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Seelaus Asset Management, LLC (“Seelaus AM” or “the Firm”) is a SEC registered investment adviser (“RIA”) that specializes 

in fixed-income and equity portfolio management and Exchange Traded Fund (“ETF”)-based tactical asset allocation strategies. 

Seelaus AM works with private clients, family offices, foundations, pension plans and other institutional investors. Registration 

with the SEC does not imply any certain level of skill or training. 

 

 
This brochure provides information about the qualifications and business practices of Seelaus AM. If you have any 

questions about the contents of this brochure, please contact Investor Relations at ir@seelausam.com or (855) 212-0955. 

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. 
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Item 2 Material Changes 

Summary of material changes since last annual update dated March 31, 2019: 

1. On June 4, 2019 Seelaus Asset Management, LLC completed the acquisition of Sterling Wealth Advisors LLC, 

an MBS-focused, registered investment advisory firm based in Red Bank, NJ. Three individuals from Sterling 

Wealth Advisors have joined Seelaus Asset Management as Portfolio Managers. As a result of this acquisition, 

Seelaus AM will offer an MBS strategy to clients. The transaction closed on 6/25/2019 and increased Seelaus 

Asset Management’s AUM by $92.2 million. 

 
2. In June 2019, Seelaus Asset Management, LLC opened a branch office located at 150 East Palmetto Park Road, 

Suite 800, Boca Raton, FL 33432. 

 
3. On July 1, 2019 Christina Goulding was promoted to Chief Operating Officer of Seelaus Asset Management. 

Ms. Goulding joined Seelaus Asset Management in February, 2019 as a Managing Director. 

 

4. On October 14, 2019, Seelaus Asset Management, LLC moved its main office from 25 Deforest Avenue, 

Suite 308, Summit, NJ 07901 to 26 Main Street, Suite 304, Chatham, NJ 07928. 

 

5. On March 1, 2020, Seelaus Asset Management, LLC opened a new pooled investment vehicle named the 

Seelaus Credit Opportunities Fund, LP and Seelaus Asset Management, LLC will serve as the Portfolio 

Manager. 

 

6. On March 9, 2020, Seelaus Asset Management, LLC launched two new investment strategies with an 

overarching theme of creating a positive social impact.  The first strategy called “Gender Equality Matters” 

or “GEM” focus on a portfolio of companies with female representation on their Boards of Directors.  The 

second strategy called “Support Housing Equality” or “SHE” invests in a portfolio of securities which 

focuses on low-income housing, communities in need, and properties which include military families and 

veterans. 
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Item 4 Investment Advisory Business 

Seelaus AM is a SEC registered investment adviser (RIA) firm that specializes in both fixed income and equity portfolio 

management and ETF-based tactical asset allocation strategies for high net worth individuals, family offices, foundations, 

pension plans, and other institutional investors. Seelaus AM was established in May 2009 when R. Seelaus & Co, Inc. 

acquired Granite Springs Asset Management, LLC. Seelaus AM is wholly owned by R. Seelaus & Co., Inc. 

 

Seelaus AM provides asset management and financial planning services. Neither the Firm nor its investment adviser 

representatives (IARs) provide legal or tax advice of any kind. Seelaus AM is a RIA that develops investment strategies 

and then executes investment decisions, on behalf of its clients, on both a discretionary and a non-discretionary basis. 

 

Seelaus AM’s investment philosophy is based on two principal beliefs: (1) risk management leads to superior risk- 

adjusted returns over time; and (2) asset allocation is the most important investment decision. 

Seelaus AM has expertise managing taxable and tax-exempt municipal bond portfolios, mortgage backed securities 

(MBS) portfolios and developing a variety of strategies across equity and fixed income markets. Seelaus AM offers a 

disciplined value-oriented style of investment management, which spans multiple investment objectives and 

strategies. The Firm uses a “top-down” – “bottom-up” investment approach that seeks to identify market sectors expected 

to have the best return potential (top-down) and then to identify the individual securities within those sectors that have the 

potential to generate superior returns (bottom-up). 

Seelaus AM provides personal financial planning to individuals, families and their related entities, trusts, estates and 

family businesses. Seelaus AM works with clients to define financial objectives and to develop strategies to reach those 

objectives, some of which may include: identification of financial problems, cash flow and budget management, tax 

planning, risk exposure review, investment management, education funding, retirement planning, estate planning, 

charitable goals, special needs planning, family business succession issues, fringe benefits, and/or other issues specific to 

the client. Seelaus AM or an affiliate serves as adviser and/or general partner to seven private funds; Edgewood Partners, 

LP, Navesink River Partners, LP, Sheraton Partners, LP, Ocean Partners, LLC, Sunnymeath Partners, LLC, Granite 

Springs Total Return Fund, and the Seelaus Credit Opportunities Fund , LP (collectively “Seelaus AM Private Funds”). 

 

Seelaus AM customizes investment portfolios to meet the needs of its clients. Portfolio investment objectives are defined at 

the outset of a client’s relationship with the Firm. Then, appropriate investment strategies are developed for clients in 

separately managed accounts based on the knowledge of each client’s income needs, time horizon and risk tolerance. Clients 

in separately managed accounts may impose restrictions on investing in certain securities or types of securities. Seelaus AM 

communicates with clients on a regular basis to review investment objectives, and changes are made to their respective 

investment plans as necessary. The private funds, not the investors thereunder, are deemed to be Seelaus AM's clients and 

investors in the private funds may not impose investment guidelines and/or restrictions on the private funds. 

 

Seelaus AM offers an automated advisory program called GAISER. This program is a passive investment program which 

invests in primarily ETF based portfolios. The minimum account size for this program is $10,000. 

 

As of December 31, 2019, Seelaus AM managed approximately $433.4 million in discretionary client 

accounts, and approximately $15.8 million in non-discretionary client accounts. 
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Item 5 Fees and Compensation 

The specific manner in which fees are charged by Seelaus AM is memorialized in a client’s written Investment Advisory 

Contract (“IAC”). The basic advisory fee (other than a GAISER type account) is 1.5% of assets under management, 

which is paid quarterly in advance and is based on a client’s assets under management on the close of business on the 

last day of the prior quarter. Investment advisory fees are negotiable. If a client closes an account before the end of the 

quarter, the unearned fee is prorated and refunded; if a client opens an account a pro-rated fee is assessed. The specific 

manner in which fees are charged by Seelaus AM’s GAISER clients is established in the client’s written IAC. The basic 

advisory fee is 0.8% of assets under management, which can be negotiated at the discretion of the Firm, paid quarterly in 

advance and is based on a client’s assets under management on the close of business on the last day of the prior quarter. 

If a client closes an account prior to the end of a quarter, the unearned fee is refunded on a prorated basis. 

 
In connection with a financial planning engagement, the service is billed at an hourly rate of $300 per hour, or at a fixed 

rate ranging from $5,000-$7,000 depending on the complexity of the consultation. Each limited partnership entity 

managed by Seelaus AM has a fee structure detailed in its respective private placement memorandum or offering 

memorandum (collectively “Offering Documents”)  and ranges from 0.25% to 0.50% of net asset value on a quarterly 

basis (1% to 2% annually).  With regard to the Seelaus Credit Opportunities Fund and Ocean Partners, an incentive 

performance fee (15% to 20% annually) based on performance may be charged.  Management fees are charged quarterly 

in advance and any applicable performance fee is calculated and charged annually.  The performance fee is the applicable 

allocable net annual gain in the capital accounts exclusive of withdrawals and contributions times the incentive rate at the 

end of the fiscal year or portion thereof. 

For separately managed accounts, advisory fees are negotiable depending upon the account size and asset classes 

managed and are expected to range from 0.5% to 1.5% annually based upon the value of assets under management. 

Seelaus AM may accept performance- based fees for its advisory services, provided such fees meet the requirements of 

Rule 205-3 of the Investment Advisers Act of 1940.  This pertains to qualified client investors in the Ocean Partners 

and Seelaus Credit Opportunities funds. 

Seelaus AM deducts advisory fees directly from client’s accounts, or clients may choose to be billed separately for 

fees incurred. Clients may choose either method of payment. Seelaus AM is deemed to have custody in accounts 

where advisory fees are directly deducted from client’s accounts. Management fees are either deducted or billed, on a 

quarterly basis, in advance and are based on a client’s assets under management on the close of business on the last 

day of the prior quarter. Management fees shall be prorated for each capital contribution and withdrawal made during 

the applicable calendar quarter with the exception of de minimis (less than $1,000) contributions and withdrawals. 

Accounts initiated during a calendar quarter will be charged a prorated fee. All investment advisory fees are 

negotiable. 

 

Separately managed account clients may terminate their contracts with five days’ written notice. Refunds will be given on 

a prorated basis, based on the number of days remaining in a quarter at the point of termination. Clients may terminate 

their contracts without penalty, for full refund, within five (5) business days of signing the advisory contract. Investors in 

Seelaus AM Private Funds may redeem their investments in accordance with the terms in each respective fund private 

placement memorandum, partnership agreement or offering memorandum, as applicable.  

 

Seelaus AM reserves the right to waive all or any portion of its management or incentive fees with respect to any of its 

clients, whether separately managed or members of a limited partnership managed by the Firm. Any such waiver is made 

on a facts and circumstances basis at any time and may be on a one-time or on a permanent basis. 

 

Separately managed account clients may pay other fees in connection with our advisory services, such as custodian fees, 
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mutual fund expenses, wire transfer and electronic fund fees, transfer taxes, and state and/or federal fees and taxes on 

partnership interest. Clients will also incur brokerage and other transaction costs. These costs are separate from any fees 

paid to Seelaus AM. 

 

In general, in addition to relevant management and incentive fees, each investor in the Seelaus AM Private Funds will 

bear its proportionate share of the Seelaus AM Private Funds on a pro rata basis with respect to the size of its Capital 

Account(s) 

Each of the Seelaus AM Private Funds Offering Documents specifically describe related expenses investors will bear, 

but in general, the Seelaus AM Private Funds operating expenses include but are not limited to the following types of 

expenditures without limitation: 

(a) organizational and offering expenses; 

(b) expenses associated with all investments and transactions considered, evaluated and/or consummated by the Seelaus 

AM Private Funds, including, without limitation, expenses associated with sourcing, negotiating, investigating, 

researching, financing and structuring of investments and potential investments, whether or not consummated,  

including third-party research, data, analytics, modeling, structuring, pricing, execution and other third-party 

information systems, software and service fees (including data feeds, subscriptions and reports); 

(c) expenses associated with holding, financing, monitoring, hedging, maintaining and disposing all investments of the 

Partnership and all transaction and other costs associated therewith; 

(d) travel and related expenses associated with investments and potential investments; 

(e) professional fees associated with investments and potential investments, including, without limitation, consulting, 

due diligence, investment banking, accounting, valuation, financial, legal, and other advisory fees and expenses; 

(f) transaction fees, brokerage commissions, custodial fees, clearing and settlement charges, and similar fees and 

expenses associated with the acquisition, disposition and settling of investments and potential investments; 

(g) expenses associated with legal and regulatory filings of the Seelaus AM Private Funds (including, without 

limitation, pursuant to Sections 13 and 16 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), 

including Form 13F and Form 13H); 

(h) administrative, custodial, appraisal, valuation, legal, regulatory, compliance, consulting, advisory and similar fees 

and expenses associated with the Fund’s operations, investments and transactions, including fees and expenses of the 

Administrator (defined below);  

(i) broken-deal, failed transaction, break-up and similar fees, costs and expenses; 

(j) costs and expenses of leverage or any other borrowings of the Seelaus AM Private Funds, including interest charges 

and fees; 

(k) expenses incurred in the collection of monies owed to the Seelaus AM Private Funds, as applicable; 

(l) auditing and accounting expenses of the Seelaus AM Private Funds, including expenses associated with the 

preparation of financial statements, tax returns and Schedules K-1 and the fees and expenses of the auditor; 

(m) any entity level taxes, fees, or other governmental charges on the Seelaus AM Private Funds, including any 

withholding taxes not due to the status or noncompliance of a particular investor; 

(n) costs and expenses associated with investor communications and reports and the delivery thereof to investors; 
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(o) the costs of service providers or software to measure or monitor risk metrics, to aggregate positions and/or to 

provide reporting with respect to risk metrics and/or positions; 

(p) costs and expenses associated with any investor meetings; (q) insurance expenses, including, without limitation, 

directors’ and officers’ liability insurance, general partner liability insurance, errors and omissions insurance and other 

policies, if any; 

(r) costs and expenses (including entity-level taxes, fees or other governmental charges) associated with the formation, 

organization and operation of any subsidiary, special purpose vehicle, alternative investment vehicle, holding company, 

or similar entity formed with respect to investments, credit facilities or other transactions entered into for the benefit of 

the Seelaus AM Private Funds; 

(s) wind-up, liquidation, termination and dissolution expenses; 

(t) costs, fees and expenses related to registration, qualification and/or exemption under any applicable U.S. federal, 

state, local, or non-U.S. laws, rules or regulations, including blue sky fees, Form D, Form 8.3, CFTC filings and notices 

and other securities and/or investment-related filing expenses; 

(u) costs related to any transfers of Interests, unless otherwise charged to or borne by the applicable transferor and/or 

transferee;  

(v) expenses incurred in connection with the preparation of any amendment to the Offering Documents and related 

legal documents;  

(w) any extraordinary expenses (including all litigation-related and indemnification and contribution expenses, 

including the amount of any judgment or settlement paid in connection therewith); 

(x) the Management Fee; and 

(y) all other fees, costs, charges and expenses associated with the business, affairs and/or operations of the Seelaus AM 

Private Funds. 

 

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

Seelaus AM charges performance fees (incentive fees) with the Seelaus Credit Opportunities Fund and Ocean Partners 

Funds. Seelaus AM will structure any performance or incentive fee arrangement subject to Section 205(a)(1) of the 

Investment Advisers Act of 1940 (“The Advisers Act”) and may rely on available exemptions thereunder, including the 

exemption set forth in Rule 205-3. In measuring clients’ assets for the calculation of performance-based fees, Seelaus 

AM includes realized and unrealized capital gains and losses. Performance-based fee arrangements may create an 

incentive for Seelaus AM to purchase, sell, or short investments which may be riskier or more speculative than those 

which would be recommended under a different fee arrangement. Such fee arrangements also create incentives to favor 

higher fee-paying accounts over other accounts in the allocation of investment opportunities. Seelaus AM has 

implemented procedures designed to ensure that all clients are treated fairly and equally to the extent possible and 

practical, and to prevent this conflict from influencing the allocation of investment opportunities among clients. Seelaus 

AM provides asset management services on both asset fee-based and performance fee-based compensation structures. All 

firms providing asset management services for multiple accounts have the inherent conflict of interest that results from 

not being able to execute buy and sell orders simultaneously at the same price. We utilize block or bunch trade orders to 

minimize dispersion and the inherent conflict when trading for multiple accounts. 

 
The conflict between having accounts with performance-based compensation fees structures and flat asset-based fees is 
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also minimized by bunching trades amongst accounts with similar objectives and liquidity. Seelaus AM also tracks 

performance dispersion on a monthly basis between accounts to ensure all accounts are being treated fairly and equitably 

to the extent possible and practical. 

 
Item 7 Types of Clients 

Seelaus AM clientele consist of high net worth individuals, family offices, trusts, private investment partnerships for 

individuals and institutions, foundations, endowments, pension plans and other institutional investors, including other 

investment advisers. The Firm provides separate account management for individuals and institutions. 

 

Item 8 Methods of Analysis, Investment Strategies & Risk of Loss 

Seelaus AM develops a base policy mix for each client portfolio at inception. This proportional combination of assets, 

when combined with an appropriate portfolio structure, reflects the unique investment needs of each client. Seelaus AM 

then uses tactical asset allocation (the act of making calculated changes to the base policy mix) to take advantage of 

relative value investment opportunities as they arise. 

 

Seelaus AM is an active investment manager that seeks to outperform its benchmarks on a risk adjusted basis, by relying 

on the analytical skills, experience, and prudent judgment of its senior professionals. This is in contrast to a passive 

manager that seeks only to match the performance of a benchmark index. Active management at Seelaus AM does not 

involve excessive trading. 

Seelaus AM invests in publicly traded stocks options, bonds, ETFs, mutual funds, preferred stocks, high yield corporate 

bonds and other securities. Clients should keep in mind that investing in securities involves the risk of loss and clients 

should be prepared to bear losses. Clients can lose money even when invested in conservative strategies. Clients should 

also keep in mind that past performance is not indicative of future results. 

 

Private Funds 

Seelaus AM and its wholly owned affiliate Granite Springs Total Return GP, LLC act as GP and/or adviser to seven 

private funds; Ocean Partners LLC, Sunnymeath Partners LLC, Sheraton Partners LP, Navesink River Partners LP, 

Edgewood Partners LP, Granite Springs Total Return Fund, and the Seelaus Credit Opportunities Fund, LP. While the 

methods of fundamental analysis are the same across the private funds (bottom up investment analysis), the investment 

strategies differ across the funds. 

 
Granite Springs Total Return Fund. 

Granite Springs Total Return Fund is a long-only credit fund. The investment team utilizes a variety of strategies in 

predominantly investment grade credit markets (targeted portfolio-weighted average rating of Baa2/BBB, below B2/B not 

permitted) to exploit credit inefficiencies arising from dynamic market conditions and valuation anomalies. The strategy 

seeks to hedge interest rate exposure while actively managing credit and sector exposures (10% limit on a single issuer, 

25% maximum by industry). Eligible investments in the fund include corporate credits, preferred securities, emerging 

markets and sovereign debt. 

 

Seelaus Credit Opportunities Fund, LP. 
The Seelaus Credit Opportunities Fund, LP is a long-short investment grade credit hedge fund. The investment team utilizes 
active hedging of interest rate risk and long/short credit exposure which results in a low correlation to traditional 
long-only fixed income products and provides diversification for investors. 
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Ocean Partners LLC 

Ocean Partners LLC is an equity long-short fund pursuing an absolute return strategy. The fund has a concentrated, long- 

biased equity portfolio (50 positions or fewer) and expresses short positions through market indices or individual stocks 

to reduce market/portfolio risk. 

Sunnymeath Partners LLC 

Sunnymeath Partners LLC is a fund pursuing an income strategy. The fund seeks income generating opportunities 

through its holdings of dividend paying common stocks, convertible and preferred issues, corporate bonds (short-term and 

high yield), municipal bonds and US Treasury and Agency bonds. 

Sheraton Partners LP 

Sheraton Partners LP pursues an income strategy by investing in a portfolio of dividend-paying common stocks, convertible 

and preferred issues, corporate bonds (short-term and high-yield) and common stocks of companies expected to institute a 

dividend within one year. 

Navesink River Partners LP 

Navesink River Partners LP pursues a growth strategy by seeking opportunities in holdings of common stocks, convertible 

issues and preferred stocks. 

Edgewood Partners LP 

Edgewood Partners LP is a balanced fund pursuing a growth and income strategy. The fund seeks opportunities for 

growth and income through its holdings of common stocks, convertible and preferred issues and corporate bonds (short- 

term and high yield). 

 

Seelaus AM Strategies 

 

Intermediate Municipal Bond Strategy 

Seelaus AM advises an Intermediate Municipal Bond Strategy, an investment grade (BBB- rated or higher, average rating 

is A) strategy focused on the intermediate part of the curve, with final maturities no longer than 15 years. Portfolio 

duration is 3.25 to 5.75 years and issue concentrations are limited to 3%-6%. The strategy is diversified through sectors, 

issuers, regions and bond types with out of state bonds considered on an after-tax basis. 

 
High Yield Strategy 

Seelaus AM advises a High Yield Strategy, utilizing high yield and investment grade bonds, preferred stocks, and bond 

ETFs to create an income producing portfolio. The portfolio is diversified using rigorous credit and relative-value 

analysis to find undervalued securities, the investment team may also opportunistically trade on a shorter term basis to 

capitalize on specific market events including M&A transactions, calls and tenders, and rating changes. 

Tactical MBS Strategy 

Seelaus AM advises a Tactical MBS Strategy, an investment grade strategy seeking to create uncorrelated high risk- 

adjusted returns with a core allocation of approximately 50% Agency MBS/CMO, guaranteed by the US Government or 

its Agencies. 

 
Equity Portfolio Management 

Within our Equity Portfolio Management division, Seelaus AM’s equity offering uses a bottom-up investment analysis 

method for securities in the client accounts it manages. Generally, we start out with Russell 3000 companies and look for 

companies with below market price-earnings ratio, price-to-cash flow ration and higher Return on Equity and Return On 

Invested Capital. The manager then utilizes fundamental research to assess Debt to Free Cash Flow ratio generation and 

compares the companies versus their peers. Subsequently, additional due diligence is performed on company 
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management, research reports, 10Qs and 10Ks, company presentations are reviewed. If the Firm believes there is an 

investment catalyst present, we will determine the risk/reward potential. Ultimately, a price target is set at which point 

the manager will buy an initial position of 1-3% within an asset class. Seelaus AM owns over 65 companies in long-term 

accounts for which employees are actively monitoring those current holdings for purchase and has an informal watch list 

of 100+ additional companies. 

Gender Equality Matters (GEM) Strategy 

Seelaus AM advises a GEM Strategy, an equity strategy focused on investing in companies that are leaders in promoting 

gender diversity within their board of directors and management teams.   

Support Housing Equality (SHE) MBS Strategy 

Seelaus AM advises an Impact MBS Strategy that seeks to make a positive social impact by investing a portfolio of 

securities which providing mortgage finance to low-income communities, rural areas, US veterans and activity military 

families.  Our team of experts builds a bespoke portfolio of Agency MBS bonds guaranteed by US Government and Quasi 

Government entities that offers investors a safe, liquid and customizable high-quality investment alternative.  In addition to 

capitalizing on a sound investment opportunity, this strategy provides a significant societal impact by choosing securities 

backed by specific lending programs designed to provide affordable housing financing for families considered low-income, 

rural and/or veterans/active military, as well as homeowners who have struggled to stay current on their mortgage and had 

their mortgage modified in an effort to keep them in their homes. 

 

Risks 

Investing in securities involves the possibility of a risk of loss. Although Seelaus AM maintains a disciplined financial 

strategy designed to limit investment losses, it cannot eliminate the risk of loss in its entirety. Clients can lose money 

even when invested in conservative strategies. Clients should also keep in mind that past performance is not indicative of 

future results and changes in economic or market conditions can have a material impact on the value of their portfolios. 

Different types of investments involve varying degrees of risk, and it should not be assumed that future performance of 

any specific investment or investment strategy (including the investments and/or investment strategies recommended or 

undertaken by Seelaus AM) will be profitable or equal any specific performance level(s). 

Seelaus AM’s investment approach and the use of derivatives, equity and fixed income securities have different risk 

profiles. Before investing on behalf of a client, Seelaus AM reviews the client’s risk profile, financial situation, 

investment objective and time horizon. These risks are dependent on the specific client portfolio and may include but are 

not limited to the following risks: 

 

Strategy Related Risks 

Asset Allocation Risk 

The amount invested in various asset classes of securities may change over time, clients are subject to the risk that Seelaus 

AM may allocate assets to an asset class that under performs other asset classes. 

Below Investment Grade Bond Risk 

Below investment grade bonds, otherwise known as high yield bonds (“junk bonds”), generally have a greater risk of 

principal loss than investment grade bonds. Below investment grade bonds are often considered speculative and involve 

significantly higher credit risk and liquidity risk. The value of these bonds may fluctuate more than the value of higher- 

rated debt obligations, and may decline significantly in periods of general economic difficulty or periods of rising interest 

rates. 
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Call Risk 

Call risk is the risk that a bond issuer will redeem its callable bonds before they mature. Call risk is greater during periods 

of falling interest rates because the bond issuer can call the debt and reissue the debt at a lower rate. This action may 

reduce the client’s income because it may have to reinvest the proceeds at lower interest rates. 

Credit Risk 

Credit risk is the risk that the issuer of the debt obligation will be unable to make interest or principal payments on time. 

A decrease in an issuer’s credit rating may cause a decline in the value of the debt obligations held. 

Derivatives Risk 

The use of derivatives, such as futures, forwards, options and swaps, involves risks different from, or possibly greater than 

the risks associated with investing directly in securities. Prices of derivatives can be volatile and may move in unexpected 

ways, especially in unusual market conditions. Some derivatives are particularly sensitive to changes in interest rates. In 

addition, there may be imperfect or even negative correlation between the price of the derivatives contract and the price of 

the underlying securities. Other risks arise from the potential inability to terminate or sell derivative positions. Further, 

derivatives could result in loss if the counterparty to the transaction does not perform as promised. 

Hedging Risk 

Derivatives used to hedge a position or a portfolio may not provide an effective hedge of the underlying securities or 

indices because changes in the prices of derivatives may not track those of the securities or indices they are intended to 

hedge. 

Interest Rate Risk 

The value of debt obligations will typically fluctuate with interest rate changes. These fluctuations can be greater for debt 

obligations with longer maturities. When interest rates rise, debt obligations will generally decline in value, a result of 

which could be money lost. Periods of declining or low interest rates may negatively impact a client’s yield. 

Inverse Floaters and Inverse Interest-Only (“IOs”) 

Clients will be exposed to additional risk to the extent that Seelaus AM uses inverse floaters and inverse IOs, which are 

debt securities with interest rates that reset in the opposite direction from the market rate to which the security is indexed. 

These securities are more volatile and more sensitive to interest rate changes than other types of debt securities. If 

interest rates move in a manner not anticipated by Seelaus AM, clients could lose all or substantially all of its investment 

in inverse IOs. 

Liquidity Risk 

Liquidity risk is the risk that holdings which are considered to be illiquid may be difficult to value. Illiquid holdings also 

may be difficult to sell, both at the time or price desired. 

Mortgage-Backed Securities (“MBS”) Risk 

The value of mortgage-backed securities (commercial and residential) may fluctuate significantly, in response to changes 

in interest rates. In periods of falling interest rates, underlying mortgages may be paid early, lowering the potential total 

return, and, during periods of rising interest rates, the rate at which the underlying mortgages are pre-paid may slow 

unexpectedly, causing the maturity of the mortgage-backed securities to increase and their value to decline. 

Odd Lot Risk 

Smaller size MBS collateralized mortgage obligation (“CMO”) bonds, (e.g. “odd lots”) typically trade at a discount 

compared to larger sized bonds (e.g. “round lots”). Buying a bond at a discount provides a greater return than non-

discounted bonds when held to maturity (all other things being equal). However, typically there is a corresponding 

discount the seller must absorb when selling odd lots prior to maturity. Further, while market participants recognize “odd 

lot” dynamics, third-party pricing vendors frequently do not. Seelaus AM and its custodians rely on these vendors for 

portfolio valuations. Clients can view their portfolio by accessing their accounts through their custodian’s website or on 
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their monthly statements provided by their custodian. 

When a client owns “odd lots” in their portfolio, the valuation provided by the custodian may be inflated because the third-

party pricing vendor may be valuing those securities as if they were “round lots”. When these “odd lots” are sold, the client 

may receive less than the valuation provided by the custodian. 

Prepayment Risk 

The issuer of certain securities may repay principal in advance, especially when yields fall. Changes in the rate at which 

prepayments occur can affect the return on investment of these securities. When debt obligations are prepaid or when 

securities are called, Seelaus AM may have to reinvest in securities with a lower yield. Seelaus AM also may fail to 

recover additional amounts (i.e., premiums) paid for securities with higher coupons, resulting in an unexpected capital 

loss. 

 

CMOs and stripped mortgage-backed securities, including those structures as IOs and principal-onlys (“POs”), are more 

volatile and may be more sensitive to the rate of prepayments than other mortgage related securities. The structure of some 

of these securities may be complex and there may be less available information than other types of debt securities. 

Principal-Only is created by splitting a mortgage-backed security into its interest and principal payments. The principal 

payments create a string of cash flows which are sold at a discount to investors. These investors will receive the principal 

portions of the monthly mortgage payments from the underlying pool of loans. The yield on a PO strip depends on the 

prepayment speed of the underlying loan. The faster the principal is repaid, the higher the yield an investor will receive. 

The slower the principal is repaid, the lower the yield an investor will receive. PO bonds receive the entire mortgage 

principal and only the mortgage principal. 

▪ PO bonds have a known dollar amount but an unknown timing. 

▪ The PO bonds will be sold to investors at a discount to the gross principal balance; the discount amount 

will be based on the level of interest rates and prepayment speed. 

▪ Generally, PO strip bonds are more volatile than conventional MBS. 

▪ Declining interest rates cause prepayments to decelerate and increases the discount rate applied to cash 

flows, thus lowering the PO price. 

▪ The yield on PO strips varies based on the prepayment speed. The higher the prepayment, the faster the 

principal is repaid, and the higher the yield is for investors. 

 

Interest-Only portion of the mortgage, Treasury or bond payments, which is separated and sold individually from the 

principal portion of those same payments. An IO bond might be part of a larger CMO, asset-backed security (“ABS”) or 

collateralized debt obligation (“CDO”) structure. IO bond investors receive only the interest component of the mortgages 

in the security pool. 

▪ Assuming that a mortgage is held to maturity, the IO payments would be very high in the early years and 

very low in the later years. 
▪ High prepayments tend to reduce IO values. 

▪ As interest rates decline and prepayments increase, less dollars of interest are paid to IO investors, so IO 

prices can drop when interest rates decline. 

▪ As interest rates increase, prepayments decrease, so mortgages last longer and the total dollars paid to IO 

holders rises; therefore, IO prices can rise when interest rates rise. 
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Specific Private Fund Risks 

 
Seelaus Credit Opportunities Fund, LP 

 
The Seelaus Credit Opportunities Fund, LP is a long-short investment grade credit hedge fund. The investment team 
utilizes active hedging of interest rate risk and long/short credit exposure which results in a low correlation to 
traditional long-only fixed income products and provides diversification for investors. 

 

Risk Factors for subscribers to Seelaus Credit Opportunities Fund, LP include but are not limited to: 

 

General Investment and Trading Risks. 

 

All securities investments present a risk of loss of capital. Volatile financial markets increase that risk. If the Investment 

Manager’s evaluation of an investment opportunity should prove incorrect, the Partnership could experience losses as a 

result of a decline in the market value of securities in which the Partnership holds a long position or an increase in the value 

of securities in which the Partnership holds a short position. The Partnership’s investment program will include short sales, 

which can involve substantial volatility and can, in certain circumstances, substantially increase the adverse impact to 

which the Partnership may be subject. The risk management techniques that may be used by the Investment Manager do 

not provide any assurance that the Partnership will not be exposed to a risk of significant investment losses. No guarantee 

or representation is made that the Partnership’s investment program will be successful, that the Partnership will achieve its 

targeted returns or that there will be any return of capital invested to investors in the Partnership. In addition, investment 

results may vary substantially over time.  

 

Investment Judgment.  

 

The profitability of a significant portion of the Partnership’s investment program depends to a great extent upon correctly 

assessing the future profitability of the price movements of securities and other investments. There can be no assurance that 

the Investment Manager will be able to accurately predict the long-term results of any security or other investment.  

 

General Economic Conditions.  

 

The success of the Partnership’s activities will be affected by general economic and market conditions, such as interest 

rates, availability of credit, inflation rates, economic uncertainty, changes in laws (including laws relating to taxation of the 

Partnership’s investments), tax considerations and tax treatment, trade barriers, currency exchange controls and national 

and international political circumstances (including wars, terrorist acts and security operations). These factors may affect 

the level and volatility of the prices and liquidity of the Partnership’s investments and could impair the Partnership’s 

profitability or result in losses. The Investment Manager may consider some or all of these factors when making trading 

decisions. The Partnership could incur material losses even if the Investment Manager reacts quickly to difficult market 

conditions, and there can be no assurance that the Partnership will not suffer material losses and other adverse effects from 

broad and rapid changes in market conditions in the future. Limited Partners should realize that markets for the financial 

instruments in which the Partnership will seek to invest can correlate strongly with each other at times or in ways that are 

difficult for the Investment Manager to predict. Even a well-analyzed approach may not protect the Partnership from 

significant losses under certain market conditions.  

 

Availability of Suitable Investments.  

 

The success of the Partnership’s investment and trading activities depend on the ability of the Investment Manager to 

identify overvalued and undervalued investment opportunities and to manage market exposure risk. Identification and 

exploitation of the investment strategies to be pursued by the Partnership involve a high degree of uncertainty. No 

assurance can be given that the Investment Manager will be able to identify suitable investment opportunities in which to 

deploy all of the Partnership’s capital. A reduction in overall market volatility and liquidity, as well as other market factors, 
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may reduce the pool of profitable investments for the Partnership. Certain of the investment strategies employed by the 

Partnership may be based on historical relationships among securities prices, exchange rates, interest rates and bond prices. 

There can be no assurance that these historical relationships will continue, and no representation is made by the Investment 

Manager as to what results the Partnership will or is likely to achieve based on these trends and relationships.  

 

Available Information.  

 

The Investment Manager may select investments, in part, on the basis of information and data filed by the issuers of 

securities with various government regulators or made directly available to the Investment Manager by such issuers, or 

through sources other than the issuers. Although the Investment Manager evaluates all such information and data, and seeks 

independent corroboration when the Investment Manager considers it appropriate and when it is reasonably available, the 

Investment Manager 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 readily available. 

 

General Credit Risks; Credit Opportunities. 

  

The Partnership intends to invest primarily in credit opportunities, a portion of which may be less liquid, illiquid and/or 

distressed. In addition, the Partnership may invest in other debt instruments or obligations that are not secured by collateral, 

and, thereby, the Partnership may be exposed to losses resulting from default and foreclosure of any such investments. 

Therefore, the value of underlying collateral, if any, the creditworthiness of borrowers and the priority of liens are each of 

great importance in determining the value of the Partnership’s investments. No guarantee can be made regarding the 

adequacy of the protection of the Partnership’s security, if any, in the debt instruments in which it invests. Moreover, in the 

event of foreclosure, the Partnership or an affiliate thereof may assume direct ownership of any assets collateralizing such 

foreclosed loans. The liquidation proceeds upon the sale of such assets may not satisfy the entire outstanding balance of 

principal and interest on such foreclosed loans, resulting in a loss to the Partnership. Any costs or delays involved in the 

effectuation of loan foreclosures or liquidation of the assets collateralizing such foreclosed loans will further reduce 

proceeds associated therewith and, consequently, increase possible losses to the Partnership. In addition, no assurances can 

be made that borrowers or third parties will not assert claims in connection with foreclosure proceedings or otherwise, or 

that such claims will not interfere with the enforcement of the Partnership’s rights.  

 

Credit Risk and Credit Ratings. 

 

The Investment Manager does not believe that credit ratings should be used as the sole method of evaluating 

creditworthiness, as such ratings represent only the opinions of the relevant rating agency as to credit quality and are not 

absolute standards. In addition, ratings agencies may fail to change credit ratings in a timely fashion to reflect events since 

a security was last rated. “Investment-grade” debt securities are those debt securities that are rated by one or more 

nationally recognized statistical rating organizations (“NRSROs”) within one of the four highest long-term quality grades at 

the time of purchase (e.g., AAA, AA, A or BBB by Standard & Poor’s Ratings Services or Fitch, Inc. or Aaa, Aa, A or Baa 

by Moody’s Investors Service, or in the case of unrated securities, determined by the Investment Manager to be of 

comparable quality. For purposes of any minimum or average rating requirements set forth in this Memorandum that are 

based upon an NRSRO’s ratings categories, (1) if no sub-categories or gradations are specified the requirement is 

determined without regard to such sub-categories and gradations, (2) the rating assigned by any one NRSRO may be 

deemed sufficient, even if one or more other NRSROs may have assigned a lower rating, and (3) if a particular debt 

security is not rated by an NRSRO, the Investment Manager’s determination that the security has credit characteristics 

comparable to those of a particular ratings category shall be sufficient to treat the security as if it had been rated as such by 

an NRSRO.  

 

Issuer’s Inability to Pay Obligations. 

 

The Partnership will invest in corporate debt obligations, which are subject to the risk of an issuer’s inability to meet 

principal and interest payments on the obligations, therefore creating credit risk. There can be no guarantee that the 
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Investment Manager will be successful in making the right selections and thus fully mitigate the impact of credit risk.  

 

Securities of High Yield Companies. 

  

Special risks may arise if the Partnership invests in the securities of “high yield” and highly leveraged companies. Although 

such investments may result in significant returns to the Partnership, they involve a substantial degree of risk. If the 

“natural leverage” created by a company’s high level of borrowing work against a Partnership short position, the 

Partnership’s losses would be heightened. If the Partnership purchases distressed and/or non-performing debt securities, 

and subsequent to purchasing them finds that they are no longer readily traded by broker-dealers, these securities may not 

show any return for a considerable period of time. Many distressed and/or non-performing securities ordinarily remain 

unpaid while the company is in bankruptcy and may not ultimately be paid unless and until the company reorganizes and/or 

emerges from bankruptcy proceedings. As a result, if they are no longer readily traded by broker-dealers, such securities 

may have to be held for an extended period of time. There is no assurance that the Investment Manager will correctly 

evaluate the nature and magnitude of the various factors that could affect the prospects for a successful reorganization or 

similar action. In any reorganization or liquidation proceeding relating to a company in which the Partnership invests, the 

Partnership may lose its entire investment. Under such circumstances, the returns generated from the Partnership’s 

investments may not compensate the Limited Partners adequately for the risks assumed.  

 

The Partnership may invest in high yield bonds and preferred securities that are rated in the lower rating categories by the 

various credit rating agencies (or in comparable non-rated securities). Securities in the lower rating categories may be 

subject to greater risk of loss of principal and interest than higher-rated securities and are generally considered to be 

predominately speculative with respect to the issuer’s capacity to pay interest and repay principal. They are also generally 

considered to be subject to greater risk than securities with higher ratings in the case of deterioration of general economic 

conditions. Because investors generally perceive that there are greater risks associated with the lower-rated securities, the 

yields and prices of such securities may tend to fluctuate more than those for higher-rated securities. The market for lower-

rated securities is thinner and less active than that for higher rated securities, which can adversely affect the prices at which 

these securities can be sold. In addition, adverse publicity and investor perceptions about lower-rated securities, whether or 

not based on fundamental analysis, may be a contributing factor in a decrease in the value and liquidity of such lower-rated 

securities.  

 

Priority of Debt Instruments. 

  

The Partnership may invest in secured debt issued by companies that have or may incur additional debt that is senior to the 

secured debt owned by the Partnership. In many instances, loans purchased by the Partnership may be part of a unitranche 

structure in which a single lien on behalf of all the lenders in the structure will be filed against the assets of the company if 

the lenders holding the different tranches of debt (including the Partnership) will contractually agree to their respective 

priorities in those assets. In the event of insolvency, liquidation, dissolution, reorganization or bankruptcy of any such 

company, the owners of senior secured debt (i.e., the owners of first priority liens), including in a unitranche structure 

through the contractual agreements between the lenders, generally will be entitled to receive proceeds from any realization 

of the secured collateral until they have been reimbursed. At such time, the owners of junior secured debt (including, in 

certain circumstances, the Partnership) will be entitled to receive proceeds from the realization of the collateral securing 

such debt. There can be no assurances that the proceeds, if any, from the sale of such collateral would be sufficient to 

satisfy the loan obligations secured by subordinate debt instruments. To the extent that the Partnership owns secured debt 

that is junior to other secured debt, the Partnership may lose the value of its entire investment in such secured debt. 

 

Interest Rate Risk; Prepayment. 

  

The Partnership may invest in fixed interest rate debt instruments. The value of fixed interest rate debt instruments 

generally has an inverse relationship with future interest rates. Accordingly, if interest rates rise, the value of such 

instruments may decline. In addition, to the extent that the receivables or loans underlying specific financial instruments 

may be prepaid without penalty or premium, the value of such financial instruments may be negatively affected by 
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increasing prepayments. Such prepayments tend to occur more frequently as interest rates decline.  

 

Equitable Subordination. 

  

Under the laws of certain jurisdictions, a court may use its equitable powers to subordinate the claim of a lender to some or 

all of the other claims against the borrower under certain circumstances. The concept of equitable subordination is that a 

claim may normally be subordinated only if its holder is guilty of some misconduct. The remedy is intended to be remedial, 

and not penal. In determining whether equitable subordination of a claim is appropriate in any given circumstance, courts 

may look to whether the following conditions have been satisfied: (i) whether the claimant has engaged in some type of 

inequitable conduct; (ii) whether the misconduct has resulted in injury to the creditors of the bankrupt company or 

conferred an unfair advantage on the claimant; and (iii) whether equitable subordination would be inconsistent with other 

applicable provisions of the bankruptcy code. While the stated test could be interpreted broadly, equitable subordination is 

usually confined to three general paradigms: (x) when a fiduciary of the debtor (who is also a creditor) misuses its position 

to the detriment of other creditors; (y) when a third party (which can include a lender) controls the debtor to the 

disadvantage of other creditors; and (z) when a third party actually defrauds other creditors. The Partnership may be subject 

to claims from creditors of an obligor that debt assets of such obligor, which are held by the Partnership, should be 

equitably subordinated. The concept of equitable subordination (or the equivalent thereof) may vary from jurisdiction to 

jurisdiction.  

 

Concentration of Investments; Limited Diversification and Sector Investing. 

  

The Partnership’s portfolio of investments is expected to be concentrated in the global credit markets. Accordingly, the 

Partnership is exposed to the risk of adverse developments in or affecting these industries to a greater extent than if its 

investments were diversified over a larger number of issuers and industries. The Partnership may hold a limited amount of 

positions (both long and short) at any given time and the Partnership may hold relatively large positions in few securities. 

As a result of the Partnership’s possible lack of diversification, a significant loss in any one position may have a material 

adverse effect on the net asset value of the Partnership’s rate of return. Therefore, any fluctuation in the overall value of 

securities in specific markets, industries or sectors likely will have a material effect on the performance of the Partnership. 

The Investment Manager’s specialized investment strategy and potential lack of diversification may be more vulnerable to 

changes in the economy or those industries or other factors than a broad-based portfolio, and, as a result, performance 

results may be highly volatile and may result in the Partnership significantly outperforming, or under-performing, the 

market as a whole.  

 

Equity Securities. 

  

Although the Partnership will trade primarily in debt securities, the Partnership also may invest in equity and equity-related 

securities, including, without limitation, equity investments acquired in connection with restructured debt securities or 

instruments, or in connection with reorganizations and/or restructurings of debt securities, equity securities or other 

obligations and assets of undervalued, operationally challenged and/or financially troubled companies or institutions. A risk 

of investing in the Partnership is that equity securities held by the Partnership may decline in value. Equity securities 

fluctuate in value in response to many factors, including the activities and financial condition of individual companies, the 

business market in which individual companies compete, industry market conditions, interest rates and general economic 

environments. In addition, equity securities that the Investment Manager believes are undervalued or incorrectly valued 

may not ultimately be valued by the markets in the manner that the Investment Manager anticipates.  

 

Debt Securities. 

  

The Partnership intends to invest in debt or other fixed income securities, including non-investment grade securities, and 

similar obligations and instruments. Particularly with respect to non-investment grade securities, there is a risk that the 

issuer will default on its payment obligations. The market values of debt instruments may be more volatile than the values 

of other investments and, during periods of economic uncertainty and change, the market price of these investments may 
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decrease significantly. Debt instruments may also be less liquid than equities, particularly during periods of market 

dislocation. The lack of a liquid secondary market may have an adverse effect on the market price and the Partnership’s 

ability to sell particular securities.  

 

U.S. Government Securities. 

  

The Partnership may invest in U.S. Government securities. Generally, these securities include U.S. Treasury obligations 

and obligations issued or guaranteed by U.S. Government agencies, instrumentalities or sponsored enterprises. U.S. 

Government securities also include Treasury receipts and other stripped U.S. Government securities, where the interest and 

principal components of stripped U.S. Government securities are traded independently. These securities are subject to 

market and interest rate risk. The Partnership may also invest in zero coupon U.S. Treasury securities and in zero coupon 

securities issued by financial institutions, which represent a proportionate interest in underlying U.S. Treasury securities. A 

zero-coupon security pays no interest to its holder during its life. The market prices of zero-coupon securities generally are 

more volatile than the market prices of securities that pay interest periodically.  

 

 

Short Sales. 

  

Short selling involves selling securities that may or may not be owned and borrowing the same securities for delivery to the 

purchaser, with an obligation to replace the borrowed securities at a later date. Short selling allows the investor to profit 

from a decline in market prices to the extent such decline exceeds the transaction costs and the costs of borrowing the 

securities. However, since the borrowed securities must be replaced by purchases at market prices to close out the short 

position, any appreciation in the price of the borrowed securities would result in a loss. A short sale involves the risk of a 

theoretically unlimited increase in the market price of the security. Purchasing securities to close out the short position can 

itself cause the price of the securities to rise further, thereby exacerbating the loss.  

 

In addition, short sellers are subject to the risk of a “short squeeze.” A short squeeze is a situation in which the short seller 

is prematurely forced out of a short position. The lender of a security used to cover a short generally has the right to 

demand the return of the security that has been loaned at any time. If a lender were to demand the return of securities that 

the Partnership had borrowed, the Partnership would be required to replace the borrowed securities by borrowing identical 

securities from another lender. If the Partnership were unable to replace the borrowed securities, it would be required to 

close out the short sale by buying identical securities in the market to make delivery. In such event, the Partnership could 

incur significant losses if the securities sold short had increased in value.  

 

The Partnership also could be forced to close out a short sale prematurely as a result of an increase in margin requirements, 

coupled with an inability to provide the required additional margin on short notice. In addition, the cost to borrow securities 

in connection with short sales may be significant.  

 

Leverage.  

 

The Partnership may employ leverage in connection with its investment strategies or for any other purpose deemed 

necessary, desirable or appropriate at such times, in such amounts and subject to such terms and conditions as the 

Investment Manager may determine in its sole and absolute discretion. Such leverage may take a variety of forms, 

including loans, repurchase agreements, derivative instruments that are inherently leveraged, margin borrowing from 

securities brokers and dealers and other financing arrangements, as determined by the Investment Manager in its sole and 

absolute discretion. The use of leverage increases both the possibility for gain and the risk of loss. Leverage may be secured 

by the Partnership’s securities and other assets. Under certain circumstances, a lender may demand an increase in the 

collateral that secures such obligations, and if the Partnership is unable to provide additional collateral, the lender could 

liquidate assets held in the account to satisfy such obligations. Liquidation in that manner could have extremely adverse 

consequences. In addition, the amount of the Partnership’s borrowing and the interest rates on that borrowing, both of 

which will fluctuate, may have an effect on the Partnership’s profitability.  
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Hedging. 

  

The Partnership may engage in certain hedging transactions, including derivatives, options and swaps. Hedges can be more 

difficult to implement than many other types of transactions, and the possibilities for errors may be greater than for other 

transactions. Additionally, there is no guarantee that these hedging transactions will prevent losses to the Partnership. The 

success of the Partnership’s hedging strategy will be subject to the Investment Manager’s ability to correctly assess the 

degree of correlation between the performance of the instruments used in the hedging strategy and the performance of the 

investments in the portfolio being hedged. Since the characteristics of many securities change as markets change or time 

passes, the success of the Partnership’s hedging strategy will also be subject to the Investment Manager’s ability to 

continually recalculate, readjust and execute hedges in an efficient and timely manner. In addition, hedging transactions 

may result in poorer overall performance for the Partnership than if no such hedging transactions were executed. Moreover, 

the Investment Manager may determine not to hedge against, or may not anticipate, certain risks. Finally, the Partnership 

may be exposed to certain risks that cannot be hedged, such as credit risk (relating both to particular investments and 

counterparties).  

 

Derivatives.  

 

The Partnership may invest in derivative financial instruments. In addition, the Partnership may, from time to time, utilize 

both exchange-traded and over-the-counter futures, options and contracts for differences, for hedging purposes, as well as 

other derivatives. Regulatory restraints may restrict the instruments that the Partnership may trade. Such derivative 

instruments are highly volatile, involve certain special risks and expose investors to a high risk of loss. The low initial 

margin deposits normally required to establish a position in such instruments permit a high degree of leverage. As a result, 

a relatively small movement in the price of a contract may result in a gain or a loss which is high in proportion to the 

amount of funds actually placed as initial margin, and may result in unquantifiable further losses exceeding any margin 

deposited. Further, when used for hedging purposes, there may be an imperfect correlation between these instruments and 

the investments or market sectors being hedged.  

 

Credit Derivatives.  

 

The Partnership may invest in credit derivatives. Credit derivatives are contracts that transfer price, spread and/or default 

risks of debt and other instruments from one party to another. Such instruments may include one or more debtors. Payments 

under credit derivatives may be made during the exercise period of the contracts. Payments under many credit derivatives 

are triggered by credit events such as bankruptcy, default, restructuring, failure to pay, cross default or acceleration, etc. 

Such payments may be for notional amounts, actual losses or amounts determined by formula. The market for credit 

derivatives is somewhat illiquid and there are considerable risks that it may be difficult to either buy or sell the contracts as 

needed or at reasonable prices. Sellers of credit derivatives carry the inherent price, spread and default risks of the debt 

instruments covered by the derivative instruments. Buyers of credit derivatives carry the risk of non-performance by the 

seller due to inability to pay. There are also risks with respect to credit derivatives in determining whether an event will 

trigger payment under the derivative and whether such payment will offset the loss or payment due under another 

instrument. In the past, buyers and sellers of credit derivatives have found that a trigger event in one contract may not 

match the trigger event in another contract, exposing the buyer or the seller to further risk.  

 

Securities Lending and Borrowing.  

 

The Partnership may lend securities to securities brokers and other institutions as a means of earning additional income, or 

may borrow securities from securities brokers or other institutions to cover short positions. The cost of such borrowing may 

be significant. If the other party to such transaction becomes insolvent or bankrupt, the Partnership could experience delays 

and extra costs in recovering payment or the securities. To the extent that, in the meantime, the value of securities changes, 

the Partnership could experience further losses. Security loans must be fully collateralized, and the Investment Manager 

must be satisfied with the creditworthiness of the other party to the transaction.  
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Price and Liquidity Fluctuations of Investments. 

  

The market value of the Partnership’s investments may fluctuate with, among other things, changes in prevailing interest 

rates, general economic conditions, the condition of financial markets, developments or trends in the securities markets and 

the financial condition of the issuers of the securities in which the Partnership invests. During periods of limited liquidity 

and higher price volatility, the Partnership’s ability to acquire or dispose of its investments at a price and time that the 

Partnership deems advantageous may be impaired. As a result, in periods of rising market prices, the Partnership may be 

unable to participate in price increases fully to the extent that it is unable to acquire the desired positions quickly; the 

Partnership’s inability to dispose fully and promptly of positions in declining markets will conversely cause its net asset 

value to decline as the value of unsold positions is marked to lower prices.  

 

Possible Illiquidity of Investments; Investments in Restricted Securities.  

 

The Partnership may invest in private deals, the securities of which are not traded on public exchanges and are subject to 

restrictions on sale because they were acquired from the issuer in “private placement” transactions or because the 

Partnership is deemed to be an affiliate of the issuer. Generally, the Partnership cannot sell these restricted securities 

publicly in the United States without the expense and time required to register the securities under the Securities Act and 

may not otherwise sell such securities in the United States unless such sale is exempt from registration under the applicable 

provisions of the Securities Act. Any such market or legal restrictions, or any contractual transfer limitations, on the 

Partnership may result in the relative illiquidity of certain of the Partnership’s investments, preventing or delaying any sale 

thereof or reducing the amount of proceeds that might otherwise be realized from their sale, and resulting in the General 

Partner potentially designating such investments as illiquid.  

 

Trade Error Risk.  

 

Trade errors include, for example, keystroke errors that occur when entering trades into an electronic trading system or 

typographical or drafting errors related to derivatives contracts or similar agreements. Given the volume and complexity of 

transactions executed by the Investment Manager on behalf of the Partnership, trade errors are likely to occur, 

notwithstanding the execution of due care and special procedures designed to prevent such errors. If trading errors do 

occur, the Investment Manager will not responsible for gains or losses resulting from trade errors, except where such trade 

error is the result of the Investment Manager’s gross negligence, willful misconduct, fraud, a material violation of securities 

laws or a material violation of the Fund Documents.  

 

Competition.  

 

The securities industry is extremely competitive. The Investment Manager will compete for investment opportunities 

against various other investors, including many of the larger securities and investment banking firms, which have 

substantially greater financial resources and research staffs. Competitive investment activity by other firms may reduce the 

Partnership’s opportunity for profit by reducing the availability of or increasing the price of what the Partnership believes 

to be, based on its investment criteria, exceptional investment opportunities.  

 

Securities Market Volatility.  

 

Securities markets are volatile and may decline significantly in response to adverse issuer, political, regulatory, market or 

economic developments. Different parts of the market and different types of debt and equity securities may react differently 

to these developments. For example, small cap stocks may react differently than large cap stocks. Issuer, political or 

economic developments may affect a single issuer, issuers within an industry, sector or geographic region, or the market as 

a whole.  
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Risk of Operations/Liquidity Risks. 

 

Although a significant portion of the securities that the Partnership will acquire will be traded on public exchanges, each 

exchange typically has the right to suspend or limit trading in all securities that it lists. Such a suspension could render it 

difficult or impossible for the Partnership to liquidate its positions and would thereby expose it to losses. In addition, some 

of the securities in which the Partnership may invest may be thinly traded, potentially making it difficult for the Partnership 

to dispose of a position at the time or price desired. Moreover, in periods of extreme market volatility, the bid/ask spreads 

for some securities that ordinarily are liquid may widen, making it difficult or undesirable to sell the securities. There can 

be no assurance that the trading markets will remain liquid enough for management to close out existing positions at any 

time there is a need to do so.  

 

Company Capitalization.  

 

The Partnership may invest in securities of companies with various capitalizations where such companies meet the 

investment criteria described herein. While such companies may provide significant potential for appreciation, such 

investments, particularly small-capitalization securities, involve higher risks in some respects than do investments in 

securities of larger companies. The prices of small capitalization and even medium-capitalization and mid-capitalization 

securities are often more volatile than prices of large capitalization securities and the risk of bankruptcy or insolvency of 

many smaller companies (with the attendant losses to long investors) is higher than for larger, “blue-chip” companies. In 

addition, due to thin trading in some small-, mid- and medium-capitalization securities, an investment in those securities 

may be illiquid. The small-, mid- and medium-capitalization securities may, at times, significantly underperform the large 

capitalization securities and may do so in the future. A related concern for short sale risk is that smaller companies tend to 

be more readily acquired.  

 

Securities of Sub-Investment Grade Companies.  

 

Special risks may arise if the Partnership invests in the securities of sub-investment grade and highly-leveraged companies. 

Although such investments may result in significant returns to the Partnership, they involve a substantial degree of risk. If a 

company’s high level of borrowing works against a Partnership short position, the Partnership’s losses would be 

heightened. If the Partnership purchases distressed and/or non-performing debt securities, and subsequent to purchasing 

them finds that they are no longer readily traded by broker-dealers, these securities may not show any return for a 

considerable period of time. Many distressed and/or non-performing securities ordinarily remain unpaid while the company 

is in bankruptcy and may not ultimately be paid unless and until the company reorganizes and/or emerges from bankruptcy 

proceedings. As a result, if they are no longer readily traded by broker-dealers, such securities may have to be held for an 

extended period of time. There is no assurance that the Investment Manager will correctly evaluate the nature and 

magnitude of the various factors that could affect the prospects for a successful reorganization or similar action. In any 

reorganization or liquidation proceeding relating to a company in which the Partnership invests, the Partnership may lose 

its entire investment. Under such circumstances, the returns generated from the Partnership’s investments may not 

compensate the Limited Partners adequately for the risks assumed.  

 

Special Situation Investments.  

 

The Partnership may invest in companies involved in, or the target of, acquisition attempts or tender offers or in companies 

involved in or undergoing work-outs, liquidations, spin-offs, reorganizations, bankruptcies or other catalytic changes or 

similar transactions. In any investment opportunity involving any such type of special situation, there exists the risk that the 

contemplated transaction either will be unsuccessful, take considerable time or will result in a distribution of cash or a new 

security, the value of which will be less than the purchase price to the Partnership of the security or other financial 

instrument in respect of which such distribution is received. Similarly, if an anticipated transaction does not in fact occur, 

the Partnership may be required to sell its investment at a loss. Because there is substantial uncertainty concerning the 

outcome of the transactions involving financially troubled companies in which the Partnership may invest, there is a 

potential risk of loss by the Partnership of its entire investment in such companies.  
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Borrowing; Interest Rates; Margin.  

 

The General Partner and/or the Investment Manager may borrow funds from brokerage firms and banks on behalf of the 

Partnership to be able to increase the amount of capital available for marketable securities investments. The rates at which 

the Partnership can borrow, in particular, will affect the operating results of the Partnership. Even if the Partnership makes 

a profit on a trade, the interest expense incurred in carrying the position may exceed the profit generated by the trade. Any 

use of short-term borrowings or repurchase agreements will result in certain additional risks to the Partnership. For 

example, should the securities pledged to brokers to secure the Partnership’s margin accounts or repurchase obligation 

decline in value, the Partnership could be subject to a “margin call,” pursuant to which the Partnership must either deposit 

additional funds with the broker or suffer mandatory liquidation of the pledged securities to compensate for the decline in 

value. In the event of a sudden drop in the value of the Partnership’s assets, the Partnership might not be able to liquidate 

assets quickly enough to pay off its margin debt.  

 

Institutional Risks.  

 

Institutions will have custody of the assets of the Partnership. Certain assets of the Partnership will be exposed to the credit 

risk of the dealers, brokers and exchanges through which the Investment Manager deals, whether the Investment Manager 

engages in exchange-traded or off-exchange transactions. These firms and/or financial institutions, regardless of how large 

or well-capitalized, may encounter financial difficulties that impair the operating capabilities or the capital position of the 

Partnership. If any broker-dealer or other financial institution holding the Partnership’s assets were to become bankrupt or 

insolvent, it is possible that the Partnership would be able to recover only a portion, or in certain circumstances, none of its 

assets held by such bankrupt or insolvent entity.  

 

Counterparty Risk.  

 

Brokers may trade with an exchange as principals on behalf of the Partnership, in a “debtor-creditor” relationship, unlike 

other clearing broker relationships where the broker is merely a facilitator of the transaction. Such broker could, therefore, 

have title to all of the assets of the Partnership (for example, the transactions that the broker has entered into on behalf of 

the Partnership as principal as well as the margin payments that the Partnership provides). In the event of such broker’s 

insolvency, the transactions into which the broker has entered as principal could default, and the Partnership’s assets could 

become part of the insolvent broker’s estate, to the detriment of the Partnership. The Partnership’s assets may be held in 

“street name,” in which case, a default by the broker could cause the Partnership’s rights to be limited to that of an 

unsecured creditor.  

 

To the extent that the Partnership invests in swaps, derivative or synthetic instruments, or other over-the-counter 

transactions, including forward contracts, or, in certain circumstances, non-U.S. securities, the Partnership may also take a 

credit risk with respect to the parties with whom it trades and may bear the risk of settlement default. These risks may differ 

materially from those entailed in exchange-traded transactions, which generally are backed by clearing organization 

guarantees, daily marking-to-market and settlement, and segregation and minimum capital requirements applicable to 

intermediaries. Transactions entered into directly between two counterparties generally do not benefit from such protections 

and expose the parties to the risk of counterparty default.  

 

Discretion and Changes in Investment Strategy.  

 

The Investment Manager has considerable discretion in choosing the securities that may be acquired, and, subject to the 

restrictions expressly set forth herein, it has the right to modify the investment strategy, selection criteria or hedging 

techniques used by the Partnership without the consent of the Limited Partners. Business Continuity and Disaster Recovery. 

The business operations of the General Partner, the Investment Manager, their affiliates, the Partnership and their portfolio 

companies may be vulnerable to disruption in the case of catastrophic events such as fires, natural disaster (e.g., tornadoes, 

floods, hurricanes and earthquakes), terrorist attacks or other circumstances resulting in property damage, network 

interruption and/or prolonged power outages. Although the General Partner, the Investment Manager and/or their affiliates 
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have implemented, or expect to implement, measures to manage risks relating to these types of events, there can be no 

assurances that all contingencies can be planned for. These risks of loss can be substantial and could have a material 

adverse effect on the Partnership and the Limited Partners’ investments therein.  

 

Cyber Security Breaches and Identity Theft.  

 

The information and technology systems of the General Partner, the Investment Manager, their affiliates, the Partnership 

and their service providers and their portfolio companies may be vulnerable to damage or interruption from computer 

viruses, network failures, computer and telecommunication failures, infiltration by unauthorized persons, other security 

breaches and/or usage errors by their respective professionals. The techniques used to obtain unauthorized access to data, 

disable or degrade service or sabotage systems change frequently and may be difficult to detect for long periods of time. 

Hardware or software acquired from third parties may contain defects in design or manufacture or other problems that 

could unexpectedly compromise information security.  

 

Although the General Partner, the Investment Manager and/or their affiliates have implemented, or expect to implement, 

measures to manage risks relating to these types of events, if these systems are compromised, become inoperable for 

extended periods of time or cease to function properly, the General Partner, the Investment Manager, their affiliates, the 

Partnership, their service providers and/or their portfolio companies may have to make a significant investment to fix or 

replace them. The failure of these systems for any reason could cause significant interruptions in such parties’ operations 

and/or a failure to maintain the security, confidentiality or privacy of sensitive data, including personal information relating 

to investors (and the beneficial owners of investors). Such a failure could harm the reputation of the General Partner, the 

Investment Manager, their affiliates, the Partnership and/or their portfolio companies, subject any such entity and their 

respective affiliates to legal claims and/or otherwise affect their business and financial performance. Specifically, 

cyberattacks and the failure of such systems may interfere with the processing of Limited Partner subscriptions or 

withdrawals, impact the Partnership’s ability to value its assets, cause the release of confidential information and/or subject 

the Partnership to regulatory fines, penalties or financial losses, reimbursement or other compensation costs, and/or 

additional compliance costs. The Partnership also may incur substantial costs for cyber-security risk management to 

prevent any cyber incidents in the future. The Partnership and the Limited Partners could be negatively impacted as a result. 

 

No Operating History.  

 

Although the Principals and key members of the Investment Team are experienced investment professionals who have 

pursued investment objectives similar to the Partnership’s investment objective at other organizations, the Partnership has 

no operating history on which prospective investors can base an evaluation of its performance. 

 

Reliance on the Investment Manager.  

 

The Investment Manager has exclusive responsibility for the Partnership’s trading and investment activities. The quality of 

the investment advice provided by the Investment Manager is highly dependent upon the skills, judgment and expertise of 

the Investment Team. The loss of the services of any member of the Investment Team could adversely affect the 

Investment Manager’s ability to trade effectively. In particular, the success of the Partnership will be largely dependent 

upon the efforts of the Principals. Although the Principals intend to devote substantially all of their business time to the 

business of the Partnership and other Seelaus Clients pursuing the same investment strategy as the Partnership, they also 

may engage in other business activities that may limit the time devoted to the business of the Partnership.  

 

No Control by Limited Partners.  

 

The Limited Partners will have no authority to make decisions or to participate in the day-to-day management of, or 

exercise business discretion with respect to, the Partnership. The authority to make all business and/or investment decisions 

is vested in the General Partner and the Investment Manager. Accordingly, no investor should invest in the Partnership 

unless it is willing to entrust all aspects of the management of the Partnership to such parties. In addition, Limited Partners 
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do not have an opportunity to evaluate the specific investments made by the Partnership or to evaluate the terms of any 

investments made by the Partnership. The operations of the Partnership are substantially dependent upon the skill, 

judgment and expertise of the General Partner and the Investment Manager.  

 

Lack of Transferability of the Interests.  

 

The Partnership is intended for long-term investors who can accept the risks associated with investing primarily in 

securities that involve a high degree of financial risk. There is no public market for the Interests, and no such market is 

expected to develop in the future. Partners generally may not sell, transfer, exchange, assign, pledge, hypothecate or 

otherwise dispose of their Interests (or any portion thereof) without the prior written consent of the General Partner, which, 

in the sole and absolute discretion of the General Partner, may be withheld for any reason or no reason. Prospective 

investors are required to represent that they will be acquiring their Interests for investment purposes only and not with a 

view to resale or distribution. The Interests have not been registered under the Securities Act or any state securities laws. 

Therefore, they are subject to restrictions on transfer under the Securities Act and under certain states’ securities laws. 

Accordingly, the General Partner may require an opinion of counsel satisfactory to the General Partner that, among other 

things, a proposed transfer of Interests is exempt from registration prior to consenting to any such transfer. It is not 

anticipated that a market for the Interests will ever develop.  

 

Lack of Liquidity; Limitations on Withdrawals.  

 

Voluntary withdrawals by the Limited Partners are limited and may be made only at specified times described elsewhere 

herein. The General Partner may find it necessary to establish one or more reserves for contingent liabilities, such as in 

connection with pending litigation, by withholding a certain portion of the amount payable in connection with the 

withdrawal until resolution of such contingencies. In addition, the General Partner may elect to make a distribution in-kind 

by distributing securities (including illiquid securities) to a withdrawing Limited Partner. There can be no assurances that a 

Limited Partner will be able to sell the securities received for the amount at which the securities were valued for purposes 

of the withdrawal. The risk of a decline in the value of such securities in the period from the relevant Withdrawal Date to 

the date upon which such securities are distributed to the withdrawing Limited Partner, and the risk of any loss or delay in 

liquidating such securities, will be borne by the withdrawing Limited Partner. The General Partner also may require that 

any Limited Partner withdraw all or a portion of its Capital Account. Distributions, other than permitted withdrawals, are 

solely at the discretion of the General Partner. It is the intention of the General Partner to accumulate capital in the 

Partnership and not to make any discretionary distributions (including dividends) to Limited Partners other than with 

respect to withdrawals. The General Partner shall have the right to make withdrawals from time to time, including, without 

limitation, withdrawals to pay taxes on gains or income generated by Partnership results.  

 

Effects of Substantial Withdrawals.  

 

Substantial withdrawals by the Limited Partners and/or investors in the Partnership within a limited period of time could 

compel the Partnership to liquidate its securities positions more rapidly than otherwise would be desirable, which could 

affect adversely the amount distributable to the withdrawing Limited Partners and the value of the remaining Interests. In 

addition, regardless of the period of time within which withdrawals occur, the resulting reduction in the Partnership’s 

equity base could make it more difficult for the Partnership to generate trading profits or recoup losses, and could even 

cause the Partnership to liquidate positions prematurely.  

 

Market Disruptions.  

 

The Partnership may incur major losses in the event of market disruptions and other extraordinary events in which 

historical pricing relationships (on which the Investment Manager bases a number of its trading positions) become 

materially distorted. The risk of loss from pricing distortions is compounded by the fact that in disrupted markets many 

positions become illiquid, making it difficult or impossible to close out positions against which the markets are moving. 

The financing available to the Partnership from its banks, dealers and other counterparties is typically reduced during 
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market disruptions. Market disruptions caused by unexpected political, military and terrorist events may from time to time 

cause dramatic losses for the Partnership and such events can result in otherwise historically low-risk strategies performing 

with unprecedented volatility and risk. In addition, market disruptions may have a direct or indirect negative effect on a 

wide range of borrowers and may increase the likelihood that such borrowers will be unable to make principal and interest 

payments on, or refinance, outstanding debt when due. Moreover, the risk that such disruptions will affect a borrower’s 

ability to pay its debts and obligations when due is enhanced if such entity in turn provides credit to third parties or 

otherwise participates in the credit markets. In the event of such defaults, the Partnership could lose both invested capital 

in, and anticipated profits from, any affected investments.  

 

Suspension of Withdrawals.  

 

The General Partner may suspend withdrawal rights, in whole or in part, in the circumstances described herein and in the 

Partnership Agreement. In addition, the General Partner may suspend the payment of withdrawal proceeds to any Limited 

Partner if the General Partner deems it necessary, desirable or appropriate to do so, including to comply with laws and 

regulations (including anti-money laundering laws, sanctions and regulations) applicable to the Partnership, the General 

Partner, the Investment Manager, or any of the Partnership’s service providers or agents.  

 

Incentive Allocation.  

The General Partner may be entitled to receive an Incentive Allocation. The amount allocated to the General Partner is 

variable and cannot be determined in advance. Depending upon the Partnership’s rate of return, the amount allocated to the 

General Partner may be substantial compared to a fee calculated as a percentage of the assets under management, which 

might be paid to a money manager for managing a comparable amount of money. This may provide an incentive to the 

General Partner to approve more speculative trading strategies or to act to crystalize long term or short-term capital gain 

treatment or to crystallize losses in an effort to maximize the Partnership’s rate of return and the General Partner’s 

Incentive Allocation. In addition, the Partnership’s capital gains eligible investments are required to be held for more than 

three (3) years prior to their disposition in order for long-term capital gain tax rates to apply to the Incentive Allocation 

with respect to any such disposition. This requirement may create an incentive for the General Partner to delay the 

disposition of certain types of investments in an effort to minimize the amount of tax imposed on the Incentive Allocation.  

 

Valuation Risks.  

 

There can be no guarantee that the value ascribed to any Partnership investment will represent the value realized by the 

Partnership upon the disposition of such investment or that could be realized upon an immediate disposition of such 

investment. As a result, a Partner that withdraws all or any portion of its Interest in the Partnership prior to the disposition 

of such investment may not participate fully in the ultimate profits or losses realized by the Partnership from such 

investment.  

 

Use of Unaudited Financial Statements.  

 

Under the Partnership Agreement, the General Partner will permit withdrawals to be made and additional capital 

contributions to be accepted at times other than at the end of a fiscal year. At any such time, an interim closing will occur 

on the basis of unaudited financial statements. Because there may be a greater risk of error when unaudited financial 

statements are used, individual Limited Partners may be adversely affected by errors, if any, in such unaudited financial 

statements.  

 

Indemnification.  

 

The Partnership Agreement will contain broad indemnification and exculpation provisions that, among other things, limit 

the right of the Limited Partners to maintain an action against the General Partner to recover losses or costs incurred by the 

Partnership as a result of the General Partner’s actions or failure to act. The Investment Management Agreement will 

contain similar provisions that limit the right of the Partnership to maintain an action against the Investment Manager to 
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recover losses or costs incurred by the Partnership as a result of the Investment Manager’s actions or failure to act. The 

agreements with third-party service providers will also extend indemnification by the Partnership to such parties as the 

Administrator and the prime brokers and custodians.  

 

Business and Regulatory Risks of Alternative Investment Funds.  

 

The financial services industry generally, and the activities of alternative investment funds and their managers in particular, 

have been subject to intense and increasing regulatory scrutiny. Such scrutiny may increase the Partnership’s exposure to 

potential liabilities and to legal, compliance and other related costs. Increased regulatory oversight may also impose 

additional administrative burdens on the General Partner and/or the Investment Manager, including, without limitation, 

responding to examinations, investigations, and document requests, implementing new policies and procedures and 

complying with recordkeeping and reporting obligations. Such burdens may divert such parties’ time, attention and 

resources from portfolio management activities. The regulatory environment for alternative investment funds is evolving, 

and changes in the regulation of private funds and their investing activities may adversely affect the ability of the 

Partnership to pursue its investment program, the value of the investments held by the Partnership and the Partnership’s 

ability to obtain leverage. There has been an increase in governmental, as well as self-regulatory, scrutiny of the alternative 

investment industry in general. It is impossible to predict whether changes in regulations may occur, but any regulations 

that restrict the Partnership’s activities could have a material adverse effect on the Partnership’s investments. In addition, 

such regulatory scrutiny may increase the Partnership’s exposure to potential liabilities and to legal, compliance and other 

related costs.  

 

This Memorandum cannot address or anticipate every possible current or future regulation that may affect the General 

Partner, the Investment Manager, the Partnership or their businesses. Such regulations may have a significant impact on the 

Partnership, including, without limitation, restricting the types of investments the Partnership may make, preventing the 

Partnership from exercising its voting rights with respect to certain financial instruments, requiring the Partnership to 

disclose the identity of its investors or otherwise. The General Partner may, in its sole and absolute discretion, cause the 

Partnership to be subject to such regulations if it believes that an investment or business activity is in the Partnership’s 

interest, even if such regulations may have a detrimental effect on one or more Limited Partners. Prospective Limited 

Partners are encouraged to consult their own advisors regarding an investment in the Partnership.  

 

Misconduct of Employees and of Third-Party Service Providers.  

 

Misconduct by employees or by third party service providers could cause significant losses to the Partnership. Employee 

misconduct may include binding the Partnership to transactions that exceed authorized limits or present unacceptable risks 

and unauthorized trading activities or concealing unsuccessful trading activities (which, in either case, may result in 

unknown and unmanaged risks or losses). Losses could also result from actions by third party service providers, including, 

without limitation, from the failure to recognize trades and the misappropriation of assets, including situations where third 

party service providers may act as directors, trust companies or in a similar capacity that may give such third party service 

providers signing authority over certain Partnership assets. In addition, it is possible that employees and third party service 

providers may improperly use or disclose confidential information of the Partnership, which could result in litigation or 

serious financial harm, including limiting the Partnership’s business prospects or future marketing activities.  

 

Limited U.S. Regulatory Oversight.  

 

In reliance upon a statutory exemption for privately offered investment companies, the Partnership has not registered as an 

investment company under the Investment Company Act or the laws of any country or jurisdiction. Therefore, the 

protections afforded by the Investment Company Act to investors in registered investment companies will not be available 

to the Limited Partners. Among other things, the Investment Company Act generally requires registered investment 

companies to have a majority of disinterested directors, requires securities held in custody to be segregated by ownership at 

all times and to be marked clearly as the property of such investment company and regulates the relationship between the 

investment adviser and the investment company. The Interests have not been registered under the Securities Act or the 
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securities laws of any state in the U.S., nor is it expected that they will be. The Partnership has no plans nor has assumed 

any obligations to register these Interests. The Investment Manager is registered as an investment adviser pursuant to the 

Investment Advisers Act. Such registration does not imply that the SEC has endorsed or approved the qualifications of the 

Investment Manager or any of its respective affiliates or representatives to provide the advisory services described herein.  

 

Investors Subject to Regulation.  

 

Certain prospective Limited Partners may be subject to local, national and international rules and regulations that may 

regulate their participation in the Partnership. Each type of organization may be subject to different laws, rules and 

regulations, and such prospective Limited Partners should consult with their own advisors as to the advisability and tax 

consequences of an investment in the Partnership. Investment in the Partnership by employee benefit plans or entities 

subject to ERISA, and other U.S. tax-exempt entities requires special consideration. Trustees, fiduciaries or administrators 

of such plans or entities are urged to review the matters discussed in this Memorandum carefully. In particular, entities 

subject to ERISA and U.S. tax-exempt entities should consider the applicability to them of the provisions relating to UBTI.  

 

Benefit Plan Regulatory Risks.  

 

Benefit plan investors may purchase Interests in the Partnership, and the Partnership does not intend to limit investment in 

the Partnership by “benefit plan investors” as a result, the assets of the Partnership may not be treated as “plan assets” 

subject to Title I of ERISA or to Section 4975 of the U.S. Internal Revenue Code of 1986, as amended (the “Code”). If the 

Partnership were at any point deemed to hold plan assets for purposes of ERISA or the Code, the Partnership thereafter 

would have to be operated in compliance with the applicable provisions of ERISA and the Code, and the General Partner 

and the Investment Manager, and the transactions of the Partnership, would be subject to ERISA’s general fiduciary duties 

and prohibited transaction rules. As a result of the application of ERISA’s fiduciary and prohibited transaction rules to the 

Partnership, the Partnership would be subject to significant investment limitations and restrictions that would not otherwise 

apply.  

 

Possible Adverse Tax Consequences.  

 

The Partnership expects to be classified as a partnership for U.S. federal income tax purposes and not as an association 

taxable as a corporation. No representation or warranty of any kind is made with respect to the tax consequences of an 

investment in the Partnership. Potential investors are advised to consult their own tax advisors with respect to the tax 

consequences to them of an investment in the Partnership. Partners that qualify as U.S. tax-exempt entities may experience 

adverse U.S. federal income tax consequences as a result of an investment in the Partnership. In particular, an investment in 

the Partnership by a U.S. tax-exempt entity may generate UBTI upon which federal income tax may be levied. UBTI 

generally would arise if (i) the Partnership (or a partnership or other “pass-through” entity in which it invests) were to 

utilize leverage in its activities or were engaged in a trade or business unrelated to the exempt purposes of the relevant tax-

exempt entity; or (ii) the tax-exempt entity were to leverage its investment in the Partnership. Because the General Partner 

anticipates that the Partnership, among other things, may utilize leverage with respect to its activities, U.S. tax-exempt 

entities should anticipate that an investment in the Partnership could result in the recognition of UBTI. A non-U.S. investor 

may be treated as engaged in a trade or business in the U.S., be taxed on its share of income or gain or loss on the 

disposition of an Interest in the Partnership that is treated as ECI and be required to file U.S. income tax returns. As such, 

U.S. tax-exempt and non-U.S. investors are advised to consult their own tax advisors with respect to issues involving UBTI 

and ECI.  

 

Accounting for Uncertainty in Income Taxes.  

 

In June 2006, the Financial Accounting Standards Board (“FASB”) released final Interpretation No. 48, Accounting for 

Uncertainty in Income Taxes (which is now known as “ASC 740”), to provide consistent guidance on the recognition of 

uncertain tax positions. ASC 740 applies to all tax positions related to income taxes subject to FASB Statement 109, 

Accounting for Income Taxes. ASC 740 prescribes the minimum recognition threshold that a tax position is required to 
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meet before being recognized in an entity’s financial statements. It also provides guidance on derecognition, measurement, 

classification and interest and penalties with respect to tax positions. A prospective investor should be aware that, among 

other things, ASC 740 could have a material adverse effect on the periodic calculations of the net asset value of the 

Partnership, including reducing the net asset value of the Partnership to reflect reserves for income taxes that may be 

payable in respect of prior periods by the Partnership. This could cause benefits or detriments to certain investors 

depending upon the timing of their entry to and exit from the Partnership. It is also possible that the application of ASC 740 

could result in the permanent loss of a tax benefit that otherwise may have been realized.  

 

Delayed Schedules K-1.  

 

The Partnership may be unable to provide the final Schedule K-1 to Partners for any given fiscal year until after April 15 of 

the following year. The General Partner shall endeavor to provide Partners with estimates of the taxable income or loss 

allocated to their investment in the Partnership on or before such date, but the final Schedule K-1 may not be available until 

completion of the Partnership’s annual audit. Partners may be required to obtain extensions of the filing date for their 

income tax returns at the federal, state and local levels.  

 

Temporary Investments.  

 

For temporary defensive purposes, the Partnership may vary from its investment policies during periods (“Temporary 

Defensive Periods”) in which drastic conditions in global debt markets or other economic or political conditions warrant a 

defensive posture. During a Temporary Defensive Period, the Partnership may invest, without limit (and, for the avoidance 

of doubt, without regard to any investment limitation relating to such investments that may be set forth in this 

Memorandum), in short-term, liquid debt securities determined by the Investment Manager to be of high quality, which 

may include U.S. government securities, bank deposits, money market instruments and short-term (for this purpose, 

securities with a remaining maturity of one year or less) debt securities, including notes and bonds. The Partnership may 

also at any time temporarily invest funds awaiting reinvestment or held as reserves for distributions to Shareholders in the 

high quality and money market instruments referred to above. 

 

Granite Springs Total Return Master Fund, LP 

 

Granite Springs Total Return Master Fund, LP is long-only credit fund. The investment team utilizes a variety of 

strategies in predominantly investment grade credit markets (targeted portfolio-weighted average rating of Baa2/BBB, 

below B2/B not permitted) to exploit credit inefficiencies arising from dynamic market conditions and valuation 

anomalies. The strategy seeks to hedge interest rate exposure while actively managing credit and sector exposures (10% 

limit on a single issuer, 25% maximum by industry). Eligible investments in the fund include corporate credits, preferred 

securities, emerging markets and sovereign debt. 

 

Risk Factors for subscribers to Granite Springs Total Return Master Fund, LP include but are not limited to: 

 

General Investment Risks. 

  

All investments involve risks, including the risk that the entire amount invested may be lost. No guarantee or representation 

is made that the Fund’s investment objective will be achieved. 

 

General Economic Conditions and Events.  

 

Uncertainty in the global financial system could lead to an overall weakening of the U.S. and global economies, which 

could adversely affect the financial resources of the issuers in which the Fund invests. The deterioration of the global credit 
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markets (including the U.S. credit markets) during the economic downturn, coupled with uncertainty in the global financial 

system generally, has reduced investor demand and liquidity for investment grade, high yield and senior bank debt and has 

caused some investment banks and other lenders to be unwilling (or significantly less willing) to finance new investments 

or to offer committed financing for investments on terms less favorable than terms offered in the past, making it 

significantly more difficult to obtain favorable financing. This decrease in the availability of financing (or an increase in the 

interest cost) for leveraged transactions could impair, potentially materially, the Fund’s ability to consummate transactions 

or could cause the Fund to enter into certain transactions on less attractive terms. As such, there can be no guarantee that 

debt facilities will be available at commercially attractive rates throughout the term of the Fund or when due for 

refinancing. Investments made by the Fund are expected to be sensitive to the performance of the overall economy (both 

domestic and global). There can be no assurances that conditions in the global financial markets will not worsen once 

again. A negative impact on economic fundamentals and consumer and business confidence would likely increase market 

volatility and reduce liquidity, both of which could have a material adverse effect on the performance of the Fund and these 

or similar events may affect the ability of the Fund to execute its investment strategies. 

 

Market Disruptions.  

 

The Fund may incur major losses in the event of market disruptions and other extraordinary events in which historical 

pricing relationships (on which the Investment Manager bases a number of its trading positions) become materially 

distorted. The risk of loss from pricing distortions is compounded by the fact that in disrupted markets many positions 

become illiquid, making it difficult or impossible to close out positions against which the markets are moving. The 

financing available to the Fund from its banks, dealers and other counterparties is typically reduced during market 

disruptions. Market disruptions caused by unexpected political, military and terrorist events may from time to time cause 

dramatic losses for the Fund and such events can result in otherwise historically low-risk strategies performing with 

unprecedented volatility and risk. 

 

In addition, market disruptions may have a direct or indirect negative effect on a wide range of borrowers and may increase 

the likelihood that such borrowers will be unable to make principal and interest payments on, or refinance, outstanding debt 

when due. Moreover, the risk that such disruptions will affect a borrower’s ability to pay its debts and obligations when due 

is enhanced if such entity in turn provides credit to third parties or otherwise participates in the credit markets. In the event 

of such defaults, the Fund could lose both invested capital in, and anticipated profits from, any affected investments. 

 

Highly Volatile Markets.  

 

The prices of financial instruments in which the Fund may invest can be highly volatile and influenced by numerous factors 

including interest rates, currency rates, default rates, changing supply and demand relationships, trade, fiscal, monetary and 

exchange control programs, governmental policies and political and economic events (both domestic and global). 

Moreover, political or economic crises, or other events may occur that can be highly disruptive to the markets in which the 

Fund may invest. In addition, governments from time to time intervene (directly and by regulation), which intervention 

may adversely affect the performance of the Fund and its investment activities. Such intervention often is intended directly 

to influence prices and may, together with other factors, cause all of such markets to move rapidly in the same direction 

because of, among other things, interest rate fluctuations. The Fund is also subject to the risk of a temporary or permanent 

failure of the exchanges and other markets on which its investments may trade. Sustained market turmoil and periods of 

heightened market volatility make it more difficult to produce positive trading results, and there can be no assurance that 

the Fund’s strategies will be successful in such markets. 

 

Terrorist Action.  

 

There is a risk of terrorist attacks on the United States and elsewhere causing significant loss of life and property damage 

and disruptions in global markets. Economic and diplomatic sanctions may be in place or imposed on certain states and 

military action may be commenced. The impact of such events is unclear, but could have a material effect on general 

economic conditions and market liquidity. 



P a g e 29 
 

 

Limited Operating History.  

 

The Fund expects to commence operations in May of 2016 and will have no or limited operating history for upon which 

prospective investors may base an evaluation of the likely performance of the Fund. The past investment performance of 

other accounts and investment products managed by the Investment Manager, the Lead Portfolio Investment Manager and 

the other investment professionals of the Investment Manager should not be construed as an indication or guarantee of the 

future results of the Fund. There can be no assurance that the Fund will be able to implement its investment strategy or 

investment approach to achieve comparable results or that any target results will be met or that it will be able to avoid 

losses. 

 

Risks related to the Seed Investor.  

 

The Seed Investor has made a substantial investment in the Fund, and will have certain preferred rights relating to its Units. 

If the Seed Investor redeems its interest in the Fund, such redemption may cause a temporary imbalance of the Fund’s 

portfolio, which may adversely affect the Fund and the Limited Partners. 

 

Conflicts of Interest of the Investment Manager and the Lead Portfolio Investment Manager. 

  

The Fund may be subject to a number of potential conflicts of interest involving the Investment Manager, its principal(s) 

and affiliates and the Lead Portfolio Investment Manager and his staff.  

 

Dependence on the Investment Manager and the Lead Portfolio Investment Manager.  

 

The Limited Partners will have no authority to make investment decisions or to exercise business discretion on behalf of the 

Fund. The overall responsibility for all such decisions is held by the General Partner, who in turn has delegated the 

authority to make investment decisions on behalf of the Fund to the Investment Manager. Thus, the success of the Fund is 

significantly dependent upon the expertise and ability of the Investment Manager and the Lead Portfolio Investment 

Manager to develop and implement investment strategies that achieve the Fund’s investment objective. 

If for any reason the Fund were to lose the services of the Investment Manager and/or the Lead Portfolio Investment 

Manager, such losses could have a material adverse effect on the performance of the Fund and could lead to the premature 

termination of the Fund. Any employment arrangements between the Investment Manager and the Lead Portfolio 

Investment Manager are subject to change or termination without the consent of the Fund. The Investment Manager 

manages and may manage other investment funds, vehicles and accounts and is not required (and will not be able) to devote 

all of its resources to the Fund. 

 

Misconduct of Employees and of Third-Party Service Providers.  

 

Misconduct by employees or by third party service providers could cause significant losses to the Fund. Misconduct by 

such personnel may include binding the Fund to transactions that are not properly authorized, present unacceptable risks or 

constitute unauthorized trading activities or that conceal unsuccessful trading activities (which, in either case, may result in 

unknown and unmanaged risks or losses). Losses could also result from other inappropriate actions by such personnel, 

including, without limitation, failing to recognize trades and misappropriating assets. In addition, employees and third-party 

service providers may improperly use or disclose confidential information, which could result in litigation or serious 

financial harm, including limiting the Fund’s business prospects or future marketing activities. Although the Investment 

Manager will adopt measures to prevent and detect employee misconduct and to select reliable third-party providers that 

will indemnify the Fund in certain circumstances, such measures may not be effective in all cases. 

 

Systems Risks.  

 

Certain of the Fund’s and the Investment Manager’s operations will interface with or depend on systems operated by third 

parties. These programs or systems may be subject to certain defects, failures or interruptions, which are beyond the Fund’s 
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or the Investment Manager’s control. In the case of any such third-party system, the Investment Manager may not be in a 

position to verify the risks or reliability of such system. Any such defect, failure or interruption could have a material 

adverse effect on the Fund by causing settlement of trades to fail, inaccurate accounting, recording or processing of trades 

and inaccurate risk management and other reports. 

 

Operational and Execution Risks. 

  

The Fund will depend on the Investment Manager, the Prime Broker and the Clearing Broker to develop the appropriate 

systems and procedures to control operational risk in its investment activities. Systemic or other failures in the financial, 

accounting and other data processing systems employed by the Investment Manager, the Prime Broker, the Clearing Broker 

or the Administrator, as well as in the corresponding systems employed by counterparties, exchanges, similar clearance and 

settlement facilities and other third parties, could result in operational difficulties, such as mistakes in the confirmation or 

settlement of transactions, some slippage, errors and miscommunications with brokers and counterparties, or transactions 

not being properly booked, evaluated or accounted for, which in turn may cause the Fund to suffer financial loss, the 

disruption of its investment program, liability to clients or third parties, regulatory intervention or reputational damage. 

 

In such circumstances, the General Partner and the Investment Manager will evaluate the merits of potential claims for 

damages against brokers and counterparties who are at fault and, to the extent practicable, will seek to recover losses from 

those parties. In addition, the Investment Manager’s execution and operational staff may be solely or partly responsible for 

errors that result in losses to the Fund. However, the Investment Management Agreement contains limitations on liability 

and the Investment Manager benefits from certain indemnities under the Investment Management Agreement. Subject to 

applicable law, the General Partner may choose to forego pursuing claims against the Investment Manager, brokers and/or 

counterparties on behalf of the Fund for any reason, including, but not limited to, the cost of pursuing claims relative to the 

likely amount of any recovery. As set out herein, potential investors should only subscribe for Units in the Fund on the 

understanding that the Fund may waive potential claims for damages arising from the operation of the Fund, including 

damages resulting from the Investment Manager’s own actions. 

 

Limited Rights of Limited Partners. 

  

Limited Partners holding Units will have no right to participate in the day-to-day operations of the Fund. Consequently, 

Limited Partners will not have any control over the management of the Fund or the appointment and removal of the Fund’s 

service providers. 

 

Limited Regulatory Oversight.  

 

The Fund will not be registered under the Investment Company Act. Accordingly, the provisions of the Investment 

Company Act which provide certain regulatory safeguards for investors in registered investment companies are not 

applicable. For example, unlike a registered investment company, the Fund is not required to maintain a board of directors 

composed of at least 75% disinterested directors. Additionally, the Fund is not required to comply with the rules 

promulgated by the SEC for registered investment companies that require securities held in custody to be at all times 

individually segregated from the securities of any other person and marked to clearly identify such securities as the 

property of the investment company. Because the Fund may maintain accounts for certain of its securities at brokerage 

firms that do not individually segregate such securities, the insolvency of any such brokerage firm is likely to have a greater 

adverse effect on the Fund than if the accounts were maintained in compliance with the requirements applicable to 

registered investment companies. 

 

In addition, neither the General Partner nor the Investment Manager is registered as a broker-dealer under the Securities 

Exchange Act of 1934, as amended (the “Exchange Act”), or with the Financial Industry Regulatory Authority, Inc. 

(“FINRA”) and, consequently, the General Partner and the Investment Manager are not subject to the record-keeping and 

specific business practice provisions of the Exchange Act and the rules of FINRA. The Manager is an investment adviser 

registered with the SEC under the Investment Advisers Act of 1940, as amended (the “Advisers Act”) and, consequently, 
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the Investment Manager and the General Partner, as a relying adviser that is deemed to be a registered adviser because it is 

subject to the Investment Manager’s supervision, control and compliance policies, are subject to the record-keeping, 

disclosure, and other fiduciary obligations set forth in the Advisers Act. If the Fund is deemed to hold plan assets under the 

Plan Assets Regulation, the General Partner and the Investment Manager, and the transactions of the Fund, will be subject 

to ERISA’s general fiduciary duties and prohibited transaction rules. The obligation to comply with these and other 

applicable regulatory obligations will result in increased costs for the Fund and the Investment Manager. 

 

Limited Liquidity and Redemption Rights.  

 

An investment in the Fund is suitable only for certain sophisticated investors who have no need for immediate liquidity in 

their investment. An investment in the Units provides limited liquidity because Units are not freely transferable. redeemed 

on a monthly basis upon prior written notice to the Administrator and the Investment Manager no later than the first 

Business Day of such month as described herein, or at such other times or on such shorter notice as may be permitted by 

the General Partner, in its sole discretion. Moreover, the General Partner may limit or suspend the right of redemption, in 

whole or in part, under the circumstances. Further, the payment of redemption proceeds to a Limited Partner may be 

suspended if it is determined that such payment would cause a breach or violation of any anti-money laundering or other 

laws or regulations applicable to the Fund, the Investment Manager or any of the Fund’s service providers in any relevant 

jurisdiction.  

 

There is currently no market for the Units and it is not contemplated that one will develop. The Units offered hereby are not 

required to be, have not been, and are not expected to be, registered under the Securities Act, or any other securities laws 

and, therefore, cannot be resold unless an exemption from registration is available or they are subsequently registered under 

the Securities Act and other applicable securities laws. 

 

In-Kind Distributions.  

 

A Limited Partner may receive in-kind distributions from the Fund that may not be readily marketable or saleable and may 

be subject to legal or contractual restrictions on transfer. Accordingly, any securities or other instruments included in any 

such distribution may have to be held by the receiving Limited Partner for an indefinite period of time.  

 

No Audit Holdback.  

 

The Fund will not operate an audit holdback mechanism. Given that the Fund’s audit is done on an annual basis, Units will 

be redeemed at a price per Unit based on the Net Asset Value of the applicable Units on the applicable Redemption Date 

based on unaudited estimated data. Should the Fund’s annual audit determine that an adjustment to any of the previous 

monthly valuations are necessary, this may result in an overpayment or underpayment of such redemption amounts. 

Accordingly, since the Fund will not provide for any post-audit claw-back of such overpayments or adjustment for 

underpayments, this could have a corresponding positive or negative impact on the Fund. 

 

Effect of Significant Redemptions.  

 

A significant redemption of Units in the Fund due to Limited Partner redemption requests may cause a temporary 

imbalance in the Fund’s portfolio, which may adversely affect the remaining Limited Partners. Substantial redemption 

requests could be triggered by a number of events, including, for example, unsatisfactory performance, a significant change 

in personnel or management of the Investment Manager, or legal, economic or regulatory developments that investors 

perceive will have an impact on the Fund or the Investment Manager. In such a situation, the Fund may not be able to 

readily dispose of certain financial instruments and, in some cases, may be contractually prohibited from disposing of such 

financial instruments for a period of time. Actions taken to meet substantial redemption requests could result in prices of 

financial instruments held by the Fund decreasing and in the Fund’s expenses increasing (e.g., transaction costs and the 

costs of terminating agreements). The overall value of the Fund also may decrease because the liquidation value of certain 

assets may be materially less than their mark-to-market value. 
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Contingency Reserves.  

The Fund may, upon prior written notice to its Limited Partners, retain a part of the redemption proceeds otherwise payable 

to a Limited Partner, as a reserve to fund specified liabilities or a reserve for contingencies, which at the time of the reserve 

will be specified to the Limited Partners (whether or not in accordance with U.S. GAAP). If reserves are established that 

are not in accordance with U.S. GAAP, they will be treated in the same manner as reserves that are in accordance with U.S. 

GAAP, i.e., in the period during which they are taken they will be treated as an expense of the Fund (and will reduce the 

net asset value of the Fund) and if and to the extent that they are subsequently reversed they will be taken into income in 

the period of such reversal (and will to that extent increase the net asset value of the Fund). The establishment of such 

reserves will not insulate any portion of the Fund assets from being at risk. 

 

Exculpation and Indemnification.  

 

Subject to applicable law, the Partnership Agreement provides for broad rights of exculpation and indemnification of the 

General Partner, its partners, members, managers, employees, officers, and their respective affiliates, including the 

Investment Manager, the Lead Portfolio Investment Manager and the other investment professionals of the Investment 

Manager, from and against any and all liabilities, losses, damages, penalties, actions, judgments, suits, costs and expenses 

of any kind or nature whatsoever, other than those resulting from fraud, gross negligence (as such term is interpreted under 

the laws of the State of Delaware) or willful default on its part or on the part of its directors, officers or employees, which 

may be imposed on or incurred by the General Partner in performing its obligations or duties thereunder. To the extent the 

Fund is required to indemnify such persons, it may lower the performance of the Fund. In addition, these indemnification 

and exculpation provisions limit the right of a Limited Partner to maintain an action against the General Partner to recover 

losses or costs incurred by the Fund as a result of the General Partner’s and its manager’s actions or failures to act. 

 

Subject to applicable law, the Investment Management Agreement contains broad exculpation and indemnification 

provisions that require the Fund to indemnify the Covered Persons from any losses or costs incurred by them, except for 

cases of gross negligence (as such term is interpreted under the laws of the State of Delaware) or willful misconduct. 

Limited Partners should consult with their own legal advisers regarding whether any potential claims that they may have 

against the General Partner, the Investment Manager or any other Covered Person may be waived under applicable law by 

reason of such provisions. 

 

Board Participation/Conflicts of Interests.  

 

While unlikely, it is possible that a director, manager or employee of the Investment Manager or its affiliates may serve as a 

director of an issuer. In addition to any duties such person owes to the Fund, as a director of an issuer such persons will also 

owe duties to the shareholders of the issuers and persons other than the Fund. In general, such position would be assumed 

in connection with the Fund’s investment strategy and may enhance the ability of the Investment Manager to manage the 

Fund’s investments. However, such positions may have the effect of impairing the ability of the Fund to sell the related 

securities when, and upon the terms, the Investment Manager may otherwise desire. In addition, such positions may place 

such directors, partners and members of the Investment Manager or its affiliates in a position where they must make a 

decision that is either not in the best interests of the Fund or not in the best interests of the shareholders of the issuer. 

Should such person make a decision that is not in the best interests of the shareholders of an issuer, such decision may 

subject the Investment Manager and the Fund to claims they would not otherwise be subject to as an investor, including 

claims of breach of the duty of loyalty, securities claims and other director-related claims. Subject to any legal restrictions 

on such indemnification, the Fund, in general, will indemnify the Investment Manager and other indemnified persons from 

such claims. 

 

Pledge of, Foreclosure on, and Liquidation of Fund Assets.  

 

The Units represent equity interests in the Fund only and will not be insured or guaranteed by any person or entity. The 

providers of borrowing arrangements and other creditors of the Fund will have a first claim on all assets included in the 
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collateral. In the event of the dissolution of the Fund or otherwise, if the proceeds from the sale of the assets (after payment 

in full of the obligations under the borrowing arrangements) and other liabilities are insufficient to make distributions to 

Limited Partners as provided in the Partnership Agreement, no other assets will be available for the payment of any 

deficiency. None of the General Partner, the Investment Manager or distributions. 

 

In addition, on the occurrence of an event of default or similar event under a borrowing arrangement, the lender(s) and/or 

trustee(s) thereunder are expected to have the right to foreclose on the Fund’s investments securing the loans made, or notes 

issued, under such agreement and to liquidate such Fund investments, with the proceeds from such liquidation being 

credited toward the amount owed to such lender(s) and/or trustee(s). There can be no assurance that any such liquidation 

will occur at any advantageous time or at favorable prices. Such liquidation may also result in a lower sale price than if 

such assets were sold in a more orderly manner. 

 

ERISA and Related Matters.  

 

It is expected that the assets of the Fund will be deemed to include “plan assets” for purposes of ERISA. This means that 

the Investment Manager and any other person exercising discretionary authority or rendering investment advice for a fee 

with respect to the assets of the Fund will be subject to ERISA’s fiduciary responsibility provisions and that transactions 

involving the assets of the Fund and “parties in interest” or “disqualified persons” are prohibited absent an exemption. As a 

result of the application of ERISA’s fiduciary and prohibited transaction rules to the Fund, the Fund will be subject to 

significant investment limitations and restrictions that would not otherwise apply. For example, the Fund could be 

prohibited, or otherwise restricted, from purchasing or holding certain securities notwithstanding the fact that such 

securities might otherwise constitute appropriate investment opportunities for the Fund.  

 

Fixed-Income Securities.  

 

The Fund may invest in fixed-income securities. Fixed-income securities pay fixed, floating or variable rates of interest. 

The value of fixed-income securities in which the Fund invests will change in response to fluctuations in interest rates. In 

addition, the value of certain fixed income securities may fluctuate in response to perceptions of creditworthiness, political 

stability or soundness of economic policies. Fixed-income securities are subject to the risk of the issuer’s inability to meet 

principal and interest payments on its obligations (i.e., credit risk) and are subject to price volatility due to such factors as 

interest rate sensitivity, market perception of the creditworthiness of the issuer and general market liquidity (i.e., market 

risk). The issuers of such securities (including sovereign issuers) may face significant uncertainties and exposure to 

economic downturns and other adverse conditions that may undermine the issuer’s ability to make timely payment of 

interest and principal thereon and increase the incidence of default for such securities. In addition, an economic recession 

could severely disrupt the market for certain of these securities and may have an adverse impact on the value of such 

securities.  At times, certain sectors of the fixed-income markets have in the past experienced significant declines in 

liquidity. While such events may sometimes be attributable to changes in interest rates or other factors, the cause is not 

always apparent. During such periods of market illiquidity, the Fund may not be able to sell assets in its portfolio or may 

only be able to do so at unfavorable prices. Such “liquidity risk” could adversely impact the value of the Fund’s portfolio 

and may be difficult or impossible to hedge against. 

 

Investment in Lower-Rated Fixed-Income Securities. 

  

Securities of issuers that are rated below investment-grade by nationally recognized statistical rating organizations 

(“NRSROs”) or deemed by the Investment Manager to be of equivalent quality (“lower-rated securities”) are commonly 

referred to as “junk bonds” and are considered to be speculative and involve major risk exposure to adverse conditions. The 

Investment Manager may purchase below investment grade  securities (rated B2/B or above), and is not required to dispose 

of portfolio holdings that are downgraded by an NRSRO to a rating below investment-grade (unless the rating falls below a 

rating of B2/B). Investing and trading in lower-rated securities can be highly speculative and involve greater risks of loss 

because such securities become more vulnerable and susceptible, during times of deteriorating economic conditions or 

rising interest rates, to non-payment of interest, non-payment of principal and an increased possibility of default. 
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Accordingly, the market values of lower-rated securities may be more volatile than the values of investment-grade 

instruments and, during periods of economic uncertainty and change, the market price of the Fund’s investments in lower-

rated securities may decrease significantly. Lower-rated securities also may be less liquid than investment-grade 

instruments because the market for them may be less broad or less active. The lack of a liquid secondary market may have 

an adverse effect on the market price and the Fund’s ability to sell particular lower-rated securities. 

 

In addition, analysis of the creditworthiness of issuers of lower-rated securities may be more complex than for issuers of 

investment-grade instruments. Accordingly, the Fund’s success in achieving its investment objective may depend more 

heavily on the Investment Manager’s analysis of issuers’ creditworthiness than would be the case if the Fund invested 

exclusively in investment-grade instruments. 

 

Emerging Market Securities.  

 

The Fund may invest in the securities of emerging markets. Investment in emerging market securities generally involves a 

greater degree of risk than an investment in securities of issuers based in developed countries. Among other things, 

investments in emerging market securities may be subject to the following risks: less publicly available information; more 

volatile markets; less liquidity or available credit; political or economic instability; less strict securities market regulation; 

less favorable tax or legal provisions; price controls and other restrictive governmental actions; severe inflation; unstable 

currency; war; and expropriation of personal property. 

 

Sovereign Debt.  

 

The Fund may invest in financial instruments issued by a government, its agencies, instrumentalities or its central bank 

(“Sovereign Debt”). Sovereign Debt may include securities that the Investment Manager believes are likely to be included 

in restructurings of the external debt obligations of the issuer in question. The ability of an issuer to make payments on 

Sovereign Debt, the market value of such debt and the inclusion of Sovereign Debt in future restructurings may be affected 

by a number of other factors, including such issuer’s (i) balance of trade and access to international financing, (ii) cost of 

servicing such obligations, which may be affected by changes in international interest rates, and (iii) level of international 

currency reserves, which may affect the amount of foreign exchange available for external debt payments. Significant 

ongoing uncertainties and exposure to adverse conditions may undermine the issuer’s ability to make timely payment of 

interest and principal, and issuers may default on their Sovereign Debt. 

 

Preferred Securities.  

 

The Fund may invest from time to time, on an opportunistic basis, in nonconvertible preferred securities, which may have 

fixed or variable dividend or income rates. Preferred securities generally have a preference as to dividends and liquidation 

over an issuer’s common stock, but such securities rank junior to debt securities in an issuer’s capital structure. Unlike 

interest payments on debt securities, dividends generated from preferred securities are payable only if declared by an 

issuer’s board of directors. Preferred securities may be subject to optional or mandatory redemption provisions. The ability 

of preferred securities to generate income is dependent on the earnings and continuing declaration of dividends by the 

issuers of preferred securities. An issuer’s preferred securities will usually have a lower credit rating than the firm’s senior 

unsecured bonds and are often compared to sub-investment grade or high-yield bonds, given the higher income 

opportunities. High-yield bonds by definition carry speculative-grade ratings and credit risk. Preferred securities usually 

have long maturities or even no maturity date at all, meaning that they can remain outstanding in perpetuity. Although 

preferred securities are generally “callable” at the option of the issuer and thus can be retired prior to maturity, they should 

be viewed as a long-term investment with greater sensitivity to interest-rate movements. If rates rise, the price of a 

preferred security may fall more dramatically than prices for short-term bonds. Certain preferred securities may be less 

liquid than other securities issued by the same firm. 
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Repurchase and Reverse Repurchase Agreements.  

 

The Fund may enter into repurchase and reverse repurchase agreements. When the Fund enters into a repurchase 

agreement, it will “sell” securities to a broker-dealer or financial institution, and agree to repurchase such securities on a 

mutually agreed date for the price paid by the broker-dealer or financial institution, plus interest at a negotiated rate. In a 

reverse repurchase transaction, the Fund will “buy” securities issued from a broker-dealer or financial institution, subject to 

the obligation of the broker-dealer or financial institution to repurchase such securities at the price paid by the Fund, plus 

interest at a negotiated rate. 

 

The use of repurchase and reverse repurchase agreements by the Fund involves certain risks. For example, if the seller of 

securities to the Fund under a reverse repurchase agreement defaults on its obligation to repurchase the underlying 

securities, the Fund will seek to dispose of such securities, which action could involve costs or delays, and may suffer a loss 

to the extent that it is forced to liquidate its position in the market and proceeds from the sale of the underlying securities 

are less than the repurchase price agreed to by the defaulting seller. If the seller becomes insolvent and subject to 

liquidation or reorganization under applicable bankruptcy or other laws, the Fund’s ability to dispose of the underlying 

securities may be restricted, and it is even possible that the Fund will be unable to substantiate its interest in the underlying 

securities. Similar elements of risk arise under repurchase agreements (as to which the Fund is a seller) in the event of a 

default by, or a bankruptcy or insolvency with respect to, the buyer. 

 

Ratings Generally.  

 

The Fund may invest in instruments that are unrated or in instruments that are in fact rated. In general, the ratings of 

nationally recognized rating organizations represent the opinions of these agencies as to the quality of securities that they 

rate. These ratings may be used by the Investment Manager as initial criteria for the selection of portfolio securities. Such 

ratings, however, are relative and subjective; they are not absolute standards of quality and do not evaluate the market value 

risk of the securities. It is also possible that a rating agency might not change its rating of a particular issue on a timely 

basis to reflect subsequent events. 

 

High Yield Securities.  

 

The Fund may invest in high yield securities. Such securities are generally not exchange-traded and, as a result, these 

instruments trade in the over-the-counter marketplace, which is less transparent than the exchange-traded marketplace. In 

addition, the Fund may invest in bonds of issuers that do not have publicly traded equity securities, making it more difficult 

to hedge the risks associated with such investments. High yield securities face ongoing uncertainties and exposure to 

adverse business, financial or economic conditions that could lead to the issuer’s inability to meet timely interest and 

principal payments. The market values of certain of these lower-rated and unrated debt securities tend to reflect individual 

corporate developments to a greater extent than do higher-rated securities that react primarily to fluctuations in the general 

level of interest rates, and tend to be more sensitive to economic conditions than are higher-rated securities. Companies that 

issue such securities are often highly leveraged and may not have available to them more traditional methods of financing. 

It is possible that a major economic recession could disrupt severely the market for such securities and may have an adverse 

impact on the value of such securities. In addition, it is possible that any such economic 

downturn could adversely affect the ability of the issuers of such securities to repay principal and pay interest thereon and 

increase the incidence of default of such securities. 

 

Participation Interests.  

 

The Fund may purchase participation interests in debt instruments which do not entitle the holder thereof to direct rights 

against the obligor. Participations held by the Fund in a seller’s portion of a debt instrument typically result in a contractual 

relationship only with such seller, not with the obligor. The Fund has the right to receive payments of principal, interest and 

any fees to which it is entitled only from the seller and only upon receipt by such seller of such payments from the obligor. 

In connection with purchasing participations, the Fund generally will have no right to enforce compliance by the obligor 
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with the terms of the related loan agreement, nor any rights of set-off against the obligor and the Fund may not directly 

benefit from the collateral supporting the debt instrument in which it has purchased the participation. As a result, the Fund 

will assume the credit risk of both the obligor and the seller selling the participation. In the event of the insolvency of such 

seller, the Fund may be treated as a general creditor of such seller, and may not benefit from any set-off between such seller 

and the obligor. 

 

Recent, well-publicized weaknesses in certain financial institutions may be indicative of increased counter-party risk with 

respect to, among other things, participation interests. Additionally, the transparency of financial statements used by such 

financial institutions, in particular, with respect to the value of complex financial assets, has been called into question. 

When the Fund holds a participation in a debt instrument it may not have the right to vote to waive enforcement of any 

restrictive covenant breached by an obligor or, if the Fund does not vote as requested by the seller, it may be subject to 

repurchase of the participation at par. Sellers voting in connection with a potential waiver of a restrictive covenant may 

have interests different from those of the Fund, and such selling institutions may not consider the interests of the Fund in 

connection with their votes. 

 

No Assurance of Investment Return.  

 

The Fund’s task of identifying and evaluating investment opportunities, managing such investments and realizing a 

significant return for investors is difficult. Many organizations operated by persons of competence and integrity have been 

unable to make, manage and realize on such investments successfully. The Investment Manager believes that the Fund’s 

investment strategy and investment approach moderate this risk through a careful selection of securities and other financial 

instruments. However, there is no assurance that the Fund will be able to invest its 

capital on attractive terms or generate returns for its investors. 

 

Investment and Trading Risks.  

 

An investment in the Fund involves risks, including the risk that the entire amount invested may be lost. The Fund may 

invest in and actively trade securities and other financial instruments using investment techniques with risk characteristics, 

including risks of the fixed income markets and the potential illiquidity of securities and other financial instruments. There 

can be no assurance that the Fund’s investment program will be successful or that its investment objective will be achieved. 

In reorganization or liquidation situations, the Investment Manager may not accurately value the assets of the subject issuer 

or the degree of legal and regulatory risk associated with transactions in the 

securities of issuers in such situations. 

 

Liquidity and Valuation of Investments.  

 

The Fund may invest in securities that are subject to legal or other restrictions on transfer or for which no liquid market 

exists. The Fund may not be able to sell such securities when it desires to do so or to realize what it perceives to be their 

fair value in the event of a sale. The sale of restricted and illiquid securities often requires more time and results in higher 

brokerage charges or dealer discounts and other selling expenses than does the sale of securities eligible for trading on 

national securities exchanges or in the over-the-counter markets. Restricted securities may sell at a price lower than similar 

securities that are not subject to restrictions on resale. Because the markets for such securities are still evolving, liquidity in 

these securities is limited and liquidity with respect to lower rated and unrated subordinated classes may be even more 

limited. As a result, calculating the fair market value of the Fund’s holdings may be difficult and there can be no assurance 

that the Investment Manager’s valuation will accurately reflect the value that will be realized by the Fund upon the eventual 

disposition of such investment. Disposition of such illiquid investments may also result in distributions in-kind to the 

Limited Partners. Such investments could also impair the Fund’s ability to distribute redeeming proceeds to a redeeming 

Limited Partner in a timely manner. The Investment Manager may not necessarily aggregate illiquid investments in classes, 

and may use valuation methodologies for such assets involving subjective determinations. In addition, in the discretion of 

the Investment Manager, payment to the Limited Partner of that portion of its requested withdrawal attributable to the 

Fund’s illiquid investments may be delayed. 
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Interest Rates.  

 

Although the Fund intends to hedge against general movements in interest rates, there is no guarantee that the interest rate 

hedging strategies will be successful. Therefore, the value of the Fund’s investments may change as interest rates fluctuate, 

and the Fund may suffer losses if interest rates move in opposition to the Investment Manager’s expectations. In addition, 

under certain market conditions, lower-rated securities may be more vulnerable to broad changes in yield and market value 

than investment-grade securities. 

 

In addition to traditional fixed-rate securities, the Fund may invest in securities with floating or variable interest rates or 

dividend payments. During periods of increasing interest rates, changes in the coupon rates may lag the change in market 

rates or may have limits on the maximum increase in coupon rates. Alternatively, during periods of declining interest rates, 

the coupon rates on such securities readjust downward, resulting in a lower yield. 

 

Prime Broker and Clearing Broker Risks.  

 

The Fund utilize the services of the Prime Broker and Clearing Broker, which assist the Fund in the settlement of the 

Fund’s trades executed through executing brokers affiliated with the Prime Broker or the Clearing Broker and execute 

trades for the Fund. In addition, the Fund’s assets may be held in the Prime Broker’s name. As evidenced by the bankruptcy 

of Lehman Brothers Holdings Inc., the failure of a prime broker can have a devastating impact on investment vehicles (like 

the Fund). Subject to the SEC’s rule that prime brokers maintain physical possession and control of fully paid securities 

held in a customer’s account and to establish certain reserves for the benefit of customers, the Prime Broker would 

generally have the ability to commingle, loan, pledge and re-hypothecate the securities held for the Fund, as is typical 

market practice. As a result, the Prime Broker or Clearing Broker may have insufficient assets to meet all of its obligations 

to customers in the event of an insolvency of the Prime Broker or the Clearing Broker, respectively. In such an event, the 

Fund would typically not have a right to recover its securities held by the Prime Broker or the Clearing Broker, but rather 

would have only an unsecured claim against the Prime Broker or the Clearing Broker and would participate pro rata with 

other customers of the Prime Broker or the Clearing Broker, as applicable, in the proceeds of the sale of customer 

securities, which could result in a material loss to the Fund. Also, even if the Prime Broker or the Clearing Broker does 

have sufficient assets in such an event to meet all customer claims, there could be a delay before the Fund receives assets to 

satisfy its claims, and the assets recovered from the Prime Broker or the Clearing Broker could be of a value that is 

materially less than the value of the assets originally entrusted to it by the Fund. The Investment Manager may not be able 

to identify potential solvency concerns with respect to the Prime Broker or the Clearing Broker or to transfer assets between 

the Prime Broker or from the Prime Broker or any Clearing Broker to another prime broker or clearing broker in a timely 

manner. 

 

Portfolio Turnover.  

 

Certain strategies used by the Fund may require frequent trading and a high portfolio turnover. Replacement of all the 

securities in the portfolio in one year would constitute complete portfolio turnover. The Fund will generally not be 

restricted in effecting transactions by any limitation with regard to its portfolio turnover rates. This may result in higher 

investment costs and charges (e.g., brokerage commissions and fees) to the Fund, regardless of the profitability of the 

Fund’s investment and trading activities. 

 

“Spread Widening” Risk.  

 

For reasons not necessarily attributable to any of the risks set forth herein (e.g., supply/demand imbalances, market 

illiquidity or other market forces), the prices of the securities in which the Fund invests may decline substantially, hi 

particular, assets purchased at what may appear to be “undervalued” levels may be trading at even more “undervalued” 

levels at a time of valuation or at the time of sale. It may not be possible to predict, or to hedge against, such “spread 

widening” risks. 
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Trading Costs.  

 

The bid/offer spread on certain fixed-income securities may be considerably greater than the commissions or bid/offer 

spread on other fixed-income securities. The Fund will bear these costs regardless of its profitability. In order for the Fund 

to realize a net profit, its gross profits must exceed its costs, including brokerage commissions and the Investment 

Manager’s Management Fee. In addition, because the Fund’s investments are actively managed, purchases and sales of 

investments may be frequent and may result in higher transaction costs that are borne by the Fund. See “Portfolio 

Turnover” above. 

 

Uncertain Exit Strategies.  

 

Due to the potential illiquid nature of certain investments which the Fund may make, the Investment Manager is unable to 

predict with confidence what, if any, exit strategies will ultimately be available for any given position. Exit strategies which 

appear to be viable when an investment is initiated may be precluded by the time the investment is ready to be realized due 

to economic, legal, political or other factors. The larger the transaction in which the Fund is participating, the more 

uncertain the Fund’s exit strategy tends to become. 

 

Lack of Diversification.  

 

The Fund’s portfolio may be concentrated in particular issuers. The concentration of the Fund’s portfolio in few issuers 

could subject the Fund to a greater degree of risk and could expose the Fund to losses that are disproportionate to market 

movements in general. The Fund may face similar risks with respect to concentration of positions in a particular industry or 

geographic region. While the Investment Manager will regularly monitor the concentration of the Fund’s portfolio, 

concentration in any one industry, region or country may arise from time to time. For example, at any given time, certain 

geographic areas or industry sectors may provide more attractive investment opportunities than others and, as a result, the 

Fund’s investment portfolio may become concentrated in those countries or regions or in specific industry sectors. The risk 

of loss on the Fund’s investments will increase to the extent that the Fund’s portfolio becomes so concentrated. To the 

extent there is a downturn affecting a country, region or industry sector in which the Fund’s portfolio is concentrated, this 

could increase the risk of defaults, reduce the amount of payments the Fund receives on its investments and, consequently, 

could have an adverse impact on the Fund’s financial condition and results. 

 

Notwithstanding the Investment Manager’s attempts to control risks and diversify the Fund’s portfolio, risks associated 

with different assets may be correlated in unexpected ways, with the result that the Fund faces concentrated exposure to 

certain risks. Such concentration of risk may increase any losses suffered by the Fund. 

 

Non-U.S. Investments. 

  

The Fund may invest in securities of non-U.S. companies and other instruments traded outside of the U.S. Such 

investments require consideration of certain risks not typically associated with investing in securities of U.S. companies or 

U.S. markets, such as greater risks of expropriation and nationalization, restrictions on repatriation of investment income 

and capital, confiscatory taxation, general social, political and economic instability and adverse diplomatic developments; 

the possibility of imposition of exchange control regulation by the U.S. or foreign governments; the possibility of 

imposition of withholding or other taxes on dividends, interest, capital gain or other income; the small size of the securities 

markets in such countries and the low volume of trading, resulting in potential lack of liquidity and in price volatility; and 

certain government policies that may restrict the Fund’s investment opportunities. In addition, accounting and financial 

reporting standards that prevail in such countries generally are not equivalent to U.S. standards and, consequently, less 

information may be available to investors in companies located in such countries than is available to investors in companies 

located in the U.S. Generally, there is also less regulation of the securities markets in such countries than in the U.S. The 

values and relative yields of investments in the securities markets of different countries, and their associated risks, are 

expected to change independently of each other. 
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Bankruptcy; Investments in Distressed Securities and Restructurings.  

 

The Fund’s investments may involve obligors that are experiencing, or are expected to experience, severe financial 

difficulties, which may never be overcome and may lead to uncertain outcomes. The bankruptcy courts have broad 

discretion to control the terms of a reorganization, and political factors may be of significant importance in high profile 

bankruptcies or bankruptcies in particular jurisdictions. There are a number of significant risks inherent in the bankruptcy 

process. While creditors are generally given an opportunity to object to significant actions, there can be no assurance that a 

bankruptcy court in the exercise of its broad powers would not approve actions that would be contrary to the interests of the 

Fund. For example, in order to protect net operating losses of an obligor in bankruptcy, a bankruptcy court might take any 

number of actions, including prohibiting or limiting the transfer of claims held by certain classes of creditors. Such a 

prohibition could have a material adverse effect on the value of certain investments made by the Fund. For example, the 

Fund might be prohibited from liquidating investments which are declining in value. In addition, investments in issuers that 

are experiencing, or are expected to experience, severe financial difficulties could, in certain circumstances, subject the 

Fund to certain additional potential liabilities that may exceed the value of the Fund’s original investment therein. For 

example, under certain circumstances, a lender who has inappropriately exercised control of the management and policies 

of a debtor may have its claims subordinated or disallowed or may be found liable for damages suffered by parties as a 

result of such actions. In addition, under certain circumstances, payments to the Fund and distributions by the Fund to the 

Limited Partners may be reclaimed if any such payment or distribution is later determined to have been a fraudulent 

conveyance, a preferential payment or similar transaction under applicable bankruptcy and insolvency laws. In addition, 

investments in restructurings may be adversely affected by statutes related to, among other things, fraudulent conveyances, 

voidable preferences, lender liability and the bankruptcy court’s discretionary power to disallow, subordinate or 

disenfranchise particular claims or re-characterize investments made in the form of debt as equity contributions. 

 

The possibility of litigation between the participants in a reorganization is another consideration that makes any evaluation 

of the outcome of an investment uncertain. Such uncertainties may also be increased by legal and other factors that limit the 

ability of the Investment Manager to be able to obtain reliable and timely information concerning material developments 

affecting an obligor, or which lengthen a reorganization or liquidation proceeding. 

 

Lender Liability and Equitable Subordination. 

 

 In recent years, a number of judicial decisions in the United States have upheld the right of borrowers to sue lending 

institutions on the basis of various evolving legal theories (collectively termed “lender liability”). Generally, lender liability 

is founded upon the premise that an institutional lender has violated a duty (whether implied or contractual) of good faith 

and fair dealing owed to a borrower or has assumed a degree of control over the borrower resulting in a creation of a 

fiduciary duty owed to the borrower or its other creditors or shareholders. Because of the nature of certain of the Fund’s 

investments, the Fund could be subject to allegations of lender liability. 

 

In addition, under common law principles that in some cases form the basis for lender liability claims, if a lender or 

bondholder (i) intentionally takes an action that results in the undercapitalization of a borrower to the detriment of other 

creditors of such borrower, (ii) engages in other inequitable conduct to the detriment of such other creditors, (iii) engages in 

fraud with respect to, or makes misrepresentations to, such other creditors, or (iv) uses its influence as a stockholder to 

dominate or control a borrower to the detriment of other creditors of such borrower, a court may elect to subordinate the 

claim of the offending lender or bondholder to the claims of the disadvantaged creditor or creditors, a remedy called 

“equitable subordination.” The Fund does not intend to engage in conduct that would form the basis for a successful 

cause of action based upon the equitable subordination doctrine. However, because of the nature of certain of the Fund’s 

investments, the Fund may be subject to claims from creditors of an obligor that debt obligations of which are held by the 

Fund should be equitably subordinated. The preceding discussion regarding lender liability is based upon principles of U.S. 

federal and state laws. With respect to the Fund’s investments outside the United States, the laws of certain non-U.S. 

jurisdictions may also impose liability upon lenders or bondholders under factual circumstances similar to those described 

above, with consequences that may or may not be analogous to those described above under U.S. federal and state laws. 
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Prepayment Risk.  

 

The frequency at which prepayments (including voluntary prepayments by obligors and accelerations due to defaults) occur 

on bonds will be affected by a variety of factors including the prevailing level of interest rates and spreads as well as 

economic, demographic, tax, social, legal and other factors. Generally, obligors tend to prepay their fixed-rate obligations 

when prevailing interest rates fall below the coupon rates on their obligations. Similarly, floating rate issuers and borrowers 

tend to prepay their obligations when spreads narrow. In general, “premium” securities (securities whose market values 

exceed their principal or par amounts) are adversely affected by faster than anticipated prepayments. Since many fixed-rate 

obligations will be premium instruments when interest rates and/or spreads are low, such debt instruments may be 

adversely affected by changes in prepayments in any interest rate environment. The adverse effects of prepayments may 

impact the Fund’s portfolio in two ways. First, particular investments may experience outright losses, as in the case of an 

interest-only instrument in an environment of faster actual or anticipated prepayments. Second, particular investments may 

underperform relative to hedges that the Investment Manager may have constructed for these investments, 

resulting in a loss to the Fund’s overall portfolio. In particular, prepayments (at par) may limit the potential upside of many 

instruments to their principal or par amounts, whereas their corresponding hedges often have the potential for unlimited 

loss. 

 

Valuation.  

 

To the extent that any of the Fund’s investments will not be in readily marketable assets for which prices are available from 

third parties, the fair value of such investments may not be readily determinable. In extremely adverse market conditions, 

the Fund’s financial condition and results of operations could be adversely affected if the fair value determinations were 

materially higher than the values that the Fund ultimately realizes upon the realization of such investments. 

 

In addition, for purposes of financial reporting compliant with U.S, GAAP, the Fund is required to follow the requirements 

for valuation set forth in Accounting Standards Codification 820, “Fair Value Measurements and Disclosures,” which 

defines and establishes a framework for measuring and reporting fair value under U.S. GAAP. Additional Financial 

Accounting Standards Board Statements and guidance and additional provisions of U.S. GAAP that may be adopted in the 

future may also impose additional, or different, specific requirements as to the valuation of assets and liabilities for 

purposes of U.S. GAAP financial reporting. 

 

Due Diligence.  

 

The Investment Manager may conduct or may use third parties to conduct, due diligence on prospective investments. In 

conducting such due diligence, the Investment Manager’s investment professionals will use publicly available information, 

as well as information from their relationships with former and current management teams, consultants, competitors and 

financial institutions. Such level of due diligence may not, however, reveal all matters and issues, material or otherwise, 

relating to prospective investments. 

 

Non-Public Information.  

 

By reason of their responsibilities in connection with the Fund and other investment activities, and notwithstanding 

procedural safeguards, personnel of the Investment Manager may acquire confidential or material, non-public information 

that would limit the ability of the Fund to buy and sell certain of its investments. The Fund’s investment flexibility may be 

constrained due to the inability of the Investment Manager to use such information for investment purposes. Moreover, the 

Investment Manager may be restricted from initiating transactions in certain securities or selling certain investments, due to 

its acquisition of confidential or material, non-public information, at a time when the 

Investment Manager would otherwise take such action. 

 

Litigation.  
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Certain of the investments in which the Fund will invest could potentially involve various types of restructurings and/or 

other settlement negotiations, which can be contentious and adversarial. It is by no means unusual for participants to use the 

threat of, as well as actual, litigation as a negotiating technique. During the term of the Fund, in the event that any of the 

General Partner, the Investment Manager, the Administrator, the Fund and other service providers are named as a defendant 

in a civil proceeding, the expense of defending against any such claims by third parties and paying any amounts pursuant to 

settlements or judgments would, subject to any legal restrictions on such indemnification, be 

generally borne by the Fund and would reduce its net assets. 

 

Contingent Liabilities on Disposition of Investments. 

 

 In connection with the disposition of an investment of the Fund, the Fund may be required to make representations and 

warranties about such investments. The Fund may become involved in disputes or litigation concerning such 

representations and warranties and may be required to make payments to third parties as a result of such disputes or 

litigation. Any such payments could adversely impact the Fund’s ability make distributions. In addition, if the Fund does 

not have cash available to conduct such litigation or make such payments, it may be forced to sell investments to obtain 

funds. Such sales may be effected on unsatisfactory terms. The Investment Manager may also establish reserves or escrow 

accounts for such contingent liabilities. In that regard, Limited Partners may be required to return amounts distributed to 

them to fund the Fund’s indemnity obligations or other Fund obligations arising out of any legal proceeding against the 

Fund, subject to certain limitations set forth in the Partnership Agreement. 

 

Fraud.  

 

Of paramount concern in investing is the possibility of material misrepresentation or omission by a counterparty. Such 

inaccuracy or incompleteness may adversely affect the valuation of the investment or the collateral underlying the 

investment. The Fund generally relies upon the accuracy and completeness of representations made by counterparties, but 

cannot guarantee such accuracy or completeness. Under certain circumstances, payments to the Fund may be reclaimed if 

any such payment or distribution is later determined to have been a fraudulent conveyance or a preferential payment. 

 

Instances of fraud and other deceptive practices committed by third-parties in connection with any of the Fund’s 

investments may undermine the Investment Manager’s due diligence efforts with respect to such investments, and if such 

fraud is discovered, negatively affect the valuation of the Fund’s investments. In addition, when discovered, financial fraud 

may contribute to overall market volatility, which can negatively impact the Fund’s investment program. 

 

Non-Controlling Investments.  

 

The Fund may hold non-controlling interests in certain issuers and, therefore, may have a limited ability to protect its 

position in such issuers; although, where practicable and appropriate, it is expected that shareholder rights or similar rights 

in non-corporate vehicles generally will be sought to protect the Fund’s interests. 

 

Counterparty Risk.  

 

A number of the markets in which the Fund may effectuate its transactions are “over-the-counter” or “interdealer” markets. 

The participants in such markets are typically not subject to credit evaluation and regulatory oversight as are members of 

“exchange-based” markets. This exposes the Fund to the risk that a counterparty will not settle a transaction in accordance 

with its terms and conditions because of a dispute over the terms of the contract (whether or not bona fide) or because of a 

credit or liquidity problem, thus causing the Fund to suffer a loss. Such “counterparty risk” is accentuated for contracts with 

longer maturities where events may intervene to prevent settlement, or where the Fund has concentrated its transactions 

with a single or small group of counterparties. The Fund is not restricted from dealing with any particular counterparty or 

from concentrating any or all of its transactions with one counterparty. The ability of the Fund to transact business with any 

one or number of counterparties, the lack of any meaningful and independent evaluation of such counterparties’ financial 

capabilities and the absence of a regulated market to facilitate settlement may increase the potential for losses by the Fund. 
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Reliance on Corporate Management and Financial Reporting.  

 

Many of the strategies implemented by the Fund rely on the financial information made available by the issuers in which 

the Fund invests. The Investment Manager has no ability to independently verify the financial information disseminated by 

the issuer in which the Fund invests and is dependent upon the integrity of both the management of these issuers and the 

financial reporting process in general. 

 

Custodial Risk. 

  

Because the Fund is not a registered investment company, any custodial arrangement is not subject to SEC regulations 

governing registered investment companies. For example, a registered investment company that places its securities in the 

custody of a member of a national securities exchange is required to have a written custodian agreement which provides 

that securities held in custody will be at all times individually segregated from the securities of any other person and 

marked to clearly identify such securities as the property of such investment company and which contains other provisions 

complying with SEC regulations. The Fund may not have a written custodian agreement with its custodial agent. 

Accordingly, in acting as custodial agent of certain of the Fund’s securities and other assets, the custodial agent is not 

required to comply with certain of the SEC regulations applicable to custodians of the securities of registered investment 

companies. 

 

Difficulty of Locating Suitable Investments and Competition.  

 

There can be no assurance that there will be a sufficient number of suitable investment opportunities that the Investment 

Manager will be able to identity to enable the Fund to invest all of its assets in opportunities that satisfy the Fund’s 

investment objectives or that such investment opportunities will lead to completed investments by the Fund. The activity of 

identifying, completing and realizing an attractive investment opportunity is highly competitive and involves a high degree 

of uncertainty. In addition, the availability of investment opportunities generally will be subject to market conditions, as 

well as, in some cases, the prevailing regulatory or political climate. 

 

The Fund’s potential for current income and capital appreciation for its investors will depend, in large part, on the 

Investment Manager’s ability to acquire investments for the Fund on advantageous terms. There is currently, and will likely 

continue to be, competition for investment opportunities by investment vehicles, strategic investors, hedge funds and others 

with investment objectives and strategies identical or similar to the Fund’s investment objectives and strategies. 

Participation in auction transactions (if any) will also increase the pressure on the Fund with respect to pricing of 

transactions. 

 

A number of entities compete with the Fund to make investments of the type that the Fund intends to make. Additional 

funds with similar investment objectives may be formed in the future by other unrelated parties. As a result of these new 

entrants, competition for investment opportunities has intensified, and the Fund expects this trend to continue. Many of the 

Fund’s existing and potential competitors are substantially larger and have considerably greater financial, technical and 

marketing resources than those available to the Fund. Some competitors, such as commercial banks, may have a lower cost 

of funds and access to funding sources that are not available to the Fund. In addition, some of the Fund’s competitors may 

have higher risk tolerances or different risk assessments, which could allow them to consider a wider variety of investments 

and establish more relationships than the Fund. Therefore, identification of attractive investment opportunities is difficult 

and involves a high degree of uncertainty, and competition for such opportunities may become more intense. 

 

Expedited Transactions. 

  

The Investment Manager’s investment analyses and decisions will often be undertaken on an expedited basis in order for 

the Fund to take advantage of investment opportunities. In such cases, the information available to the Investment Manager 

at the time of an investment decision may be limited, and the Investment Manager may not have access to the detailed 
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information necessary for a full evaluation of the investment opportunity. As a consequence, there is a substantial risk that 

the Investment Manager will not be able to adequately evaluate particular risks or that market movements or other adverse 

developments will cause the Fund to incur substantial losses on such transactions. In addition, the Investment Manager may 

rely upon independent consultants or advisors in connection with its evaluation of proposed investments. There can be no 

assurance that these consultants or advisors will accurately evaluate such investments. 

 

Projections.  

 

The Fund may make investments relying upon projections developed by the Investment Manager or other third-party 

sources concerning such investment’s future performance. Projections are inherently subject to uncertainty and factors 

beyond the control of the Investment Manager or such other sources. The inaccuracy of certain assumptions, the failure to 

satisfy certain financial requirements and the occurrence of other unforeseen events could impair the ability of investments 

to realize projected values. 

 

Speculative Nature of Investments.  

 

The investment activities of the Fund are inherently speculative. Prices and market movements may be volatile, and various 

other factors that are inherently difficult to predict, such as domestic or international economic and political developments, 

may significantly affect the results of the Fund’s activities. As a result, the Fund’s performance over a particular period will 

not necessarily be indicative of the results that may be expected in future periods. 

 

Tax Considerations.  

 

An investment in the Fund may involve complex U.S. federal income tax considerations that will differ for each Limited 

Partner. Under certain circumstances, the Limited Partners could be required to recognize taxable income in a taxable year 

for U.S. federal income tax purposes, even if the Fund does not distribute cash or property to the Limited Partners during 

such taxable year.  

 

Possible Adverse Tax Consequences.  

 

The Fund will not request any ruling from the Internal Revenue Service (“Service”) as to any federal income tax 

consequences relating to the structure or operation of the Fund. There can be no assurance that any tax position taken by the 

Fund will not be challenged by the Service. Some of the tax risks are: 

• The General Partner intends to allocate to a redeeming Limited Partner items of income, gain, deduction, loss or 

credit to match as closely as possible the cash amounts distributed to that Limited Partner. There can be no 

assurances that mismatches of income (or of character of income) will not occur and that non-redeeming partners 

may bear the income tax burden or benefits of positions that are unrealized at the time of a redemption. 

• A Limited Partner may be allocated income and gain which is taxable for federal (and possibly state and local) 

income tax purposes without the ability to withdraw funds from the Fund to pay the tax thereon. 

• An allocable share of a tax-exempt Partner’s income may be “unrelated business taxable income” (“UBTI”) to the 

extent that the Partner’s interest in the Fund is debt financed or the Fund invests in assets that produce UBTI or 

itself borrows money to acquire property. 

• While the General Partner and the Fund consider it unlikely, the IRS could assert that the Fund is a publicly traded 

partnership and, hence, an association that is taxable as a corporation for federal income tax purposes, which would 

have an adverse impact on the potential returns that the Partners will realize from their investments in the Fund. 

 

FATCA.  

 

Certain Non-U.S. Investors will be subject to be a 30% withholding tax if the Non-U.S. Investor fails to provide the 

withholding agent with documentation sufficient to show that it is compliant with Sections 1471 through 1474 to  U.S. 

Internal Revenue Code of 1986, as amended, any Treasury regulations promulgated thereunder or official administrative 
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interpretations thereof (“FATCA”). Generally, such documentation is provided on an executed IRS Form W-8BEN or IRS 

Form W-8BEN-E, as applicable. Starting in 2019, payments of the gross proceeds may also be subject to FATCA 

withholding absent proof of FATCA compliance prior to January 1, 2019. 

 

Service Challenge.  

 

Although none are anticipated, the Fund may, from time to time, take tax positions that may be subject to challenge by the 

Service. If the Service does challenge such a position and is successful, there may be substantial retroactive taxes, plus 

interest and possibly penalties. 

 

Governmental, Legal, Tax and Regulatory Risks.  

 

The global financial markets continue to be subject to pervasive and fundamental disruptions that have led to extensive and 

unprecedented governmental intervention. Such intervention has in certain cases been implemented on an “emergency” 

basis with little or no notice, with the consequence that some market participants’ ability to continue to implement certain 

strategies or manage the risk of their outstanding positions has been suddenly and/or substantially eliminated or otherwise 

negatively implicated. Given the complexities of the global financial markets and the limited time frame within which 

governments have been able to take action, these interventions have sometimes been unclear in scope and application, 

resulting in confusion and uncertainty, which in itself has been materially detrimental to the efficient functioning of such 

markets as well as previously successful investment strategies. 

 

Legal, tax and regulatory changes could occur that may materially adversely affect the Fund. For example, the regulatory 

and tax environment for derivative instruments is changing rapidly, and changes in the regulation or taxation of derivative 

instruments may materially adversely affect the value of derivative instruments and the ability of the Investment Manager 

to pursue its trading strategies. Furthermore, changes in the U.S. Bankruptcy Code, as amended, may make the Fund’s 

intended investment strategy less profitable, and the SEC, other regulators and self-regulatory organizations and 

exchanges are authorized to take extraordinary actions in the event of market emergencies. Due to events in the markets 

over the past several years, and recent legislation, additional regulatory change may be more likely than not and should be 

expected to occur. 

 

It is impossible to predict with certainty what additional interim or permanent governmental restrictions may be imposed on 

the markets and/or the effect of such restrictions on the Investment Manager’s ability to fulfill the Fund’s investment 

objective. Legislation or regulation, which could be substantial and is unpredictable, could pose additional risks and result 

in material adverse consequences to the Fund and/or limit potential investment strategies that would have otherwise been 

used by the Investment Manager in order to seek to obtain higher returns. The Investment Manager believes that there is a 

high likelihood of significantly increased regulation of the global financial markets, and that such increased regulation 

could be materially detrimental to the performance of the Fund. 

 

Uncertain Impact of Certain Legislation. 

  

The U.S. Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) is comprehensive in scope 

(including the so-called “Volcker Rule,” providing significant changes to the structure of federal financial regulation and 

new substantive requirements that apply to a broad range of market participants, including private investment funds). 

Significantly, the Dodd-Frank Act also mandates significant changes to the authority of the Federal Reserve, the U.S. 

Commodity Futures Trading Commission (the “CFTC”) and the SEC, as well as enhanced oversight and regulation of 

investment advisors, banks and non-bank financial institutions. This enhanced oversight and regulation and the need for 

significant additional rule-making by various governmental bodies is creating uncertainty in the financial markets and, in 

particular, in the private fund industry. Among other things, such uncertainty may result in enhanced compliance risks. 

While it will likely be quite some time until the Dodd-Frank Act reforms are broadly implemented and the direct and 

indirect impact of this legislation is fully understood, industry observers generally agree that most advisors to private 

investment funds and other private pools of capital will be affected. 
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This enhanced oversight and regulation, and the need for significant additional rule-making by various governmental 

bodies, has created uncertainty in the financial markets and, in particular, the private funds industry. Many of the regulators 

to which the Fund is expected to be subject globally, including governmental agencies and self-regulatory organizations, 

are empowered to conduct investigations and administrative proceedings that can result in fines, suspensions of personnel 

or other sanctions, including censure, the issuance of cease-and-desist orders or the suspension or expulsion of applicable 

licenses and members. There is also a material risk that regulatory agencies in the United States and beyond will continue 

to adopt burdensome new laws or regulations (including tax laws or regulations), or change existing laws or regulations, or 

enhance the interpretation or enforcement of existing laws and regulations, as the U.S. and the global economy continues to 

struggle to improve. Any such events or changes could occur during the Fund’s term and may adversely affect the Fund and 

its ability to operate and/or pursue its investment strategies. Such risks are often difficult or impossible to predict, avoid or 

mitigate in advance. In summary, regulation generally as well as regulation more specifically addressed to the private funds 

industry, including tax laws and regulation, could increase the cost of acquiring, holding or divesting of investments in 

portfolio companies, the profitability of enterprises and the cost of operating the Fund. There can be no assurance that any 

such enhanced scrutiny will not have an adverse impact on the Fund or not otherwise impede the Fund’s activities. 

 

Commodities Exchange Act.  

 

Pursuant to an exemption from the CFTC regulations, the General Partner does not expect to be required to register, and 

will not register, with the CFTC as a commodity pool operator (“CPO”). As a result, unlike a registered CPO, the General 

Partner is not required to provide prospective pool participants with a disclosure document containing certain CFTC-

prescribed disclosures or to provide certified annual reports to participants in the pool. Among other things, CFTC 

Regulation 4.13(a)(3) requires the filing of a claim of exemption with the U.S. National Futures Association. It is also 

required that at all times either: (a) the aggregate initial margin and premiums required to establish commodity interest 

positions do not exceed 5% of the liquidation value of the Fund’s portfolio; or (b) the aggregate net notional value of the 

Fund’s commodity interest positions does not exceed 100% of the liquidation value of the Fund’s portfolio and further that 

all pool participants are required to be accredited investors or certain other qualified investors. In addition, the CFTC 

Regulations require the General Partner to annually reaffirm its reliance on the exemption pursuant to CFTC Regulation 

4.13(a)(3). The Investment Manager is exempt from registration as a commodity trading advisor (“CTA”) pursuant to the 

exemption set forth in Section 4m-3 of the U.S. Commodity Exchange Act of 1936, as amended (the “Commodity 

Exchange Act”). If the General Partner or the Investment Manager is not able to meet the requirements with respect to the 

exemptions from registration and there is no other exemption available, the General Partner or the Investment Manager 

may be required to register with the CFTC as a CPO or CTA. 

 

Future Regulatory Change is Impossible to Predict.  

 

The securities markets are subject to comprehensive statutes, regulations and margin requirements. The regulation of 

securities both inside and outside the United States is a rapidly changing area of law and is subject to modification by 

government and judicial action. The effect of any future regulatory change on the Fund is impossible to predict, but could 

be substantial and adverse. 

 

Ocean Partners LLC 

 

Ocean Partners LLC is an equity long-short fund pursuing an absolute return strategy. Risk Factors for subscribers to 

Ocean Partners LLC include but are not limited to: 

Business Dependent Upon Key Individual. 

 

The Limited Partners have no authority to make decisions or to exercise business discretion on behalf of the Fund. The 

authority for all such decisions is delegated to the Investment Manager which is controlled by Mr. O’Mealia and given 
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broad discretion and flexibility to select and manage the Fund’s investments. The success of the Fund is dependent 

substantially upon the expertise of Mr. O’Mealia. In the event Mr. O’Mealia is unable to fulfill his role as an active 

Portfolio Manager, Seelaus AM will actively recruit an experienced replacement. 

 

Limited Liquidity; In Kind Distributions. 

 

An investment in the Fund must be considered an illiquid investment and involves a high degree of risk There is no public 

market for the Partnership interests, and it is not expected that a public market will develop. There are substantial 

restrictions on the ability of a Limited partner to withdraw capital or to transfer its Partnership interests. There can be no 

assurance that the Fund will have sufficient cash to satisfy redemption requests, or that it will be able to liquidate 

investments at the time of such redemption request at favorable prices. Under the foregoing circumstances, and under 

other circumstances deemed appropriate by the Managing Members, Limited Partners may receive in-kind distributions 

from the Fund’s portfolio. Such investments so distributed may not be readily marketable or saleable and may have to be 

held by such Limited partner for an indefinite period of time. As a result, an investment in the Fund is suitable only for 

sophisticated investors who can afford to bear the risk of a complete loss of such investment. A purchase of Partnership 

interests should be considered only by persons financially able to maintain their investment and who can afford a loss of 

all or a substantial part of such investment. The Incentive Fee to the Investment Manager may create an incentive for the 

Investment Manager to cause the Fund to make investments that are riskier or more speculative than would be the case if 

the Incentive Fee was not made. The Incentive Fee (as well as the Management Fee) was set by the Investment Manager 

without negotiations with any third party. In addition, since the Incentive Fee is calculated on a basis that includes 

unrealized appreciation of the Fund’s assets, it may be greater than if such allocation was based solely on realized gain. 

Incentive Fee; Conflicts of Interest. 

 

The Incentive Fee to the Investment Manager may create an incentive for the Investment Manager to make investments 

that are riskier or more speculative than would be the case if the Incentive Fee was not in place. The Incentive Fee (as 

well as the Management Fee) was set by the Investment Manager without negotiations with any third party. In addition, 

since the Incentive Fee is calculated on a basis that includes unrealized appreciation of the Fund’s assets, it may be 

greater than if such allocation was based solely on realized gain. Furthermore, the Investment Manager has the power and 

authority to determine the fair market value of securities and other assets owned by the Fund for purposes of establishing 

the net asset value of the Fund, upon which both the Incentive Fee and Management Fee are based. The Investment 

Manager, Mr. O’Mealia and their affiliates will be subject to a variety of conflicts of interests in making investments on 

behalf of the Fund. 

Tax-Exempt Investors. 

 

Certain prospective Limited Partners may be subject to Federal and state laws, rules and regulations which may regulate 

their participation in the Fund, or their engaging directly, or indirectly through an investment in the Fund, in investment 

strategies of the types which the Fund may utilize from time to time (e.g., short sales of securities and limited 

diversification). Each type of exempt organization may be subject to different laws, rules and regulations, and prospective 

Limited Partners should consult with their own advisers as to the advisability and tax consequences of an investment in 

the Fund. Investment in the Fund by entities subject to ERISA and other tax-exempt entities requires special 

consideration. Trustees or administrators of such entities are urged to carefully review the matters discussed in this 

Confidential Memorandum. 
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Absence of Regulatory Oversight. 

 

The Partnership interests offered hereby have not been approved or disapproved by the U.S. Securities and Exchange 

Commission, any state securities commission or other regulatory authority, nor have any of the foregoing authorities 

passed upon or endorsed the merits of this offering or the accuracy or adequacy of this Confidential Memorandum. The 

Partnership interests offered hereby have not been registered under the U.S. Securities Act of 1933 (the “1933 Act”), as 

amended, nor the securities laws of any state and are being offered and sold in reliance on exemptions from the 

registration requirements of those laws. While the Fund may be considered similar to an investment company, it has not 

registered as such under the Investment Company Act of 1940 (“40 Act”) in reliance upon an exemption available to 

privately offered investment companies.  

Future Regulation. 

 

Growing concern about the lack of regulation of private investment partnerships and hedge funds has led to the proposal 

of various laws and regulations regarding investment partnerships and hedge funds and may in the future lead to 

additional such proposals. Such regulatory proposals, or any future proposals, if adopted could adversely affect the Fund, 

including its business, financial condition and prospects. 

No Assurance of Fund Profit, Cash Distributions or Appreciation. 

 

It is uncertain as to when profits, if any, will be realized. Losses on unsuccessful investments may be realized before 

realization of gains on successful investments. There may be no current return on the investments for an extended period 

of time. Distributions are declared in the sole discretion of the Managing Members of the Fund, which has no current 

intention to make any distributions to the Limited Partners. There is no assurance that the Fund will make distributions to 

the Limited Partners. 

High Risk Investments; Market Volatility. 

 

A potential investor should be aware that it may lose all or part of its investment in the Fund. While investments in 

companies in certain industries offer the opportunity for significant capital gains, such investments involve a high degree 

of business, financial, technological and regulatory risk which can result in substantial losses. Moreover, the Fund’s 

investment portfolio may include investments particularly subject to increased risk because they are in companies at an 

early stage of development, which have been or may go into bankruptcy, acquired as leveraged buyouts subject to interest 

rate fluctuations, or engaged in highly competitive industries dominated by companies with substantially greater 

resources. The stock market has experienced volatility. As a result, the Fund’s performance may experience substantial 

volatility and potential for loss. The Investment Manager believes that the Fund’s investment program and research 

techniques moderate this risk through a careful selection of securities and other financial instruments. However, no 

guarantee or representation is made that the Fund’s program will be successful. Furthermore, certain investment 

techniques which the Fund expects to utilize can, in certain circumstances, increase the adverse impact which the Fund is 

subject to. The Fund may invest in bonds or other fixed income securities, including, without limitation, commercial 

paper and “higher yielding” (and, therefore, higher risk) debt securities, when the Investment Manager believes that such 

securities offer opportunities for capital growth. Such securities may be below “investment grade” and face ongoing 

uncertainties and exposure to adverse business, financial or economic conditions which could lead to the issuer’s inability 

to meet timely interest and principal payments. The market values of certain of these lower rated debt securities tend to 

reflect individual corporate developments to a greater extent than do higher rated securities, which react primarily to 

fluctuations in the general level of interest rates, and tend to be more sensitive to economic conditions than are higher 

rated securities. Companies that issue such securities often are highly leveraged and may not have available to them more 

traditional methods of financing. It is likely that a major economic recession could severely disrupt the market for such 

securities and may have an adverse impact on the value of such securities. In addition, it is likely that any such economic 
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downturn could adversely affect the ability of the issuers of such securities to repay principal and pay interest thereon and 

increase the incidence of default for such securities. 

Securities of Small Capitalization Companies. 

 

Some of the issuers of securities in which the Fund may invest may be more vulnerable than larger companies to adverse 

business or market development, may have limited markets or financial resources and may lack experienced management. 

In addition, many micro-cap, small and medium-size companies are not well-known to the investing public, do not have 

significant institutional ownership and are followed by relatively few securities analysts, if any, and thus there tends to be 

limited publicly available information concerning such companies. Additionally, some securities traded in the over-the- 

counter market may have few market makers, wider bid/ask spread and low trading volumes which may result in high 

price volatility and limited liquidity. Investments in such companies will substantially increase the risk of an investment in 

the Fund. 

Competitive Market for Investments; Unidentified Investments. 

 

The business of identifying and structuring certain transactions of the nature contemplated by the Fund is competitive (and 

may become more competitive in the future), and involves a high degree of uncertainty. There can be no assurance that 

the Fund will be able to locate and complete attractive investments, that it will be able to adhere to the investment 

selection criterion outlined herein or that, if adhered to and implemented, any such investments will produce superior risk- 

adjusted rates of return or otherwise achieve the Fund’s objectives. Furthermore, there can be no assurance that the Fund 

will be able to invest the entire amount of the Limited Partners’ investments or that suitable investment opportunities will 

otherwise be identified. 

Effect of Material Redemptions. 

 

Generally, a Limited partner will have the right, upon 30 days' prior written notice, to request to redeem all or a portion of 

its Class A or Class B Partnership interests at the end of each calendar month on or after the first anniversary of its initial 

purchase of Partnership interests. Redemptions by one or more Limited Partners of a material percentage of the 

outstanding Partnership interests may materially adversely affect the Fund’s liquidity and performance. The Fund may be 

forced to liquidate a significant portion of its assets in order to satisfy such withdrawals at a time when it would otherwise 

be in the best interests of the Fund not to liquidate whether due to adverse market conditions or otherwise. This risk may 

increase significantly if the Fund grants special withdrawal rights to any Limited partner shortening or eliminating any 

holding or notice requirements. 

Concentration of Investments. 

 

The Fund may participate in a limited number of investments, and may seek to make several investments in one industry 

or one industry segment. As a result, the Fund’s investment portfolio is usually highly concentrated and its aggregate 

return may be affected substantially by the performance of only a few holdings. 

Non-U.S. Investments. 

 

The Fund may invest in securities of non-U.S. corporations and in countries other than the United States. Investing in the 

equity securities of non-U.S. companies involves certain considerations not usually associated with investing in securities 

of U.S. companies, including political and economic considerations, such as greater risks of expropriation and 

nationalization, the potential difficulty of repatriating funds and general social, political and economic instability; the 

small size of the securities markets in such countries and the low volume of trading, resulting in potential lack of liquidity 

and in price volatility; fluctuations in the rate of exchange between currencies and costs associated with currency 

conversion; and certain government policies that may restrict the Fund’s investment opportunities. In addition, accounting 



P a g e 49 
 

 

and financial reporting standards that prevail in countries other than the United States generally are not equivalent to U.S. 

standards and, consequently, less information may be available to investors in companies located in countries other than 

the United States than is available to investors in companies located in the United States. There is also less regulation, 

generally, of the securities markets in countries other than the United States than there is in the United States. 

Short Selling. 

 

The Fund’s investment portfolio may include short positions. Short selling involves selling securities, which may or may 

not be owned, and borrowing the same securities for delivery to the purchaser, with an obligation to replace the borrowed 

securities at a later date. Short selling allows the investor to profit from decline in the price of a particular security. A 

short sale creates the risk of a theoretically unlimited loss, in that the price of the underlying security could theoretically 

increase without limit, thus increasing the cost to the Fund of buying those securities to cover the short position. There can 

be no assurance that the securities necessary to cover a short position will be available for purchase. Purchasing securities 

to close out the short position can itself cause the price of the securities to rise further, thereby exacerbating the loss. 

 

Portfolio Turnover. 

 

The Fund may engage in frequent short-term trading and, as a result, trading and brokerage commission expenses of the 

Fund may significantly exceed those of other investment entities of comparable size. 

 

Leverage and Hedging Transactions. 

 

The Fund may utilize a variety of aggressive investment techniques including, but not limited to, purchase of securities on 

margin, use of options, short term trading, derivatives, options, swaps, caps and floors, and forward contracts, both for 

investment purposes and for risk management purposes. While the Fund may enter into such transactions to seek to reduce 

risk, such transactions may result in a poorer overall performance for the Fund than if it had not engaged in any such 

hedging or leveraging transaction. Moreover, it should be noted that the portfolio will always be exposed to certain risks 

that cannot be hedged, such as credit risk (relating both to particular securities and counterparties). However, the Fund 

will not engage in transactions involving futures contracts and options thereon, unless the Investment Manager or Mr. 

O’Mealia registers as a commodity pool operator with the U.S. Commodity Futures Trading Commission (“CFTC”) or 

qualifies for an exemption therefrom. 

Currency. 

 

The Fund may invest a portion of its assets in instruments denominated in currencies other than the U.S. dollar, the price 

of which is determined with reference to currencies other than the U.S. dollar. The Fund will, however, value its securities 

and other assets in U.S. dollars. To the extent unhedged, the value of the Fund’s assets will fluctuate with U.S. dollar 

exchange rates as well as the price changes of the Fund’s investments in the various local markets and currencies. Thus, 

an increase in the value of the U.S. dollar compared to the other currencies in which the Fund makes its investments will 

reduce, all other economic factors being constant, the effect of increases and magnify the effect of decreases in the prices 

of the Fund’s securities in their local markets. Conversely, a decrease in the value of the U.S. dollar will have the opposite 

effect on the Fund’s non-U.S. dollar securities. To the extent permitted, the Fund also may utilize options and forward 

contracts to hedge against currency fluctuations, but there can be no assurance that such hedging transactions will be 

effective. 

Counterparty and Settlement Risk. 

 

To the extent the Fund invests in non-U.S. securities, swaps, or derivatives, or other over-the-counter transactions, in 

certain circumstances, the Fund may take a credit risk with regard to parties with whom it trades and may also bear the 
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risk of settlement default. These risks may differ materially from those entailed in exchange traded transactions which 

generally are backed by clearing organization guarantees, daily marking-to-market and settlement, and segregation and 

minimum capital requirements applicable to intermediaries. Transactions entered directly between two counterparties 

generally do not benefit from such protections and expose the parties to the risk of counterparty default. It is expected that 

all securities and other assets deposited with custodians or brokers will be clearly identified as being assets of the Fund 

and hence the Fund should not be exposed to a credit risk with regard to such parties. However, it may not always be 

possible to achieve this and there may be practical or time problems associated with enforcing the Fund’s rights to its 

assets in the case of an insolvency of any such party. 

Valuation of Fund Investments. 

 

The Fund’s assets will generally be valued in accordance with U.S. GAAP. The Net Asset Value calculation is made by 

the Administrator in consultation with the Investment Manager. Limited Partners may request the latest available Net 

Asset Value from the Administrator. All matters concerning valuation of securities and liabilities, as well as allocations 

among the Limited Partners and accounting procedures, not expressly provided for in the Fund’s Articles of Association, 

will be determined by the Managing Members, after consultation with the Administrator and the Investment Manager, 

whose determination is final and conclusive as to all Limited Partners. 

Broad Indemnification. 

 

The Articles of Association contain provisions that may provide a broader indemnification of the Managing Members and 

officers of the Fund against claims or lawsuits arising out of the Fund’s activities than would apply in the absence of such 

provisions. If the Fund were called upon to perform under its indemnification obligations, then the portion of its assets 

expended in such fashion would reduce the amount otherwise available for Fund operations. The Administrator and 

Investment Manager are each entitled to such indemnification from the Fund under such terms and subject to such 

conditions and exceptions and with such entitlement to have recourse to the assets of the Fund to satisfy such 

indemnification as shall be provided under the Administrative Services Agreement and the Investment Management 

Agreement, respectively. 

Lack of Liquidity of Certain Investments. 

 

The Fund may invest in securities that are subject to legal and contractual restrictions on sale because, among other things, 

they were acquired from the issuer in “private placement” transactions. Such investments will be illiquid and difficult to 

value and there will generally be no collateral to secure an investment once made. The Fund will not be able to sell these 

securities publicly unless their sale is registered under the 1933 Act and applicable state securities laws or unless an 

exemption from such registration requirements is available. Registration under such laws is ordinarily within the exclusive 

control of the issuer. No assurance can be given that any issuer will register the partnership interests. 

Options. 

 

The Fund may buy or sell (write) both call options and put options, and when it writes options it may do so on a “covered” 

or “uncovered” basis. Purchasing or selling put and call options are highly specialized activities and expose the Fund to 

significantly greater risk than ordinary investment risks. 

 

Sunnymeath Partners LLC 

 

Sunnymeath Partners LLC is a fund pursuing an income strategy.  
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Risk Factors for subscribers to Sunnymeath Partners LLC include but are not limited to: 

Business Dependent Upon Key Individual. 

 

The Members have no authority to make decisions or to exercise business or investment discretion on behalf of the Fund. 

The authority for all such decisions is delegated to the Investment Manager, which is controlled by Mr. O’Mealia and 

given broad discretion and flexibility to select and manage the Fund’s investments. The success of the Fund depends 

primarily upon the expertise of Mr. O’Mealia. In the event Mr. O’Mealia is unable to fulfill his role as an active Portfolio 

Manager, Seelaus AM will actively recruit an experienced replacement. 

Limited Liquidity; In Kind Distributions. 

 

An investment in the Fund must be considered an illiquid investment and involves a high degree of risk. There is no 

public market for the membership interests, and it is not expected that a public market will develop. There are substantial 

restrictions on the ability of a Member to withdraw capital or to transfer its membership interests. There can be no 

assurance that the Fund will have sufficient cash to satisfy redemption requests, or that it will be able to liquidate 

investments at the time of such redemption request at favorable prices. A purchase of membership interests should be 

considered only by sophisticated investors financially able to maintain their investment and who can afford a loss of all or 

a substantial part of such investment. 

Incentive Allocation; Conflicts of Interest. 

 

The Incentive Allocation is equal to 10% of the net profit of the Fund; however the portion of this percentage 

reallocated from the capital account of each Member is only allocated with respect to such Member to the extent 

that the aggregate Net Profit allocated to that Member exceeds the aggregate net loss allocated to that Member, in 

each case from that Member’s first becoming a Member. There is no corresponding allocation of net loss. The 

Incentive Allocation may create an incentive for the Investment Manager to cause the Fund to make investments that are 

riskier or more speculative than would be the case if there were no Incentive Allocation. The Incentive Allocation (as 

well as the Management Fee) was set by the Investment Manager without negotiations with any third party. In addition, 

since the Incentive Allocation is calculated on a basis that includes unrealized appreciation of the Fund’s assets, it may 

be greater than if such allocation was based solely on realized gain. The Investment Manager, Mr. O’Mealia and their 

affiliates will be subject to a variety of conflicts of interests in making investments on behalf of the Fund. 

Tax-Exempt Investors. 

 

Certain prospective Members may be subject to Federal and state laws, rules and regulations which may regulate their 

participation in the Fund, or their engaging directly, or indirectly through an investment in the Fund, in investment 

strategies of the types which the Fund may utilize from time to time (e.g., limited diversification and the possible 

recognition by non-profit entities of Unrelated Business Taxable Income). Each type of exempt organization may be 

subject to different laws, rules and regulations, and prospective Members should consult with their own advisers as to 

the advisability and tax consequences of an investment in the Fund. Investment in the Fund by entities subject to 

ERISA and other tax-exempt entities require special consideration. Trustees or administrators of such entities are 

urged to review carefully the matters discussed in this Confidential Memorandum. 

Absence of Regulatory Oversight. 

 

The Membership Interests offered hereby have not been approved or disapproved by the U.S. Securities and Exchange 

Commission, any state securities commission or other regulatory authority, nor have any of the foregoing authorities 

passed upon or endorsed the merits of this offering or the accuracy or adequacy of this Confidential Memorandum. This 
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offering of membership interests has not been registered under the U.S. Securities Act of 1933 (the “1933 Act”), as 

amended, nor the securities laws of any state and is being made in reliance on exemptions from the registration 

requirements of those laws. While the Fund may be considered similar to an investment company, it has not registered as 

such under the Investment Company Act of 1940 (the “’40 Act”), as amended, in reliance upon an exemption available to 

privately offered investment companies. 

Future Regulation. 

 

Growing concern about the lack of regulation of private investment partnerships and hedge funds led to a requirement that 

certain investment advisers to hedge funds register as investment advisers under the Advisers Act.  

No Assurance of Fund Profit, Cash Distributions or Appreciation. 

 

It is uncertain as to when profits, if any, will be realized. Losses on unsuccessful investments may be realized before 

realization of gains on successful investments. There may be no current return on the investments for an extended period 

of time. Distributions are declared in the sole discretion of the Investment Manager. There is no assurance that the Fund 

will make distributions to the Members. 

High Risk Investments; Market Volatility. 

 

A potential investor should be aware that it may lose all or part of its investment in the Fund. While investments in debt 

and equity of companies in certain industries offer the opportunity for significant income, such investments often involve 

a high degree of business, financial, technological and regulatory risk, which can result in substantial losses. There is a 

general correlation between risk and return so that higher yielding investments often are subject to greater risk. Moreover, 

the Fund’s investment portfolio may include investments particularly subject to increased risk because they are in 

companies at an early stage of development, which have been or may go into bankruptcy, acquired as leveraged buyouts 

subject to interest rate fluctuations, or engaged in highly competitive industries dominated by companies with 

substantially greater resources. The stock and bond markets are volatile and respond both to economic and financial 

events and conditions affecting issuers directly and to political and military events worldwide. As a result, the Fund’s 

performance may experience substantial volatility and potential for loss over which neither it nor the Investment Manager 

has any control. The Investment Manager believes that the Fund’s investment program and research techniques moderate 

this risk through a careful selection of securities and other financial instruments. There can, however, be no guarantee or 

representation that the Fund’s program will be successful. Furthermore, certain investment techniques that the Fund 

expects to utilize can, in certain circumstances, increase the adverse impact to which the Fund is subject. The Fund may 

invest in bonds or other fixed income securities, including, without limitation, commercial paper and “higher yielding” 

(and, therefore, higher risk) debt securities, when the Investment Manager believes that such securities offer opportunities 

for increased income. Such securities may be below “investment grade” and face ongoing uncertainties and exposure to 

adverse business, financial or economic conditions, which could lead to the issuer’s inability to meet timely interest and 

principal payments. The market values of certain of these lower rated debt securities tend to reflect individual corporate 
developments to a greater extent than do higher rated securities, which react primarily to fluctuations in the general level of 
interest rates. They also tend to be more sensitive to economic conditions than are higher rated securities. Companies that 
issue such securities often are highly leveraged and may not have available to them more traditional methods of financing. 
It is likely that a major economic recession could severely disrupt the market for such securities and may have an adverse 
impact on the value of such securities. In addition, it is likely that any such economic downturn could adversely affect the 

ability of the issuers of such securities to repay principal and pay interest thereon and increase the incidence of default for 
such securities. 

Securities of Small Capitalization Companies. 

 

Some of the issuers of securities in which the Fund may invest may be more vulnerable than larger companies to adverse 
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business or market development, may have limited markets or financial resources and may lack experienced management. 

In addition, many micro-cap, small and medium-size companies are not well-known to the investing public, do not have 

significant institutional ownership and are followed by relatively few securities analysts, if any. There tends to be limited 

distribution of their publicly available information, which may create situations in which the prices of their securities do 

not completely reflect that information. Additionally, some securities traded in the over-the-counter market may have few 

market makers, relatively great bid/ask spread and low trading volumes, which may result in high price volatility and 

limited liquidity. Investments in such companies will substantially increase the risk of an investment in the Fund. 

Competitive Market for Investments; Unidentified Investments. 

 

The business of identifying and structuring certain transactions of the nature contemplated by the Fund is competitive (and 

may become more competitive in the future), and involves a high degree of uncertainty. There can be no assurance that 

the Fund will be able to locate and complete attractive investments, that it will be able to adhere to the investment 

selection criteria outlined herein or that, if adhered to and implemented, any such investments will produce superior risk 

adjusted rates of return or otherwise achieve the Fund’s objectives. Furthermore, there can be no assurance that the Fund 

will be able to invest the entire amount of the Members’ investments or that suitable investment opportunities will 

otherwise be identified. 

Effect of Material Redemptions. 

 

Generally, a Member will have the right, upon 30 days' prior written notice, to request to redeem all or a portion of its 

membership interests at the end of each calendar month on or after the first anniversary of its initial purchase of 

membership interests. Redemptions by one or more Members of a significant percentage of the outstanding membership 

interests may materially adversely affect the Fund’s liquidity and performance. The Fund may be forced to liquidate a 

substantial portion of its assets in order to satisfy such withdrawals at a time when it would otherwise be in the best 

interests of the Fund not to liquidate whether due to adverse market conditions or otherwise. This risk may increase 

significantly if the Fund grants special withdrawal rights to any Member shortening or eliminating any holding or notice 

requirements. 

Concentration of Investments. 

 

The Fund may participate in a limited number of investments, and may seek to make several investments in one industry 

or one industry segment. As a result, the Fund’s investment portfolio may be highly concentrated; and its aggregate return 

may be affected substantially by the performance of only a few holdings. 

Non-U.S. Investments. 

 

The Fund may invest in securities of non-U.S. corporations and in countries other than the United States. Investing in the 

equity securities of non-U.S. companies involves certain considerations not usually associated with investing in securities 

of U.S. companies, including political and economic considerations, such as greater risks of expropriation and 

nationalization, the potential difficulty of repatriating funds and general social, political and economic instability; the 

small size of the securities markets in such countries and the low volume of trading, resulting in potential lack of liquidity 

and in price volatility; fluctuations in the rate of exchange between currencies and costs associated with currency 

conversion; and certain government policies that may restrict the Fund’s investment opportunities. In addition, accounting 

and financial reporting standards that prevail in countries other than the United States generally are not equivalent to U.S. 

standards and, consequently, less information may be available to investors in companies located in countries other than 

the United States than is available to investors in companies located in the United States. There is also less regulation, 

generally, of the securities markets in countries other than the United States than there is in the United States. 
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Portfolio Turnover. 

 

The Fund may engage in frequent short-term trading and, as a result, trading and brokerage commission expenses of the 

Fund may significantly exceed those of other investment entities of comparable size. 

Leverage and Hedging Transactions. 

 

The Fund may utilize a variety of aggressive investment techniques including, but not limited to, purchase of securities on 

margin, use of options, short term trading, short sales, derivatives, options, swaps, caps and floors, and forward contracts, 

both for investment purposes and for risk management purposes. While the Fund may enter into such transactions to seek 

to reduce risk, such transactions may result in a poorer overall performance for the Fund than if it had not engaged in any 

such hedging or leveraging transactions. Moreover, it should be noted that the portfolio will always be exposed to certain 

risks that cannot be hedged, such as credit risk (relating both to particular securities and counterparties). The Fund will not 

engage in transactions involving futures contracts and options thereon, unless the Investment Manager or Mr. O’Mealia 

registers as a commodity pool operator with the U.S. Commodity Futures Trading Commission (“CFTC”) or qualifies for 

an exemption therefrom. 

Short Selling. 

 

Short selling involves selling securities which may or may not be owned and borrowing the same securities for delivery to 

the purchaser, with an obligation to replace the borrowed securities at a later date. Short selling allows the investor to 

profit from declines in market prices to the extent such declines exceed the transaction costs and the costs of borrowing 

the securities. Due to the inability to borrow the stock of certain companies engaged in technology-related businesses, it 

may not be possible to short the stock of such companies from time to time. A short sale creates the risk of an unlimited 

loss, in that the price of the underlying security could theoretically increase without limit, thus increasing the cost of 

buying those securities to cover the short position. This risk is enhanced if the security being sold short is highly volatile 

and there is a significant outstanding short interest or high trading volume, which can result in the holder of a short 

position being forced to purchase the securities necessary to cover the short position. These conditions exist in the stocks 

of many companies engaged in technology-related businesses. The securities necessary to cover a short position may be 

unavailable for purchase except at much higher prices. Purchasing securities to close out the short position can itself cause 

the price of the securities to rise further, sometimes by a significant amount, thereby exacerbating the loss. Accordingly, a 

short position could result in a loss by the Partnership of all or a substantial portion of its assets. 

Currency. 

 

The Fund may invest a portion of its assets in instruments denominated in currencies other than the U.S. dollar. The Fund 

will, however, value its securities and other assets in U.S. dollars. To the extent unhedged, the value of the Fund’s assets 

will fluctuate with U.S. dollar exchange rates as well as the price changes of the Fund’s investments in the various local 

markets and currencies. Thus, an increase in the value of the U.S. dollar compared to the other currencies in which the 

Fund makes its investments will reduce, all other economic factors being constant, the effect of increases and magnify the 

effect of decreases in the prices of the Fund’s securities in their local markets. Conversely, a decrease in the value of the 

U.S. dollar will have the opposite effect on the Fund’s non-U.S. dollar securities. To the extent permitted, the Fund also 

may utilize options and forward contracts to hedge against currency fluctuations, but there can be no assurance that such 

hedging transactions will be effective. 

Counterparty and Settlement Risk. 

 

To the extent the Fund invests in swaps or derivatives, in certain circumstances, the Fund may take a credit risk with 

regard to parties with whom it trades and may also bear the risk of settlement default. These investments often have no 
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liquid trading market. These risks may differ materially from those entailed in exchange-traded transactions, which 

generally are backed by clearing organization guaranties, daily marking-to- market and settlement, and segregation and 

minimum capital requirements applicable to intermediaries. Transactions entered directly between two counterparties 

generally do not benefit from such protections and expose the parties to the risk of counterparty default. The failure of 

certain American financial institution counterparties in 2008 contributed significantly to the disruption of the American 

and global capital markets at that time. 

Valuation of Fund Investments. 

 

The Fund’s assets will generally be valued in accordance with U.S. GAAP. The portfolio valuation is made by its Prime 

Broker in consultation with the Investment Manager. All matters concerning valuation of securities and liabilities, as well 

as allocations among the Members and accounting procedures, not expressly provided for in the Fund’s Operating 

Agreement, will be determined by the Investment Manager, after consultation with its Prime Broker, whose determination 

is final and conclusive as to all Members. 

Broad Indemnification. 

 

The Operating Agreement of the Fund contains provisions that may provide a broader indemnification of the Investment 

Manager and its directors and officers against claims or lawsuits arising out of the Fund’s activities than would apply in 

the absence of such provisions. If the Fund were called upon to perform under its indemnification obligations, then the 

portion of its assets expended in such fashion would reduce the amount otherwise available for Fund operations. The 

Fund’s Prime Broker is entitled to such indemnification from the Fund under such terms and subject to such conditions 

and exceptions and with such entitlement to have recourse to the assets of the Fund to satisfy such indemnification as is 

provided under the Agreement between the Fund and its Prime Broker. 

Lack of Liquidity of Certain Investments. 

 

The Fund may invest in securities that are subject to legal and contractual restrictions on sale because, among other things, 

they were acquired from the issuer in “private placement” transactions. Such investments will be illiquid and difficult to 

value and there will generally be no collateral to secure an investment once made. The Fund will not be able to sell these 

securities publicly unless their sale is registered under the 1933 Act and applicable state securities laws or unless an 

exemption from such registration requirements is available. Registration under such laws is ordinarily within the exclusive 

control of the issuer. No assurance can be given that any issuer will register these securities. Even certain of the publicly 

traded securities that the Fund may acquire may have limited trading volume which tends to reduce the liquidity of these 

securities. 

Options; Short Sales. 

 

The Fund may buy or sell (write) both call options and put options, and when it writes options it may do so on a “covered” 

or “uncovered” basis. Purchasing and selling put and call options are highly specialized activities and expose the Fund to 

significantly greater risk than ordinary investment risks. The Fund may also sell securities short, which means that it 

borrows the securities that it delivers to the counterparty and must replace those securities within a define time period. If 

the price of those securities increases during that time period, this would expose the Fund to potentially unlimited liability 

to purchase replacement securities. 

 

Sheraton Partners LP 

 

Sheraton Partners LP pursues an income strategy by investing in a portfolio of dividend-paying common stocks, 
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convertible and preferred issues, corporate bonds (short-term and high-yield) and common stocks of companies expected 

to institute a dividend within one year.   

 

Risk Factors for subscribers to Sheraton Partners include but are not limited to the following items: 

Lack of Operating History. 

 

The Partnership is a recently formed entity and has no operating history. The past investment performance of the General 

Partner or other entities with which it may have been affiliated is not an indication of the future results of the Partnership. 

The Partnership’s investment program should be evaluated on the basis that there can be no assurance that the General 

Partner’s assessments of the short-term or long-term prospects of investments will prove accurate or that the Partnership 

will achieve its investment objective. 

Limited Diversification. 

 

Since the portfolio of the Partnership may be concentrated in a few key industries, the risk of loss is greater than if the 

portfolio were invested in a more diversified manner among various sectors. In addition, although the diversification of 

the Partnership’s investments in a variety of securities is intended to reduce the Partnership’s exposure to adverse events 

associated with specific issuers, the number of investments by the Partnership will be limited. As a consequence, the 

Partnership’s returns as a whole may be adversely affected by the unfavorable performance of even a single investment. 

Business Dependent Upon Key Individual. 

 

The Limited Partners shall have no authority to make decisions or to exercise business discretion on behalf of the 

Partnership. The authority for all such decisions is delegated to the General Partner. The success of the Partnership is 

expected to be significantly dependent upon the expertise of Mr. O’Mealia. If the General Partner were to lose the services 

of Mr. O’Mealia the effects on the Partnership would be material and adverse.  In the event Mr. O’Mealia is unable to 

fulfill his role as an active Portfolio Manager, Seelaus AM will actively recruit an experienced replacement. 

Limited Liquidity; In-Kind Distributions. 

 

An investment in the Partnership provides limited liquidity since the Interests are not freely transferable and a Limited 

Partner generally may withdraw its capital only quarterly, subject to several limitations. The Partnership expects to 

distribute cash to a Limited Partner upon a withdrawal from the Limited Partner’s capital account. However, there can be 

no assurance that the Partnership will have sufficient cash to satisfy withdrawal requests, or that it will be able to liquidate 

investments at favorable prices at the time of such withdrawal request. Under the foregoing circumstances, and under 

other circumstances deemed appropriate by the General Partner, a Limited Partner may receive in-kind distributions from 

the Partnership’s portfolio. Such investments so distributed may not be readily marketable or salable and may have to be 

held by such Limited Partner for an indefinite period of time. As a result, an investment in the Interests is suitable only for 

sophisticated investors that do not require immediate liquidity for their investment and are able to bear the financial risks 

of this investment for an indefinite period of time. 

Investment and Trading Risks. 

 

All investments, including an investment in the Partnership, risk the loss of capital. A Limited Partner should be aware 

that it may lose all or part of its investment in the Partnership. The Partnership’s investment program will utilize certain 

investment techniques such as margin transactions, short sales and leverage which can, in certain circumstances, increase 

the adverse impact to which the Partnership may be subject. 
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Illiquid Portfolio Securities. 

 

To the extent that the Partnership invests in private securities or restricted securities, the valuation of such securities will 

be determined by the General Partner, whose determination will be final and conclusive as to all parties. The market 

prices, if any, for such securities tend to be volatile and the Partnership may not be able to sell them when it desires to do 

so or to realize what it perceives to be their fair value in the event of a sale. The sale of restricted and illiquid securities 

often requires more time and results in higher brokerage charges or dealer discounts and other selling expenses than does 

the sale of securities eligible for trading on national securities exchanges or in the over-the-counter markets. Restricted 

securities may sell at a price lower than similar securities that are not subject to restrictions on resale. 

Small and Medium Capitalization Companies. 

 

The Partnership may invest a portion of its assets in the securities of companies with small ($300 million to $2 billion) to 

medium-sized ($2 billion to $10 billion) market capitalizations. While the General Partner believes such securities often 

provide significant potential for appreciation, the securities of certain companies, particularly smaller-capitalization 

companies, involve higher risks in some respects than do investments in securities of larger companies. For example, 

prices of small-capitalization and even medium- capitalization securities are often more volatile than prices of large-

capitalization securities and the risk of bankruptcy or insolvency of many smaller companies (with the attendant losses to 

investors) is higher than for larger, “blue-chip” companies. In addition, due to thin trading in the securities of some 

small-capitalization companies, an investment in those companies may be illiquid. 

Derivative Instruments. 

 

The Partnership may invest in derivative instruments. The prices of many derivative instruments, including many options 

and swaps, are highly volatile. Price movements of options contracts and payments pursuant to swap agreements are 

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

exchange control programs and policies of governments, and national and international political and economic events and 

policies. The value of options and swap agreements also depends upon the price of the securities or currencies underlying 

them. The Partnership is also subject to the risk of the failure of any of the exchanges on which its positions trade or of 

their clearinghouses or of counterparties. The cost of options is related, in part, to the degree of volatility of the underlying 

securities. Accordingly, options on highly volatile securities, such as the stock of many companies in technology-related 

businesses, may be more expensive than options on other securities. The Partnership may purchase and sell (“write”) 

options on securities and currencies on national and international commodities and securities exchanges and in the 

domestic and international over-the-counter market. The seller (“writer”) of a put option that is covered assumes the risk 

of an increase in the market price of the underlying security or currency above the sales price (in establishing the short 

position) of the underlying security or currency plus the premium received, and gives up the opportunity for gain on the 

underlying security or currency below the exercise price of the option. The seller of an uncovered put option assumes the 

risk of a decline in the market price of the underlying security or currency below the exercise price of the option. The 

buyer of a put option assumes the risk of losing its entire investment in the put option. The writer of a call option that is 

covered assumes the risk of a decline in the market price of the underlying security or currency below the value of the 

underlying security or currency less the premium received, and gives up the opportunity for gain on the underlying 

security or currency above the exercise price of the option. The seller of an uncovered call option assumes the risk of a 

theoretically unlimited increase in the market price of the underlying security or currency above the exercise price of the 

option. This risk is enhanced if the security being sold short is highly volatile and there is a significant outstanding short 

interest. These conditions may exist in the stocks of many companies in technology-related businesses. The securities 

necessary to satisfy the exercise of the call option may be unavailable for purchase except at much higher prices. 

Purchasing securities to satisfy the exercise of the call option can itself cause the price of the securities to rise further, 

sometimes by a significant amount, thereby exacerbating the loss. Accordingly, the sale of an uncovered call option could 
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result in a loss by the Partnership of all or a substantial portion of its assets. The buyer of a call option assumes the risk of 

losing its entire investment in the call option. Swaps and certain options and other custom instruments are subject to the 

risk of non-performance by the counterparty, including risks relating to the financial soundness and creditworthiness of 

the counterparty. 

Currency. 

 

A portion of the Partnership’s assets may be invested, directly and indirectly, in securities denominated in currencies other 

than the U.S. dollar or whose prices are determined with reference to non-U.S. currencies. The General Partner may 

determine not to hedge all or any portion of the foreign currency exposure of the Partnership. To the extent unhedged, the 

value of the assets of the Partnership will fluctuate with U.S. dollar exchange rates as well as the price changes of the 

investments in the various local markets and currencies. Thus, an increase in the value of the U.S. dollar compared to the 

other currencies will reduce the effect of increases and magnify the effect of decreases in the prices of the non-dollar 

denominated securities owned by the Partnership. Conversely, a decrease in the value of the U.S. dollar will have the 

opposite effect on the non-U.S. dollar securities owned by the Partnership. 

Leverage. 

 

The Partnership may borrow funds from brokerage firms and banks in order to be able to increase the amount of capital 

available for marketable securities investments. In addition, the Partnership may “leverage” its investment return with 

options, swaps, forwards and other derivative instruments. While leverage presents opportunities for increasing the 

Partnership’s total return, it has the effect of potentially increasing losses as well. Accordingly, any event which adversely 

affects the value of an investment by the Partnership would be magnified to the extent that leverage is employed by the 

Partnership. The cumulative effect of the use of leverage by the Partnership in a market that moves adversely to the 

Partnership’s investments could result in a loss to the Partnership which would be greater than if leverage were not 

employed by the Partnership. In addition, to the extent the Partnership borrows funds, the level of interest rates generally, 

and the rates at which the Partnership can borrow, in particular, will affect the operating results of the Partnership. In 

general, the Partnership’s anticipated use of short-term margin borrowings results in certain additional risks to the 

Partnership. For example, should the securities pledged to brokers to secure the Partnership’s margin accounts decline in 

value or should brokers from which the Partnership has borrowed increase their maintenance margin requirements (i.e., 

reduce the percentage of a position that can be financed), the Partnership could be subject to a “margin call”, pursuant to 

which the Partnership must either deposit additional funds with the broker, or suffer mandatory liquidation of all or a 

portion of the pledged securities to compensate for the decline in value. In the event of a precipitous drop in the value of 

the assets managed by the Partnership, the Partnership might not be able to liquidate assets quickly enough to pay off 

the margin debt and might suffer mandatory liquidation of positions in a declining market at relatively low prices, 

incurring substantial losses. Recently, some brokers have imposed increased margin maintenance requirements, in some 

cases as high as 100%, for stocks of certain companies engaged in technology-related businesses. If the brokers from 

which the Partnership borrows were to do this, in addition to the consequences discussed above, the ability of the 

Partnership to invest on margin could be severely reduced or eliminated. This could result in lower returns for the 

Partnership. 

Non-U.S. Investments. 

 

The Partnership may invest in non-U.S. securities or U.S. securities denominated in non-U.S. currencies and/or traded 

outside of the United States. Such investments require consideration of certain risks typically not associated with 

investing in U.S. securities or property. Such risks include, among other things, trade balances and imbalances and related 

economic policies, unfavorable currency exchange rate fluctuations, imposition of exchange control regulation by the 

United States or foreign governments, United States and foreign withholding taxes, limitations on the removal of funds or 
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other assets, policies of governments with respect to possible nationalization of their industries and political difficulties, 

including expropriation of assets, confiscatory taxation and economic or political instability. There may be less publicly 

available information about certain foreign companies than would be the case for comparable companies in the United 

States, and certain foreign companies may not be subject to accounting, auditing and financial reporting standards and 

requirements comparable to or as uniform as those of United States companies. Securities markets outside the United 

States, while growing in volume, have for the most part substantially less volume than U.S. markets, and many securities 

traded on these foreign markets are less liquid and their prices more volatile than securities of comparable United States 

companies. In addition, settlement of trades in some non-U.S. markets is much slower and more subject to failure than in 

U.S. markets. There also may be less extensive regulation of the securities markets in particular countries than in the 

United States. These risks may be greater for companies in emerging markets. Additional costs could be incurred in 

connection with the international investment activities of the Partnership. Foreign brokerage commissions generally are 

higher than in the United States. Expenses also may be incurred on currency exchanges when the Partnership changes 

investments from one country to another. Increased custodian costs as well as administrative difficulties (such as the 

applicability of foreign laws to foreign custodians in various circumstances, including bankruptcy, ability to recover lost 

assets, expropriation, nationalization and record access) may be associated with the maintenance of assets in foreign 

jurisdictions. 

Hedging Transactions. 

 

The Partnership may utilize financial instruments such as forward contracts, options and interest rate swaps, caps and 

floors to seek to hedge against fluctuations in the relative values of its portfolio positions as a result of changes in 

currency exchange rates, certain changes in the equity markets and changes in market interest rates. Hedging against a 

decline in the value of portfolio positions does not eliminate fluctuations in the values of portfolio positions or prevent 

losses if the values of such positions decline, but establishes other positions designed to gain from those same 

developments, thus moderating the decline in the portfolio positions’ value. Such hedging transactions also limit the 

opportunity for gain if the value of the portfolio positions should increase. Moreover, it may not be possible for the 

Partnership to hedge against a fluctuation at a price sufficient to protect the Partnership’s assets from the decline in value 

of the portfolio positions anticipated as a result of such fluctuations. For example, the cost of options is related, in part, 

to the degree of volatility of the underlying securities. Accordingly, options on highly volatile securities, such as the 

stock of many companies engaged in technology-related businesses, may be more expensive than options on other 

securities and of limited utility in hedging against fluctuations in those securities. In addition, options may not exist on 

the stock of certain companies engaged in technology-related businesses. The General Partner is not obligated to 

establish hedges for portfolio positions and may not do so. To the extent that hedging transactions are affected, their 

success is dependent on the General Partner’s ability to correctly predict movements in the direction of currency and 

interest rates and the equity markets or sectors thereof. Therefore, while the Partnership may enter into such transactions 

to seek to reduce currency exchange rate and interest rate risks, or the risks of a decline in the equity markets generally 

or one or more sectors of the equity markets in particular, unanticipated changes in currency or interest rates or increases 

or smaller than expected decreases in the equity markets or sectors being hedged may result in a poorer overall 

performance for the Partnership than if the General Partner had not engaged in any such hedging transaction. In addition, 

the degree of correlation between price movements of the instruments used in a hedging strategy and price movements in 

the portfolio position being hedged may vary. Moreover, for a variety of reasons, the General Partner may not seek to 

hedge certain portfolio holdings or establish a perfect correlation between such hedging instruments and the portfolio 

holdings being hedged. Such imperfect correlation may prevent the Partnership from achieving the intended hedge or 

expose the Partnership to additional risk of loss. The successful utilization of hedging and risk management transactions 

requires skills complementary to those needed in the selection of the Partnership’s portfolio holdings. 
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Short Selling. 

 

Short selling involves selling securities which may or may not be owned and borrowing the same securities for delivery to 

the purchaser, with an obligation to replace the borrowed securities at a later date. Short selling allows the investor to 

profit from declines in market prices to the extent such declines exceed the transaction costs and the costs of borrowing 

the securities. Due to the inability to borrow the stock of certain companies engaged in technology-related businesses, it 

may not be possible to short the stock of such companies from time to time. A short sale creates the risk of an unlimited 

loss, in that the price of the underlying security could theoretically increase without limit, thus increasing the cost of 

buying those securities to cover the short position. This risk is enhanced if the security being sold short is highly volatile 

and there is a significant outstanding short interest or high trading volume, which can result in the holder of a short 

position being forced to purchase the securities necessary to cover the short position. These conditions exist in the stocks 

of many companies engaged in technology-related businesses. The securities necessary to cover a short position may be 

unavailable for purchase except at much higher prices. Purchasing securities to close out the short position can itself cause 

the price of the securities to rise further, sometimes by a significant amount, thereby exacerbating the loss. Accordingly, a 

short position could result in a loss by the Partnership of all or a substantial portion of its assets. 

New Issues. 

 

A significant portion of the return of the Partnership could result from investing in “new issues” as defined under 

applicable rules of the Financial Industry Regulatory Authority (“FINRA”), which restrict certain persons from receiving 

securities which are “new issues.” Partners to whom, as a result of the FINRA Rules, the Partnership will be allocated 

only a de minimis amount of new issues, will not receive as much of that portion of the return of the Partnership which 

results from investing in new issues as Partners that are not so restricted. 

Tax-Exempt Investors. 

 

Certain prospective Limited Partners may be subject to Federal and state laws, rules and regulations which may regulate 

their participation in the Partnership, or their engaging directly, or indirectly through an investment in the Partnership, in 

investment strategies of the types which the Partnership may utilize from time to time (e.g., short sales of securities and 

the use of leverage and limited diversification). Each type of exempt organization may be subject to different laws, rules 

and regulations, and prospective Limited Partners should consult with their own advisers as to the advisability and tax 

consequences of an investment in the Partnership. Investment in the Partnership by entities subject to ERISA or Section 

4975 of the Code and other tax-exempt entities requires special consideration. Trustees or administrators of such entities 

are urged to carefully review the matters discussed in this Confidential Memorandum. Since the Partnership is permitted 

to borrow, tax-exempt Limited Partners may incur income tax liability to the extent of their share of the Partnership’s 

“unrelated business taxable income.” 

Absence of Regulatory Oversight. 

 

While the Partnership may be considered similar to an investment company, it is not registered as such under the 

Investment Company Act of 1940, as amended (the “40 Act”) in reliance upon an exemption available to privately offered 

investment companies and, accordingly. 

Conflicts of Interest. 

 

The General Partner will be subject to a variety of conflicts of interests in making investments on behalf of the 

Partnership. 

 



P a g e 61 
 

 

Counterparty Risk. 

 

Some of the markets in which the Partnership may affect its transactions are “over-the-counter” or “interdealer” markets. 

The participants in such markets are typically not subject to credit evaluation and regulatory oversight as are members of 

“exchange-based” markets. This exposes the Partnership to the risk that a counterparty will not settle a transaction in 

accordance with or because of a credit or liquidity problem, thus causing the Partnership to suffer a loss. In addition, in 

the case of a default, the Partnership could, directly or indirectly, become subject to adverse market movements while 

replacement transactions are executed. Such “counterparty risk” is accentuated for contracts with longer maturities where 

events may intervene to prevent settlement, or where the Partnership has concentrated its transactions with a single or 

small group of counterparties. The Partnership is not restricted from dealing with any particular counterparty or from 

concentrating any or all of its transactions with one counterparty. Moreover, the Partnership does not have an internal 

credit function which evaluates the creditworthiness of its counterparties. The ability of the Partnership to transact 

business with any one or number of counterparties, the lack of any meaningful and independent evaluation of such 

counterparties’ financial capabilities and the absence of a regulated market to facilitate settlement may increase the 

potential for losses by the Partnership. 

Future Regulatory Developments. 

Growing concern about the lack of regulation of private investment partnerships and hedge funds led to a requirement that 

certain investment advisers to hedge funds register as investment advisers under the Advisers Act. 

Forward Trading. 

 

The Partnership may invest in forward contracts and options thereon, which, unlike futures contracts, are not traded on 

exchanges and are not standardized; rather, banks and dealers act as principals in these markets, negotiating each 

transaction on an individual basis. Forward and “cash” trading is substantially unregulated; there is no limitation on daily 

price movements and speculative position limits are not applicable. The principals who deal in the forward markets are 

not required to continue to make markets in the currencies or commodities they trade and these markets can experience 

periods of illiquidity, sometimes of significant duration. There have been periods during which certain participants in 

these markets have refused to quote prices for certain currencies or commodities or have quoted prices with an unusually 

wide spread between the price at which they were prepared to buy and that which they were prepared to sell. Disruptions 

can occur in any market traded by the Portfolio due to unusually high trading volume, political intervention or other 

factors. The imposition of controls by government authorities might also limit such forward (and futures) trading to less 

than that which the General Partner would otherwise recommend, to the possible detriment of the Partnership. Market 

illiquidity or disruption could result in major losses to the Partnership. 

 

Navesink River Partners LP 
 

Navesink River Partners LP pursues a growth strategy by seeking opportunities in holdings of common stocks, convertible 

issues and preferred stocks.  

 

Risk Factors for subscribers to Navesink River Partners LP include but are not limited to: 

 

General 

 

There is no assurance that the General Partner will accurately foresee changes in the markets or that it can successfully 

invest for profits in the short term. This form of investing is normally considered to involve high risk because of the 

difficulty of foreseeing the course that the markets will follow in the short term. Nevertheless, the General Partner 
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believes that its value discipline will allow partners to participate in market upturns and will attempt to outperform the 

major stock market indices over a longer-term basis. It should be noted that substantially higher brokerage commissions 

could be incurred during periods of rapid turnover in the Partnership's portfolio due to high levels of volatility in the 

equity markets. The General Partner's compensation may be higher than alternative compensatory arrangements to other 

money managers. 

Edgewood Partners, LP 

 

Edgewood Partners LP is a balanced fund pursuing a growth and income strategy. Risk Factors for subscribers to 

Edgewood Partners include but are not limited to: 

General 

 

There is, of course, no assurance that the General Partner will accurately foresee changes in the markets or that it can 

successfully invest for profits in the short term. In addition, this form of investing is normally considered to involve high 

risk because of the difficulty of foreseeing the course that the markets will follow in the short term. Nevertheless, the 

General Partner believes that the use of better-quality high yield bonds should enhance the returns to the portfolio, and 

with lower volatility than an equity-only portfolio. Furthermore, there are certain additional costs associated with 

following the policy outlined above. First, substantially higher brokerage commissions are incurred during periods of 

rapid turnover in the partnership's portfolio. Second, the fee paid to the General Partner is higher than what would be the 

case for many portfolios because the General Partner must devote more time to following the portfolio and the numerous 

factors that influence short-term market movements. 

 

 

Item 9 Disciplinary Information 

Seelaus AM has never been the subject of any material disciplinary actions related to its advisory business or the integrity 

of management. 

 

Item 10 Other Financial Industry Activities and Affiliations 

Registered Representative of a Broker-Dealer 

 
Some of our representatives are also registered representatives of R. Seelaus & Co., LLC (“RSCO”), a Securities and 

Exchange Commission registered, FINRA member securities broker-dealer. If you so choose, you may work with one of 

these dually registered investment adviser representatives in his or her separate capacity as a registered representative of 

RSCO. When acting in his or her separate capacity as a registered representative of RSCO, your Seelaus AM investment 

adviser representative has the ability to buy or sell, for a commission, general securities products such as stocks, bonds, 

mutual funds, exchange-traded funds, and variable annuity and variable life products to you in a separate commission- 

based brokerage account. As a registered representative of RSCO, your Seelaus AM investment adviser representative 

has the ability to suggest that you implement investment advice by purchasing securities products through a commission- 

based brokerage account in addition to, or in lieu of, a fee-based investment advisory account. This ability to receive 

commissions in lieu of a fee-based compensation structure creates a potential conflict of interest, as a dually registered 

representative has an incentive to recommend products for which he or she can receive a commission in his or her 

separate capacity as a registered representative of a securities broker-dealer. Consequently, the objectivity of the advice 

rendered to you could be biased. 
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You are under no obligation to use the services of your Seelaus AM representative in this separate capacity of registered 

representative or to use RSCO to implement securities transactions. If you choose to have your Seelaus AM 

representative implement securities transactions in their separate capacity as a registered representative of the broker- 

dealer, they must use RSCO. Prior to effecting any such transactions, you are required to establish a separate account 

with RSCO. The commissions charged by RSCO may be higher or lower than those charged by other broker/dealers. In 

addition, registered representatives of RSCO may also receive additional ongoing 12b-1 fees for mutual fund purchases 

from mutual fund companies during the period that you maintain mutual fund investments in the separate commission- 

based brokerage account at RSCO. 

Insurance Agent 

 

If you so choose, you may work with your Seelaus AM investment adviser representative in his or her separate capacity as 

an insurance agent for RSC Financial Products LLC, an affiliated insurance agency. When acting in his or her separate 

capacity as an insurance agent, your Seelaus AM investment adviser representative may sell, for commissions, general 

disability insurance, life insurance, annuities, and other insurance products to you. As such, your Seelaus AM investment 

adviser representative, in his or her separate capacity as an insurance agent, may suggest that you implement his or her 

insurance recommendations by purchasing disability insurance, life insurance, annuities, or other insurance products. This 

receipt of commissions creates an incentive for the representative to recommend those products for which your Seelaus 

AM investment adviser representative will receive a commission, in his or her separate capacity as an insurance agent. 

Consequently, the advice rendered to you could be biased. You are under no obligation to implement any insurance or 

annuity transaction through your Seelaus AM investment adviser representative. 

 

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

Seelaus AM has established a mandatory Code of Ethics (“COE”) within its Compliance framework for all supervised 

persons to follow.   The COE requires employees to carry out their responsibilities with a high standard of business 

conduct and fiduciary duty to its clients. The COE includes provisions relating to, the oversight of employee personal 

trading activities regarding the preclearance of trades and the collection of personal account statements, gifts and 

entertainment given or received, Firm or employee conflicts of interest, and any business activities outside of Seelaus 

AM.    Clients or prospective clients may request a copy of the firm’s COE by contacting Seelaus AM through Investor 

Relations at ir@seelausam.com. 

 

Restructuring Transactions 

 

Seelaus AM has three employees who may utilize their employment with RSCO to assist in executing MBS bond- 

restructuring transactions. These specific transactions may generate revenue for RSCO and Seelaus AM employees in 

their capacity with RSCO. This creates a potential conflict of interest. These bond-restructuring transactions are 

generally limited to; new issue CMOs, RE-REMICS and MACR and other Exchange Class exchanges (all mortgage 

backed securities or “MBS”. RSCO would take an economic interest in an MBS bond, from this bond a restructuring 

would occur to create two or more new bonds, where the new bonds equal the sum or great than the sum of the original 

bond. The pricing used for one of the component bonds has an effect on the pricing of the other component bonds. 

RSCO would work with a third- party Broker Dealer who has an open shelf with a government-sponsored enterprise 

(“GSE”) (e.g., Fannie Mae, Freddie Mac or Ginnie Mae) to facilitate the transactions. The third-party Broker Dealer will 

ultimately take ownership of the base bond, execute the restructuring and deliver to RSCO and/or Seelaus AM client’s 

custodians the new bonds. These transactions occur when Seelaus AM identifies a security that once restructured, one or 

more of the new bonds are deemed suitable investments for Seelaus AM clients. When one of the new bonds created is 

not a suitable investment for Seelaus AM clients, RSCO will sell the bonds to a non-Seelaus AM client. Identifying and 
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executing these transactions assists Seelaus AM in purchasing suitable bonds for Seelaus AM clients that are otherwise 

unavailable in the market. 

Seelaus AM’s Policies and Procedures permit personal trading by employees, provided that transactions are pre-cleared in 

advance and copies of personal brokerage statements are sent to the Compliance Department. Securities transactions in 

employee and employee related accounts for accounts held at Seelaus AM’s clearing firm are reported on daily 

surveillance reports reviewed. The balance of personal transactions held at other financial institutions are monitored 

through a review of personal account brokerage statements received. It is the employee’s responsibility to ensure that the 

CCO receives all personal account brokerage statements, confirmations, and / or trade advices in a timely manner and for 

the pre-clearance of personal account trades. 

 

All outside personal brokerage accounts must be approved by the CCO, or qualified designee, in advance of opening 

accounts a new account or upon hire if the employee held a pre-existing personal account relationship. 

Employees are prohibited from purchasing, selling or recommending the purchase or sale of a security for any account 

while they are in possession of material non-public information. If any employee comes into possession of any material 

inside information, they are obligated to bring such information to the attention of the CEO, CCO and/or CIO. 

 

Item 12 Brokerage Practices 

As part of its fiduciary duty to clients, Seelaus AM has an obligation to seek the best price and execution of client 

transactions when Seelaus AM is in a position to direct brokerage transactions. While not defined by statute or regulation, 

“best execution” generally means the execution of client trades at the best net price considering all relevant circumstances. 

Seelaus AM will seek best execution with respect to all types of client transactions, including: equities, fixed income, 

options, futures and any other types of transactions that may be made on behalf of clients. 

 

Directed Brokerage. 

 

Seelaus AM does not accept directed brokerage arrangements.  

 

Allocation of Investment Opportunities. 

 

Seelaus AM has a fiduciary duty to act in the best interests of its clients, which includes allocating investment opportunities 

in a fair and equitable manner. Seelaus AM must not favor one client over another. In general, the following is taken into 

consideration for any given client, as applicable: 

 

• Available capital 

• Geographic location and/or target market 

• Investment guidelines of the respective client 

• Risk profile 

• Leverage requirements/limitations 

• Capital expenditure requirements 

• Yield requirements 

 

Seelaus AM offers several investment different investment strategies to clients, with each strategy having its own allocation 

process as described below. 

 

MBS: 

 

Allocating MBS into client accounts is a matching process involving both qualitative and quantitative consideration factors.  

Discretion is used to evaluate whether any security, if added to a client’s account, would create an undesirable portfolio 
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allocation. Concentration risk, available cash/limited cash and risk profiles are closely considered prior to allocation of 

securities.   

 

Taking into account these considerations, the following allocation methodology is utilized. 

Client accounts are checked for matches to a security and if appropriate, allocations are made pro-rata to accounts.  If no 

client account matches are found, allocation will go to accounts with >20% cash balances and if not allocated to any 

accounts, then a waterfall allocation process will be used. 

 

Waterfall Allocation 

Using a waterfall allocation, the last client receiving securities in the previous allocation would fall down to the bottom of 

the list. 

Example using 4 clients, #1, #2, #3,#4: 

 

Buy 1mm bond A… 

#1 has cash to buy, suitable investment, allocate $500m 

#2 has cash to buy, not suitable, skip 

#3 has cash to buy, suitable investment, allocate $500m 

#4 has cash but does not receive any bonds 

 

Then we buy 1mm bond B… 

#4 has cash to buy, suitable investment, allocate $750m 

#1 has cash to buy, suitable investment, allocate $250m 

#2 has cash but does not receive any bonds 

#3 has cash but does not receive any bonds 

 

And then we buy 1mm bond C 

#2 has cash to buy, suitable investment allocate $250m 

#3 no cash available to buy, skip 

#4 has cash to buy, not suitable, skip 

#1 has cash to buy, suitable investment allocate $750m 

 

Waterfall Allocation Guidelines 

Min/Max Size: Minimum and maximums for new positions are set for a majority of clients. 

Bond Risk Profile: Determine a bond’s risk profile is suitable for the client’s investment objective within their account. 

Client Constraints: Existence of any client directed temporary or permanent constraints. 

Suitability Constraints: Maintain grid of other bond suitability attribute qualifiers. 

Target Allocation: Maintain target allocation across sectors. 

Limited quantity MBS bonds: In instances where there are MBS bonds in limited quantity, if the waterfall process is not 

followed, separate documentation will be made describing the reasoning, etc. The CCO will approve deviations and maintain 

copies of the separate documentation. 

 

Exceptions: From time to time, there may be a specific need within an account which is unique compared to the other 

accounts.  When we are able to purchase a bond that meets that specific need, the waterfall allocation process may not be 

observed.  In these cases, separate documentation will be made describing the reasoning, etc.  The CCO will approve and 

maintain copies of the separate documentation. 

 

Municipals 

 

Allocating purchased municipal bonds is a matching process that involves the consideration of a variety of factors to make 

sure that bonds are placed in appropriate portfolios.  The municipal bond market is quite large and diverse with a variety of 

sectors, issuers, coupons, maturities, call features and credit ratings.  Clients are diverse in their objectives, risk tolerance 
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and state residences.  Allocating purchased municipal bonds involves a careful assessment of matching the specific 

characteristics of each bond with the specific needs of each client portfolio.   

 

Portfolios with a larger percentage of existing cash to total portfolio value tend to be allocated bonds before those portfolios 

with smaller percentages.  Portfolios with larger cash to portfolio value percentages often require multiple bond blocks to get 

fully invested.  The number of blocks needed to invest cash fully factors into allocation decisions, i.e. those portfolios with 

multiple blocks needed tend to be allocated first.  

When allocating purchased municipal bonds to portfolios, Seelaus AM considers how long cash has been working in a 

money market fund awaiting investment.  Portfolios that have had cash awaiting investment for the longest period tend to be 

allocated first. 

 

Each bond purchase for each client portfolio is viewed from the perspective of the portfolio as a whole.  How a new bond 

added into any portfolio would meet client objectives and blend in with the existing portfolio from the perspective of 

maturity, duration, coupon, credit rating, state, sector, bond structure, etc. are contemplated.  Should there be an exception 

and the process described require a deviation, the circumstances and approval will be documented by the CCO who will 

maintain separate documentation copies.   

 

High Yield 

 

Allocations take into account quantitative and qualitative factors and are not conducted strictly on a pro-rata basis.  The 

Portfolio Manager considers portfolio size, investable cash position, client’s risk tolerance and existing portfolio positions 

(i.e., the client already owns the security, another issuer security, or a comparable company’s securities)  Portfolio 

compositions are also closely considered (i.e., whether or not the client owns too many securities with similar structures or 

within the same industry or rating category)  In general, portfolios with a larger percentage of existing cash compared with 

the total portfolio value will be considered first, however the size of the portfolio is also closely considered.  Based upon the 

evaluations of the afore mentioned considerations, allocations tend to be tiered and rounded ($10k, $20k, etc.) to facilitate 

trading.    

 

Block Trade/New Issue Allocation  

In a new issue allocation where the Portfolio Manager is allocating a limited supply of securities, allocations will take into 

consideration all qualitative factors with additional priority given first to client accounts with no relation to Seelaus AM, 

secondly to related and R. Seelaus & Co. employee accounts and lastly to Seelaus AM employee accounts.   

 

Equities 

 

When the Portfolio Manager identifies a company, whose shares represent an attractive investment, they identify the 

accounts it would fit based upon the risk profile and other characteristics such as amount of leverage or whether it pays a 

dividend. The Portfolio Manager also looks at the current cash in prospective client accounts to determine if a sale is needed 

to create cash and if so doing would create a capital gain for taxable accounts. After that analysis, the Portfolio Manager 

determines the number of shares the Firm wants to buy. Generally speaking, all the companies Seelaus AM invests in have 

the liquidity such that a purchase or sale can happen without disturbing the market and promoting best execution. For less 

liquid names and issues, it sometimes requires buying the securities over a day or two. When that happens, Seelaus AM will 

split the order over those days and sometimes will execute partial positions and look to execute the other part of the trade in 

ensuing days. The allocation of what Seelaus AM wants to buy or sell is determined before the order is entered and orders 

are bunched to get best execution and so that certain accounts do not benefit over others.  

 

Equity Short Sales 

 

When Seelaus AM researches companies that appear to be selling at low relative valuations, sometimes a Portfolio Manager 

uncovers companies whose fundamentals do not warrant purchase and whose shares could fall further. Seelaus AM then 

looks to see if the shares have options available which would allow the Firm to construct a stop loss by buying calls and 
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sometimes reducing that expense by simultaneously selling puts. This limits and / or collars the risk of significant loss 

should the shares rise. Seelaus AM judges whether the options are attractively priced such that the firm can ensure that it 

would not lose more than 10% should a short sale go against the Firm.  

 

Only those accounts which permit Seelaus AM to sell short securities are considered and based upon the cash and risk levels 

of the portfolios being reviewed, a determination is made as to how many shares to short. Then Seelaus AM would see if a 

locate was available from any brokers on the Firm’s approved broker list, and would get that locate confirmed before 

entering the short sale order.  To reduce the market risk of the underlying portfolios, Seelaus AM sometimes will also short 

specific ETFs. This will enable the Firm to protect against a fall in certain sectors of the market, or enable the Firm to 

capitalize on perceived over valuation and risk associated with certain sectors. When Seelaus AM shorts sector ETFs, the 

Firm may or may not use options to reduce the risk of said short. 

 

IPOs 

 

Seelaus AM does not generally participate in IPOs. However, in the event Seelaus AM does, it will seek to allocate IPOs in a 

manner that is fair to all Clients and/or Investors. For each IPO in which Client or Private Fund accounts seek to participate, 

the Portfolio Manager will prepare a written pre allocation prior to Seelaus AM submitting an indication of interest. The 

Portfolio Manager will seek to establish a pre allocation that is fair in light of each account’s size, diversification, cash 

availability, eligibility to participate (per FINRA Rules 5130 and 5131), investment objectives, and any other relevant 

factors. Any deviations from that will require written approval by the CCO. 

 

Trade Errors. 

 

The utmost care must be taken in making and implementing investment decisions on behalf of Client accounts. Seelaus AM 

defines the scope of a trade error as anything within the life cycle of a trade that was within the firm’s control that does not 

go as Seelaus AM intended. Seelaus AM resolves to remediate errors in a timely manner with our clients and investors best 

interest as a primary objective in the resolution process.   

 

Trade Error resolution for Separate Accounts 

 

Separate Account trades are reconciled T+1 by the Head of Operations using Seelaus AM’s internal trade blotter and 

Custodian data feeds.  If a trade error is discovered during reconciliation, immediate steps are taken to determine the scope 

and nature of the discrepancy.  Our policy is to identify and correct any errors as promptly as possible and in the best interest 

of the affected clients.  If Seelaus AM is responsible for the error, the firm will be responsible for any client loss resulting 

from an inaccurate or erroneous order. If the error is outside Seelaus AM’s control, the Firm will make the clients whole for 

the error and will advocate for corrective action with the responsible counterparty. Should the error result in a gain, the 

Separate Account would be the beneficiary.   

 

 

Trade Error resolution for Private Funds  

 

All fund trades are reconciled on T+1 by the Head of Operations using Seelaus AM’s internal trade blotter and the Prime 

Broker’s record.  If a trade error is discovered during reconciliation, immediate steps are taken to determine the scope and 

nature of the discrepancy.  Our policy is to identify and correct any errors as promptly as possible and in the best interest of 

the investors within the fund.  If Seelaus AM is responsible for the error, the firm will be responsible for any loss with the 

affected private fund resulting from an inaccurate or erroneous order. If the error is outside Seelaus AM’s control, the Firm 

will make the funds whole for the error and will advocate for corrective action with the responsible counterparty.  Should the 

error result in a gain, Seelaus AM’s private funds would be the beneficiary.   
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Item 13 Review of Accounts 

Client accounts are reviewed periodically. Clients are encouraged to communicate any changes in their financial situation 

that may have an impact on their portfolio investment objectives. Reviews directly with clients are provided on a 

requested basis. 

 

Internally, client accounts are reviewed rigorously on a quarterly basis. The review will include (but is not limited to) the 

following: 

 
1. Account performance 

2. Suitability of investments compared with stated investment objectives 

3. Trading and rebalancing activity 

4. Contribution and withdrawal activity 

5. Changes in account profile 

6. Review of the Investment Advisory Contract (“IAC”) 

7. Review of any standing instructions 

 
Reviews are conducted by approved reviewers (CIO, CEO, CCO) are further discussed with each relevant representative 

and signed off by our CCO. 

Account reviews may also be triggered by market events, rebalancing of securities positions, and/or a change in a client’s 

financial situation, or by client request. 

 

Item 14 Client Referrals and Other Compensation 

 
Seelaus AM does not receive an economic benefit from investment advice or other Advisory services provided to clients 

by outside firms. 

Third Party Solicitor: Seelaus AM may enter into third party Solicitor’s agreements. The Solicitor will perform its 

responsibilities in accordance with the instructions of Seelaus AM and the Investment Advisers Act and the rules 

thereunder including Rule 206(4)-3. 

 

Item 15 Custody 

 
Under government regulations, Seelaus AM is deemed to have custody of client assets if a client authorizes us to instruct 

any custodian to deduct our advisory fees directly from your account. In limited cases, Seelaus AM is also deemed to have 

custody over accounts with standing letters of authorization (“SLOAs”) on file. However, Seelaus AM closely monitors 

those accounts to ensure proper processing of all SLOAs, including title matching between the distributing and recipient 

accounts and that no recipient accounts have the same address of Seelaus AM or an affiliated entity. The custodian on your 

account maintains physical custody of your assets. Clients will receive account statements directly from their designated 

custodian at least quarterly at the email address or postal mailing address provided to the custodian. Clients should 

carefully review those statements promptly upon receipt. Seelaus AM urges all clients to compare custodian statements to 

the periodic account statements/portfolio reviews received from us. Seelaus AM has a reasonable basis to believe Clients 

receive these statements from their respective designated custodians. If you are not receiving custodial statements, please 

contact Seelaus AM. 

 

Seelaus AM is also deemed to have custody of client assets through our role as GP and/or adviser to seven private funds 

(Sunnymeath Partners, Ocean Partners, Edgewood Partners, Navesink Partners and Sheraton Partners) and through our 

wholly owned affiliates Granite Springs Total Return GP, LLP serving as GP to the Granite Springs Total Return Fund and 

Seelaus Credit Opportunities Fund, LP. The funds are independently audited by a Public Company Accounting Oversight 
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Board ("PCAOB") registered and inspected auditor in accordance with U.S. Generally Accepted Auditing Standards on an 

annual basis and investors will receive audited fund financial statements prepared in accordance with U.S. GAAP within 120 

days of the fund’s fiscal year end. The custodian of the funds maintains physical custody of the assets.  Clients will receive 

account statements directly from the administrator or custodian on a quarterly basis. 

 

 
Item 16 Investment Discretion 

 
Seelaus AM typically accepts discretionary authority to manage investment accounts on behalf of clients. Discretion is 

exercised within the scope of the client’s investment objectives and is consistent with the agreed upon strategy in place. 

Before accepting investment discretion, Seelaus AM requests that clients execute appropriate legal documentation that 

authorizes the Firm to have discretion in the purchase and sale of securities but restricts cash withdrawals to those 

requested on behalf of the client and with regard to payment of quarterly investment advisory fees. 

 

Investment discretion is not mandatory and clients may execute their wishes regarding non-discretionary arrangements 

on their individual Investment Advisor Contracts.  In the event that discretion is not granted, investment adviser 

representatives must obtain approval to engage in trading activities on behalf of a client’s account. 

 

 
Item 17 Voting Client Securities 

 

As noted in Seelaus AM’s investment management agreements, Seelaus AM does not vote proxies in Separate Accounts.  

With respect to private funds, given the relative position size the Fund would take at any given time, the cost of voting 

proxies would outweigh the benefit to the investors.  Therefore, in the best interest of the investors, Seelaus AM does not 

vote proxies within the private funds.  

Clients may obtain information from Seelaus AM its proxy voting policies and procedures by contact the CCO at 212-

935-0755.  

 

Seelaus AM does not participate in class actions. Should Seelaus AM become aware of an appropriate settlement related to 

its prior or current securities holdings, it will use best efforts to collect settlement proceeds on behalf of its clients and 

investors. 

 

Item 18 Financial Information 

Seelaus AM does not require or solicit prepayment of more than $1,200 in fees per client, six months or more in advance. 

 

The Firm does not have any financial commitment that would impair its ability to fulfill contractual and fiduciary 

commitments to clients. 

 

Neither Seelaus AM nor any of its Principals have been the subject of a bankruptcy petition at any time in the past ten 

years. 

 

Item 19 Privacy Disclosure Document 

 
Attached please find a copy of Seelaus AM’s Privacy Policy. 
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