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Distressed Manager A

Assets Under Management  $500 Million
Fund Status Lmited
Minimiuat Investment $1,000,000
Faes 1% +20%

Lockup Nene

High Water Mark Yes
Redemption Frequency Seml-Annually
Redemplion Nofice Patisd 45 Days
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Annualized Average Geometric 9.30%
e A e Rolling 12m Average 9.75%
m_%' 9’% e v Monthly Averags Geomelric 0.79%
i § Standard Daviation 529%
e Average Positive Retum Monthly 1.22%
_mg § Averaga iNegative Return Manthly -1.35%
o
i e Largest Drayrdown -16.62% # Positiva Monis 118
o d ) Longest Recovery Period * 15 # Negative Monthe 23
Average of 5 Largeat Drawdowns -4.74% % Paosltive Months B83.65%
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Distressed Manager B

Asse . o . ) Lockup 3Years
Fund Status Closad High Water Mark Yes
Minlmum fnvestmeant $1,000,000 Redemptlen Frequancy 3Years

Fees 1%+ 18% Radamption Notice Periad 90 Days
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s d Longest Recovery Period 7 # Negative Months 7
Averags of 5 Largsst Drawdowns -2.36% % Posilive Months 86.14%

m %§%§§%§§§§§§§ e - EVENT DRVEN |29

CONFIDENTIAL ' SSMT01855519
SSMSAA1855519




| Distressed Manager C

H

Assets Under Management  $142 Milkon
Fund Status QOpen
Minimum Investment $1,000,000
Fees 19 +20%

Lockup

High Water Mark
Rademption Frequancy
Redemption Nolice Perad

.
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‘mé Average Negative Return Montily -1.27%
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Largest Drawdown -5.31% # Positive Months 47
Longest Recavery Period § # Negative Months 16
Average of 5 Largest Drawdowns -3.48% % Positive Months 74.50%
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| Distressed Manager D

$220 Mellion
Fund Status Qpen
Minimum lavestment $500,000
Fees 2% +20%

o

High Water Mark Yes
Redemption Frequency Quanerly
Redemption Notlce Period 60 Days
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|L/S Credit Manager A

Assets Under Management  $800 Milion Lockup 1 ¥ear

Fund Status - Closed High Water Mark Yes

Minimum | nvestrent $1,000,000 Redemption Frequency End of 18t or 2nd Quarter
Fees 1.75% + 20% Redemption Neflea Parled 80 Days
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|L/S Credit Manager B

GER SRCRORBER SR ]
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Assets Under Management  $3,7 Blillsn
Fund Status Closed
Minimum Investment $2,000,000
Fees 1.5% + 20%

Lockup 3% withén 1 year
High \Water Mark Yes ' :
Redemption Frequency Quartery
Redemplion Notice Pariod 60 Days
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Merger Arhitrage Manager A

Assets Undar Management
Fund Status

Minlnum Investiment

Faes

$325 Million Lockup Mone
Open High Water Mark Yes
$1,000,000 Redemption Frequency Quartarly
1% + 20% * Redamption Notize Period 45 Days
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| Event Manager A

Assets Under Management  $120 Milllon I+]

Fund Status Qpen High Water Mark
Minimum Envastment $1,000,000 Redemption Frequency
Fees 1.5% + 20% ot Redemplion Notice Perlod
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tvent Manager B

g_-w‘s;m

Assets Under Management  $650 Milkon Lockup No
Fund Stztus . Open : High Water Mark Yes
Minlmum Investment $2,000,000 Redamption Frequency Quanerly

Fees 1.5% + 20% Radamption Notice Pariod 45 Days
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| Event Manager C

Loeckup 2Years

Fund Status High Water Mark Yes
Minimunt Investment Redemption Frequency Annually
Feas ' Redemption Notice Perlod 90 Days
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| L/S Generalist Manager A

Assets Under Management
Fund Status

Minimum Investment

Fees

$200 Milliony
Closed
$1,000,000

1% +20% -

Lockup

High Water Mark
Redemption Frequency
Redamplion Notics Pericd

1 Year
Yes
Annually
45 Days
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Annualized Average Geometric 12.52%
Rolling 12m Average 14.29%
Monthly Average Geometrle 1.00%
Standard Daviation 18,66%
Average Posltive Retum Monthly 4.19%
Averaga Negative Return Manthly -3.86%
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Longest Recovery Perled

Average of 5 Largest Drawdowns
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| L/S Value Manager A

AT

Assets Under Management . Leckup 1Year
Fund Status Closed o High Water Mark Yes
Minirum Investment $5,000,000 Redemption Frequency Anrually
Feas 1% + 20% Redamption Notice Periad 60 Days

GROWTH OF A UNIT FROM INCEPTION DISTRIBUTICN OF MONTHLY RETURNS
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| L/S Multi Manager A

Assets Under Management
Fund Status

Minlmum Investment

Fees

$200 Milion Lockup 1Year
Limited ligh Water Mark Yes
$1,000,000 Redemption Frequency Annually
1.5% + 10% Redamption Notice Pericd 105 Days
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| L/S Multi Manager B

Assels Under Managemant  $148 Milllon Lockup [y

Fund Status Limited High Watar Mark Yes

Minimum Investment 55,000,000 Redemption Frequancy Jun 30 and Dec 31
Pess 1% +10% Redemption Notice Perisd €0 Days
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~III‘% " o5
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Average of 5 Largest Drawdowns -0.48% % Positiva Months 92.31%
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| L/S Multi Manager C

Assets Under Management  $16 Million Lockup 3 Years

Fund Status Eimited High Watar Mark Yes

Minimum Investment $1,000,000 © Redemgplion Frequency Rolling 3 Years
Fees 1% + 15% Rademption Nolice Period 180 Days
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A ge of 5 Largest Drewdowns 0.00% % Positive Months 100.00%
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Emerging Markets Manager A

Assets Under Management

Fund Status
Minlinum [nvastment

Faes

Lockup
High Water Mark
Redemption Frequency
Redemplion Notics Fariod
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| Cash Manager A

7

Assels Under Management  $38 Millicrr Lockup Nane
Fund Status Umited High Whater Mark None
Minimum [nvestment $500,000 Redemption Frequency Monihly
Foas 9% + 0% Redemplion Notice Period SDays
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Average of 5 Largest Drawdowns 0.00% % Positive Months 100.00%
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Sterling Stamos Senior Investment Team

The investment tearm is lead by the firm’s CEQ, Peter Stamos, and is supported
by an experienced team of professionals. The investment team includes three
portfolio managers, five research analysts, and two portfolio advisors, all sharing
the responsibility of sourcing, due diligence, selection, and monitoring of the
Portfolio Managers. Shown below are the names and backgrounds of the
primary portfolio decision makers for Sterling Stamos:

Peter S. Stamos: Mr. Stamos is the Chief Executive Officer of Sterling Stamos

- and is ultimately responsible for all investment decisions.

CONFIDENTIAL

Mzr. Stamos was the Chief Executive Officer of Stamos Associates, Inc.

(SAD), a healthcare and technology company that was acquired by Perol

Systems, Inc., where he headed the merger and acquisition practice.

Prior to the founding of SAT, Mr. Stamos was the Chief of Staff and Chief
Economist for a U.S5. Senator.

Prior -to working in the public sector, Mr. Stamos was a Principal with
Booz Allen & Hamilton, a Senior Management Consultant with McKinsey
& Company, and the Managing Partnier of the Doblin Group.

Mr. Stamos taught economics at Harvard University — where he received
the Allen Young Award for Teaching Excellence—and at Stanford
University, where he been a guest Jecturer at the Gratuate School of
Business. )

My, Stamos serves on several boards and advisory boards, including the
Board of Stanford University Hospitals and Clinics, where he is a member
of the Finance and Audit Committees and is Chairman of the Investment
Committee.

Mr. Stamos earned a BA in economics and political science from Stanford
University, where he was a Trumarn Scholat, received the Sterling Award,
and graduated Phi Befa Kappa with Honors and Distincion. Mr, Stamos
received a JD from Harvard Law School with Honors and a- doctorate
from Oxford University, where he was a Rhodes Scholar.
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Ashok Chacia: Mr. Chachra is the Senior Portfolio Manager for Sterling
Stamos and is responsible for portfolio manager sourcing, due diligence,
selection, portfolio construction, risk management, and on-going portfolio
monitoring. .

. Pnor to joining Sterling Stamos, he was a Senior Business Analyst with
McKinsey & Company, focusing on assignments in the Financial Services
and Healthcare industry sectors,

» Mr. Chachra worked in the high yield loan origination group at Chase
Securities as well as in an analyst role at Morgan Stanley.

e Mr. Chachra earned a BS in Business Administration with University
Honors from Carnegie Mellon University.

Ellen Horing: Ms. Horing is a Portfolio Manager for Sterling Stamos. She is also
a principal of ETH Corp/Highgate Partners, a small hedge fund of funds, which
invests in Portfolio Managers that employ various investment strategies.

» Ms, Horing served as Vice President and as Director of Research for Gabelli &
Co., a money management and brokerage firm. She also served as an Equity
Research Analyst at Weiss, Peck & Greer and was an Equity Block Trader at
Merrill Lynch,

* Ms. Horing earned a BA in Economics from the University of Colorado and
earned an MBA in Finance and Accounting from Columbia Business School.

Saul B. Kate: Mr. Katz is a General Partner of Sterling Stamos and is actively
involved in the investment decisions as well as the management of Sterling
Stamos.

* Mr. Katz is a Co-Founder and President of Sterling Equities. Mr. Katz directs
Sterling Equities’ day-to-day real estate operations. Mr. Katz also presides
over Sterling Equities’ non-real estate affiiates and subsidiary companies,
which range from financial institutions fo manufacturing, consulting,
marketing, entertainment and retailing enterprises.

» Mr. Katz is President of the New York Mets and the Brooklyn Cyclones,

e Mr. Katz serves on the Boards of many nonprofit organizations and
institytions in addition to being Honorary Chairman of the Board of the
North Shore Long Island Jewish Health System,

» Mr. Kaiz is a Certified Public Accountant with a BS in-Accounting, which he
earned from Brooklyn College.
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Dayid M. Katz; Mr. Katz is a Gereral Pariner of Sterling Stamos and is actively

involved in the investment decisions as well as the management of Sterling
Stamos,

* Mr. Katz joined Sterling Equities in 1987, where he now serves as Executive

CONFIDENTIAL

Vice President. Mr. Katz's real estate experience includes the development of
commercial and residential properties, condominium conversions, and the
evaluation of acquisition opportunities,

Mr. Katz also presides over Sterling Equities’ non-real estate affiliate
company Changing World Technologies (CWT), where he is a Board

member. CWT is a bio/energy company using the thermo-depolymerization -

process. Mr, Katz also sits on the Board of Renewable Environmental
Solutions, a parinership of CWT and ConAgra foods that is focused on
deploying the TDP in the agricultural market.

- Mr. Katz is a Board member of the New York Mets.

Mr. Katz also sits on the Board of various philanthropic organizations. He
graduated from Hofstra University where he earned his BA.,
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5. RISK MANAGEMENT OVERVIEW
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STERLING STAMOS
| Risk Management Overview ~ Security Fund

October 2004
 Confidential Presentation
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| Strategy Optimization
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Fund Manager Optimization

MARKET NEUTRAL OPTIMIZATION MODEL vs. STERLING STAMOS ALLOCATION *
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! Fund Manager Allocation Limits ~ 25 Basis Point Risk Limit

SINGLE FUND MANAGER EXAMPLE
Adverse Move Liits vs, Sterling Stamoy Fund Manager Aliocations
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‘ Portiotio Backtest ~ Security Fund
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PERFORMANCE DISTRIBUTION *
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| Security Fund Correlation Matiix ~ #arket Neutral
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Security Fund Correlation Matrix — Event Driven and Equity Hedged

EVENT DRIVEN CORRELATION MATRIY !
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Caorrelztion Straining Analysis

H
1
H

% Obiective . L .

- Simunlate oocurrencenpgiisternic Sttt 4hat ciinct 0d¢ or taore of the fous strategios

- Calcanlate Valoe-ue-Bish given axtreamly advese seenanos
z. Methodology
- Apsmme corelations In g stogle o sonltiple stadagies Inerease deamarionily

- Assume the varience of effscied steategits increase by a stated “borass Soror™

2 Resuit

- Valoeeai- Wk for o slngle your given soted assompiions

LiSerinatanes Sirees Youtng

CONFIDENTIAL SSMT01855548
' SSMSAA1855548




Value-ai-Risk - Straining the Covarance Matrix
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VaRk Analysis
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Annualfzed Anpualized

Reltrn Standard
Deviation

Number Sitnulations 5,000 5,000
Mean 6.16% 1.82%
Medan 6.16% 1.83%
Slandard Daviation 1.88% 0.25%
Maximum ’ 1227% 281%
Minimum 0.55% 0.82%
99th Percentila 10.48% 2.47%
85th Percantita 8.26% 2.29%
90th Percentile 8.64% 2.15%
$0th Percaniiie TH% 2.06%
75th Porcentila 7.40% 2.02%
70th Percentile T.15% 1.97%
801h Percentils 6.54% 1.80%
S0th Percentie G16% 1.63%
40th Percentile 5.65% 1.75%
30th Percentlla 5.15% 1.67%
28 Percentils 4.84% 1.63%
20th Parcantile 4.52% 1.57%
10th Pereentile AT6% 1.43%
St Percentile 3.16% 1.31%
|15t Percentiia 1,84% 113%
Simulagon Method: Boolstrap
Simulation Dats Start Aug-02
Simulafion Oata End: Sep04
Number of Perods: 28
Simufation Peticd: Monthiy
Number of Yeary: 1
Numbet of Simutations: 5000
Ra-bajantlng {Nene)
Risk Free Returme 5.00%
Minimal Acceptabile Return; 16.08%
Fised Random Sequence: Yes

RS Turingilanes
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Value-at-Risk — Monte Cario Simulation

SECURITY FUND VaR BOOTSTRAP
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| MG VaR Analysis ~ Monte Carlo Simutation

Annuallzed Annualized

Retumn Standard
Deviatian

Mumber Simulaions £,000 5,000

Maan 8.07% 3.14%

Median 8.15% 296%

Standard Daviation 3.60% 1.05%

Maximesn 21.78% 7.86%

Kinlrmurmn £.70% 0.76%

29th Percentile 16.09% 821%

95th Percentils 12.67% 5.25%

0th Percentile 12.41% 4.70%

80th Percenlile 10.93% iM%

T5th Paercentila 10.41% 3.68%

70th Percentile 9.87% 3.48%

€0th Percantila 9.006 319%

50th Percentila 8.15% 2.95%

AQth Percentile 7.32% 2.75%

30th Pereentlia 8.34% 251%

25th Pargentile 5.79% 240%
. 20th Percentile 5209 2.27%

10th Percentiie 3.69% 1.89%

Sth Percentile 216% 1.76%
{1st Percentile £1.52% 1,38%

Simufation Method: Bootetrap

Simulation Data Start May-92

Simulation Dala Endt Sepl4d

Number of Periods: 148

Simulation Period: Manthly

Numnber ef Years: 1

Mumber of Semulations: 5000

Re-balancing: {Nong}

RISK Frae Retum; 5.00%

Iinimal Accaptable Retum: 10,00%

Fixed Random Sequence; Yes
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100%

JMG Style Analysis — History
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| JMG Style Analysis ~ Aliocation
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i JMG Style Analysis — Capture Ratios
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August 20, 2004

Sterling Starmes
575 Fifth Avemute, 409 Floor
New York, NY 10017

. RE: Second Quarfer 2004

Dear Pariner:
Fund Performance

For the quarter ending June 30, 2004, an investment in Sterling Stamos appreciated,
net of all fees and expenses, by approximately:

Capital Preservation Funds - ' 2 - XTD

Friends & Family Fund
Security Fund

. Capital Appreciation Funds

Levered Fund {Offshore) ' ..
Capital Growth Fund {Onshore) '
Capital Growth Fund (Offshore)

Enclosed are coples of your ending capital account balances for the funds in which
you have invested.

Summary and Outlook

When one admits that nothing is certain, one nust, I think, also admit that some
things are much more nearly certain than others. — Berirand Russell

Halfway through the year, the only thing that appears to be certain is
“uncertainty” —both at home and abroad. Domestically, investors anxiously await
the results of a presidential election that is less defined by substantive economic
policy differences than by the mistakes, misperceptions, and miscalculations made in
the “War on Terror.” As we head info this uncertain election, with a war whose
suecess is even more uncertain, Americans remain understandably concerned about

A StsrlingSiamos
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their safety—uncertain about the economy and the markets into which they are to
invest.

Despite generally strong economic data, Americans intuitively understand that
something fundamental is missing behind the data. Record current account and

_budget deficits, and with them the inevitability of higher interest rates, weigh heavily

on the economy in general and on business outlook in particular. The economic
recovery is threatened by unprecedented consumer debt, the end of the tax-cut fiscal
stimulus, and record level oil prices that are leading to supply-push inflation. The
recent liquidity- and consumer-driven recovery cannot be sustained without a
substantial increase in investment (le, capital expenditures) and hiring (ie, high-
paying jobs) —again, a jobless recovery, a “CapEx-less” recovery, is not a recovery.!

Our last two quarterly letters outlined three trends, namely that: (1) equity markets
would be range bound with hard tops and soft bottoms; (2) interest rates would
inevitably rise bringing material mark-to-market losses in fixed income markets; and
(3) overall uncertainty and restless anticipation in both markets would prevent
consistent movement in any one direction. The second quarter has substantiated
these trends. Equity markets have been reluctant to rally off strong corporate
earnings and GDP growth, Fixed income markets have sold off dramatically.
Moreover, the simultaneous, highly correlated selloff of multiple asset classes (i.e,
equities, bonds, credits) combined with low equity volatility created a difficult
environment for raditional arbitrage managers.

At Sterling Stamos, we uge the analogy of seqs, ships, and captaius to describe cur
approach to markets, investment strategies, and underlying fund managers,
respectively. When the sea is rising, all ships rise, and with whom you sail becomes

 Jess important. But when the perfect storm hits, or even when waters are choppy,

sailing in the right ship with the right captain becomes paramount. The Greek
philosopher Epicures perhaps put it best:
The greater the difficulty, the more the glory in surmounting it. Skillful captains
gain theiy repulation from storms and tempests, ‘

Our forward-looking reallocation to the appropriate strategies and selection of best-
in-class managers have allowed us to weather this storm—allowing each of our
funds to finish the quarter with positive returns. Although we are disappointed with
the funds’ performance on an absolute basis over the course of the last few months,

1 At the most fundamental level, GDP is detennined by a combination of censumer spending, investments,
governmen} spending, and the balance of expozls aver imporis {Y = C+ [+ G + (X-M)}. With consumers and
government in debt and with record trade deficits, we are left only with investments {*1") as the driver of future
economic growth, ’
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we are pleased that the portfolios absorbed shocks in the market and remained
positive. We remain confident that active management of the portfolios will
continue to produce strong absolute returns with low downside potential as we
approach the remaining quarters of 2004,

Economic and Market Review~ Q2 2004

Econonty —Speculative or Fundamental?

Signs that recent economic growth has begun to subside became evident during Q2.
GDP growth, though high, shifted downward from 4.5 percent in Q1 to 3.0 percent.
Consumer spending showed signs of weakness with retail sales down 1.1 percent
irom last quarter. Job growih has continued, but unfortunately not at a pace that one
would expect at this point in an economic recovery. Inflation— driven by higher
energy costs, import prices, and unit labor costs—has become a concem,  Finally,
both federal and trade deficits continue to threaten both the short- and long-term
fiscal health of cur economy.

Spending: The indefatigable US consumer, the main catalyst for our current
economic expansion, may have finally begun to tire. As consumers’ ability to spend
diminishes, businesses will have to bear more of the burden of maintaining the
demand for US goods and services. With household debt surging to $2,5 trillion in

the last 13 quarters, the conclusion of the Bush tax cuts, and an end to last year's

refinancing boom, it will be difficult for consumers to continue spending at the same
pace without a significant increase in higher paying jobs. Méanwhile, capital
expenditures by businesses have yet to compensate for a potential decrease in
consumer spending.?

Jobs: Despite positive job growth through the first half of 2004, the overall picture
for the market leaves much to be desired. While recent employment mumbers have
been below expectations, on a much larger scale, overall job growth has barely kept
pace with the growth of the work force and is far short of historical averages. For the
first time since 1932, employment is lower in the summer of a presidential election
year than it was on the previous inauguration day. The quality of new jobs is also
contributing to the poor circumstances surrounding employment., The proportion of
temporary versus permanent jobs continues to grow, and the growth in average
weekly earnings for non-supervisory employees is disappointing—rising 1.7 percent
over the past year, a level that fails to keep up with inflation. The reluctance by

? Non-residential investment as a percent of GDP stands at 11.1 percent, substantially below the levels
experienced during the lauer half of 2000, .
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businesses to create more permanent, high quality jobs reflects the business
community’s concern that the recent recovery may be short-lived?

Inflation: Short-term fixes often result in long-term problems. Americans have
benefited from the most accommodative monetary policy in almost five decades.
The cost of money has been close to, and often below, zero, allowing consumers and
businesses alike to borrow at unprecedented levels. The resulting increase in the
money supply naturally increases aggregate demand for goods and services, putting
upward pressure on prices. A weak dollar also contributes to inflation because of the
relative price appreciation of imports. As the US is the world’s largest importer of
goods and services, 2 weak dollar naturally contributes to overall price instability.
High commodity prices, most notably for oil, and increasing unit labor costs from
mounting health and pension costs have also contributed to higher prices.:

On the other hand, there are several factors that may dampen inflation in the coming
months. First, the indefatigable US consumer has only been surpassed by the
indefatigable US worker—ie, worker productivity continues to increase "at
unprecedented levels. Productivity coupled with a still soft job market alleviates
upward pressure on wages and thereby limits the cost of production and, in turn,
costs normaily passed on to consumers. Second, aggregate demand remains at a
level that is below the US econromy’s supply potential, leaving raom for producers to
ramp up production before raising prices at a faster pace. Finally, post-tax
profitability of US corporations {again helped by productivity gains) stands at a fifty-
year high. High profitability also allows companies to absorb increases in the cost of
production before passing it along to the consumer in the form of higher prices.

While some degree of rising inflation is likely (and, indeed, perhaps healthy), how
quickly it occurs will depend on many factors, including the actions by the Federal
Reserve Board® Chairman Greenspan has consistently articulated the message that

the Fed will increase short-term interest rates ata “measured” pace, but has reserved -

the right “to respond promptly and flexibly as situations warrant.” In other words, if

% Federal Reserve Board Chairman Greenspan expressed this concern as pagt of his Monetary Policy Repart
before the US Senate: “The proportion of temporary hires relative to total employment continues o xise,
urderscoring that business caution remains a featare of the economiclandscape.” See Alan Greenspan’s
testimony before the Committee on Financial Services, U8, House of Representatives, February 11, 2004, and
the public statement released by the FOMC following its May 2004 meeting,

* High oil prices have a particularly far-reaching effect on price levels, affecting everyone from consumets to
carporations. Higher energy costs aze particularly worrisome because they generally decrease profitability for
domestic US businesses, increase profitability for foreign exporters of energy resources, and restrict
reinvestment into the US economy.

§ Core CPl year over year has risen significantly in recent mor:ths (from 1.iparcent at the beginning of the year
to 1.9 percent in June), reaching a level that is approaching the Federal Reserve Board’s upper comfort level of 2
percent.
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inflation appears to be rising too rapidly, the Fed may be forced to move quickly,
with far reaching consequences for the growth of the economy and investors alike.

Twin Deficits: The growing headwind of structural fiscal and current account
deficits is possibly the most troubling long-term fhreat to the US economy. In his
recent book, Running on Empty, Pete Peterson warns that we have experienced a $10
trillion swing in the ten-year federal deficit projection over the past four years. Just
as disturbing, a $500 billion trade deficit coupled with a dwindling savings rate has
left America with a reliance on foreign capital of almost 2 billion dollars per working
day.® The Federal Government continues to place its faith in foreigners who extend
to us enormous loans by purchasing our debt. As former President Clinton warned,
our trading partners have become our bankers. Atsome point, foreign investors may
become concemed with the American government's unsustainable spending and
lack of fiscal discipline and discontinue, or at least slow down, their massive
investment in US securities. Recent data indicates that foreigners may already be
heading down that path. In May, foreign purchases of US securities were down 26
percent from April at $56.4 billion, representing the lowest monthly total in seven
months,  While in June, foreign puzchases of US securities did increase, the
combined fiscal and current account deficits contirue to represent the largest
obstacles to America’s long-term economic prosperity. This threat is not new, and
the concern is one shared by policy makers,_bankers, and investors al_like."

In total, these economic conditions lead us to the conclusioﬁ that we must examine
markets not so much based on historical returns, but rather on future outlook. From
1982 until March of 2000, the US equity markets generally provided a rising tide of
positive returns. Similarly, over the past two decades, fixed income investments
generally provided a safe, stable source of returns, Looking forward, however, US
equities appear to be range bound, and bonds are as volatile today as equities were
in 2000. If for the moment, one ignores the rear view mirror and instead focuses
attention on the road ahead, US securities, and with them US markets, look less than
secure. Our view is that the “recovery” to date has been speculative—driven by
massive liquidity and fiscal stimuli. For that speculative recovery to become
fundamental, we must await a retarn to security, confidence, and certainty. Until
that time, we remain cautious.

& Pete Petersor, Runnfig on Eripty, Farray, Siraus and Giroux, p.B.

? For example, Former Treasury Secretary Robert Rubin has likened this danger to the well-publicized problems
of the Third World: “The traditional immunity of advanced countries like America to the third-world-style
crisis isn't a bitthright” Paul Volcker, former Chairman of the Federal Reserve, predicts that the US faces a 75
percent chance of erisls within five years. Warren Buffet recently purchased foreign debt over 1S treasuries for
the first time, :
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The Markets —Range Bound and Erratic

Market conditions and retumns, unfortunately, mirrored cur own caution, The
second quarter can be best characterized by a large selloff in fixed income in
anticipation of higher interest rates, while the equity markets remained range bound
on their way to modest quarterly gains, Fixed income traders were hard pressed to
tum a profit in an environment where most fixed income instruments had their
worst quarter in over a decade. Equity traders were forced to contend with equity
markets where the Russell 2000 and S&P 500 indices had peak-to-trough movements
of 12.5 percent and 6.5 percent, respectively. Arbitrage traders confronted correlated
price movements aczoss multiple asset dasses—culminating in a simultaneous selloff
in virtually every asset class in May.

'Fixed Income and Commodities Markets: A combination of the Fed h\créasing rates

by 25 basis points, sirong job data in the easly part of the quarter, and higher than
expected inflation sent yields on government bonds through the roof. The yield on
the 10-Year US Treasury moved 99 basis points from 3.88 percent at the beginning of
April to 4.87 percent during the middle of June before backing off to 4.57 percent at
quarter’s end. The Lehman Aggregate Bond Index finished the quarter down 2.4
percent, its laxgest decline since the first quarter of 1994, while the total return on the
zero coupon 10-Year Treasury finished the quarter down 4.9 percent. The Lehman

Us Corporate High Yield Index was down 0.9 percent for the quarter. The Goldman

Sachs/Bloomberg US Bond & Preferred Convertible Bond Index was down 0.93
percent. Concems over geopolitical risk, increased demand, limited refining
capacity, and potential supply shocks sent the price of oil to record highs, reaching
the $42 level. Commodities, as a whole, rose 2.5 percent.

Equity Markets: All of the major equity indices concluded Q2 slightly higher with
the Dow, 5&P 500, and NASDAQ up 0.75 percent, 1.30 percent, and 2.67 percent,
respectively. The winners for the quarter were industrials and energy, while
financials and homebuilders struggled, finishing the quarter in negative territory.
Even though the market managed to post positive returns on the quarter, single
positions showed significant volatility. Large technology companies like Veritas and
Intel indicated that future earnings might subside due to recent expectations that
capital expenditures on technology will soften in the later half of 2004—a sign that
does not bode well for the technology sectors, much less the market as a whole,

Investment Implications

In this liquidity-driven, speculative recovery there is more room down than up.
Virtually all fiscal and monetary stimulus options have already been exhausted.
Earnings are at record levels and not expected to grow significantly; post-tax
profitability of corporations is at a fifty-year high; monetary policy remains
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accommodative; and almost every positive economic factor has already been priced
into the market with little room left on the upside. The potential, however, for
downside movements in the market remains plentiful —among them, geopolitical
risk, high energy costs, and anticipated fiscal tightening by the Federal Reserve,

The downside economic risks and the already inflated valuation of companies limit
the long-term potential for high retumns in the equity markets$ If the current state of
uncertainty persists, the US could very well find itself in a situation much like the

period between 1966 and 1982 when the markets traded flat. During that period, an

investor who bought and held today’s equivalent of an indexed fund would have
experieniced #o price appreciation for 16 years.? Without a positive exogenous
shock—either in the form of an innovative technology, the opening of dosed
markets, a fall in the price of oil, or some resolution to geopalitical risk—it seems
unlikely that the extraordinary long-term retums generated by riding the markets
from 1982 to 2000 will be revisited in the near future.

There remain, however, both short- and long-term gains to be made in fhe markets.
For example, we do expect (or, at Jeast, hope for) a “snap back” rally in the equity
markets upon the resolution of two uncertainties in the coming months: (1) when the
Fed completes its rate raising cycle; and (2) when the next President (from either
Party) is selected. Absent Fed ambivalence and absent "hanging chads,” the equity
markets will likely rally on any move toward certainty. Moreover, regardless of

- whether we experience a “second-half of an election year rally,” our best managers

will have opportunities to buy undervalued assets and to sell short evervalued
assets. We will continue to hope for the best and, at the same fime, prepare for the
worst—positioning our portfolios to capture 75 percent of the upside and 25 percent
of the downside, :

Porifolic Developments
During the second quarter, the Funds performed below our targeted annualized

returns, but accomplished our number one priority of preserving capital during
adverse market conditions. Traditional hedge fund strategies were difficult to

5The 1atia of the total market capitalization of the equity markets divided by Gross National Product (GNF),
which wonld be analogous to analyzing the price to sales ratio of a single corporation, provides an interesting
point of reference. The ratio currently stands at approximately 1.35. The historical average is0.61, meaning
that in order for the current ratio to tevert to historical norms, either GNP wonld have to more thz double or
prices would need to decline by more than half. This s niot to say that based on Uiis statistic alone we are
destined for a 50 percent decline in the markets; however, the ratio does cause one to question how long the
market will be able to maintain current prices given that eamings and profitability may have alreacly pealced,
% For example, the Dow Jones Industrial Average reached a high of 995 in 1966 and did not break 1000 unil
1982. This period contrasts dramatically with the period from 1952 to 2000 when the Dow appreciated more
than eleven fold, rising from 1000 to over 11,700.
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- execute throughout the quarter because of the unwinding of the “carry trade” and

the lack of direction and volatility in the equity markets. 0 When the Fed moved to
raise short-term rates, the spread between the short-end and the long-end of the yield
curve narrowed, squeezing the retumns out of fixed income arbitrage managers, The
lack of volatility in the options market created a particularly difficult landscape for
convertible arbitrage portfolios— the net effect of which was a flat to down guarter
for most hedge funds and fund of funds (“FOF”). For example, the HFRI FOF

Conservative Index and the S&P Hedge Fund Index were up 15 and down 48 basis

points, respectively, for the quarter.

Foreseeing the potential risks to traditional strategies, our portfolio team allocated
away from longer-term arbitrage sirategies and added to less liquid asset-backed
managers in addition to short-term traders that are able to capitalize on choppy,
range bound movements in the markets. Ultimately, the larger allocation to these
strategies, coupled with a large cash position across the Funds, provided ballast for
the portfolios during the rough waters of the past three months,

Dmplications on Sterling Stamos Investmient Strategies

Security Funds: Given this difficult environment, the Security Fund performed as
expected by capturing a portion of the limited upside, and most important,
protecting capital against the downside. The largest contributors to the portfolio
came from the asset-backed managers who rely on a basket of over-collateralized
loans to consistently generate income regardless of market conditions. Highly liquid
managers, operating in relabive value strategies such as options arbitrage, fixed
income arbitrage, and equity market neutral, performed well by capitalizing on
short-term intra-quarter trends. Qur equity hedged and global macro managers
avoided much of the downside, but were unable to capture the upside in the equity
markets during the final weeks of the quarter. Managers limited their long exposure
to the equity markets after the dramatic selloff in mid-May —providing insurance
against addibonal losses, but also limiting some of the upside when the market
rallied back through the end of July.

Capital Appreciation Funds: Qur Levered Fund accomplished its goal of providing
consistent annual returns with a positive performance for the quarter. May was a
difficult month for the Fund. One of our capital structure arbitrage managers had a
particularly tough manth due to his large position in Calpine, which suffered from a

19 The “varry ttade” involves borrowing inexpensive short-term money to lend at higher rates further down the
yield curve (or o borrow inexpensive shorl-term money to purchase longer-term assets that will presumably
yield higher returns). Other managers take advantage of volatility in the markets by either profiting from
temporary price discrepancies or selling expensive volatility through various hedging strategies.
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material selloff when investors feared that the company right be unable to meet its
future debt obligations. As expected, both the manager and the position rallied back
in June, contributing to a positive June performance for the Fund.

The Capital Growth Funds posted positive results but were unable to capture a
significant portion of the upside in the equity markets. Managers struggled to find
consistency in price movements both on the long and short side of their portfolios.
Despite a somewhat disappointing performence this last quarter, we remain
confident that our long/short equity managers will benefit from the discontinuities
in value created over this past period and are well positioned for the remainder of
the year.

Organizational Developments.

Our much anticipated name change from SF Capital to Sterling Stamos is now
official. We are enthusiastic about our new corporate identity and logo, which we
hope better reflects our long-term partnership and shared values with our Sterling
partners and the Sterling family of companies.

Existing and New Funds ‘
Liguidity Fund: We are happy to announce the successful launch of our Liguidity

Fund, The Fund will provide investors a higher yielding alternative to cash with
monthly liquidity. We expect the Fund to achieve annual retuns of approximately 2
to 4 percent above the risk free rate,

Levered Fund: As expected, excess demand and limited capacity has forced us to
close the Levered Fund to new investors. As indicated in our previous letter, we will
make every effort to create more capacity for our limited partners. A waiting list for
new capacity in this fund is in place, and, as always, first priority will be given to our
existing limited partners. In addilion, we plan to launch a domestic levered fumd in
the coming months.

Acceleration Fund: On Qctober 1, 2004, we will launch the Sterling Stamos
Acceleration Fund. The Acceleration Fund will serve as an alternative to long-only
equity and private equity investments. The Fund will invest in activist managers
with remarkable historical success in employing aggressive strategies with higher
returns and higher volatility. The launching of the Acceleration Fund will mark the
completion of our objective to offer best-in-class alternatives across the publicly
traded markets. Due to the scarcity of high quality managers in this space, capacity
in the Fund will be limited and investments will be subject to a three-year lockup.
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Again, our existing limited partners will be given first priority for scarce capacity in
this fund.

Additional Sta

We are pleased to announce the addition of Rohit Kumar and Angella Rainford to
the Sterling Stamos family. Rohit will tead our risk management team and be
responsible for developing our proprietary risk models and monitoring the
downside potential of the Funds. He brings with him over five years of experience
working with and studying complex financial systems. Rohit is a graduate of the
Indian Institute of Technology, Xavier Institute of Management, and the New York
University, Leonard N. Stern School of Business, where he received the Finandal
Executives International Award as the school’s top finance and accounting student.

Angella will serve as a member of the portfolio management team, assisting with
fund manager due diligence and investment opportunity sourcing and monitoring.
She received her BA in Government from Harvard Coilege and ant MPhil in
Development Economics from the University of Cambridge, England. Her prior
work experience includes management consulting with McKinsey & Company in
both their New York and Atlanta offices.

* * # * *

The summer months—as seems perennially the case—look fo provide more
doldrums than direction, more caution than convicton. Among our core objectives,
we have sought again to emphasize increased Lguidity and low volatility over
maximum vefurn. If yowll pardon the seafaring metaphor once again, when
direction and conviction return, when confidence once again replaces uncertainty,
we, too, will be prepared to sail onward and upward to higher returns.

As always, I encourage you to call with any questions or comunents regarding the
economy, markets, performance of our funds, investment opportunities, or any other
matter related to Sterling Stamos, We apprediate your continued confidence and
support. All of us at Sterling Stamos feel privileged to be your investment pariner.

Best regards,

Peter . Stamos
Chief Executive Officer
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FINANCIAL STATEMENTS
SP Capital Security Fund, L.P.

Year ended December 31, 2003
with Report of Independent Auditors

SP Capital Security Fund, L.P, has filed a claim of exemption wiih the Commodity
Futures Trading Commission pursuant to Section 4.7 of the Regulations.
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5 Times Square
New York, New York 10036-6530

Elf ERNST & YOUNG N Emnst & Young ue & Phone: (212) 773-3000
) WYW.EY-COm

Report of Independent Anditors

To the Partners of
SP Capital Security Fund, L.P.

We have andited the accompanying statement of financial condition of SP Capital Security
Pund, L.P. (the “Parmership”), including the condensed schedule of investments, as of
December 31, 2003, and the related statements of income and special allocation, ¢hanges in
parters’ capital and cash flows for the year then ended. These financial statements are the
responsibility of the Partnership’s management, Our responsibility is to express an opinion
on these financial statements based on our audit,

We conducted our audit in accordance with auditing standards generally accepled in the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
Inisstatenent. An audit inclodes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, An andit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation, We belicve that our audit provides a reasonable basis

for our opinion. :

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of SP Capital Security Fund, L.P. at December 31, 2003, and
the results of its operations, the changes in its parmers’ capital and its cash flows for the year
then ended, in conformity with accounting principles generally accepted in the United States.

émmt ¥ MLL?

June 18, 2004

A Member Practice of Emst & Young Global
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SP Capital Security Fund, L.P,

Statement of Financial Cohdition |

December 31, 2003

Assets
Cash and cash equivalents

‘Investments in limited partnesships, at fair value

CONFIDENTIAL

Receivable from limited patinerships
Receivable from investment manager
Other assets
Total assets

Liabilities and partners® capital
Capital contributions received in advance
Payable to withdrawing partners
Accrued expenses

Total liabilities

Partners’ capital .
Total Eabilities and partners’ capital

See rotes to financial statements.

$ 7,773.989
84,375,206

© 22,605
44,608

$96,260,720

$13,475,000
4,501,202
84,499
18,060,701

78,200,019

$96,260,720
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SP Capital Security Fund, L.P..

Statement of Income and Special Allocation

Year ended December 31, 2003

Realized and unrealized gain/(oss) from investments ~

Net realized gain from investments in limited parinerships .

Net realized loss from investments in securities

Net change in unrealized appreciation on investments in
limited parmerships .

Net change in unrealized depreciation on securities positions

Net gain from investments

Other income
Expenses reimbursed by investnent manager - -

Investment income
Interest

Expenses

Management fee
Professional fees and other
Interest expense

Total expenses _

Net investment foss

Net income
" Allacation of net income
Special allocation to general partner

Net income available for pro-rata allocation to all partners

Net income

See notes to financial statements.

CONFIDENTIAL

$ 57657
(95,106)

6,579,068

13,600

$6,555219

33339

6,339

537,850
199,175

18,200

775,225
(768,886)

$5,819,672

$ 278,711
5,540,961

_SSEI96T2
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SP Capital Security Fund, L.P.

Statement of Changes in Partners’ C.ipifal

Year ended December 31, 2003

Partners’ capital at beginning of year
Capital contributions
Capital withdrawals
Allecation of net income:
Pro rata allocation
Incentive (special) allocation
Net income
Partners’ capital at end of year

See notes 1o financial statements,

CONFIDENTIAL

General Limited ,
Pariner Pariners Total
$ 1913 $ 14767601 $ 14769514
200000 72,487,035 72,687,035
- (15076,202)  (15,076,202)
15,466 5,525,495 5,540,961
278,711 - 278,711
294,177 5525 495 5,819,672
$496,090  $ 77,703,929 $ 78,000,019
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SP Capital Security Fund, L.P.

Statement of Cash Flows

Year ended December 31, 2003

Cash flows from operating activities

Net income $ 35.819672
Adjustments to reconcile net income to net cash
used in operating activities:
Incrense in investments in limited partnerships (71,263,754)
Increase in receivable from limited parinerships {3,996,380)
Decrease in prepaid investment in limited pa.rtnetslup 2,000,000
Decrease in inveshments in securities 228,240
Decrease in receivable from investment manager 18,516
Decrease in other assets 16,102
Increase in accrued expenses 1,360
Net cash used in operating activities _ (67,176,244)
Cash flows from financing activities
Proceeds from capital contributions, including capital contributions
received in advance 81,387,035
Distributions for capital withdrawals (10,575,000)
Net cash provided by financing activities _ 70,812,035
Net increase in cash and cash equivalents 3,635,791
Cash and cash equivalents at beginning of year 4,138,198
Cash and cash equivalents at end of year $ 7,773,989

See notes to financiad statements.
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SP Capital Security Fund, L.P.
Notes to Financial Statements

December 31, 2003

1. Organization

SP Capital Security Fund, L.P. (the “Partmership”), a Delaware limited partnership, was
formed on June 1, 2002 and commenced operations on July 1, 2002. SSP Associates GP,
LLC (the “General Partner”), a Delaware limited liability company, is responsible for the
investment decisions of the Partnership. Stamos Partners Capital Management, LP (the
“Management Company™) provides certain management and administrative services fo the

Partmership.

Pursuant to an agreement effective October 31, 2003, the general partner of the Partnership
changed from Stamos Pariners Associates, LLC to SSP Associates GP, LIC.

Effective December 31, 2003, Stamos Partners Associates, LLC withdrew its registration
with the Commedity Futures Trading Commission under Rule 4.13 of the Regulations.

The investment objective of the Partmership is to preserve capital and increase wealth by
achieving long-term absolute returns. The Partnership seeks to accomplish its objective by
allocating substantially all of its assets among a select group of portfolio managers
(“Portfolio Managers”) that invest through investment funds or managed accounts,

* 2. Significant Accounting Policies

In accordance with the partnership agreement {ihe “Agreement™), the General Parimer values
the Partnership’s investments in limited partnerships at fair value, which is an amount equal
to the sum of the capital accounts in the limited partnerships generally determined from
financial information provided by the investment managers of the limited partnerships. The
resulting net gains or Josses are reflected in the statement of income and special allocation.

Securities transactions are recorded on a trade date basis. Securities owned are camied at
market value based on the last sales price on the last day of trading of the year. The resulting
unrealized gains and losses on securities are reflected in the statement of income and special
allocation. R

Interest income is recorded on the accrual basis,

No Federal, state or local income taxes have been provided on the profits or losses of the
Partnership since the partners are individually liable for the taxes on their share of the
Partnership’s taxable income or loss.
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SP Capital Security Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and
assumptions that affect the amounts and disclosures in the financial statements. Actual results
could differ from those estimates,

The fair value of the Partnership’s assets snd liabilities that qualify as financial instruments
under Statement of Financial Accounting Standards No, 107, “Disclosures about Fair Value
of Financial Insttuments,” approximates the carrying amounts presented in the statement of
financial condition. '

" Cash and cash equivalents include short-term liguid investments that mature within 90 days,
At December 31, 2003, cash equivalents of $188,704 consist of monies deposited in money
market funds,

Receivable from limited partnerships on the statement of financial condition represents
amounts dve for capital withdrawals in limited parinerships.

The Partnership enters into contracts that contain a variety of indemnifications. The
Partnership’s maximum exposure under these arrangements is unknown. However, the
Partnership has not had prior claims or losses pursuant to these contracts and expects the risk
of loss to be remate. '

3. Investments in Limited Pa;tnershiim

As of December 31, 2003, the Partnership had investments in 30 limited partmerships, one of
which was a related party. At December 31, 2003, the investments in limited partnerships
were valued at their net asset value in the amount of $84,375,206, which resulted in a net
gain from investments in limited partnerships for the year ended December 31, 2003 of
$6,555,219.
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SP Capital Security Fund, L.P.

Notes to Financial Statements (continued)

3. Investments in Limited Partnerships (confinued)

The valuation of the investments in the limiter parmerships represents the amount the
Parmership would receive at December 31, 2003 if it were to liquidate its investments in the
limited partnerships. The Partmership has the ability to lquidate its investments according to
the provisions of the respective limited partnerships agreements, The limited partnerships
may invest in US. and non-U.S. equities and equity-related instruments, fixed income
securities, curmencies, futures contracts, forward contracts, swap contracts, other derivatives
and other financial instruments and commodities,

Management of the investee limited parinerships receive an annual management fee ranging
from 0.0% to 3.0% of the Partnership’s investment in the respective limited partnership.
Management of the investee limited partnerships also receive performance incentive
fees/allocations ranging from 0% to 30% of the Partnership’s net profit, subject to hurdle
rates and carry-forward provisions, as defined by the respective Hmited parmership

agreements.

The Parinership’s investments utilize a variety of financial instraments in their trading
strategies that contain varying degrees of off-balance sheet risk. However, due to the nature
of the Partnership’s capital inferests in the limited parmerships, such risks are limited to the
Partnership’s capital balance in each limited partnership.

4, Allocation of Net Income or Loss

In accordance with the provisions of the Agreement, net income or loss of the Partnership is
allocated to the partners in proportion to their respective capital accounts as of the beginning
of each fiscal period.

Gains and losses from “hot issues,” as defined by the Amended Rules of the National
Association of Securities Dealers, Inc, (“NASD”) are allocated only to those partners who are
eligible to participate in such gains and Josses.
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SP Capital Security Fund, L.P.

Notes to Financial Statements (continued)

4, Allocation of Net Income or Loss (continued)

The General Partner is also entitled to an annual incentive allocation equal to 5% of the net
profits allocated to a limited partner’s capital account provided that the incentive allocation
shall only be made to the extent that it does not cause the value of such limited partner’s
capital as of the end of the fiscal year to fall below the threshold amount and there is no
unrecovered balance remaining in such limited partner’s loss recovery account. The threshold
amount is the value that a limited partner’s capital account would reach at fiscal year end if
such capital account achieved an annualized rate of return ducing such fiscal year equal to 5%
as adjusted for capital conttibutions and withdrawals. For the year ended December 31, 2003,
the General Partner’s incentive allocation was $278,711L

5. Related Party Transactions- .

Pursuant to the Agreement, in consideration of the Management Company’s undertaking to
bear certain operating expenses of the Partnership, the Management Company receives a
management fee equal to 1% per annum (0.25% per quarter) of limited partner capital, as
defined, as of the bepiming of each quarter, adjusted for contributions or withdrawals made
during the guarter. The General Partner may, in its sole discretion, waive or reduce the
management fee for certain limited partners. For the year ended December 31, 2003, the
management fee was $357,830.

The Management Company reimburses the Partnership for certain non-investment related
operational and adsninistrative expenses of the Partnership which exceed 0.10% monthly
{1.2% annualized) of (i) each limited parter’s beginning capital account for such month and
{ii) a pro rata portion of any additional capital contributions made by a limited pariner during
the month, based on the actual number of days remaining in such partial month. For the year
ended December 31, 2003, the Management Company reimbursed the Parinership $33,339
for such expenses, of which $22,695 was receivable at December 31, 2003, and is reflected in
the statement of income and special allocation and the statement of financial condition,

respectively.

The Partnership has an investment in SP Capital Growth Fund, L.P., a related investment
fond, managed by the General Partner. At December 31, 2003, the Parinership had a balance
of $8,469,633 in SP Capital Growth Fund, L.P. For the year ended December 31, 2003,
related to its investment in SP Capital Growth Fund, L.P., the Parmership was charged an
incentive of $24,404 and was not charged a management fee.
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SP Capital Security Fund, L.P.

Notes to Financial Statements (continued)

5. Related Party Transactions {continued}

At December 31, 2003, individuals related to the General Parner have approximately
$23,000,000 invested in the Partnership on the same ferms and conditions as outlined in the
Agreement.

6. Financial Highlights

‘The following represents the ratios to average limited partners’ capital and total retum
information for the year ended December 31, 2003;

Ratios to average limited partners’ capital: S
Total expenses, exclnding incentive (special) allocation S
Incentive (special) allocation
Total expenses and incentive (special) allocation

Net investment loss

Total return before incentive (special) allocation
Incentive (special) allocation
Total return

The financial highlights are calculated for all limited partners taken as a whole, An individual
limited partner’s ratios and retum may vary from the above based on different management
fee arrangements (as applicable), allocation of “hot issue” profits and losses and the timing of
capital transactions.

7. Subsequent Evenis

Effective January 1 through May 1, 2004, limited partmers confributed capital of
$101,665,260, of which $13,475,000 was received prior to January 1, 2004, In addition,
limited. partners withdrew. $26,973,902, of which $4,501,202 was payable at
December 31, 2003, Of the amount withdrawn by limited parmers, $9,661,889 was
contributed to SP Capita] Security (Levered) Fund, Ltd., an investment fund also managed by
the Management Company with a similar investment strategy, of which $3,161,88% was
included in the payable to withdrawing partners at December 31, 2003.

11
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SP

CAPITAL MANAGEMENT, LP

AFFIRMATION OF THE COMMODITY POOL OPERATOR

To the best of the knowledge and belief of the undersigned, the information contained in this
unaudited Annval Report of SP Capital Security Fund, LP. for the vear ended
December 31, 2003 is accurate and complete.

SSP Associates GP, LLC
General Partner of SP Capital Security Fund, L.P.

By: JM/L,——

Peter S. Stamos
Manaping Member of the General Partner

575 Frera AvENUE, 40w FLoor
New Yors, NY 10017
TELEPHONE 212.485.45370
Facspane 2124854371

info@sp-capm.com
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This document is for discussion purposes only and does not constitute an offer to sell, or a
solicitation of an offer to purchase an interest in the Sterling Stamos Security Fund, LP. (the
“Partnership”). No such offer or solicitation will be made prior to the delivery of a definitive
offering memorandum and other materials relating to the matters herein, Before making an
investment decision with respect to the Parmership, potential investors are advised to read
carefully the offering memorandum, the limited parinership agreement, and the related
subscription doceinents, and to consult with their tax, legal and financial advisors.

This document does not purport to be complete and is qualified in its entirety by reference to the
more detailed discussion contained in the confidential offering memorandum and the limited
parinership agreement.

All performance information in this document is based on information provided by underlying
Portfolio Managers, and all 2004 information is based on estimates provided by the underlying
Portfolio Managers. No representation or warranty is given as to the accuracy or completeness of
the performance information contained in this document.

As described in the confidential memorandum, the General Partner’s management fee is 1% of
assets, charged quarterly, and the incentive fee is 5% of net profits, charged annually, subject to a
loss carry-forward provision, and provided that the annual net return is inm excess of the 5%
threshold rate of return respectively. The Parinership also bears the pro rata cost of the
management and incentive fees charged by the underlying Portfolio Managers in the Partnership.

As further desaribed in the confidential memorandum, an investment in the Partnership is
speculative, not suitable for all clients, and intended for experienced and sophisticated investors
who are willing to bear the high cconomuc risks of the investment, which can include: loss of a
substantial portion of the capital invested due to leveraging, short-selling or other speculative
investment practices; lack of liquidily in that there may be no secondary market for the Parmership
and none expected to develop; volatility of returns; restrictions on transferring interests in the
Partmership; absence of information regarding valuations and pricing: delays in tax reporting; less
regulation than mutual funds; and advisor risk. No guarantee or representation is given that the
Partnership will achieve its stated inveshment objectives. '

This document is being provided to you on a confidential basis solely to assist you in deciding
whether or not o proceed with a further investigation of an investment in Sterling Stamos.
Accordingly, this document may not be reproduced in whole or in part, and may not be delivered
to any person without prior written consent of Sterling Stamos.
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