
DIVBS'DIBIft' OBiJBCTIVB AIID POLICIBS

Th. inv••tm.nt obj.ctiv. of each Fund i. to pro­
vide current incoae and capital appreciation by inv••tinq
priJlarily in privat.ly .tructured, friendly IAv.raqad
Tran.action.. Each Fund intancl. to achieve this objective
by inv••ting in .ubordinated debt and/or preferred .tock
and r.latad .quity ••curiti.. i ••ued in conjunction vith
the "..zzanin. financing" of Lev.raged Tran.action.. Th.
Fund. ..y al.o inv••t in .enior debt .ecuritie. i ••uad in
conn.ction with the _zzanin. fiDanc:inq of .uch IAv.raq.d
Tranaaction.. Inv••tment. in .ubordinated debt and/or
pref.rred .tock and related equity ••curitie. i ••ued in
conjunction vith the "m.zzanin. financinq" of Lav.raqed
Tran.action. are referred to h.rein as "M.zzanine Inve.t­
m.nt.". !Av.raqad Tran.action...y involve u.s. or non­
U.S. bu.in••••• or may includ. tran.action. involvinq
bu.in••••• which may have .iqnificant for.iqn operation••
Th. Fund...y al.o inve.t in debt or equity (without
r.lated debt) .ecuritie. i ••ued in conn.ction with c.rtain
other type. of acqui.ition. and corporat. tran.action••
Th••• inv••taant. are ref.rred to in the Pro.pectus as
"oth.r Inv••tm.nt." and are di.cus••d below und.r
"Inve.tment Objective and Polici•• -- Oth.r Inv••tment.".
Th. Fund. aay al.o provide int.rill financing ("Bridg.
Inve.tment.") for c.rtain Portfolio Co_panie. a. d..crib.d
b.low und.r "Inve.tm.nt objective and Polici•• -- Bridqe
Inv••tJa.nt." and, pendinq application of tunds, may make
Taaporary Inv••tment., a. d••cribec:l below. M.zzanin.
Inv••tIlent., Oth.r Inv••taant., Bridg. Inv••tIlents and
r.latad Follow On Inv••taents (_ "ongoing Manag~t

Support: Follow On Inv••taant." below) are collectively
referred to herein a. "Inhancacl Yield Inve.t1Iants". At
lea.t 90' of each Fund'. Available capital (other than
that inve.tad in Taaporary and Bridg. Inve.tment.) vill b.
inv••tad in Nazzanin. Inv••taent.. No aore than 10' of
each Fund'. Availabl. capital will b. inv••tad in oth.r
Inv••taent.. The Funds vill only inve.t in friendly
tranaactiona in that neither Fund will provide financing
tor acqui.itiona oppo••d by the board at director. of the
coapany to b. bought out, acquired or recapitaliZed. The
inve.bent objective of the Fund. aay be changacl only vith
the con••nt of a majority in intere.t of the Lillitad
Partn.r•.
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A Pund's expected portfolio turnover rate for
Taiaporary Investaants is 8-12 tillas per year, dePendinq on
the interest rate environaant and the flow of Enhanced
Yield Invest.ant opportunities. It is not possible to
deteraine the portfolio turnover rate for Enhanced Yield
Investments. Due to the nature of such investments,
Equitable capital does not expect a significant portfolio
turnover rate, and in any event, expects it to be l ••s
than 50t.

'1'here i. no aaauraDCe tbat the inv_bMmt
objac::tive of the PuDdII vill be a1:taiDed.

The investment objective, policies and·restric­
tions of the Funds are identical except that the Enhanced
Yield Retir...nt Fund II may not borrow in order to fund
or refinance its portfolio investa.nts. This restriction
has been imposed on the Enhanced Yield Retir..ent Fund II,
primarily to avoid the possibility that Tax-Exempt Inves­
tors may receive .aterial aaounts of unrelated bu.ine.s
taxable income because of any borrowinqs made to fund the
acquisition of investments. In all other re.pects, the
Funds are intended to oPerate in a parallel manner.

ltazzanin. Inv_bMmts

Mezzanine Investaents represent investments in
Leveraqed Transactions. The aaount of leveraqe employed
in a leveraqed transaction dePends upon the nature of the
business acquired and the confidence of investors in the
caapany's ability to qenerate SUfficient cash to .eet debt
service obliqations in a ~illaly faabion. Equi~able Capi­
tal ha., for exaaple, participated in Leveraqed Transac­
tions in which the debt to equity ratio of an acquired
company imaediately atter consu..ation of the transaction
was as lov as 3:1 or a. hiqh as 20:1. Aa a re.ult of the
substantial leveraqe employed, the equity portion of each
investaent offers potential for significant appreciation
over tilla as debt is repaid, althouqh the risJal associated
with the investment may be significant if the business or
prosPects of the acquired company decline after the acqui­
sition.

A leveraqed acquisition is the acquisition of an
existinq business by a corporation or partnership formed
for that purpo.e and funded with capital provided primar­
ily by public or institutional investors. Leveraqed ac­
quisitions involve securiti.s similar to those issued in
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oth.r type. ot Lev.raqec:l Tranaaction., the proceed. of the
••1. ot which .r. u.ed to purcha.. identitiec:l ••••t. or
bu.in...... Lev.raqed r.capitaliz.tions are also a sourc.
ot M.zzanin. Inv.stments tor th. Funds. A l.v.raqed r.­
capitaliz.tion typically involv.s the issu.nc. ot debt
s.curiti•• by a coapany to financ. the purchas. ot all or
a substanti.l portion ot the cOllPany's ccmaon .quity trom
its sharehold.rs. Th. incr••sed l.v.r.q...y be aploy.d
as a d.t.nsiv. strategy .q.inst unwanted tak.ov.rs or to
provide liquidity for existinq sharehold.rs. . This type of
trans.ction does not n.c••••rily involve • m.rq.r or
acquisition.

M.zz.nin. Inv••tm.nt. will con.ist princip.lly
ot .ubordin.t.d debt and, to so_ ext.nt, pr.t.rred .tock,
combin.d in mo.t instanc•• with • continqent int.r.st com­
pon.nt or .n .quity particip.tion (.n "equity kick.r")
ott.rinq the pot.ntial for c.pit.l appr.ci.tion. An

~ equity particip.tion m.y take the fona of cem-on stock,
conv.rtibl. pr.t.rr.d .tockor oth.r s.curiti.s ex.r­
cisable tor or convertible into ccmaon equity, includinq
options and w.rr.nts. In c.rtain instanc.s a M.zz.nin.
Inv••tment may .1.0 includ. • senior debt coapon.nt.
Typic.lly, m.zzanine debt will be two to tour tiaes the
l.v.raqed company'. equity. Buy.rs ot ••zzanin. debt
typic.lly would h.ve the riqht to purch.s. a substantial
portion of the l.v.r.q.d coapany's .quity (froa 5t to
sot). M.zz.nin. Inv••tm.nt....y, bow.v.r, also includ.
Lev.raqed Tr.ns.ctions without .quity. Lev.r.qed Tr.ns­
actions without .quity are trans.ctions ordinarily involv­
inq the purchas. of biqh yi.ld subordinated debt, eith.r
dir.ctly froa the i ••uer or on the private ••condary
market.

In .ddition, to tacilitat. the .cquisition ot •
~' M.zzanin. Inv••taent ••ch Fund ..y purchas. s.nior debt or

.enior subordin.ted debt. which Equitabl. Capital does not
int.end vill be h.ld by such Fund as part ot a Penan.nt
M.zzanin. Inv.st.1lent.. N.ith.r Fund _y purchas. s.nior
debt. or senior subordinat.d debt. that is not. a coapon.nt
ot a ••zzanin. Inv••tm.nt it such purchas. would caus.
more than 15' of .uch Fund's Availabl. Capit.al to be
inv.st.ed in such senior debt or aor. than 15' ot such
Fund's Availabl. Capital to be inv.sted in such senior
.ubordin.ted debt.. An inv••tment in .enior debt or .enior
subordinat.d debt by a Fund will tend both to low.r the
risk of sucb Fund's overall portfolio and to low.r such
Fund'. rat.urn to inve.tors.
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A8 • gen.r.l matt.r, Equitabl. Capit.l looka to
the followinq f.ctor. in w.ighing wh.th.r to IIake • M.z­
z.nin. Inv••taent: (J.) wh.th.r the propo.ed inv••taent
will b. in • co.pany with .xperienc.d, dedicated .enior
man.g.r. who are willing to ca.ait th.ir own c.pital to
purch••••quity; (.11) wh.th.r • ProPO.ed inv••t:aent is in
a COliPanY with ••ub.tanti.l and .Ullt.inabl. rev.nu. ba•• ,
a hi.tory of profitability, and a .tronq ••••t ba•• or •
r ...onabl. expect.tion of .trong cash flow r ••ulting from
eith.r ••ecur. nich. in ita market or anoth.r identi­
fiabl. cOlIP8titiv••dvant.g.; and (JJJ.) wh.th.r the pro­
po.ed purcha•• pric. is generally in lin. with indu.try
and mark.t .v.r.g... A pr_iu. pric. may b. p.id in .n
exc.ption.l ca.. wh.r. .11 oth.r inv••ta.nt crit.ri. .r.
m.t and the comp.ny demon.tr.t.. .xtr.ordin.ry str.ngth in
manag..ent and outstanding busine•• char.cteristics.

other Inv_t.ents

Each of the Fund. may inv••t up to lot of it.
Av.ilabl. C.pital in debt or .quity ••curiti.. i ••ued
oth.r th.n in the cont.xt of • Lev.r.ged Tr.n••ction,
inclUding inv••ta.nt. in financi.lly-troubled ca-pani••
und.rgoing workout., r.capit.liz.tions or r ••tructuring.,
debt .nd .quity ••curitie. of highly l.v.r.ged coapani.s,
and equity ••curiti•• (Without r.l.ted debt). Inv••ta.nts
in compani.. experiencing fin.nci.l or oper.tinq difficul­
tie. may be in companies undergoing re.tructurinq or
workout. or in bankruptcy proceedinq. which are b.lieved
by Equitable capital to have attractiv. pro.pect. for
recovery or in coapanie. that have experienced JIOre
moderate difficulties and who.. prospect. are .xpected by
Equitable capital to improve ("tum .round .ituation.").
Debt securiti_ of financi.lly-troubled coapani•• typical­
ly .ell .t .ub.tanti.l di.count. fraa face v.lu.. The
securities purcha.ed •• part of an oth.r Inv_taent
typically will be rated below inve.taent grad., and, more
frequently, not rated at all and, along with equity
securities of .uch companie., will have .ignificant
.peculative characteristic.. Equitable capital believes
that, if rated, the lowest rating that would be a••igned
to such unrated Other Inve.taent. would be B, by standard
, Poor's and Moody's. The characteri.tics of such r.tings
are .et forth in ApPendix I.
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T-.parary ~1:11

Pendinq inv••taent in Enhanced yi.ld Inv••t­
m.nt., .ach Fund will inv••t i1:ll available fund. in u.s.
Tr.a.ury s.curiti•• and/or c.rtificat.. of d.po.it with
maturiti.. of 1... than on. year. Teaporary inv••ta.nts
may al.o includ. ca.aercial paper (rated or unrat.d),
r.purcba•• aqr....nt. and oth.r .hort-t.r.a ••curiti•••
Equitabl. Capital beli.v•• that, if rated, the low••t
ratinq that would b. a••igned by Standard , Poor'. or
Moody'. to .uch unrated Teaporary Inv••t:a.nt. would b. A.
Th. charact.ri.tic. of .uch rat1DcJ. are ••t forth in
Appendix I. Teaporary Invu~t. conatitutinq ca.h, ca.h
equivalent., ••curiti.. i ••ued or guarant.ed by the u. s.
Tr.a.ury or u.s. gov.rna.nt aq.nci•• and high quality debt
s.curiti•• with maturiti•• of 1••• than on. y.ar at th.
ti.. of inv••ta.nt will qualify for d.t.r.aininq wh.th.r a
Fund has 70' of it. as••t. inv••ted in Manaq.d Compani••
or in qualifi.d Temporary Inv••t:a.nts for purpo... of the
busin... d.velopm.nt company provi.ion. of the Inv.stm.nt
Company Act. S.. "Managed Company Tran.actions" and
"R.gulation" b.low.

Each Fund .xp.ct. that .ub.tantially all of it.
available fund. will b. inv••ted in Enhanc.d Yi.ld Inv••t­
menta by the .nd of such Fund'. thr.. y.ar Inv••tm.nt
P.riod ref.rr.d to b.low and muat bav. inv••t.d or
co..itt.d for inv••tm.nt 65' of it. a•••t. in Enhanced
Yi.ld Inv••tm.nt. by the .nd of the two-y.ar p.riod
beqinning on the date of the Pro.pectu.. How.v.r,
d.p.nding on opportuniti•• for inva.ta.nt, a .ignificant
portion of each Fund's capital ..y b. inv••ted in
T_porary Inv••tIlent. durinq .uch inv••tIlent Period.

Additional CODIIiderationa

Certain M.zzanin. and oth.r Inv••taent. may
includ. invut1lent. in z.ro coupon or oth.r debt obliga­
tion. bavinq an oriqinal i ••u. di.count. Th. rec.ipt of
all or a portion of int.r••t incoae on .uch obliqation. is
d.f.rred, often until maturity. In c.rtain oth.r instan­
c•• , M.zzanin. and Oth.r Inv••t.laent...y includ••ecuri­
tie. that Pay int.r••t or dividends in kind, 1.•. , in
s.curiti•• , for an initial p.riod of ttae. Th. Fund. may
al.o purcha.. T..porary Inv••taant. havinq an oriqinal
is.u. di.count. To the ext.nt the Funds inv••t in s.curi­
ti•• with oriqinal is.u. di.count or that pay int.r••t or
divid.nd. in kind, curr.nt distributions will b. 1••• than
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the to1:al taxable inccae accnine; on the Fund.' inve.t­
ment••

If1mMr of Inv~u

At lea.t 90' of eaCb Fund'. Available capital
(other than capital inve.ted in Bridge Inve.tllent. and
Teaporary Inve.taent., a. described below) will be in­
ve.ted in Hezzanine Inve.taenu. No IIOre than 10' of each
Fund'. Available capital aay be inve.ted in other Inve.t­
ment.. Each Fund will be liaited in the aaount of Avail­
able capital it _y inve.t in Hezzanine Inve.tllent. or
Bridge Inve.taenta in anyone Portfolio Coapany. General­
ly, each Fund may not inve.t more than 10' of it. Avail­
able capital in Hezzanine Inve.tllents or 20' of it. Avail­
able Capital in Bridge Inve.tment. (or Mezzanine Inve.t­
.ents taken together with Bridge Investaent.) in a .ingle
Portfolio CCDlpany. However, with the approval of the

,-,,' Independent General Partners, a Fund aay make Mezzanine
Inve.tment. in up to two Portfolio cc.panie., utilizing,
in each ca.e, up to 20' of it. Available capital, and a
Fund may make Bridge Inve.tllent. (or Mezzanine Inve.tllents
taken together with Bridge Inve.t.ent.) in one Portfolio
Coapany utilizing up to 25' of it. Available capi1:al.
However, a Funcl uy not inve.t JIOre than 50t of it.
Available capital in Bridge Inve.tJients. The.e require­
ment. will re.ult, if a Fund beco... fully inve.ted in
Mezzanine and Other Inve.tment., in its holding at lea.t
eight such investments. The purpo.e of this requir_ent
i. to mitigate exposure of a Fund's capital in any single
inve.tment.

In addition to Mezzanine Inve.taent. and Other
Inve.taent., each Fund aay Jlake Follow On Inve.tJient. in a
Portfolio ccuapany in which .uch Fund has invested to pro-

,-,,' teet or enhance it. initial inve.taent in a cOJlP&ny. Such
Follow on Inve.tJlent. may be in senior debt, .uJ:)ordinated
debt or equity aecuritie. or a caabination thereof. See
"Invutaent Operation. -- ongoing Manag_ent Support",
belOVe

The Fund. will not provide financing for a
ho.tile tender offer or proxy conte.t or participate in an
offer by third partie. to acquire control of a coapany,
whether by tender offer or direct .01ici1:ation of proxie.,
if the offer i. oppo.ed by the cOII'pany'. board of direc­
tor., regardle•• of whether or not the inve.tllent by the
Fund. would otherwi.e constitute an Enhanced Yield Inve.t-
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.ent. Equitable Capital, a. Inv••t.ant Advi••r, will be
r ••pon.ibl. tor d.t.raining wh.th.r a tran.action i. a
ho.til. on.. Th. Fund. may tinanc. a bid approved by the
board of director. ot a coapany which i. .ubj.ct to a
competing ho.tile bid. Th. Funda' inability to tinanc.
ho.tile tran.actions, wbile avoiding ri.ks incid.nt to
such tran.actions, may prevent thea traa inv.sting in
securities wbich would oth.rwi.e be suitable inv••ta.nts.

Pending inv••t1Ient in Enhanced Yield Inv••t-
••nts, the Funds will inv••t th. proc.eds ot thi. ottering
and, in th. ca•• ot the Enhanced Yi.ld Fund II, th. pro­
c.eds ot any borrowing, in TaIIpOrary Inve.tment.. The
Funds will al.o inv.st in T.-porary Inv.staentsany
amounts rec.iv.d with respect to it. porttolio ••curitie.,
including any distribution by a Porttolio company with
respect to sucb Enhanced Yield Inve.ta.nt or the proceed.
ot any liquidation or sale ot such Enhanced Yi.ld Inve.t­
.ent betore the paYment ot expense. and te•• , r.investment
in Enhanced Yield Investments or distribution to the Part­
ners, as the case may be.

Th. Fund.' Enhanced Yi.ld Inv••ta.nt. generally
wi11 be unrated ••curiti... Such ••curiti•• would, how­
ever, it rated, b. clas.iti.d as .peculativ. s.curities
which gen.rally would b. ot the type rat.d B. S•• App.n­
dix I tor a description ot ratings by certain major rating
agencie••

Approval of Inv_~ts

The Fund. will inv••t in M•••anine and Oth.r
Inv••tments in Porttolio Ca.pani.. consi.ting ot Managed
Companies and Non-Managed COlipanie. which either (J.) meet
certain ..Guid.lin.... that have been ••tabli.hed by Equi­
table Capital and have be.n approved by th. Ind.p.ndent
Gen.ral Partn.r., a. aore tUlly d.scribed und.r th. cap­
tions "Managed Coapany Tran.action." and "Non-Managed
Coapany Transactions" belOW, or (.11) are oth.rwi•••peci­
tically approved by the Ind.pend.nt Gen.ral Partn.r••
Th.r. can be no a••urance a. to what proportion ot the
Enhanced Yield Inv.stment. ot eith.r Fund will •••t the
Guidelin.s.

Th. Fund. will only inv••t in tran.action.
r.co_ended by Equitable Capital. S•• "Contlicts ot
Inter••t". In addition, an Enhanced Yi.ld Inv.sta.nt .u.t
be in a Managed Coapany unles., at the tia. the inve.tment
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i ...de, a~ lea.~ 10t of the a...~. of the Fund purcha.inq
such inve.taen~ i. inve.~ed in Manaqed Coapanie. and cer­
tain qualified Te-.porary Inve.taant.. See ·Requla~ion·.

,.
Provided Equi~able Capital arranqe. a Fund'.

Mezzanine and Other Inve.taent. within the par..eter. of
the Guideline. and certifies ~o tha~ effect, and the
IndePendent caneral Partners de~eraine tha~ the inve.taent
...~. the applicable Guidelin.., the inve.taen~ will be
eliqible for inve.taant by .uch Fund· to the axten~ i~ has
available funds .ufficien~ ~o .aka the inve.taan~.

Equitable Capital will .ub.i~ ~o the Independent caneral
Partner. of a Fund, in connection with any certifica~ion

that an inve.tment .eet. the Guideline., such SUJlll&ry of
the te~. of the investaent and deacription of the Port­
folio Company as is necessary ~o enable the Independent
General Partners to review whether the propo.ed inve.tllen~

co~lie. with the Guideline.. The Independen~ General
Partner. will u.e their be.t etforts to de~eraine whether
the propo.ed inve.taent co.plie. with the Guideline.
within 24 hour. ot receipt of the information from Equi­
table Capi~al.

The Fund. .ay al.o inve.~ in Mezzanine and Other
Investaen~. which do no~ .ee~ the Guideline.. Any Mezza­
nine or Other Investment which doe. no~ contora to the
applicable Guideline••u.~ be approved by a ..jori~y ot
the Independen~ General Partner.. Before any .uch inve.t­
.en~ m.y be ..de, Equi~able Capital .u.~ .ubai~ to the
Independent General Partner. a de.crip~ion ot the Portfo­
lio Coapany Cincludinq tinancial .u~_nu and bioqra­
phie. ot any key ....r. ot the coapany'. a&nag..ent),
annual projection. tor the Porttolio co~ny tor the suc­
ceeding tive year., the principal propo.ed teras ot the
reco_ended inve.taent and projections indica~ing anti­
cipated year-by-year return. on the deb~ portion ot the
inve.t.aent, the expected current yield and projected ~o~al

return on the investaan~. The Independent General Part­
ner. will use their ba.t etfort. to approve or di.approve
the propo.ed inve.taen~ within 24 hours ot receipt ot the
inforaation. In order ~o approve a proPO.ed inve.taent
which doe. no~ ..e~ the Guideline. the IndePenden~ General
Partner. ot a Fund .us~ deteraine tha~ the inve.taent i.
appropria~e tor such Fund in ligb~ ot i~. objective and
policie.. In addi~ion, in approving a partiCUlar inve.t­
ment tha~ doe. not ...t the Guideline., the IndePendent
General Partner. would be required to de~eraine that
CA) the teras ot the transaction, includinq con.ideration
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to be paid, are r ...onable and fair to the Liaited Part­
ner. of .uch Fund and do ~ot involve overreachinq of .uch
Fund or .uch Partner. on the part of any per.on concemed
and (~) the proPO.ed tranaaction i. con.i.tent with the
intere.t. of .uch Liaited Partnen and i. conai.tent with
the inve.aent objective and POlicie. of .uch Fund a.
recited in filinq...de by .uch Fund under the Securities
Act, it. reqi.tration .tat...nt and reports filed under
the Securities EXchanqe Act of 1934 and it. report. to it.
Partner••

At the closinq of each Enhanced Yield Inve.t­
ment, Equitable Capital will be required to certify that
no material adverse chanqe has been made in the ..terial
terms of such inve.tment from the term. approved by the
Independent General Partners.

IlaDaqecl Ca.pany Tran8actiona

Manaqed companies with re.pect to a Fund are
Portfolio Coapanie. to which .uch Fund offer. to provide
and, if accepted, provide••iCJllificant Jaanaqerial a••i.­
tance after the con.umaation of the acqui.ition. Such
manaq..ent assistance may be provided by a • .-ber of the
group inve.tinq in the Portfolio Company and may include
assistinq the Portfolio Company in recruitinq capable
director. or key ..naq..ent per.onnel, a••i.tinq a Port­
folio Company in e.tabli.hinq workinq relationship. with
profe••ional advisers, such a. inve.taent banker., ca-aer­
cial bankers, accountants and lawyer., a••iCJllinq Equitable
Capital per.onnel with financial or aanaq..-nt expertise
to work clo.ely with a Portfolio Ccmpany on an onqoinq
ba.is or to .erve a. a director of a Portfolio Ca.pany and
providinq periodic con.ultationa and advice to the direc­
tors or manaqeaent of a Portfolio Co~y relatinq to
particular busine•• decisions or POlicie.. Such a••i.­
tance ..y al.o be provided throuqh riqhta exerci.ed on
behalf of Equitable Affiliate. with inve.t.ant. in the
Portfolio Coapany to participate in the manaq...nt or con­
trol of a Portfolio Co.pany, .uch a. a riqht to de.iCJllate
a JleJlber of such cOllpany's board of directon. If a Fund
exerci... a controllinq influence over the aanaq..-nt or
policies of a Portfolio Co~ny either by it••lf or a.
part of a qroup actinq toqether, .uch Portfolio Coapany
will qualify a. a Manaqed Company with re.pect to .uch
Fund. The Fund. do not, •• a qeneral matter, intend to
seek control of, or exercise a controllinq influence over,
Portfolio Companie.. An Enhanced Yield Inve.taent .u.t be
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in • ManaCJed Coapany unl••• , .~ the tt.. of .uch inv••~­
ment, .~ l •••~ 70' of ••••t. of the Fund purch••inCJ .uch
inv••taent i. inv••ted in ManaCJed cmapani.. or in c.rt.in
qu.lified Tapor.ry Inv••taen~••

Th. Guid.lin.. h.v. been d••ign.d b•••d on the
curr.n~ and ov.r.ll r.turn. hi.~orically .0uCJh~ by Equi­
table capi~.l in .rranginCJ .nd purch••inCJ inv••ta.nt.
s1llil.r to ••zz.nin••nd Oth.r Inv••taent.. How.v.r,
th••• Guid.lin•• may not .lvay. be r ••ponsiv. to .11 mar­
k.t chanCJ... To th.t end, the Gen.r.l P.rtn.r. of ••ch
Fund may froa t1lle to till. reev.luat••nd aoc:lify Guide­
lin•• for ••zzanin••nd Oth.r Inv••ta.nu, bu~ only upon
the .ffiraativ. vote of • majority of th. Ind.p.ndent
G.n.r.l P.rtn.r.. In .ddition, .ny .oc:lific.tion of the
Guid.lin•• will r.quir••n .-.ndaent to the .xemptive
ord.r r.l.tinCJ CJ.n.r.lly to "coinv••ta.nt." for vhich .n
applic.tion h•• been ••de by the Fund. to the SEC. Se.
"R.gul.tion".

Th.r. c.n b. no as.ur.nc. of the nuaber or pro­
portion of Enh.nced Yi.ld Inv••tJIan~. vhich vill •••t the
Guid.lin... Furth.rmor., the Guid.lin•••r. b••ed upon
proj.~.d r.turn••nd there c.n b. no •••ur.nc. the Fund.'
inv••taen~. vill .chieve the re.ults s.t forth in the
Guid.lin•••

Th. Guid.lin•• for e.ch Fund .re •• follows:

1. Parallel Inve.tJllent.: If on. or .or. Equit­
able Affiliat.. inv••t. in .ecuritie. of • Portfolio
ca.pany in vhich • Fund .1.0 inv••t., •• i. exp.cted
to occur vith ao.~ Enh.nced Yi.ld Inv••ta.n~.,
(A) .ach .uch Fund vill hold ••curi~i•• of .v.ry
cla.. i ••ued by the Portfolio Coapany to be .cquired
by .uch Equi~able Affili.~., (Ill the r.tio of the
.-oun~ or nuaber of ••curiti.. of ••ch cl... .cquired
by .uch Bquitabl. Affili.~. to the UIOunt or nUllber
of .11 .ecuriti.. in .uch cl..... .cquired by .uch
Bquitabl. Affili.te .h.ll .qual the r.tio· of the
.-oun~ or nuaber of ••curiti.. of ••ch .uch cl... of
aacuriti.. .cquired by ••ch .uch Fund to the _oun~

or nuaber of ••curiti.. of .11 .uch cl..... .cquir.d
by ••ch .uch Fund, .nd. (.si.) the t.nua of such pur-
ch•••• vill be identic.l in .11 ..~.ri.l r ••~.,
exc.pt th.t Equitable Affiliat.. may purch... loan
ParticiPation. r.pr•••n~inCJ int.r••t. in .enior bank
debt of • Portfolio Coap.ny ind.Pend.nt of .ny in-
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ve.taant in .uch coapany by the Fund. Equitable
Affili.te. ..y not, however, purcha.e loan particip.­
tiona th.t repre.ent .ore than 15' of the .CJC)req.te
aJIOunt of any cl••• of .enior debt i ••ued by • Port­
folio Coapany unl... each .uch Fund al.o inve.~.

proportionally in .uch participation••

2. All-1n-Y1.1d: Intere.t or dividend incoae
on a M.zzanine or other Inve.t.1Ient together with
proceeda projected to be venerated upon. the .al. of
any equity coaponent thereof, IlU8t provide • projec­
ted all-in-yield wbich i ••t l_t 750 ba.i. point.
in .xc... of the Merrill Lynch High Yi.ld ...ter
Index at. th. t.i_ of co_it:aent. for .uch inv••b.nt.
(excludinq any s.nior debt. or any senior .ubordinat.ed
debt. purcha••d in conn.ction with such inv••b.nt. but.
which Equit.abl. Capit.al doe. not. expect will b. a
permanent. inv••tment. for .uch Fund ("Excluded S.nior
Debt."». For the purpo••• of the Guidelin•• , projec­
t.ed "all-in-yi.ld" mean. t.ot.al projected incom. and
capit.al qains t.o b. r.ceived by a Fund froa all debt.
and any equit.y coapon.nt.. of a M.zzanin. or Oth.r
Inve.bent., a. the ca.e _y be. The Merrill Lynch
Hiqh Yi.ld ...t.er Index ....ur•• th. p.rformanc. of
corporat.. debt in.truaenta rated below 8U by St.an­
dard , Poor's Corporat.ion and Baa by Moody'. Inve.t.­
or. S.rvice, Inc. To qualify for inclu.ion in the
index the s.curiti•• au.t (i) b. in th. fora of
publicly plac.d, non-conv.rtible, fixed rate, do•••­
t.ic corporat.e debt., (..1.1) carry a t.era of mat.urit.y of
at. l ...t one y.ar, (ill) h.ve an avqreqat. out.t.and­
inq principal aJIOUDt. of at. lea.t $10,000,000, and
(J-x) be rated below 8U/Baa by the rat.inq aqencie.
ment.ioned above. Bo~ in default are excluded from
the index. All ••curit.i.. _t.inq the above crit..ria
are included in the ind.x.

3. Y1eld on Debt or PreL.rred stocle: For each
Mezzanin. or Other Inve.t:aent, th. yi.ld on any debt.
portion and/or the dividend rate on pr.f.rr.d .t.ock
(other than preferred stock convertible int.o co_on
stock, which is subject. t.o Guidelin. 4) of an inve.t.­
1Ient (.xcludinq any Excluded Senior Debt) muat in the
aCJC)reqat.. be, at. the t.im. of ca.ait:aent tor such in­
ve.tment., at. l.ast. .qual t.o the lower ot (A) 15' p.r
annum and (~) th. av.raq. coupon on 7-ye.r Tre••ury
Not•• plus 400 ba.i. point., but not 1••• than
9-1/2'. In addit.ion, conv.rtible debt. securit.ie. or
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capital not.s with equity featur.. must yi.ld at
least 100 basis points ov.r 7-year Treasury Not.s.
Any class of Excluded Senior Debt .uat yi.ld, if the
int.r.st rat. is fixed, at least 200 b.sis points
ov.r 7-y.ar Tr.asury Not.. and, if th. int.r.st rat.
is floating, 100 basis points ov.r the rat. at that
tille announced by Th. Chas. Manhattan Bank, N.A. as
its stat.d prill. lending rat••

4. B'qui ty: Bach ....anin. or oth.r Inv.sta.nt
in a Portfolio Ccmpany .Wlt includ. (A) an .quity
coapon.nt in the fora of c..-on stock, warrants or
options to purchas. cc.aon stock, debt s.curiti.s or
pr.f.rred stock conv.rtibl. into ccmaon stoc1t, (~) a
minimua all-in-yi.ld ca.pon.nt or (~) a conting.nt
int.r.st feature. Such .quity coapon.nt or f.atur.,
tog.th.r with int.r.st or divid.nd incoa. pr.scribed
by the Guid.lin.s, shall b. suffici.nt to provide the
all-in-yi.ld sp.cifi.d in Guid.lin. 2 above.

5. ClUb Distribution: Each M••zanin. or Oth.r
Inv.staent must eith.r (A) provide for curr.nt cash
distributions at l.ast .qual to the annual a.ount of

. int.r.st which would be payable if such inv.staent
w.r. inv.sted in 7-y.ar Treasury Not.s at the time of
ccmaitment or (~) provide such curr.nt cash distribu­
tions, if any, r.quired so that all M.zzanin. and
oth.r Inv.stments h.ld by a Fund purchasing such
inv.stment and the proposed inv.sbent would by th.ir
t.ras provide on an aggregat. annual basis curr.nt
caab distributions at l ...t equal to the aaount of
int.r.st incou which would be gen.rated on such
basis by an inv.sta.nt, at the tt.e ot co_itaent for
th. proposed inv.staent, of the aJIOUDt proposed to b.
inv.sted in such inv.staents in 7-year Treasury Not.s
issued at the tille of co.aitaent. A M.zzanin. or
other Inv.staent as to which th.r. has been a ..t.­
rial payaent d.fault which has not been cured will b.
deeaed to be gen.rating no curr.nt cash distributions
for the purpos.s of calculating cOJIPliance with
Guid.lin. 5 (b) •

6. Workout Inv.sbNtIJt.: An Equitabl. Affiliat.
JlUst also inv.st in the s.curiti.. constituting any
Oth.r Inv.sbent which is an inv.s1:llent in the r.­
structuring or workout of a financially troubl.d
cOJIpany.
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7. n1.ting Inve.aent: An Bquitable Affiliate
muat al.o purcha.e an Bnhanced Yield Inve.t:aent
i ••ued by a Portfolio Ccmpany if, at the tiJle of
inve.taent by the PUnd., Equitable Affiliate. owned
more than lot at the aqqreqate principal UIOunt of
outstandinq debt .ecuritie. or more than lOt of the
outstandinq equity .ecuritie. of such Porttolio
COIIpany.

8. ~e~ and Cond1t10lW: The Fund. mu.t pur­
cha.e all Mezzanine and other Inve.t.enta on terms at
lea.t a. tavorable, in all aaterial re.pect., a.
tho.e available to any third party inve.tors or
Equitable Aftiliate••

The Guidelines for Managed Coapanie. are de.igned so that
the Funds will aake inve.taent. co.petitive with returns
achieved on or about the date of thi. Pro.pectu. by in.ti­
tutional and other sub.tantial inve.tors for mezzanine
inve.taents similar to the Fund.' Mezzanine Inve.taents.
In particular, Guidelines 1 and 8 above have been de.igned
to en.ure that the Fund. inve.t on the ._ ter1l8 a. the
Equitable Capital Partner. I PUnda and other Equitable
Affiliate. and that the Fund. are not subject to over­
reachinq on the part of any other party. However, change.
in the leveraged tran.action aarket, general econaaic or
busine•• condition., leqal and regulatory con.traint. on
leveraged tran.action., and ~quitable Capital's coapeti­
tiv. po.ition and relation.hip with .ponsora of leveraged
transaction. may render the Guideline. unrealistic or
inappo.ite. Accordinqly, there can be no a••urance that
Enhanced Yield Inve.taant. meetinq the Guideline. will be
available to Equitable capital and the Funds for inve.t­
ment, nor can there be any a••urance that Enhanced Yield
Inve.taent. .eetinq the Guidelin.. will actually yield the
return••et forth in the Guideline.. 8M "Ri.k and Other
Important Factors -- General Ri.ks of Inve.taent in the
Fund....

HOD-llaDaged ee.pany Tranaactiona

Inve.t.ent. in Non-Manaqed Coapanie. will al.o
be identified by Equitable Capital. A Hon-Manaqed Coapany
i. a Portfolio Coapany to which the PUnds do not offer or
provide .ignificant _naqerial a••i.tance. As bu.ine••
develop.ent coapanie. under the Inve.1:JIent Coapany Act,
neither Fund aay inve.t in Non-Manaqed Coapanie. unle•• ,
at the time of such inve.taent, at lea.t 70t of it. a••ets
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i. inve.ted in MAnaqad coapanie. and certain qualified
Teaporary Inve.taent••

All the Guideline. applicable to Manaqed Coa­
panie. al.o will be applicable to inve.taent. in Hon­
Manaqed Coapanie.. In addition, the followinq Guideline.
will al.o apply to Hon-Manaqed co.panie.:

1. Inv••'bIent Otmer.bJ.p: The Fund. _y not in
the aqqreqate purcha.e aore than 50' of a Mezzanine
or Other Inve.t.ent i ••ued by a Hon-Manaqed Coapany.

2. Other Inve.tor8: At lea.t 25' of each cla••
of .ecurity con.titutinq part of a Mezzanine or Other
Inve.taant in a Hon-Manaqed Company purchased by a
Fund aust be purchased by one or aore sub.tantial
in.titutional investors which .ay be Equitable
Affiliate••

The.e criteria are de.iqned to provide a aarket
validation aechani.. by requirinq that a large portion of
the .ecuritie. in a Hon-Manaqed Coapany be held by .iq­
nificant in.titutional inve.tors.

Bridge Inv_bleDta

The Funds ..y al.o _0 Bridqe Inve.tJlent. in
Portfolio coapanie.. Bridqe Inve.taent. are interia debt
inve.tJlent., which will qenerally have an expected maturi­
ty of twelve aonth. o~ le•• , in Portfolio coapanie••
Bridqe Inv_taent. _y include .enior debt, .enior .ubor­
dinated debt, incr...iDCJ rate notu, .ubordinated debt,
other typea of debt inatruaent., preferred .tock and
ccmaon equity. The interut rate on Bridge Inve.taent. is
expected to be either fixed or float1nq and ..y be e.cal­
atinq. A Punci will only ~e a Bridqe Inve.1:IIeDt in a
Portfolio Coapany in which it has _de or expect. to aake
a Mezzanine Inve.blent. (The Portfolio c~y i ••uinq a
Bridqe Inve.taent ..y not, however, be under an obliqation
to i ••ue the related Mezzanine Inve.taant to the Fund•• )
Part or all of a Bridqe Inve.taent _y be replaced by a
Mezzanine Inve.blent. However, the Funds _y uke Bridqe
Inve.taent. which are not expected to be refinanced, in
whole or in part, by a Mezzanine Inve.taent. Such a
Bridqe Inve.taent would be in different level. of debt and
equity securities than the related Mezzanine Inve.taent.
It i. anticipated that any portioD of a Bridqe Inve.taent
which is not refinanced by a Mezzanine Inve.taent will be
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r.financecl or purcha.e by UDaffiliatac:l third parti... A
Fund ..y not inv••t aor. than 20' of it. Availabl. Capital
in any Bridq. Inv••t:aant (or .....anin. Inv••taant taken
tog.th.r with a Bridq. Inv••~t) in a .inql. Portfolio
Coapany .xc.pt that, with th. approval of it. Ind.penc:lant
Gen.ral Partn.r., it ..y JIaka one Bridq. Inv••t:aent (or
M.zzanin. Inv••t:aant taJtan togeth.r with a Bridq. Inv••t­
ment) in a .inql. Portfolio Ca.pany utilizinq up to 25. of
it. Availabl. Capital. Pur'therllOre, n.ith.r of th. Fund.
may aalt. any Bridq. Inv••t:aanu that would caua. 50' or
mora of .uch Fund'. Availabl. capital to be inv••ted in
Bridq. Inv••ta.nt••

Equitabl. Capital will .ubait to th. Ind.pendent
Gen.ral Partner. a reco_.ndation with r ••PeCt to .ach
Bridq. Inv••ta.nt. Such r.co-.nc:lation will includ.,
amonq oth.r thinq., an .stimat. of that portion, if any,
of th. Bridq. Inv••tment that Equitabl. capital antici­
pate. will be refinanced by a M.zzanin. Inv••tment includ­
inq an ••tiaate of th. amount, if any, that will b. within
the paraaat.r. of th. Guid.lin.. for Manaq.d Co~anie. and
th. aJIOunt of ti.. it i. anticipated it will taka to
r.finance th. Bridqe Inv••tm.nt with paraanent financinq.

COinv_tamlu

To th. ext.nt .ach Fund has Availabl. Capital to
inv••t, th. Fund. expect to coinv••t with .ach oth.r and
expect to coinv••t in .o.t Enhanced Yi.ld Inv••ta.nt. with
Equitabl. Affiliat•• , subject to· the availability on th.
part of .acb Fund and each Equitabl. Affiliat. of capital
for .uch inv••t:aent., th. inv_~ obj.ctiv•• and poli­
ci•• and th. div.r.ification raquir..-nt. of .uch .ntiti••
and applicabl. l.;al and raqulatory r ••triction.. Equit­
able Affiliat_ includ. the Equitabl. capital partn.r. I
Funds, the Institutional Funda, certain oth.r affiliat••
of Equitabl. capital with a .iailar inv••taant obj.ctiv.
a. the Func:Ia and which ..y be .ponaored or orqanized by
Equitable capital and certain Equitable Capital advi.ory
accounu with an inv••tJI.nt objac1:iv. siailarto that of
the FuncJa (coll.ctiv.ly r.f.rrac:l to h.r.in as the
"Equitabl. Affiliat••"). Ther. can be no a••uranc. that
any of th. Equitabl. Affiliate. will have capital
available to coinv••t with the Fund••

As of S.pt.-b.r 30, 1989, the Enhanced Yi.ld
Fund I, the Enhanc.d Yi.ld R.tir..-nt Fund I and In.titu-
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tional Fund I, re.pectively, had r_ining uninve.tecl
capital of $175,280,735, $88,730,163, and $172,318,793.

Inve.taent. proPO.ecl a. Bnhancecl Yield Inve.t­
..nt. will 'be allocatecl aaong the Funcl. and the Equitable
Affiliate., a. a general .atter, pur.uant to a ratio pro­
portional to the .mount of capital which each .uch entity
has indicatecl is available for inveat.ent in Mezzanine,
Other or Bridge Inve.t.ent., a. the ca.e ..y be. However,
under the partnership Agre_ent, the Puncla together will
bave the right to an aqgregate allocation of at lea.t 25'
of any propo.ecl Enhancecl Yield Inve.taent wbich ...t. the
Fund.' inve.tment objective, POlici.. and restrictions
during the period that the Equitable capital Partner. I
Fund. are' entitlecl to a 25' allocation right to any such
proPO.ed inve.tment (i.A. fro. the date that sucb
Equitable capital Partners I Fund. are 75' invested
througb the date wben sucb Funds beco.e fully invested).
Enhancecl Yield Investments will be allocatecl between the
Fund. ba.ed on the ratio of Available Capital of eacb
Fund. At the ti_ that the Funcla co_ence their
inve.tment activities, Equitable capital expects that each
of the Equitable Capital Partner. I Fund. will be at lea.t
75' inve.tecl and will together bave an aggregate
allocation rigbt to at lea.t 25' of an Enhanced Yield
Inve.tment. With re.pect to proPO.ed Enhanced Yield
Inve.taent. of at lea.t $10 million in .ize, each Fund and
each Equitable Affiliate will be allocatecl a .iniaua
..ount of $1 aillion, and with re.pect to such investments
of le.. than $10 aillion in .ize, none of the Fund. and
Equitable Affiliate. will be requirecl to coinve.t in
a.ount. of le.. than $1 .illion. A Follow On Inve.tment
in a Portfolio coapany in which the Fund. and Equitable
Affiliate. have inve.tecl will be allocatecl according to
the amount that each .uch inve.tor initially inve.ted in
Mezzanine, Bridge or Other Inve.tment. in such Portfolio
coapany.

With re.pect to the Enhanced Yield Funcl II, the
deteraination of Available capital for PurPO." of allocation
of inve.tment. during the fir.t two years of the Inve.tment
Period will be ..de a. if such Fund had borrowecl an ..aunt
equal to 50' of the Net Proceecl8 Available for Inve.taent
(referrecl to under "E.ti_ted U.e of Proceecl." above) and
thereafter will be ..de based on the actual borrowing. or
comaitment. to borrow made by .uch Fund. Thi. ..ount i.
added to the Enhanced Yield Fund II'. Available Capital for
the purpose. of allocation in order to co.pen.ate for the
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fact that the Enhanced Yield Fund II _y only be in a
position to borrow after it bas purchased a portfolio of
Enhanced Yield Investllents wbich can ))e pledqed as security
for such borrowinqs. Because the Enhanced Yield Fund II will
not ))e liaitec:l to ))orrowinq only at the co~c_nt of its
operations, the ratio of Availa))le capital of the Funds will
not be constant. If no such assuaec:l UlOunt were added to the
Enhanced Yield Fund's Availa))le capital, the allocation
fOrJIula would, if .u)).tantial ))orrowinq. occurred, cau.e the
Enhanced Yield Retir-.nt Fund II to beco_ tully invested
well ))efore the Enhanced Yield Pund II.' Thi. re.ult would
defeat the intention ot the Punda to coinvest with each
other. However, to the extent the Enhanced Yield Fund II's
actual leveraqe deviate. from the a••uaption abo¥e, the.
allocation foraula may not result in coinve.taent. for each
Fund'. entire portfolio of Enhanced Yield Inve.taent••

The Independent General Partner. will review
quarterly the nature and extent of coinve.taent ))y each
Fund and Equita))le Aftiliate. to deter.aine whether the
participation or lack of participation ot Equita))le Affil­
iate. i. consi.tent with the allocation for.ula .et forth
a))ove and the intere.ts of the Liaited Partners and doe.
not ·involve overreachinq by any party to the tran.action.

As noted a))ove, su))ject to the availa))ility of
capital, the Funds will coinve.t with each other. Fur­
ther, the Fund. are qenerally expected to coinve.t with
Equita))le Affiliate.. However, if approved by the In­
dependent General Partners, the Fund. _y al.o inve.t
independently of .uch Equita))le Affiliate. due to differ­
inq inve.~t o))jective., the cash position. or diver­
sification requir-.nt. of .uch entities or as the re.ult
of requlatory considerations. Therefore, Follow On
Inve.tllent. _y re.ult in the Funds and Equita))le Affili­
ate. holdinq difterent proportions of securities in Port­
folio Ca.panie.. While each Fund will bave the riqbt to
coinvest in any Follow On Inve.taent proposed to be _de
))y an Bquita))le Affiliate, such Fund ..y not be in a po.i­
tion due, for exa.ple, to a lack of availa))lecapital, to
make .uch an investllent or such inve.taent aiqht not .eet
the Guideline., as applied to Follow On Investaent. or the .
Independent General Partners aiqht not approve .uch in­
ve.t:Ilent. Further, the liquidation of an Enhanced Yield
Inve.tllent by a Fund or an Equita))le Affiliate _y result
in such entities holdinq different proportions of .ecuri­
tie. in a Portfolio Coapany. However, the Fund. will di.­
pose of securities held by each of thea as coinvestaents
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on • proportionate ba.i. and on th••_ t.naa .nd
condition••nd will, unl••• th. Ind.pend.nt G.n.r.l P.rt­
n.r. oth.rwi.. .pprov., di.po_ of .ecuriti.. h.ld by ••ch
of th.. •• coinv••taent. with Equitabl. Affili.t.. on th.
.... b••i.. s.."Inv••taent Oper.tion. -- Liquidating
Inv••tm.nts" b.low.

Th. Fund. will not inv••t in ••curiti.. i ••ued
in lev.r.ged tr.nsaction. .ponsored by .ny .ffili.t. of
Equitabl. C.pit.l, including Donald.on, Lufkin' J.nr.tt.
S.curiti•• C0rPOr.tion ("DLJ"), or purch•••••curiti•• in
tran.action. in which any .uch .ffili.t. is .cting .s •
man.ging or lead und.rwrit.r.

LaveraCJ·

Th. Enhanc.d Yi.ld Fund II (but not th. Enhanced
Yield R.tir••ent Fund II) may borrow an ..ount up to 50t
of the N.t Proc••d. Availabl. for Inv••tment reduced by
the amount of capital r.turn.d to Partn.rs of th. Enh.nc.d
Yi.ld Fund lIon or b.for. th. clo.. of the pr.viou. quar­
ter inord.r to fund or r.financ. a Part of it. Enhanc.d
Yield Inv••ta.nt. or to make Follow On Inv••taant.. S••
"E.timat.d U•• of Proc.ed.". Th. Enhanced Yi.ld Fund II's
Paraitt.d borrowing capacity will be reduc.d by th. prin­
cipal lUlOunt of any obliqation quarant.ed by th. Enhanced
Yi.ld Fund II. If a borrowing i ...d., th. Enhanced Yi.ld
Fund II will either dr.w down princiPal on .uch loan to
tund all or a portion ot ••ch Enhanced Yi.ld Inv••tment it
make. or draw down princip.l on .uch loan att.r makinq
soa. or all of it. inve.tment., th.reby providinq addi­
tion.l c.pit.l for inv••taent during th. Inv••taent P.riod
or for Follow On Inv••tment.. S.. "Di.tri))ution. and
Allocation.". Equitabl. C.pital will not b. r.quired to
s.cur. s.par.t••pprov.l froa th. Ind.Pend.nt Gen.r.l
P.rtn.r. to dr.w down principal on .uch loan.

Such a lo.n may provide for • floatinCJ int.r••t
r.t. (for exaapl., with pri•• or c~rcial r.t••) or
tixed int.r••t r.t. on fund. drawn down and inv••ted in
Enhanced Yi.ld Inv••ta.nt. .nd • .tandby ca.aitment f••
applied to any portion ofth. lendinq ca.aitaent not drawn
down. Th. Enhanced Yi.ld Fund II _y ent.r into inter••t
rate "tloor", "swap" or "cap" aCJr...ent. in conn.ction
with any tloatinq rate ob1iq.tion in ord.r to 1i.it the
Fund's exposure to incr••••• in inter.st rate••

81



Any borrowinqs will be nonr.cours. to the
Laited Partn.rs and are .xpected to be nonr.cours. to the
Gen.ral Partn.rs and will be secured sol.ly by the a•••t.
of the Enhanced Yi.ld Fund II. It is anticipated that
each Enhanced Yi.ld Inv••tllent will be u.ed to secur. th.
financinq of all Enhanced Yi.ld Inv..tllents ("eros. col­
lat.rization"). It is likely that periodic valuation. of
Enhanced Yi.ld Inv••t:aents usecl a. collat.ral for any
borrowinq by the Enhanced Yi.ld Fund II will be requir.d.
Adv.rs. credit dev.lo~t. or poor operatinq perfonaanc.
with r ••pect to Portfolio Ca.pani.. would likely r.quir.
downward adjusblent. to the collateral bas. for .uch bor­
rowinq, which .iqbt reduce the a:aount of borrowinq. avail­
able to the Enhanced Yi.ld Fund II or .iqht caus. .uch
Fund to b. in d.fault und.r the t.r1IS of the borrowinq.
To the ext.nt any borrowinq...d. by th. Enhanced Yi.ld
Fund II are secured by Enhanced Yi.ld Inv••tm.nt. owned by
such Fund, any d.fault by such Fund in r••pect to .uch
borrowinq could r ••ult in such Fund bainq r.quired to
liquidate all or part of it. Enhanced Yi.ld Inv••tm.nts.
Such liquidation ..y not b. at a favorable ti••, under
favorable condition. or in a no~l ..rk.t.

c.rtain l.nd.r. aay require that th.ir loan. b.
r.payabl. a. all or .cae of the Enhanced Yi.ld Fund II's
inv••bI.nt. are liquidated, or that all or a portion of
th. loan b.coa. due b.for. liquidation of a corr••pondinq
portion of th. Enhanced Yi.ld Inv••t.ants. Onl••• other­
wi•• specifically required by lend.r. to th. contrary,
Equitabl. capital will dir.ct r.payaent. of principal at
such tia.. and in .uch aaount. a. in its discr.tion i. in
the b..t int.r••ts of th. Enhanced Yi.ld Fund II. Th.
tiJIinq of loan r.payaents will affect th. uount of ca.h
available for current distribution to th. Partn.rs.
Lend.r...y al.o require r ••erv.., operatinq r ••triction.
or oth.r requir-.tts and ..y liJIit th. ability of Equi­
table capital to control .uch Fund'. inv..blent. or th.ir
r.financinq and ..y liJIit the Enhanced Yield Fund II's
ability to .ak. distribution. to the Partn.r. of the
Enhanced Yi.ld Fund II.

The use of lev.raq. will ..qnify any capital
gain. or 10..... While the "spread" betw.en the current
yi.ld .xpected to be paid for Enhanced Yi.ld Inv.stllent.
and the .xpected co.t of th. loan will augaent the r.turn
of th. Lillited Partn.r. of th. Enhanc.d Yi.ld Fund II, if
th. .pr.ad narrow. (b.cau.. of an incr.a.. in the co.t of
the debt or d.faults in paya.nt to the Fund on it. En-

82



hanced Yi.ld Inv••bent.), di.tributiolW to .uch Liaited
P.rtner. would be .c1v.n.ly .ffectecl. If th••pr••d w.r.
r.v.ned, th. Enhanced Yi.ld Fund II aiVbt be unabl. to
••et it. obliV.tiolW to it. lander, vbich .iVbt then •••k
to c.ua. the Fund to liquidate aa.a or .11 of it. inv••t­
ment.. Ther. can be no •••uranca that the Enhanced Yi.ld
Fund II would r ••liz. full v.lue for ita inv••t.ant. or
r.coup .11 of it. capit.l if ita Bnbancecl Yi.ld Inv••t­
menta w.r. involuntarily liquidated. Und.r th. Inv••tllant
C01lpally Act, di.t:ributiolW to the P.rtner. of the Enhanc.d
Yi.ld Fund II will be prohibited in the .v.nt the r.tio of
the v.lue of the Fund ....t. to the principal UIOUIlt of
.ny borrow!n9••net any third party oblivation. vuar.nt.ed
by the Enh.nc.d Yi.ld Fund II decline. below 2: 1. S.e
"Lav.r.v." .nd "Int.r••t Rat. .net Stock Mark.t Fluctu.­
tion: R.c.nt oav.lopll.nt." under "Ri.k and Oth.r Important
Factor.".

Th.r. can b. no a••uranc. that the Enhanc.d
Yi.ld Fund II will actu.lly borrow. Equitabl. Capit.l may
not be able to arranq. debt financinq on t.raa .cc.ptabl.
to the Enhanced Yi.ld Fund II .nd Equitable capit.l, or
Equitable capit.l aay beli.ve .uch borrowing. .re not in
the Enh.nced Yi.ld Fund II'. be.t int.r••t. If th.
Enhanced Yield Fund II were unabl. to obt.in sucb debt
fin.ncinv, the Enhanced Yi.ld Fund II .iqht not b. able to
.chi.v. •• vre.t • div.nific.tion in Enhanced Yi.ld In-
v••bent. .nd spr••dinq of ri.k. The inability to diver­
sify could incr•••• th. ..n.itivity ot the Enhanced Yi.ld
Fund II to qen.r.l ri.ks •••oci.ted with l.v.raqed acqui­
sition fin.ncinv and th. ri.k to Liaited P.rtn.r••••oci­
ated with .ny on. Enhanced Yi.ld Inv••1:JIent.

The Enhanced Yield Retir-.tt Fund II, wbich may
not l.v.r.ve •••et torth abov., has been organized pri­
marily to .iniaiz. th. ri.k ot the r.c.ipt by Tax-Ex..pt
Inv••tor. of ..teri.l ..aunta of unr.l.ted bu.ine.. t.x­
able inccma r ••ulting trOll .uch lav.r.qe. The Enhanc.d
Yi.ld Ratir..-nt Fund II'. inability to l.v.r.v. will r.­
duce the POtenti.l q.in or 10.. frOll Enhanced Yi.ld In-
v••t.ant. h.ld by it as coap.red to th. potenti.l q.in or
10•• tor such inv••tm.nt. for the Enh.nced Yi.ld Fund II.

Valuation

On • qu.rt.rly b••i. Equitable capit.l will
partora • v.luation of the unliquid.ted ••••t. ot the
Fund. includinq T"POr.ry Inv••b.nt., Mezz.nin. Inv••t-
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ment., Other Inve.taent. and 8ridCJe Invutaent.. V.lu.­
tiona of portfolio .ecuritie. will be ..de throuqh •
v.riety ot ..thod.. For • .curiti_ which .re publicly
tr.ded .nd for which .-rut quotationa .re .v.ilable,
v.lu.tion. will be .et by the clo.inq ••le. or bid price
•• ot the l ••t d.y ot the ti.cal quarter.

Equitable C.pital will v.lue .ecuritie. th.t .re
not tully traded in any liquid public ..rket. pur-uant to
policies .nd procedure••pproved by the IndePendent Gen­
er.l P.rtner••nd .ubj.ct to th.ir .UPervi.ion. The
ab••nc. of • liquid public _rat _y .tt.ct th. ability
of th. Ind.Pend.nt Gen.r.l P.rtner. to .ccurately value
the ••curitie. and the Fund.' ••••t.. Por .ecuritie.
which are in a cl... ot public ••curiti•• but are
r.atrict.d trOll tr.e tradinq (auch a. Rule 144 atock),
valuation will be .et by di.countinq the cloainq sal.s or
bid pric. to retlect the illiquidity cau.ed by .uch re­
strictions.

privat.ly h.ld ••curiti•• will be valued by
Equitabl. capital at tair v.lue pursuant to v.lu.tion
policies approved by the Ind.pendent Gen.ral P.rtn.rs.
Th.r. i. no limitation on the ..ount ot a Fund'. invest­
m.nt. that m.y be made in or ..intain.d in privately-held
s.curitie••

Th. Ind.pend.nt General P.rtn.rs will review the
v.lu.tion polici.. tro. ti.. to ti.. to d.t.rain. their
.ppropriat.n.... Th. Ind.pend.nt Gen.r.l Partn.rs may
al.o hire ind.pendent firaa to review Equitabl. capital' •
..thodoloqy ot valuation or to conduct • valuation.

Inv_t:.ant Op8rationa

Locat1ng Inv••tJlent.

Att.r th. initial Clo.ing, the Funds will beqin
inv..tinq the proc.ed. ot the otferinq, toqether, in the
c••e ot the Enhanced Yield Fund II, with th. proc.ed. ot
any debt tinancinCJ, in Enhanced Yi.ld Inv••taent. id.nti­
tied by Equitable capit.l. Pendinq .uch inv••taent.,
proceed. ot the otterinq will be inv••ted in T.-porary
Inve.taent••
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Equitabl. Capital will s••k and dev.lop inve.t­
m.nt opportuniti•• through s.v.ral chann.ls. Equitabl.
capital has d.v.lop.d relation.hip. with .any spon.or. of
leveraged transaction. and has hi.torically had ace... to
tran.actions in .xc••s of the inv••tm.nt capacity of
Equitabl. Lit. and its affiliat.s. From time to ttae
Equitabl. Capital may .nt.r into aqr....nt. with .ponsors
pursuant to which such sponsors agr•• to provide invest­
••nt opportuniti.s to accounts for which Equitable Capital
provid.s inv••taent advic., including the Fund.. Such
aqr....nt. may provide, aaong oth.r thing., that such
.ponsors shall r.c.iv. a f•• froa any such account,
includinq the Fund., which mak. an inve.ta.nt pur.uant to
an inv••ta.nt opportunity mad. available by .uch spon.or.
Typically, how.v.r, spon.or f••• are paid by the portfolio
co.pany, althouqh, pursuant to agr••••nt. with .pon.or.,
the Fund. may b. required to pay spon.or fe.. in certain
inv••ta.nt. in portfolio compani•• which are otherwi••
attractive opportunities for the Fund.. Ther. are no
standard fe.. in this type of tran.action and,
accordingly, f••• , if any, would b. negotiat.d on a ca••­
by-cas. ba.i.. S.. "Ri.ks and Oth.r Important Factor. -­
Partn.r.hip and Contractual Risks: Relation. with
spon.or. of Lev.raged Transaction.". Equitabl. capital
al.o r.c.iv.. inv••tm.nt opportuniti.. froa inv••tm.nt
banking firas acting a. r.pr•••ntativ•• of companies or
divi.ion. on behalf of th.ir corporate client. and un­
affiliat.d .pon.or. of Lev.raqed Tran.action. and other
l.v.raged acqui.itions. During 1986, 1987, 1988 and
through the third quart.r of 1919, Equitable Capital
r.c.ived proPO.al. cov.ring approximat.ly $12.7 billion,
$35.3 billion, $42.3 billion and $24.4 billion r ••p.ctiv.­
ly, in .ezzenine inve.taents which, in any particular
ca.e, may not have been .uitabl. for the Fund.. Th.r. can
b. no a••urance that Equitable Capital will continue to
have such access to l.v.raged transactions.

Th. Funds int.nd to acquir. a portfolio of
Enhanced Yield'Investm.nt. in bu.in••••• charact.riz.d by
strong aan&g..ent, vi.ible ca.h flow, and a .uperior a.s.t
ba•• or .tronq and identifiable aark.t niche. Th. Funds
will con.ider public coaPanie. in the proc••s of goinq
private and private co~ani.s and n.w compani•• Which w.r.
fOr1D.rly units ot larg.r corporation.. Th.y will not mak.
inv••tm.nt. in new bu.in..... (a. oppo••d to new compani••
formed to op.rat. establi.hed bu.in•••••).
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The Fund. are clo.ed-end funda and intend to
inve.t at lea.t 65' of their a...t. during the twenty-four
montha tro. the ettective date at thia Pro.pectu. and to
inve.t their fund. fully in Enhanced Yield Inve.taent.
during the thirty-.ix aonth. froa the date of the Final
Closing. Any r_ining capital Contribution. in a Fund
that have not been inve.ted or "ccmaitteel for inve.taent"
(,1.....de .ubject to a binding contractual ccmaitaent) in
Enhanced Yield Inve.taent. during the tir.t three years
troa the date at the Pinal Clo.ing (the "Inv••bent
Period"), to the extent not utilized or re.erveel tor
operating expen... or Pollow On 1nv..taant., will be
di.tributed to the Partners of .ucb Pund a. .oon a.
practicable aft.er the Inve.taent Period. However, any net
ottering proceed. inve.t.ed in Bnbanceel Yield Inve.taant.
which are liquidated durinq the Inve.tm.nt Period, to the
extent not utilized or re••rveel tor expen... or for Follow
On Inv••tm.nt., ..y be reinve.teel in Enhanced Yield
Inv••tment. within the period ending on th. lat.er of the
end of the Inve.t.aent Period or the twelve-month period
following such liquidation (th. "Reinve.aent Period").
Any .uch proceecl8 not so reinve.ted or "ca.ait.t~ tor
reinve.tment" (,1... made .ubject to a binding contractual
ca.aitment.), utilized or re.erved will b. di.tributed to
Partn.r. a••oon a. practicable. Equitable capital cannot
e.tiut.. the nUliber ot Enhanced Yield 1nv••taent. that
will be liquidated during the 1nve.taent Period or the
amount ot proceeel. theretrom.that will be reinve.ted.

Further, it att.er the Interi. Inve.taent Period,
le•• than 65' ot a Fund'. a•••t. bas been inve.ted or
ccmaitted for inve.tw.ent in Enhanced Yield 1nve.taent.,
.uch Fund will make a diatribution ot capital to it.
Partner. (or, in the ca.. ot the Enhanced Yield Fund II,
may pay down out.tanding debt) .0 that, aft.er .ucb di.tri­
bution (or r.paYaent), .t leaat 65' of all r_ining
••••t. i. inv..teel or coaait.t.ec:l for inve.taent in Enhanced
Yield 1nv..benta. Such return ot capital or any
uninveat.ecl proceed. will be .ubject to decluction tor all
of the coaai••iona, fee. and expense. iaPO.eelon inve.tor
tuncta that were either inve.teel or not ret.urned.
Equitable Capital anticipate. that. at the end of the
Inve.~t Period .ub.tantially allot the Fund.' Enhanced
Yield 1nve.taent. will be Mezzanine and Other Inve.t.aent••

Th. management ot the FUnd.' inv.staent. will
involve the approxiaately 55 cOrPOrate finance inve.ta.nt
prote••ional. at. Equitable capital who participat. in the
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proc... ot .aJd.ng Enhancad Yi.ld Inv••taant.. Each
propo.ad tran.action pr•••ntad to Equitabl. capital i.
a••igned to an analytical t_ beaded by a Managing
Dir.ctor. Th. analytical t_ .ubj.ct. th. proPO.ad
inv••taent to a rigorous analy.i., involving t ••ting ot
th. inv••taent und.r various a••u.ptiona a. to th. .tat.
ot gen.ral .conoaic and bu.in... attain and a. to th.
bu.in••• ot the coapany in which the inv••t:1Ient i. to be
mad.. Such ".anaitivity and elown.iel." t ••ting r.li•• on
sopbi.ticated .ourc.. ot aarkat and induatry intoraation
d.v.loped ov.r y.ar. ot privata corporat. inv••ting.
R.c~ndation.ot the analytical t_ ara pr••anted to a
r.viaw council COllPO.ed ot .enior 'aIUlIlg.r. ot Equitabl.
capital. Becau•• ot it. aark.t pr•••nc., Equitabl. Capi­
tal ott.n •••• tran.action. in th.ir .arli••t .tag.. and
has an important role in negotiatiDCJ .uch tran.action••
S.. "Manag_.nt Arranq...nt. -- Equitable Capital".

Once an Enhanced Yield Inve.taent i. deterainec:l
by a Fund'. Independent General Partner. to .eet the
Guideline. or is approvad, Equitable Capital will be
re.pon.ible tor coapletinq the acqui.ition on behalt ot
the Fund. anel tor a••urinq that any inve.taant aade doe.
not materially adver.ely ditter troa tho.e aaterial terms
pre.entad to th. Independant General Partners tor their
certitication or approval.

Ongoing Heage_nt Support; Follatf On Inv••taenta

Equitable Capital will be re.ponsible tor aoni­
torinq and aanaqinq each Enhancad Yielel Inv••t1Iant and th.
riqhts ot both Punc:la as investors. Equitabl. Capital will
al.o be respon.ible tor arranqinq tinancing tor the
Enhanced Yielel Fund II and .akinq d.cisiona a. to the
timing ot advanc•• and r.payaent. ot .uch loan.. Each
Advi.ory Aqreeaant will provide that Bquitabl. capital aay
not, without the approval ot the Independent General Part­
n.n ot a Pund, aoctity the tema ot an Enhanced Yield
Inve.1:IIent in a Porttolio ccmpany beld by such Fund it
.ither CA) .uch Porttolio Co~y is in aat.rial detault
with r ••pect to it. paya.nt obligation. under any lenc:linq
aqre~t to wbich .uch coapany i. a party or (Ii) .uch
Porttolio Co.pany has a ratio ot earninq. betore intere.t,
taxe. and depreciation to ca.b tixec:l chaZge. ot 1.1:1 or
1... tor th. lat••t ti.cal y.ar tor which Equitable capi­
tal has r.ceiveel tinancial stat...nts trom such Porttolio
Company.
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Follow On Investaents _y be ..de in Portfolio
coapanies in the fora of additional capital contributioM
or inve.tJlant in additional debt, preferred stock or coa­
lion equity to .nhanc. the l"UDda' invuaent, to preserve
the Funda' proportionate ovn.rahip wh.re su1:Jsaquant
t inancil\C) i. planned or to protect the l'\JnClII' inv••t1Iant
where a Portfolio coapany'.caab flow does not ..et .xpec­
tationa. If the inv.sblant in the Portfolio coapany,
taking into account the Follow On Inv.st:.ant, continu.s to
satisfy the Guid.lin•• , Equitabl. capital will c.rtify to
that eff.ct before eith.r of the Punda uk.s the Follow On
Investaent. If the investaent does not _.t the Guid.­
lin.s, the Independant Gen.ral Parater. of a Fund proPO.­
ing to JaaJc. it aust approve it before it can be aade
subject to the .... .tandards a. are u••d in .valuating
M.zzanin. Investaent. not conforaing to the Guid.lin.s.

L1qu1dat1ng Inve.tments

Equitabl. capital will be .ol.ly resPOn.ible in
most cas.. for the decision and the actioM to liquidate
an Enhanc.d Yi.ld Inve.taant. See "Conflicts of Int.r-
••t.... Howev.r, the Fund. will disPO" of securiti•• b.ld
by .ach of th.. a. coinve.taant. on a proportionate ba.is,
and on the .... t.J:1U and conditiona (a "lock-step"
disposition). Furth.r, if at any tta. a Fund or any
Equitabl. Affiliat. .lects to ••11 a .ecurity purcha.ed as
part of a coinv.sta.nt by such Fund with an Equitable
Affiliat., .ach Fund and each such Bquitabl. Affiliat.
holding .uch security will participat. in the sal. of such
s.curiti•• c;:»n a lock-st.p basis, unless the Independant
General Partn.rs d.teraine, aft.r consideriftC) any recoa­
aandations by Equitabla capital, that a Pwld not partic­
ipat. in such a sal. or not participate on a lock-step
basi.. In order for a Fund not to .ake a lock-st.p disPO­
.ition, the Independent General Partners .ut find that
the retention by the Fund is fair to the Fund and that
such Pund's participation or choice not to participate in
the ..1. is not. the r.sult of overreaching by Bquitable
capU:al or any Equit.abl. Affiliat.. If the Independ.nt
General Partners of each Fund do not JIak. .uch a finding
in connac::tion with a sale, each Fund aut participate in
such .al. on the basis of a lock-.tep disPOsit.ion. If at
any tia. the r.sult of a proposed di.POsit.ion of any
portfolio .ecurity held by a Fund would be to alter the
proportionate boldings of each class of securiti.s b.ld by
a Fund and any Equitabl. Affiliat., than the Ind.pend.nt
Gen.ral Partn.r. of the Fund JIlUt. det.rain. that such a
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