) of the 
marketplace and its participants, as do U.S. exchanges.  There also may be less regulatory 
oversight and supervision by the exchanges themselves over transactions and participants in such 
transactions on those exchanges.  Some non-U.S. exchanges, in contrast to U.S. exchanges, are 
“principals’ markets” in which performance is the responsibility only of the individual member 
with whom the trader has dealt and is not the responsibility of an exchange or clearing 
association.  Furthermore, trading on certain non-U.S. exchanges may be conducted in such a 



 
 

 
 

manner that all participants are not afforded an equal opportunity to execute certain trades and 
may also be subject to a variety of political influences and the possibility of direct government 
intervention.  Investment in non-U.S. markets would also be subject to the risk of fluctuations in 
the exchange rate between the local currency and the dollar and to the possibility of exchange 
controls.  Foreign brokerage commissions and other fees are also generally higher than in the 
United States.   

Investments in Non-U.S. Securities.  The Funds invest and trade a major portion of their assets in 
non-U.S. securities, which give rise to risks relating to political, social and economic 
developments abroad, as well as risks resulting from the differences between the regulations to 
which U.S. and foreign issuers and markets are subject: 

 These risks may include political or social instability, the seizure by foreign governments of 
company assets, acts of war or terrorism, withholding taxes on dividends and interest, high or 
confiscatory tax levels, and limitations on the use or transfer of portfolio assets. 

 Enforcing legal rights in some foreign countries is difficult, costly and slow, and there are 
sometimes special problems enforcing claims against foreign governments. 

 Foreign securities often trade in currencies other than the U.S. dollar, and the Funds may directly 
hold foreign currencies and purchase and sell foreign currencies through forward exchange 
contracts.  Changes in currency exchange rates will affect the Funds’ net asset value, the value of 
dividends and interest earned, and gains and losses realized on the sale of securities.  An increase 
in the strength of the U.S. dollar relative to these other currencies may cause the value of the 
Funds’ investments to decline.  Some foreign currencies are particularly volatile.  Foreign 
governments may intervene in the currency markets, causing a decline in value or liquidity of the 
Funds’ foreign currency holdings.  If the Funds enter into forward foreign currency exchange 
contracts for hedging purposes, they may lose the benefits of advantageous changes in exchange 
rates.  On the other hand, if the Funds enter forward contracts for the purpose of increasing 
return, they may sustain losses. 

  Non-U.S. securities markets may be less liquid, more volatile and less closely supervised by the 
government than in the United States.  Foreign countries often lack uniform accounting, auditing 
and financial reporting standards, and there may be less public information about their 
operations.   

Small Companies.   The Funds may invest a portion of their assets in small and/or unseasoned 
companies with small market capitalizations.  While smaller companies generally have potential 
for rapid growth, they often involve higher risks because they may lack the management 
experience, financial resources, product diversification, and competitive strength of larger 
companies.  In addition, in many instances, the frequency and volume of their trading may be 
substantially less than is typical of larger companies.  As a result, the securities of smaller 
companies may be subject to wider price fluctuations.  When making large sales, the Funds may 
have to sell portfolio holdings at discounts from quoted prices or may have to make a series of 
small sales over an extended period of time due to the lower trading volume of smaller company 
securities. 



 
 

 
 

Real Estate Industry Considerations.  The Funds may invest in real estate related securities.  
Therefore, an investment in the Funds is subject to certain risks associated with the direct 
ownership of real estate and with the real estate industry in general.  These risks include, among 
others: possible declines in the value of real estate; risks related to general and local economic 
conditions; possible lack of availability of mortgage funds; overbuilding; extended vacancies of 
properties; increases in competition, property taxes and operating expenses; changes in zoning 
laws; costs resulting from the clean-up of, and liability to third parties for damages resulting 
from, environmental problems; casualty or condemnation losses; uninsured damages from 
floods, earthquakes or other natural disasters; limitations on and variations in rents; and changes 
in interest rates.  To the extent that assets underlying the Funds’ investments are concentrated 
geographically, by property type or in certain other respects, the Funds may be subject to certain 
of the foregoing risks to a greater extent. 

Currency Risk.  The value of the Funds’ assets may be affected favorably or unfavorably by the 
changes in currency rates and exchange control regulations.  Some currency exchange costs may 
be incurred when the Funds change investments from one country to another.  Currency 
exchange rates may fluctuate significantly over short periods of time.  They generally are 
determined by the forces of supply and demand in the respective markets and the relative merits 
of investments in different countries, actual or perceived changes in interest rates and other 
complex factors, as seen from an international perspective.  Currency exchange rates can also be 
affected unpredictably by intervention by governments or central banks (or the failure to 
intervene) or by currency controls or political developments.  The Funds may or may not seek to 
mitigate the risk of currency exchange fluctuation. 

Over-the-Counter (“OTC”) Transactions.  The Funds may deal in forward foreign exchange 
contracts between currencies of the different countries and multi-national currency units and 
options on currencies for hedging or speculation.  With respect to forward currency contracts, 
this is accomplished through contractual agreements generally to purchase or sell one specified 
currency for another currency at a specified future date and price determined at the inception of 
the contract. The Funds may engage in other OTC transactions, such as options not traded on an 
exchange, swaps, caps, floors, and collars.   

In general, there is less governmental regulation and supervision in the OTC markets than of 
transactions entered into on an organized exchange.  In addition, many of the protections 
afforded to participants on some organized exchanges, such as the performance guarantee of an 
exchange clearinghouse, will not be available in connection with OTC transactions.  This 
exposes the Funds to the risks that a counterparty will not settle a transaction because of a credit 
or liquidity problem or because of disputes over the terms of the contract.  The Funds are not 
restricted from concentrating transactions with one counterparty.  The Funds, therefore, will be 
exposed to greater risk of loss through default than if they confined its trading to regulated 
exchanges. 

The Funds will be subject to the risk of the inability of counterparties to perform with respect to 
transactions, whether due to insolvency, bankruptcy, governmental prohibition or other causes, 
which could subject the Funds to substantial losses.   

Leveraged and Inverse Exchange-Traded Funds (ETFs).  The Funds may invest to leveraged and 
inverse ETFs for hedging purposes. Inverse ETFs (also being called “short” funds) are typically 



 
 

 
 

registered investment companies whose shares represent an interest in a portfolio of securities 
that track an underlined benchmark or index and seek to deliver the opposite of the performance 
of the index or benchmark they track. Leverage inverse ETFs (also being called “ultra short” 
funds) seeks to achieve a return that is a multiple of the inverse performance of the underlined 
index or benchmark. To accomplish their objectives leveraged and inverse ETFs pursue a range 
of investment strategies through the use of swaps, futures contracts, and other derivative 
instruments. Most of leveraged and inverse ETFs are being “reset” daily because they are 
designed to achieve their stated objectives on a daily basis. Their performances for longer 
periods of time can differ significantly from inverse of the performance of their underlined index 
or benchmark during the same period of time. This effect can be magnified in volatile markets. 
Investors could suffer significant losses if the long-term performance of the correspondent index 
or benchmark showed a gain. Inverse ETFs often are being marketed as a way for investors to 
profit from, or at least hedge their exposure to, downward moving markets. Leveraged and 
inverse ETFs may be costly and less tax-efficient than traditional ETFs partly because daily 
resets can cause the ETF to realize significant short-term capital gains that may not be offset by a 
loss. 
 
Risks of Non-Controlling Investments; Control Person Liability.  The Funds may take minority 
shareholdings in certain investee companies and, as a result, may be unable to protect their 
interests effectively.  Such investments may involve risk not present in the Funds’ investments 
where a third party is not involved, including the risk that a co-investor might at any time have 
economic or business interests or goals that are inconsistent with those of the Funds or may be in 
a position to take action contrary to the Funds’ investment objectives.  Conversely, the Funds 
may acquire controlling interests in certain investee companies.  The exercise of control over an 
investee company may impose additional risks of liability for environmental damage, product 
defects, failure to supervise management, violation of governmental regulations or other types of 
liability in which the limited liability generally characteristic of business ownership may be 
ignored.  If these liabilities were to arise, the Funds might suffer a significant loss. 

Trading Errors.  Though EDCM will attempt to correct trading errors as soon as they are 
discovered, it may not be responsible for poor executions or trading errors committed by the 
brokers with which they transact or EDCM itself, unless, in the case of EDCM, such errors 
resulted from EDCM’s gross negligence or willful misconduct.   

Valuation of Fund Investments.  The Administrator shall calculate the net asset value of the 
Funds with the assistance of EDCM and under the supervision of the Directors.  Valuation of the 
Funds’ investments, including the Special Investments (which will indirectly determine the 
amount of the Management Fee and the Performance Allocation) may involve uncertainties and 
judgmental determinations, and if such valuations should prove to be incorrect, the Fund 
investors could be adversely affected.  Independent pricing information may not at times be 
available with respect to certain of the Funds’ securities and other investments.  Accordingly, 
while the Directors, EDCM and the Administrator will use their best efforts to value and/or 
calculate (as applicable) all investments in the Funds fairly, certain investments may be difficult 
to value and may be subject to varying interpretations of value. In addition, management fee 
calculation may (and in some cases, will) be based on the net asset value which may be 
calculated on the basis of unaudited information which may vary from the audited financial 
information and may be based on sources which EDCM may believe to be reliable but which 



 
 

 
 

accuracy cannot be guaranteed. Such net asset value determination can also give raise to 
significant conflicts of interests. In particular, while EDCM and the Administrator will use their 
best efforts to value and/or calculate (as applicable) all investments in the Funds fairly, EDCM 
receives Management Fees and may receive performance compensation on the basis of the Net 
Asset Value as calculated by the Administrator and EDCM and if such Fund’s Net Asset value is 
higher than the true value, investors may be adversely affected by higher Management Fees and 
performance compensation payable to EDCM or its affiliates.  

Compensation Arrangements with Fund Managers.  The Funds may enter into arrangements 
with certain managers of investment funds or vehicles, including affiliated managers 
(“Managers”) which provide that such Managers be compensated, in whole or in part, based on 
the appreciation in value (including unrealized appreciation) of the account during specific 
measuring periods.  Due to the fees and expenses charged by the Managers, the Funds are subject 
to layering of administrative expenses, as well as of incentive compensation.  In addition, the 
Funds may be required to make an incentive allocation to certain Managers who make a profit 
for the Funds in a particular fiscal year even though the Funds may in the aggregate incur a net 
loss for such fiscal year.  

Cross-Class Liability.  The Funds have the power to issue (and at least some of the Funds have 
issued) shares or limited partnership interests in classes or series.  While the Funds’ governing 
documents may provide for the manner in which the liabilities are to be attributed across the 
various classes or series, each Fund is a single legal entity.  If a class or series of shares or 
limited partnerships interests sustains losses or liabilities in excess of the assets attributable to 
such class or series, such excess may be apportioned to the other classes and/or other series of 
shares or limited partnerships interests and investors of one or more classes or series of shares or 
limited partnership interests may be compelled to bear the liabilities incurred in respect of other 
classes or series which such investors do not themselves own if there are insufficient assets in 
that other class or series to satisfy those liabilities.  In fact, it may not possible to isolate or 
protect the assets attributable to any one class or series of shares or limited partnerships interests 
from the liabilities attributable to other classes or series of shares or limited partnerships interests 
to the extent that the assets of one particular class or series of shares or limited partnerships 
interests are insufficient to satisfy the liabilities attributable to such class or series of shares or 
limited partnerships interests.  While efforts may be made to contract with parties on a “limited 
recourse” basis, there is no guarantee that each Fund will be able to attain such result.  
Accordingly, there is a risk that liabilities of one class or series may not be limited to that 
particular class or series and may be required to be paid out of one or more other classes or 
series. 
Certain Conflicts.  The principals of EDCM may be involved in various other ventures, including 
serving as directors or principals of the portfolio companies in which the Funds may invest.  
Thus, such principals may have a conflict between their duties as principals of EDCM and their 
duties to, and financial or other interest in, the Funds’ portfolio companies which may 
compensate such persons for their activities on behalf of such portfolio companies.  If a conflict 
of interest arises, EDCM will endeavor to ensure that the conflict is resolved fairly and that 
EDCM’s clients are not disadvantaged in any manner in this regard.   

Risk Factors Relating to Russia and CIS 



 
 

 
 

Described below are certain risk factors peculiar to investing in Russia and CIS which require 
consideration of matters not usually associated with investing in securities of issuers in more 
developed capital markets. Russia and CIS present different economic and political conditions 
from those in Western markets, and less social, political and economic stability.  The absence, 
until relatively recently (if at all), of any move towards capital markets structures or to a free-
market economy means investing in these countries is more risky than investing in Western 
markets. Information on Russia and CIS is to be treated with particular care due to the limited 
availability and reliability of such information. 

Political and Economic Risks.  Under the Communists, Russia had a centrally planned, socialist 
economy and a totalitarian system of government.  Since the break-up of the Soviet Union at the 
end of 1991, Russia and other countries within the CIS have undergone substantial political and 
social upheaval.  Though the transition from a centrally controlled, command system to a 
market-oriented, democratic model has commenced, the terms on which this will occur are still 
not entirely clear and may be affected by further fears of inflation and political and geopolitical 
developments.  The consequences, however, are profound, and investors should take into account 
the unpredictability of their eventual outcome.   The economies and policies of Russia and the 
CIS may and do differ significantly from the economies of Western Europe, North America and 
Japan in such respects as the rate of inflation, currency depreciation, capital reinvestment, 
structural unemployment, balance of payments position and political risks.  The value of the 
Funds may therefore be affected by uncertainties such as political or diplomatic developments, 
social and religious instability, changes in government policies, taxation and interest rates, 
currency repatriation and other political, geopolitical and economic developments in law or 
regulations in Russia, the CIS and the world and, in particular, the risks of expropriation, 
nationalism and confiscation of assets and changes in legislation relating to the level of foreign 
ownership.  Russia’s economy and markets remain highly sensitive to oil prices.  Russia’s budget 
surplus has turned to deficit and its GDP has experienced substantial reductions as a result of the 
recent sharp fall in the price of oil.  Any further reductions in the price of oil might cause 
enterprises to further delay investment plans, resulting in even a slower or a negative growth and 
leading to a greater negative impact on the overall federal budget. 

The economic and political situation in Russia is further exacerbated by the effects of sanctions 
on the Russian economy as a result of the events described under “Russian-Ukrainian Conflict 
and Sanctions Against Russia.”  To date, the sanctions have been relatively mild as many 
countries rely heavily on energy imports from Russia and oppose outright trade restrictions and 
European banks are ill positioned to absorb defaults on Russian debt.  If the present Russian 
military line persists or becomes more aggressive, then there is room for significantly harsher 
sanctions which may have further adverse impacts on the Russian economy and, therefore, the 
Funds.  

Furthermore, many Russian companies need to refinance their hard-currency debts. Sanctions 
prohibit this refinancing.  This lack of ability to successfully refinance combined with the drop in 
the price of oil may have significant adverse effects on Russian companies and currency reserves 
available to them, contributing to further volatility of Russian currency and sometimes even 
causing panic in the currency and stock markets.  As a result of all of these factors, rating 
agencies anticipate a chain of bankruptcies among Russian companies and have already lowered 
Russian sovereign and private credit ratings causing the Russian central bank to resort to 



 
 

 
 

emergency measures. Such measures include facilitating bond deals, dramatically raising interest 
rates to make ruble accounts more attractive and discouraging residents from converting rubles 
into foreign currencies.  However, there can be no assurances that any such measures will prove 
successful. 

Russian-Ukrainian Conflict and Sanctions Against Russia. The current business and economic 
environment is substantially affected by the political developments in Ukraine and Russia 
commencing with riots in Ukraine starting in November 2013 and resulting in an ousting of 
President Yanukovich and his government in February 2014 and the annexation of Crimea by 
Russia in March 2014.  We believe that the President and Parliament elected in 2014, and  the 
current Ukrainian government is making significant efforts to stop continuing economic erosion, 
stabilize the national currency hryvna, and restructure the existing domestic and foreign debt to 
avoid bankruptcy. The new authorities invited foreign professionals with investment and asset 
management background to chair the key ministries of Finance and Economic Development to 
help implement the best foreign experience. The initial progress achieved by the new 
government was instrumental in getting financial support from the United States, European 
Union, and International Monetary Fund.   However, the situation remains critical and uncertain 
due to the continued political and military pressure from Russia, the separatist movements in the 
Eastern Ukraine fueled by the Crimea annexation and a support from Russia; and the remaining 
threat of further conflict escalation by Russia, including through an invasion of the mainland 
Ukraine and other former Soviet Union republics with a sizable share of Russian-speaking 
population.  The United States, the European Union, the G7 countries, and the vast majority of 
the members of the United Nations denounced the annexation of Crimea and imposed sanctions 
against certain businessmen and politicians in Russia and Crimea. In order to de-escalate the 
conflict the United States, the European Union, and the G7 countries announced that they are 
ready to proceed with further sanctions including those against the most important sectors of the 
Russian economy. The scope, the timing, and the potential effects of those sanctions, if imposed, 
are uncertain and such further sanctions might result in a significant deterioration in the value of 
the Funds’ assets, including the ability of the Funds to recover such assets in the near and long 
term.  The existing sanctions have been renewed by both the US and the EU most recently in 
December 2016. 
 
Regulatory Risk.  Enterprises in which the Funds invest may be or become subject to unduly 
burdensome and restrictive regulation affecting the commercial freedom of the investee company 
including as a result of the events described above, thereby diminishing the value of the Funds’ 
investment in it.  Restrictive or overregulation may therefore be a form of indirect 
nationalization. 

Lack of Market Economy.  Businesses in Russia have only a very recent history of operating 
within a market oriented economy.  In general, relative to companies operating in Western 
economies, companies in Russia are characterized by a lack of experienced management; 
modern technology; and sufficient capital base with which to develop and expand their 
operations.  It is unclear what will be the effect on companies in Russia, if any, of attempts to 
move towards a more market-oriented economy. 

Settlement Risk.  Because of the relatively underdeveloped securities markets, banking and 
telecommunications systems concerns arise in relation to settlement, clearing and registration of 



 
 

 
 

transactions in securities.  Furthermore, due to the local postal and banking systems, no 
guarantee can be given that all entitlements attaching to securities acquired by the Funds, 
including in relation to dividends, can be realized.  However, none of the Funds, the Custodians, 
the Administrators, EDCM or ED Capital LLC or any of their agents makes any representation 
or warranty about, or any guarantee of, the operation, performance or settlement, clearing and 
registration of transactions dealing in securities in Russia. 

Registration Risk in Russia.  Currently, evidence of legal title to shares in Russia is typically 
maintained in “book entry” form. In order to be recognized as the registered owner of a 
company’s shares, a purchaser or a purchaser’s representative must physically visit the registrar 
of the company (“Regional Registrar”) and open an account with the Regional Registrar (which, 
in certain cases, requires the payment of an account opening fee).  Thereafter, each time that 
purchaser purchases additional shares in the company, the purchaser's representative must 
present to the Regional Registrar powers of attorney from the purchaser and the vendor of such 
shares, along with evidence of such purchase, at which time the Regional Registrar will debit 
such purchased shares from the vendor’s account maintained on the register and credit such 
purchased shares to the purchaser's account maintained on the register.  The role of the Regional 
Registrar in the custodial and registration process is crucial.  Although the Russian Federal 
Securities Commission has published regulations governing activities of registrars the 
effectiveness of government supervision of registrars is questionable and it is possible for the 
Funds to lose their registration in one or more securities through fraud, negligence or mere 
oversight.  Furthermore, while companies with more than 500 shareholders are required under 
Russian law to maintain independent Regional Registrars that meet certain statutory criteria, in 
practice this regulation has not historically always been strictly enforced.  Because of the lack of 
independence, the management of a company can potentially exert significant influence over the 
make-up of that company’s shareholders.  If a Regional Registrar were to suffer a fire or other 
catastrophe, the consequence of which were to be the destruction or mutilation of the Register, 
the Funds’ holdings of the relevant shares of the related company could be substantially impaired 
or, in certain cases, erased.  The Regional Registrars typically do not maintain insurance against 
such occurrence, nor are they likely to have assets sufficient to compensate the Funds as a result 
thereof.  While the Regional Registrar and the company may be legally obliged to remedy such 
loss, there is no guarantee that either of them would do so, nor is there any guarantee that the 
Funds would be able to successfully bring a claim against them as a result of any such loss.  In 
addition to the possibility of a Regional Registrar suffering a catastrophic loss, a Regional 
Registrar or the relevant company could willfully refuse to recognize the Funds as the registered 
owner of shares previously purchased by the Funds.  None of the Funds, EDCM, ED Capital 
LLC, the Administrators, the Custodians or any of their agents makes any representation or 
warranty about, or any guarantee of, any Regional Registrar's operations or performance. 

Custody Risk.  Custody services in Russia and the CIS remain undeveloped and, although the 
Funds will endeavor to put into place control mechanisms, including the selection of agents to 
register securities on behalf of the Funds, and, where appropriate, regular reconciliations of 
entries on relevant securities registers to ensure that the Funds’ interests continue to be recorded, 
there is a transaction and custody risk of dealing in these securities.  The Funds’ custodians are 
empowered by the Funds to delegate all or any of their functions and duties to local sub-
custodians (“Correspondents”) in Russia and the CIS.  EDCM attempts to provide that the 
custodians exercise due skill, care and diligence in the selection, appointment and monitoring of 



 
 

 
 

such Correspondents and maintain an appropriate level of supervision over such Correspondents 
and makes appropriate periodic enquiries to confirm that the obligations of such Correspondents 
continue to be discharged; however, there can be no assurances that the custodians and the 
Correspondents will do so or that they will continue to do so in the future.  The custodians retain 
responsibility for the acts and omissions of its Correspondents in developed markets, but are not 
liable for any loss directly or indirectly arising as a result of the acts or omissions of its 
Correspondents in certain emerging markets countries (as referred to in the custodian 
agreements, and including Russia and the majority of CIS countries).  The custodians are 
generally required for the duration of any agreement with such Correspondent satisfy themselves 
as to the ongoing suitability of that Correspondent to provide custodial services to the Funds.  
The custodians will not be liable for any losses suffered by the Funds as a result of the 
bankruptcy or insolvency of any Correspondent.  The custodians are not responsible for the 
safekeeping of assets deposited with brokers.   

Accounting Practice.  Accounting standards in Russia and the CIS do not correspond to 
accounting principles generally accepted in the United States of America in all material respects. 
In addition, auditing requirements and standards differ from those generally accepted in the 
international capital markets and consequently information available to investors in developed 
capital markets is not always obtainable in respect of companies in Russia and the CIS. The 
Funds’ own financial statements will conform to accounting principles generally accepted in the 
United States of America. 

Quality of Information.  Investors in Russia and the CIS generally have access to less reliable or 
less detailed information, including both general economic data and information concerning the 
operations, financial results, capitalization and financial obligations, earnings and securities of 
specific enterprises.  The quality and reliability of information available to the Funds will, 
therefore, be less than in respect of investments in Western countries.  Obligations on companies 
to publish information are also more limited, thus further restricting opportunities for the Funds 
to carry out due diligence.  At present, the Funds will be obliged to make investment decisions 
and investment valuations on the basis of financial information that will be less complete and 
reliable than that customarily available in the West. Also, the quality and reliability of official 
data published by the government and government agencies of Russia and the CIS is generally 
not equivalent to that of more developed Western countries. 

Uncertain Legal and Regulatory Environment.  The laws and regulations in Russia and the CIS 
affecting Western investment and business continue to evolve in an unpredictable manner.  Laws 
and regulations, particularly those involving taxation, currency regulation, foreign investment, 
trade and transfer of title to securities and other property applicable to the Funds’ activities are 
relatively new and can change quickly and unpredictably.  Although basic commercial laws are 
in place, they are often unclear and untested and subject to varying interpretation, and may at any 
time be amended, modified, repealed or replaced in a manner adverse to the interests of the 
Funds.  Enterprises in which the Funds invest may be or may become subject to unduly 
burdensome and restrictive regulation, including, in particular, price controls and restrictions on 
export.  Such regulations may affect the commercial freedom of such enterprises and thereby 
diminish the value of the Funds’ investment in such enterprises. 



 
 

 
 

Taxation.  Tax law and practice in Russia and the CIS is not as clearly established as that of the 
Western nations. It is possible, therefore, that the current interpretation of the law or 
understanding of practice may change or, indeed, that the law may be changed with retrospective 
effect.  Accordingly, it is possible that the Funds could become subject to taxation in Russia and 
the CIS that is not anticipated either at the date of this document or when investments are made, 
valued or disposed of.  In addition, in some of these countries the domestic tax burden is high 
and the discretion of local authorities to create new forms of taxation has resulted in a 
proliferation of taxes, in some cases imposed or interpreted retrospectively.  Penalties on the late 
payment of tax (even when it is imposed retrospectively) can be substantial. 

Repatriation Restrictions.  The foreign investment legislation of Russia currently provides 
general assurances of the rights of foreign investors to remit profits and dividends from their 
investments in Russia.  In some cases, however, these rights are subject to currency, tax and 
export restrictions and no guarantee can be given that all the proceeds of investments will be 
capable of being remitted. 
 
Risk Factors Relating to Securities of Biotech Companies 
 

Biotech companies are generally subject to greater governmental regulation than other 
industries at both the state and federal levels. Changes in governmental policies or regulation 
may have a material effect on the demand for or costs of certain products and services and 
therefore could affect the performance of the Funds. A Biotech company must receive 
government approval before introducing new drugs and medical devices or procedures. This 
process may delay the introduction of these products and services to the marketplace, resulting in 
increased development costs, delayed cost-recovery and loss of competitive advantage to the 
extent that rival companies have developed competing products or procedures, adversely 
affecting the company’s revenues and profitability. Biotech companies may have persistent 
losses during a new product’s transition from development to production, and their revenue may 
be erratic. Additionally, the products and services offered by Biotech companies may be subject 
to rapid obsolescence caused by technological and scientific advances. 
 

Expansion of facilities by healthcare providers is subject to “determinations of need” by 
the appropriate government authorities. This process not only increases the time and cost 
involved in these expansions, but also makes expansion plans uncertain, limiting the revenue and 
profitability growth potential of healthcare facilities operators and negatively affecting the price 
of their securities. Certain Biotech companies depend on the exclusive rights or patents for the 
products they develop and distribute. Patents have a limited duration and, upon expiration, other 
companies may market substantially similar “generic” products which cost less to develop and 
may cause the original developer of the product to lose market share and/or reduce the price 
charged for the product, resulting in lower profits for the original developer. Accordingly, 
Biotech companies can be affected significantly by patent considerations, intense competition, 
rapid technological change and obsolescence and governmental regulation.  
 

Finally, because the products and services of Biotech companies affect the health and 
well-being of many individuals, these companies are especially susceptible to product liability 
lawsuits. The share price of a Biotech company can drop dramatically not only as a reaction to an 
adverse judicial ruling, but also from the adverse publicity accompanying threatened litigation. 



 
 

 
 

 
 

Item 9: Disciplinary Information  

 This item requires EDCM to disclose any legal or disciplinary events material to a client’s 
or prospective client’s evaluation of our business or the integrity of our management.  Currently, 
there are no legal or disciplinary events material to a client’s or prospective client’s evaluation of 
our business or the integrity of our management to disclose in this Item. 
 
Item 10: Other Financial Industry Activities and Affiliations  

EDCM is an SEC-registered investment advisor. Neither EDCM nor any of its officers, 
managers or employees is registered, or has a current application pending to register, as a broker-
dealer, registered representative of a broker-dealer, futures commission merchant (“FCM”), 
commodity pool operator (“CPO”) or commodity trading advisor (“CTA”).  However, EDCM 
currently relies upon an exemption from registration under Regulation 4.13(a)(3) of the U.S. 
Commodities Exchange Act for all of its Funds that may invest in commodities.  In addition, 
neither EDCM nor any of its officers, managers or employees is an associated person of an FCM 
or a CPO or CTA.  

 
ED Capital LLC, EDCM’s affiliate, is the general partner of Fund II and Fund III, the 

investment advisor to Offshore III, and a special limited partner of SPV I.  It was an investment 
advisor to Fund I and Offshore I until its resignation effective in March 2017. The principals of 
EDCM are also the principals of ED Capital LLC and 371 Capital Ltd., including Mr. Daniloff, 
who serves as the managing member for EDCM and ED Capital LLC and a director at 371 
Capital Ltd. entities.  Other than as described herein, EDCM does not have any arrangement in 
which it is compensated for recommending or selecting other investment advisers for the Funds, 
nor does it have any other business relationship with an investment adviser that would create a 
material conflict of interest with respect to EDCM’s management of the Funds.  Other than 
otherwise disclosed herein, to EDCM’s knowledge, neither EDCM nor its officers, managers or 
employees have a relationship or arrangement with any related person that would create a 
material conflict of interest with its clients.  

 
As described above, although EDCM fully waived its management fees applicable to 

Fund II and Offshore I in 2013, 2014, 2015, 2016, and 2017, it is generally entitled to receive 
management fees in connection with the management and operation of the Funds.  EDCM may 
also recommend managed accounts or other vehicles (including Funds) to investors that contain 
a performance fee or a performance allocation that will permit EDCM or an affiliate, including 
ED Capital LLC and 371 Capital Ltd., to participate in the profits of the Funds or other 
investment vehicles. 

 
Any of EDCM or ED Capital LLC’s or 371 Capital Ltd.’s affiliates may act as 

investment adviser or investment manager for others, may manage funds, separate accounts or 
capital for others and may serve as an officer, director, consultant, partner or stockholder of one 
or more investment funds, partnerships, securities firms or advisory firms.  Such other entities or 
accounts may have investment objectives or may implement investment strategies similar to or 
different from those of the Funds (and in the event of different investment objectives, may 



 
 

 
 

receive allocations of investments, that are similar to or different from those received by the 
Funds) and the performance of such entities and accounts may diverge from that of the Funds.  In 
addition, such entities and accounts may have negotiated different engagement (including 
management fee and performance fee and allocation and liquidity) terms with EDCM or its 
affiliates and may have access to additional trading information and supporting analytics as 
relating to EDCM’s investment strategies, which could affect their performance. 

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

EDCM has adopted a Code of Ethics (“Code”) that describes standards of conduct 
expected of EDCM personnel.  The Code sets forth standards of conduct, expected of EDCM’s 
personnel, reflecting the fiduciary obligations of EDCM and its personnel to the Funds, and 
requires EDCM’s personnel to comply with applicable federal securities laws. Among other 
things, the Code requires EDCM’s personnel to report any violation(s) of the Code or any 
violation(s) of federal securities laws. EDCM’s personnel generally may not trade securities of 
individual issuers held by the Funds in their personal accounts, though on rare occasions an 
employee may be permitted to purchase or sell a security that is held by the Funds.  On such 
occasion, EDCM’s Managing Member must approve the request, subject to the restriction, to 
minimize even the appearance of a conflict of interest, that an employee order may not be placed 
on the same day EDCM has entered, or expects to enter, an order in the same security in 
advance.  EDCM’s principals and employees must instruct the brokerage firm holding their 
personal accounts to provide duplicate trade confirmations and monthly customer statements 
directly to EDCM’s Chief Compliance Officer.  All employees must certify, that he or she has 
complied with the Code.  EDCM keeps records of reports and other information that access 
persons are required to provide under the Code. 

 
The Code states that EDCM personnel owe a duty of loyalty to EDCM and its clients that 

requires EDCM personnel to act in the best interests of its investors.  In addition, EDCM 
personnel must avoid actions or activities that allow (or appear to allow) them or their family 
members to profit or benefit from their relationship with EDCM or its investors except in the 
event the potential conflicts that may result are in the reasonable opinion of EDCM significantly 
outweighed by the benefits that the investors are expected to receive from the actions or the 
activities, e.g., in the event such EDCM personnel or their related persons may be the best 
persons, due to their qualifications or willingness, to perform the desired activities or actions on 
behalf of EDCM, the Funds or the portfolio companies and their compensation.   EDCM intends 
to address this determination by conducting a diligent review of the available alternatives and 
disclosing all such potential conflicts to the Funds’ investors.  The Code also contains policies 
involving the safeguarding of proprietary and non-public information along with restrictions on 
the use of insider information, or use of non-public information, regarding an investor. 

 
Clients or prospective clients may request a copy of the firm's Code of Ethics by 

contacting Elliot Daniloff, EDCM’s Chief Compliance Officer, at (212) 520-8277 or 
edaniloff@daniloffcapital.com.   

 



 
 

 
 

As a general policy and subject to certain exceptions, EDCM does not effect principal 
transactions for client accounts. EDCM itself does not hold securities, nor is it affiliated with a 
broker-dealer, thus has never done a principal transaction of this sort. 

 
A principal transaction may also be deemed to have occurred if a security is crossed 

between an affiliated hedge fund and another client account.  EDCM may arrange these sorts of 
transactions when it needs to rebalance the portfolios of the Funds to make the relative size of 
holdings proportionately equal, to take advantage of the available exchange rates, to take 
advantage of other opportunities or to aggregate holdings of a security in connection with fund 
liquidations, in each case as deemed necessary by EDCM for the benefit of the respective Funds’ 
investors at the time of the transaction. EDCM may also generally rebalance or aggregate the 
accounts of its clients following capital contributions or withdrawals or for other reasons that 
cause the weight of a holding (as a percent of equity), to differ more than a negligible amount.  
When rebalancing the Funds, EDCM uses the market price.  Each such trade will be consistent 
with the investment objectives and policies of each of EDCM’s clients. 

Item 12: Brokerage Practices  

EDCM or its affiliates are authorized to determine the broker or dealer to be used for 
each securities transaction for the Funds.  When selecting brokers or dealers to execute 
transactions, EDCM need not solicit competitive bids and does not have an obligation to seek the 
lowest available commission cost.  It is not always EDCM’s practice to negotiate “execution 
only” commission rates, thus the Funds may be deemed to be paying for research, brokerage or 
other services provided by the broker which are included in the commission rate. 

 
Section 28(e) of the Securities Exchange Act of 1934, as amended, is a “safe harbor” that 

permits a general partner to use commissions or “soft dollars” to obtain research and brokerage 
services that provide lawful and appropriate assistance in the investment decision-making 
process. Except for services that would be a Fund expense, EDCM intends to limit the use of 
“soft dollars” to obtain research and brokerage services to services which constitute research and 
brokerage within the meaning of Section 28(e). 

 
Overall, the volume of products and services EDCM obtained through soft dollar 

arrangements in the past year was fairly low due to the size of the Funds and their low trading 
volumes and the services and data received from Bloomberg and other vendors were generally 
paid with hard dollars, although EDCM does occasionally receive research from brokers without 
a payment of hard dollars for such research. In light of the low trading volume, in the past year, it 
has been EDCM’s practice to direct order flow to broker-dealers on the basis of the brokers’ 
history of best execution, access to companies’ management through meetings and availability of 
research on companies traded.  In general, research services within Section 28(e) may include, 
but are not limited to, proprietary research from brokers or third party consultants, which may be 
written, oral or electronic, research reports (including market research); certain financial 
newsletters and trade journals; software providing analysis of securities portfolios; corporate 
governance research and rating services; attendance at certain seminars and conferences; 
discussions with research analysts; meetings with corporate executives; consultants’ advice on 
portfolio strategy; data services (including services providing market data, company financial 
data and economic data); advice from brokers on order execution; and certain proxy services.  



 
 

 
 

Brokerage services within Section 28(e) may include, but are not limited to, services related to 
the execution, clearing and settlement of securities transactions and functions incidental thereto 
(i.e., connectivity services between EDCM or its affiliate and a broker-dealer and other relevant 
parties such as custodians); trading software operated by a broker-dealer to route orders; 
software that provides trade analytics and trading strategies; software used to transmit orders; 
clearance and settlement in connection with a trade; electronic communication of allocation 
instructions; routing settlement instructions; post trade matching of trade information; and 
services required by the SEC or a self-regulatory organization such as comparison services, 
electronic confirms or trade affirmations.  The use of commissions arising from a Fund’s 
investment transactions for services other than research and brokerage is intended to be limited 
to services that would otherwise be a Fund expense.  However, the use of commissions to obtain 
such other services would be outside the parameters of Section 28(e). 

 
In general, in selecting brokers and negotiating commission rates, EDCM will take into 

account the ability to effect prompt and reliable executions at favorable prices (including the 
applicable dealer spread or commission, if any); the operational efficiency with which 
transactions are effected, taking into account the size of order and difficulty of execution; the 
financial strength, integrity and stability of the broker; the firm’s risk in positioning a block of 
securities; the quality, comprehensiveness and frequency of available research services 
considered to be of value; and the competitiveness of commission rates in comparison with other 
brokers satisfying EDCM’s other selection criteria.  EDCM may place transactions with a broker 
or dealer that (i) provides EDCM (or an affiliate) with the opportunity to participate in capital 
introduction events sponsored by the broker-dealer or (ii) refers investors to the Funds or other 
products advised by EDCM (or an affiliate), if otherwise consistent with seeking best execution; 
provided EDCM is not selecting the broker-dealer in recognition of the opportunity to participate 
in such capital introduction events or the referral of investors. 

 
EDCM does not consider, in selecting or recommending broker-dealers, any client 

referrals it may receive from a broker-dealer or third party. 
 
EDCM uses soft dollar benefits to service all of its clients’ accounts and not only those 

that generate the benefits.  Because the brokerage and research benefit all accounts, soft dollar 
benefits are not proportionally allocated to any accounts that may generate different amounts of 
the soft dollar benefits.  When EDCM uses client brokerage commissions (or markups or 
markdowns) to obtain research or other products or services, EDCM receives a benefit because it 
does not have to produce or pay for the research, products or services.  As a result, EDCM may 
have an incentive to select or recommend a broker-dealer based on its interest in receiving the 
research or other products or services, rather than on its clients’ interest in receiving most 
favorable execution. 

 
In some instances, EDCM may receive a product or service that may be used only 

partially for functions within Section 28(e) (e.g. an order management system, trade analytical 
software or proxy services).  In such instances, EDCM intends to make a good faith effort to 
determine the relative proportion of the product or service used to assist EDCM in carrying out 
its investment decision-making responsibilities and the relative proportion used for 
administrative or other purposes outside Section 28(e).  The proportion of the product or service 



 
 

 
 

attributable to assisting EDCM in carrying out its investment decision-making responsibilities 
will be paid through brokerage commissions generated by client transactions and the proportion 
attributable to administrative or other purposes outside Section 28(e) will be paid for by EDCM 
or EDCM, as appropriate, from their own resources. 

 
EDCM may use research and brokerage services obtained by the use of commissions 

arising from a Fund’s portfolio transactions in its other investment activities and thus, a Fund 
may not necessarily, in any particular instance, be the direct or indirect beneficiary of the 
research or brokerage services provided.   

 
Although EDCM will make a good faith determination that the amount of commissions 

paid is reasonable in light of the products or services provided by a broker, commission rates are 
generally negotiable and thus, selecting brokers on the basis of considerations that are not limited 
to the applicable commission rates may result in higher transaction costs than would otherwise 
be obtainable.  The receipt of such products or services and the determination of the appropriate 
allocation in the case of “mixed use” products or services creates a potential conflict of interest 
between EDCM and its clients. 

 
When appropriate, EDCM may, but is not required to, aggregate client orders to achieve 

more efficient execution or to provide for equitable treatment among accounts.  Clients 
participating in aggregated trades will be allocated securities based on the average price or other 
equitable basis achieved for such trades. 

 
Item 13: Review of Accounts  

 EDCM monitors the Funds’ profit and loss, market exposure and risk characteristics of the 
Funds’ portfolios to ensure conformity with the Funds’ investment objectives, generally, on a 
daily basis although monitoring the portfolio of SPV I is done on quarterly basis. Reviews and 
monitoring are generally supervised by the Managing Member of EDCM.  Notwithstanding the 
above, with respect to the Fund I and Offshore I which are being fully controled by their 
independent boards, EDCM has had limited to no ability to monitor or review those accounts 
even before it had resigned as the Investment Manager and the Investment Advisor of those 
Funds.  For the same reasons, EDCM has limited control and monitoring ability of Fund II 
because all of its assets are being invested to Fund I. 
 
 EDCM also prepares and distributes (with the assistance of the Administrator) monthly for 
Fund III and quarterly for SPV I, Offshore II, and Offshore III account statements; except that in 
October of 2015 the Hudson River Master Fund Ltd. fully independent Board of Directors 
determined to change the frequency of the NAV calculation for that Fund from monthly to semi-
annual (June 30 and Dec 31) including, among other things, due to the illiquidity of the 
underlying investments.  Furthermore, in February 2017, the Boards of Directors of the Offshore 
II and Offshore III decided to change the frequency of the NAV calculation for these Funds from 
quarterly to annual (December 31) starting January 1, 2017 including among other things, due to 
the illiquidity of the underlying investments and in an attempt to lower the Funds’ operational 
costs. Statements preparation and distribution is being supervised by the Administrator’s head of 
accounting covering EDCM accounts.  In addition, EDCM provides newsletters to Funds’ 



 
 

 
 

investors on a periodic basis. The newsletter issuance is being supervised by the Managing 
Member of EDCM. Letters are being distributed to investors by Funds’ Administrators. 
 
 Finally, EDCM also may prepare the following periodic reports: 
 

1. Generally, quarterly, or on another periodic basis investors in Offshore III may 
receive the portfolio overview report. The report preparation and distribution is 
supervised by the Managing Member of EDCM. 

2. The fully independent board of directors of the Fund I  may provide periodic 
updates to investors in Fund II and Offshore I. The Managing Member of EDCM 
has no control over those updates, their scope and timing.EDCM strives to 
provide periodic updates to the Fund II investors.  Such updates’ preparation and 
distribution is supervised by the Managing Member of EDCM. 

3. Generally, quarterly, or on another periodic basis, investors in Fund III may 
receive the portfolio overview report. The report preparation and distribution is 
supervised by the Managing Member of EDCM  

 EDCM also provides reports to investors at their request. Report issuance is supervised by 
the Managing Member of EDCM.  Report issuance may be delayed due to a delay caused by 
third party service providers or other sources upon which the Funds rely in producing the 
information used in the reports and the general geopolitical and economic situation in the regions 
in which the Funds invest.  See also Schedule D (Miscellaneous) to EDCM’s Form ADV Part 
1A. 
 
Item 14: Client Referrals and Other Compensation  

EDCM or its affiliates may, from time to time, compensate other independent sales and 
marketing representatives for referring advisory clients to invest in the Funds.  Such persons or 
firms may receive cash fees out of a portion of EDCM's management and performance fees or 
allocations attributed to the referred investor.  Neither EDCM nor ED Capital LLC (nor 371 
Capital Ltd.) charge the Funds a higher management or performance fee or allocation to 
compensate marketing representatives for referrals.  These independent representatives will have 
no relationship with EDCM other than entering into marketing and solicitation agreements 
covering the solicitation of business on EDCM’s or its affiliates’ behalf.  Independent sales and 
marketing representatives must sign this agreement acknowledging, among other things, their 
responsibility regulatory compliance for themselves and their employees who solicit clients on 
behalf of EDCM and its affiliates. 

 
Each such arrangement may create conflicts of interests for EDCM and/or each third 

party firm who receives compensation for introductions to procure the investments regardless of 
the merit of the Funds.  EDCM addresses such conflicts by only paying any such compensation 
out of its own management fee and performance compensation.  EDCM also addresses such 
conflicts by fully disclosing the referral arrangement to all introduced investors, in advance of 
the investments, to enable such investors to make informed decisions in connection with such 
investments. 



 
 

 
 

 
In addition, the use of soft dollars arguably confers an economic benefit to EDCM related 

to the advisory services that EDCM provides to clients.  As discussed in Item 12 above, conflicts 
of interest may arise from EDCM’s use of soft dollars.  See Item 12 above for additional 
information concerning soft dollars and the types of research and brokerage services that EDCM 
may acquire with soft dollars. 

 
Item 15: Custody 

Because EDCM is authorized to approve the payment of fees and other compensation by 
the Funds (calculated by the Fund administrator) to itself and its affiliate, and similarly approves 
the Funds’ payments for third party services (such as audit and legal expenses), EDCM may be 
deemed to have custody of the Funds’ assets.  In addition, ED Capital LLC, EDCM’s affiliate 
and the general partner of Fund II, is deemed to have the custody of such Fund’s assets.  EDCM 
and ED Capital LLC comply with Rule 206(4)-2 under the Adviser Act (“Custody Rule”) by 
providing investors in the Funds with audited financial statements within 120 days of the Funds’ 
fiscal year-end in compliance with Rule 206(4)-2(b)(4) thereof.  Notwithstanding the above, the 
Funds’ recent audited financial statements have been delayed due to reasons generally outside of 
the Funds’, EDCM’s and ED Capital’s control, including the geopolitical situation in Russian 
markets and in other areas in which the Funds invest – see Item 8 – “Material Risks - Risk 
Factors Relating to Russia and CIS” above.  See also Schedule D (Miscellaneous) to EDCM’s 
Form ADV Part 1A.  

 
In order to comply with the ”Custody Rule” the registrant decided to engage an 

independent auditor to conduct a surprise count of the Fund III assets in the year of 2016. The 
registrant belives that surprise count is in the best interest of the Fund III investors due to six 
months period of operations of the Fund III and its fairly small size (less than $1 million). The 
surprise audit was conducted as of July 31, 2016 with the report issued on October 19, 2016. The 
report contains a notice that during the audit process the auditor observed a non-compliance with 
the Rule 206(4)-2 of the Investment Advisors Act of 1940 because for certain quiarters the 
advisory clients did not receive quaterly account statements directly from the qualified custodian 
or the Advisor.  In the auditor’s opinion, except of that non-compliance, Fund III was in 
compliance in all material respects, with the requirements of paragraph (a)(1) of Rule 206-(4)-2 
under the Investments Advisors Act of 1940 as of July 31, 2016 and has complied with the Rule 
204-2(b) under the Act for the period from November 1, 2015 through July 31, 2016. The 
registarnt believes that it undertook necessary steps to resolve this non-complaince and set up 
necessary internal controls to mitigate potential risk of such non-compliance in the future while 
the surprise audit was still in progess. The registrant intends to also engage an independent 
auditor to conduct a surprise audit during the year of 2017. 
 
Item 16: Investment Discretion  

EDCM has (and over the course of 2016 has had) discretionary authority over the 
investment activities of all the Funds, except for Offshore I and Fund I.  EDCM receives 
discretionary authority from investors and/or clients at the outset of an advisory relationship.  
EDCM receives the discretionary authority pursuant to the Limited Partnership Agreement and 
the Subscription Agreement (if for Fund II and SPV I) or the Investment Management 



 
 

 
 

Agreement and the Subscription Agreement (if for all other Funds, except for Offshore I and 
Fund I).  Notwithstanding its broad discretionary powers, EDCM invests the assets of the Funds 
in accordance with the investment policies and objectives, as they may change from time to time, 
as described in the Confidential Private Offering Memorandum of each Fund.  
 
Item 17: Voting Client Securities  

EDCM has adopted a proxy voting policy pursuant to Rule 206(4)-6 under the Advisers 
Act. The policy reflects the fact that EDCM is a fiduciary to the Funds and, accordingly, votes 
proxies in a manner consistent with the best interests of each Fund and its investors.  As such, 
EDCM exercises voting authority with respect to its clients’ securities in accordance with the 
requirements of Rule 206(4)-6 under the Advisors Act. EDCM’s Managing Member reviews 
each proxy solicitation on a case-by-case basis in order to determine that any action taken is in 
the financial interest of EDCM’s clients.  Because the number of securities held long is relatively 
modest, and proxy matters usually pertain to routine corporate governance matters, EDCM does 
not retain the services of a proxy advisory firm. 

 
EDCM presumes that proxy proposals that are ‘routine’, such as uncontested elections of 

directors or appointment of outside auditors, do not involve a material conflict of interest, while 
non-routine proxy proposals, such any contested matter, merger or sale, or changes to articles of 
incorporation that materially affect the rights of shareholders do involve a material conflict of 
interest, unless EDCM determines that neither it nor its personnel have such a conflict.  In the 
event EDCM believes a material conflict exists, EDCM intends to engage an independent third 
party to determine how to vote the proxy – EDCM has not done so in the past year.  

 
The Funds delegate voting responsibility to EDCM, and thus do not instruct EDCM how 

to vote a particular solicitation.  
 
Clients may obtain a copy of EDCM’s proxy voting policies and procedures upon request 

by contacting Elliot Daniloff, EDCM’s Chief Compliance Officer (the “CCO”), at (212) 520-
8277 or edaniloff@daniloffcapital.com, and may also obtain information from us about how 
EDCM voted any proxy.  
 
Item 18: Financial Information  

This item requires disclosure of any financial condition that is reasonably likely to impair 
EDCM’s ability to meet contractual commitments to clients.  Currently, there is no financial 
condition that is reasonably likely to impair our ability to meet contractual commitments to 
clients. 
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