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This Private Placement Memorandum (“Memorandum”) is being furnished to prospective investors on a confidential basis in order that they may consider an investment in limited partnership interests of Series One for 2011 (“Series One”) of W/F Investment Partners, L.P. (the “Partnership”) and may not be used for any other purpose.  The information contained in this Memorandum has been compiled from sources believed to be reliable, primarily the management of the general partner of the Partnership, W/F Investment Corp., a California corporation (the “General Partner”).  Statements in this Memorandum are made as of the date of the initial distribution of this Memorandum unless stated otherwise and neither the delivery of this Memorandum at any time, nor any sale hereunder, will under any circumstances create an implication that the information contained herein is correct as of any time subsequent to such date.

In making an investment decision, investors must rely on their own examination of the Partnership and terms of the offering, including the merits and risks involved.  Prospective investors should not construe the contents of this Memorandum as legal, tax, investment or other advice.  Each investor should makes its own inquiries and consult its advisors as to the Partnership and this offering and as to legal, tax and related matters concerning this investment.  The securities offered hereby have not been and will not be registered under the Securities Act of 1933, as amended, or the securities laws of any of the states of the United States.

The securities offered hereby have not been approved or disapproved by the securities regulatory authority of any state or by the United States Securities and Exchange Commission, nor has any authority or commission passed upon the accuracy or adequacy of this Memorandum.  This Memorandum does not constitute an offer or solicitation in any state or in any other jurisdiction where such offer or solicitation would be unlawful.  Any representation to the contrary is unlawful.

This Memorandum is qualified in its entirety by reference to the limited partnership agreement of the Partnership (the “Partnership Agreement”) and the subscription agreement related thereto, copies of which will be made available upon request and should be reviewed prior to purchasing an interest.  If descriptions or terms in this Memorandum are inconsistent with or contrary to descriptions or terms in the Partnership Agreement, the Partnership Agreement shall control.  No person has been authorized to give any information or to make any representation other than what is contained in this Memorandum and, if given or made, such information or representation must not be relied upon as having been authorized.  Information contained in this Memorandum is as of October 2011.  The delivery of this Memorandum does not imply that the information herein is correct as of any time other than October 2011.  The General Partner and its affiliates reserve the right to modify any of the terms of the offering and the interests described herein.

Each potential investor, by accepting delivery of this Memorandum, agrees not to make a photocopy or other copy or to divulge the contents hereof to any person other than a legal, business, investment or tax advisor in connection with obtaining the advice of such person with respect to this offering.  Notwithstanding the foregoing, the investor (and each employee, representative or other agent of such investor) may disclose to any and all persons, without limitation of any kind, the discussion of U.S. tax treatment and U.S. tax structure of: (i) the Partnership, and (ii) any transactions described herein, and all materials of any kind (including opinions or other U.S. tax analyses) that are provided to the investor relating to such U.S. tax treatment and U.S. tax structure.

Each prospective limited partner is invited to meet with a representative of the General Partner to discuss with, ask questions of, and receive answers from, the Partnership concerning the terms and conditions of this offering of interests, and to obtain any additional information, to the extent the Partnership possesses such information or can acquire it without unreasonable effort or expense, necessary to verify the information contained herein.

Investment in limited partnership interests of Series One will involve significant risks due to, among other things, the nature of the Partnership’s investments.  Investors should have the financial ability and willingness to accept the risks and lack of liquidity that are characteristic of the investment described herein.  There will be no public market for the limited partnership interests of Series One, and they will not be transferable without the consent of the General Partner.  Each purchaser of the limited partnership interests of Series One offered hereby must be both an “accredited investor” within the meaning of Regulation D promulgated by the United States Securities and Exchange Commission under the Securities Act of 1933, as amended, and a “qualified purchaser,” as defined under the Investment Company Act of 1940, as amended, unless otherwise agreed to by the General Partner.
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W/F INVESTMENT PARTNERS, L.P.

(2011 SERIES ONE)

I.
EXECUTIVE SUMMARY
The Partnership


The investment objective of the Partnership is to maximize total return on capital by seeking capital appreciation and, from time to time, current income, through the development and management of a diversified portfolio of underperforming assets or distressed investments.  The Partnership seeks to achieve these objectives primarily through investment in the ownership or debt and other obligations of undervalued or financially troubled companies, in many cases by taking active or control positions in such companies through the funding of debt or equity purchases.  Companies that the General Partner considers “distressed” typically include: (i) those facing operating difficulties; (ii) those undergoing, or considered likely to undergo, reorganization under the U.S. Federal Bankruptcy Law or similar laws; (iii) those which are or have been engaged in other extraordinary transactions, such as debt restructuring, reorganization and liquidation outside of bankruptcy; and (iv) those facing liquidity issues.  The Partnership’s investments generally are in the form of both debt, which typically will be relatively senior in the capital structure and often secured, and equity securities of distressed companies.


W/F Investment Partners, L.P. was formed by William Fleischman, President of the General Partner, to invest in a broad range of distressed investments, including assets of undervalued companies.  Affiliates of the General Partner have owned a controlling interest in such diverse businesses since 1980 as Pioneer Theatres, Inc. a former drive-in movie theater chain, now engaged in the swap meet business; seven new car dealerships in Glendale and San Fernando, California with sales in excess of One Hundred Million Dollars ($100,000,000) a year; various food service businesses, including Burger King restaurants (as franchisee); and various investments in real property and operating businesses.  The General Partner targets financially and operationally troubled small-to-middle market companies exhibiting the potential for business improvement, but which are underperforming for reasons such as poor cost controls, overleveraged balance sheets, lack of liquidity, or downturns in business or economic cycles.  The Partnership will invest both in control positions, where it will be active in the management of the investment, and in passive investments.  Individual investments in the debt or assets of any one company are expected to be less than twenty-five percent (25%) of the total capital commitment of Series One.  The portfolio will also be diversified by industry and type of collateral securing the investments.  Given the current tightening of credit in the real estate market and the spate of foreclosures anticipated from purchases by over-leveraged buyers from the early part of the decade, attractive opportunities will present themselves for acquisition in 2011.  The Partnership intends to focus on real estate acquisitions in the distressed sector.  
The General Partner and Management Company


The Partnership is managed by the General Partner, W/F Investment Corp., the President of which is Mr. Fleischman.  
W/F Investment Corp.  ("W/F" or the "Company") was incorporated in 1980 to serve as the general partner of a partnership organized for the conversion of apartment buildings to condominiums in Southern California.  Following the successful conversion in 1981 of a 71-unit property at 121 North Sinclair in Glendale, California, W/F went on to purchase, renovate, manage and resell a number of buildings in the Southwest, including properties in Phoenix, Houston and throughout Southern California.  


As an adjunct to its real estate holdings, W/F from time to time acquired operating businesses located in or on its real estate acquisitions.  When appropriate, the Company will focus on the cash flow from these operating businesses as opposed to simply exploiting the ownership of real estate.


Headquartered in Century City for more than twenty-five years, W/F, either directly or through affiliates (the “W/F Companies”), has used its expertise to acquire, finance, manage and resell businesses in a diverse number of fields.  For example: 


In 1980, W/F acquired a controlling interest in Pioneer Theatres, Inc., a drive-in theater company which also operates swap meets.  While the initial attraction of Pioneer was the hundreds of acres of undeveloped land owned by the drive-in theater company, high interest rates in the early eighties made the development of those properties unrealistic.  Nevertheless, the swap meet operations proved to be profitable and W/F continues to oversee and operate that business today.  


In 1982, W/F acquired a controlling interest in Glendale Nissan from its near bankrupt owner, Bob Wright, one of the first Nissan dealers in the United States.  From a significant sold out of trust position initially, the dealership expanded throughout the eighties and, ultimately, owned and operated seven new car dealerships with sales in excess of One Hundred Million Dollars ($100,000,000) a year.  W/F sold its automobile dealership interests in 1989.


In 1983, W/F acquired a controlling interest in an upscale restaurant in Manhattan Beach, California known as "Sausalito South," with revenues in excess of Three Million Dollars ($3,000,000) a year.  The restaurant was sold in 1991 to the Charthouse, a publicly traded company.  As part of its "restaurant division," W/F has assumed a management role in Restaurant Acquisition Partners, Inc. (RAP), a special purpose acquisition company with more than Twenty Million Dollars ($20,000,000) available for investment.  W/F Companies have owned and operated hotels (e.g., the White House Spa & Hotel), a property management firm (JAG Management) and specialty stores.

In 1985, W/F formed, capitalized and opened Century City Savings and Loan Association, a State-chartered savings and loan association, in Los Angeles, California.  After growing the association to more than Thirty Million Dollars ($30,000,000) in assets, it was sold in 1989 to American Liberty Bancorp.


Beginning in the 1990s, the Company shifted its focus toward acquiring a control interest in small publicly traded companies and currently holds a position in several such companies, with operations as diverse as equipment rental, motion picture production support services, food service and hospitality.  Financial information on the Company’s current holdings is available, subject to a confidentiality agreement from the inquiring party.


W/F continues to look for attractive opportunities in both real estate and operating businesses which present a potential for growth and profits.  


The Company's management team includes William O. Fleischman, a real estate attorney, who began his practice in 1970 with the firm of Loeb & Loeb and, thereafter, organized the real estate department for the firm then known as Manatt, Phelps & Rothenberg.  Mr. Fleischman started his own law practice before assuming the role of Chairman of the Company on a full-time basis in 1980.  The Chief Financial Officer of the Company is Richard P. Camoirano, whose background includes service at the "big four" accounting firm of Deloitte & Touche.  Property management is overseen by Mr. Camoirano.  

Investment Approach


The General Partner believes that investments in distressed securities and assets are frequently undervalued by the marketplace, providing the prospect of greater appreciation than the securities and assets of more financially stable companies.  Market undervaluation in relation to fundamental value may be the result of several factors, including:  (i) difficulties in conducting thorough financial analysis of a troubled company; (ii) the presence of complex legal difficulties or other business situations; and (iii) the general lack of reliable external sources of information, such as research reports or market quotations, on many small-to-middle market companies.  In the current economic environment, market undervaluation has also occurred as a result of overreaction to geopolitical news, corporate accounting scandals and sector disfavor.  The General Partner focuses on companies experiencing operational difficulties but with adequate historic revenues, which suggest a need for capital and management improvement.  The General Partner will often invest in such opportunities after an event leading to financial distress occurs, but only after making a determination, based on detailed analysis, that there appears to be a meaningful spread between fundamental value and market value.  The General Partner believes that its investment approach serves to limit downside risk.  The General Partner may also identify and make investments prior to the occurrence of a significant event.


The General Partner may seek to further limit risk through an emphasis on investments in debt which is relatively senior in the capital structure and often secured.  However, the Partnership’s investments may also include debt obligations having varying terms with respect to collateral, relative seniority or subordination, purchase price, convertibility, interest requirements and maturity.  Partnership investments may also include positions in equity and equity-related securities, including preferred stock, convertible preferred stock, common stock and warrants.  The distressed securities in which the Partnership invests may be publicly traded or privately placed.  The Partnership may also purchase bank or private debt and trade claims.  From time to time, varying portions of the Partnership may also be invested in non-liquid securities or assets of distressed companies, which can frequently be purchased at a substantial discount to fundamental value.  While some risk is necessarily inherent in such investments, the General Partner’s disciplined investment approach emphasizes underlying value.

II.
INVESTMENT STRATEGY
Overview


The Partnership has been organized to continue the distressed investment strategy successfully employed by the W/F Companies since 1980.  The investment objective of the Partnership is to maximize total return on capital by seeking capital appreciation and, from time to time, current income, through the development and management of a diversified portfolio of distressed investments, including senior and junior debt and equity investments.  While the Partnership participates in financially driven restructurings, its focus is on small-to-middle market companies with operating difficulties.  The Partnership’s investments may result in relatively large positions, but the Partnership will not always seek to control the companies in which it invests.  However, it will typically be an active participant or leader in the restructuring process.


Investments made by the Partnership generally will be made on behalf of Series One; provided, however, that to the extent the General Partner seeks to reinvest the investment proceeds realized by Series One during its investment period, investments made by the Partnership may be allocated between Series One and Series Two, if any, pro rata based on capital commitments.  Investment opportunities will also be allocated among other funds and accounts managed by the W/F Companies (including Series One of the Partnership) based upon, among other factors, the liquidity of each fund and account at the time of the investment and, on a forward-looking basis, the overall portfolio composition and the risk profile for each fund and account.

Investment Process


Key elements of the General Partner’s investment process include:  (i) identification of distressed companies, utilizing both conventional and proprietary sources of deal flow and emphasizing specific screening criteria, with an appropriate spread between fundamental and perceived market value;  (ii) thorough analysis of the prospective investment, including a liquidation analysis to help quantify the investment downside;  (iii) accumulation of significant positions in the target securities through in-house trading expertise and relationships with key brokers; acquiring control or blocking positions (typically more than one-third of an impaired class of security) where necessary, to ensure appropriate influence in those situations where active participation in the investment is anticipated and structuring investments with a view toward enabling the company to emerge from its financial difficulties; and (iv) active monitoring of investments and managing of the bankruptcy, restructuring or recapitalization process, until an appropriate exit opportunity arises.  The W/F Companies benefit from a relationship with a management “bench” of experienced industry veterans who assist the W/F Companies in their due diligence efforts, including, from time to time, the detection of accounting irregularities.  Through the use of the management “bench,” the Partnership is often able to exercise a greater degree of control over an investment by utilizing such individuals to manage a company’s restructuring efforts on an on-site, day-to-day basis.  The monitoring and management process may often necessitate a close working relationship with company management and other creditors, changes in company management, or the utilization of outside crisis management or turnaround professionals, many of whom have significant historic relationships with the W/F Companies.  Such historic relationships have been developed through two plus decades of investments by the W/F Companies and, as a result, the W/F Companies have gained access to management teams in a wide variety of businesses that provide information and capable management for the troubled companies in which the W/F Companies might invest. 

Sourcing Potential Investments


The General Partner will generate investment opportunities for the Partnership through a combination of:  (i) referrals from licensed brokers with prior dealings with certain W/F Companies which allow the General Partner to become aware of prospective investments before covenant defaults, bankruptcy filings or other event-driven reactions or consequences occur;  (ii) an extensive network of institutional lender workout officers, bankruptcy advisors and attorneys, high-yield analysts and portfolio managers, chief executive officers and other company executives, account brokers, private equity and turnaround investors, investment bankers, traders and others specializing in distressed securities, which has been developed based on the W/F Companies’ strong reputation as a participant in the marketplace; and (iii) extensive in-house analytical research.  Companies unable to qualify for loans from the W/F Companies are referred to the Partnership and often become investment opportunities.  Many investments sourced through these approaches represent exclusive, non-auction opportunities, providing the Partnership with a strong competitive advantage over other distressed assets investors.


The Partnership emphasizes investment in operationally distressed companies perceived to have substantial asset values or business franchises, competing in basically sound – although sometimes cyclical – industries, with a capable management team (or a management team that is being restructured).  The General Partner regularly screens companies with outstanding public or private debt showing signs of financial or operational weakness or having recently emerged from reorganization proceedings.  The Partnership will also invest in the debt of companies which have already filed for bankruptcy.  Companies that have defaulted on debt securities but not yet filed for protection under the bankruptcy law and companies that have recently emerged from bankruptcy proceedings may also represent attractive candidates for investment by the Partnership.  In addition, the Partnership may, from time to time, exercise control of a distressed company and be actively involved in the restructuring process through an acquisition of equity or subordinated debt convertible into equity.

Investment Analysis

After identifying a potentially attractive investment opportunity, the General Partner conducts rigorous due diligence to identify the prospective risks and rewards of the investment.  This analysis continues through the investment in the distressed company, and typically includes review of publicly available information on the company, review of potential legal issues, evaluation of management interviews, analysis of operating characteristics, review of cash flow and earnings projections and development of projections of payments to holders of distressed securities, both as a “going-concern” and on an “in-liquidation” basis.  The liquidation analysis is a component of the due diligence process, as it helps the General Partner to better understand the true downside of a potential investment.  Other important elements of the evaluation process include consideration of: (i) anticipated access to and influence on company management; and (ii) potential exit opportunities, including sale of the post-restructuring securities in the public markets, strategic sale or combination with another company, or sale of assets.

The General Partner typically consults with vendors, customers, consultants, turnaround experts or others knowledgeable regarding an industry in order to understand the investment opportunity and the sources of fundamental value in a company.  These consultations can help to identify critical line items – targets for cost reductions and other improvements that, if implemented, may result in sufficient operational improvement to yield a profit on the investment.  In addition, members or employees of the General Partner may meet with management to further their understanding of the causes of financial distress, to determine if they can be eliminated, and to estimate the duration of the turnaround process.  To assist in this process, the Company may use the services of various crisis managers/consultants.


The reliability of financial statements provided by target companies has become increasingly suspect as company management has been subject to increasing pressure to show positive quarterly financial results.  Accounting irregularities have become almost commonplace today, as companies, including the Fortune 500, strain to meet quarterly growth targets.  In many instances, accounting firms, crisis managers and turnaround consultants are unable to detect manipulation of financial results.  The availability to the W/F Companies of the management “bench” has been helpful in performing due diligence and detecting accounting irregularities in companies in which the W/F Companies are contemplating an investment.


The due diligence process is managed by investment professionals.  Typically, a comprehensive transaction summary is prepared, including third-party analysis and/or valuation opinions.  The transaction is then reviewed with senior management of the W/F Companies to obtain approval of deal structure and to ensure compliance with concentration, sector, and other investment guidelines and Partnership restrictions.  In addition to his review and frequent involvement at earlier stages in the analysis of an investment opportunity, all prospective transactions are presented to Mr. Fleischman for final approval. 

Investment Acquisition and Structuring


Individual investments by Series One are expected to be less than twenty-five percent (25%) of the capital commitments of Series One and, in all instances, no more than thirty-five percent (35%) of the capital commitments of Series One will be invested in the securities or assets of any one company.  In the case of real property investments, leverage will be used.  

Through a combination of size and experience, the General Partner believes that it will be able to take advantage of pricing inefficiencies that frequently exist in the securities and assets of financially distressed companies.  The financial markets often lack reliable information on how to price such securities and assets effectively, and market perceptions of value frequently reach artificially low levels as investors rush to liquidate holdings after negative public disclosures, resulting in opportunities for experienced investors able to commit significant amounts of capital relatively quickly.


For active investments, it is the philosophy of the General Partner that the needs of the company should dictate the appropriate transaction structure.  Transactions are structured to enable the company to accomplish its turnaround.  Where necessary, the General Partner uses the size of the Partnership’s position and its own extensive restructuring experience to influence management decision-making and the course of the financial and/or operational turnaround process.  In certain cases, the General Partner leads the negotiations with both company management and other creditors, who may individually lack the experience to guide the process.  This approach often expedites a successful resolution and maximizes the value of the Partnership’s investment.

Management of Portfolio Investments


The General Partner often plays a lead role in helping to identify and pursue options to resolve a company’s financial or operating problems and create timely exit opportunities for the Partnership.  The General Partner generally seeks to align itself with the management team to determine how best to restructure the company in order to protect against future financial distress, while maximizing value for the Partnership, other creditors or equity holders, and the remaining employees.  In the course of this process, the Partnership may exchange its debt securities for a combination of new equity and debt securities, often tradeable on the public market, that better reflect the value of the business without financial distress.


Partnership investments typically will be held for one to three years, depending on the time required for appreciation in the underlying securities or assets.  The General Partner expects to exit a particular investment sooner if it becomes clear that required operating or financial improvements cannot be achieved or if the price of the securities or assets increases rapidly.  The decision to exit an investment is based on a variety of factors, including the company’s progress in achieving its potential, the General Partner’s view of an industry’s competitive dynamics, the appearance of a willing strategic buyer and the general state of the market.

Areas of Investment Interest in the Current Market


The General Partner believes the current distressed market offers attractive investment opportunities, and the W/F Companies have consistently met the challenge of finding new market niches, or expanding existing ones, within their investment specialty that are significantly undervalued to the broad market on a risk/reward basis.  Some of the areas where the General Partner currently sees opportunity are described in this Memorandum.

Stabilizing the Operations of Weak Operating Companies


The W/F Companies seek to invest in weak operating companies where returns can be generated through the stabilization of operations.  The W/F Companies have found that poorly run companies tend to make similar mistakes, often on the cost side of the business.  Poorly controlled direct costs that lower a company’s gross margins and bloated overhead expenditures that reduce net margins are both relatively easy to identify through diligent work and analytical research.  If the analysis is performed properly, the General Partner believes that a normal restructuring process, sometimes catalyzed by new management or through the application of crisis management expertise, will enable such companies to eliminate costs, thereby improving cash flows and stabilizing operations.  At this phase of an investment, a target company does not need to become a stellar performer, or even achieve the operational health of a typical company in its industry, but simply needs to make rudimentary changes to stabilize its operations for attractive returns to be achieved.  From time to time, the Partnership may acquire total ownership of a distressed company by purchasing one hundred percent (100%) of such company’s debt and equity.


While such investments provide a continuing source of profit opportunities, the General Partner believes that there are sometimes even better investments to be found in the phase of the restructuring process following operational stabilization.  In this subsequent phase, the troubled company attempts to improve its operations to a level on a par with typical companies in its industry.   It requires more time for a strong management team to bring a troubled company, which may have been neglected for years, back to normal industry standards after the company initially stabilizes.  While the investment holding period may be lengthened, the potential for improvement in value can be great in such circumstances.  In addition, there has been limited competition from other distressed company investors in this phase of the restructuring process.  While there can be substantial potential in such later-stage restructuring investments, the catalyst for achieving the needed improvement is a strong management team.  Depending upon the circumstances, the General Partner may not continue an investment in a distressed operating company after stabilization if it does not believe there is a strong enough management team to take the company to the next level.  Fortunately, a typical part of the corporate restructuring process is to replace a significant portion, or all, of the management that initially created the problems.  Drawing on its relationships with the industry’s premier crisis management advisors and its extensive array of management contacts at successful operating companies in each industry in which it invests, the General Partner analyzes the steps the new management team is taking and determines if the situation warrants continuing investment.

Purchasing Small-to-Middle Market Debt

The supply of secured debt remains significant as individual sellers carrying back purchase money debt, banks and other traditional lending institutions look to sell their loans when companies develop problems.  The W/F Companies expect to find attractive opportunities acquiring debt as well as defaulted senior and junior debentures.  Notwithstanding the recent spate of highly publicized bankruptcies and accounting scandals at companies with considerable outstanding debt, both bank debt and bonds continue to come from the small-to-middle market.  Analyzing the operations of a small-to-middle market company is quite different than analyzing the over-leveraged capital structure of a much larger and more predictable company.  The ability to understand a company’s assets and accurately predict the liquidation value of these assets requires extensive due diligence and a broad knowledge of the company’s business.  The W/F Companies devote substantial resources and expertise to conducting such analyses for their current businesses.  They believe that the complexity and difficulty of analysis required create a barrier to entry that reduces competition for these investments and results in more favorable investment opportunities.

Private Equity or Subordinated Debt Investments in Companies with Liquidity Needs

While small-to-middle market companies frequently do not have large amounts of debt to purchase at a discount from face value, transactions can often be structured and priced to provide distressed security returns due to the urgency of such companies’ liquidity needs.  These kinds of investments are structured in the form of private subordinated debt or private equity transactions in which the Partnership would provide financing in the form of newly issued subordinated debt with attached warrants or stock options, newly issued convertible preferred stock or common stock.  In each case, the W/F Companies would provide financing to a company to cover its liquidity needs or provide it with the cushion and flexibility needed to implement an operational turnaround.

Small-to-Middle Market Bankruptcy Sales and Corporate Divestitures


The General Partner believes it is in an exceptional position to benefit from the increased supply of small-to-middle market investment opportunities presented by the economic downturn of the last couple of years.  The rise in corporate bankruptcies and the pressure felt by companies not in bankruptcy to rid themselves of non-core assets have resulted in a marked increase in private equity opportunities for investment in bankruptcy sales and corporate divestitures.  Because management and operational problems typically accompany the financial difficulties experienced by such companies, investments in these companies are difficult for most distress funds to analyze.  Furthermore, they do not have a management “bench” such as the W/F Companies, which not only assists in the W/F Companies’ analysis, but also is available to get directly involved in effectuating and implementing operational improvements at companies in which the W/F Companies invest.  In addition, the General Partner possesses the experience and expertise to work closely with the distressed company and manage effectively the complexities of the bankruptcy process.  While the buy-out investment funds may possess management benches, they typically hesitate to make investments in companies, whose reorganizations will be subject to the complicated regulations of the bankruptcy process, including the necessary consents from the numerous constituencies that have to be satisfied before a Plan of Reorganization can move forward.  Uncertainty about the ability ultimately to acquire a control position, and thus the ability to select management and control the investment from the outset, serves as a further deterrent to buy-out funds.

The Domestic Market for Distressed Investments


The General Partner believes that the distressed securities markets are likely to continue to present favorable investment opportunities for experienced investors in the coming years as a result of a confluence of economic factors.  Restructuring, accounting scandals, and pressure for debt reduction generally have resulted in an increased number of corporate divestitures of non-core assets.  Although substantial capital has flowed into both old and new distress funds, the increased supply has far outstripped the demand.  Furthermore, the financial markets have reacted strongly to widespread discoveries of accounting fraud in many public companies.  While such extreme reactions may be appropriate in the equity market, the General Partner believes it is an overreaction with respect to debt, which should be subject to more objective analysis.


The General Partner believes that it will be able to generate attractive returns for Series One, even if cash flow multiples at which distressed debt can be bought do not expand from their current historically low levels during the life of its investments, because its investment strategy is focused on operational improvements of portfolio companies.  Returns should be aided by the fact that purchases will be made not only at cyclical low valuations, but also at even further discounts because of the severity of the current imbalance between supply and demand in distressed securities.  If multiples were to decline further from their present levels, the General Partner believes the value of its debt purchases will be at least partially protected by the collateral that underlies the debt the Partnership will be buying, as opposed to equity securities which have no such downside protection. 


As a consequence of the General Partner’s investment strategy and the W/F Companies’ active participation in a very broad spectrum of the distressed market, the General Partner believes that its investment opportunities and deal flow will remain strong as a result of the deal flow through the W/F Companies’ related operations and because of the focus on operational difficulties, rather than solely on event-driven needs of target distressed companies.

III.
SUMMARY OF PRINCIPAL TERMS

The following is a summary of the principal terms of, and is qualified by reference to, the limited partnership agreement of the Partnership, as amended (the “Partnership Agreement”), and the Subscription Agreement relating to the purchase of Series One limited partnership interests (“Interests”).  The actual forms of the Partnership Agreement and Subscription Agreement should be reviewed carefully.  Capitalized terms not defined herein shall have the meanings ascribed to such terms in the Partnership Agreement.

THE PARTNERSHIP:

	INVESTMENT OBJECTIVE:
	The Partnership seeks to purchase the assets or securities and other obligations at substantial discounts to their original value, in situations where the General Partner believes that the underlying asset values protect the cost of the investment, realizing gains through sale after value is recognized in the market or through sale of more valuable securities obtained through the corporate reorganization process.  The Partnership seeks to achieve these objectives primarily through investment in securities and assets of companies: (i) facing operating difficulties; (ii) undergoing, or considered likely to undergo, reorganization under the Federal Bankruptcy Laws or similar laws; (iii) which are or have been engaged in other extraordinary transactions, such as debt restructuring, reorganization and liquidation outside of bankruptcy; and (iv) those facing a broad range of liquidity issues.

	
	

	
	

	PARTNERSHIP SIZE:
	The Partnership is seeking aggregate initial capital commitments for Series One of between Five Million Dollars ($5,000,000) and Twenty Million Dollars ($20,000,000) from institutional and other accredited investors (each such Series One investor is hereinafter referred to as a "Limited Partner," collectively, the "Limited Partners" and, together with the General Partner, the "Partners").  Aggregate commitments in excess of (or less than) this amount may be accepted at the discretion of the General Partner.

	
	

	
	

	THE GENERAL PARTNER:
	W/F Investment Corp., a California corporation, is the general partner of the Partnership (the "General Partner"). The General Partner's President is William O. Fleischman. The General Partner has full and exclusive management authority over all investments, asset dispositions, distributions and other affairs of the Partnership and, except for certain voting rights reserved to them, Limited Partners will have no authority to transact business for, or participate in the management activities and decisions of the Partnership.  The authority of the General Partner is subject to certain express restrictions set forth in the Partnership Agreement.

	
	

	
	

	LIMITED PARTNERS:
	The Limited Partners of Series One may include qualified employee benefit plans subject to the Employee Retirement Income Securities Act of 1974, as amended ("ERISA"), and governmental plans or units that may be subject to various state law restrictions, as well as tax-exempt organizations not subject to ERISA or any comparable State law, and other institutional and individual investors (which may be U.S. persons and non-U.S. persons).  Interests are offered only to persons who are both "accredited investors" within the meaning of Regulation D under the Securities Act of 1933, as amended (the "Securities Act"), and "qualified purchasers," as defined under the Investment Company Act of 1940, as amended (the "Company Act"), and related regulations.

	
	

	
	

	CAPITAL COMMITMENT BY

GENERAL PARTNER:
	The General Partner will make a capital commitment equal to at least five percent (5%) of commitments by Limited Partners to Series One.  The General Partner, its principals, and other employees of the W/F Companies in the aggregate are the largest investors in the various other affiliated properties.

	
	

	
	

	MINIMUM COMMITMENT BY

LIMITED PARTNERS:
	The minimum capital commitment of a Limited Partner will be Two Hundred Fifty Thousand Dollars ($250,000), although commitments of lesser amounts may be accepted at the discretion of the General Partner.

	
	

	
	

	SERIES:
	The Partnership may offer a separate series of Interests (the "Series"), each managed in accordance with the Partnership's investment objective and strategies and structured in a manner similar to that described herein.  By this Memorandum, the Partnership is offering interests in Series One. Investors participating in the Initial Closing (defined below) through the First Series Final Closing (defined below) of the Partnership will be Limited Partners of Series One. The General Partner may raise additional capital in subsequent closings by establishing new Series of Interests at any time. Investors that subscribe for Interests in such subsequent closings will be deemed to be Investors of the Series of the Partnership to which the closing relates and will be entitled to profits only from such Series. Subject to legal and regulatory considerations, each Limited Partner will be offered the opportunity, but will not be required, to make a capital commitment in any subsequent offering of Interests. Series One will have a four-year investment period and any investments made during the investment period of more than one Series (including Series One and Series Two) will be allocated among such Series pro rata based on capital commitments; provided, however, if a Series does not have sufficient available capital to fund its pro rata share of an investment, such unfunded portion may be allocated to the other Series proportionally based on such Series' capital commitments.  The General Partner will use its reasonable best efforts to ensure that debts, liabilities and obligations incurred, contracted for or otherwise existing with respect to a particular Series will be enforceable only against the assets attributable to such Series and the General Partner, and not against the assets of the Partnership generally or against the assets attributable to any other Series. The General Partner will, with respect to each investment in Series One or any subsequent Series, cause the Partnership to: (i) create a special purpose vehicle ("Special Purpose Vehicle") for the purpose of holding such investment, and (ii) prior to acquiring such investment, obtain the written advice of local counsel to the effect that under the laws of the applicable jurisdiction, the Partnership, as a holder of an interest in the Special Purpose Vehicle holding such investment, will not be liable for the debts and obligations of such Special Purpose Vehicle other than tax liabilities resulting from the pass-through status of the Special Purpose Vehicle.

Until one year after the Initial Closing of Series One (unless such period is waived with approval of the Advisory Board, defined below), and after eighty percent (80%) of the capital commitments from Series One have been called, the General Partner or its affiliates may not form, sponsor or act as a general partner, investment manager or investment advisor of an investment partnership or other collective investment vehicle, or raise capital in subsequent closings by establishing new Series of Interests, if such investment partnership, collective investment vehicle or Series utilizes an investment program substantially similar to that of Series One and operates under substantially similar terms and conditions as Series One.

	
	

	
	

	CLOSING:
	An initial closing of Series One of the Partnership (the "Initial Closing") will be held as soon as practicable after the General Partner determines that a sufficient minimum amount of commitments has been obtained.  Additional commitments may be added at the discretion of the General Partner for up to 270 days after the Initial Closing (the "First Series Final Closing").

	
	

	
	


Upon any failure by a Limited Partner to pay in full when due the amount of its required capital contribution, interest will accrue on the outstanding unpaid balance, from and including the date such payment was due until the earlier of the date of payment to the Partnership of 


	Upon an Event of Default, the General Partner, at its sole discretion, may:  (i) require non-defaulting Partners to make additional capital contributions in an aggregate amount equal to the shortfall created by such default (but not to exceed each Partner's remaining capital commitment); (ii) give an opportunity to non-defaulting Partners to fund such shortfall outside of their capital commitments; or (iii) admit one or more additional Limited Partners.
	

	
	

	
	

	LIMITED OPT OUT RIGHT
	If at the time of a Limited Partner's subscription to the Partnership, or (in the case of clause (ii) only) upon subsequent notice to the General Partner, a Limited Partner indicates that it is reasonably likely that participation in an investment or category of investments: (i) would cause a material violation of a statute, rule, regulation, order or internal policy to which the Limited Partner is subject, or (ii) is forbidden as a result of any change in the applicable law, or any change in interpretation of existing law, to such Limited Partner or a change in the rules or regulations of any Federal, State or local governmental agency, commission or authority to which such Limited Partner is subject (a "Prohibited Investment"),  the General Partner will excuse such Limited Partner from participation therein. No excused Limited Partner will receive any distribution with respect to a related Prohibited Investment.

	
	

	
	

	ADVISORY BOARD:
	The General Partner has selected a committee consisting of a number of proposed Limited Partners or designees (the "Advisory Board") which, except as a result of a vacancy, upon resignation, death or removal, will not be less than three (3) individuals. The General Partner may add one or more members to the Advisory Board to represent Limited Partners of Series One. The Advisory Board will have at least one representative who does not participate in any other Series of the Partnership.  The Advisory Board meets no less frequently than annually and upon the request of the General Partner to consult with the General Partner on various matters, including the Partnership's investment strategy, the status of existing investments, the most recent financial statements of the Partnership, any soft dollar payments received by the Partnership, material conflicts of interest involving the Partnership, the valuation of any distributions made in kind to Partners during liquidation and such other matters as the General Partner may determine or any member of the Advisory Board may reasonably propose.  The General Partner is required to obtain approval of the Advisory Board with respect to: (i) any material loan to, or any material sale of a security to, or purchase of a security from, the W/F Companies or any funds and accounts managed by the General Partner or its affiliates, and any investment in the securities or assets of persons in which the W/F Companies have a significant preexisting investment or with which the W/F Companies currently engage in lending or other significant business transaction which the General Partner reasonably believes is a conflict of interest (other than transactions between the Partnership and any Special Purpose Vehicle or Alternative Investment Vehicle (as defined below), certain transactions effected at cost and transactions made for tax or regulatory purposes); (ii) certain service contracts made with affiliates of the General  Partner;  (iii) the valuation of any in-kind distributions;  and (iv) the receipt of directors' fees, breakup fees and other fees; provided, however, that if such transactions, service contracts or actions only affect a particular Series, the General Partner will only be required to obtain approval of the members of the Advisory Board representing Limited Partners of such Series.  In connection with any approval or waiver sought of the Advisory Board, the approval or waiver by a majority of the members of the Advisory Board (or the members of the Advisory Board representing the relevant Series, as the case may be) at such time will be binding upon the Partnership and each Partner. Reasonable expenses of the Advisory Board will be paid by the Partnership.

No Limited Partner that has an employee or other representative as a member of the Advisory Board, and no member of the Advisory Board, will be liable to the Partnership, General Partner or any Limited Partner for any losses, claims, damages, expenses or liabilities arising from any act or omission performed or omitted by such Limited Partner's employee or other representative, or by such member, respectively, arising out of his or her service on the Advisory Board, except for losses, claims, damages, expenses or liabilities resulting from such person's willful misconduct or fraud. The Partnership will indemnify, to the fullest extent permitted by law, each member of the Advisory Board and the Limited Partner that such member represents from and against any losses, claims, damages, expenses or liabilities arising from any act or omission performed or omitted by such member arising out of his or her service on the Advisory Board, except for any such losses, claims, damages, expenses or liabilities resulting from such person's willful misconduct or fraud.

	
	

	
	

	ALTERNATIVE INVESTMENT

STRUCTURES:
	If the General Partner determines that for legal, tax, regulatory or other reasons it is in the best interests of Limited Partners that some or all of the Limited Partners participate in a potential investment through an alternative investment structure or structures, the General Partner may structure all or a part of such investments either: (i) by making such investment(s) outside of the Partnership, by requiring some or all of the Limited Partners to make such investment through a partnership or other vehicle (an "Alternative Investment Vehicle") that will invest in lieu of the Partnership, or (ii) by making such investment(s) through the Partnership, but causing the portion of the Partnership's investment in such transaction attributable to certain identified Limited Partners to be made through an Alternative Investment Vehicle; provided that the General Partner will obtain an opinion of counsel to the effect that such investments(s) will in no way increase the liabilities or obligations of the Limited Partners to the Partnership that might otherwise exist pursuant to the Partnership Agreement or otherwise jeopardize their limited liability. 

	
	

	
	

	INVESTMENT

RESTRICTIONS:
	Without the consent of the Advisory Board, no investment will be made if, as a result, more than: (i) thirty-five percent (35%) of the aggregate commitments of a Series will be invested in the securities or assets of an individual company; (ii) thirty-five percent (35%) of a Series' net assets (including the amount of any remaining capital commitments) are invested in investments that are not distressed securities or assets held by distressed issuers; and (iii) thirty-five percent (35%) of a Series' net assets (including the amount of remaining capital commitments) are invested in (a) equity real estate investments, or (b) loans secured by real estate in circumstances in which the Partnership is looking principally to that real estate for the repayment of the loan, as reasonably determined by the General Partner.  Moreover, without the consent of the Advisory Board, a Series may not invest in: (i) any investment when the seller is an affiliate of the General Partner; (ii) any investment fund that provides for performance-based compensation; and (iii) any investment involving a hostile takeover of a public company with respect to which the Partnership did not have any preexisting debt or equity investment. If any Partnership investment is made by an Alternative Investment Vehicle or a Special Purpose Vehicle, such entity will be disregarded and the foregoing restrictions will be applied as if such investments were held directly by the Partnership. The restrictions set forth above do not apply to Interim Investments (as defined in the Partnership Agreement).

	
	

	
	

	DISTRIBUTIONS:
	From the Initial Closing date to the fourth anniversary of the Initial Closing date (the "Investment Period"); Series One is not required to make any cash distributions to the Limited Partners. However, the General Partner may elect to distribute certain cash receipts to the Limited Partners during the Investment Period.  At the same time, to the extent that the cash distribution represents a return of capital that was never invested or capital from the sale, other transfer or exchange of an investment, such return of capital may be subject to recall during the Investment Period.  To the extent the General Partner elects not to distribute cash receipts to Limited Partners during the Investment Period, such amounts will be invested in money market investments pending reinvestment in other permitted investments.

The General Partner will be entitled to receive quarterly tax distributions (the "Tax Distributions") with respect to each fiscal year throughout the entire term of the Partnership, in an aggregate amount equal to the excess of its aggregate tax liability with respect to Series One during that fiscal year and all prior fiscal years over the aggregate amount of distributions paid to the General Partner on account of its Catch-up (as defined below), Incentive Allocation (as defined below) and its Tax Distributions with respect to Series One during that fiscal year and all prior fiscal years.

Except for Tax Distributions, from the fourth anniversary of the Initial Closing date through the tenth anniversary of the Initial Closing date (the "Liquidation Periods”), the General Partner will distribute to the Partners, on an investment-by-investment basis, all of the cash receipts with respect to investments by Series One, net of expenses (including the Management Company's Management Fees) and reserves as follows:

(i) Preferred Return: First, one hundred percent (100%) to all Partners until the Partners have received aggregate amounts (taking into account all prior distributions other than Tax Distributions) equal to the Preferred Return (defined below). The Preferred Return means such payments that would result in an eight percent (8%) per annum compound rate of return in respect of unreturned capital contributions taking into account the amount and timing of each capital contribution and distribution; provided, however, that the initial capital contributions of an additional Limited Partner (or a Limited Partner increasing its commitment) will be deemed to be made on the Initial Closing.

(ii) Return of Capital: Second, one hundred percent (100%) to the Partners until the Partners have received (taking into account all prior distributions other than Tax Distributions) the return of all of their capital contributions.

(iii) Catch-up:  Third, one hundred percent (100%) to the General Partner until the aggregate amount distributed to the General Partner under this (iii) equals twenty percent (20%) of the sum of the amounts distributed pursuant to subparagraph (i) above and this subparagraph (iii) on account of the Limited Partners (the "Catch-up").

(iv) 80/20 Split: Fourth, (x) eighty percent (80%) to the Partners and (y) twenty percent (20%) to the General Partner (the "Incentive Allocation"); provided, however, that distributions hereunder and under (iii) above to the General Partner will be reduced, and distributions hereunder to all Partners will be increased, by an aggregate amount equal to the amount of Tax Distributions previously made to the General Partner. In addition, amounts distributable to the General Partner under (iii) and clause (y) above will be reduced (and the amounts distributable to the Partners will be increased) by the amount (or a pro rata portion thereof if funds or accounts managed by the W/F   Companies have invested, or in the case of a break-up fee, proposed to invest, in the person making such payment), if any, of any directors' fees, breakup fees or other fees it (or its affiliates) receives in connection with the Partnership's investments, plus interest thereon (from the date such fee was paid to the date of such reduction) at a rate of eight percent (8%) per annum.

No distributions will be made unless cash receipts of the Partnership exceed expenses, fees and additions to reserves, except for Tax Distributions.

	
	

	
	

	ALLOCATIONS OF PROFITS

AND LOSSES:
	Income, gain, loss, deduction and credit of Series One of the Partnership will be allocated for Federal income tax and book purposes in a manner which generally conforms to the foregoing distribution provisions. Thus, income and gain will generally be allocated to offset certain loss allocations and to reflect the Preferred Return and the Catch-up.  Such income and gain will then be allocated eighty percent (80%) to all Partners in proportion to their capital contributions and twenty percent (20%) to the General Partner. Losses will generally be allocated to reverse the foregoing allocations of income and gain and then to all Partners in proportion to their capital contributions.

	
	

	
	

	EARLY TERMINATION OF

INVESTMENT PERIOD:
	If William O. Fleischman is no longer actively involved in the management of the Partnership (directly or indirectly) because of death, disability or any other reason, then the Investment Period will be terminated at the end of the first full calendar month after the date of such event.   In addition, upon the written consent of Limited Partners representing at least seventy-five percent (75%) of the capital commitments of the Limited Partners holding Interests in a Series, the Investment Period with respect to such Series will terminate at the end of the first full calendar month after such Limited Partners deliver written notice to such effect to the General Partner. Notwithstanding the foregoing, the General Partner will be permitted to make investments after the Investment Period is terminated if such investments are pursuant to commitments existing at the time the events described herein occurred.

	
	

	
	

	MANAGEMENT FEE:
	During the Investment Period, W/F will receive semi-annually, in advance, a management fee equal to one and a half percent (1.5%) per annum of the total capital commitments by the Limited Partners of Series One to the Partnership (the "Management Fee").  During the Liquidation Period, W/F will receive semi-annually in advance a Management Fee equal to one and a half percent (l.5%) per annum of the total capital commitments of Series One less, as determined at the end of the immediately preceding semi-annual period, the sum of (1) any uninvested capital returned to the Limited Partners at the end of the Investment Period; (2) the portion of the total initial committed capital which has not been called by the end of the Investment Period; (3) the amount of capital invested in any divested investment which has been distributed to Limited Partners during the Liquidation Period; and (4) the aggregate amount of capital contributions invested in any investment to the extent there has been a complete write-off through the end of the immediately preceding period. 
For purposes of determining under (3) above, when contributions invested in a divested investment have been distributed to Limited Partners, the General Partner may prorate such capital contributions over all of the investments attributable to such Limited Partner owned on the first day of the Liquidation Period based on the value of such investments on the first day of the Liquidation Period.  The Management Fee will be calculated assuming the total capital   commitments of all Limited   Partners were committed on the Initial Closing date.

	
	

	
	

	GENERAL PARTNER

GIVEBACK:

	Upon termination of the Partnership, or any Series thereof, the General Partner will, within 45 days thereof be required to restore funds to the Partnership, or any relevant Series, on behalf of a Partner, and the Partnership will distribute to such Partner, an amount equal to the excess of: (i) the cumulative distributions received by the General Partner with respect to such Partner with respect to its Catch-up and Incentive Allocation (including any Tax Distributions which reduced the Catch-up and Incentive Allocation otherwise distributable to the General Partner); over (ii) the sum of the amounts that would otherwise have been distributable to the General Partner with respect to such Partner with respect to the Catch-up and Incentive Allocation if such allocations were applied on an aggregate basis covering all transactions of the Partnership in which such Partner participated (taking into account amounts repaid by such Partner in respect of such Partner's indemnification obligations) and the amounts distributable as Tax Distributions attributable to such Partner.  

	
	

	
	

	SUB-ADVISORS:
	The Company may retain certain experts to assist it with due diligence on its various investment.

	
	

	
	

	ORGANIZATIONAL AND

OFFERING EXPENSES:
	Series One will bear legal and other organizational and offering expenses incurred in the offering of Interests in Series One of up to One Hundred Thousand Dollars ($100,000). Expenses in excess of that amount will be borne by the General Partner.  The Management Company will assume full responsibility for all fees payable to any investment adviser in connection with its role as placement agent for, and financial advisor to, the Partnership.

	
	

	
	

	ADMINISTRATIVE

EXPENSES:
	The Partnership will pay all costs and expenses relating to the Partnership's activities (to the extent not reimbursed in connection with an investment), including legal, auditing, consulting, research and accounting expenses (including expenses associated with the preparation of Partnership financial statements, tax returns and K-1s), other expenses associated with the sourcing, acquiring, holding and disposing of its investments or proposed investments (such as brokerage fees, commissions, consulting services and investment-related travel and entertainment expenses), expenses incurred in collection of monies owed to the Partnership, expenses of the Advisory Board and its members, any taxes, fees or other governmental charges levied against the Partnership or any Special Purpose Vehicle or Alternative Investment Vehicle, extraordinary expenses (such as litigation-related and indemnification expenses) and expenses substantially comparable to the foregoing.  Administrative expenses relating to more than one Series will be allocated pro rata to such Series based on capital commitments of such Series, or as the General Partner equitably determines.

	
	

	
	

	VALUATION OF SECURITIES:
	For purposes of periodic reporting to the Limited Partners, the General Partner will value the assets of the Partnership quarterly.   All securities, including those listed on a securities exchange or quoted on the over-the-counter market, will be valued based upon available quotations therefor. In the case of securities not listed on a Securities exchange or quoted on an over-the-counter market, but for which there are available quotations, such valuation will be based upon quotations obtained from two or more market makers, dealers or pricing services.  All other securities and all other assets and liabilities of the Partnership will be valued by the General Partner in good faith based upon their fair market value; provided that if the General Partner, in its sole discretion, determines that the services of a third-party appraiser are required in order to determine fair market value, the fair market value will be determined by an independent investment banking or appraisal firm selected by the General Partner on behalf and at the expense of the  Partnership, whose determination will be binding and conclusive upon the Partners.

	
	

	
	

	TERM OF THE

PARTNERSHIP:
	Upon the expiration of the Investment Period of Series One, the investments made during such period will be managed and liquidated over a six-year period; provided, however, that the General Partner may extend such Liquidation Period for up to two consecutive one-year periods with the consent of the Advisory Board or Limited Partners whose Interests represent more than fifty percent (50%) of the capital commitments of Series One if the General Partner deems it to be necessary to permit an orderly liquidation.  If additional Series are established, the Partnership may have an indefinite term.

	
	

	
	

	WITHDRAWAL AND

TERMINATION:
	Limited Partners generally may not withdraw from the Partnership prior to the liquidation of the Series to which their Interests relate. Interests in the Partnership may be redeemed only in limited circumstances as described in the Partnership Agreement.

Under certain conditions, the General Partner may elect to terminate the Partnership or may elect to terminate, restrict or reduce the investments of particular Limited Partners if the General Partner determines such actions necessary to avoid a material adverse effect on the Partnership, the General Partner or any Limited Partner because of, among other things, any litigation or legislation, including ERISA.

	
	

	
	

	TRANSFER OF INTERESTS:
	No Limited Partner may sell, assign, pledge or otherwise dispose of its Interests without the prior written consent of the General Partner in its sole discretion.  A Limited Partner desiring to affect a transfer must also comply with certain requirements of the Partnership Agreement.  No trading market will exist for the Partnership Interests.

	
	

	
	

	REPORTS AND MEETINGS:
	The Partnership will furnish to Limited Partners: (i) annual financial statements of the Partnership; (ii) tax information regarding the Partnership necessary for the completion of each Limited Partner's tax returns; and (iii) periodic reports providing summary financial and other information on the Partnership (including a statement of any action by the Partnership reasonably likely to generate UBTI and the amount of such UBTI attributable to such Partner (as defined below)).

	
	

	
	


	Notwithstanding the foregoing, such approval is not needed for any purchase of a security from, or sale of a security to, a fund or account managed by the W/F Companies if such transaction is between a Special Purpose Vehicle or Alternative Investment Vehicle, effected at cost within 30 days of origination or acquisition, or made for tax or regulatory purposes. For tax and regulatory considerations, investments may be structured so that the Partnership receives loans from, or makes loans to, other affiliated funds. In structuring such investments the General Partner will weigh the conflicting interests of the different funds in determining the amount to allocate to debt and equity and the terms of these loans. Such loans do not need the approval of the Advisory Board. The General Partner will not cause the Partnership to purchase a security (including participations in loans or other investments) from, or sell a security to, or make a loan from or to, the W/F Companies.
	

	
	

	
	

	TAXATION:
	Series One will be treated as a separate partnership and not as an association or a publicly traded partnership taxable as a corporation.  However, no opinion or ruling will be obtained from the Internal Revenue Service to such effect.  Prospective Limited Partners should consult their own tax advisors with specific reference to their own situations as they relate to an investment in Series One.

In particular, non-U.S. investors and tax-exempt investors should carefully review the tax consequences of an investment in the Partnership with their tax advisors. 

	
	

	
	

	EXCULPATION AND

INDEMNIFICATION:
	To the fullest extent permitted by law, the General Partner, its affiliates and their respective members, partners, officers, directors, representatives, employees and agents (each, an "Indemnitee" and collectively, the "Indemnitees"), will not be liable to any Limited Partner or the Partnership and each Series of the Partnership will indemnify and hold harmless each Indemnitee from any and all loss, cost and expense incurred by them by reason of any act performed or omitted to be performed by such Indemnitee in connection with or in any way relating to such Series' business or affairs (or the business or affairs of any Special Purpose Vehicle or Alternative Investment Vehicle of such Series), except where attributable to the negligence (which will not be construed to include acts or omissions that are honest mistakes or errors of judgment made or omitted by an indemnitee in good faith, unless such acts or omissions constitute gross negligence), willful misconduct or bad faith of such Indemnitee or a material breach of the Partnership Agreement by such Indemnitee; nor will any Indemnitee be liable to the Partnership or any Partner for any action or inaction of any broker or other agent of the Partnership (or the business or affairs of any Special Purpose Vehicle or Alternative investment Vehicle), unless such broker or agent was selected, engaged or retained by  such Indemnitee without reasonable care. The relevant Series of the Partnership will advance litigation costs to Indemnitees on the condition that an advance must be repaid if it is finally resolved that the Indemnitee was not entitled to indemnification.  Any such indemnification may result in a diminution of the affected Series’ assets.

	
	

	
	

	LIMITATION ON LIABILITY

OF LIMITED PARTNERS:
	Assuming that a Limited Partner is not a General Partner and does not take part in the control of the business of the Partnership and that such Limited Partner otherwise acts in conformity with the provisions of the Partnership Agreement, its liability under the terms of the Partnership Agreement and applicable California law generally will be limited to the amount of its original capital contribution, together with its share of undistributed Partnership income, profits or property.   In addition, the General Partner may require the return of all amounts distributed to the Limited Partners to satisfy liabilities attributable to the Series in which such Limited Partners invested; provided, however, that the General Partner may not require such returns of distributed amounts after the second anniversary of their distribution to Limited Partners.

	
	

	
	

	ERISA INVESTORS:
	Investors subject to ERISA should consult their own ERISA and tax advisors as to the consequences of an investment in the Partnership.  The Partnership may require certain representations or assurances from investors subject to ERISA to determine compliance with ERISA provisions.  The General Partner will use its reasonable best efforts to conduct the affairs and operations of the Partnership, and where necessary any Alternative Investment Vehicle, in such a manner that the Partnership, and any such Alternative Investment Vehicle, will qualify as "venture capital operating companies, " exempt from the "plan assets" regulations promulgated under ERISA.

	
	

	
	

	UNRELATED BUSINESS

TAXABLE INCOME:
	The General Partner will use its reasonable best efforts not to make any investment, incur any liabilities, or otherwise take actions that would generate unrelated business taxable income ("UBTI").  However, the General Partner may cause a Series of the Partnership to make such investment, incur such liability or take such actions; provided that such UBTI will not be material in light of the Series' anticipated return on any such investment. UBTI will be considered material if the anticipated amount of UBTI from an investment exceeds ten percent (10%) of the anticipated income from such investment. If the General Partner determines that the receipt of directors' fees, breakup fees or other fees by the Partnership in connection with its investments would likely generate UBTI, the General Partner may cause such fees to be paid to it, or to an affiliate, in which case such fees will reduce dollar-for-dollar the next amounts allocable to the General Partner on account of its Incentive Allocation.  (See Section IV, "Investment Considerations -- Tax Matters.")

	
	

	
	

	GENERAL PARTNER

PARTIES AND DEFAULTING

LIMITED PARTNERS

EXCLUDED:
	With respect to any provision requiring the consent or approval of Limited Partners having a specified percentage of capital commitments or of a specified percentage of Limited Partners (i) for purposes of calculating the arithmetic fraction represented by such percentage, there will be excluded from both the numerator and denominator of such fraction the capital commitments of any General Partner Party that is a Limited Partner and of any defaulting Limited Partner and (ii) the consent or approval of any such General Partner Party and of any defaulting Limited Partner will not be required.  The term "General Partner Party" means the General Partner, its affiliates (other than the funds or accounts managed by the W/F Companies), their respective members, partners, directors, officers, employees and representatives.

	
	

	
	

	LEGAL COUNSEL:
	Steven Calko, Esq. will act as counsel to the General Partner and its affiliates. In connection with the Partnership's offering of Interests and subsequent advice to the Partnership, the General Partner and its affiliates, Mr. Calko will not be representing Limited Partners of the Partnership.

	
	

	
	

	INDEPENDENT AUDITORS:
	Roth, Bookstein & Zaslow


IV.     INVESTMENT CONSIDERATIONS
Risk Factors

The statements made in this Memorandum regarding the future activity and opportunities in the distressed assets and securities market are forward-looking statements.  The matters discussed in such statements may be affected by a number of events, including general market and economic conditions and the other factors described in this Memorandum and in this Risk Factors section.  Prospective investors are urged to read this Risk Factors section for a description of certain factors which may affect the performance of the Partnership and which should be considered before making an investment in the Partnership.

Investment Risks

All Partnership investments risk the loss of capital. The General Partner believes that the Partnership's investment program and research techniques moderate this risk through a careful selection of securities, equity interests, debt and other financial instruments and assets.  No guarantee or representation is made that the Partnership’s program will be successful.

Series One will invest a portion of its assets in distressed securities, some of which are traded over-the-counter and some of which will not have a market, and may also invest in other assets which may not have a market.  There are several risks inherent in such investments, some of which are specifically referenced below.  Not only are such investments subject to investment-specific price fluctuations but also to macro-economic, market and industry-specific conditions.  Those risks may be significantly enhanced by the concentration of Series One's investments, its consequent lack of diversification and the potential that creates for volatility.  Moreover, Series One may have only limited ability to vary its investment portfolio in response to changing economic, financial and investment conditions.  No assurance can be given as to when or whether adverse events might occur which could cause significant and immediate loss in value of Series One's portfolio.

The Partnership’s Investments May Be Volatile.  A principal risk in investing in distressed securities is the traditional volatility in the market prices of such securities.

Lack of Liquidity.  Investments in the Partnership generally are illiquid.  Investors will not be permitted to withdraw from the Partnership prior to its termination and interests in the Partnership may be assigned or otherwise transferred only under limited circumstances. Furthermore, the Partnership may invest in registered and unregistered securities of distressed companies.  At times, a major portion of an issue of distressed securities may be held by relatively few investors.  Under adverse market or economic conditions or in the event of adverse changes in the financial condition of the issuer, the Partnership may find it more difficult to sell such securities when the General Partner believes it advisable to do so or may be able to sell such securities only at prices lower than if the securities were more widely held.  The value of such investments will be determined in good faith by the General Partner.

Risks Associated with Investments in Distressed Securities.  The Partnership intends to invest in securities of domestic companies that are experiencing significant financial or business difficulties, including companies involved in bankruptcy or other reorganization and liquidation proceedings. Although such investments may result in significant returns to the Partnership, they involve a substantial degree of risk. Any one or all of the issuers of the securities in which the Partnership may invest may be unsuccessful or not show any return for a considerable period of time.  The level of analytical sophistication, both financial and legal, necessary for successful investment in companies experiencing significant business and financial difficulties is unusually high.  There is no assurance that the General Partner will correctly evaluate the value of the assets collateralizing the Partnerships loans or 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, may be required to accept cash or securities with a value less than the Partnership's original investment and/or may be required to accept payment over an extended period of time. Under such circumstances, the returns generated from the Partnerships investments may not compensate the Partners adequately for the risks assumed.

Troubled company and other asset-based investments require active monitoring and may, at times, require participation in business strategy or reorganization proceedings by the General Partner.  To the extent that the General Partner becomes involved in such proceedings, the Partnership may have a more active participation in the affairs of the issuer than that assumed generally by an investor.  In addition, involvement by the General Partner in an issuer’s reorganization proceedings could result in the imposition of restrictions limiting the Partnership's ability to liquidate its position in the issuer.

The Partnership may invest in bonds or other fixed income securities, including, without limitation, "higher yielding" (and, therefore, higher risk) debt securities, when the General Partner 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.  It is likely that a major economic recession could have a materially adverse impact on the value of such securities. In addition, adverse publicity and investor perceptions, whether or not based on fundamental analysis, may also decrease the value and liquidity of securities rated below investment grade.

Risks Associated with Bankruptcy Cases.  Many of the events within a bankruptcy case are adversarial and often beyond the control of the creditors.  While creditors generally are afforded an opportunity to object to significant actions, there can be no assurance that a bankruptcy court would not approve actions which may be contrary to the interests of the Partnership.  Furthermore, there are instances where creditors and equity holders lose their ranking and priority as such when they take over management and functional operating control of a debtor.  In those cases where the Partnership, by virtue of such action, is found to exercise "domination and control" of a debtor, the Partnership may lose its priority if the debtor can demonstrate that its business was adversely impacted or other creditors and equity holders were harmed by the Partnership.

Generally, the duration of a bankruptcy case can only be roughly estimated.  Unless the Partnership's claim in such case is secured by assets having a value in excess of such claim, no interest will be permitted to accrue and, therefore, the Partnership's return on investment can be adversely affected by the passage of time during which the plan of reorganization of the debtor is being negotiated, approved by the creditors and confirmed by the bankruptcy court.  The risk of delay is particularly acute when a creditor holds unsecured debt or when the collateral value underlying secured debt does not equal the amount of the secured claim.  Under most circumstances, unless the debtor is proved to be solvent, no interest or fees are permitted to accrue after the commencement of the debtor's case, as a matter of U.S. bankruptcy law. It should also be noted that reorganizations outside of bankruptcy are also subject to unpredictable and potentially lengthy delays.

U.S. bankruptcy law permits the classification of "substantially similar" claims in determining the classification of claims in a reorganization for purpose of voting on a plan of reorganization.  Because the standard for classification is vague, there exists a significant risk that the Partnership's influence with respect to a class of securities can be lost by the inflation of the number and the amount of claims in, or other gerrymandering of, the class.

The administrative costs in connection with a bankruptcy proceeding are frequently high and will be paid out of the debtor's estate prior to any return to creditors (other than out of assets or proceeds thereof, which are subject to valid and enforceable liens and other security interests) and equity holders.  In addition, certain claims that have priority by law over the claims of certain creditors (for example, claims for taxes) may be quite high.

The General Partner, on behalf of the Partnership, may elect to serve on creditors' committees, equity holders' committees or other groups to ensure preservation or enhancement of the Partnership position as a creditor or equity holder. A member of any such committee or group may owe certain obligations generally to all parties similarly situated that the committee represents.  If the General Partner concludes that its obligations owed to the other parties as a committee or group member conflict with its duties owed to the Partnership, it will resign from that committee or group, and the Partnership may not realize the benefits, if any, of participation on the committee or group.  In addition and also as discussed above, if the Partnership is represented on a committee or group, it may be restricted or prohibited under applicable law from disposing of its investments in such company while it continues to be represented on such committee or group.

The Partnership may purchase creditor claims subsequent to the commencement of a bankruptcy case.  Under judicial decisions, it is possible that such purchase may be disallowed by the bankruptcy court if the court determines that the purchaser has taken unfair advantage of an unsophisticated seller, which may result in the rescission of the transaction (presumably at the original purchase price) or forfeiture by the purchaser.

While California law provides that the liability of one Series of Interests should not be attributable to any other Series of Interests if the assets of such Series of Interests are separately held and accounted for, United States federal bankruptcy law may assess the debts, liabilities and obligations of the Partnership against the Partnership as a whole, disregarding the Series structure.

Risks of Litigation. Investing in distressed securities can be a contentious and adversarial process.  Different investor groups may have qualitatively different, and frequently conflicting, interests. The Partnership's investment activities may include activities that are hostile in nature and will subject it to the risks of becoming involved in litigation by third parties.  This risk may be greater where the Partnership exercises control or significant influence over a company’s direction.  The expense of defending against claims against the Partnership by third parties and paying any amounts pursuant to settlements or judgments would be borne by the Partnership and would reduce net assets and could require the partners to return distributed capital and earnings to the Partnership.  The General Partner will be indemnified by the Partnership in connection with such litigation, subject to certain conditions.

General Real Estate Risks.  Real estate investments generally will be subject to the risks incident to the ownership and operation of income producing real estate and/or risks incident to the making of non-recourse mortgage loans secured by real estate, including (i) risks associated with the general economic climate; (ii) local real estate conditions; (iii) risks due to dependence on cash flow; (iv) risks and operating problems arising out of the absence of certain construction materials; (v) changes in supply of, or demand for, competing properties in an area (as a result, for instance, of over-building); (vi) the financial condition of tenants, buyers and sellers of properties; (vii) changes in availability of debt financing; (viii) energy and supply shortages; (ix) changes in tax, real estate, environmental and zoning laws and regulations beyond the control of the General Partner; (x) various uninsured or uninsurable risks; (xi) natural disasters; and (xii) the ability of the Partnership or third-party borrowers to manage the real properties.  With respect to investments in the form of real property owned by the Partnership, the Partnership will incur the burdens of ownership of real property, which include the paying of expenses and taxes, maintaining such property and any improvements thereon and ultimately disposing of such property.  With respect to investments in equity or debt securities, the Partnership will in large part be dependent on the ability of third parties to successfully operate the underlying real estate assets.  In addition, the Partnership may invest in mortgage loans that are structured so that all or a substantial portion of the principal will not be paid until maturity, which increases the risk of default at that time.  The Partnership’s investment strategy, which may frequently involve the acquisition of distressed or underperforming assets in a leveraged capital structure, will involve a high degree of legal and financial risk, and there can be no assurance that the Partnership's rate of return objectives will be realized or that there will be any return of capital.  There is no assurance that there will be a ready market for resale of investments because investments in real estate generally are not liquid.  Illiquidity may result from the absence of an established market for the investments, as well as from legal or contractual restrictions on their resale by the Partnership. The possibility of partial or total loss of capital will exist and investors should not subscribe unless they can readily bear the consequences of such loss.

Short Selling. The Partnership's investment program may include short selling for certain purposes.  Such practice can, in certain circumstances, substantially increase the impact of adverse price movements on the Partnership's portfolio.  A short sale of equity securities involves the theoretical risk of an unlimited increase in the market price of securities sold short.  A short sale of a debt instrument such as a bond involves the theoretical risk of an increase in the market price plus accrued interest.  Moreover, short selling is limited to securities which can be borrowed, and it may be necessary to cover short positions at an undesirable time and at undesirable prices because securities which were shorted can no longer be borrowed.

Swap Agreements.  The Partnership may enter into swap agreements.  Swap agreements can be individually negotiated and structured to include exposure to a variety of different types of investments or market factors.  It is anticipated that the Partnership will use swap agreements primarily to hedge against macroeconomic factors associated with investing in a particular country or credit risk associated with the debt of a particular company. 

For example, the Partnership may engage in credit default swap transactions in order to hedge against credit risks associated with investing in distressed companies (each, as used in this risk factor, a "reference entity").  In a credit default swap transaction, the Partnership would enter into an agreement with a counterparty whereby, if the transaction is to be cash settled, the counterparty agrees to compensate the Partnership for the loss in market value of its investments in the reference entity in the event a specified reference entity experiences a credit event, such as a material loan default or bankruptcy.  Alternatively, if the transaction is to be physically settled, the counterparty would agree to take delivery of the investments and make payment to the Partnership in an amount equal to the face value of the investments.  In exchange for such risk protection, the Partnership would pay the counterparty a fixed premium over the specified life of the swap contract.  Credit default swaps involve significant risks, including the risk of loss associated with the failure of the counterparty to perform its obligations under the swap contract.  In the event of counterparty default, the Partnership would have rights solely against the counterparty and will have no recourse against the reference entity as a result of the counterparty default.

There can be no assurance that swap transactions, if undertaken, will be an effective hedging technique.

Risks of Counterparty Default.  Due to the nature of some of the investments that the Partnership may undertake, the Partnership relies on the ability of the counterparty to the transaction to perform its obligations.  In the event that any such party fails to complete its obligations, for any reason, the Partnership may suffer a loss of the amount so invested.

Risk Arbitrage Trading by the Partnership May Entail Significant Risks.  In addition to investing in distressed securities, the Partnership may invest in risk arbitrage transactions, which are inherently volatile.  The short-term performance of the Partnership's investments therefore may fluctuate significantly.

The price offered for securities of a company in a tender offer, merger or other acquisition transaction will generally be at a significant premium above the market price of the securities prior to the offer.  The announcement of such a transaction generally will cause the market price of the securities to begin rising.  The Partnership may purchase such securities after the announcement of the transaction at a price that is higher than the pre-announcement market price, but which is lower than the price at which the General Partner expects the transaction to be consummated.  If the proposed transaction is not consummated, the value of such securities purchased by the Partnership may decline significantly.  It also is possible that the difference between the price paid by the Partnership for securities and the amount anticipated to be received upon consummation of the proposed transaction may be very small.  If a proposed transaction in fact is not consummated or is delayed, the market price of the securities may decline sharply. In addition, where the Partnership has sold short the securities it anticipates receiving in an exchange offer or merger, the Partnership may be forced to cover its short position in the market at a higher price than its short sale, with a resulting loss.  If the Partnership has sold short securities which are the subject of a proposed exchange offer, merger or tender offer and the transaction is consummated, the Partnership also may be forced to cover its short position at a loss.

In certain proposed takeovers, the Partnership may determine that the price offered for the securities is likely to be increased, either by the original bidder or by a competing offeror.  In such circumstances, the Partnership may purchase securities at a market price that is above the offer price, incurring the additional risk that the offer price will not be increased or that the offer will be withdrawn.  If no transaction ultimately is consummated, it is likely that a substantial loss will occur.

The consummation of a merger, tender offer or exchange offer can be prevented or delayed, or the terms changed, by a variety of factors, including (i) the opposition of the management or shareholders of the target company, which may result in litigation to enjoin the proposed transaction; (ii) the intervention of a governmental regulatory agency; (iii) efforts by the target company to pursue a defensive strategy, including a merger with, or a friendly tender offer by, a company other than the offeror; (iv) in the case of a merger, the failure to obtain the necessary shareholder (or, in some cases, regulatory) approvals; (v) market conditions resulting in material changes in securities prices; (vi) compliance with any applicable securities laws; or (vii) the failure of an acquirer to obtain the necessary financing to consummate the transaction.

In addition to engaging in securities arbitrage activity, the Partnership may invest and trade in the securities of companies that it believes are undervalued or which may become the target of a takeover.  If the anticipated transaction in fact does not occur, or if the securities do not increase in value as anticipated, the Partnership may sell them at no gain or at a loss.

Non-Performing Nature of Loans.  It is anticipated that some of the loans purchased by the Partnership will be non-performing and possibly in default.  Furthermore, the obligor and/or relevant guarantor may also be in bankruptcy or liquidation.  There can be no assurance as to the amount and timing of payments with respect to these loans.

Financing With Other Affiliated Funds

The equity and debt holders with respect to an investment may have conflicting interests during the term of a particular investment, especially if the investment is not performing well.  In addition, it may be possible that due to, among other things, UBTI considerations, the Partnership may make loans in transactions in which other funds affiliated with the Partnership make the equity investments.  In such cases, as indicated above, the loan position, while senior to the equity, may earn a lower return than the other funds earn on their equity if the investment is successful and similar considerations would apply with respect to the conflicting interests of the debt and equity holders.

General Partner Profit Participation

Distributions of twenty percent (20%) of the Partnership's net profit to the General Partner may create an incentive for the General Partner to cause the Partnership to make investments that are riskier or more speculative than would be the case if this special distribution was not made.

Limited Partners Will Be Taxed on Profits Whether or Not Distributed

The Partnership is not required to distribute profits, and the General Partner does not intend to make any distributions to Limited Partners during the Investment Period.  If the Partnership has taxable income in a fiscal year, such income will be taxable to the Limited Partners in accordance with their distributive shares of the Partnership's profits, whether or not such profits have been distributed to the Limited Partners.  In the event the Partnership were to sustain losses, Limited Partners may still be required to pay tax on the interest income earned by the Partnership because any trading losses sustained will be, in most if not all cases, capital losses which are deductible against ordinary income only to the extent of Three Thousand Dollars ($3,000) in any taxable year.  The tax liability of Limited Partners for any profits of the Partnership may exceed any distributions received from the Partnership.  Finally, there is a risk Partnership investments may generate UBTI for tax-exempt investors.  An investment in the Partnership involves complex tax considerations.  Prospective investors are urged to consult their own tax advisors regarding the possible Federal, state, and local tax consequences of an investment in the Partnership.  (See Section IV, "Investment Considerations--Tax Matters.")

Potential Conflicts of Interest

General Partner's Receipt of Certain Fees

The General Partner or its affiliates may receive directors' fees, breakup fees and other fees in connection with Partnership investments if it believes the Partnership's receipt of such fees will result in UBTI.  The amount received by the General Partner or its affiliates (or a pro rata portion thereof if funds or accounts managed by the W/F Companies have also participated in such investment) will reduce dollar-for-dollar the next amounts allocable to the General Partner on account of its Incentive Allocation.  It should be noted, however, that if such fees are greater than the General Partner's Incentive Allocation, the General Partner may receive more income than it otherwise would have received.

Tax Matters

Certain Income Tax Considerations

The following is a general discussion of certain significant Federal income tax consequences of an investment in Series One under the Internal Revenue Code of 1986, as amended (the "Code").  The discussion does not deal with all the potential tax consequences of an Investment in Series One, especially for certain categories of investors that are subject to special rules (such as insurance companies).  The discussion is not a substitute for careful tax planning, particularly since certain of the Federal income tax consequences of an investment in Series One will vary from investor to investor, depending upon the investors own particular circumstances.  This discussion is based upon the Code, administrative rulings, judicial decisions and Treasury Regulations as in effect on the date hereof, all of which are subject to change (possibly with retroactive effect).

IN VIEW OF THE FOREGOING, EACH PROSPECTIVE LIMITED PARTNER SHOULD CONSULT ITS OWN TAX ADVISOR REGARDING ALL THE FEDERAL, STATE, AND LOCAL TAX CONSEQUENCES OF AN INVESTMENT IN SERIES ONE WITH SPECIFIC REFERENCE TO SUCH INVESTOR'S OWN PARTICULAR TAX SITUATION AND RECENT CHANGES IN APPLICABLE LAW.

Series One Classification

In General.  Counsel to the Partnership will issue an Opinion to the effect that Series One will be treated as a separate partnership and not as an association or a publicly traded partnership taxable as a corporation for Federal income tax purposes.  Opinions of counsel, however, have no binding effect on the Internal Revenue Service (the "Service") or the courts.

If Series One were for any reason treated as an association or a publicly traded partnership taxable as a corporation, it would be required to pay Federal income tax at the corporate tax rate on its taxable income.  In such case, the amount of cash available for distribution to the Partners would be substantially less than if Series One were treated as a partnership.  Moreover, any distributions by Series One to a Partner generally would be taxable to that Partner as a dividend taxable as ordinary income, and Partners would not be entitled to report profits or losses realized by Series One.

Taxation of the Partners.  As a partnership, Series One will not be subject to any Federal income tax.  Rather, each Partner will be required to separately take into account on its own Federal income tax return in computing its Federal income tax liability each year its distributive share of Series One's items of income, gain, loss, deduction, credit and items of tax preference for the taxable year of Series One ending within or with such taxable year of the Partner, regardless of whether Series One makes any cash distributions during that year.

Tax Treatment of Series One Investments

In General.  Series One expects to act as a trader or investor, and not as a dealer, with respect to its investments. A trader and an investor are persons who buy and sell securities for their own accounts. A dealer, on the other hand, is a person who purchases securities for resale to customers rather than for investment or speculation.

Generally, the gains and losses realized by a trader or investor on the sale of assets are capital gains and losses.  Thus, subject to the treatment of certain currency exchange gains as ordinary income (see below) and certain other transactions described below, Series One expects that its gains and losses from its investments typically will be capital gains and capital losses.  These capital gains and losses may be long-term or short-term depending, in general, upon the length of time Series One maintains a particular investment position and, in some cases, upon the nature of the transaction.  Property held for more than one year generally will be eligible for long-term capital gain or loss treatment.

The maximum ordinary income tax rate for individuals is currently thirty-eight point six percent (38.6%)* and, in general, the maximum individual income tax rate for long-term capital gains is twenty percent (20%).**  A special individual long-term capital gains tax rate of twenty-five percent (25%) generally applies to the portion of the "depreciation recapture" recognized upon the sale of depreciable real estate held for more than one year.  In all cases the actual rates may be higher due to the phase out of certain tax deductions, exemptions and credits.  The excess of capital losses over capital gains may be offset against the ordinary income of an individual taxpayer, subject to an annual deduction limitation of Three Thousand Dollars ($3,000).  For corporate taxpayers, the maximum income tax rate is thirty-five percent (35%).  Capital losses of a corporate taxpayer may be offset only against capital gains, but unused capital losses may be carried back three years (subject to certain limitations) and carried forward five (5) years.

Series One may realize ordinary income from accruals of interest and dividends on securities. Series One may hold debt obligations with "original issue discount."  In such case, Series One would be required to include amounts in taxable income on a current basis even though receipt of such amounts may occur in a subsequent year.  Series One may also acquire debt obligations with "market discount."  Upon disposition of such an obligation, Series One generally would be required to treat gain realized as interest income to the extent of the market discount which accrued during the period the debt obligation was held by Series One. Series Three may realize ordinary income or loss with respect to its investments in partnerships engaged in a trade or business or real estate.  Moreover, if Series One were treated as a "dealer" with respect to all or part of its securities (meaning that it was viewed as holding such securities for sale in the ordinary course of its business), then all the gains from such securities would be treated as ordinary income and Series One generally would be required to recognize gains and losses with respect to such securities (and other securities not properly designated as being held for investment) on a mark-to-market basis at the end of each year.

There are a number of uncertainties in the Federal income tax law relating to debt restructuring.  It is possible, for instance, that the Service could take the position that the restructuring of a debt obligation acquired by Series One at a discount should be treated as a taxable event to Series One, with the resulting gain or loss measured by the difference between the principal amount of the debt after the restructuring and Series One's tax basis in such debt before the restructuring.

Limitation on Deductibility of Interest.  For non-corporate taxpayers, Section 163(d) of the Code limits the deduction for "investment interest."  Investment interest is not deductible in the current year to the extent that it exceeds the taxpayer's "net investment income."  Potential investors are advised to consult with their own tax advisors with respect to the application of the investment interest limitation in their particular tax situation.  For each taxable year, Section 1277 of the Code limits the deduction of the portion of any interest expense on indebtedness incurred by the taxpayer to purchase or carry a security with market discount which exceeds the amount of interest (including original issue discount) includable in the taxpayer's gross income for such taxable year with respect to such security ("Net Interest Expense").  In any taxable year in which the taxpayer has Net Interest Expense with respect to a particular security, such Net Interest Expense is not deductible except to the extent that it exceeds the amount of market discount which accrued on the security during the portion of the taxable year during which the taxpayer held the security.  Net Interest Expense which cannot be deducted in a particular taxable year under the rules described above can be carried forward and deducted in the year in which the taxpayer disposes of the security.  Alternatively, at the taxpayer's election, such Net Interest Expense can be carried forward and deducted in a year prior to the disposition of the security, if any, in which the taxpayer has net interest income from the security.  Section 1277 would apply to a Limited Partner's share of Series One's Net Interest Expense attributable to securities held by Series One with market discount.

Deductibility of Series One Investment Expenditures by Non-Corporate Limited Partners.  Investment expenses (e.g., investment advisory fees) of an individual, trust or estate are deductible only to the extent they exceed two percent two percent (2%) of adjusted gross income.  In addition, the Code further restricts the ability of an individual with an adjusted gross income in excess of certain specified amounts to deduct such investment expenses.  Moreover, such investment expenses are miscellaneous itemized deductions which are not deductible by a non-corporate taxpayer in calculating its alternative minimum tax liability.

It is unclear whether all or a portion of Series One's operations will qualify as trading---rather than investment---activities, the expenses for which would not be treated as investment expenses.  Therefore, pursuant to Temporary Regulations issued by the Treasury Department, these limitations on deductibility may apply to a non-corporate Limited Partner's share of the expenses of Series One, including the Management Fee.  Although Series One intends to treat the Incentive Allocation of the General Partner as not being subject to the foregoing limitations on deductibility, there can be no assurance that the Service may not treat such Incentive Allocation as an investment expense which is subject to the limitations.

The consequences of these limitations will vary depending upon the particular tax situation of each taxpayer.  Accordingly, non-corporate Limited Partners should consult their tax advisors with respect to the application of these limitations.

Application of Rules for Income and Losses from Passive Activities.  The Code restricts the deductibility of losses from a "passive activity" against certain income which is not derived from a passive activity.  This restriction applies to individuals, personal service corporations and certain closely held corporations.  Pursuant to Temporary Regulations issued by the Treasury Department, income or loss from Series One's securities investment and trading activity generally will not constitute income or loss from a passive activity.  Therefore, passive losses from other sources generally could not be deducted against a Limited Partner's share of such income and gain from Series One.  Income or loss attributable to Series One's investments in certain trades or businesses may constitute passive activity income or loss.

At Risk Limitation.  In the case of Limited Partners that are individuals, trusts or certain types of corporations, the ability to utilize any tax losses allocated to such Limited Partners by Series One may be limited under the "at risk" limitations in Section 465 of the Code.

AMT.  Prospective Limited Partners that are subject to the alternative minimum tax (the "AMT") should consider the tax consequences of an investment in Series One in view of their AMT position, taking into account the special rules that apply in computing the AMT, including the adjustments to depreciation deductions, the special limitations as to the use of net operating losses and, in the case of individual taxpayers, the complete disallowance of miscellaneous itemized deductions and deductions for state and local taxes. 

Taxation of Tax-Exempt Investors.  Tax-exempt organizations generally are subject to Federal income tax on their UBTI. Generally, a tax-exempt entity that incurs UBTI is taxed on such income at the regular trust or, in the case of certain entities, corporate Federal income tax rates.  Where a tax-exempt entity owns an interest in a partnership, the activities of the partnership are attributed to it for purposes of determining whether the tax-exempt entity's distributive share of partnership income is UBTI.

UBTI is defined generally as any gross income derived by a tax-exempt entity from an unrelated trade or business that it regularly carries on, less the deductions directly connected with that trade or business.  However, Section 512(b) of the Code provides that interest, dividends, certain rents from real property, gain from the sale of property that is not held for sale to customers in the ordinary course of business and certain other types of income generally are not treated as UBTI.  Nevertheless, Section 514 of the Code provides that UBTI includes a percentage of any gross income or gain not otherwise treated as UBTI (less the same percentage of applicable deductions) that is derived from any property that is subject to "acquisition indebtedness."  Acquisition indebtedness includes the amount of any mortgage or lien to which property is subject at the time of its acquisition and debt incurred after the acquisition or improvement of any property if the debt would not have been incurred but for such acquisition or improvement and the incurrence of the debt was reasonably foreseeable at the time of the acquisition or improvement.  The calculation of a particular tax-exempt organization's UBTI is also affected if it incurs indebtedness to finance its investment in Series One.

Section 514(c)(9) of the Code excludes from the definition of "acquisition indebtedness" any indebtedness incurred in acquiring or improving real property (but not mortgage loans) that is owned by employee trusts qualified under Section 401 of the Code and certain educational institutions (collectively "Qualified Organizations") if six enumerated conditions are met.  Those conditions include (subject to certain exceptions) that the purchase price for the real property be fixed at the time of acquisition, that certain terms of the indebtedness not be dependent upon the income from the real property, that no part of the real property be leased to the seller (or its affiliates), that the real property not be acquired from or leased to certain persons connected with the Qualified Organization, that the real property not be financed by the seller, its affiliates or certain persons connected with the Qualified Organization, unless the financing is on commercially reasonable terms, and that, where the investment is held through a partnership with partners that are not Qualified Organizations, the partnership's tax allocations satisfy certain technical requirements.

The amount of UBTI that is realized by tax-exempt Limited Partners will depend on the nature of Series One's future operations. Although the General Partner will use its reasonable best efforts not to take any action that might generate UBTI, some investments of Series One might generate UBTI.  For example, it is possible that, in implementing its acquisition and disposition strategy with respect to distressed debt portfolios, Series One will be treated as a "dealer" with respect to a portion of the assets in which it invests, in which case all the gain from the disposition of such assets generally would be UBTI.

Even if Series One were not treated as a dealer as described above, due to Series One’s investment strategy of using leverage in certain circumstances to finance its investments, it is possible that a portion of the income of Series One will be UBTI under the acquisition indebtedness rules described above.  Series One will use reasonable efforts to qualify for the Section 514(c)(9) exception with respect to real estate assets for Limited Partners that are Qualified Organizations.  However, it is possible that Series One will take actions (such as employing certain types of seller financing) which would make the Section 514(c)(9) exception not applicable.  Furthermore, UBTI may be generated for reasons unrelated to leverage.  Accordingly, it is possible that a portion of the income and gain earned by Series One will constitute UBTI, even for Limited Partners that are Qualified Organizations.  However, it is expected that any investments which might generate UBTI would be an insignificant part of Series One's portfolio.

The General Partner may offset directors' fees, breakup fees or other fees it, or its affiliate, receives in connection with Series One's investments against its Incentive Allocation, if it determines that the receipt of such fees by Series One would likely generate UBTI.  (See Section III, "Summary of Principal Terms -- Distributions.")  In such event, the General Partner does not believe that such fees should be treated as income to Series One.  However, if the Service were to successfully assert that the fees were income to Series One, the tax-exempt Limited Partners may have additional UBTI.

Special Considerations for Foreign Investors

U.S. Trade or Business.  Section 864(b)(2) of the Code generally provides a safe harbor (the "Safe Harbor") applicable to a foreign corporation (other than a dealer in securities) that engages in the United States in trading securities for its own account. Treasury Regulations apply the Safe Harbor where a foreign investor invests in a partnership (both domestic and foreign) that engages in the United States in trading securities for its own account. Series One intends to conduct its business in a manner so as to meet the requirements of the Safe Harbor.  Thus, Series One securities trading activities should not constitute a U.S. trade or business and, except in the circumstances discussed below, Series One should not be subject to the regular U.S. income tax on any of its trading profits.  However, certain investments by Series One, for example, investments in real estate or operating businesses conducted in a partnership or another "flow-through" entity may result in Series One and a foreign Limited Partner being deemed engaged in a U.S. trade or business. If a foreign Limited Partner is deemed to be engaged in a U.S. trade or business, such foreign Limited Partner would have to file U.S. tax returns and income or gain which is effectively connected to such trade or business would be subject to United States Federal income tax on a net basis.  Series One expects that it may utilize a Special Purpose Vehicle or an Alternative Investment Vehicle to hold any such investment on behalf of foreign investors and to pay any U.S. taxes thereon; however, no assurance can be given that such structures will eliminate all adverse U.S. income tax consequences for foreign investors, including the requirement to file U.S. income tax returns.

Withholding Taxes.  In general, a foreign Limited Partner of a partnership which does not conduct a U.S. trade or business is nonetheless subject to a withholding tax of thirty percent (30%) on the gross amount of certain U.S. source income which is not effectively connected with a U.S. trade or business.  Income subject to such a flat tax rate is of a fixed or determinable annual or periodic nature, including dividends and certain interest income. Such withholding tax may be reduced or eliminated with respect to certain types of such income under any applicable income tax treaty between the United States and the foreign Limited Partner's country of residence or under the "portfolio interest" rules contained in Section 871 or 881 of the Code, provided that the foreign Limited Partner provides proper certification as to his eligibility for such treatment. Any foreign Limited Partner that is a governmental entity qualifying under Section 892 of the Code may be exempt from the thirty percent (30%) withholding tax.

Foreign Limited Partners generally will be personally liable to Series One with respect to any withholding tax not satisfied out of their share of any distributions by Series One.

United States Real Property Interests.  Any gain or loss of a foreign person that is realized in connection with the (actual or constructive) disposition of a "United States real property interest" (as defined below) (a "USRPI") generally would be treated as gain or loss effectively connected with a trade or business engaged in by the taxpayer in the United States and would be subject to Federal net income tax.  Any gain or loss allocable to a foreign Limited Partner arising from a disposition by Series One of a USRPI would be so taxable. Series One expects that it may utilize a Special Purpose Vehicle or an Alternative Investment Vehicle to hold U.S. real property investments on behalf of foreign investors.

In addition, to the extent attributable to USRPIs owned by Series One, the amount realized on a sale or exchange by a foreign Limited Partner of its Series One Interest would be treated as received in exchange for a USRPI.  Gain or loss to the extent so attributable therefore would be subject to Federal net income tax and the gross proceeds from such sale or exchange may become subject to a ten percent (10%) withholding tax.

"United States real property interest" generally means an ownership interest in real property located in the United States or the Virgin Islands and any equity interest in certain domestic corporations or partnerships that hold real property interests, but would not include a mortgage loan unless it provided for contingent interest payments based upon the income from or value of the real property securing such loan.

U.S. Tax Returns.  Series One will file a U.S. partnership income tax return reflecting all of the income of Series One and identifying each of its Partners.  However, a foreign Limited Partner will be obligated to pay U.S. Federal income tax only as described above in "U.S. Trade or Business," "Withholding Taxes," or "United States Real Property Interests."

Other Potential Taxes

Prospective investors that are foreign corporations should also be aware that the thirty percent (30%) U.S. "branch-profits tax' and "branch-level tax" imposed by Section 884 of the Code would apply to an investment in Series One by a corporate foreign Limited Partner, although the tax rate may be reduced or the tax eliminated entirely for residents of certain countries with tax treaties with the United States.

Limited Partnership Interests owned or treated as owned by a foreign individual at the date of death may be included in such individual's estate for United States Federal estate tax purposes, unless an applicable estate tax treaty provides otherwise. 

Tax Audits and Related Matters

In the event that tax returns of Series One are audited by the Service, the General Partner generally would control the conduct of such tax audit in its capacity as "tax matters partner," which would include the decision as to whether to extend the statute of limitations of Series One and the Partners with respect to such returns. If the Service were to successfully assert that any adjustment should be made to the returns of Series One for any taxable year, the Partners generally would be required to amend their own tax returns for such year to reflect that adjustment.

Tax Shelter Reporting Requirements
Under recently issued Regulations, the activities of Series One may include one or more "reportable transactions," requiring Series One and, in certain circumstances, a Partner to file information returns as described below.  In addition, the General Partner and other material advisors to Series One may each be required to maintain for a specified period of time a list containing certain information regarding the "reportable transactions" and Series One’s investors, and the Service could inspect such lists upon request.

A "reportable transaction" of a partnership includes, among others, a transaction that results in a loss claimed under Section 165 of the Code (computed without taking into account offsetting income or gain items, and without regard to limitations on its deductibility) generally of at least Two Million Dollars ($2,000,000) in any one taxable year or an aggregate of at least Four Million Dollars ($4,000,000) over a period of six (6) taxable years (beginning with the taxable year in which the transaction is entered into), unless the transaction has been exempted from reporting by the Service.  Subject to certain exemptions as described below, a partner will be treated as participating in a partnership's "loss transaction," and thus be required to report the transaction, if (i) the partner's allocable share of such a partnership's loss exceeds certain thresholds,* or (ii) the partner is an individual or a trust which is allocated in any one taxable year a loss of at least Fifty Thousand Dollars ($50,000) from a Section 988 transaction.

The Service has published guidance exempting many of Series One's transactions from the reporting requirements, provided that Series One has a "qualifying basis" in the assets underlying the transaction.  An asset with a "qualifying basis" includes, among others, an asset purchased by Series One for cash.  However, even if Series One has a "qualifying basis" in the asset generating the loss, each of the following transactions is still subject to the reporting requirements unless it is marked to market under the Code (e.g., Section 1256 Contract): (i) a transaction involving an asset that is, or was, part of a straddle (other than a mixed straddle), (ii) a transaction involving certain "stripped" instruments, (iii) the disposition of an interest in a pass- through entity, and (iv) a foreign currency transaction which generates an ordinary loss.

The Regulations require Series One to complete and file Form 8886 ("Reportable Transaction Disclosure Statement") with its tax return for each taxable year in which Series One participates in a "reportable transaction." Additionally, each Partner treated as participating in a reportable transaction of Series One is required to file Form 8886 with its tax return.  Series One and any such Partner, respectively, must also submit a copy of the completed form with the Service's Office of Tax Shelter Analysis.  Series One intends to notify the Partners that it believes (based on information available to Series One) are required to report a transaction of Series One, and intends to provide such Partners with any available information needed to complete and submit Form 8886 with respect to Series One's transactions.

Under the above rules, a Partner’s recognition of a loss upon its disposition of an interest in Series One could also constitute a "reportable transaction" for such Partner. Investors should consult with their advisors concerning the application of these reporting obligations to their specific situations.

State and Local Income Tax Aspects

In addition to the Federal income tax consequences described above, prospective investors should consider potential state and local tax consequences of an investment in Series One. State and local laws often differ from Federal income tax laws with respect to the treatment of specific items of income, gain, loss, deduction and credit.  A Partner's distributive share of the taxable income or loss of Series One generally will be required to be included in determining its reportable income for state and local tax purposes in the jurisdiction in which it is a resident.  A partnership in which Series One acquires an interest may conduct business in a jurisdiction which will subject to tax a Limited Partner's share of the partnership's income from that business.  Prospective investors should consult their tax advisors with respect to the availability of a credit for such tax in the jurisdiction in which that Limited Partner is a resident.

Securities Law Matters

The Partnership will not be registered as an investment company under the Company Act, and the General Partner will not be registered as an investment advisor under the Investment Advisers Act of 1940, as amended.  Partnership Interests are only available to persons who are "qualified purchasers" as defined in the Company Act.

The Partnership is offering Interests to prospective investors in reliance upon an exemption from the registration requirements of the Securities Act set forth in Section 4(2) of such Act.  As a result, in order to be able to rely on such exemption, the Partnership will be obtaining from each prospective investor certain representations in connection with a subscription for Interests, including that it is acquiring such Interests for investment and not with a view to resale or distribution and that it is an "accredited investor," as defined in Regulation D of the Securities Act.  Further, each investor must be prepared to bear the economic risk of the investment for an indefinite period, because these Interests can be resold only pursuant to an offering registered under the Securities Act or an exemption from such registration requirement.  It is extremely unlikely that the Interests will ever be registered under the Securities Act and the Partnership and the General Partner have no obligation to register the Interests.

In connection with any acquisition of beneficial ownership by the Partnership of more than five percent (5%) of any class of the equity securities of a company registered under the Securities Exchange Act of 1934, as amended (the "Exchange Act"), the Partnership may be required to make certain filings with the Securities and Exchange Commission.  Generally, these filings require disclosure of the identity and background of the purchasers, the source and amount of funds used to acquire the securities, the purpose of the transaction, the purchaser's interest in the securities, and any contracts, arrangements or undertakings regarding the securities. In certain circumstances, the Partnership may be required to aggregate certain of the Partnership's investments in a given company with the beneficial ownership of that company's securities held by or on behalf of the General Partner and its affiliates, which could require the Partnership, together with such other parties, to make certain disclosure filings or otherwise restrict the Partnership's activities with respect to such company's securities.

If the Partnership, alone or as part of a group acting together for certain purposes, becomes the beneficial owner of more than ten percent (10%) of certain classes of securities of a public company or places a director on the board of directors of such a company, the Partnership may be subject to certain additional reporting requirements and to liability for short-swing profits under Section 16 of the Exchange Act. The Partnership intends to manage its investments so as to avoid the short-swing liability provisions of Section 16 of the Exchange Act.

Employees of the General Partner or other W/F Companies may sit on Boards of Directors of companies in which the Partnership invests.  This may create restrictions on trading by the Partnership and fiduciary obligations to other entities which could affect the performance of the Partnership's investments.

Certain ERISA Considerations: Employee Benefit Plan Regulations

Fiduciaries of employee benefit plans ("ERISA Plans") subject to Title I of ERISA and Section 4975 of the Code should consult their advisors regarding the impact of ERISA and the Code on an investment in the Partnership.  Among other considerations, a fiduciary of a prospective ERISA Plan investor should take into account whether an investment in the Partnership is permitted under the ERISA Plan's governing instruments; the impact of the investment on the overall diversification of the ERISA Plan's assets; the cash flow needs of the ERISA Plan and the effects thereon of the illiquidity of the investment; the fact that the Partnership is expected to consist of a diverse group of investors (including both taxable and tax-exempt entities); the tax effects and risks of the investment described above in Investment Considerations -- Tax Matters; and the fact that, as discussed below, the Partnership is expected to qualify as a venture capital operating company and, therefore, neither the General Partner nor any of its affiliates, representatives, agents or employees will be acting as a fiduciary under ERISA to the ERISA Plan, either with respect to the ERISA Plan's purchase or retention of its investment or with respect to the management, business operations, and assets of the Partnership.

Under a regulation issued by the United States Department of Labor (the "Regulation"), the assets of an ERISA Plan investor in the Partnership will be deemed to include an undivided interest in each of the underlying assets of the Partnership, unless equity participation in the Partnership by benefit plan investors is not significant or the Partnership qualifies as a venture capital operating company.  If the Partnership were deemed to hold plan assets, ERISA's prohibited transaction restrictions and prudence and other fiduciary standards would apply to the investments and operation of the Partnership.

In order to qualify as a venture capital operating company within the meaning of the Regulation, a Series must, on its initial valuation date and during each annual valuation period, have at least fifty percent (50%) of its assets (valued at cost) invested in operating companies with respect to which the Partnership has or obtains direct contractual rights to substantially participate in, or substantially influence the conduct of, the management of the operating company, and must, in the ordinary course of its business, exercise its management rights with respect to one or more of its portfolio investments.  The Regulation defines an "operating company" as a company which is engaged in the production or sale of a product or service other than the investment of capital.

Equity participation in the Partnership by plans may be significant and it is expected, although there can be no assurance, that the Partnership will satisfy the requirements of a venture capital operating company as so defined.

If the Partnership does not satisfy the requirements of a venture capital operating company or another exception under the Regulation, the Partnership's assets would be deemed to include assets of each of the ERISA Plans that have invested in the Partnership and:  (i) the prudence, diversification, exclusive benefit and other requirements of ERISA generally applicable to investments by EPISA Plans would extend to investments made by the Partnership; and (ii) the fiduciary of the ERISA Plan that determined to invest in the Partnership may be liable under ERISA for any losses to the ERISA Plan arising out of investments made by the Partnership that do not conform to the ERISA requirements.  Moreover, the General Partner would be a "fiduciary" (as defined in ERISA) with respect to such plan and would be subject to the obligations and liabilities imposed on fiduciaries by ERISA.

In addition, if the assets of the Partnership should be deemed to be "plan assets": (i) certain transactions that the Partnership might enter into, or may have entered into, in the ordinary course of its business, might constitute non-exempt "prohibited transactions" under Section 406 of ERISA and/or Section 4975 of the Code and might have to be rescinded; and (ii) the payment of Management Fees to the General Partner or its affiliates might be considered to be a non-exempt "prohibited transaction" under Section 406 of ERISA and/or Section 4975 of the Code.  The General Partner, however, believes that ERISA "plan asset" status will not materially inhibit or curtail the anticipated investments, operations or results of the Partnership.  In this regard, the General Partner anticipates that where an exemption is necessary to enable the Partnership to enter into a transaction with a "party-in-interest," appropriate steps would be taken to qualify for the exemption provided by Prohibited Transaction Exemption 84-14 (a class exemption for certain transactions determined by independent qualified professional asset managers).  In addition, if the assets of the Partnership are plan assets, the General Partner reserves the right to take such further steps as may be necessary to comply with ERISA.

WHETHER OR NOT THE UNDERLYING ASSETS OF THE PARTNERSHIP ARE DEEMED PLAN ASSETS UNDER THE REGULATION, AN INVESTMENT IN THE PARTNERSHIP BY AN ERISA PLAN IS SUBJECT TO ERISA AND THE CODE. ACCORDINGLY, FIDUCIARIES OF SUCH PLANS SHOULD CONSULT WITH THEIR OWN COUNSEL AS TO THE CONSEQUENCES UNDER ERISA OR THE CODE OF AN INVESTMENT IN THE PARTNERSHIP.

Certain prospective ERISA Plan investors may currently maintain relationships with the General Partner or other entities which are affiliated with the General Partner. Each of the General Partner and other entities which are affiliated with the General Partner may be deemed a "party-in-interest" with respect to and/or a fiduciary of such plans if any of such entities provides investment management, investment advisory or other services to them.  ERISA prohibits plan assets from being used for the benefit of a party-in-interest and also prohibits a fiduciary from using its position to cause the plan to make an investment from which it or certain third parties in which such fiduciary has an interest would receive a fee or other consideration.  In this circumstance, ERISA Plan investors should consult with counsel to determine if participation in the Partnership is a transaction which is prohibited by ERISA or the Code.  Under certain circumstances, fiduciaries of ERISA Plans will be required to represent that its purchase and holding of an investment in the Partnership will not result in a non-exempt prohibited transaction under ERISA and the Code.

THE FOREGOING SUMMARY OF CERTAIN ASPECTS OF ERISA IS BASED UPON ERISA, JUDICIAL DECISIONS, DEPARTMENT OF LABOR REGULATIONS AND RULINGS IN EXISTENCE ON THE DATE HEREOF. THIS SUMMARY IS GENERAL IN NATURE AND DOES NOT ADDRESS EVERY ERISA ISSUE THAT MAY BE APPLICABLE TO THE PARTNERSHIP OR A PARTICULAR INVESTOR. ACCORDINGLY, EACH PROSPECTIVE LIMITED PARTNER SHOULD CONSULT WITH ITS OWN COUNSEL IN ORDER TO UNDERSTAND THE ERISA ISSUES AFFECTING THE PARTNERSHIP AND THE INVESTOR.

EXHIBIT A

Selected Transaction Examples

ILLUSTRATIONS OF INVESTMENT METHODOLOGY

THE FOLLOWING EXAMPLES, WHICH REFLECT ACTUAL INVESTMENT DECISIONS MADE BY THE W/F COMPANIES IN CONNECTION WITH PREVIOUSLY COMPLETED TRANSACTIONS, DEMONSTRATE THE APPLICATION OF THE W/F COMPANIES’ METHODOLOGY IN DISTRESSED INVESTMENTS, BUT MAY NOT BE TYPICAL OF ITS INVESTMENTS GENERALLY.

PIONEER THEATRES, INC.

Pioneer Theatres, Inc., a former drive-in theater company, was acquired by The W/F Companies in 1980 as part of a buy-out of disputing shareholders.  After many years of showing little or no return, the thirty-six (36) investors forced its founding member into an unwanted sale.  W/F negotiated a leveraged buy-out through bank loans and seller financing with the intention of “flipping” the valuable parcels of land held by the theater company to developers for infill multi-residential development.  After operating the business for several months, it became apparent to W/F that the cash flow could be significantly improved by simply fine-tuning operations, eliminating certain expenses and increasing revenues for the swap meet operations on the company’s properties.  Ultimately, revenues were significantly increased, with most of the increase dropping to the bottom line.  W/F Companies continue to operate Pioneer Theatres more than thirty (30) years later.  The company remains profitable.

CHATEAU PROPERTIES

In the real estate arena, W/F has acquired numerous properties including this 105-unit apartment project in Hollywood, California acquired in 1991 as part of an IRC 1031 exchange.  The highly leveraged transaction positioned W/F to do what it does best:  acquire a one-third (1/3) empty building, renovate, and market it to its current fully leased potential.  Recent offers for the property have been several times the original acquisition cost, which, if accepted, would result in a significant profit to the W/F Companies.

TELEPARENT EDUCATIONAL SYSTEMS, INC.
W/F provided a seven (7) figure convertible debenture for operations, expansion and physical plant to this highly specialized provider of multilingual messaging between school districts, administrators, teachers and students.  With as many as forty-seven (47) languages and dialects spoken in larger districts around the country, timely and effective communications, especially in emergency situations are critical.  W/F’s position was liquidated in 2010 at a significant profit.
*  Under existing legislation, this rate is reduced in stages until calendar year 2006 when the maximum rate will be thirty-five percent (35%).  However, this legislation contains a "sunset" provision that will result in the top rate being restored to thirty-nine point six percent (39.6%) in 2011.





** The maximum individual long-term capital gains tax rate is eighteen percent (18%) for certain property purchased after December 31, 2000 and held for more than five (5) years.


* For non-corporate partners, the thresholds are Two Million Dollars ($2,000,000) in any one taxable year or an aggregate of Four Million Dollars ($4,000,000) over the six-year period described above, and for corporate partners, the thresholds are Ten Million Dollars ($10,000,000) in any one taxable year or Twenty Million Dollars ($20,000,000) over the six-year period described above.





