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Item 2: Material Changes 
 

 
The date of the last annual update to our firm brochure was March 26, 2019. A summary of the material changes 
that have been made to our firm brochure since the date of our last annual updating amendment is set forth below: 

• We have added risk factors regarding Brexit, and Epidemics, Pandemics, and Public Health Issues.  See 
Item 8. 

• We updated our regulatory assets under management as of December 31, 2019. See Item 4. 

The information set forth in this brochure is qualified in its entirety by the applicable offering materials and 
governing documents. In the event of a conflict between the information set forth in this brochure and the information 
in the applicable governing and offering documents, the governing and offering documents shall control. 
 
We encourage all investors to carefully review this brochure in its entirety. 
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Item 4: Advisory Business 
 

 
FIRM DESCRIPTION 

Precept Management, LLC, a Texas limited liability company and private investment advisory firm, was formed 
in 1998. We provide investment management and other services to private pooled investment vehicles, interests of 
which are offered to investors on a private placement basis. We have full discretionary authority with respect to 
investment decisions, and our investment advice is made in accordance with the investment objectives and 
guidelines set forth in the applicable offering memoranda and governing documents.  

Precept Capital Management, L.P., a Texas limited partnership and one of our affiliates, relies on our investment 
adviser registration instead of separately registering as an investment adviser with the Securities and Exchange 
Commission (the “SEC”) under the Investment Advisers Act of 1940, as amended (the “Advisers Act”). See “Item 
10: Other Financial Industry Activities and Affiliations.”  Except as the context otherwise requires, any 
reference to “we,” “us” or “our” in this document includes Precept Management, LLC and Precept Capital 
Management, L.P. 

PRINCIPAL OWNERS  

We are owned and controlled by D. Blair Baker, our managing member.  

TYPES OF ADVISORY SERVICES 

We and certain of our affiliates serve as general partner of and/or investment manager to various affiliated private 
pooled investment vehicles, including The Precept Fund, L.P., Precept Management Partners, L.P. and Precept 
Credit Opportunities Fund, L.P. (collectively, the “U.S. Funds”). In addition, we also serve as investment manager 
to a private pooled investment vehicle organized as a Cayman Islands exempted company, The Precept International 
Fund, Ltd. (the “Offshore Fund,” and together with the U.S. Funds, the “Funds”). Precept Management Partners, 
L.P. currently invests substantially all of its assets in, and conducts its investment activities through, The Precept 
Fund, L.P.  Our services consist of making, managing and disposing of investments held by the Funds. We provide 
investment advice directly to the Funds and not individually to any investor in the Funds (other than Precept 
Management Partners, L.P.). 

We have caused and may from time to time in the future cause a Fund (an “investor fund”) to invest all or any 
portion of its assets in one or more other Funds (each, an “investee fund”).  In such event, the investor fund generally 
will not be subject to any additional or duplicative administrative fees, management fees or incentive allocations in 
connection with its investment in an investee fund. See Item 11.   

We serve as investment manager with respect to each of the Funds and are responsible for investing and re-investing 
the assets of each Fund in accordance with the investment objectives, policies and guidelines set forth in the 
applicable offering memoranda and governing documents. See Item 8 below. 

INVESTMENT RESTRICTIONS 

We generally provide investment advice to the Funds in accordance with the investment objectives, policies and 
guidelines set forth in the offering and governing documents, and not in accordance with the individual needs or 
objectives of any particular investor in the Funds. Investors generally are not permitted to impose restrictions or 
limitations on the management of the Funds.  

ASSETS UNDER MANAGEMENT 

As of December 31, 2019, we had approximately $218.9 million in regulatory assets under management. All of 
these assets were managed on a discretionary basis.  
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Item 5: Fees and Compensation 
 

 
DESCRIPTION OF COMPENSATION AND BASIC FEE SCHEDULE 

In consideration of our advisory services, we and/or certain of our affiliates are entitled to receive administrative 
fees and/or performance-based compensation with respect to the Funds. While the applicable fees and 
compensation are described in detail in the applicable governing and/or offering documents, a summary of our 
basic fee schedule is set forth below.  

The Precept Fund, L.P.  

We or an affiliate generally are entitled to receive an administrative fee, payable quarterly in arrears, equal to: 

(i) with respect to Class A Interests, one quarter of two percent (2.0% per annum) of the aggregate capital 
account balance of each investor;   

(ii) with respect to Class B Interests, one quarter of one and one-half percent (1.5% per annum) of the 
aggregate capital account balance of each investor; and  

(iii) with respect to Class C Interests, one quarter of one percent (1.0% per annum) of the aggregate capital 
account balance of each investor. 

We or an affiliate generally are entitled to receive an incentive allocation equal to: 

(i) with respect to Class A Interests and Class B Interests, twenty percent (20%) of each investor’s allocable 
share of net profits for the applicable performance period; and  

(ii) with respect to Class C Interests, seventeen and one-half percent (17.5%) of each investor’s allocable share 
of net profits for the applicable performance period.  

Incentive allocations are subject to a “high water mark” limitation. As a result, if an investor is allocated a net loss 
in any period, we are not entitled to receive an incentive allocation with respect to that investor until that net loss 
is recouped.     

Precept Management Partners, L.P. 

We or an affiliate generally are entitled to receive a management fee, payable quarterly in arrears, equal to one 
quarter of one percent (1.0% per annum) of each investor’s aggregate capital account balance. We or an affiliate 
generally are also entitled to receive an incentive allocation equal to twenty percent (20%) of each investor’s 
allocable share of net profits for the applicable performance period. 

Incentive allocations are subject to a “high water mark” limitation. As a result, if an investor is allocated a net loss 
in any period, we are not entitled to receive an incentive allocation with respect to that investor until that net loss 
is recouped.     

Precept Credit Opportunities Fund, L.P. 

We or an affiliate generally are entitled to receive a management fee, payable quarterly in advance, equal to one 
quarter of two percent (2.0% per annum) of the net asset value of each capital account of an investor as of the 
beginning of such calendar quarter (including for such purposes any portion of a capital account that is allocated to 
a special investment account).  

We or an affiliate generally are entitled to receive an incentive allocation equal to twenty percent (20%) of each 
investor’s allocable share of net profits for the applicable performance period (excluding any unrealized net profits 
with respect to special investments).  Incentive allocations are subject to a “high water mark” limitation. As a result, 
if an investor’s capital account is allocated a net realized loss in any period, we are not entitled to receive an 
incentive allocation with respect to that investor’s capital account until that net realized loss is recouped. With 
respect to a special investment, an incentive allocation will only be allocable with respect to realized net profits.  

The Precept International Fund, Ltd.  

With respect to the Offshore Fund, we or an affiliate generally are entitled to receive a management fee, payable 
quarterly in advance, equal to: 
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(i)    with respect to Class C Shares, 0.375% (1.5% per annum) of the net asset value of the Class C Shares of 
each investor; and  

(ii) with respect to Class D Shares, 0.25% (1.0% per annum) of the net asset value of the Class D Shares of 
each investor. 

We or an affiliate generally are entitled to receive a performance fee equal to: 

(i) with respect to Class C Shares, twenty percent (20%) of the amount by which the net asset value per Class 
C Share on the last day of the fiscal year exceeds the higher of: (a) the net asset value of such Class C 
Share as of the commencement of any prior fiscal year for which the performance fee is being calculated, 
or (b) the issue price of such Class C Share for which the performance fee is being calculated; and 

(ii) with respect to the Class D Shares, seventeen and one-half percent (17.5%) of the amount by which the 
net asset value per Class D Share on the last day of the fiscal year exceeds the higher of: (a) the net asset 
value for such Class D Share as of the commencement of any prior fiscal year for which the performance 
fee is being calculated, or (b) the issue price of such Class D Share for which the performance fee is being 
calculated.  

Performance fees are subject to a “high water mark” limitation. As a result, if an investor is allocated a net loss in 
any period, we are not entitled to receive a performance fee with respect to that investor until that net loss is 
recouped.     

No management fees or performance fees will be charged with respect to the Class B Shares of the Offshore Fund. 

General 

Our advisory fees with respect to each investor generally are not negotiable. However, we may enter into side letters 
or similar arrangements with certain investors that grant different terms (including lower fees) to such investors 
than the terms generally applicable to other investors.  

Each investor in the Funds generally must be, among other things, (a) an accredited investor as defined in Rule 
501(a) of Regulation D under the U.S. Securities Act of 1933, as amended, and (b) a “qualified client” as defined 
in Rule 205-3 under the Advisers Act.  

PAYMENT OF FEES 

The Precept Fund, L.P. 

Administrative fees are calculated quarterly, in arrears, as of the close of business on the last day of the most 
recently ended calendar quarter, and are payable by investors by the tenth day after the beginning of each calendar 
quarter. Investors who are admitted during a calendar quarter are required to pay a pro rata portion of the 
administrative fee. Administrative fees are deducted directly from the capital account of each applicable investor. 

Incentive allocations are calculated as of the end of each calendar quarter (and such other times as set forth in the 
applicable partnership agreement). If any interests are withdrawn during a fiscal year, the incentive allocation 
generally will be allocable on the withdrawal date. Incentive allocations are allocated directly from the capital 
account of each applicable investor. 

Precept Management Partners, L.P.  

Management fees are calculated quarterly, in arrears, as of the close of business on the last day of the most recently 
ended calendar quarter, and are payable by investors by the tenth day after the beginning of each calendar quarter. 
Management fees are deducted directly from the capital account of each investor.  

Incentive allocations are calculated as of the end of each fiscal year (and such other times as set forth in the 
applicable partnership agreement). If any interests are withdrawn during a fiscal year, the incentive allocation 
generally will be allocable on the withdrawal date. Incentive allocations are allocated directly from the capital 
account of each applicable investor. 

Precept Credit Opportunities Fund, L.P.  

Management fees are payable by investors quarterly, in advance, as of the beginning of each calendar quarter. 
Management fees are deducted directly from the capital account(s) of each investor.  
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Incentive allocations generally are calculated as of the end of each fiscal year (and such other times as set forth in 
the applicable partnership agreement).  If any interests are withdrawn during a fiscal year, the incentive allocation 
generally will be allocable on the withdrawal date. Incentive allocations are allocated directly from the capital 
account(s) of each applicable investor.  

With respect to special investments, an incentive allocation is only payable, if at all, with respect to realized net 
profits promptly after the realization or deemed realization of such investment.  

The Precept International Fund, Ltd.  

Management fees with respect to any Class C Shares and/or any Class D Shares are payable quarterly, in advance, 
as of the commencement of each calendar quarter. Management fees are deducted directly from the capital account 
of each investor. 

With respect to Class C Shares and Class D Shares, performance fees are payable as of the end of each fiscal year, 
(and such other times as set forth in the governing documents of the Offshore Fund). If any Class C Shares or Class 
D Shares are redeemed during a fiscal year, the performance fee generally will be due on the redemption date. 
Performance fees are paid directly from the capital account of each applicable investor. 

As stated above, the Class B Shares generally will not be subject to any management fees or performance fees. 

Management fees with respect to The Precept International Fund, Ltd. are refunded proportionately to any 
redeeming investor. 

 

OTHER FEES AND EXPENSES  

In addition to administrative fees, management fees, and performance-based compensation, each Fund generally 
bears (a) all expenses incurred in connection with the offering, including, but not limited to, marketing expenses, 
documentation of performance and the admission of Investors, (b) all operating expenses of the Funds such as tax 
preparation fees (including, without limitation, any such fees related to the preparation of tax returns and Schedule 
K-1s), governmental fees and taxes (or any other governmental charges levied against the Funds), administrator, 
custodial and prime brokerage fees and expenses, communications with Investors and ongoing legal, accounting, 
auditing, administration, appraisal, bookkeeping, consulting and other professional fees and expenses, including 
for litigation, and preparation of the Funds’ financial statements and reports, (c) all Fund costs, expenses and 
charges incurred in connection with the investment and trading activities of the Funds (e.g., brokerage commissions, 
mark-ups, margin interest, expenses related to short sales, custodial fees, clearing and settlement charges and other 
transaction costs to brokers), (d) professional and other advisory and consulting expenses and travel expenses 
incurred in connection with investment due diligence, monitoring or the assertion of rights or pursuit of remedies 
(including, without limitation, pursuant to bankruptcy or other legal proceedings, or participation in informal 
committees of creditors or other security holders of an issuer), (e) all fees and other expenses incurred in connection 
with the investigation, prosecution or defense of any claims by or against the Funds, (f) interest on, and fees and 
expenses arising out of, all borrowings made by the Funds, (g) expenses of any meetings of the Investors, (h) the 
costs of any litigation and indemnification relating to the affairs of the Funds, (i) expenses related to third party 
research, publications, data and data services, including real time pricing and market information (such as 
Bloomberg and Reuters services) and historical pricing and other data, (j) costs of compliance with applicable laws 
and regulations of governmental and self-regulatory bodies, including costs incurred by the us and our affiliates in 
complying with laws and regulations that apply to any such entities as a result of their services to the Funds, (k) the 
Funds’ expenses associated with forming and maintaining the legal existence of the Funds, including directors’ 
fees, administrators’ fees, occupancy costs and other operating costs of entities that maintain their own offices in 
certain jurisdictions, (l) investment, operations, portfolio and trading-relating software, including trade order 
management software (i.e., software used to route trade orders) and related connectivity costs; (m) all expenses and 
costs incurred in connection with any regulatory or legal filings (or registrations) required to be made with respect 
to the Funds; (n) expenses attributable to compliance with the Alternative Investment Fund Managers Directive 
and compliance with anti-money laundering laws and know-your-customer requirements; (o) all fees and expenses 
incurred in connection with obtaining and maintaining an insurance policy or policies for the Funds, their general 
partners, and their officers, principals, affiliates, and partners;  and (p) all other reasonable expenses related to the 
management and operation of the Funds and/or the purchase, sale or disposition of the interests, including, in the 
case of any expenses directly related to the Funds’ and one or more of their related funds’ investments, any portion 
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of any such joint expenses that we determine are properly and ratably allocable to the Funds. Each Fund generally 
is responsible for and pays all brokerage and custodial fees and expenses. See “Item 12: Brokerage Practices.”    

We generally bear all ordinary office overhead expenses, including, without limitation, rent, supplies, secretarial 
expenses, stationery, charges for furniture and fixtures and compensation of security analysts and personnel. 
However, certain of such expenses may be paid for by our brokers in exchange for the brokerage commission 
business they receive from us, although we intend to use these payments only for research, related services, pricing 
and analytical data feeds, and subscription feed services benefiting the Funds (or one or more of such Funds).  

TERMINATION OF ADVISORY SERVICES  

The Precept International Fund, Ltd. 

The Precept International Fund, Ltd. generally may terminate its investment advisory agreement with us upon 90 
days’ prior written notice. 

WITHDRAWALS  

Precept Management Partners, L.P. 

As described more fully in the applicable offering memoranda, each investor in the Fund generally is permitted to 
make complete or partial withdrawals of amounts from its capital account balance as of the close of business on 
the last day of any month after the first anniversary of the date of its initial capital contribution. However, any 
withdrawal made prior to the first anniversary of the date upon which such investor acquired its interest is subject 
to a withdrawal fee of two percent (2%) of the amount of withdrawal. Notice of any withdrawal generally must be 
given in writing at least 45 days prior to the proposed withdrawal date. We use commercially reasonable efforts to 
cause at least 90% of any estimated withdrawal proceeds to be paid after the applicable withdrawal date. Any 
remaining balance generally will be settled within ten (10) days after the completion of the audit of the Fund’s 
financial statements for the applicable fiscal year. 

The Precept Fund, L.P.  

As described more fully in the applicable offering memoranda, each investor in the Fund generally is permitted to 
make complete or partial withdrawals of amounts from its capital account balance as of its permitted withdrawal 
date. However, any withdrawals made on dates other than a permitted withdrawal date may be subject to withdrawal 
fees of up to six percent (6%) of the withdrawal amount. With respect to each Class A investor, a permitted 
withdrawal date is the last business day of the calendar month in which occurs the anniversary of the date upon 
which such investor made its initial capital contribution, and any last business day of a calendar month thereafter. 
With respect to Class B investors, a permitted withdrawal date is any December 31 after the first anniversary of the 
date upon which such investor made its initial capital contribution. With respect to Class C investors, a permitted 
withdrawal date is December 31 of the year in which occurs the third anniversary of the date upon which such 
investor acquired its Class C Interest, and December 31 of every third full calendar year thereafter. Notice of any 
withdrawal generally must be given in writing at least 45 days prior to the proposed withdrawal date. We use 
commercially reasonable efforts to cause at least 90% of any estimated withdrawal proceeds to be paid after the 
applicable withdrawal date. Any remaining balance generally will be settled within ten (10) days after the 
completion of the audit of the Fund’s financial statements for the applicable fiscal year. 

Precept Credit Opportunities Fund, L.P. 

As described more fully in the applicable governing documents, each investor in the Fund generally is permitted to 
make complete or partial withdrawal of amounts from its capital account balance as of the close of business on the 
last day of any calendar year (other than the portion of such capital account allocated with respect to special 
investments). Notice of any withdrawal generally must be given in writing at least six months prior to the proposed 
withdrawal date. To the extent that sufficient liquid assets are available, withdrawal proceeds generally will be paid 
to a withdrawing investor as soon as reasonably practicable after the applicable withdrawal date. In the case of 
withdrawals of over ninety percent (90%) of an investor’s aggregate capital account balance, at least ninety percent 
(90%) of the estimated amount due will be paid within thirty (30) days after the withdrawal date, and any remaining 
balance generally will be settled promptly after the completion of the audit of the Fund’s financial statements for 
the applicable fiscal year.  
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An investor generally will not be permitted to withdraw any portion of its capital account that is allocated to a 
special investment until the realization or deemed realization of such special investment.  

The Precept International Fund, Ltd. 

As described more fully in the applicable offering memoranda, each investor in the Offshore Fund generally is 
permitted to make a complete or partial redemption of its shares as of its permitted redemption date. However, any 
redemptions of Class C Shares or Class D Shares made on dates other than a permitted redemption date may be 
subject to redemption fees of up to six percent (6%) of the redemption amount. There will be no redemption fee 
applicable to the Class B Shares, though the permitted redemption date is the last day of each calendar month. With 
respect to Class C Shares, a permitted redemption date is any December 31 after the first anniversary of the date 
upon which such investor acquired its Class C Shares. With respect to Class D Shares, a permitted redemption date 
is December 31 of the year in which occurs the third anniversary of the date upon which such investor acquired its 
Class D Shares, and December 31 of every third full calendar year thereafter. Notice of any redemption of Class B 
Shares, Class C Shares and/or Class D Shares generally must be given in writing at least 45 days prior to the 
proposed redemption date. We use commercially reasonable efforts to cause redemption proceeds to be paid within 
thirty (30) days after the applicable redemption date. In the case of redemptions of over ninety percent (90%) of an 
investor’s shareholding, at least ninety percent (90%) of the estimated amount due is required to be paid within 
thirty (30) days after the redemption date, and any remaining balance generally will be settled within ten (10) days 
after the completion of the audit of the fund’s financial statements for the applicable fiscal year. 

 

COMPENSATION FOR THE SALE OF SECURITIES OR OTHER INVESTMENT PRODUCTS 

Neither we nor any of our supervised persons accept compensation for the sale of securities or other investment 
products. 
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Item 6: Performance-Based Fees and Side-By-Side Management 
 

 
PERFORMANCE-BASED COMPENSATION 

As noted under “Item 5: Fees and Compensation—Description of Compensation and Fee Schedule” above, 
we generally are entitled to receive performance-based fees or allocations with respect to each investor in the Funds.  
Performance-based allocations or fees could motivate us to make investment decisions that are riskier or more 
speculative than would be the case if these arrangements were not in effect. In addition, because performance-based 
allocations or fees with respect to the Funds may be calculated on a basis that includes both realized and unrealized 
appreciation in portfolios based upon values assigned by us, we face a conflict of interest in valuing those portfolios. 
Certain of our individual employees and affiliates who are compensated to some extent based upon investment 
profits for which they are responsible face the same potential conflict. We address this conflict through full and fair 
disclosure in the applicable governing and/or offering documents and/or this brochure.  

SIDE-BY-SIDE MANAGEMENT 

We do not manage accounts for which we are entitled to receive performance-based fees or allocations alongside 
accounts for which we are not entitled to receive any performance-based fees or allocations.  
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Item 7: Types of Clients 
 

 
DESCRIPTION 

We currently provide investment advisory and supervisory services with respect to affiliated private pooled 
investment vehicles, our sole advisory clients. We may in the future provide investment advice to other types of 
clients including, but not limited to, other private pooled investment vehicles and separately managed accounts.   

ACCOUNT REQUIREMENTS 

The minimum initial capital contribution required for an investor in each of the Funds is $500,000, although capital 
contributions of lesser amounts may be accepted in our discretion. 

To invest in the Funds, each investor generally is required to certify that it is, among other things, an “accredited 
investor” (as such term is defined in Rule 501(a) of Regulation D under the Securities Act) and a “qualified client” 
(as such term is defined in Rule 205-3 under the Advisers Act). Each prospective investor generally is required to 
complete and return various subscription documents to the applicable Fund, which are designed to provide the 
applicable Fund, us and our affiliates and agents with important information about the investor. Subscriptions may 
be accepted or rejected, in whole or in part, in the sole discretion of the general partner or directors of a Fund. 
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Item 8: Methods of Analysis, Investment Strategies and Risk of Loss 
 

 
METHODS OF ANALYSIS AND INVESTMENT STRATEGIES 

Except with respect to Precept Credit Opportunities Fund, L.P., we select investments in individual security 
positions based on a disciplined, bottom-up approach. This approach may include, and is not limited to, 
conversations with management, analysis of financial statements and industry publications, conversations with 
competing companies, suppliers, independent marketing agents, customers, and Wall Street analysts and brokers. 
We attempt to more accurately and more efficiently assess appropriate valuations of potential investments through 
the techniques previously described. To achieve our investment objectives, we may, at any time, pursue 
opportunities to invest in a number of varied financial instruments and may hold, pledge, assign, sell, sell short, 
exchange, purchase or write options, or transfer such instruments from time to time. We may, among other things, 
(i) invest in publicly traded common stocks and other equity securities of U.S. corporations, (ii) purchase equity 
securities of foreign corporations, (iii) purchase bonds (including high-yield debt securities), notes and other 
debentures, (iv) engage in short sales (both speculatively and as a hedge of other investments), (v) purchase or write 
options of any and all types, including options on equity securities, stock market indices, over-the-counter options, 
debt securities and foreign currencies, (vi) hold cash equivalent investments under certain market conditions, (vii) 
invest in securities denominated in currencies other than U.S. Dollars, (viii) invest in securities located in other 
countries, and (ix) contract out a portion of the Funds’ assets to third parties. We apply this underlying investment 
approach with respect to each of the Funds other than Precept Credit Opportunities Fund, L.P.  

With respect to Precept Credit Opportunities Fund, L.P., we utilize a disciplined approach in selecting investments, 
focusing on making informed decisions and evaluations regarding investment opportunities in order to achieve long 
term capital appreciation commensurate with we determine to be reasonable risk.  In selecting securities for 
investment, we generally rely on the following sources of information, among others: publicly available information 
including tax sale candidate lists, tax assessor information, MLS information, and third party sales and marketing 
website such as Zillow and Trulia, general economic data, forecasts prepared by government and private sources, 
industry trade publications, various statistical services, materials published by publicly owned corporations, and 
information provided by the research departments of brokerage firms or other research providers.  A factor in the 
compensation paid to research providers will be investment ideas furnished by such providers.   

* * * * 

The investment strategies summarized above are not intended to be comprehensive and are qualified in their 
entirety by the information set forth in the applicable offering documents. For more information regarding the 
investment strategies and objectives applicable to a Fund, please see the offering and governing documents of such 
Fund. 

CERTAIN RISK FACTORS  

There can be no assurance that we will achieve our investment objectives or that investments will be successful. 
Our investment program involves a substantial degree of risk, including risk of complete loss. Nothing in this 
brochure is intended to imply, and no one is or will be authorized to represent, that our investment program is low 
risk or risk free. Our investment program is appropriate only for sophisticated persons who fully understand and 
are capable of bearing the risks of investment. Prospective investors should consider the following risks, among 
others, before making any investment decisions. The various risks outlined below are not the only risks associated 
with our investment strategies and processes and may not necessarily apply to each investor. Investors are urged 
to consult with their own independent financial, legal and tax advisors before making any investment decisions. 
The following risks are qualified in their entirety by the risks set forth in the offering document of each Fund. 

Nature of Investments. Our business involves a high degree of financial risk. Markets in which we invest are subject 
to a high degree of volatility. There can be no assurance that our investment objective will be realized or that 
investors will receive any return of capital. Moreover, we do not have a significant limitation on the types of 
investments we may make. We, in our sole discretion, may employ such investment and trading strategies and 
methods as we determine to adopt. We may also invest in securities for which no active trading market exists, and 
the value of any such securities shall be determined by us, in our sole discretion. 

General Market Developments. The profitability of our investment program may be affected by general market 
developments and by our ability to correctly assess future developments in relevant markets, an ability that is 
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inherently limited and unreliable. As a result, we will be subject to many different types of market risk. From time 
to time various markets have experienced extreme periods of volatility, illiquidity, correlation with other markets, 
negative performance and other disruptions and conditions that would previously have been viewed as extremely 
unlikely or even impossible. Such market developments have, in the past, led to large losses and insolvencies at 
numerous investment funds. There can be no assurance that general market developments in the future will not 
have a material adverse effect on us. 

General Economic Conditions. General economic and business conditions may affect our activities. Interest rates, 
the price of securities and participation by other investors in the financial markets, among other factors, may affect 
the value of securities we purchase. 

Short Selling, Options and Futures Trading. Our investment program may include short selling and trading in 
options and futures (upon the receipt of any necessary regulatory exemptions or approvals). Such investments can 
be extremely volatile and substantially increase the impact of adverse price movements upon the sale of the 
investment. 

Distressed Securities. We may invest client assets in distressed securities. Investments in distressed securities 
involve acquiring securities of companies that are experiencing significant financial difficulties and of companies 
that are, or appear likely to become, bankrupt or involved in a debt restructuring or other major capital transaction. 
Consequently, there is a high degree of risk associated with these investments because such companies may never 
recover and the value of such investments may be lost. 

Derivative Instruments.  We may take advantage of opportunities with respect to certain derivative instruments that 
are not presently contemplated for use or that are currently not available, but that may be developed, to the extent 
such opportunities are both consistent with our investment objective and legally permissible.  Special risks may 
apply to instruments in which we invest in the future that cannot be determined at this time or until such instruments 
are developed or invested in by our investment program.  Certain swaps, options and other derivative instruments 
may be subject to various types of risks, including market risk, liquidity risk, the risk of non-performance by the 
counterparty, including risks relating to the financial soundness and creditworthiness of the counterparty, legal risk 
and operations risk.  

Litigation.  Our investment activities may subject us to the risks of becoming involved in litigation with third 
parties.  The expense of defending against claims against us by third parties and the payment of any amounts 
pursuant to settlements or judgments would be borne by our Investors, reduce distributions and could require 
Investors to return distributed capital and earnings.  We will generally be indemnified by Investors in connection 
with any such litigation, subject to certain conditions.  

Non-U.S. Investments.  We may invest in financial instruments of non-U.S. corporations and governments.  
Investing in the financial instruments of companies (and, from time to time, governments) outside of the United 
States involves certain considerations not usually associated with investing in financial instruments of U.S. 
companies or the U.S. Government, including political and economic considerations, such as greater risks of 
expropriation, nationalization, confiscatory taxation, imposition of withholding or other taxes on interest, 
dividends, capital gains or other income, limitations on the removal of assets and general social, political and 
economic instability; the relatively small size of the securities markets in such countries and the low volume of 
trading, resulting in potential lack of liquidity and in price volatility; the evolving and unsophisticated laws and 
regulations applicable to the securities and financial services industries of certain countries; fluctuations in the rate 
of exchange between currencies and costs associated with currency conversion; and certain government policies 
that may restrict the Fund’s investment opportunities. In addition, accounting and financial reporting standards that 
prevail outside of the U.S. generally are not as high as U.S. standards and, consequently, less information is 
typically available concerning companies located outside of the U.S. than for those located in the U.S.  As a result, 
we may be unable to structure its transactions to achieve the intended results or to mitigate all risks associated with 
such markets.  It may also be difficult to enforce our rights in such markets.  For example, financial instruments 
traded on non-U.S. exchanges and the non-U.S. persons that trade these instruments are not subject to the 
jurisdiction of the SEC or the Commodity Futures Trading Commission or the securities and commodities laws and 
regulations of the U.S. Accordingly, the protections accorded to the Fund under such laws and regulations are 
unavailable for transactions on foreign exchanges and with foreign counterparties. 
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Limited Diversification. Although we will seek to diversify investments as we deem appropriate and consistent 
with our investment objectives, the amount of investments that may be invested in a particular security is not subject 
to any restrictions. If the investments are concentrated in a small number of investments, they will be subject to a 
greater level of volatility. 

Competition.  The markets in which we participate are extremely competitive.  There can be no assurance that we 
are able to identify or successfully pursue attractive investment opportunities in this environment.  Investors should 
expect that our investments involve substantially more company-specific and market risk and associated volatility 
in the future than the risks involved in such investments in the past.  We compete with many firms, some of which 
may have substantially greater financial resources, more favorable financing arrangements, larger research staffs 
and more securities traders than are available to us. 

PIPE Investments. We may invest client assets in PIPE transactions. A PIPE (Private Investment in Public Equity) 
is a private placement of restricted securities (common stock, convertible preferred stock, convertible debentures, 
warrants or other equity or equity-like securities) of a public company. Typically in such a transaction, the investor 
enters into a purchase agreement pursuant to which the investor commits to purchase the securities and the public 
company issuer commits to sell such securities and to file a resale registration statement within a specified period 
of time covering the resale of the securities that the investor purchased in the private placement. In connection with 
a PIPE investment, we may be obligated to pay all or part of the registration expenses, and, due to delays in the 
registration process, a considerable period may elapse between the time of our decision to sell and the time such 
security may be sold under an effective registration statement. If adverse market conditions were to develop during 
such a period, we might obtain a less favorable price than the price we could have obtained at the time of our 
decision to sell the security. Further, there is no assurance that the public company will satisfy its registration 
obligation, in which case, we may only be able to sell such securities under Rule 144. Any such developments may 
have a material adverse effect on us. 

Illiquid Investments. In addition to PIPE investments, it is possible that some other investments may be illiquid for 
an extended period of time. Furthermore, because of the speculative and non-public nature of some investments, 
we may, from time to time, sell or otherwise dispose of investments that later prove to be more valuable than 
anticipated at the time of such disposition. Any premature sales or dispositions may prevent clients from realizing 
as great an overall return on investment as may have been realized if such sales or dispositions had been made at a 
later date, which may adversely affect investment results. Certain securities may be difficult or impossible to sell 
at the time and price that we desire. We may have to lower the price, sell other securities instead or forego an 
investment opportunity, any of which could have a negative effect on our performance. We also may purchase 
equity securities that are restricted as to resale and are issued by issuers that have outstanding, publicly-traded 
equity securities of the same class, including PIPE transactions. 

Long/Short. The identification of investment opportunities in the implementation of our long/short investment 
strategies is a difficult task, and there are no assurances that such opportunities will be successfully recognized or 
acquired. In the event that the perceived opportunities underlying our positions were to fail to converge toward, or 
were to diverge further from values expected by us, our investment program may incur a loss. In the event of market 
disruptions, significant losses can be incurred which may force us to close out one or more positions. Furthermore, 
the valuation models used to determine whether a position presents an attractive opportunity consistent with our 
long/short strategies may become outdated and inaccurate as market conditions change. 

Short Sales. We may effect short sales. Short selling is the practice of selling securities that are not owned by the 
seller, generally when the seller anticipates a decline in the price of the securities or for hedging purposes. To 
complete a short sale, we generally must borrow the securities from a third party in order to make delivery to the 
buyer. We generally will be required to pay a brokerage commission that will increase the cost to us of selling such 
securities. The proceeds of the short sale plus additional cash or securities must be deposited as collateral with the 
lender of the securities to the extent necessary to meet margin requirements. The amount of the required deposit 
will be adjusted periodically to reflect any change in the market price of the securities that we are required to return 
to the lender. We generally will be entitled to receive payments from the lender with respect to the short sale 
proceeds and additional cash on deposit with the lender at negotiated interest rates. We will be obligated to return 
securities equivalent to those borrowed at any time on demand of the lender of the securities borrower by purchasing 
them at the market price at the time of replacement. Until the securities are replaced, we will be required to pay to 
the lender amounts equal to any dividends or interest that accrue during the period of the loan of the securities. An 
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increase in the value of any security that is the subject of short selling by us may, as a result of the foregoing, have 
a material adverse effect on client assets, and therefore the return on client investment. 

Third-Party Contracts. We may from time to time contract out a portion of client assets to third parties. In doing 
so, we will rely on investment specialists with expertise in a particular market area or investment type. There can 
be no assurance that any such third-party contracts entered into by us will produce successful investment results. 

Leverage and Borrowing Risks. We may use significant leverage in our investment program, including by 
purchasing securities on margin. When leverage is used to control positions worth more than our investment in 
those positions, the amount that we may lose in the event of adverse price movements is high in relation to the 
amount of our investment. In order to secure our financing arrangements, we generally will pledge all investments 
to the prime broker providing such financing. Our investors are equity holders, and their rights are therefore junior 
to and generally subject to the satisfaction of the prior claims of all creditors. 

If the value of our securities falls below the margin or collateral levels required by the prime broker or other 
financing counterparty, additional margin or collateral deposits would be required. If we are unable to satisfy any 
margin call, then the prime broker could terminate transactions, liquidate our position in some or all of such 
securities and otherwise cause us to incur significant losses. In the event of a sudden drop in the value of our assets, 
we might not be able to liquidate assets quickly enough to satisfy our margin or collateral requirements or other 
contractual obligations. In that event, we may become subject to claims by the prime broker that exceed the value 
of our assets. 

Equity Risks.  The market price of securities we own may go up or down, sometimes rapidly or unpredictably.  A 
risk of investing in our investment program is that the equity securities in its portfolio will decline in value due to 
factors affecting equity securities markets generally or the sectors in which we invest.  The values of equity 
securities may decline due to general market conditions which are not specifically related to a particular company, 
such as real or perceived adverse economic conditions, changes in the general outlook for corporate earnings, 
changes in interest or currency rates or adverse investor sentiment generally.  They may also decline due to factors 
which affect a particular industry or industries, such as labor shortages or increased production costs and 
competitive conditions within an industry.  Other risks of investing globally in equity securities may include 
changes in currency exchange rates, exchange control regulations, expropriation of assets or nationalization, 
imposition of withholding taxes on dividend or interest payments, and difficulty in obtaining and enforcing 
judgments against non-U.S. entities.  In addition, securities which we believe are fundamentally undervalued or 
incorrectly valued may not ultimately be valued in the capital markets at prices and/or within the time frame we 
anticipate.  As a result, our investment program may lose all or substantially all of its investment in any particular 
instance 

Interest Rate Risks.  Our borrowings subject us to risks associated with movements in interest rates.  For example, 
we may be required to manage both curve risk, which is the risk that the slope of the yield curve will vary from the 
slope assumed in our strategy, and credit spread risk, which is the risk that the spreads between yields of differently 
rated issuers will change in a manner that adversely affects our portfolio. 

Counterparty Credit Risks. Our investments will generally be held in the name of the prime broker or its nominee, 
rather than in our name. We will assume credit risk to the prime broker in connection with clearing and settlement 
arrangements and custody arrangements. The practical effect of the applicable contracts, laws and regulations and 
their application to our investments are subject to substantial legal and practical limitations and uncertainties. 
Investors should assume that the insolvency of the prime broker or any executing broker would result in the loss of 
all or a substantial portion of the assets held by such person or owed by such person to us. 

Terrorist Attacks, War and Natural Disasters.  Terrorist activities, anti-terrorist efforts, armed conflicts involving 
the United States or its interests abroad and natural disasters may adversely affect the United States, its financial 
markets and global economies and could prevent us from meeting our respective investment objectives and other 
obligations.  The potential for future terrorist attacks, the national and international response to terrorist attacks, 
acts of war or hostility and natural disasters have created many economic and political uncertainties in the past and 
may do so in the future, which may adversely affect the United States and world financial markets and us for the 
short or long-term in ways that cannot presently be predicted. 

Potential for Fraud.  In spite of our efforts to invest in reputable and trustworthy companies, there is a risk that we 
may invest in issuers that engage in fraud.  Instances of fraud can be particularly difficult to detect and prevent.  To 
the extent that we invest in a company that engages in fraud, we could lose all or a substantial portion of our 
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investment in such company and it could have a material adverse effect on our financial condition and results of 
operations. 

Foreign exchange risk. Certain of our investments are subject to the risk of fluctuations in the U.S. dollar exchange 
rate against the local or reference currencies of investors. 

Tax Certificate Risk.  We invest and may in the future invest client assets in certificates or other documentation that 
evidence ownership of liens for unpaid local taxes and related penalties and expenses thereon on parcels of real 
property. If the redemptive value of a tax certificate is not paid before the expiration of the redemptive period, we 
will be able to realize upon such tax certificate only by obtaining title to the property or selling the tax certificate 
to a third party. We will obtain such title only if we believe that the net proceeds of the sale of the property will be 
sufficient to justify the costs and expenses obtaining such title. Although we will endeavor to invest in tax 
certificates which are likely to be redeemed, or if not redeemed, are secured by a property that has a market value 
exceeding the terminal value, there can be no assurance that redemption will take place or that we will realize 
profits upon the disposition of the tax certificates. In the event we foreclose on a property covered by a tax 
certificate, we may incur expenses, including, without limitation, legal fees and costs, which will be deducted from 
the amount recoverable, and will reduce the return on such tax certificates. We will rely on local authorities to 
perform statutory duties that are a precondition to the validity of tax certificates we acquire. If such authorities 
prejudice our rights through failure to perform their statutory duties, we may not have practical recourse for a return 
on the investment in the tax certificates. Municipalities have no obligation to disclose information concerning the 
underlying properties with respect to which tax certificates will be sold (other than information required to be 
disclosed in connection with statutory notices). Tax certificates may be subordinated to certain federal and state tax 
liens for unpaid income taxes. To the extent such government liens exist on a property related to a tax certificate, 
if the sale of that property does not generate enough money to satisfy those liens, we may not receive any return on 
its initial investment. In addition, our failure to pay subsequent taxes on tax certificates will allow the holder of 
such subsequent lien to have priority over our lien, and accordingly, such loss of priority status may ultimately 
result in loss of investment.  Because tax certificates may be redeemed at any time prior to the expiration of the 
redemptive period, it is possible that an early redemption will reduce our anticipated rate of return.  A purchaser of 
a tax certificate is not entitled to any specific information concerning the condition of the related property nor can 
a purchaser inspect such property through the exercise of a right of entry. We plan to conduct extensive pre-bid due 
diligence on the properties underlying the tax certificates in order to reduce risk and gather more information about 
the physical condition of the properties. However, due to the limited right of inspection, we cannot guarantee that 
we will be able to discover all risks underlying the property prior to obtaining the tax certificate.  If we obtain title 
to a property, we expect to obtain comprehensive insurance coverage for the property. However, there are certain 
types of losses (generally of a catastrophic nature, such as earthquakes, floods and wars) that are either uninsurable 
or not economically insurable. If a disaster should affect, or cause the destruction of, a property, we could lose our 
investment in such property.  There can be no assurance that a property, if any, acquired by us is not taken for any 
public or quasi-public purpose by a power or authority by the exercise of the right of condemnation or eminent 
domain. In such event, the relevant authority may have the power and discretion to determine the value of the 
property, and such value may be less than the value ascribed to such property by us, in which case, we could lose 
some or all of its investment in such property.  

Cyber Security Breaches and Identity Theft. We, our clients and our respective service providers depend on 
information technology systems and, notwithstanding the diligence that we may perform on such service providers, 
we may not be in a position to verify the risks or reliability of such information technology systems. We, our clients 
and our respective service providers are subject to risks associated with a breach in cybersecurity. “Cybersecurity” 
is a generic term used to describe the technology, processes and practices designed to protect networks, systems, 
computers, programs and data from both intentional cyber-attacks and hacking by other computer users as well as 
unintentional damage or interruption that, in either case, can result in damage and disruption to hardware and 
software systems, loss or corruption of data, and/or misappropriation of confidential information. Our, our clients’ 
and our service providers’ information and technology systems are vulnerable to damage or interruption from 
computer viruses, network failures, computer and telecommunication failures, infiltration by unauthorized persons 
and security breaches, usage errors by their respective professionals, power outages and catastrophic events such 
as fires, tornadoes, floods, hurricanes and earthquakes. Although we and our affiliates have implemented various 
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, we and/or our clients may have to make a significant 
investment to fix or replace them. The failure of these systems and/or of disaster recovery plans for any reason 
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could cause significant interruptions in our and our clients’ operations and result in a failure to maintain the security, 
confidentiality or privacy of sensitive data, including personal information relating to investors (and the beneficial 
owners of investors). Such a failure could harm our or our clients’ reputations, subject any such entity and its 
respective affiliates to legal claims and otherwise affect its business and financial performance. Such damage or 
interruptions to information technology systems may cause losses to our clients or individual Investors by 
interfering with our or any affiliates’ operations. Clients may also incur substantial costs as the result of a 
cybersecurity breach, including those associated with forensic analysis of the origin and scope of the breach, 
increased and upgraded cybersecurity, identity theft, unauthorized use of proprietary information, litigation, 
adverse investor reaction, the dissemination of confidential and proprietary information and reputational damage. 
Any such breach could expose one or more of our clients or us to civil, legal or regulatory liability as well as 
regulatory inquiry and/or action, and clients may be required to indemnify us against any losses incurred in 
connection therewith. Cybersecurity issues and risks are currently a major focus area of the SEC and other 
regulatory authorities. 

Brexit. On June 23, 2016, the United Kingdom (the “UK”) held a referendum and voted to withdraw as a member 
of the European Union (the “EU”) and a party to the Treaty on European Union and its successor treaties. On March 
29, 2017, the UK delivered a letter to the EU invoking the applicable withdrawal procedures. While the UK 
officially withdrew as a member of the EU on January 31, 2020, it remains in a transition period during which the 
UK will generally continue to operate under EU rules while it continues to negotiate certain terms with respect to 
its withdrawal and the details regarding the ultimate outcome of the relationship between the UK and EU (and the 
UK and the rest of the world). Although the transition period is set to end on December 31, 2020, such period may 
be extended and the uncertainties surrounding the new relationship between the UK and the EU are likely to remain 
unknown for an extended period of time. The outcome of the referendum and the subsequent process and 
negotiation with respect to the UK’s withdrawal have caused significant volatility in global financial markets and 
uncertainty about the integrity and functioning of the EU, both of which may persist for an extended period of time. 
Areas where the uncertainty created by the UK’s withdrawal from the EU are relevant include, but are not limited 
to, trade within Europe, foreign direct investment in Europe, the scope and functioning of European regulatory 
frameworks (including with respect to the Alternative Investment Fund Managers Directive and the European 
Union Markets in Financial Instruments Directive), industrial policy pursued within European countries, 
immigration policy pursued within European countries, the regulation of the provision of financial services within 
and to persons in Europe and trade policy within European countries and internationally. The volatility and 
uncertainty caused by the withdrawal and any other referendums may adversely affect the value of investments and 
our ability to achieve investment objectives. 

Epidemics, Pandemics, Outbreaks of Disease and Public Health Issues. Our business activities as well as the 
activities of our clients and their operations and investments could be materially adversely affected by outbreaks of 
disease, epidemics and public health issues in Asia, Europe, North America, the Middle East and/or globally, such 
as COVID-19 (and other novel coronaviruses), Ebola, H1N1 flu, H7N9 flu, H5N1 flu, Severe Acute Respiratory 
Syndrome, or SARS, or other epidemics, pandemics, outbreaks of disease or public health issues. In particular, 
coronavirus, or COVID-19, has spread and is currently spreading rapidly around the world since its initial 
emergence in December 2019 and has negatively affected (and may continue to negative affect or materially 
impact) the global economy, global equity markets and supply chains (including as a result of quarantines and other 
government-directed or mandated measures or actions to stop the spread of outbreaks). Although the long-term 
effects of coronavirus, or COVID-19 (and the actions and measures taken by governments around the world to halt 
the spread of such virus), cannot currently be predicted, previous occurrences of other epidemics, pandemics and 
outbreaks of disease, such as H5N1, H1N1 and the Spanish flu, had material adverse effects on the economies, 
equity markets and operations of those countries and jurisdictions in which they were most prevalent. A recurrence 
of an outbreak of any kind of epidemic, communicable disease, virus or major public health issue could cause a 
slowdown in the levels of economic activity generally (or push the world or local economies into recession), which 
would be reasonably likely to adversely affect the business, financial condition and operations of us and our clients. 
Should these or other major public health issues, including pandemics, arise or spread farther (or continue to 
worsen), we and our clients could be adversely affected by more stringent travel restrictions (such as mandatory 
quarantines and social distancing), additional limitations on our (or our clients’) operations and business activities 
and governmental actions limiting the movement of people and goods between regions and other activities or 
operations. 
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THE FOREGOING RISK FACTORS DO NOT PURPORT TO BE A COMPLETE DESCRIPTION OF 
ALL OF THE RISKS ASSOCIATED WITH OUR INVESTMENT PROGRAM. PROSPECTIVE 
INVESTORS SHOULD CAREFULLY REVIEW THE APPLICABLE OFFERING MATERIALS IN 
THEIR ENTIRETY BEFORE MAKING ANY INVESTMENT DECISIONS.  
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Item 9: Disciplinary Information 
 

Neither we nor any of our employees have been involved in any legal or disciplinary events related to past or 
present investment clients or investors. 
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Item 10: Other Financial Industry Activities and Affiliations 
 

 
AFFILIATED GENERAL PARTNER AND INVESTMENT MANAGER 

As mentioned in Item 4 above, Precept Capital Management, L.P., our affiliate (the “Advisory Affiliate”), serves 
as general partner of the U.S. Funds and, in such capacity, may be deemed to be an “investment adviser” (as such 
term is defined in the Advisers Act). While we and the Advisory Affiliate have been organized as separate legal 
entities, we collectively conduct a single advisory business. Accordingly, the Advisory Affiliate relies on our 
investment adviser registration instead of separately registering as an investment adviser with the SEC under the 
Advisers Act. To rely on our registration, we have entered into an investment management supervisory agreement 
with the Advisory Affiliate, pursuant to which, among other things, (i) the Advisory Affiliate, its employees and 
persons acting on its behalf are “persons associated with” and “supervised persons” (as each term is defined in the 
Advisers Act) of Precept Management, LLC, (ii) the investment advisory services of the Advisory Affiliate, its 
employees and persons acting on its behalf are subject to our supervision and control, (iii) any investment advisory 
functions of the Advisory Affiliate are subject to the Advisers Act and the rules and regulations thereunder, and 
(iv) the activities and books and records of the Advisory Affiliate are subject to inspection and examination by the 
SEC.  The Advisory Affiliate is subject to our compliance policies and procedures.      

COMMODITY POOL OPERATOR, COMMODITY TRADING ADVISOR, FUTURES COMMISSION 
MERCHANT REGISTRATION 

Precept Capital Management, L.P. is currently not registered with the Commodity Futures Trading Commission 
(the “CFTC”) as a commodity pool operator with respect to the Funds pursuant to an exemption provided by CFTC 
Rule 4.13(a)(3), as applicable.  
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Item 11: Code of Ethics, Participation or Interest in Client Transactions and Personal Trading 
 

 
CODE OF ETHICS  

We have adopted and implemented a code of ethics, which sets forth standards of business conduct for our 
employees. Our code of ethics is primarily designed to educate employees about our philosophy regarding ethics 
and professionalism, emphasize our fiduciary duties to clients, encourage employees to comply with applicable 
laws, prevent the misuse of material non-public information and address conflicts of interest that arise from personal 
trading by our employees.  Among other things, we impose restrictions on all access persons relating to the purchase 
or sale of securities for their own accounts and the accounts of certain affiliated persons. Our code of ethics 
generally requires for our access persons to assure that personal trades in securities present no conflict with trades 
being conducted by or considered for the Funds.  The Chief Compliance Officer is responsible for reviewing all 
personal trading by access persons on a regular basis.  Investments by our access persons in initial public offerings 
or private placements must be approved by our Chief Compliance Officer. Our access persons must also report all 
trades in which they had or acquired any direct or indirect beneficial ownership on a regular basis, and must report 
all securities holdings on a regular basis. We will furnish a copy of our code of ethics to investors and prospective 
investors upon request. 

PERSONAL TRADING 

Subject to various restrictions set forth in our code of ethics, our employees, principals and access persons may 
purchase for themselves securities purchased for, or recommended to, the Funds. Allowing employees, principals 
and access persons to purchase these securities may motivate those employees, principals or access persons to 
engage in “piggy backing,” which is the practice of conducting a personal securities transaction based on 
information they have received in the course of conducting a similar transaction on behalf of a client, or in the 
practice of “front running,” which is the practice of executing orders an employee’s personal account while taking 
advantage of advance knowledge of pending orders from its clients. To prevent these practices, we closely monitor 
the investments made by our employees and principals and strictly prohibit “piggy backing” and “front running.” 

PARTICIPATION OR INTEREST IN CLIENT TRANSACTIONS 

Some of our principals, employees and access persons also invest in the Funds as limited partners and may, from 
time to time, allocate a portion of their compensation to capital contributions to these accounts. 

We periodically engage in cross trades between Funds when price fluctuations of a particular Fund’s holdings cause 
target asset allocation ratios in one or more of its Funds to become imbalanced. A Fund could be a purchaser or a 
seller in a cross transaction. We also may seek to rebalance the portfolios of the Funds on a monthly or quarterly 
basis to reflect contributions and redemptions that are disproportionate among the Funds (“rebalancing 
transactions”). In rebalancing transactions, we may sell securities from one or more Funds and purchase the 
securities for one or more other Funds in a simultaneous transaction so that each Fund maintains the same pro rata 
ownership of each securities position. A Fund could be a purchaser or a seller in a “rebalancing” transaction. We 
generally do not receive compensation in connection with such rebalancing transactions.  

As disclosed above in Item 4, we have caused and may from time to time in the future cause a Fund to invest all or 
any portion of its assets in one or more other Funds. Where we effect a transaction between one or more of the 
Funds, we may be deemed to engage in a principal transaction if our controlling person(s) (or affiliates thereof) 
owns (directly or indirectly) more than 25% of any one of such Funds. In such situation, we will endeavor to comply 
in all material respects with the requirements of Section 206(3) of the Advisers Act including, without limitation, 
by providing written disclosures to the applicable investors and obtaining the consent of at least a majority in 
interest of such applicable investors.    

Our employees, principals, access persons and affiliates generally are permitted to co-invest alongside a Fund in 
an investment opportunity, subject to our Chief Compliance Officer’s approval. Allowing employees, principals, 
access persons and affiliates to invest for their personal accounts at the same time, or about the same time, as they 
invest for the Fund(s) may motivate such employees, principals and affiliates to favor their personal accounts. To 
prevent any conflict of interest, the Funds will have first priority to investment opportunities, and such employees, 
principals, access persons and affiliates must allow clients a reasonable time to act on such investment opportunities 
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before personally acting on them.  Additionally, any employee, principal, access person or affiliate investment must 
be approved by our Chief Compliance Officer. 

In addition to the foregoing, we may cause a Fund to engage or enter into transactions and arrangements involving 
actual or potential conflicts of interest. We will review any such transactions involving material conflicts of interest 
and take such actions as we deem necessary or appropriate under the circumstances in an attempt to ensure that the 
terms of such transactions are fair and reasonable (including, without limitation, obtaining the consent of a majority 
in interest of the applicable investors).  
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Item 12: Brokerage Practices 
 

 
SELECTING BROKERAGE FIRMS  

In general, we have authority to determine the brokers, futures commission merchants and other counterparties to 
be used for client transactions and negotiate commission rates and other monies paid by clients. We select broker-
dealers on the basis of obtaining the best overall terms available (i.e., best price and execution of transactions), 
which we evaluate based on a variety of factors, including among other things: the ability to effect prompt and 
reliable executions at favorable prices (including the applicable dealer spread or commission, if any); the 
operational efficiency with which transactions are effected, taking into account the size of order and difficulty of 
execution; the financial strength, integrity and stability of the broker; the broker’s risk in positioning a block of 
securities; the quality, comprehensiveness and frequency of available research services and other services 
considered by us to be of value; and the competitiveness of commission rates in comparison with other brokers 
satisfying our other selection criteria. Research and related services furnished by brokers include written 
information and analyses concerning specific securities, companies or sectors; market, financial and economic 
studies and forecasts; statistics and pricing services; discussions with research personnel; and hardware, software, 
data bases and other news, technical and telecommunications services and equipment used in the investment 
management process. We may pay commissions in excess of that which another broker might charge for effecting 
the same or similar transactions, in recognition of the value of the brokerage and/or research services provided by 
brokers. Because commission rates in the United States as well as other jurisdictions are negotiable, selecting 
brokers on the basis of considerations which are not limited to applicable commission rates may at times result in 
higher transaction costs than would otherwise be obtainable. The investor accounts that ultimately bear the cost of 
such a commission for a particular trade will not necessarily be the sole beneficiary of such research. Subject to 
being satisfied that we are obtaining best execution, we may consider referrals of investors in selecting among 
brokers that otherwise satisfy our selection criteria. 

BEST EXECUTION  

In placing orders to purchase and sell securities, our policy is to seek the best net execution, which includes both 
commissions and execution prices. Orders are placed with brokers or dealers, which we believe are responsible and 
provide effective execution of such orders under conditions most favorable to the accounts.  

SOFT DOLLAR PRACTICES  

We have the option to use “soft dollars” generated by the Funds to pay for the research and non-research related 
services provided by brokers. The term “soft dollars” refers to the receipt by an investment manager of products 
and services provided by brokers (including research), without any cash payment by us, based on the volume of 
revenues generated from brokerage commissions for transactions executed for our clients. The products and 
services available from brokers include both internally generated items (such as research reports prepared by 
employees of the broker) as well as items acquired by the broker from third parties (such as quotation equipment).  

Using “soft dollars” to obtain investment research and/or related services creates a conflict of interest between us 
and our managed accounts, because the soft dollars may be used to acquire such products and services that are not 
exclusively for the benefit of the managed accounts which paid such commissions and that may primarily or 
exclusively benefit us. To the extent that we are able to acquire these products and services without expending our 
own resources (including management fees paid by managed accounts), our use of “soft dollars” would tend to 
increase our profitability. Furthermore, we may have an incentive to select or recommend brokers based on our 
interest in receiving research or other products or services, rather than on our clients’ interest in receiving most 
favorable execution. We may cause clients to pay commissions (or markups or markdowns) higher than those 
charged by other brokers in return for soft dollar benefits. 

Soft dollar benefits generally are used to service all of our clients. We seek to allocate soft dollar benefits among 
client accounts in a fair and equitable manner under the circumstances, but there can be no assurance that we will 
be successful in this regard. 

During the last fiscal year, we acquired research services, pricing services and news feeds as soft dollar items.  

Section 28(e) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), provides a safe harbor to 
advisers who use soft dollars generated by client accounts to obtain investment research and brokerage services 
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that provide lawful and appropriate assistance to us in the performance of investment decision-making 
responsibilities. We intend that any soft dollars that we receive in connection with client-related matters would be 
within the limitations set forth in Section 28(e) of the Exchange Act. 

BROKERAGE FOR CLIENT REFERRALS 

In selecting or recommending brokers, we do not consider whether we or our related persons receive client or 
investor referrals from such brokers.  

DIRECTED BROKERAGE 

We do not routinely recommend, request or require that a client direct us to execute transactions through a specified 
broker-dealer, nor do we allow our clients to direct brokerage for order execution purposes.  

ORDER AGGREGATION 

We may place aggregated orders or block trades for multiple clients when such action is in the clients’ best interests 
to do so. For example, we may be able to reduce commission costs or market impact on a per-share basis. We 
endeavor to aggregate orders on a fair and equitable basis.   

ALLOCATION OF INVESTMENT OPPORTUNITIES 

We generally allocate investment opportunities among our clients in a fair and equitable manner based upon, among 
other things, the investment objectives, guidelines and restrictions, risk profiles, financial conditions and tax status 
of each client. If each participating client receives less than its full allocation, then each participating client generally 
receives its pro rata portion of the executed order. Under certain circumstances, we have discretion to utilize 
alternative allocation procedures, provided that all participating clients are treated fairly and equitably.  
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Item 13: Review of Accounts 
 

 
PERIODIC REVIEWS  

Except with respect to Precept Credit Opportunities Fund, L.P., D. Blair Baker, our President, Chief Executive 
Officer and Manager, generally conducts reviews of all client accounts on a daily basis. With respect to Precept 
Credit Opportunities Fund, L.P., Mr. Baker generally conducts reviews of its portfolio on at least a monthly or 
quarterly basis. With respect to accounting matters, we have engaged Spicer Jeffries LLP to conduct an annual 
audit of each Fund.  

We invest client assets in securities and other financial instruments. In monitoring the performance of the 
investments, we perform various levels of review. Among other items, we consider short and long-term rates of 
return, investment diversification and risk allocations as part of our regular review. 

ADDITIONAL REVIEWS 

We may conduct additional or more frequent reviews upon the occurrence of major market movements, earnings 
announcements or other news events. 

REPORTS TO INVESTORS/CLIENTS 

We generally provide investors in each of the Funds with annual audited financial statements, quarterly portfolio 
reports, and annual U.S. income tax information. We also provide quarterly capital account statements to investors. 
All such statements and reports are written.  
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Item 14: Client Referrals and Other Compensation 
 

 
THIRD PARTY COMPENSATION 

Except as described in “Item 12: Brokerage Practices,” we currently do not receive any economic benefit from 
any person who is not a client for providing investment advice or other advisory services to our clients.  

REFERRALS  

We currently do not compensate any other professional for client or investor referrals. 
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Item 15: Custody 
 

We have, or may be deemed to have, “custody” of each Fund’s cash and securities. In accordance with Rule 206(4)-
2 under the Advisers Act, each Fund’s cash and securities (except for privately offered securities or as otherwise 
set forth in Rule 206(4)-2) are held with one or more qualified custodians. Goldman, Sachs & Co., JP Morgan 
Securities, LLC, Pershing, LLC, Interactive Brokers, LLC, Merrill Lynch Professional Clearing Corporation and 
U.S. Bank National Association currently serve as qualified custodians to The Precept Fund, L.P.  EFG Bank AG 
currently serves as qualified custodian to The Precept International Fund, Ltd.  Precept Credit Opportunities Fund, 
L.P. has bank accounts with Texas Capital Bank, N.A.  We may change the custodians at any time and from time 
to time without the consent of, or notice to, investors. We have engaged Spicer Jeffries LLP to conduct an annual 
audit of each Fund, and audited financial statements (prepared in accordance with generally accepted accounting 
principles) are provided annually to investors. We attempt to provide such statements to investors within 120 days 
after the end of each fiscal year, but there can be no assurance that we will be successful in this regard. Qualified 
custodians do not send account statements directly to investors.  
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Item 16: Investment Discretion 
 

 
DISCRETIONARY AUTHORITY  

We and our Advisory Affiliate generally have discretionary power and authority to determine the types of financial 
instruments to be bought or sold, as well as the amount to be bought or sold on behalf of our clients. We and our 
Advisory Affiliate have authority to determine the broker-dealers, futures commission merchants or other 
counterparties used for client transactions and the negotiation of commission rates and other consideration to be 
paid by the Funds.  

LIMITED POWER OF ATTORNEY  

Each investor in the U.S. Funds generally grants to us or our affiliate a limited power of attorney to enable us to 
execute the applicable partnership agreement (and take various other limited actions) on their behalf.  We have 
authority to conduct authorized trading on behalf of each of the Funds.  
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Item 17: Voting Client Securities 
 

 
VOTING POLICIES 

We have the authority to vote proxies on behalf of the Funds. Rule 206(4)-6 under the Advisers Act requires 
registered investment advisers that exercise voting authority over client securities to implement proxy voting 
policies and procedures. In accordance with such rule, we have adopted proxy voting policies and procedures in 
our compliance manual. In general, our policy is to vote proxy proposals, amendments, consents or resolutions 
relating to Fund securities in a manner that serves the best interests of the Funds, as determined in our discretion, 
taking into account various factors. Investors generally may not direct or otherwise influence our vote with respect 
to any particular proxy solicitation. Investors may obtain copies of our proxy voting policy, together with 
information regarding how we have voted past proxies, by contacting us.  

CONFLICT OF INTEREST 

Where a material conflict of interest has been identified and the matter is covered by our proxy voting policy, the 
Chief Compliance Officer will vote proxies in accordance with our proxy voting policy.  

Where a material conflict of interest has been identified, the Chief Compliance Officer will disclose the conflict to 
D. Blair Baker. The Chief Compliance Officer will then determine the manner in which to vote the proxy proposal, 
considering, without limitation, the following: (i) whether adoption of the proposal would have a positive or 
negative impact on the issuer’s short-term or long-term value; (ii) whether the proposal itself is well framed and 
reasonable; (iii) whether implementation of the proposal would achieve the objectives sought in the proposal; and 
(iv) whether the issues presented would best be handled through government or issuer-specific action. Our Chief 
Compliance Officer will determine the appropriate course of action, document the basis for the decision and will 
furnish the documentation to us. 

If an appropriate course of action cannot be determined, we will, at our expense, engage the services of an outside 
proxy voting service or consultant, and we will vote in accordance with such voting service’s or consultant’s 
recommendation. 
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Item 18: Financial Information 
 

 
We do not have any financial commitment that impairs our ability to meet contractual and fiduciary commitments 
to our clients, nor have we been the subject of any bankruptcy proceeding.  
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General Information 
 

 
PRIVACY POLICY 

We have adopted policies and procedures reasonably designed to protect various records and information of clients 
and investors. We will acquire and retain only personal information that is required for the effective operation of 
our business or that is required by law in the jurisdictions in which we operate. Access to such information will be 
restricted internally to those with a legitimate need to know. Except as set forth in the applicable offering materials 
and as otherwise authorized by each client and/or investor, private information about investors in the Funds is only 
disclosed as permitted by applicable law to our affiliates and service providers, including our accountants, attorneys, 
brokers, custodians, transfer agents and any other parties whose services are necessary or convenient to the 
operation of the Funds.  

TRADE ERRORS 

We may on occasion experience errors with respect to trades executed on behalf of our clients. Trade errors can 
result from a variety of situations, including, for example, when the wrong security is purchased or sold, the correct 
security is purchased or sold but for the wrong account, or the wrong quantity is purchased or sold (e.g., 1,000 
shares instead of 10,000 shares are traded). Trade errors may result in losses or gains. We will endeavor to detect 
trade errors prior to settlement and correct and/or mitigate them in an expeditious manner. To the extent an error is 
caused by a counterparty, such as a broker, we will strive to recover any losses associated with such error from the 
counterparty.  The applicable governing documents generally provide that each Fund will, to the fullest extent 
permitted by law, indemnify and hold harmless us, our employees and our affiliates from and against any and all 
losses, costs or expenses suffered or sustained by such party, and we will not be entitled to indemnification unless 
it is determined that we have acted in good faith and, in our case, reasonably believed that our conduct was in our 
official capacity and in the Fund’s best interests, or, in the case of our employees and affiliates, not opposed to the 
Fund’s best interest. As a result of these provisions, the applicable Fund (and not us or our affiliates) generally will 
be responsible for any losses resulting from trading errors and similar human errors, if we acted in good faith and 
reasonably believed that our conduct was in our official capacity and in the Fund’s best interests, or, in the case of 
our employees or affiliates, not opposed to the Fund’s best interests. Given the large volume of transactions 
executed by us on behalf of the Funds, investors should assume that trading errors (and similar errors) will occur 
and that the applicable Fund will be responsible for any resulting losses, even if such losses result from the 
negligence of our employees. To the extent that we determine that we are responsible for a trade error, we will seek 
to resolve the error in a fair and equitable manner, taking into consideration whether the error resulted from gross 
negligence on our part, the materiality of the error relative to the overall size of the affected Fund’s portfolio, and 
any recent gains or losses due to our errors. 

 

 
 
 
 
 
 


