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THE FUNDS 

 
      

The Trust was organized as a Delaware statutory trust on February 1, 2019, and is registered with the U.S. 
Securities and Exchange Commission (“SEC”) as an open-end investment management company. The Trust 
is authorized to offer an unlimited number of shares of beneficial interest, which may be divided into different 
series and classes.  Each Fund is a diversified series of the Trust.  The Trust is governed by its Board of 
Trustees (the “Board” or “Trustees”). Each Fund may issue an unlimited number of shares of beneficial 
interest. All shares of the Funds have equal rights and privileges. Each share of a Fund is entitled to one vote 
on all matters as to which shares are entitled to vote. In addition, each share of a Fund is entitled (i) to 
participate equally with other shares in dividends and distributions declared by the Fund and (ii) upon 
liquidation to its proportionate share of the assets remaining after satisfaction of outstanding liabilities. Shares 
of a Fund are fully paid, non-assessable and fully transferable when issued and have no pre-emptive, 
conversion or exchange rights. Fractional shares have proportionately the same rights, including voting 
rights, as are provided for a full share. 
 
On July 15, 2019, each Fund acquired all the assets and liabilities of a corresponding series of the Northern 
Lights Fund Trust, as identified below (each, a “Predecessor Fund”). 
 

PREDECESSOR FUND FUND 

Leader Short Duration Bond Fund – Institutional 
Shares 

Leader Short Term High Yield Bond Fund 
(formerly the Leader Short Duration Bond Fund) – 
Institutional Shares 

Leader Short Duration Bond Fund – Investor Shares  Leader Short Term High Yield Bond Fund 
(formerly the Leader Short Duration Bond Fund) – 
Investor Shares  

  

Leader Total Return Fund – Institutional Shares Leader High Quality Floating Rate Fund – 
Institutional Shares* 

Leader Total Return Fund – Investor Shares Leader High Quality Floating Rate Fund – Investor 
Shares* 

*Formerly the Leader Total Return Fund  

 
Each Fund adopted the prior performance and financial history of its corresponding Predecessor Fund. 
Accordingly, for periods prior to July 15, 2019, all performance and other information shown for the Funds 
is that of the corresponding Predecessor Funds.   

 

Each Fund consists of two classes of shares: Investor and Institutional. Each Fund’s investment objective, 

restrictions and policies are more fully described here and in the Prospectus. The Board may start other series 

and offer shares of a new fund under the Trust at any time.  

 

Under the Trust’s Agreement and Declaration of Trust, each Trustee will continue in office until the 

termination of the Trust or his/her earlier death, incapacity, resignation, or removal. Shareholders can remove 

a Trustee to the extent provided by the Investment Company Act of 1940, as amended (the “1940 Act”) and 
the rules and regulations promulgated thereunder. Vacancies may be filled by a majority of the remaining 

Trustees, except insofar as the 1940 Act may require the election by shareholders. As a result, normally no 

annual or regular meetings of shareholders will be held unless matters arise requiring a vote of shareholders 

under the Agreement and Declaration of Trust or the 1940 Act. 
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TYPES OF INVESTMENTS 

 
  

The investment objective of each Fund and a description of its principal investment strategies are set forth 

under “Risk/Return Summary” in the Prospectus. Each Fund’s investment objective is not fundamental and 
may be changed without the approval of a majority of the outstanding voting securities of the Trust.  

 

The following pages contain more detailed information in which the Advisor may employ in pursuit of each 

Fund’s investment objective and a summary of related risks. To the extent that a type of investment is not 

disclosed in the Principal Investment Strategies section of the Funds’ prospectus, such type of investment is 

not used as a principal strategy for the Funds. 

 
Asset-Backed Debt Obligations and Mortgage-Backed Securities.   
 
Asset-backed debt obligations represent direct or indirect participation in, or are secured by and payable 
from, assets such as motor vehicle installment sales contracts, other installment loan contracts, home equity 
loans, leases of various types of property and receivables from credit card or other revolving credit 
arrangements.  The credit quality of most asset-backed securities depends primarily on the credit quality of 
the assets underlying such securities, how well the entity issuing the security is insulated from the credit risk 
and bankruptcy of the originator or any other affiliated entities and the amount and quality of any credit 
enhancement of the securities.  Payments or distributions of principal and interest on asset-backed debt 
obligations may be supported by non-governmental credit enhancements including letters of credit, reserve 
funds, over-collateralization and guarantees by third parties.  The market for privately issued asset-backed 
debt obligations is smaller and less liquid than the market for government sponsored mortgage-backed 
securities. 
 
Mortgage-backed securities represent direct or indirect participations in, or are secured by and payable from, 
mortgage loans secured by real property, and include single- and multi-class pass-through securities and 
Collateralized Mortgage Obligations (“CMOs”).  Such securities may be issued or guaranteed by U.S. 
Government agencies or instrumentalities, such as the Government National Mortgage Association and the 
Federal National Mortgage Association, or by private issuers, generally originators and investors in mortgage 
loans, including savings associations, mortgage bankers, commercial banks, investment bankers and special 
purpose entities (collectively, “private lenders”).  Mortgage-backed securities issued by private lenders may 
be supported by pools of mortgage loans or other mortgage-backed securities that are guaranteed, directly or 
indirectly, by the U.S. Government or one of its agencies or instrumentalities, or they may be issued without 
any governmental guarantee of the underlying mortgage assets but with some form of non-governmental 
credit enhancement. 
  
The rate of principal payment on mortgage- and asset-backed securities generally depends on the rate of 
principal payments received on the underlying assets, which in turn may be affected by a variety of economic 
and other factors.  As a result, the yield on any mortgage- or asset-backed security is difficult to predict with 
precision and actual yield to maturity may be more or less than the anticipated yield to maturity.  The yield 
characteristics of mortgage- and asset-backed debt obligations differ from those of traditional debt 
obligations.  Among the principal differences are that interest and principal payments are made more 
frequently on mortgage- and asset-backed debt obligations, usually monthly, and that principal may be 
prepaid at any time because the underlying assets generally may be prepaid at any time.  As a result, if these 
debt obligations or securities are purchased at a premium, a prepayment rate that is faster than expected will 
reduce yield to maturity, while a prepayment rate that is slower than expected will have the opposite effect 
of increasing the yield to maturity.  Conversely, if these debt obligations or securities are purchased at a 
discount, a prepayment rate that is faster than expected will increase yield to maturity, while a prepayment 
rate that is slower than expected will reduce yield to maturity.  Mortgage-backed securities available for 
reinvestment by a Fund are likely to be greater during a period of declining interest rates and, as a result, are 
likely to be reinvested at lower interest rates than during a period of rising interest rates.  Accelerated 
prepayments on debt obligations or securities purchased at a premium also impose a risk of loss of principal 
because the premium may not have been fully amortized at the time the principal is prepaid in full.  The 
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market for privately issued mortgage-backed securities is smaller and less liquid than the market for 
government-sponsored mortgage-backed securities. 
 
While asset-backed securities may be issued with only one class of security, many asset-backed securities 
are issued in more than one class, each with different payment terms.  Mortgage-backed securities may be 
issued with either a single class of security or multiple classes, which are commonly referred to as a 
CMO.  Multiple class mortgage- and asset-backed securities are issued for two main reasons.  First, multiple 
classes may be used as a method of providing selective credit support.  This is accomplished typically through 
creation of one or more classes whose right to payments on the asset-backed security is made subordinate to 
the right to such payments of the remaining class or classes.  Second, multiple classes may permit the 
issuance of securities with payment terms, interest rates or other characteristics differing both from those of 
each other and from those of the underlying assets.  Examples include separate trading of registered interest 
and principal of securities (“STRIPS”) (mortgage- and asset-backed securities entitling the holder to 
disproportionate interests with respect to the allocation of interest and principal of the assets backing the 
security), and securities with class or classes having characteristics that mimic the characteristics of non-
asset-backed securities, such as floating interest rates (i.e., interest rates that adjust as a specified benchmark 
changes) or scheduled amortization of principal. 

 
The Funds may invest in stripped mortgage-backed securities, which receive differing proportions of the 
interest and principal payments from the underlying assets, including interest-only (“IO”) and principal-only 
(“PO”) securities.  IO and PO mortgage-backed securities may be illiquid.  The market value of such 
securities generally is more sensitive to changes in prepayment and interest rates than is the case with 
traditional mortgage-backed securities, and in some cases such market value may be extremely volatile. IO 
securities involve greater uncertainty regarding the return on investment.  An interest only security is not 
entitled to any principal payments. If the mortgage assets in a pool prepay or default at rapid rates, it may 
reduce the amount of interest available to pay a related interest only security and may cause an investor in 
that interest only security to fail to recover the investor's initial investment 

  
Mortgage- and asset-backed securities backed by assets, other than as described above, or in which the 
payment streams on the underlying assets are allocated in a manner different than those described above may 
be issued in the future. The Funds may invest in such mortgage- and asset-backed securities if such 
investment is otherwise consistent with its investment objectives and policies and with the investment 
restrictions of each Fund. 
 
If a Fund purchases mortgage- or asset-backed securities that are “subordinated” to other interests in the same 
mortgage pool, the Fund as a holder of those securities may only receive payments after the pool’s obligations 
to other investors have been satisfied.  An unexpectedly high rate of defaults on the mortgages held by a 
mortgage pool may substantially limit the pool’s ability to make payments of principal or interest to the Fund 
as a holder of such subordinated securities, reducing the values of those securities or in some cases rendering 
them worthless; the risk of such defaults is generally higher in the case of mortgage pools that include so 
called “subprime” mortgages.  An unexpectedly high or low rate of prepayments on a pool’s underlying 
mortgages may have a similar effect on subordinated securities.  A mortgage pool may issue securities subject 
to various levels of subordination; the risk of non-payment affects securities at each level, although the risk 
is greater in the case of more highly subordinated securities. 
   
Auction Rate Securities.   

 

Auction Rate Securities (“ARS”) are long-term, variable-rate bonds tied to short-term interest rates.  ARS 
have a long-term nominal maturity with interest rates reset through a modified Dutch auction, at pre-
determined short-term intervals, usually, 7, 28 or 35 days.  ARS trade at par and are “callable” (the issuer 
can require the bondholder to sell the bond back to the issuer) at par on any interest payment date.  Common 
issuers of ARS include municipalities, non-profit hospitals, utilities, housing finance agencies, student loan 
finance authorities and universities.  Credit risk associated with ARS is similar to the default risk associated 
with other municipal and corporate bond issuers.  Bond insurance is usually used to lower the credit risk of 
ARS.  Although very infrequent, and almost always due to a dramatic decline in the credit quality of the 
issuers, ARS would be subject to liquidity risk if the auction process used to reset the interest rates failed 
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because there were more orders to sell the ARS than bids to purchase the ARS.  If an auction process failed, 
existing holders of ARS would have to continue to hold their ARS until there were a sufficient number of 
bids to purchase the ARS at the next auction to calculate the interest rate reset. 
 
Cash Management.  

 

The Funds may invest directly in cash, ARS and other short-term fixed-income securities.  All money market 
instruments can change in value when interest rates or an issuer’s creditworthiness change dramatically. 
 
Closed-End Investment Companies.   

 

Each Fund may invest its assets in "closed-end" investment companies (or "closed-end funds"), subject to 
the investment restrictions set forth above. Shares of closed-end funds are typically offered to the public in a 
one-time initial public offering by a group of underwriters who retain a spread or underwriting commission 
of between 4% or 6% of the initial public offering price. Such securities are then listed for trading on an 
exchange such as the New York Stock Exchange or the National Association of Securities Dealers Automated 
Quotation System (commonly known as "NASDAQ") and, in some cases, may be traded in other over-the-
counter markets. Because the shares of closed-end funds cannot be redeemed upon demand to the issuer like 
the shares of an open-end investment company (such as the Funds), investors seek to buy and sell shares of 
closed-end funds in the secondary market. 
 
Each Fund generally will purchase shares of closed-end funds only in the secondary market. A Fund will 
incur normal brokerage costs on such purchases similar to the expenses the Fund would incur for the purchase 
of securities of any other type of issuer in the secondary market. A Fund may, however, also purchase 
securities of a closed-end fund in an initial public offering when, in the opinion of the Advisor, based on a 
consideration of the nature of the closed-end fund's proposed investments, the prevailing market conditions 
and the level of demand for such securities, they represent an attractive opportunity for growth of capital. 
The initial offering price typically will include a dealer spread, which may be higher than the applicable 
brokerage cost if a Fund purchased such securities in the secondary market. 
 
The shares of many closed-end funds, after their initial public offering, frequently trade at a price per share 
that is less than the net asset value per share, the difference representing the "market discount" of such shares. 
This market discount may be due in part to the investment objective of long-term appreciation, which is 
sought by many closed-end funds, as well as to the fact that the shares of closed-end funds are not redeemable 
by the holder upon demand to the issuer at the next determined net asset value, but rather are subject to the 
principles of supply and demand in the secondary market. A relative lack of secondary market purchasers of 
closed-end fund shares also may contribute to such shares trading at a discount to their net asset value. 
 
Each Fund may invest in shares of closed-end funds that are trading at a discount to net asset value or at a 
premium to net asset value. There can be no assurance that the market discount on shares of any closed-end 
fund purchased by a Fund will ever decrease. In fact, it is possible that this market discount may increase and 
a Fund may suffer realized or unrealized capital losses due to further decline in the market price of the 
securities of such closed-end funds, thereby adversely affecting the net asset value of the Fund's shares. 
Similarly, there can be no assurance that any shares of a closed-end fund purchased by a Fund at a premium 
will continue to trade at a premium or that the premium will not decrease subsequent to a purchase of such 
shares by the Fund. 
 
Closed-end funds may issue senior securities (including preferred stock and debt obligations) for the purpose 
of leveraging the closed-end fund's common shares to enhance the current return to such closed-end fund's 
common shareholders. A Fund's investment in the common shares of closed-end funds that are financially 
leveraged may create an opportunity for greater total return on its investment, but at the same time may be 
expected to exhibit more volatility in market price and net asset value than an investment in shares of 
investment companies without a leveraged capital structure. 
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Collateralized Loan Obligations (“CLOs”).   
 
The Funds may invest in CLOs, which generally represent either a residual economic interest, in the case of 
a defaulted tranche, or a performing debt investment collateralized by a portfolio of Senior Loans. The value 
of CLO investments generally depend on both the quality and nature of the underlying portfolio it references 
and also on the specific structural characteristics of the CLO itself. 
 

CLO Structural Elements 

 

Structurally, CLO vehicles are entities formed to originate and manage a portfolio of loans. The loans within 
the CLO vehicle are generally limited to loans which meet established credit criteria and are subject to 
concentration limitations in order to limit a CLO vehicle’s exposure to a single credit. 

 
A CLO vehicle is formed by raising multiple “tranches” of debt (with the most senior tranches being rated 
“AAA” to the most junior tranches typically being rated “BB” or “B”) and equity. As interest payments are 
received the CLO vehicle makes contractual interest payments to each tranche of debt based on their 
seniority. If there are funds remaining after each tranche of debt receives its contractual interest rate and the 
CLO vehicle meets or exceeds required collateral coverage levels (or other similar covenants) the remaining 
funds may be paid to the equity tranche. The contractual provisions setting out this order of payments are set 
out in detail in the CLO vehicle’s indenture. These provisions are referred to as the “priority of payments” or 
the “waterfall” and determine any other obligations that may be required to be paid ahead of payments of 
interest and principal on the securities issued by a CLO vehicle. In addition, for payments to be made to each 
tranche, after the most senior tranche of debt, there are various tests which must be complied with, which are 
different for each CLO vehicle. 

 
CLO indentures typically provide for adjustments to the priority of payments in the event that certain 
cashflow or collateral requirements are not maintained. The collateral quality tests that may divert cashflows 
in the priority of payments are predominantly determined by reference to the par values of the underlying 
loans, rather than their current market values. Accordingly, CLO debt investments allow investors to gain 
diversified exposure to the Senior Loan market on a levered basis frequently without being structurally 
subject to mark-to-market price fluctuations of the underlying loans. As such, although the current valuations 
of CLO debt tranches are expected to fluctuate based on price changes within the loan market, interest rate 
movements and other macroeconomic factors, those tranches will generally be expected to continue to receive 
distributions from the CLO vehicle periodically so long as the underlying portfolio does not suffer defaults, 
realized losses or other covenant violations sufficient to trigger changes in the waterfall allocations.  
 
The diagram below is for illustrative purposes only. The CLO structure highlighted below is only a 
hypothetical structure and structures among CLO vehicles in which the Fund may invest may vary 
substantially from the hypothetical example set forth below. 
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The Syndicated Senior Loan Market 

 

The syndicated leveraged corporate loan market remains largely inaccessible to a significant portion of 
investors that are not lenders or approved institutions. The CLO market permits wider exposure to syndicated 
Senior Loans, but this market is almost exclusively private and predominantly institutional. 
 
 
The Senior Loan market is characterized by various factors, including: 

 • Seniority.  A Senior Loan typically ranks senior in a company’s capital structure to all other forms 
of debt or equity. As such, that loan generally maintains the senior-most claim on the company’s 
assets and cash flow, and, we believe should, all other things being equal, offer the prospect of a 
relatively more stable and lower-risk holding. 

 • Floating rate instruments.  A Senior Loan typically contains a floating versus a fixed interest rate, 
which we believe provides some measure of protection against the risk of interest rate fluctuation. 

      • Frequency of interest payments.  A Senior Loan typically provides for scheduled interest 
payments no less frequently than quarterly. 

 
Commercial Paper.  

 

Commercial paper is a debt obligation usually issued by corporations (including foreign corporations) and 
may be unsecured or secured by letters of credit or a surety bond.  Commercial paper is usually repaid at 
maturity by the issuer from the proceeds of the issuance of new commercial paper.  As a result, investment 
in commercial paper is subject to the risk the issuer cannot issue enough new commercial paper to satisfy its 
outstanding commercial paper, also known as rollover risk.  Commercial paper may be deemed a restricted 
security, thereby causing it to be illiquid or reducing its liquidity in certain circumstances. 
 
Asset-backed commercial paper is a form of commercial paper generally issued by a corporate-sponsored 
special purpose entity to which the corporation has contributed cash-flowing receivables like credit card 
receivables, auto and equipment leases and other receivables.  Investment in asset-backed commercial paper 
is subject to the risk that insufficient proceeds from the projected cash flows of the contributed receivables 
are available to repay the commercial paper at maturity. 

 
Convertible Securities.  

 

Convertible securities are bonds, debentures, notes, preferred stocks or other securities that may be converted 
into or exchanged for a specified amount of common stock of the same or a different issuer within a particular 
period of time at a specified price or formula.  A convertible security entitles the holder to receive interest 
normally paid or accrued on debt or the dividend paid on preferred stock until the convertible security matures 
or is redeemed, converted or exchanged.  Convertible securities have unique investment characteristics in 
that they generally (1) have higher yields than common stocks, but lower yields than comparable non-
convertible securities, (2) are less subject to fluctuation in value than the underlying stock since they have 
fixed income characteristics and (3) provide the potential for capital appreciation if the market price of the 
underlying common stock increases.  Most convertible securities currently are issued by U.S. companies, 
although a substantial Eurodollar convertible securities market has developed, and the markets for convertible 
securities denominated in local currencies are increasing. 
 
The value of a convertible security is a function of its “investment value” (determined by its yield in 
comparison with the yields of other securities of comparable maturity and quality that do not have a 
conversion privilege) and its “conversion value” (the security’s worth, at market value, if converted into the 
underlying common stock).  The investment value of a convertible security is influenced by changes in 
interest rates, with investment value declining as interest rates increase and increasing as interest rates 
decline.  The credit standing of the issuer and other factors also may have an effect on the convertible 
security’s investment value.  The conversion value of a convertible security is determined by the market price 
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of the underlying common stock.  If the conversion value is low relative to the investment value, the price of 
the convertible security is governed principally by its investment value.  Generally, the conversion value 
decreases as the convertible security approaches maturity.  To the extent the market price of the underlying 
common stock approaches or exceeds the conversion price, the price of the convertible security will be 
increasingly influenced by its conversion value.  A convertible security generally will sell at a premium over 
its conversion value by the extent to which investors place value on the right to acquire the underlying 
common stock while holding a fixed income security. 
 
A convertible security may be subject to redemption at the option of the issuer at a price established in the 
convertible security’s governing instrument.  If a convertible security is called for redemption, a Fund will 
be required to permit the issuer to redeem the security, convert it into the underlying common stock or sell it 
to a third party. 
 

Debt Obligations.   

 

The Funds may invest a portion of their assets in debt obligations.  Issuers of debt obligations have a 
contractual obligation to pay interest at a specified rate on specified dates and to repay principal on a specified 
maturity date.  Certain debt obligations (usually intermediate- and long-term bonds) have provisions that 
allow the issuer to redeem or “call” a bond before its maturity.  Issuers are most likely to call such securities 
during periods of falling interest rates and the Fund may have to replace such securities with lower yielding 
securities, which could result in a lower return for the Fund.  Risks of investing in debt obligations may 
include the following: 

 
Price Volatility.  The market value of debt obligations is affected primarily by changes in prevailing interest 
rates.  The market value of a debt obligation generally reacts inversely to interest-rate changes, which means 
that, when prevailing interest rates decline, an obligation’s price usually rises, and when prevailing interest 
rates rise, an obligation’s price usually declines. 
 
Maturity.  In general, the longer the maturity of a debt obligation, the higher its yield is, but the greater its 
sensitivity to changes in interest rates.  Conversely, the shorter the maturity is, the lower the yield, but the 
lesser its sensitivity to changes in the interest rates, and the greater the price stability.  Commercial paper is 
generally considered the shortest maturity form of debt obligation. 
  
Credit Quality.  The value of debt obligations may also be affected by changes in the credit rating or 
financial condition of their issuers and obligors.  Generally, the lower the quality rating of a security, the 
higher the degree of risk as to the payment of interest and return of principal.  To compensate investors for 
taking on such increased risk, those issuers deemed to be less creditworthy generally must offer their investors 
higher interest rates than do issuers with better credit ratings. 
 
In conducting its credit research and analysis, the Advisor considers both qualitative and quantitative factors 
to evaluate the creditworthiness of individual issuers.  The Advisor also relies, in part, on credit ratings 
compiled by a number of Nationally Recognized Statistical Rating Organizations (“NRSROs”). 
 

Duration.  Duration was developed as a more precise alternative to the concept of “maturity” for a debt 
security or portfolio of debt securities.  Traditionally, a debt security’s maturity has been used as a proxy for 
the sensitivity of the debt security’s price to changes in interest rates (which is the “interest rate risk” or 
“volatility” of the security).  However, maturity measures only the time until a debt security provides its final 
payment, taking no account of the expected timing of the security’s principal and interest payments prior to 
maturity.  In contrast, duration incorporates a bond’s yield, coupon interest payments, final maturity and call 
features into one measure.  Duration management is one of the fundamental tools used by the Advisor. 
 
Duration is a measure of the expected life of a debt obligation on a present value basis.  Duration takes the 
length of the time intervals between the present time and the time that the interest and principal payments are 
scheduled or, in the case of a callable bond, the time the principal payments are expected to be received, and 
weights them by the present values of the cash to be received at each future point in time.  For any debt 
obligation with interest payments occurring prior to the payment of principal, duration is always less than 
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maturity.  In general, all other things being equal, the lower the stated or coupon rate of interest of a fixed 
income security, the longer the duration of the security; conversely, the higher the stated or coupon rate of 
interest of a fixed income security, the shorter the duration of the security. 
 
Futures, options and options on futures have durations that, in general, are closely related to the duration of 
the debt securities that underlie them.  Holding long futures or call option positions will lengthen the duration 
of the Fund’s portfolio by approximately the same amount of time that holding an equivalent amount of the 
underlying debt securities would. 
 
Short futures or put option positions have durations roughly equal to the negative duration of the debt 
securities that underlie these positions, and have the effect of reducing portfolio duration by approximately 
the same amount of time that selling an equivalent amount of the underlying debt securities would. 
 
There are some situations where even the standard duration calculation does not completely reflect the 
interest rate exposure or projected cash flows of a debt security.  For example, floating- and variable-rate 
securities often have final maturities of ten or more years; however, their interest rate exposure and duration 
correspond to the frequency of the coupon reset.  Another example where the interest rate exposure is not 
properly captured by duration is mortgage pass-through securities.  The stated final maturity of such 
securities is generally 30 years, but current prepayment rates are more critical in determining the securities’ 
interest rate exposure.  If the Fund invests in collateralized mortgage obligations (“CMOs”), the Advisor may 
consider using the average life versus its final maturity for the purpose of calculating the Fund’s average 
duration.  Finally, the duration of a debt obligation may vary over time in response to changes in interest 
rates and other market factors. 
 
U.S. Treasury Securities.    

 

The Funds may invest its assets in U.S. treasuries with no limit. 

 
Depositary Receipts.  

 

The Funds may invest in foreign securities by purchasing depositary receipts, including American Depositary 
Receipts (“ADRs”) and European Depositary Receipts (“EDRs”), or other securities convertible into 
securities of foreign issuers.  These securities may not necessarily be denominated in the same currency as 
the securities into which they may be converted.  Generally, ADRs, in registered form, are denominated in 
U.S. dollars and are designed for use in the U.S. securities markets, while EDRs, in bearer form, may be 
denominated in other currencies and are designed for use in the European securities markets.  ADRs are 
receipts typically issued by a U.S. bank or trust company evidencing ownership of the underlying 
securities.  EDRs are European receipts evidencing a similar arrangement.  For purposes of each Fund’s 
investment policies, ADRs and EDRs are deemed to have the same classification as the underlying securities 
they represent, except that ADRs and EDRs shall be treated as indirect foreign investments.  For example, 
an ADR or EDR representing ownership of common stock will be treated as common stock.  Depositary 
receipts do not eliminate all of the risks associated with directly investing in the securities of foreign issuers. 
 
ADR facilities may be established as either “unsponsored” or “sponsored.”  While ADRs issued under these 
two types of facilities are in some respects similar, there are distinctions between them relating to the rights 
and obligations of ADR holders and the practices of market participants. 

 
A depositary may establish an unsponsored facility without participation by (or even necessarily the 
permission of) the issuer of the deposited securities, although typically the depositary requests a letter of non-
objection from such issuer prior to the establishment of the facility.  Holders of unsponsored ADRs generally 
bear all the costs of such facility.  The depositary usually charges fees upon the deposit and withdrawal of 
the deposited securities, the conversion of dividends into U.S. dollars, the disposition of non-cash 
distributions and the performance of other services.  The depositary of an unsponsored facility frequently is 
under no obligation to pass through voting rights to ADR holders in respect of the deposited securities.  In 
addition, an unsponsored facility is generally not obligated to distribute communications received from the 
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issuer of the deposited securities or to disclose material information about such issuer in the U.S. and there 
may not be a correlation between such information and the market value of the depositary receipts. 
 
Sponsored ADR facilities are created in generally the same manner as unsponsored facilities, except that the 
issuer of the deposited securities enters into a deposit agreement with the depositary.  The deposit agreement 
sets out the rights and responsibilities of the issuer, the depositary and the ADR holders.  With sponsored 
facilities, the issuer of the deposited securities generally will bear some of the costs relating to the facility 
(such as dividend payment fees of the depositary), although ADR holders continue to bear certain other costs 
(such as deposit and withdrawal fees).  Under the terms of most sponsored arrangements, depositaries agree 
to distribute notices of shareholder meetings and voting instructions, and to provide shareholder 
communications and other information to the ADR holders at the request of the issuer of the deposited 
securities. 
 
Derivative Instruments. 
 
In General.  The Funds may use derivative instruments for any lawful purpose consistent with its investment 
objectives such as for hedging, managing risk or obtaining market exposure.  Derivative instruments are 
commonly defined to include securities or contracts whose values depend on (or “derive” from) the value of 
one or more other assets, such as securities, currencies, commodities (commonly referred to as “underlying 
assets”) or indices. 
  
A derivative instrument generally consists of, is based upon or exhibits characteristics similar to options or 
forward contracts.  Options and forward contracts are considered to be the basic “building blocks” of 
derivatives.  For example, forward-based derivatives include forward contracts and swap contracts, as well 
as exchange-traded futures.  Option-based derivatives include privately negotiated, over-the-counter 
(“OTC”) options (including options on forward and cap, floor and collar swap contracts) and exchange-traded 
options on futures.  Diverse types of derivatives may be created by combining options or forward contracts 
in different ways, and by applying these structures to a wide range of underlying assets. 
 
An option is a contract in which the “holder” (the buyer) pays a certain amount (“premium”) to the “writer” 
(the seller) to obtain the right, but not the obligation, to buy from the writer (in a “call”) or sell to the writer 
(in a “put”) a specific asset at an agreed upon price at or before a certain time.  The holder pays the premium 
at inception and has no further financial obligation.  The holder of an option-based derivative generally will 
benefit from favorable movements in the price of the underlying asset but is not exposed to corresponding 
losses due to adverse movements in the value of the underlying asset.  The writer of an option-based 
derivative usually will receive fees or premiums, but generally is exposed to losses due to adverse changes 
in the value of the underlying asset or index. 
 

A forward is a sales contract between a buyer (holding the “long” position) and a seller (holding the “short” 
position) for an asset with delivery deferred until a future date.  The buyer agrees to pay a fixed price at the 
agreed future date and the seller agrees to deliver the asset.  The seller hopes that the market price on the 
delivery date is less than the agreed upon price, while the buyer hopes for the contrary.  The change in market 
value of a forward-based derivative generally is roughly proportional to the change in value of the underlying 
asset. 
 

Hedging.  The Funds may use derivative instruments to protect against possible adverse changes in the 
market value of securities held in, or anticipated to be held in, its portfolio.  Derivatives may also be used to 
“lock-in” realized but unrecognized gains in the value of its portfolio securities.  Hedging strategies, if 
successful, can reduce the risk of loss by wholly or partially offsetting the negative effect of unfavorable 
price movements in the investments being hedged.  However, hedging strategies can also reduce the 
opportunity for gain by offsetting the positive effect of favorable price movements in the hedged 
investments.  To the extent that a hedge matures prior to or after the disposition of the investment subject to 
the hedge, any gain or loss on the hedge will be realized earlier or later than any offsetting gain or loss on the 
hedged investment. 
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Managing Risk/Market Exposure.  The Funds may also use derivative instruments to manage the risks of 
its portfolio.  Risk management strategies include, but are not limited to, facilitating the sale of portfolio 
securities, managing the effective maturity or duration of debt obligations in its portfolio, or establishing a 
position in the derivatives markets as a substitute for buying, selling, holding certain securities or creating or 
altering exposure to certain asset classes, such as equity, debt, foreign securities and floating-rate debt 
securities.  The use of derivative instruments may provide a less expensive, more expedient or more 
specifically focused way to invest than “traditional” securities (i.e., stocks or bonds) would. 
 

Exchange-Traded and OTC Derivatives.  Derivative instruments may be exchange-traded or traded in 
OTC transactions between private parties.  Exchange-traded derivatives are standardized options and futures 
contracts traded in an auction on the floor of a regulated exchange.  Exchange contracts are generally very 
liquid.  The exchange clearinghouse is the counterparty of every contract.  Thus, each holder of an exchange 
contract bears the credit risk of the clearinghouse (and has the benefit of its financial strength) rather than 
that of a particular counterparty.  On the other hand, OTC derivative transactions are not traded on established 
exchanges and are not guaranteed by the creditworthiness of any exchange.  Consequently, OTC derivative 
transactions are subject to additional risks, such as the credit risk of the counterparty to the instrument.  OTC 
derivative transactions are less liquid than exchange-traded derivatives since they often can only be closed 
out with the other party to the transaction. 
  
Risks.  The use of derivative instruments involves risks as described below.  Risks pertaining to particular 
derivative instruments are described in the sections that follow. 
 

Market Risk.  The primary risk of derivatives is the same as the risk of the underlying assets, 
namely that the value of the underlying asset may go up or down.  Adverse movements in the value of an 
underlying asset can expose the Fund to losses.  Derivative instruments may include elements of leverage 
and, accordingly, the fluctuation of the value of the derivative instrument in relation to the underlying asset 
may be magnified.  The successful use of derivative instruments depends upon a variety of factors, 
particularly the ability of the Advisor to predict movements of the securities, currencies and commodity 
markets, which requires different skills than predicting changes in the prices of individual securities.  There 
can be no assurance that any particular strategy adopted will succeed.  The Advisor’s decision to engage in 
a derivative transaction will reflect its judgment that the derivative transaction will provide value to the Fund 
and its shareholders, and is consistent with the Fund’s objectives, investment limitations and operating 
policies.  In making such a judgment, the Advisor will analyze the benefits and risks of the derivative 
transaction and weigh them in the context of the Fund’s entire portfolio and investment objectives. 
  

Credit Risk.  The Funds will be subject to the risk that a loss may be sustained as a result of the 
failure of a counter-party to comply with the terms of a derivative instrument.  The counterparty risk for 
exchange-traded derivative instruments is generally less than for privately negotiated or OTC derivative 
instruments, since generally a clearing agency, (which is the issuer or counterparty to each exchange-traded 
instrument), provides a guarantee of performance for exchange-traded derivatives.  For privately negotiated 
instruments, there is no similar clearing agency guarantee.  In all transactions, the Fund will bear the risk that 
the counterparty will default, and this could result in a loss of the expected benefit of the derivative transaction 
and possibly other losses.  The Funds will enter into transactions in derivative instruments only with 
counterparties that the Advisor reasonably believes are capable of performing under the contract.  In certain 
circumstances, the Advisor will obtain collateral for the Fund from the counterparty to minimize this credit 
risk. 
 
 Correlation Risk.  Correlation risk is the risk that there might be imperfect correlation, or even no 
correlation, between price movements of an instrument and price movements of investments being 
hedged.  For example, if the value of a derivative instrument used in a short hedge (such as writing a call 
option, buying a put option or selling a futures contract) increased by less than the decline in value of the 
hedged investments, the hedge would not be perfectly correlated.  With a perfect hedge, the value of the 
combined position remains unchanged for any change in the price of the underlying asset.  With an imperfect 
hedge, the values of the derivative instrument and the associated hedge are not perfectly correlated.  When a 
derivative transaction is used to completely hedge another position, changes in the market value of the 
combined position (the derivative instrument plus the position being hedged) result from an imperfect 
correlation between the price movements of the instruments and the position hedged.    Such a lack of 
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correlation might occur due to factors unrelated to the value of the investments being hedged, such as 
speculative or other pressures on the markets in which these derivative instruments are traded.  The 
effectiveness of hedges using derivative instruments based on indices will depend, in part, on the degree of 
correlation between price movements in the index and price movements in the investments being hedged. 
 

Liquidity Risk.  Derivatives are also subject to liquidity risk.  Liquidity risk is the risk that a 
derivative instrument cannot be sold, terminated early or replaced quickly at or very close to its market 
value.  Generally, exchange contracts are very liquid because the exchange clearinghouse is the counterparty 
of every contract.  OTC transactions are less liquid than exchange-traded derivatives since they often can 
only be closed out with the other party to the transaction. A Fund might be required by applicable regulatory 
requirements or by the derivative instrument to maintain assets as “cover,” maintain segregated accounts, 
designate assets on its books and records, post collateral and/or make margin payments when it takes 
positions in derivative instruments involving obligations to third parties (i.e., instruments other than 
purchased options).  If a Fund were unable to close out its positions in such instruments, it might be required 
to continue to maintain such assets, accounts or collateral or make such payments until the position expired, 
matured or was closed out.  The requirements might impair a Fund’s ability to sell a portfolio security or 
make an investment at a time when it would otherwise be favorable to do so, or require that the Fund sell a 
portfolio security at a disadvantageous time.  A Fund’s ability to sell or close out a position in an instrument 
prior to expiration or maturity depends, in part, on the existence of a liquid secondary market for such 
derivative instruments or, in the absence of such a market, the ability and willingness of the counterparty to 
enter into a transaction closing out the position.  Therefore, there is no assurance that any derivatives position 
can be sold or closed out at a time and price that is favorable to the Fund. 

 
Legal Risk.  Legal risk is the risk of loss caused by the legal unenforceability of a party’s obligations 

under the derivative instrument.  While a party seeking price certainty agrees to surrender the potential upside 
in exchange for downside protection, the party taking the risk is looking for a positive payoff.  Despite this 
voluntary assumption of risk, a counterparty that has lost money in a derivative transaction may try to avoid 
payment by exploiting various legal uncertainties about certain derivative instruments. 

 
Systemic Or “Interconnection” Risk.  Interconnection risk is the risk that a disruption in the 

financial markets will cause difficulties for all market participants.  In other words, a disruption in one market 
will spill over into other markets, perhaps creating a chain reaction.  Much of the OTC derivatives market 
takes place among the OTC dealers themselves, which creates a large interdependent web of financial 
obligations.  This interdependence raises the possibility that a default by one large dealer could create losses 
at other dealers and destabilize the entire market for OTC derivative instruments. 
 

General Limitations.  The use of derivative instruments is subject to applicable regulations of the SEC, the 
several options and futures exchanges upon which they may be traded, the Commodity Futures Trading 
Commission (“CFTC”) and various state regulatory authorities.  In addition, the Fund’s ability to use 
derivative instruments may be limited by certain tax considerations. 
 

The Adviser, on behalf of the Funds, has filed with the National Futures Association, a notice claiming an 
exemption from the definition of the term “commodity pool operator” in accordance with Rule 4.5 under the 
Commodity Exchange Act (“CEA”), as amended, and the rules of the Commodity Futures Trading 
Commission promulgated thereunder, with respect to the Funds’ operation.  Accordingly, the Funds are not 
subject to registration or regulation as a commodity pool operator under the CEA. 
 

Leveraged Derivative Transactions. The SEC has identified certain trading practices involving derivative 
instruments that have the potential for leveraging the Fund’s assets in a manner that raises senior security 
issues as defined under the 1940 Act.  To avoid creating a senior security and to limit the potential problems 
for leveraging of the Fund’s assets when the Fund invests in derivatives, the SEC has stated that each Fund 
may use coverage or designation of the Fund’s liquid assets.  To the extent required by SEC guidelines, the 
Fund will not enter into any such leveraging derivative transactions unless it owns either: (1) an offsetting 
(“covered”) position in securities, options, futures or derivative instruments; or (2) cash or liquid securities 
positions with a value sufficient at all times to cover its potential obligations to the counterparty to the extent 
that the position is not “covered.”  Assets designated on the Fund’s records cannot be sold while the related 
derivative position is open unless they are replaced with similar assets and such designated assets may be 
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deemed illiquid.  As a result, the designation of a large portion of the Fund’s assets could impede portfolio 
management or the Fund’s ability to meet redemption requests or other current obligations. 
  
In some cases, a Fund may be required to maintain or limit exposure of a specified percentage of its assets to 
a particular asset class.  In such cases, when the Fund uses a derivative instrument to increase or decrease 
exposure to an asset class and is required by applicable SEC guidelines to designate liquid assets on its books 
and records to secure its obligations under such derivative instruments, the Advisor may, where reasonable 
in light of the circumstances, measure compliance with the applicable percentage by reference to the nature 
of the economic exposure created through the use of the derivative instrument and not by reference to the 
nature of the exposure arising from the liquid assets designated on the Fund’s books and records (unless 
another interpretation is specified by applicable regulatory requirements). 
 

Options.  The Funds may use options for any lawful purpose consistent with its investment objectives such 
as hedging or managing risk.  An option is a contract in which the “holder” (the buyer) pays a certain amount 
(“premium”) to the “writer” (the seller) to obtain the right, but not the obligation, to buy from the writer (in 
a “call”) or sell to the writer (in a “put”) a specific asset at an agreed upon price (“strike price” or “exercise 
price”) at or before a certain time (“expiration date”).  The holder pays the premium at inception and has no 
further financial obligation.  The holder of an option will benefit from favorable movements in the price of 
the underlying asset but is not exposed to corresponding losses due to adverse movements in the value of the 
underlying asset.  The writer of an option will receive fees or premiums but is exposed to losses due to 
adverse changes in the value of the underlying asset.  The Fund may buy (hold) or write (sell) put and call 
options on assets, such as securities, currencies, financial commodities and indices of debt and equity 
securities (“underlying assets”) and enter into closing transactions with respect to such options to terminate 
an existing position.  Options used by the Fund may include European, American and Bermuda style 
options.  If an option is exercisable only at maturity, it is a “European” option; if it is also exercisable prior 
to maturity, it is an “American” option and if it is exercisable only at certain times, it is a “Bermuda” option. 
 
The Funds may hold (buy) and write (sell) put and call options on underlying assets and enter into closing 
transactions with respect to such options to terminate an existing position.  The purchase of a call option 
serves as a long hedge, and the purchase of a put option serves as a short hedge.  Writing put or call options 
can enable a Fund to enhance income by reason of the premiums paid by the purchaser of such 
options.  Writing call options serves as a limited short hedge because declines in the value of the hedged 
investment would be offset to the extent of the premium received for writing the option.  However, if the 
security appreciates to a price higher than the exercise price of the call option, it can be expected that the 
option will be exercised and the Fund will be obligated to sell the security at less than its market value or will 
be obligated to purchase the security at a price greater than that at which the security must be sold under the 
option.  All or a portion of any assets used as cover for OTC options written by the Fund would be considered 
illiquid.  Writing put options serves as a limited long hedge because decreases in the value of the hedged 
investment would be offset to the extent of the premium received for writing the option.  However, if the 
security depreciates to a price lower than the exercise price of the put option, it can be expected that the put 
option will be exercised and the Fund will be obligated to purchase the security at more than its market value. 
  
The value of an option position will reflect, among other things, the historical price volatility of the 
underlying investment, the current market value of the underlying investment, the time remaining until 
expiration, the relationship of the exercise price to the market price of the underlying investment and general 
market conditions. 
 
Each Fund may effectively terminate its right or obligation under an option by entering into a closing 
transaction.  For example, a Fund may terminate its obligation under a call or put option that it had written 
by purchasing an identical call or put option; this is known as a closing purchase transaction.  Conversely, 
the Fund may terminate a position in a put or call option it had purchased by writing an identical put or call 
option; this is known as a closing sale transaction.  Closing transactions permit the Fund to realize the profit 
or limit the loss on an option position prior to its exercise or expiration. 
 
The Funds may purchase or write both exchange-traded and OTC options.  Exchange-traded options are 
issued by a clearing organization affiliated with the exchange on which the option is listed that, in effect, 
guarantees completion of every exchange-traded option transaction.  In contrast, OTC options are contracts 
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between the Fund and the other party to the transaction (“counterparty”) (usually a securities dealer or a bank) 
with no clearing organization guarantee.  Thus, when the Fund purchases or writes an OTC option, it relies 
on the counterparty to make or take delivery of the underlying investment upon exercise of the 
option.  Failure by the counterparty to do so would result in the loss of any premium paid by the Fund as well 
as the loss of any expected benefit of the transaction. 
 
A Fund’s ability to establish and close out positions in exchange-listed options depends on the existence of 
a liquid market.  The Funds intend to purchase or write only those exchange-traded options for which there 
appears to be a liquid secondary market.  However, there can be no assurance that such a market will exist at 
any particular time.  Closing transactions can be made for OTC options only by negotiating directly with the 
counterparty, or by a transaction in the secondary market if any such market exists.  Although the Fund will 
enter into OTC options only with counterparties that are expected to be capable of entering into closing 
transactions with the Fund, there is no assurance that the Fund will in fact be able to close out an OTC option 
at a favorable price prior to expiration.  In the event of insolvency of the counterparty, the Fund might be 
unable to close out an OTC option position at any time prior to its expiration.  If the Fund were unable to 
effect a closing transaction for an option it had purchased, it would have to exercise the option to realize any 
profit. 
 
The Funds may engage in options transactions on indices in much the same manner as the options on 
securities discussed above, except the index options may serve as a hedge against overall fluctuations in the 
securities market represented by the relevant market index. 

 
The writing and purchasing of options is a highly specialized activity that involves investment techniques 
and risks different from those associated with ordinary portfolio securities transactions.  Imperfect correlation 
between the options and securities markets may detract from the effectiveness of the attempted hedging. 

 
Spread Option Transactions.  The Funds may use spread transactions for any lawful purpose 

consistent with its investment objectives such as hedging or managing risk.  The Funds may purchase covered 
spread options from securities dealers.  Such covered spread options are not presently exchange-listed or 
exchange-traded.  The purchase of a spread option gives the Fund the right to put, or sell, a security that it 
owns at a fixed dollar spread or fixed yield spread in relation to another security that the Fund does not own, 
but which is used as a benchmark.  The risk to the Fund in purchasing covered spread options is the cost of 
the premium paid for the spread option and any transaction costs.  In addition, there is no assurance that 
closing transactions will be available.  The purchase of spread options will be used to protect the Fund against 
adverse changes in prevailing credit quality spreads, i.e., the yield spread between high quality and lower 
quality securities.  Such protection is only provided during the life of the spread option. 

 
Futures Contracts.  The Funds may use futures contracts for any lawful purpose consistent with its 
investment objectives such as hedging or managing risk. The Funds may enter into futures contracts, 
including, but not limited to, interest rate futures and index futures.  The Funds may also purchase put and 
call options, and write covered put and call options, on futures in which it is allowed to invest.  The purchase 
of futures or call options thereon can serve as a long hedge, and the sale of futures or the purchase of put 
options thereon can serve as a short hedge.  Writing covered call options on futures contracts can serve as a 
limited short hedge, and writing covered put options on futures contracts can serve as a limited long hedge, 
using a strategy similar to that used for writing covered options in securities.  The Funds may also purchase 
and sell interest rate futures contracts on a short-term trading basis as a means of managing the duration of 
and interest rate exposure of the Fund.  The Funds may also write put options on futures contracts while at 
the same time purchasing call options on the same futures contracts in order to create synthetically a long 
futures contract position.  Such options would have the same strike prices and expiration dates.  The Funds 
will engage in this strategy only when the Advisor believes it is more advantageous to the Fund than 
purchasing the futures contract. 
 
To the extent required by regulatory authorities, the Funds only enter into futures contracts that are traded on 
national futures exchanges and are standardized as to maturity date and underlying financial 
instrument.  Futures exchanges and trading are regulated under the CEA by the CFTC.  Although techniques 
other than sales and purchases of futures contracts could be used to reduce a Fund’s exposure to market or 
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interest rate fluctuations, a Fund may be able to hedge its exposure more effectively and perhaps at a lower 
cost through the use of futures contracts. 
 
An interest rate futures contract provides for the future sale by one party and purchase by another party of a 
specified amount of a specific financial instrument (e.g., debt security) for a specified price at a designated 
date, time and place.  An index futures contract is an agreement pursuant to which the parties agree to take 
or make delivery of an amount of cash equal to the difference between the value of the index at the close of 
the last trading day of the contract and the price at which the index futures contract was originally 
written.  Transaction costs are incurred when a futures contract is bought or sold and margin deposits must 
be maintained.  A futures contract may be satisfied by delivery or purchase, as the case may be, of the 
instrument or by payment of the change in the cash value of the index.  More commonly, futures contracts 
are closed out prior to delivery by entering into an offsetting transaction in a matching futures 
contract.  Although the value of an index might be a function of the value of certain specified securities, no 
physical delivery of those securities is made.  If the offsetting purchase price is less than the original sale 
price, a Fund realizes a gain; if it is more, a Fund realizes a loss.  Conversely, if the offsetting sale price is 
more than the original purchase price, a Fund realizes a gain; if it is less, a Fund realizes a loss.  The 
transaction costs must also be included in these calculations.  There can be no assurance, however, that a 
Fund will be able to enter into an offsetting transaction with respect to a particular futures contract at a 
particular time.  If a Fund is not able to enter into an offsetting transaction, a Fund will continue to be required 
to maintain the margin deposits on the futures contract. 
  
No price is paid by a Fund upon entering into a futures contract.  Instead, at the inception of a futures contract, 
a Fund is required to deposit in a segregated account with its custodian, in the name of the futures broker 
through whom the transaction was effected, “initial margin” consisting of cash and/or other appropriate liquid 
assets in an amount generally equal to 10% or less of the contract value.  Margin must also be deposited when 
writing a call or put option on a futures contract, in accordance with applicable exchange rules.  Unlike 
margin in securities transactions, initial margin on futures contracts does not represent a borrowing, but rather 
is in the nature of a performance bond or good-faith deposit that is returned to a Fund at the termination of 
the transaction if all contractual obligations have been satisfied.  Under certain circumstances, such as periods 
of high volatility, a Fund may be required by an exchange to increase the level of its initial margin payment, 
and initial margin requirements might be increased generally in the future by regulatory action. 
 
Subsequent “variation margin” payments are made to and from the futures broker daily as the value of the 
futures position varies, a process known as “marking to market.”  Variation margin does not involve 
borrowing, but rather represents a daily settlement of a Fund’s obligations to or from a futures broker.  When 
a Fund purchases an option on a future, the premium paid plus transaction costs is all that is at risk.  In 
contrast, when a Fund purchases or sells a futures contract or writes a call or put option thereon, it is subject 
to daily variation margin calls that could be substantial in the event of adverse price movements.  If a Fund 
has insufficient cash to meet daily variation margin requirements, it might need to sell securities at a time 
when such sales are disadvantageous.  Purchasers and sellers of futures positions and options on futures can 
enter into offsetting closing transactions by selling or purchasing, respectively, an instrument identical to the 
instrument held or written.  Positions in futures and options on futures may be closed only on an exchange 
or board of trade that provides a secondary market.  The Funds intend to enter into futures transactions only 
on exchanges or boards of trade where there appears to be a liquid secondary market.  However, there can be 
no assurance that such a market will exist for a particular contract at a particular time. 
 
Under certain circumstances, futures exchanges may establish daily limits on the amount that the price of a 
future or option on a futures contract can vary from the previous day’s settlement price; once that limit is 
reached, no trades may be made that day at a price beyond the limit.  Daily price limits do not limit potential 
losses because prices could move to the daily limit for several consecutive days with little or no trading, 
thereby preventing liquidation of unfavorable positions. 
 
If a Fund were unable to liquidate a futures or option on a futures contract position due to the absence of a 
liquid secondary market or the imposition of price limits, it could incur substantial losses.  A Fund would 
continue to be subject to market risk with respect to the position.  In addition, except in the case of purchased 
options, a Fund would continue to be required to make daily variation margin payments and might be required 
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to maintain the position being hedged by the future or option or to designate liquid assets on its books and 
records. 
 
Certain characteristics of the futures market might increase the risk that movements in the prices of futures 
contracts or options on futures contracts might not correlate perfectly with movements in the prices of the 
investments being hedged.  For example, all participants in the futures and options on futures contracts 
markets are subject to daily variation margin calls and might be compelled to liquidate futures or options on 
futures contracts positions whose prices are moving unfavorably to avoid being subject to further calls.  These 
liquidations could increase price volatility of the instruments and distort the normal price relationship 
between the futures or options and the investments being hedged.  Also, because initial margin deposit 
requirements in the futures markets are less onerous than margin requirements in the securities markets, there 
might be increased participation by speculators in the futures markets.  This participation also might cause 
temporary price distortions.  In addition, activities of large traders in both the futures and securities markets 
involving arbitrage, “program trading” and other investment strategies might result in temporary price 
distortions. 

 
Single-stock futures are futures traded on individual stocks.  When buying or selling single-stock futures, a 
Fund is obligated to fulfill the terms of the contract upon expiration, unless it offsets the position before 
then.  Single-stock futures carry higher margin requirements than regular futures contracts.  Trading single-
stock futures also involves the risk of losing more than a Fund’s initial investment. 
 
Foreign Currency Derivatives.  The Funds may purchase and sell foreign currency on a spot basis, and may 
use currency-related derivative instruments such as options on foreign currencies, futures on foreign 
currencies, options on futures on foreign currencies and forward currency contracts (i.e., an obligation to 
purchase or sell a specific currency at a specified future date, which may be any fixed number of days from 
the contract date agreed upon by the parties, at a price set at the time the contract is entered into).  The Funds 
may use these instruments for hedging or any other lawful purpose consistent with each Fund’s investment 
objectives, including transaction hedging, anticipatory hedging, cross hedging, proxy hedging and position 
hedging.  A Fund’s use of currency-related derivative instruments will be directly related to a Fund’s current 
or anticipated portfolio securities, and the Fund may engage in transactions in currency-related derivative 
instruments as a means to protect against some or all of the effects of adverse changes in foreign currency 
exchange rates on its investment portfolio.  In general, if the currency in which a portfolio investment is 
denominated appreciates against the U.S. dollar, the dollar value of the security will increase.  Conversely, a 
decline in the exchange rate of the currency would adversely affect the value of the portfolio investment 
expressed in U.S. dollars. 
 
For example, the Funds might use currency-related derivative instruments to “lock in” a U.S. dollar price for 
a portfolio investment, thereby enabling a Fund to protect itself against a possible loss resulting from an 
adverse change in the relationship between the U.S. dollar and the subject foreign currency during the period 
between the date the security is purchased or sold and the date on which payment is made or received.  The 
Funds also might use currency-related derivative instruments when the Advisor believes that one currency 
may experience a substantial movement against another currency, including the U.S. dollar, and it may use 
currency-related derivative instruments to sell or buy the amount of the former foreign currency, 
approximating the value of some or all of a Fund’s portfolio securities denominated in such foreign 
currency.  Alternatively, where appropriate, a Fund may use currency-related derivative instruments to hedge 
all or part of its foreign currency exposure through the use of a basket of currencies or a proxy currency 
where such currency or currencies act as an effective proxy for other currencies.  The use of this basket 
hedging technique may be more efficient and economical than using separate currency-related derivative 
instruments for each currency exposure held by a Fund.  Furthermore, currency-related derivative 
instruments may be used for short hedges - for example, the Fund may sell a forward currency contract to 
lock in the U.S. dollar equivalent of the proceeds from the anticipated sale of a security denominated in a 
foreign currency. 
 
In addition, the Funds may use a currency-related derivative instrument to shift exposure to foreign currency 
fluctuations from one foreign country to another foreign country where the Advisor believes that the foreign 
currency exposure purchased will appreciate relative to the U.S. dollar and thus better protect the Fund 
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against the expected decline in the foreign currency exposure sold.  For example, if a Fund owns securities 
denominated in a foreign currency and the Advisor believes that currency will decline, it might enter into a 
forward contract to sell an appropriate amount of the first foreign currency, with payment to be made in a 
second foreign currency that the Advisor believes would better protect the Fund against the decline in the 
first security than would a U.S. dollar exposure.  Hedging transactions that use two foreign currencies are 
sometimes referred to as “cross hedges.”  The effective use of currency-related derivative instruments by a 
Fund in a cross hedge is dependent upon a correlation between price movements of the two currency 
instruments and the underlying security involved, and the use of two currencies magnifies the risk that 
movements in the price of one instrument may not correlate or may correlate unfavorably with the foreign 
currency being hedged.  Such a lack of correlation might occur due to factors unrelated to the value of the 
currency instruments used or investments being hedged, such as speculative or other pressures on the markets 
in which these instruments are traded. 
  
A Fund also might seek to hedge against changes in the value of a particular currency when no hedging 
instruments on that currency are available or such hedging instruments are more expensive than certain other 
hedging instruments.  In such cases, a Fund may hedge against price movements in that currency by entering 
into transactions using currency-related derivative instruments on another foreign currency or a basket of 
currencies, the values of which the Advisor believes will have a high degree of positive correlation to the 
value of the currency being hedged.  The risk that movements in the price of the hedging instrument will not 
correlate perfectly with movements in the price of the currency being hedged is magnified when this strategy 
is used. 
 
The use of currency-related derivative instruments by a Fund involves a number of risks.  The value of 
currency-related derivative instruments depends on the value of the underlying currency relative to the U.S. 
dollar.  Because foreign currency transactions occurring in the interbank market might involve substantially 
larger amounts than those involved in the use of such derivative instruments, a Fund could be disadvantaged 
by having to deal in the odd lot market (generally consisting of transactions of less than $1 million) for the 
underlying foreign currencies at prices that are less favorable than for round lots (generally consisting of 
transactions of greater than $1 million). 
 
There is no systematic reporting of last sale information for foreign currencies or any regulatory requirement 
that quotations available through dealers or other market sources be firm or revised on a timely 
basis.  Quotation information generally is representative of very large transactions in the interbank market 
and thus might not reflect odd-lot transactions where rates might be less favorable.  The interbank market in 
foreign currencies is a global, round-the-clock market.  To the extent the U.S. options or futures markets are 
closed while the markets for the underlying currencies remain open, significant price and rate movements 
might take place in the underlying markets that cannot be reflected in the markets for the derivative 
instruments until they re-open. 
 
Settlement of transactions in currency-related derivative instruments might be required to take place within 
the country issuing the underlying currency.  Thus, a Fund might be required to accept or make delivery of 
the underlying foreign currency in accordance with any U.S. or foreign regulations regarding the maintenance 
of foreign banking arrangements by U.S. residents and might be required to pay any fees, taxes and charges 
associated with such delivery assessed in the issuing country. 
 
When a Fund engages in a transaction in a currency-related derivative instrument, it relies on the counterparty 
to make or take delivery of the underlying currency at the maturity of the contract or otherwise complete the 
contract.  In other words, a Fund will be subject to the risk that a loss may be sustained by the Fund as a result 
of the failure of the counterparty to comply with the terms of the transaction.  The counterparty risk for 
exchange-traded instruments is generally less than for privately negotiated or OTC currency instruments, 
since generally a clearing agency, which is the issuer or counterparty to each instrument, provides a guarantee 
of performance.  For privately negotiated instruments, there is no similar clearing agency guarantee.  In all 
transactions, a Fund will bear the risk that the counterparty will default, and this could result in a loss of the 
expected benefit of the transaction and possibly other losses to a Fund.  A Fund will enter into transactions 
in currency-related derivative instruments only with counterparties that the Advisor reasonably believes are 
capable of performing under the contract. 
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Purchasers and sellers of currency-related derivative instruments may enter into offsetting closing 
transactions by selling or purchasing, respectively, an instrument identical to the instrument purchased or 
sold.  Secondary markets generally do not exist for forward currency contracts, with the result that closing 
transactions generally can be made for forward currency contracts only by negotiating directly with the 
counterparty.  Thus, there can be no assurance that a Fund will in fact be able to close out a forward currency 
contract (or any other currency-related derivative instrument) at a time and price favorable to the Fund.  In 
addition, in the event of insolvency of the counterparty, a Fund might be unable to close out a forward 
currency contract at any time prior to maturity.  In the case of an exchange-traded instrument, a Fund will be 
able to close the position out only on an exchange that provides a market for the instruments.  The ability to 
establish and close out positions on an exchange is subject to the maintenance of a liquid market, and there 
can be no assurance that a liquid market will exist for any instrument at any specific time.  In the case of a 
privately negotiated instrument, a Fund will be able to realize the value of the instrument only by entering 
into a closing transaction with the issuer or finding a third party buyer for the instrument.  While the Funds 
will enter into privately negotiated transactions only with entities that are expected to be capable of entering 
into a closing transaction, there can be no assurance that a Fund will in fact be able to enter into such closing 
transactions. 

 
The precise matching of currency-related derivative instrument amounts and the value of the portfolio 
securities involved generally will not be possible because the value of such securities, measured in the foreign 
currency, will change after the currency-related derivative instrument position has been established.  Thus, a 
Fund might need to purchase or sell foreign currencies in the spot (cash) market.  The projection of short-
term currency market movements is extremely difficult, and the successful execution of a short-term hedging 
strategy is highly uncertain. 
 
Permissible foreign currency options will include options traded primarily in the OTC market.  Although 
options on foreign currencies are traded primarily in the OTC market, a Fund will normally purchase or sell 
OTC options on foreign currency only when the Advisor reasonably believes a liquid secondary market will 
exist for a particular option at any specific time. 
 
There will be a cost to a Fund of engaging in transactions in currency-related derivative instruments that will 
vary with factors such as the contract or currency involved, the length of the contract period and the market 
conditions then prevailing.  A Fund may have to pay a fee or commission for using these instruments or, in 
cases where the instruments are entered into on a principal basis, foreign exchange dealers or other 
counterparties will realize a profit based on the difference (“spread”) between the prices at which they are 
buying and selling various currencies.  Thus, for example, a dealer may offer to sell a foreign currency to a 
Fund at one rate, while offering a lesser rate of exchange should a Fund desire to resell that currency to the 
dealer. 
 
When required by the SEC guidelines, a Fund will designate liquid assets on its books and records to cover 
potential obligations under currency-related derivative instruments.  To the extent a Fund’s assets are so set 
aside, they cannot be sold while the corresponding currency position is open, unless they are replaced with 
similar assets.  As a result, if a large portion of a Fund’s assets is so set aside, this could impede portfolio 
management or a Fund’s ability to meet redemption requests or other current obligations. 
  
The Advisor’s decision to engage in a transaction in a particular currency-related derivative instrument will 
reflect the Advisor’s judgment that the transaction will provide value to a Fund and its shareholders and is 
consistent with a Fund’s objectives and policies.  In making such a judgment, the Advisor will analyze the 
benefits and risks of the transaction and weigh them in the context of a Fund’s entire portfolio and 
objectives.  The effectiveness of any transaction in a currency-related derivative instrument is dependent on 
a variety of factors, including the Advisor’s skill in analyzing and predicting currency values and upon a 
correlation between price movements of the currency instrument and the underlying security.  There might 
be imperfect correlation, or even no correlation, between price movements of an instrument and price 
movements of investments being hedged.  Such a lack of correlation might occur due to factors unrelated to 
the value of the investments being hedged, such as speculative or other pressures on the markets in which 
these instruments are traded.  In addition, a Fund’s use of currency-related derivative instruments is always 
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subject to the risk that the currency in question could be devalued by the foreign government.  In such a case, 
any long currency positions would decline in value and could adversely affect any hedging position 
maintained by a Fund. 
 
The Funds’ dealing in currency-related derivative instruments will generally be limited to the transactions 
described above.  However, the Funds reserve the right to use currency-related derivative instruments for 
different purposes and under different circumstances.  Of course, the Funds are not required to use currency-
related derivative instruments and will not do so unless deemed appropriate by the Advisor.  It also should 
be realized that use of these instruments does not eliminate, or protect against, price movements in the Fund’s 
securities that are attributable to other (i.e., non-currency related) causes.  Moreover, while the use of 
currency-related derivative instruments may reduce the risk of loss due to a decline in the value of a hedged 
currency, at the same time the use of these instruments tends to limit any potential gain that may result from 
an increase in the value of that currency. 
 
“Swap” Derivative Transactions.  The Funds may enter into interest rate, credit default, securities index, 
commodity or security and currency exchange rate swap agreements for any lawful purpose consistent with 
a Fund’s investment objective, such as for the purpose of attempting to obtain, enhance or preserve a 
particular desired return or spread at a lower cost to a Fund than if a Fund had invested directly in an 
instrument that yielded that desired return or spread.  A Fund also may enter into swaps in order to protect 
against an increase in the price of, or the currency exchange rate applicable to, securities that a Fund 
anticipates purchasing at a later date.  Swap agreements are two-party contracts entered into primarily by 
institutional investors for periods ranging from a few weeks to several years.  In a standard “swap” 
transaction, two parties agree to exchange the returns (or differentials in rates of return) earned or realized 
on particular predetermined investments or instruments.  The gross returns to be exchanged or “swapped” 
between the parties are calculated with respect to a “notional amount” (i.e., the amount or value of the 
underlying asset used in computing the particular interest rate, return or other amount to be exchanged) in a 
particular foreign currency, or in a “basket” of securities representing a particular index.  Swap agreements 
may include (1) interest rate caps, under which, in return for a premium, one party agrees to make payments 
to the other to the extent that interest rates exceed a specified rate, or “cap;” (2) interest rate floors, under 
which, in return for a premium, one party agrees to make payments to the other to the extent that interest 
rates fall below a specified level, or “floor” and (3) interest rate collars, under which a party sells a cap and 
purchases a floor, or vice versa, in an attempt to protect itself against interest rate movements exceeding 
given minimum or maximum levels or “collar” amounts. 
 
The “notional amount” of the swap agreement is the agreed upon amount or value of the underlying asset 
used for calculating the obligations that the parties to a swap agreement have agreed to exchange.  Under 
most swap agreements entered into by a Fund, the obligations of the parties would be exchanged on a “net 
basis.”  Consequently, a Fund’s obligation (or rights) under a swap agreement will generally be equal only 
to the net amount to be paid or received under the agreement based on the relative notional values of the 
positions held by each party to the agreement (“net amount”) and not the notional amount differences 
themselves.  A Fund’s obligation under a swap agreement will be accrued daily (offset against amounts owed 
to a Fund) and any accrued but unpaid net amounts owed to a swap counterparty will be covered by 
designating liquid assets on the Fund’s books and records. 
  
Whether the Funds’ use of swap agreements will be successful in furthering its investment objectives will 
depend, in part, on the Advisor’s ability to predict correctly whether certain types of investments are likely 
to produce greater returns than other investments and the changes in the future values, indices or rates covered 
by the swap agreement.  Swap agreements may be considered to be illiquid.  Moreover, a Fund bears the risk 
of loss of the amount expected to be received under a swap agreement in the event of the default or bankruptcy 
of a swap agreement counterparty.  A Fund will enter into swap agreements only with counterparties that the 
Advisor reasonably believes are capable of performing under the swap agreements.  If there is a default by 
the other party to such a transaction, the Fund will have to rely on its contractual remedies (which may be 
limited by bankruptcy, insolvency or similar laws) pursuant to the agreements related to the 
transaction.  Certain restrictions imposed on the Fund by the Internal Revenue Code of 1986 (“IRC”) may 
limit the Fund’s ability to use swap agreements.  The swaps market is largely unregulated. 
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The Funds are aware of proposed Rule 18f-4 under the 1940 Act, which would impose a uniform set of 
conditions and provide certain exemptions from Section 18 of the 1940 Act. Under the proposed rule, the 
SEC would rescind its prior guidance in the 1979 General State of Policy (Release No 10666) regarding asset 
segregation. If the SEC adopts the new rule, the Fund will update its policies and procedures and the 
disclosure in its registration statement to comply with the rule.  
 
Credit Derivatives.  Credit derivatives are a form of derivative that are divided into two basic types, credit 
default swaps and total return swaps, and are usually governed by the standard ISDA Master Agreement 
terms and conditions.  A credit default swap involves a protection buyer and a protection seller.  The Fund 
may be either a protection buyer or seller.  The protection buyer makes periodic premium payments to the 
protection seller during the swap term in exchange for the protection seller agreeing to make certain defined 
payments to the protection buyer in the event that certain defined credit events occur with respect to a 
particular security, issuer or basket of securities.  A total return swap involves a total return receiver and a 
total return payor.  The Fund may either be a total return receiver or payor.  Generally, the total return payor 
sells to the total return receiver an amount equal to all cash flows and price appreciation on a defined security 
or asset payable at periodic times during the swap term (i.e., credit risk) in return for a periodic payment from 
the total return receiver based on a designated index (e.g., the London Interbank Offer Rate (“LIBOR”)) and 
spread plus the amount of any price depreciation on the reference security or asset.  The total return payor 
does not need to own the underlying security or asset to enter into a total return swap.  The final payment at 
the end of the swap term includes final settlement of the current market price of the underlying reference 
security or asset, and payment by the applicable party for any appreciation or depreciation in value.  Usually, 
collateral must be posted by the total return receiver to secure the periodic interest-based and market price 
depreciation payments depending on the credit quality of the underlying reference security and 
creditworthiness of the total return receiver, and the collateral amount is marked-to-market daily equal to the 
market price of the underlying reference security or asset between periodic payment dates.  Another type of 
credit derivative is the credit-linked notes and other forms of debt obligations with an embedded credit default 
swap component.  In this type of credit derivative, payments of principal and interest are linked to the 
performance of one or more reference debt securities or assets.  In all of these credit derivative transactions, 
the same general risks of derivative transactions are present, but they offer greater risks of imperfect 
correlation between the performance and price of the underlying reference security or asset, and the general 
performance of the designated interest rate or index which is the basis for the periodic payment.  If the Fund 
writes a credit default swap, it receives a premium up front but the Fund’s exposure under the credit default 
swap is a form of leverage and will be subject to the restrictions on leveraged derivatives discussed above. 
 
Exchange-Traded Funds.   
 
The Funds may invest in exchange-traded funds (“ETFs”).  ETFs represent shares of ownership in mutual 
funds, or unit investment trusts (“UITs”), that hold portfolios of securities that closely track the performance 
and dividend yield of specific domestic or foreign market indices.  An index-based ETF seeks to track the 
performance of a particular index by holding in its portfolio either the contents of the index or a representative 
sample of the securities in the index.  Unlike typical open-end mutual funds or UITs, ETFs do not sell or 
redeem their individual shares at net asset value (“NAV”).  Instead, ETFs sell and redeem their shares at 
NAV only in large blocks (such as 50,000 shares).  In addition, national securities exchanges list ETF shares 
for trading, which allow investors to purchase and sell individual ETF shares among themselves at market 
prices throughout the day.  ETFs therefore possess characteristics of traditional open-end mutual funds and 
UITs, which issue redeemable shares, and of closed-end mutual funds, which generally issue shares that trade 
at negotiated prices on national securities exchanges and are not redeemable.   
 
The Funds expect to use ETFs as part of their overall investment strategies, which may include yield 
enhancement and as part of their hedging strategies.  ETFs other than those related to the fixed income sector 
may be used for yield enhancement purposes.  For example, to offset the risk of declining security prices, the 
Fund may invest in inverse ETFs.  Inverse ETFs are funds designed to rise in price when stock or other 
security prices are falling.  Consequently, an investment in an inverse ETF is economically similar to a short-
sale position.  Inverse ETFs seek daily investment results, before fees and expenses that will match a certain 
percentage of the inverse (opposite) of the daily performance of a specific benchmark.  For example, if an 
ETF's current benchmark is 100% of the inverse of the Russell 2000 Index and the ETF meets its objective, 
the value of the ETF will tend to increase daily when the value of the underlying index decreases (if the 
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Russell 2000 Index goes down 5% then the ETF’s value should go up 5%).  Conversely, when the value of 
the underlying index increases, the value of the ETF’s shares tend to decrease on a daily basis (if the Russell 
2000 Index goes up 5% then the fund’s value should go down 5%).  Positions in inverse securities are 
speculative and can be more risky than "long" positions (purchases).   
 
Additionally, long and inverse ETF’s may employ leverage, which magnifies the changes in the underlying 
stock or other index upon which they are based.  For example, if an inverse ETF’s current benchmark is 
200% of the inverse of the Russell 2000 Index and the ETF meets its objective, the value of the ETF will 
tend to increase daily by a factor of two when the value of the underlying index decreases (e.g., if the Russell 
2000 Index goes down 5% then the inverse ETF’s value should go up 10%).  You should be aware that any 
strategy that includes inverse securities could suffer significant losses because of the return magnifying effect 
of leverage.  
 
ETF shares may trade at a discount or a premium in market price if there is a limited market in such shares.  
Investments in ETFs are also subject to brokerage and other trading costs, which could result in greater 
expenses to a Fund.  ETFs are subject to investment advisory and other expenses, which will be indirectly 
paid by a Fund.  As a result, your cost of investing in the Fund will be higher than the cost of investing 
directly in ETFs and may be higher than other mutual funds that invest exclusively in stocks and bonds.  Also, 
because the value of ETF shares depends on the demand in the market, the Advisor may not be able to 
liquidate the Fund's holdings at the most optimal time, adversely affecting the Fund's performance. 

 
Foreign Investment Companies.    

 

The Funds may invest, to a limited extent, in foreign investment companies.  Some of the countries in which 
the Funds invest may not permit direct investment by outside investors.  Investments in such countries may 
only be permitted through foreign government-approved or -authorized investment vehicles, which may 
include other investment companies.  In addition, it may be less expensive and more expedient for a Fund to 
invest in a foreign investment company in a country that permits direct foreign investment.  Investing through 
such vehicles may involve frequent or layered fees or expenses and may also be subject to limitation under 
the 1940 Act.  Under the 1940 Act, the Funds may invest up to 10% of its assets in shares of other investment 
companies and up to 5% of its assets in any one investment company as long as the investment does not 
represent more than 3% of the voting stock of the acquired investment company.  The Funds do not intend 
to invest in such investment companies unless, in the judgment of the Advisor, the potential benefits of such 
investments justify the payment of any associated fees and expenses. 
 
Emerging Markets Securities.   
 
Investing in emerging market securities imposes risks different from, or greater than, risks of investing in 
foreign developed countries. These risks include: smaller market capitalization of securities markets, which 
may suffer periods of relative illiquidity; significant price volatility; restrictions on foreign investment; 
possible repatriation of investment income and capital. In addition, foreign investors may be required to 
register the proceeds of sales; future economic or political crises could lead to price controls, forced mergers, 
expropriation or confiscatory taxation, seizure, nationalization, or creation of government monopolies. The 
currencies of emerging market countries may experience significant declines against the U.S. dollar, and 
devaluation may occur subsequent to investments in these currencies by the Fund. Inflation and rapid 
fluctuations in inflation rates have had, and may continue to have, negative effects on the economies and 
securities markets of certain emerging market countries. 
 
Additional risks of emerging markets securities may include: greater social, economic and political 
uncertainty and instability; more substantial governmental involvement in the economy; less governmental 
supervision and regulation; unavailability of currency hedging techniques; companies that are newly 
organized and small; differences in auditing and financial reporting standards, which may result in 
unavailability of material information about issuers; and less developed legal systems. In addition, emerging 
securities markets may have different clearance and settlement procedures, which may be unable to keep 
pace with the volume of securities transactions or otherwise make it difficult to engage in such transactions. 
Settlement problems may cause a Fund to miss attractive investment opportunities, hold a portion of its assets 
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in cash pending investment, or be delayed in disposing of a portfolio security. Such a delay could result in 
possible liability to a purchaser of the security. 
 
Investing in securities of foreign companies and countries involves certain considerations and risks that are 
not typically associated with investing in U.S. government securities and securities of domestic companies. 
There may be less publicly available information about a foreign issuer than a domestic one, and foreign 
companies are not generally subject to uniform accounting, auditing and financial standards and requirements 
comparable to those applicable to U.S. companies. There may also be less government supervision and 
regulation of foreign securities exchanges, brokers and listed companies than exists in the United States. 
Interest and dividends paid by foreign issuers may be subject to withholding and other foreign taxes, which 
may decrease the net return on such investments as compared to dividends and interest paid to the Fund by 
domestic companies or the U.S. government. There may be the possibility of expropriations, seizure or 
nationalization of foreign deposits, confiscatory taxation, political, economic or social instability or 
diplomatic developments that could affect assets of the Fund held in foreign countries. Finally, the 
establishment of exchange controls or other foreign governmental laws or restrictions could adversely affect 
the payment of obligations. 
 
To the extent currency exchange transactions do not fully protect a Fund against adverse changes in currency 
exchange rates, decreases in the value of currencies of the foreign countries in which a Fund will invest 
relative to the U.S. dollar will result in a corresponding decrease in the U.S. dollar value of the Fund’s assets 
denominated in those currencies (and possibly a corresponding increase in the amount of securities required 
to be liquidated to meet distribution requirements). Conversely, increases in the value of currencies of the 
foreign countries in which the Fund invests relative to the U.S. dollar will result in a corresponding increase 
in the U.S. dollar value of a Fund’s assets (and possibly a corresponding decrease in the amount of securities 
to be liquidated). 
 
Equity Securities.   
 
The Funds may from time to time invest in equity securities, which have various risks including the risk that 
the financial condition of issuers may become impaired or that the general condition of the stock market may 
deteriorate (either of which may cause a decrease in the value of each Fund’s portfolio securities and therefore 
a decrease in the value of shares of each Fund). Common stocks are susceptible to general stock market 
fluctuations and to volatile increases and decreases in value as market confidence and perceptions change. 
These investor perceptions are based on various and unpredictable factors, including expectations regarding 
government, economic, monetary and fiscal policies; inflation and interest rates; economic expansion or 
contraction; and global or regional political, economic or banking crises.   
 
Holders of common stocks incur more risk than holders of preferred stocks and debt obligations because 
common stockholders, as owners of the issuer, generally have inferior rights to receive payments from the 
issuer in comparison with the rights of creditors or holders of debt obligations or preferred stocks. Further, 
unlike debt securities, which typically have a stated principal amount payable at maturity (whose value, 
however, is subject to market fluctuations prior thereto), or preferred stocks, which typically have a 
liquidation preference and which may have stated optional or mandatory redemption provisions, common 
stocks have neither a fixed principal amount nor a maturity. Common stock values are subject to market 
fluctuations as long as the common stock remains outstanding. 
 
There can be no guarantee that a liquid market for equity securities will be maintained. The existence of a 
liquid trading market for certain securities may depend on whether dealers will make a market in such 
securities. There can be no assurance that a market will be made or maintained or that any such market will 
be or remain liquid. The price at which securities may be sold and the value of each Fund’s shares will be 
adversely affected if trading markets for each Fund’s portfolio securities are limited or absent, or if bid/ask 
spreads are wide.” 
 
Foreign Securities.   
 
Foreign securities are securities issued by a foreign government or securities issued by a company 
incorporated in a foreign country.  Investing in foreign securities involves certain risks not present in 
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investing in U.S. securities, and many of these risks are discussed below.  For example, many of the foreign 
securities held by the Funds will not be registered with the SEC, nor will the foreign issuers be subject to 
SEC reporting requirements.  Accordingly, the Funds have the risk of obtaining less publicly available 
information concerning these foreign issuers and foreign securities than is available concerning U.S. 
issuers.  In addition, the Funds have the risk that disclosure, reporting and regulatory standards for foreign 
issuers may be less stringent in certain foreign countries (especially emerging market countries) than in the 
U.S. and other major markets.  There also may be a lower level of effective government regulation of 
emerging markets and the activities of investors in such markets, and enforcement of existing regulations in 
these emerging markets may be extremely limited.  Foreign companies, and in particular, companies in 
smaller and emerging capital markets, are not generally subject to the same uniform accounting, auditing and 
financial reporting standards as in the U.S. and other developed countries.  The Funds also have the risk that 
its net investment income and capital gains from its foreign investment activities may be subject to non-U.S. 
withholding taxes. 
  
Foreign securities may be subject to the instability of foreign governments and/or their relationship with the 
U.S. government (including concerns over nationalization of U.S. assets); unilateral actions of the foreign 
government about payment of its own debt or restricting payments of foreign company debt and unilateral 
actions of the U.S. government with respect to treaties, trade, capital flows, immigration and taxation with 
that foreign country or affecting that foreign company. 
 
A Fund’s costs attributable to investing in foreign securities may be higher than those attributable to domestic 
investments- and this is particularly true with respect to investments in emerging capital markets.  For 
example, a Fund’s cost of maintaining custody of its foreign securities usually exceeds its custodial costs for 
domestic securities; and a Fund’s transaction and settlement costs of for foreign securities usually are higher 
than those attributable to domestic investing.  A Fund’s costs associated with the exchange of and hedging 
foreign currencies also make investing in foreign securities more expensive than domestic investments.  A 
Fund’s investment income on certain foreign securities may be subject to foreign withholding or other foreign 
taxes that could reduce a Fund’s total return on its investments in foreign securities.  Tax treaties between 
the U.S. and certain foreign countries, however, may reduce or eliminate the amount of foreign tax to which 
a Fund would be subject. 
 
Foreign markets also have different clearance and settlement procedures.  In certain foreign markets, there 
have been times when settlements have failed to keep pace with the volume of securities transactions, making 
it difficult for the Fund to conduct or timely settle such transactions.  Delays in foreign settlement could result 
in unexpected, temporary periods when the Fund’s assets are uninvested and are earning no investment 
return.  The Fund’s inability to make and timely settle foreign security purchases due to settlement problems 
could cause the Fund to miss foreign investment opportunities.  On the sell-side, the Fund’s inability to 
dispose of a foreign security due to settlement problems could result either in unexpected losses to the Fund 
(due to subsequent declines in the value of such foreign security) or, if the Fund is unable to deliver the 
foreign security to the purchaser, could result in the Fund’s possible liability to the purchaser. 
 
In addition, a Fund’s investment in any security payable in a foreign currency is subject to the risk of changes 
in the value of the U.S. dollar versus the value of the foreign currency. 
 
Non-foreign securities may also be directly or indirectly subject to foreign risks because of, for example, the 
issuer’s affiliation with a foreign company or the multinational nature of the issuer’s operations.  The type 
and aggregate level of foreign risk can vary significantly between individual securities held by the Funds.  A 
summary of certain common types of debt-obligations affected by foreign risks is presented below: 
 

Foreign Debt.  Foreign governments, U.S. and international agencies and corporations may issue 
debt instruments with interest and/or principal payable in currencies other than the U.S. dollar.  These types 
of debt instruments are usually known as “non-dollar bonds.”  For U.S.-based investors, these non-dollar 
bonds entail foreign currency risk as described above.  While some foreign currencies tend to trade in a 
moderate range versus the U.S. dollar, other foreign currencies may exhibit dramatic and/or unexpected 
increases or decreases in value relative to the U.S. dollar.  Freely floating foreign currencies have no limit on 
the degree of appreciation or depreciation they may experience.  Even foreign currencies which are managed 
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by foreign governments and central banks to track the value of the U.S. dollar or a “basket” of securities 
(“managed float” or “peg”) can in fact gain or lose value in U.S. dollar terms.  Such managed currency 
arrangements can break down at any time, resulting in significant U.S. dollar valuation swings for those non-
dollar bonds paying in these foreign currencies.  While the most common issuers of non-dollar bonds are 
domiciled outside the United States, U.S entities can choose to offer bonds payable in foreign currencies. 
  

Yankee Bonds.  “Yankee” bonds are debt instruments issued and/or registered in the United States 
by non-U.S. borrowers (also called “Yankee issuers”) paying interest and principal in U.S. dollars.  Yankee 
issuers may have significant operations or entire subsidiaries located in the United States, or they may have 
U.S. funding arms, but no U.S. business operations.  U.S. holders of Yankee bonds are not directly subject 
to foreign currency risk, but exchange rate movements may have an indirect influence on the market price of 
Yankee bonds since they impact the financial condition of the Yankee issuer.  For example, a Canadian-
based company raising capital in the U.S. market by issuing Yankee bonds could face a change in its business 
results (and therefore its creditworthiness) due to a change in the value of the Canadian dollar versus the U.S. 
dollar.  Yankee bonds may also be subject to foreign, political, legal, accounting, regulatory and disclosure 
risks discussed above. 

 
U.S. Subsidiary Bonds.  A U.S. subsidiary bond is a debt instrument issued by a U.S. operating 

company which is owned, directly or indirectly, by a foreign company.  Like Yankee bonds, U.S. subsidiary 
bonds are payable in U.S. dollars, and consequently avoid direct foreign currency risk for U.S. 
holders.  However, as with Yankee bonds, the creditworthiness of the U.S. subsidiary issuing the bonds (and 
market value of the U.S. subsidiary’s bonds) can be influenced by foreign currency movements and the other 
foreign risk factors noted above to the extent that the foreign parent company’s business prospects are 
affected by such foreign risks. 
 

U.S. Multi-National Bonds.  A U.S. multi-national bond is a debt instrument issued in the U.S. by 
a subsidiary of a multi-national company (which multi-national company is domiciled in the United 
States).  The issuing subsidiary could be domiciled in the U.S. or in a foreign country, and could be either an 
operating subsidiary or a funding vehicle for the multi-national parent company.  A U.S. multi-national bond 
can be issued in U.S. dollars or other foreign currencies.  If issued by the subsidiary company in a foreign 
currency, a U.S. multi-national bond embodies the same foreign currency risks described above for non-
dollar bonds.  If issued by the subsidiary in U.S. dollars, there is no direct foreign currency risk for U.S. 
investors, but indirect foreign currency risks affecting the multi-national operations of the parent company 
remain.  Many U.S. multi-national companies derive a greater share of revenues and earnings from foreign 
activities than from U.S. operations.  Consequently, financial results and the creditworthiness of these U.S. 
multi-national companies (and the market value of the debt instruments issued by their subsidiaries) can be 
affected (to a greater or lesser extent) by the foreign risk factors described above. 
 

U.S. Dollar Foreign Bonds.  U.S. dollar foreign bonds are debt instruments issued by foreign 
governments, supra-national foreign organizations, foreign subsidiaries of U.S. multinational companies, 
foreign corporations and offshore registered entities payable in U.S. dollars.  Principal and interest on these 
bonds are payable in U.S. dollars, so there is no direct foreign currency risk for U.S. holders.  However, 
indirect foreign currency risk and the other foreign risk factors may apply to the foreign issuers of these U.S. 
dollar foreign bonds, and affect the market value of these bonds.  (Note: These foreign issuers of U.S. dollar 
foreign bonds may also have U.S. subsidiaries or a U.S. parent that issue debt instruments 
themselves.  Accordingly, it is not uncommon that one multi-national company may issue bonds both at its 
subsidiary level and at its parent level and, depending if the issuer is a U.S. entity or a foreign entity, one 
bond could be categorized as a “foreign security” while the other bond categorized as a U.S. security). 
  
Governmental/Municipal Obligations. 
 

In General.  Municipal obligations are debt obligations issued by or on behalf of states, territories and 
possessions of the United States (including the District of Columbia) and their political subdivisions, agencies 
and instrumentalities.  Municipal obligations generally include debt obligations issued to obtain funds for 
various public purposes.  Certain types of municipal obligations are issued in whole or in part to obtain 
funding for privately operated facilities or projects.  Municipal obligations include general obligation bonds, 
revenue bonds, industrial development bonds, notes and municipal lease obligations.  Municipal obligations 
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also include additional obligations, the interest on which is exempt from federal income tax that may become 
available in the future as long as the Board of the Fund determines that an investment in any such type of 
obligation is consistent with the Fund’s investment objectives.  Municipal obligations may be fully or 
partially backed by local government, the credit of a private issuer, current or anticipated revenues from a 
specific project or specific assets or domestic or foreign entities providing credit support such as letters of 
credit, guarantees or insurance. 
 

Bonds And Notes.  General obligation bonds are secured by the issuer’s pledge of its full faith, credit and 
taxing power for the payment of interest and principal.  Revenue bonds are payable only from the revenues 
derived from a project or facility or from the proceeds of a specified revenue source.  Industrial development 
bonds are generally revenue bonds secured by payments from and the credit of private users.  Municipal 
notes are issued to meet the short-term funding requirements of state, regional and local 
governments.  Municipal notes include tax anticipation notes, bond anticipation notes, revenue anticipation 
notes, tax and revenue anticipation notes, construction loan notes, short-term discount notes, tax-exempt 
commercial paper, demand notes and similar instruments. 
 

Municipal Lease Obligations.  Municipal lease obligations may take the form of a lease, an installment 
purchase or a conditional sales contract.  They are issued by state and local governments and authorities to 
acquire land, equipment and facilities, such as vehicles, telecommunications and computer equipment and 
other capital assets.  The Fund may purchase these lease obligations directly, or it may purchase participation 
interests in such lease obligations (See “Participation Interests” section). States have different requirements 
for issuing municipal debt and issuing municipal leases.  Municipal leases are generally subject to greater 
risks than general obligation or revenue bonds because they usually contain a “non-appropriation” clause, 
which provides that the issuer is not obligated to make payments on the obligation in future years unless 
funds have been appropriated for this purpose each year.  Such non-appropriation clauses are required to 
avoid the municipal lease obligations from being treated as debt for state debt restriction 
purposes.  Accordingly, such obligations are subject to “non-appropriation” risk.  Municipal leases may be 
secured by the underlying capital asset and it may be difficult to dispose of any such asset in the event of 
non-appropriation or other default. 
 
Mortgage-Backed Bonds.  A Fund’s investments in municipal obligations may include mortgage-backed 
municipal obligations, which are a type of municipal security issued by a state, authority or municipality to 
provide financing for residential housing mortgages to target groups, generally low-income individuals who 
are first-time home buyers.  The Fund’s interest, evidenced by such obligations, is an undivided interest in a 
pool of mortgages.  Payments made on the underlying mortgages and passed through to the Fund will 
represent both regularly scheduled principal and interest payments.  The Fund may also receive additional 
principal payments representing prepayments of the underlying mortgages.  While a certain level of 
prepayments can be expected, regardless of the interest rate environment, it is anticipated that prepayment of 
the underlying mortgages will accelerate in periods of declining interest rates.  In the event that the Fund 
receives principal prepayments in a declining interest-rate environment, its reinvestment of such funds may 
be in bonds with a lower yield. 
  
Participation Interests.  A participation interest gives the Fund an undivided interest in a municipal debt 
obligation in the proportion that the Fund’s participation interest bears to the principal amount of the 
underlying obligation.  These underlying obligations may have fixed-, floating-, or variable-rates of 
interest.  The Fund will only purchase participation interests if accompanied by an opinion of counsel that 
the interest earned on the underlying municipal obligations will be federal tax-exempt.  If the Fund purchases 
unrated participation interests, the Board or its delegate must have determined that the credit risk is equivalent 
to the rated obligations in which the Fund may invest.  Participation interests may be backed by a letter of 
credit or repurchase obligation of the selling institution.  When determining whether such a participation 
interest meets the Fund’s credit quality requirements, the Fund may look to the credit quality of any financial 
guarantor providing a letter of credit or guaranty. 
 
Pass-Through Certificates.  Each Fund may also invest in pass-through certificates or securities issued by 
partnerships and grantor trusts.  These securities allow the Fund to receive principal and interest payments 
on underlying obligations and such securities may have fixed-, floating-, or variable-rates of interest.  The 
pass-through certificates may be backed by a letter of credit, guarantee or liquidity provider and, if the pass-
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through certificate is intended to be a tax-exempt security, it is generally accompanied by an opinion of 
counsel that the interest on the pass-through certificates will be exempt from federal income tax.  The Fund 
may only invest in these securities if they meet the Fund’s credit-quality and eligibility requirements. 
 
High-Yield Securities. 
 
In General.  Non-investment grade debt obligations (“lower-quality securities”) include (1) debt obligations 
rated between BB and C by Moody’s Investor Services (“Moody’s”), Standard & Poor’s Ratings Group 
(“S&P”) and comparable ratings of other NRSROs; (2) commercial paper rated as low as C by S&P, Not 
Prime by Moody’s and comparable ratings of other NRSROs and (3) unrated debt obligations of comparable 
credit-quality as determined by the Advisor.  Lower-quality securities, while generally offering higher yields 
than investment grade securities with similar maturities, involve greater risks, including the possibility of 
default or bankruptcy of the obligor.  They are regarded as predominantly speculative and present a 
significant risk for loss of principal and interest.  The special risk considerations in connection with 
investments in these securities are discussed below. 
 
Effect Of Interest Rates.  The lower-quality and comparable unrated security market is relatively new and 
its growth has paralleled a long economic expansion.  As a result, it is not clear how this market may 
withstand a prolonged recession or economic downturn.  Such conditions could severely disrupt the market 
for and adversely affect the value of such securities. 
 
All fixed interest-bearing securities typically experience appreciation when interest rates decline and 
depreciation when interest rates rise.  The market values of lower-quality and comparable unrated securities 
tend to reflect individual corporate developments to a greater extent than do higher rated securities (which 
react primarily to fluctuations in the general level of interest rates).  Lower-quality and comparable unrated 
securities also tend to be more sensitive to economic conditions than are higher-rated securities.  As a result, 
they generally involve more credit risks than securities in the higher-rated categories.  During an economic 
downturn or a sustained period of rising interest rates, highly leveraged issuers of lower-quality and 
comparable unrated securities may experience financial stress and may not have sufficient revenues to meet 
their payment obligations.  The issuer’s ability to service its debt obligations may also be adversely affected 
by specific corporate developments, the issuer’s inability to meet specific projected business forecasts or the 
unavailability of additional financing.  The risk of loss due to default by an issuer of these securities is 
significantly greater than issuers of higher-rated securities because such securities may be unsecured and may 
be subordinated to other creditors.  Further, if the issuer of a lower-quality or comparable unrated security 
defaulted, the Fund might incur additional expenses to seek recovery.  Periods of economic uncertainty and 
changes would also generally result in increased volatility in the market prices of these securities and thus in 
the Fund’s NAV. 
  
Decreased Fund Liquidity.  As previously stated, the value of a lower-quality or comparable unrated 
security will decrease in a rising interest rate market and accordingly, so will the Fund’s NAV.  If the Fund 
experiences unexpected net redemptions in such a market, it may be forced to liquidate a portion of its 
portfolio securities without regard to their investment merits.  Due to the limited liquidity of lower-quality 
and comparable unrated securities (discussed below), the Fund may be forced to liquidate these securities at 
a substantial discount to its existing market value to meet redemptions.  Any such redemption would force 
the Fund to sell the more liquid portion of its portfolio. 
 
Prepayment Risk.  Lower-quality and comparable unrated securities typically bear higher rates of interest 
than higher- and medium- quality securities, and generally contain redemption, call or prepayment provisions 
that permit the issuer of such securities containing such provisions to, at its discretion, redeem the 
securities.  During periods of falling interest rates, issuers of these securities are likely to redeem or prepay 
the securities and refinance them with debt securities with a lower interest rate.  To the extent an issuer is 
able to refinance the securities, or otherwise redeem them, the Fund may have to replace the securities with 
a lower yielding security, which would result in a lower return for the Fund. 
 
Credit Ratings.  Credit ratings issued by NRSROs are designed to evaluate the ability of obligors to make 
principal and interest payments on rated securities.  They do not, however, evaluate the overall risk of owning 
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lower-quality securities and, therefore, may not fully reflect the true risks of this type of investment.  In 
addition, credit rating agencies may or may not make timely changes in a rating to reflect changes in the 
economy or in the condition of the issuer that affect the market value of the security.  Consequently, credit 
ratings are used only as a preliminary indicator of investment quality.  Investments in lower-quality and 
comparable unrated obligations will be more dependent on the Advisor’s credit analysis than would be the 
case with investments in investment-grade debt obligations.  The Advisor employs its own credit research 
and analysis, which includes a study of existing debt, capital structure, ability to service debt and to pay 
dividends, the issuer’s sensitivity to economic conditions, its operating history, its industry and the current 
trend of earnings.  The Advisor periodically monitors the investments in the Fund’s portfolio and carefully 
evaluates whether to dispose of or to retain lower-quality and comparable unrated securities whose credit 
ratings or credit quality may have changed. 
 
Liquidity And Valuation.  The Fund may have difficulty disposing of certain lower-quality and comparable 
unrated securities because there may be a thin trading market for such securities or they may be 
illiquid.  Because not all dealers maintain markets in all lower-quality and comparable unrated securities, 
there is no established retail secondary market for many of these securities.  The Fund anticipates that such 
securities could be sold only to a limited number of dealers or institutional investors.  To the extent a 
secondary trading market does exist in these lower-quality (and comparable unrated) securities, it is generally 
not as liquid as the secondary market for higher-rated securities.  The lack of a liquid secondary market may 
have an adverse impact on the market price of the security.  As a result, the Fund’s NAV and ability to dispose 
of particular securities, when necessary to meet the Fund’s liquidity needs or in response to a specific 
economic event, may be impacted.  The lack of a liquid secondary market for certain securities may also 
make it more difficult for the Fund to obtain accurate market quotations for purposes of valuing these 
securities held in the Fund’s portfolio.  Market quotations are generally available on many lower-quality and 
comparable unrated issues only from a limited number of dealers and may not necessarily represent firm bids 
of such dealers or prices for actual sales.  During periods of thin trading, the spread between bid and asked 
prices is likely to increase significantly which can lead to lower reliability of broker price quotations.  In 
addition, adverse publicity and investor perceptions, whether or not based on fundamental analysis, may 
decrease the values and liquidity of lower-quality and comparable unrated securities, especially in a thinly 
traded market. 
 

Inflation-Indexed Securities.   
 
Each Fund may invest in inflation-indexed securities, which have a final value and interest payment stream 
linked to the inflation rate.  The index for measuring the inflation rate for these securities is typically the non-
seasonally adjusted Consumer Price Index published monthly by the U.S. Department of Labor- Bureau of 
Labor Statistics.  By offering interest and principal payments linked to inflation, these securities attempt to 
protect the future purchasing power of the money invested in them.  However, inflation-indexed securities 
provide this protected return only if held to maturity.  In addition, inflation-indexed securities may not trade 
at par value.  Real interest rates (the market rate of interest adjusted for inflation) change over time as a result 
of many factors, such as expected domestic economic output.  When real interest rates do change, inflation-
indexed securities prices may be more sensitive to these changes than conventional bonds.  Should market 
expectations for real interest rates rise, the price of inflation-indexed securities may fall.  In addition, 
inflation-indexed securities may not be as widely traded as fixed-principal securities.  This lesser liquidity 
may result in the Fund experiencing higher transaction costs when purchasing and selling these securities. 
 
Investment Companies.   
 
Each Fund may invest in investment companies such as open-end funds (mutual funds), closed-end funds, 
and ETFs (collectively referred to as "Underlying Funds").  Generally, the 1940 Act provides that a mutual 
fund may not: (1) purchase more than 3% of an investment company’s outstanding shares; (2) invest more 
than 5% of its assets in any single such investment company (the "5% Limit"), or (3) invest more than 10% 
of its assets in investment companies overall (the "10% Limit"), unless: (i) the underlying investment 
company and/or the Fund has received an order for exemptive relief from such limitations from the SEC; and 
(ii) the underlying investment company and the Fund take appropriate steps to comply with any conditions 
in such order.   
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In addition, Section 12(d)(1)(F) of the "1940 Act", provides that the provisions of paragraph 12(d)(1) shall 
not apply to securities purchased or otherwise acquired by a Fund if (i) immediately after such purchase or 
acquisition not more than 3% of the total outstanding stock of such registered investment company is owned 
by the Fund and all affiliated persons of the Fund; and (ii) the Fund has not, and is not proposing to offer or 
sell any security issued by it through a principal underwriter or otherwise at a public or offering price which 
includes a sales load of more than 1.5%. An investment company that issues shares to a Fund pursuant to 
paragraph 12(d)(1)(F) shall not be required to redeem its shares in an amount exceeding 1% of such 
investment company’s total outstanding shares in any period of less than thirty days. A Fund (or the Fund’s 
investment adviser acting on behalf of the Fund) must comply with the following voting restrictions: when 
the Fund exercises voting rights, by proxy or otherwise, with respect to investment companies owned by the 
Fund, the Fund will either seek instruction from the Fund's shareholders with regard to the voting of all 
proxies and vote in accordance with such instructions, or vote the shares held by the Fund in the same 
proportion as the vote of all other holders of such security.   
 
Further, a Fund may rely on Rule 12d1-3 under the 1940 Act, which allows unaffiliated mutual funds to 
exceed the 5% Limit and the 10% Limit, provided the aggregate sales loads any investor pays (i.e., the 
combined distribution expenses of both the acquiring fund and the acquired funds) does not exceed the limits 
on sales loads established by the Financial Industry Regulatory Authority, Inc. ("FINRA") for funds of funds. 
 
Generally, a Fund and any "affiliated persons," as defined by the 1940 Act, may purchase in the aggregate 
only up to 3% of the total outstanding securities of any Underlying Fund.  Accordingly, when affiliated 
persons hold shares of any of the Underlying Funds, a Fund’s ability to invest fully in shares of those funds 
is restricted, and the Funds’ investment adviser must then, in some instances, select alternative investments 
that would not have been its first preference.  The 1940 Act also provides that a mutual fund whose shares 
are purchased by a Fund will be obligated to redeem shares held by the Fund only in an amount up to 1% of 
the mutual fund's outstanding securities during any period of less than 30 days. Shares held by a Fund in 
excess of 1% of a mutual fund's outstanding securities therefore, will be considered not readily marketable 
securities, which, together with other such securities, may not exceed 15% of the Fund's total assets. 
 
Under certain circumstances an Underlying Fund may determine to make payment of a redemption by a Fund 
wholly or partly by a distribution in kind of securities from its portfolio, in lieu of cash, in conformity with 
the rules of the SEC. In such cases, the Fund may hold securities distributed by an Underlying Fund until the 
Advisor determines that it is appropriate to dispose of such securities. 
 
Investment decisions by the investment advisors of the Underlying Funds are made independently of the 
Funds. Therefore, the investment advisor of one Underlying Fund may be purchasing shares of the same 
issuer whose shares are being sold by the investment advisor of another such fund. The result would be an 
indirect expense to a Fund without accomplishing any investment purpose.  Because other investment 
companies employ an investment adviser, such investments by a Fund may cause shareholders to bear 
duplicate fees. 
 
Maturity. 
 
A Fund’s average effective portfolio maturity represents an average based on the actual stated maturity dates 
of the debt securities in the Fund’s portfolio, except that (1) variable-rate securities are deemed to mature at 
the next interest-rate adjustment date, unless subject to a demand feature, (2) variable-rate securities subject 
to a demand feature are deemed to mature on the longer of the next interest-rate adjustment date or the date 
on which principal can be recovered through demand, (3) floating-rate securities subject to a demand feature 
are deemed to mature on the date on which the principal can be recovered through demand, (4) the maturity 
of mortgage-backed and certain other asset-backed securities is determined on an “expected life” basis by 
the Advisor and (5) securities being hedged with futures contracts may be deemed to have a longer maturity, 
in the case of purchases of futures contracts, and a shorter maturity, in the case of sales of futures contracts, 
than they would otherwise be deemed to have.  In addition, a security that is subject to redemption at the 
option of the issuer on a particular date (“call date”), which is prior to the security’s stated maturity, may be 
deemed to mature on the call date rather than on its stated maturity date.  The call date of a security will be 
used to calculate average effective portfolio maturity when the Advisor reasonably anticipates, based upon 
information available to it, that the issuer will exercise its right to redeem the security.  The average effective 
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portfolio maturity of a Fund is dollar-weighted based upon the market value of a Fund’s securities at the time 
of the calculation. 
  
The Funds may utilize puts which are provided on a “best efforts” or similar basis (a “soft put”) to shorten 
the maturity of securities when the Advisor reasonably believes, based upon information available to it at the 
time the security is acquired, that the issuer of the soft put has or will have both the willingness and the 
resources or creditworthiness to repurchase the securities at the time the Fund exercises the put.  Failure of 
an issuer to honor a soft put may, depending on the specific put, have a variety of possible consequences, 
including (1) an automatic extension of the soft put to a later date, (2) the elimination of the soft put, in which 
case the effective maturity of the security may be its final maturity date or (3) a default of the security, 
typically after the passage of a cure period.  Should either the exercise date of the soft put automatically 
extend or the soft put right be eliminated as a result of the failure to honor a soft put, the affected security 
may include a provision that adjusts the interest rate on the security to an amount intended to result in the 
security being priced at par at an interest rate equal to comparable securities.  However, not all securities 
have rate reset provisions or, if they have such provisions, the reset rate may be capped at a rate that would 
prevent the security from being priced at par.  Furthermore, it is possible that the interest rate may reset to a 
level that increases the interest expense to the issuer by an amount that negatively affects the credit quality 
of the security. 
 
Private Placement Debt Securities.  
 
The Funds may invest in debt securities issued in private placement transactions.  A private placement is a 
direct offering of securities, which are exempt from registration under the Securities Act of 1933, to a single 
or limited number of sophisticated investors (such as mutual funds, insurance companies, pension funds and 
accredited individual investors).  Issuance is typically made by direct negotiation between an issuer and an 
investor (or small group of investors), but may also be made with the assistant of a placement agent.  Private 
placement debt securities are generally more complex than those issued in the public market (those registered 
with the SEC under the Securities Act of 1933).  Private Placement debt securities may (i) bear fixed or 
floating rates of interest, (ii) may permit the issuer to increase the size of the issue at some future date, (iii) 
may permit the issuer to extend or shorten the repayment date, (iv) may be secured or unsecured (v) or may 
offer the issuer additional terms which are generally more flexible than those offered in the public market.  
Private placement debt securities may include restrictive covenants on the issuer such as limiting additional 
debt issuance and restricting or prohibiting asset sales, but are primarily dependent on the credit quality of 
the issuer for repayment.  These debt securities also bear the risks described more fully above under the 
heading Debt Obligations including price volatility.  Unless the Fund’s Advisor determines that such private 
placements securities are liquid, the Fund will classify them as illiquid for purposes of complying with 
additional investment restriction number 6 (more fully described below), which limits the Fund to investing 
no more than 15% of the value of its net assets, taken at the time of investment, in illiquid securities.  Certain 
privately placed securities may be traded among sophisticated investors under Rule 144A (described more 
fully below), which may substantially increase their liquidity.   
 
Real Estate Investment Trusts.   

 

The Funds may invest in securities of real estate investment trusts (“REITs”). REITs are corporations or 
trusts that specialize in acquiring, holding and managing residential, commercial or industrial real estate. A 
REIT is not taxed at the entity level on income distributed to its shareholders or unitholders if it distributes 
to shareholders or unitholders at least 95% of its taxable income for each taxable year and complies with 
regulatory requirements relating to its organization, ownership, assets and income. 
  
REITs generally can be classified as “Equity REITs,” “Mortgage REITs” and “Hybrid REITs.” An Equity 
REIT invests the majority of its assets directly in real property and derives its income primarily from rents 
and from capital gains on real estate appreciation, which are realized through property sales. A Mortgage 
REIT invests the majority of its assets in real estate mortgage loans and services its income primarily from 
interest payments. A Hybrid REIT combines the characteristics of an Equity REIT and a Mortgage REIT. 
Although the Fund can invest in all three kinds of REITs, its emphasis is expected to be on investments in 
Equity REITs. 
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Investments in the real estate industry involve particular risks. The real estate industry has been subject to 
substantial fluctuations and declines on a local, regional and national basis in the past and may continue to 
be in the future. Real property values and income from real property may decline due to general and local 
economic conditions, overbuilding and increased competition, increases in property taxes and operating 
expenses, changes in zoning laws, casualty or condemnation losses, regulatory limitations on rents, changes 
in neighborhoods and in demographics, increases in market interest rates, or other factors. Factors such as 
these may adversely affect companies that own and operate real estate directly, companies that lend to such 
companies, and companies that service the real estate industry. 
 
Investments in REITs also involve risks. Equity REITs will be affected by changes in the values of and 
income from the properties they own, while Mortgage REITs may be affected by the credit quality of the 
mortgage loans they hold. In addition, REITs are dependent on specialized management skills and on their 
ability to generate cash flow for operating purposes and to make distributions to shareholders or unitholders 
REITs may have limited diversification and are subject to risks associated with obtaining financing for real 
property, as well as to the risk of self-liquidation. REITs also can be adversely affected by their failure to 
qualify for tax-free pass-through treatment of their income under the Code, or their failure to maintain an 
exemption from registration under the 1940 Act. By investing in REITs indirectly through the Funds, a 
shareholder bears not only a proportionate share of the expenses of the Fund, but also may indirectly bear 
similar expenses of some of the REITs in which it invests. 
 
Non-Traded REITs are subject to significant commissions, expenses, and offering and organizational costs 
that reduce the value of an investor's (including the Funds’) investment.  Non-Traded REITs are not liquid, 
and investments in Non-Traded REITs may not be accessible for an extended period of time.  There is no 
guarantee of any specific return on the principal amount or the repayment of all or a portion of the principal 
amount invested in Non-Traded REITs.  In addition, there is no guarantee that investors (including the Funds) 
will receive a distribution. Distributions from Non-Traded REITs may be derived from the proceeds of the 
offering, from borrowings, or from the sale of assets. Payments of distributions from sources other than cash 
flow from operations will decrease or diminish an investor's interest. 

 
Repurchase and Reverse Repurchase Agreements.   

 

The Funds may enter into repurchase agreements with qualified, creditworthy banks or non-bank dealers 
(“Seller”) as determined by the Advisor.  In a repurchase agreement, the Fund buys from the Seller 
investment-grade securities at one price and the Seller agrees to repurchase these securities at a later date 
(usually within one to seven days) for a price equal to the original price paid by the Fund plus an agreed 
interest payment (“Repurchase Price”).  The Seller’s obligation to repurchase the securities is secured by 
cash, the securities purchased and/or certain U.S. Government securities or U.S. agency guaranteed securities 
(“Collateral”).  The Collateral is held by the Fund’s custodian or a qualified sub-custodian under the 1940 
Act that is a financial intermediary (“Custodian”).  The Advisor or Custodian will monitor, on an ongoing 
basis, the current market value of the Collateral to ensure it always equals or exceeds the Repurchase 
Price.  Each repurchase agreement must at all times be “fully collateralized” by the Collateral as required by 
the 1940 Act.  Repurchase agreements involve risks that the Seller cannot pay the Repurchase Price (e.g., in 
the event of a default or insolvency of the Seller) and risks that the net liquidation value of the Collateral is 
less than the amount needed to repay the Repurchase Price. 
 
In addition, the Fund may invest in foreign repurchase agreements.  Foreign repurchase agreements may 
include agreements to purchase and sell foreign securities in exchange for fixed U.S. dollar amounts, or in 
exchange for specified amounts of foreign currency.  In the event of default by the counterparty, the Fund 
may suffer a loss if the value of the security purchased, i.e., the collateral, in U.S. dollars, is less than the 
agreed upon repurchase price, or if the Fund is unable to successfully assert a claim to the collateral under 
foreign laws.  As a result, foreign repurchase agreements may involve greater credit risk than repurchase 
agreements in U.S. markets, as well as risks associated with currency fluctuations.  Repurchase agreements 
with foreign counterparties may have more risk than with U.S. counterparties, since less financial information 
may be available about the foreign counterparties and they may be less creditworthy. 
 
In a reverse repurchase agreement, the Fund sells portfolio securities to another party and agrees to repurchase 
the securities at an agreed-upon price and date. Reverse repurchase agreements involve the risk that the other 
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party will fail to return the securities in a timely manner, or at all, which may result in losses to the Fund. 
The Fund could lose money if it is unable to recover the securities and the value of the collateral held by the 
Fund is less than the value of the securities. These events could also trigger adverse tax consequences to the 
Fund. Reverse repurchase agreements also involve the risk that the market value of the securities sold will 
decline below the price at which the Fund is obligated to repurchase them. Reverse repurchase agreements 
may increase fluctuations in the Fund’s NAV and may be viewed as a form of borrowing by a Fund. 
 
Rule 144A Securities.  
 
The Funds may invest in Rule 144A securities that the Advisor determines to be liquid.  Rule 144A allows a 
broader institutional trading market for securities otherwise subject to restriction on their resale to the general 
public.  Rule 144A establishes a “safe harbor” from the registration requirements of the 1933 Act of resales 
of certain securities to qualified institutional buyers.  Rule 144A securities are not considered to be illiquid 
for purposes of the Fund’s illiquid securities policy, if such securities satisfy the conditions enumerated in 
Rule 144A and are determined to be liquid by the Advisor in accordance with the requirements established 
by the Trust.  In determining the liquidity of such securities, the Advisor will consider, among other things, 
the following factors:  (1) the frequency of trades and quotes for the security; (2) the number of dealers and 
other potential purchasers or sellers of the security; (3) dealer undertakings to make a market in the security 
and (4) the nature of the security and of the marketplace trades (e.g., the time needed to dispose of the security, 
the method of soliciting offers and the mechanics of the transfer). 
  
Short-Hold Trading Strategy.   
 
The Funds may have the opportunity to participate in the primary market for new issues offered by issuers 
and/or underwriters at prices the Fund’s manager(s) deem(s) favorable, based on factors such as the supply 
of bonds in the marketplace and economic conditions.  In these situations, the Fund may decide to purchase 
these new security issues at the negotiated opening price, and shortly thereafter offer to sell all or a part of 
the Fund’s purchased allocation to third-party interested purchasers at a higher price, depending on market 
conditions.  These short-term trades are only done when the Fund’s Advisor believes it is in the best interests 
of the Fund (e.g., realization of capital appreciation).  Because the Fund is “at risk” for the purchased amount 
of these new issues, it is possible for the Fund to experience losses on these trades. 
 
Sovereign Debt.   
 
Sovereign debt differs from debt obligations issued by private entities in that, generally, remedies for defaults 
must be pursued in the courts of the defaulting party.  Legal recourse is therefore limited.  Political 
conditions, especially a sovereign entity’s willingness to meet the terms of its debt obligations, are of 
considerable significance.  Also, there can be no assurance that the holders of commercial bank loans to the 
same sovereign entity may not contest payments to the holders of sovereign debt in the event of default under 
commercial bank loan agreements. 
 
A sovereign debtor’s willingness or ability to repay principal and pay interest in a timely manner may be 
affected by a variety of factors, including among others, its cash flow situation, the extent of its foreign 
reserves, the availability of sufficient foreign exchange on the date a payment is due, the relative size of the 
debt service burden to the economy as a whole, the sovereign debtor’s policy toward principal international 
lenders and the political constraints to which a sovereign debtor may be subject.  A country whose exports 
are concentrated in a few commodities could be vulnerable to a decline in the international price of such 
commodities.  Increased protectionism on the part of a country’s trading partners, or political changes in 
those countries, could also adversely affect its exports.  Such events could diminish a country’s trade account 
surplus, if any, or the credit standing of a particular local government or agency.  Another factor bearing on 
the ability of a country to repay sovereign debt is the level of the country’s international 
reserves.  Fluctuations in the level of these reserves can affect the amount of foreign exchange readily 
available for external debt payments and, thus, could have a bearing on the capacity of the country to make 
payments on its sovereign debt. 
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To the extent that a country has a current account deficit (generally when its exports of merchandise and 
services are less than its country’s imports of merchandise and services plus net transfers (e.g., gifts of 
currency and goods) to foreigners), it may need to depend on loans from foreign governments, multilateral 
organizations or private commercial banks, aid payments from foreign governments and inflows of foreign 
investment.  The access of a country to these forms of external funding may not be certain, and a withdrawal 
of external funding could adversely affect the capacity of a government to make payments on its 
obligations.  In addition, the cost of servicing debt obligations can be adversely affected by a change in 
international interest rates, since the majority of these obligations carry interest rates that are adjusted 
periodically based upon international rates. 
 
With respect to sovereign debt of emerging market issuers, investors should be aware that certain emerging 
market countries are among the largest debtors to commercial banks and foreign governments.  At times, 
certain emerging market countries have declared moratoria on the payment of principal and interest on 
external debt. 

 
Certain emerging market countries have experienced difficulty in servicing their sovereign debt on a timely 
basis which led to defaults on certain obligations and the restructuring of certain indebtedness.  Restructuring 
arrangements have included, among other things, reducing and rescheduling interest and principal payments 
by negotiating new or amended credit agreements or converting outstanding principal and unpaid interest to 
Brady Bonds (discussed below), and obtaining new credit to finance interest payments.  Holders of sovereign 
debt, including the Fund, may be requested to participate in the rescheduling of such debt and to extend 
further loans to sovereign debtors, and the interests of holders of sovereign debt could be adversely affected 
in the course of restructuring arrangements or by certain other factors referred to below.  Furthermore, some 
of the participants in the secondary market for sovereign debt may also be directly involved in negotiating 
the terms of these arrangements and may therefore have access to information not available to other market 
participants, such as the Fund.  Obligations arising from past restructuring agreements may affect the 
economic performance and political and social stability of certain issuers of sovereign debt.  There is no 
bankruptcy proceeding by which sovereign debt on which a sovereign has defaulted may be collected in 
whole or in part. 
 
Foreign investment in certain sovereign debt is restricted or controlled to varying degrees.  These restrictions 
or controls may at times limit or preclude foreign investment in such sovereign debt and increase the costs 
and expenses of the Fund.  Certain countries in which the Fund may invest require governmental approval 
prior to investments by foreign persons, limit the amount of investment by foreign persons in a particular 
issuer, limit the investment by foreign persons only to a specific class of securities of an issuer that may have 
less advantageous rights than the classes available for purchase by domiciliaries of the countries or impose 
additional taxes on foreign investors.  Certain issuers may require governmental approval for the repatriation 
of investment income, capital or the proceeds of sales of securities by foreign investors.  In addition, if a 
deterioration occurs in a country’s balance of payments, the country could impose temporary restrictions on 
foreign capital remittances.  The Fund could be adversely affected by delays in, or a refusal to grant, any 
required governmental approval for repatriation of capital, as well as by the application to the Fund of any 
restrictions on investments.  Investing in local markets may require the Fund to adopt special procedures, 
seek local government approvals or take other actions, each of which may involve additional costs to the 
Fund. 
 
The sovereign debt in which the Fund may invest includes Brady Bonds, which are securities issued under 
the framework of the Brady Plan, an initiative announced by former U.S. Treasury Secretary Nicholas F. 
Brady in 1989 as a mechanism for debtor nations to restructure their outstanding external commercial bank 
indebtedness.  In restructuring its external debt under the Brady Plan framework, a debtor nation negotiates 
with its existing bank lenders as well as multilateral institutions such as the International Monetary Fund 
(“IMF”).  The Brady Plan framework, as it has developed, contemplates the exchange of commercial bank 
debt for newly issued Brady Bonds.  Brady Bonds may also be issued in respect of new money being 
advanced by existing lenders in connection with the debt restructuring.  The World Bank and the IMF support 
the restructuring by providing funds pursuant to loan agreements or other arrangements which enable the 
debtor nation to collateralize the new Brady Bonds or to repurchase outstanding bank debt at a discount. 
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There can be no assurance that the circumstances regarding the issuance of Brady Bonds by these countries 
will not change.  Investors should recognize that Brady Bonds do not have a long payment 
history.  Agreements implemented under the Brady Plan to date are designed to achieve debt and debt-service 
reduction through specific options negotiated by a debtor nation with its creditors.  As a result, the financial 
packages offered by each country differ.  The types of options have included the exchange of outstanding 
commercial bank debt for bonds issued at 100% of face value of such debt, which carry a below-market 
stated rate of interest (generally known as par bonds), bonds issued at a discount from the face value of such 
debt (generally known as discount bonds), bonds bearing an interest rate which increases over time and bonds 
issued in exchange for the advancement of new money by existing lenders.  Regardless of the stated face 
amount and stated interest rate of the various types of Brady Bonds, the Fund will purchase Brady Bonds, if 
any, in secondary markets, as described below, in which the price and yield to the investor reflect market 
conditions at the time of purchase. 
  
Certain Brady Bonds have been collateralized as to principal due at maturity by U.S. Treasury zero coupon 
bonds with maturities equal to the final maturity of such Brady Bonds.  Collateral purchases are financed by 
the IMF, the World Bank and the debtor nations’ reserves.  In the event of a default with respect to 
collateralized Brady Bonds as a result of which the payment obligations of the issuer are accelerated, the U.S. 
Treasury zero coupon obligations held as collateral for the payment of principal will not be distributed to 
investors, nor will such obligations be sold and the proceeds distributed.  The collateral will be held by the 
collateral agent to the scheduled maturity of the defaulted Brady Bonds, which will continue to be 
outstanding, at which time the face amount of the collateral will equal the principal payments which would 
have then been due on the Brady Bonds in the normal course.  In addition, interest payments on certain types 
of Brady Bonds may be collateralized by cash or high grade securities in amounts that typically represent 
between 12 and 18 months of interest accruals on these instruments with the balance of the interest accruals 
being uncollateralized.  Brady Bonds are often viewed as having several valuation components: (1) the 
collateralized repayment of principal, if any, at final maturity, (2) the collateralized interest payments, if any, 
(3) the uncollateralized interest payments and (4) any uncollateralized repayment of principal at maturity 
(these uncollateralized amounts constitute the “residual risk”).  In light of the residual risk of Brady Bonds 
and, among other factors, the history of defaults with respect to commercial bank loans by public and private 
entities of countries issuing Brady Bonds, investments in Brady Bonds have speculative characteristics.  The 
Fund may purchase Brady Bonds with no or limited collateralization, and will be relying for payment of 
interest and (except in the case of principal collateralized Brady Bonds) principal primarily on the willingness 
and ability of the foreign government to make payment in accordance with the terms of the Brady 
Bonds.  Brady Bonds issued to date are purchased and sold in secondary markets through U.S. securities 
dealers and other financial institutions and are generally maintained through European transnational 
securities depositories. 
 
U.S Government Securities.   
 
U.S. Government securities are issued by the U.S. Government or its agencies or instrumentalities, including: 
 

• U.S. Treasury obligations, such as Treasury bills, notes and bonds; 

• The Federal Housing Administration, Farmers Home Administration, Export-Import Bank of the 
United States, Small Business Administration and the Government National Mortgage Association 
(“GNMA”), including GNMA pass-through certificates, whose securities are supported by the full 
faith and credit of the United States; 

• The Federal Home Loan Banks, Federal Intermediate Credit Banks and the Tennessee Valley 
Authority, whose securities are supported by the right of the agency to borrow from the U.S. 
Treasury; 

• The Federal National Mortgage Association, whose securities are supported by the discretionary 
authority of the U.S. Government to purchase certain obligations of the agency or instrumentality; 
and 

• The Student Loan Marketing Association, the Inter-American Development Bank and International 
Bank for Reconstruction and Development, whose securities are supported only by the credit of 
such agencies. 



 33 
 

 
Although the U.S. Government provides various types of financial support to U.S. Government-sponsored 
agencies or instrumentalities, no assurance can be given that it will always do so and not all U.S. Government 
securities are guaranteed or backed by the full faith and credit of the U.S. Government.  The U.S. Government 
and its agencies and instrumentalities do not guarantee the market value of their securities.  Consequently, 
the market value of such securities will fluctuate.  On September 7, 2008, the U.S. Treasury Department and 
the Federal Housing Finance Authority (the “FHFA”) announced that Fannie Mae and Freddie Mac had been 
placed into conservatorship, a statutory process designed to stabilize a troubled institution with the objective 
of returning the entity to normal business operations.  The U.S. Treasury Department and the FHFA at the 
same time established a secured lending facility and a Secured Stock Purchase Agreement with both Fannie 
Mae and Freddie Mac to ensure that each entity had the ability to fulfill its financial obligations. The FHFA 
announced that it does not anticipate any disruption in pattern of payments or ongoing business operations 
of Fannie Mae or Freddie Mac.  
 
Variable- or Floating-Rate Securities.   
 
The Funds may invest in securities that offer a variable- or floating-rate of interest.  Variable-rate securities 
provide for automatic establishment of a new interest rate at fixed intervals (e.g., daily, monthly, semi-
annually, etc.).  Floating-rate securities generally provide for automatic adjustment of the interest rate 
whenever some specified interest rate index changes.  The interest rate on variable- or floating-rate securities 
is ordinarily determined by reference to or is a percentage of a bank’s prime rate, LIBOR, the 90-day U.S. 
Treasury bill rate, the rate of return on bank certificates of deposit or some other objective measure. 
 
Variable- or floating-rate securities frequently include a put or demand feature entitling the holder to sell the 
securities to the issuer at par.  In many cases, the demand feature can be exercised at any time on seven days’ 
notice; in other cases, the put or demand feature is exercisable at any time on 30 days’ notice or on similar 
notice at intervals of not more than one year.  Some securities, which do not have variable or floating interest 
rates, may be accompanied by puts producing similar results and price characteristics.  When considering the 
maturity of any instrument that may be sold or put to the issuer or a third party prior to its stated maturity, 
the Fund may consider that instrument’s maturity to be shorter than its stated maturity. 
 
Variable-rate demand notes include master demand notes, which are obligations that permit the Fund to invest 
fluctuating amounts that may change daily without penalty, pursuant to direct arrangements between the 
Fund, as lender, and the borrower.  The interest rates on these notes fluctuate from time to time.  The issuer 
of such obligations normally has a corresponding right, after a given period, to prepay in its discretion the 
outstanding principal amount of the obligations plus accrued interest upon a specified number of days’ notice 
to the holders of such obligations.  The interest rate on a floating-rate demand obligation is based on a known 
lending rate, such as a bank’s prime rate or LIBOR, and is adjusted automatically each time such rate is 
adjusted.  The interest rate on a variable-rate demand obligation is adjusted automatically at specified 
intervals.  Frequently, such obligations are secured by letters of credit or other credit support arrangements 
provided by banks.  Because these obligations are direct lending arrangements between the lender and 
borrower, it is not contemplated that such instruments will generally be traded and may be illiquid.  There 
generally is not an established secondary market for these obligations, although they are redeemable at face 
value.  Accordingly, where these obligations are not secured by letters of credit or other credit support 
arrangements, the Fund’s right to redeem is dependent on the ability of the borrower to pay principal and 
interest on demand.  Such obligations frequently are not rated by credit rating agencies and, if not so rated, 
the Fund may invest in them only if the Advisor determines that at the time of investment the obligations are 
of comparable quality to the other obligations in which the Fund may invest.  The Advisor, on behalf of the 
Fund, will consider on a periodic basis the creditworthiness of the issuers of the floating- and variable-rate 
demand obligations in the Fund’s portfolio and any providers of credit enhancements. 
  
In determining the Fund’s average effective portfolio maturity, the Fund will consider a floating- or variable-
rate security to have a maturity equal to its stated maturity (or redemption date if it has been called for 
redemption), except that it may consider (1) variable-rate securities to have a maturity equal to the period 
remaining until the next readjustment in the interest rate, unless subject to a demand feature, (2) variable-rate 
securities subject to a demand feature to have a remaining maturity equal to the longer of (a) the next 
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readjustment in the interest rate or (b) the period remaining until the principal can be recovered through 
demand and (3) floating-rate securities subject to a demand feature to have a maturity equal to the period 
remaining until the principal can be recovered through demand.  Variable- and floating-rate securities 
generally are subject to less principal fluctuation than securities without these attributes. 
 
When-Issued and Delayed-Delivery Securities.  
 
The Funds may purchase securities on a when-issued or delayed-delivery basis and such transactions 
represent a type of forward commitment by the Fund.  The price of debt obligations so purchased, which may 
be expressed in yield terms, generally is fixed at the time the commitment to purchase is made, but delivery 
and payment for the securities take place at a later date.  During the period between the purchase and 
settlement, no payment is made by the Fund to the issuer and no interest on the underlying debt obligations 
accrues to the Fund.  These types of forward commitments involve a risk of loss if the value of the security 
to be purchased declines prior to the settlement date.  While when-issued and delayed-delivery securities may 
be sold prior to the settlement date, the Fund intends to purchase such securities with the purpose of actually 
acquiring them unless a sale appears desirable for investment reasons.  At the time a Fund makes the 
commitment to purchase these types of securities, it will record the transaction and reflect the value of the 
security in determining its NAV.  The Funds do not believe that their NAV will be adversely affected by 
these types of securities purchases. 
 

To the extent required by the SEC, the Fund will maintain cash and liquid assets equal in value to the 
aggregate outstanding forward commitments for when-issued and delayed-delivery securities marked to 
market daily.  Such designated securities either will mature or, if necessary, be sold on or before the 
settlement date.  When the time comes to pay for when-issued or delayed-delivery securities, the Fund will 
meet its obligations from then-available cash flow, sale of the securities designated on its books and records, 
described above, sale of other securities or, although it would not normally expect to do so, from the sale of 
the when-issued or delayed-delivery securities themselves (which may have a market value greater or less 
than the Fund’s payment obligation). 
 

Another type of forward commitment is for certain future pass-through, residential mortgage-backed pools 
which forward commitments are traded in the “to-be-announced” market (TBAs).  TBAs are the Fund’s 
commitment to purchase one or more standardized, residential mortgage pools which will be placed in a pass-
through mortgage-backed security issued by Fannie Mae, Freddie Mac or Ginnie Mae in the future.  The 
residential mortgages in these pools all have common underwriting characteristics: they are residential 
mortgages with 15-to-30-year maturities, generally at a fixed rate, with monthly payments and no prepayment 
penalties and must be under a certain prescribed dollar limit.  TBA settlement terms are commonly 90 days, 
but may extend to 180 days.  TBAs are sold by mortgage originators during the process of originating 
residential mortgages and are a primary source of the funds needed by these mortgage loan 
originators.  Certain key terms are specified at the time the TBA is purchased (mortgage type, mortgage 
issuer, required rate, dollar amount to be purchased, price and settlement date), but the exact identity and 
number of the mortgage pools to be covered by the TBA is only determined 48 hours before the settlement 
date.  The Fund may hold and trade TBAs, and TBAs are included in the Fund’s NAV.  TBAs are actively 
traded and the TBA market is very liquid.  The price of most TBAs are ascertainable by market 
quotations.  However, TBAs are still subject to the same risks as other forward commitments, and subject to 
the same leverage requirements as other forward commitments. 
  
Zero-Coupon, Step-Coupon and Pay-In-Kind Securities.  
 
The Funds may invest in zero-coupon, step-coupon and pay-in-kind securities.  These securities are debt 
securities that do not make regular cash interest payments.  Zero-coupon and step-coupon securities are sold 
at a deep discount to their face value.  Pay-in-kind securities pay interest through the issuance of additional 
securities.  Because such securities do not pay current cash income, the price of these securities can be 
volatile when interest rates fluctuate.  While these securities do not pay current cash income, federal income 
tax law requires the holders of zero-coupon, step-coupon and pay-in-kind securities to include in income 
each year the portion of the original issue discount (or deemed discount) and other non-cash income on such 
securities accruing that year.  In order for the Fund to continue to qualify as a “regulated investment 
company” or “RIC” under the IRC and avoid a certain excise tax, the Fund may be required to distribute a 
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portion of such discount and income to its shareholders.  Consequently, the Fund may be required to dispose 
of other portfolio securities, which may occur in periods of adverse market prices, in order to generate cash 
to meet these IRC distribution requirements. 
 

The U.S. Treasury Department creates STRIPS by separating the coupon payments and the principal payment 
from an outstanding Treasury security and selling them as individual securities.  A broker-dealer creates a 
derivative zero by depositing a Treasury security with a custodian for safekeeping and then selling the coupon 
payments and principal payment that will be generated by this security separately.  Examples are Certificates 
of Accrual on Treasury Securities (“CATs”), Treasury Investment Growth Receipts (“TIGRs”) and generic 
Treasury Receipts (“TRs”).  These derivative zero coupon obligations are not considered to be government 
securities unless they are part of the STRIPS program.  Original issue zeros are zero coupon securities issued 
directly by the U.S. government, a government agency or by a corporation. 
 

INVESTMENT RESTRICTIONS 

 
 

The Funds have adopted the following investment restrictions that may not be changed without approval by 

a "majority of the outstanding shares" of each Fund which, as used in this SAI, means the vote of the lesser 

of (a) 67% or more of the shares of the Fund represented at a meeting, if the holders of more than 50% of the 

outstanding shares of each Fund are present or represented by proxy, or (b) more than 50% of the outstanding 

shares of each Fund.   Each Fund may not: 
 

1. Borrow money, except (a) from a bank, provided that immediately after such borrowing there 
is an asset coverage of 300% for all borrowings of the Fund; or (b) from a bank or other persons 
for temporary purposes only, provided that such temporary borrowings are in an amount not 
exceeding 5% of the Fund’s total assets at the time when the borrowing is made.  (This 
limitation does not preclude the Fund from entering into reverse repurchase transactions, 
provided that the Fund has an asset coverage of 300% for all borrowings and repurchase 
commitments of the Fund pursuant to reverse repurchase transactions); 

 

2. Issue senior securities.  (This limitation is not applicable to activities that may be deemed to 
involve the issuance or sale of a senior security by the Fund, provided that the Fund’s 
engagement in such activities is consistent with or permitted by the 1940 Act, the rules and 
regulations promulgated thereunder or interpretations of the SEC or its staff); 

 

3. Act as underwriter (except to the extent the Fund may be deemed to be an underwriter in 
connection with the sale of securities in its investment portfolio); 

 

4. Invest more than 25% of its net assets, calculated at the time of purchase and taken at market 
value, in securities of issuers in any one industry or group of industries (other than obligations 
issued or guaranteed by the U.S. Government, its agencies and instrumentalities, or repurchase 
agreements with respect thereto); 

 

5. Purchase or sell real estate unless acquired as a result of ownership of securities (although the 
Fund may invest in marketable securities which are secured by or represent interests in real 
estate, and may invest in mortgage-related securities or invest in companies engaged in the 
real estate business or that have a significant portion of their assets in real estate (including 
real estate investment trusts)); 

 

6. Purchase or sell commodities unless acquired as a result of ownership of securities or other 
investments.  This limitation does not preclude the Fund from purchasing or selling options or 
futures contracts, from investing in securities or other instruments backed by commodities or 
from investing in companies which are engaged in a commodities business or have a 
significant portion of their assets in commodities; 

 

7. With respect to Leader Short Term High Yield Bond Fund: Make loans of money (except for 
the lending of its portfolio securities, purchases of debt securities consistent with the 
investment policies of the Fund and except for repurchase agreements). 
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With respect to Leader High Quality Floating Rate Fund only: Make loans to others, except 
(a) where each loan is represented by a note executed by the borrower, (b) through the 
purchase of debt securities, which may be considered loans, (c) to the extent the entry into a 
repurchase agreement is deemed to be a loan, and (d) by loaning portfolio securities. 
Additionally, the preceding limitation on loans does not preclude either Fund from modifying 
note terms. 

 

8. With respect to 75% of its total assets, invest more than 5% of its total assets in securities of 
a single issuer or hold more than 10% of the voting securities of such issuer.  (Does not apply 
to investments in the securities of the U.S. Government, its agencies or instrumentalities.) 

 

Except with respect to borrowing, if any percentage restriction or requirement described above is satisfied at 
the time of investment, a later increase or decrease in such percentage resulting from a change in asset value 
will not constitute a violation of such restriction or requirement. However, should a change in net asset value 
or other external events cause the Fund's investments in illiquid securities, repurchase agreements with 
maturities in excess of seven days and other instruments in the Fund which are not readily marketable to 
exceed the limit set forth in the Fund's Prospectus for its investment in illiquid securities, the Fund will act 
to cause the aggregate amount of such securities to come within such limit as soon as reasonably practicable. 
In such an event, however, the Fund would not be required to liquidate any portfolio securities where the 
Fund would suffer a loss on the sale of such securities. 
 

The following are additional investment limitations of the Funds. The following restrictions are designated 
as non-fundamental and may be changed by the Board without the approval of shareholders.  
 

A Fund may not: 
 

1. Mortgage, pledge, hypothecate or in any manner transfer, as security for indebtedness, any 
assets of the Fund except as may be necessary in connection with borrowings described in 
fundamental restriction 1 above.  (Margin deposits, security interests, liens and collateral 
arrangements with respect to transactions involving options, futures contracts, short sales 
and other permitted investments and techniques are not deemed to be a mortgage, pledge 
or hypothecation of assets for purposes of this limitation); 

 

2. With respect to fundamental investment restriction 1 above, the Fund will not purchase 
portfolio securities while outstanding borrowings exceed 5% of its assets; 

 

3. Purchase securities or evidences of interest thereon on “margin.”  (This limitation is not 
applicable to short-term credit obtained by the Fund for the clearance of purchases and 
sales or redemption of securities, or to arrangements with respect to transactions involving 
options, futures contracts, short sales and other permitted investments and techniques); 

  
4. Purchase or sell puts, calls, options or straddles except as described in the Prospectus or 

this SAI; 
 

5. Invest more than 15% of the value of its net assets, taken at the time of investment, in 
illiquid securities.  Illiquid securities are those securities without readily available market 
quotations, including repurchase agreements having a maturity of more than seven 
days.  Illiquid securities may include restricted securities not determined by the Board of 
Trustees to be liquid, non-negotiable time deposits, over-the-counter options and 
repurchase agreements providing for settlement in more than seven days after notice; or 

 
Except with respect to borrowing, if a percentage or rating restriction on investment or use of assets set forth 
herein or in the Prospectus is adhered to at the time a transaction is effected, later changes in percentage 
resulting from any cause other than actions by a Fund will not be considered a violation. If the Fund engages 
in any borrowings and such borrowings exceed the limits of Section 18 of the 1940 Act, the Fund will reduce 
its borrowings within three days in order to comply with such limits. 
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POLICIES AND PROCEDURES FOR DISCLOSURE OF PORTFOLIO HOLDINGS 

 

 

The Trust has adopted policies and procedures that govern the disclosure of each Fund’s portfolio holdings. 
These policies and procedures are designed to ensure that such disclosure is in the best interests of Fund 

shareholders. 
 

It is the Trust’s policy to: (1) ensure that any disclosure of portfolio holdings information is in the best interest 
of Trust shareholders; (2) protect the confidentiality of portfolio holdings information; (3) have procedures 

in place to guard against personal trading based on the information; and (4) ensure that the disclosure of 

portfolio holdings information does not create conflicts between the interests of the Trust’s shareholders and 
those of the Trust’s affiliates. 

 

Each Fund discloses its portfolio holdings by mailing its annual and semi-annual reports to shareholders 

approximately two months after the end of the fiscal year and semi-annual period.  In addition, the Funds 

may, from time to time, make available end of quarter portfolio holdings information on its website at 

www.leadercapital.com.  Quarterly portfolio holdings are generally posted to the website within 10 days of 

the end of each quarter and remain available until new information for the next quarter is posted. The Advisor 

may periodically post Fund portfolio commentary and updates, including changes to the Funds’ portfolio 
holdings, on its website at http://www.leadercapital.com/leading_thoughts.html. 

 

Each Fund may choose to make available to rating agencies such as Lipper, Morningstar or Bloomberg earlier 
and more frequently on a confidential basis.   
 

Under limited circumstances, as described below, each Fund’s portfolio holdings may be disclosed to, or 
known by, certain third parties in advance of their filing with the SEC on Form N-CSR or Form N-Q.  In 
each case, a determination has been made that such advance disclosure is supported by a legitimate business 
purpose and that the recipient is subject to a duty to keep the information confidential and to not trade on any 
non-public information.   

• The Advisor.  Personnel of the Advisor, including personnel responsible for managing the 
Fund’s portfolio, may have full daily access to Fund portfolio holdings because that information 
is necessary in order for the Advisor to provide their management, administrative, and 
investment services to the Fund.  As required for purposes of analyzing the impact of existing 
and future market changes on the prices, availability, demand and liquidity of such securities, 
as well as for the assistance of the portfolio manager in the trading of such securities, Advisor 
personnel may also release and discuss certain portfolio holdings with various broker-dealers. 

• Gryphon Fund Group, LLC.  Gryphon Fund Group, LLC is the transfer agent, fund 
accountant and administrator for the Funds; therefore, its personnel have full daily access to 
each Fund’s portfolio holdings since that information is necessary in order for them to provide 
the agreed-upon services for the Trust. 

• Fifth Third Bank.   Fifth Third Bank is the custodian for the Funds; therefore, its personnel 
have full daily access to each Fund’s portfolio holdings since that information is necessary in 
order for them to provide the agreed-upon services for the Trust. 

 

• Sanville & Company. Sanville & Company is the Funds’ independent registered public 
accounting firm; therefore, its personnel have access to each Fund’s portfolio holdings in 
connection with auditing of each Fund's annual financial statements and providing assistance 
and consultation in connection with SEC filings.  

• FinTech Law, LLC. FinTech Law is counsel to the Trust; therefore, its personnel have access 
to each Fund’s portfolio holdings in connection with the review of the Funds' annual and semi-
annual shareholder reports and SEC filings. 
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Additions to List of Approved Recipients 
 

The Trust’s Chief Compliance Officer (“CCO”) is the person responsible, and whose prior approval is 
required, for any disclosure of each Fund’s portfolio securities to persons other than those listed before the 
Fund files its portfolio holdings with the SEC on Form N-CSR.  In such cases, the recipient must have a 
legitimate business need for the information and must be subject to a duty to keep the information confidential 
and not trade on any material non-public information. There are no ongoing arrangements in place with 
respect to the disclosure of portfolio holdings. In no event shall the Funds, the Advisor or any other party 
receive any direct or indirect compensation in connection with the disclosure of information about the Funds’ 
portfolio holdings. 
 

Compliance with Portfolio Holdings Disclosure Procedures 
 

The Trust’s CCO will report periodically to the Board with respect to compliance with each Fund’s portfolio 
holdings disclosure procedures, and from time to time will provide the Board any updates to the portfolio 
holdings disclosure policies and procedures. 
 

There is no assurance that the Trust’s policies on disclosure of portfolio holdings will protect the Funds from 
the potential misuse of holdings information by individuals or firms in possession of that information. 

 

MANAGEMENT 
 

The business of the Trust is managed under the direction of the Board in accordance with the Agreement and 
Declaration of Trust and the Trust’s By-laws (the “Governing Documents”), which have been filed with the 
SEC and are available upon request. The Board consists of three (3) individuals two of whom are not 
“interested persons” (as defined under the 1940 Act) of the Trust, the Advisor, or the Funds’ principal 
underwriter (“Independent Trustees”).  Pursuant to the Governing Documents of the Trust, the Trustees shall 
elect officers including a President/Principal Executive Officer, a Secretary, a Treasurer/ Principal Financial 
Officer, and appoint a CCO. The Board retains the power to conduct, operate and carry on the business of 
the Trust and has the power to incur and pay any expenses, which, in the opinion of the Board, are necessary 
or incidental to carry out any of the Trust’s purposes. The Trustees, officers, employees, and agents of the 
Trust, when acting in such capacities, shall not be subject to any personal liability except for his or her own 
bad faith, willful misfeasance, gross negligence or reckless disregard of his or her duties.  
 

Board Leadership Structure  
 
The Board is composed of three trustees, two Independent Trustees—Martin Kehoe and Raymond 

Davis—and one interested Trustee—John Lekas—who is the Trust’s President and serves as the Chairman of 
the Board.  Mr. Lekas oversees the daily business affairs of the Trust and communicates with the Independent 
Trustees regularly on various Trust issues, as appropriate. Under the Trust’s Agreement and Declaration of 
Trust and By-Laws, the Chairman of the Board is responsible for (a) presiding at board meetings, (b) calling 
special meetings on an as-needed basis, (c) execution and administration of Trust policies including setting the 
agendas for board meetings and providing information to board members in advance of each board meeting and 
between board meetings 
  

The Board holds four regular meetings each year to consider and address matters involving the Trust 
and its Funds. The Board also may hold special meetings to address matters arising between regular 
meetings. The Independent Trustees also regularly meet outside the presence of management. These 
meetings may take place in-person, online, or by telephone.  
  
The Board has established a committee structure that includes an Audit Committee and Nominating and 
Corporate Governance Committee (discussed in more detail below). The Board conducts much of its work 
through these Committees. Each Committee is comprised entirely of Independent Trustees, which ensures 
that the Funds have effective and independent governance and oversight. Effective September 8, 2022, the 
Trust updated its valuation practices to comply with Rule 2a-5 under the 1940 Act, which establishes an 
updated regulatory framework for registered investment company fair value practices. As a result of these 
changes, the Board eliminated its Valuation Committee for its governance structure and designated the 
Advisor serve as the Trust’s “Valuation Designee,” as defined by Rule 2a-5.  



 39 
 

The Board reviews its structure regularly and believes that its leadership structure, including having 
a super-majority of Independent Trustees, coupled with an Interested Chairperson, is appropriate and in the 
best interests of the Trust because it allows the Board to exercise informed and independent judgment over 
matters under its purview, and it allocates areas of responsibility among the Committees and the full Board 
in a manner that enhances effective oversight.  The Board believes that having an Interested Chairperson is 
appropriate and in the best interests of the Trust given:  (1) the extensive oversight provided by the Trust’s 
Advisor over the Trust’s other service providers and the daily management of the Funds,  (2) the extent to 
which the work of the Board is conducted through the standing Committees, (3) the extent to which the 
Independent Trustees meet regularly, and (4) the Interested Chairperson’s additional roles as the President of 
the Advisor, which enhance the Board’s understanding of the operations of the Advisor and the role of the 
Trust and the Advisor. 

 
Board Risk Oversight  

 
Consistent with its responsibilities for oversight of the Trust and its Funds, the Board, among other 

things, oversees risk management of each Fund’s investment program and business affairs directly and 
through the committee structure that it has established.  Risks to the Funds include, among others, investment 
risk, credit risk, liquidity risk, valuation risk, and operational risk.  The Board has adopted, and periodically 
reviews, policies and procedures designed to address these risks.  Under the overall oversight of the Board, 
the Advisor and other key service providers to the Funds, including the administrator, the distributor, the 
transfer agent, the custodian, and the independent auditors, have also implemented a variety of processes, 
procedures, and controls to address these risks. Different processes, procedures, and controls are employed 
with respect to different types of risks.  These processes include those that are embedded in the conduct of 
regular business by the Board and in the responsibilities of officers of the Trust and other service providers. 
  

The Board requires senior officers of the Trust, including the CCO, to report to the Board on a 
variety of matters at regular and special meetings of the Board, including matters relating to risk 
management. The Board and the Audit Committee receive regular reports from the Trust’s independent 
auditors on internal control and financial reporting matters. On at least a quarterly basis, the Board meets 
with the Trust’s CCO, including meetings in executive sessions, to discuss issues related to portfolio 
compliance and, on at least an annual basis, receives a report from the CCO regarding the effectiveness of 
the Trust’s compliance program. In addition, the Board also receives reports from the Advisor on the 
investments and securities trading of the Funds, including their investment performance and asset weightings 
compared to appropriate benchmarks, as well as reports regarding the valuation of those investments.  The 
Board also receives reports from the Trust’s primary service providers on a periodic or regular basis. 
Generally, the Board believes that its oversight of material risks is adequately maintained through the 
compliance-reporting chain where the CCO is the primary recipient and communicator of such risk-related 
information. 
 
Standing Committees of the Board 

 

Audit Committee. The Board has a standing independent Audit Committee with a separate chair, 
Mr. Kehoe.  The Audit Committee’s responsibilities include: (i) recommending to the Board the selection, 
retention, or termination of the Trust’s independent auditors; (ii) reviewing with the independent auditors the 
scope, performance, and anticipated cost of their audit; (iii) discussing with the independent auditors certain 
matters relating to the Trust’s financial statements, including any adjustment to such financial statements 
recommended by such independent auditors, or any other results of any audit; (iv) reviewing periodically a 
formal written statement from the independent auditors regarding its independence, discussing with the 
independent auditors any relationships or services disclosed in the statement that may impact the objectivity 
and independence of the Trust’s independent auditors and recommending that the Board take appropriate 
action in response thereto to satisfy itself of the auditor’s independence; and (v) considering the comments 
of the independent auditors and management’s responses thereto with respect to the quality and adequacy of 
the Trust’s accounting and financial reporting policies and practices and internal controls.  The Audit 
Committee held two meetings during the most recent fiscal year.   
 

Nominating and Corporate Governance Committee. All the Independent Trustees are members 
of the Nominating and Corporate Governance Committee (the “Governance Committee”), which is 
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responsible for overseeing the Trust’s compliance program and compliance issues. In addition, the 
Governance Committee is responsible for recommending candidates to serve on the Board. The Governance 
Committee will consider shareholder recommendations for nomination to the Board only if there is a vacancy 
on the Board. Shareholders who wish to submit recommendations for nominations to the Board to fill the 
vacancy must submit their recommendations in writing to Mr. Raymond Davis, Chair of the Governance 
Committee, c/o Leader Funds Trust, 3900 Park East Drive, Beachwood, Ohio 44122. Shareholders should 
include appropriate information on the background and qualifications of any person recommended to the 
Governance Committee (e.g., a resume), as well as the candidate’s contact information and a written consent 
from the candidate to serve if nominated and elected. Shareholder recommendations for nominations to the 
Board will be accepted on an ongoing basis and such recommendations will be kept on file for consideration 
in the event of a future vacancy on the Board. Mr.  Davis is the Chair of the Governance Committee, which 
held one meetings during the most recent fiscal year. 

 
Trustee Qualifications  

 
Generally, the Trust believes that each Trustee is competent to serve because of their individual 

overall merits including: (i) experience, (ii) qualifications, (iii) attributes and (iv) skills.  
 
John E. Lekas has over 20 years of investment experience and has managed fixed income securities 

on a discretionary basis for over 17 years.  He founded the Advisor in 1997 and has been managing mutual 
funds since 2005.  Mr. Lekas holds a Bachelor of Arts Degree in Finance from the University of Oregon.  He 
currently serves as the President, Chief Executive Officer, and Senior Portfolio Manager at the Advisor.   The 
Board has concluded that Mr. Lekas is suitable to serve as a Trustee because of his past service and experience 
as a portfolio manager and owner of the Advisor, his professional investment and business experience and 
his academic background.  

 
Martin Kehoe has approximately 30 years of experience in real estate development.  He is the owner 

of Kehoe Northwest Properties, a Portland, Oregon based real estate development company.  Mr. Kehoe has 
extensive business experience in the areas of residential and commercial real estate development.  His 
company has been involved in the development of over a half billion dollars of real estate since 1989.  Mr. 
Kehoe is graduate of the University of Oregon. The Board has concluded that Mr. Kehoe is suitable to serve 
as a Trustee because of his business and finance acumen and academic background. 

 
Raymond A. Davis has nearly 26 years of professional experience as a United States Army soldier, 

private security employee and government contractor.  In his current role, he serves as an instructor, teacher 
and mentor.  Mr. Davis attained a Bachelor of Science Degree in Security Management with an emphasis in 
International Security.  Mr. Davis was selected to serve as Trustee of the Trust based primarily on his 
considerable knowledge of operational and management issues. 
 

The following is a list of the Trustees and executive officers of the Trust and each person’s principal 
occupation over the last five years. Unless otherwise noted, the address of each Trustee and Officer is 3900 
Park East Drive, Beachwood, Ohio 44122. 

 
 

Independent Trustees  

Name, Address 

and Year of 

Birth 

Position/Term 

of Office* 
Principal Occupation 

During the Past Five 

Years 

Number of 

Portfolios 

in Fund 

Complex** 

Overseen 

by Trustee 

Other Directorships held by 

Trustee During the Past 

Five Years 

Martin Kehoe 
Born in 1961 

Trustee  
Since 2019 

Owner of Kehoe Northwest 
Properties, a real estate 
development company, 
from 2001 – present. 

2 None 
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Raymond A. 
Davis 
Born in 1974 

Trustee 
Since 2019 

Author and government 
contractor (security and 
intelligence related 
services) 

2 None 

 

   Interested Trustee and Officers 

Name, Address 

and Year of Birth 
Position/Term of 

Office* 
Principal Occupation 

During the Past Five Years 
Number of Portfolios 

in Fund Complex** 

Overseen by the 

Officer 

Other 

Directorships held 

by Officer During 

the Past Five Years 

John E. Lekas - 
1958 

Trustee 
Since 2019 and 
Chairman of the 
Board since 2022; 
President since 
2019; Treasurer 
from 2019 to 2022 

President, Chief Executive 
Officer, and Senior Portfolio 
Manager at the Advisor since 
1997 

2  None 

Christopher 
MacLaren -1978 

Treasurer since June 
2022 

Managing Member of 
Gryphon Fund Group, LLC 
(2021 – Present); Managing 
Director of Fund 
Administration and 
Accounting, Winbridge 
Partners, LLC (2018 - 2021); 
Member and Director of Fund 
Accounting and Fund 
Administration, FSM Capital 
Management, LLC (2016 – 
2018). 

N/A N/A 

Jessica Roeper - 
1981 

Compliance Officer 
and Anti Money 
Laundering Officer 
Since 2022 

Senior Compliance Officer 
CCO Technology, LLC (d/b/a 
Joot) since 2021 

N/A N/A 

Bo Howell - 1981 Secretary 
Since 2022 

Managing Partner, FinTech 
Law, LLC (2022 —Present; 
CEO of CCO Technology, 
LLC (d/b/a Joot) 2018 – 
Present); Shareholder, Strauss 
Troy Co., LPA (2020 to 
2022); Partner, Practus LLP 
from (2018 to 2020); Director 
of Fund Administration at 
Ultimus Fund Solutions, LLC 
from (2014 to 2018) 

N/A N/A 

*The term of office for each Trustee and officer listed above will continue indefinitely until the individual resigns or is removed.  
    
Compensation  

 

For their services to the Trust, each Independent Trustee receives an annual retainer of $30,000. The Trust 
has no pension or retirement plan. The Trustees will be reimbursed for any out-of-pocket expenses incurred 
while attending Board and/or Committee meetings. No other entity affiliated with the Trust pays any 
compensation to the Independent Trustees. 

 
The “interested persons” who serve as Trustees of the Trust receive no compensation for their services as 
Trustees. None of the executive officers receive compensation from the Trust.  
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The table below details the amount of compensation the Trustees received from the Trust during the fiscal 
year ended May 31, 2022.  The Trust does not have a bonus, profit sharing, pension or retirement plan.  
 
 

Name and Position High Yield Bond 

Fund 

High Quality Fund Total Compensation From 

Fund Complex Paid to 

Directors 

John E. Lekas – 

Interested Trustee 
None None None 

Martin Kehoe – 

Independent Trustee 
$10,000 $10,000 $30,000 

Raymond A. Davis – 

Independent Trustee 
$10,000 $10,000 $30,000 

 
Trustee Ownership 
 

The following table indicates the dollar range of equity securities that each Trustee beneficially owned in the 
Trust as of December 31, 2021.   
 

 

Name of 

Trustee 

Dollar Range of 

Equity Securities 

in High Yield 

Fund 

Dollar Range of 

Equity Securities 

in High Quality 

Fund 

Aggregate Dollar Range of Equity 

Securities in All Registered 

Investment Companies Overseen by 

Trustee in Family of Investment 

Companies 

John E. Lekas 
– Interested 
Trustee 

None None None 

Martin Kehoe 
– Independent 

Trustee 
None 

None 
 

None 
 

Raymond A. 
Davis- 
Independent 
Trustee 

None None None 

 

Management Ownership  
 

As of September 1, 2022, the Trustees and officers, as a group, owned less than 1.00% of each Fund's 

outstanding shares and less than 1.00% of the Fund Complex's outstanding shares.  

 

CONTROL PERSONS AND PRINCIPAL HOLDERS  

 
   

A principal shareholder is any person who owns (either of record or beneficially) 5% or more of the 

outstanding shares of a fund.  A control person is one who owns either directly or indirectly, more than 25% 

of the voting securities of a fund or acknowledges the existence of such control.   

 

As of September 1, 2022, the following shareholders of record owned 5% or more of the outstanding shares 

of each Fund.   

 

LEADER SHORT TERM HIGH YIELD BOND FUND 
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Name & Address Shares Percentage of Fund Share 

Class 

Institutional Shares   
   
Charles Schwab & CO Inc 
Special Custody Account FBO 
Our Customers 
Attn Mutual Funds 
101 Montgomery St 
San Francisco, CA 94104-4151 
 

177,937 13.62% 

LPL Financial 
4707 Executive Drive 
San Diego, CA 92121-3091 
 

260,787 19.97% 

TD Ameritrade Inc. 
FBO Our Clients 
PO Box 2226 
Omaha, NE 68103-2226 
 

247,654 18.96% 

Pershing LLC 
PO Box 2052 
Jersey City, NJ 07303 

213,494 16.35% 

   
   
Investor Shares   
 
Pershing LLC 
PO Box 2052 
Jersey City, NJ 07303 

 
389,335 

 
17.50% 

 

 

LEADER HIGH QUALITY FLOATING RATE FUND 

 

Name & Address Shares Percentage of Fund Share 

Class 

Institutional Shares   
 
LPL Financial 
4707 Executive Drive 
San Diego, CA 92121-3091 
 

 
169,034 

 
12.08% 

Pershing LLC 
PO Box 2052 
Jersey City, NJ 07303 
 

259,642 18.56% 

TD Ameritrade Inc. 
FBO Our Clients 
PO Box 2226 
Omaha, NE 68103-2226 
 

 
173,216 

 
12.38% 

Charles Schwab & CO Inc 
Special Custody Account FBO 
Our Customers 
Attn Mutual Funds 
101 Montgomery St 
San Francisco, CA 94104-4151 

149,689 10.70% 
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Investor Shares 

 
  

Pershing LLC 
PO Box 2052 
Jersey City, NJ 07303 
 

 
374,981 

 
36.01%__% 

 

 
INVESTMENT ADVISOR 

 
 
Investment Advisor and Advisory Agreement  

 
The Funds’ Investment Advisor is Leader Capital Corp., 315 W. Mill Plain Blvd., Suite 204, Vancouver, WA 
98660.  John E. Lekas, President of the Advisor, is the controlling shareholder of the Advisor.  The Advisor 
is 100% employee-owned.     
 
The Advisory Agreement will remain in effect with respect to each Fund for an initial two-year period. After 
the initial period, the Advisory Agreement will continue in effect annually only if such continuance is 
specifically approved by the Board or by vote of a majority of a Fund’s outstanding voting securities and by 
a majority of the Trustees who are not parties to the Advisory Agreement or interested persons of any such 
party, at a meeting called for the purpose of voting on the Advisory Agreement. The Advisory Agreement is 
terminable without penalty by the Trust on behalf of a Fund, upon giving the Advisor 60 days’ written notice 
when authorized either by a majority vote of a Fund’s shareholders or by a vote of a majority of the Board, 
or by the Advisor on 60 days’ written notice, and will automatically terminate in the event of its “assignment” 
(as defined in the 1940 Act). The Advisory Agreement provides that the Advisor shall not be liable for any 
error of judgment or for any loss suffered by the Trust in connection with the Advisory Agreement, except 
for a loss resulting from a breach of fiduciary duty, or for a loss resulting from willful misfeasance, bad faith, 
or gross negligence in the performance of its duties, or from reckless disregard by the Advisor of its duties 
under the Advisory Agreement.  
 
As compensation for its management services, the Leader Short Term High Yield Bond Fund is obligated to 
pay the Advisor a fee computed and accrued daily and paid monthly at an annual rate of 0.75% on the first 
$1.25 billion of the average daily net assets and then 0.70% on assets greater than $1.25 billion of the Fund’s 
average daily net assets. The Leader High Quality Floating Rate Fund pays the Advisor a fee of 0.65% of the 
average daily net assets of the Fund.  Prior to April 9, 2021 the Leader High Quality Floating Rate Fund paid 
the Adviser a fee of 0.75% of the average daily net assets of the Fund  
 
Under the Advisory Agreement, the Advisor, under the supervision of the Board, agrees to invest the assets 
of the Funds in accordance with applicable law and the investment objective, policies and restrictions set 
forth in the Funds’ current Prospectus and Statement of Additional Information, and subject to such further 
limitations as the Trust may from time to time impose by written notice to the Advisor. The Advisor shall act 
as the investment advisor to the Funds and, as such shall (i) obtain and evaluate such information relating to 
the economy, industries, business, securities markets and securities as it may deem necessary or useful in 
discharging its responsibilities here under; (ii) formulate a continuing program for the investment of the assets 
of the Fund in a manner consistent with its investment objective, policies and restrictions; and (iii) determine 
from time to time securities to be purchased, sold, retained or lent by the Fund, and implement those 
decisions, including the selection of entities with or through which such purchases, sales or loans are to be 
effected; provided, however, that the Advisor will place orders pursuant to its investment determinations 
either directly with the  issuer or with a broker or dealer, and if with a broker or dealer, (a) will attempt to 
obtain the best price and execution of its orders, and (b) may nevertheless in its discretion purchase and sell 
portfolio securities from and  to brokers who provide the Advisor with research, analysis, advice and similar 
services and pay such brokers in return a higher commission or spread than may be charged by other brokers. 
The Advisor also provides the Funds with all necessary office facilities and personnel for servicing the Funds’ 
investments, compensates all officers, Trustees and employees of the Trust who are officers, directors or 
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employees of the Advisor, and all personnel of the Fund or the Advisor performing services relating to 
research, statistical and investment activities. 
 
For the fiscal years noted in the table the Funds paid the following advisory fees to the Advisor pursuant to 
the investment advisory agreement with the Funds, of which the Advisor waived or recouped the amount set 
forth in the table below. 
 
 

Fiscal Period Ended Advisory Fee Waiver Recapture of 

Previously Waived 

Advisory Fees 

Advisory Fee 

after Waiver 

and Recapture 
High Yield Fund     

May 31, 2020 $569,024 $0 $0 $569,024 

May 31, 2021 $339,192 $0 $0 $339,192 

May 31, 2022     

     

High Quality Fund     

May 31, 2020 $217,896 $0 $0 $217,896 

May 31, 2021 $103,974 $0 $0 $103,974 

May 31, 2022     

     
*Additional amounts reimbursed. 

 
Fund Expenses.  Each Fund is responsible for its own operating expenses.   

 

The Advisor may make payments to banks or other financial institutions that provide shareholder services 
and administer shareholder accounts.  If a bank or other financial institution were prohibited from continuing 
to perform all or a part of such services, management of the Funds believes that there would be no material 
impact on each Fund or its shareholders.  Banks and other financial institutions may charge their customers 
fees for offering these services to the extent permitted by applicable regulatory authorities, and the overall 
return to those shareholders availing themselves of the bank services will be lower than to those shareholders 
who do not.  The Funds may purchase securities issued by banks and other financial institutions which 
provide such services; however, in selecting investments for a Fund, no preference will be shown for such 
securities. 

 

Codes of Ethics  

 

The Trust and the Advisor each have adopted codes of ethics under Rule 17j-1 under the 1940 Act that 
governs the personal securities transactions of their board members, officers and employees who may have 
access to current trading information of the Trust. Under the code of ethics adopted by the Trust (the “Code 
of Ethics”), the Trustees are permitted to invest in securities that may also be purchased by the Fund.  

 

In addition, the Code of Ethics, which applies only to the Trust’s executive officers to ensure that these 
officers promote professional conduct in the practice of corporate governance and management. The purpose 
behind these guidelines is to promote i) honest and ethical conduct, including the ethical handling of actual 
or apparent conflicts of interest between personal and professional relationships; ii) full, fair, accurate, timely, 
and understandable disclosure in reports and documents that a registrant files with, or submits to, the SEC 
and in other public communications made by the Fund; iii) compliance with applicable governmental laws, 
rule and regulations; iv) the prompt internal reporting of violations of this Code of Ethics to an appropriate 
person or persons identified in the Code of Ethics; and v) accountability for adherence to the Code of Ethics.  
 
Proxy Voting Policies  

 

The Board has adopted Proxy Voting Policies and Procedures (“Policies”) on behalf of the Trust, which 
delegate the responsibility for voting proxies to the Advisor, subject to the Board’s continuing oversight. The 
Policies require that the Advisor vote proxies received in a manner consistent with the best interests of each 
Fund and its shareholders.  The Policies also require the Advisor to present to the Board, at least annually, 
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the Advisor’s Proxy Policies and a record of each proxy voted by the Advisor on behalf of a Fund, including 
a report on the resolution of all proxies identified by the Advisor as involving a conflict of interest. A copy 
of the Advisor’s proxy voting policies is attached hereto as Appendix A. 

 
More information. Information regarding how each Fund voted proxies relating to portfolio securities during 
the most recent 12-month period ended June 30 is available (1) without charge, upon request, by calling the 
Fund at 1-800-711-9764 and (2) on the U.S. SEC’s website at http://www.sec.gov and will be sent within 
three business days of receipt of a request. 

 

DISTRIBUTION OF FUND SHARES 

 
 
The Distributor 

 
Ceros Financial Services, Inc., 1445 Research Boulevard, Suite 530, Rockville, MD 20850 (the 
“Distributor”) serves as the principal underwriter and national distributor for the shares of the Trust pursuant 
to a Distribution Agreement with the Trust (the “Distribution Agreement”). The Distributor is registered as 
a broker-dealer under the Securities Exchange Act of 1934 and is a member of the Financial Industry 
Regulatory Authority, Inc. (“FINRA”). The offering of the Funds’ shares is continuous. The Distribution 
Agreement provides that the Distributor, as agent in connection with the distribution of Fund shares, will use 
reasonable efforts to facilitate the sale of the Funds’ shares.  

 

The Distribution Agreement provides that, unless sooner terminated, it will continue in effect for two years 

initially and thereafter shall continue from year to year, subject to annual approval by (a) the Board or a vote 

of a majority of the outstanding shares, and (b) by a majority of the Trustees who are not interested persons 

of the Trust or of the Distributor by vote cast in person at a meeting called for the purpose of voting on such 

approval.  
  

The Distribution Agreement may be terminated by the Trust at any time, without the payment of any penalty, 

by vote of a majority of the entire Board of the Trust or by vote of a majority of the outstanding shares of 

each Fund on 60 days’ written notice to the Distributor, or by the Distributor at any time, without the payment 
of any penalty, on 60 days’ written notice to the Trust. The Distribution Agreement will automatically 

terminate in the event of its assignment as defined by the Investment Company Act.  

 

 

The following table sets forth the total compensation received by the Distributor from each Fund during the 

fiscal year ended May 31, 2022:    

 

Fund 

Net Underwriting 

Discounts and 

Commissions 

Compensation on 

Redemptions and 

Repurchases 

Brokerage 

Commissions 

Other 

Compensation 

High Yield Fund $0 $0 $0 * 

High Quality Fund $0 $0 $0 * 

* The Distributor also receives 12b-1 fees from the Funds as described under the following section entitled “Rule 12b-1 Plan and 

Shareholder Servicing Agreement”.  
 

Rule 12b-1 Plan and Shareholder Servicing Agreement 

 

The Trust, with respect to the Funds, adopted the Trust’s Master Distribution and Shareholder Servicing 
Plans pursuant to Rule 12b-1 under the 1940 Act for each of the Fund’s Investor Class shares (the "Plans") 
pursuant to which the Fund is authorized to pay the Distributor, as compensation for Distributor's account 
maintenance services under the respective Plans, a distribution and shareholder servicing fee at the rate of up 
to 0.50% for  Investor Class shares of the Fund's average daily net assets attributable to the relevant class. 
Such fees are to be paid by each Fund monthly, or at such other intervals as the Board shall determine. Such 
fees shall be based upon each Fund's average daily net assets during the preceding month, and shall be 
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calculated and accrued daily. Each Fund may pay fees to the Distributor at a lesser rate, as agreed upon by 
the Board of Trustees of the Trust and the Distributor. The Plans authorizes payments to the Distributor as 
compensation for providing account maintenance services to Investor Class Fund shareholders, respectively, 
including arranging for certain securities dealers or brokers, administrators, and others ("Recipients") to 
provide these services and paying compensation for these services.    

 
The services to be provided under the Plans by Recipients may include, but are not limited to, the following: 
assistance in the offering and sale of Investor Class  and in other aspects of the marketing of the shares to 
clients or prospective clients of the respective recipients; answering routine inquiries concerning the Funds; 
assisting in the establishment and maintenance of accounts or sub-accounts in the Funds and in processing 
purchase and redemption transactions; making the Funds’ investment plan and shareholder services available; 
and providing such other information and services to investors in shares of the Funds as the Distributor or 
the Trust, on behalf of the Funds, may reasonably request. The distribution services shall also include any 
advertising and marketing services provided by or arranged by the Distributor with respect to the Funds. 
  

The Distributor is required to provide a written report, at least quarterly to the Board of Trustees of the Trust, 

specifying in reasonable detail the amounts expended pursuant to each of the Plans and the purposes for 

which such expenditures were made. Further, the Distributor will inform the Board of any Rule 12b-1 fees 

to be paid by the Distributor to Recipients.  

 
The initial term of each Plan is one year and it will continue in effect from year to year thereafter, provided 
such continuance is specifically approved at least annually by a majority of the Board of Trustees of the Trust 
and a majority of the Trustees who are not “interested persons” of the Trust and do not have a direct or 
indirect financial interest in the Rule 12b-1 Plan (“Rule 12b-1 Trustees”) by votes cast in person at a meeting 
called for the purpose of voting on the Rule 12b-1 Plan. The Plan may be terminated at any time by the Trust 
or the Fund by vote of a majority of the Rule 12b-1 Trustees or by vote of a majority of the outstanding voting 
shares of the Fund.  

 

A Plan may not be amended to increase materially the amount of the Distributor’s compensation to be paid 
by the Fund, unless such amendment is approved by the vote of a majority of the outstanding voting securities 

of the Fund (as defined in the 1940 Act). All material amendments must be approved by a majority of the 

Board of Trustees of the Trust and a majority of the Rule 12b- 1 Trustees by votes cast in person at a meeting 

called for the purpose of voting on a Rule 12b-1 Plan. During the term of the Rule 12b-1 Plan, the selection 

and nomination of non-interested Trustees of the Trust will be committed to the discretion of current non-

interested Trustees. The Distributor will preserve copies of the Plan, any related agreements that are signed 

by the Distributor, and all reports that are filed by the Distributor, for a period of not less than six years from 

the date of such document and for at least the first two years in an easily accessible place.  

 

Any agreement related to a Plan will be in writing and provide that: (a) it may be terminated by the Trust or 

with respect to the Funds at any time upon sixty days’ written notice, without the payment of any penalty, by 
vote of a majority of the respective Rule 12b-1 Trustees, or by vote of a majority of the outstanding voting 

securities of the Trust or the Fund; (b) it will automatically terminate in the event of its assignment (as defined 

in the 1940 Act); and (c) it will continue in effect for a period of more than one year from the date of its 

execution or adoption only so long as such continuance is specifically approved at least annually by a majority 

of the Board and a majority of the Rule 12b-1 Trustees by votes cast in person at a meeting called for the 

purpose of voting on such agreement. 

 
The distribution related fees set forth below for periods ending prior to July 15, 2019 are related to the 
activities of the Predecessor Funds.  
 
For the most recent fiscal year ended May 31, the Funds paid the following amounts in distribution-related 
fees pursuant to a rule 12b-1 Plan.  
 

 Actual 12b-1 Expenditures Paid 

 High Yield Bond Fund High Quality Fund 
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Advertising/Marketing $0 $0 

Printing/Postage $0 $0 

Payment to distributor $14,648 $3,326 

Payment to dealers $136,536 $22,036 

Compensation to sales personnel $0 $0 

Other $13,398 $1,201 

Total $164,581 $26,563 

 
 

 
PORTFOLIO MANAGER  

 
Portfolio Manager 
John E. Lekas serves as portfolio manager for the Funds and, as such, is responsible for making all investment 
decisions of the Funds (“Portfolio Manager”).  As of the most recent fiscal year ended May 31, the Portfolio 
Manager was responsible for the management of the following types of accounts in addition to the Funds:  
 
John E. Lekas  
 

Category of  
Account 

Total Number of  
Accounts Managed 

Total Assets in  
Accounts Managed 

Number of  
Accounts for  

which  
Advisory Fee is  

Based on  
Performance 

Assets in  
Accounts for  

which Advisory  
Fee is Based on  
Performance 

Other Registered 
Investment 
Companies 

0 $0 0 $0 

Other Pooled 
Investment Vehicles 

0 $0 0 $0 

Other Accounts 0 $0 0 $0 

  
Potential Conflicts of Interest 

  

The Advisor does not believe that any material conflicts of interest exist because of Mr. Lekas managing the 
Funds. 
  
The Advisor may occasionally recommend purchases or sales of the same portfolio securities for the Funds. 
In such circumstances, it is the policy of the Advisor to allocate purchases and sales among the Funds in a 
manner which the Advisor deems equitable, taking into consideration such factors as relative size of the 
portfolios, concentration of holdings, investment objectives, tax status, cash availability, purchase costs, 
holding periods and other pertinent factors relative to each series. The Advisor believes that it is highly 
unlikely that simultaneous transactions in Funds would adversely affect the price at which such security can 
be purchased or sold. 
  

Compensation. 
   

The Portfolio Manager is compensated for his services by the Advisor.  The Portfolio Manager’s 
compensation consists of a base salary.  Additionally, the Portfolio Manager receives an annual discretionary 
bonus based on the Advisor’s profits.   
 
Ownership of Securities. 

 
As of May 31, 2022, the Portfolio Manager’s ownership of the Funds was as follows: 
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Portfolio Manager Dollar Range of Shares Owned 

John E. Lekas 
 

High Yield Fund       

High Quality Fund  

 

  
 

0 
0 

    
ALLOCATION OF PORTFOLIO BROKERAGE 

 
   

Specific decisions to purchase or sell securities for the Funds are made by the portfolio manager who is an 
employee of the Advisor. The Advisor is authorized by the Trustees to allocate the orders placed by them on 
behalf of the Funds to brokers or dealers who may, but need not, provide research or statistical material or 
other services to the Funds or the Advisor for the Funds’ use. Such allocation is to be in such amounts and 
proportions as the Advisor may determine.  

 
In selecting a broker or dealer to execute each particular transaction, the Advisor will take the following into 
consideration:  

• the best net price available;  

• the reliability, integrity and financial condition of the broker or dealer;  

• the size of and difficulty in executing the order; and  

• the value of the expected contribution of the broker or dealer to the investment performance 
of the Fund on a continuing basis.  

Brokers or dealers executing a portfolio transaction on behalf of the Funds may receive a commission in 
excess of the amount of commission another broker or dealer would have charged for executing the 
transaction if the Advisor determines in good faith that such commission is reasonable in relation to the value 
of brokerage, research and other services provided to the Funds. In allocating portfolio brokerage, the Advisor 
may select brokers or dealers who also provide brokerage, research and other services to other accounts over 
which the Advisor exercises investment discretion. Some of the services received as the result of Fund 
transactions may primarily benefit accounts other than the Funds’, while services received as the result of 
portfolio transactions effected on behalf of those other accounts may primarily benefit the Fund.   

 
For the most recent three fiscal years, the Predecessor Funds and the Funds paid the following brokerage 
commissions in the amounts and for the periods noted below.   
 
High Yield Fund 
 

Fiscal year ended May 31 Brokerage Commissions   

2022  

2021 $139,806 

2020 $228,830 

 
 
 

High Quality Fund 
 

Fiscal year ended May 31 Brokerage Commissions  

2022  

2021 $29,598 

2020 $60,401 
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PORTFOLIO TURNOVER 

 
   

A Fund’s portfolio turnover rate is calculated by dividing the lesser of purchases or sales of portfolio 
securities for the fiscal year by the monthly average of the value of the portfolio securities owned by the Fund 
during the fiscal year. The calculation excludes from both the numerator and the denominator securities with 
maturities at the time of acquisition of one year or less. High portfolio turnover involves correspondingly 
greater brokerage commissions and other transaction costs, which will be borne directly by a Fund. A 100% 
turnover rate would occur if all of a Fund’s portfolio securities were replaced once within a one-year period. 
A Fund may engage in active trading to achieve its investment objectives and may experience episodes of 
substantial portfolio turnover occasionally.  The following portfolio turnover rate information is for the 
Predecessor Funds and the Funds for thee three most recent fiscal years ended May 31.   
 

  2021 2022 

High Yield Fund  1,030.50%  

High Quality Fund  1,198.55%  

 
 
Turnover increased as the Funds made large strategic changes to portfolio allocation to take advantage of the 
changing interest rate landscape and to address an increase in capital share activity.  

 
 OTHER SERVICE PROVIDERS 

 
 
Fund Administration, Fund Accounting and Transfer Agent Services 

   
Gryphon Fund Group, LLC, (“Gryphon”), which has its principal office at 3900 Park East Drive, Beachwood, 
Ohio 44122, serves as administrator, fund accountant and transfer agent for the Funds pursuant to a Fund 
Services Agreement (the “Agreement”) with the Trust and subject to the supervision of the Board. Gryphon 
is primarily in the business of providing administrative, fund accounting and transfer agent services to retail 
and institutional mutual funds. Gryphon may also provide persons to serve as officers of the Fund. Such 
officers may be directors, officers, or employees of Gryphon or its affiliates.  
 
The Agreement became effective on June 16, 2022, and will remain in effect for an initial two years and 
continue in effect for successive annual periods unless terminated by the Board or Gryphon.  The Agreement 
is terminable by the Board or Gryphon on 10 days’ written notice and may be assigned by either party, 
provided that the Trust may not assign this agreement without the prior written consent of Gryphon. The 
Agreement provides that Gryphon shall be without liability for any action reasonably taken or omitted 
pursuant to the Agreement. 
 
Under the Agreement, Gryphon performs administrative services, including:  (1) monitoring the performance 
of administrative and professional services rendered to the Trust by others service providers; (2) monitoring 
Fund holdings and operations for post-trade compliance with each Funds’ registration statement and 
applicable laws and rules; (3) preparing and coordinating the printing of semi-annual and annual financial 
statements; (4) preparing selected management reports for performance and compliance analyses; (5) 
preparing and disseminating materials for and attending and participating in meetings of the Board; (6) 
determining income and capital gains available for distribution and calculating distributions required to meet 
regulatory, income, and excise tax requirements; (7) reviewing the Trust's federal, state, and local tax returns 
as prepared and signed by the Trust's independent public accountants; (8) preparing and maintaining the 
Trust's operating expense budget to determine proper expense accruals to be charged to each Fund to calculate 
its daily net asset value; (9) assisting in and monitoring the preparation, filing, printing and where applicable, 
dissemination to shareholders of amendments to the Trust’s Registration Statement on Form N-1A, periodic 
reports to the Trustees, shareholders and the SEC, notices pursuant to Rule 24f-2, proxy materials and reports 
to the SEC on Forms N-CEN, N-CSR, N-PORT, N-23c-3 and N-PX; (10) coordinating the Trust's audits and 
examinations by assisting each Fund’s independent public accountants; (11) determining, in consultation 
with others, the jurisdictions in which shares of the Trust shall be registered or qualified for sale and 
facilitating such registration or qualification; (12) monitoring sales of shares and ensure that the shares are 
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properly and duly registered with the SEC; (13) monitoring the calculation of performance data for the Funds; 
(14) preparing, or cause to be prepared, expense and financial reports; (15) preparing authorizations for the 
payment of Trust expenses and pay, from Trust assets, all bills of the Trust; (16) providing information 
typically supplied in the investment company industry to companies that track or report price, performance 
or other information with respect to investment companies; (17) upon request, assisting each Fund in the 
evaluation and selection of other service providers, such as independent public accountants, printers, EDGAR 
providers and proxy solicitors and (18) performing other services, recordkeeping and assistance relating to 
the affairs of the Trust as the Trust may, from time to time, reasonably request. 
 
Gryphon also provides the Funds with accounting services, including: (i) daily computation of net asset value; 
(ii) maintenance of security ledgers and books and records as required by the 1940 Act; (iii) production of 
the Funds’ listing of portfolio securities and general ledger reports; (iv) reconciliation of accounting records; 
(v) calculation of yield and total return for the Funds; (vi) maintenance of certain books and records described 
in Rule 31a-1 under the 1940 Act, and reconciliation of account information and balances among the Funds’ 
custodian and Advisor; and (vii) monitoring and evaluation of daily income and expense accruals, and sales 
and redemptions of shares of the Funds. 
 
Gryphon also acts as transfer, dividend disbursing, and shareholder servicing agent for the Funds pursuant to 
the Agreement. Under the Agreement, Gryphon is responsible for administering and performing transfer 
agent functions, dividend distribution, shareholder administration, and maintaining necessary records in 
accordance with applicable rules and regulations. 
 
For the fund administration and fund accounting, and transfer agency services rendered to the Funds by 
Gryphon, the Funds pay Gryphon the greater of an annual minimum fee or an asset based fee, which scales 
downward based upon assets. The Funds also pay the Administrator for any out-of-pocket expenses.   
 
Gryphon or the predecessor administrator received the following fund administration, fund accounting, and 
transfer agency fees from the Predecessor Funds and the Funds for the three most recent fiscal years. 
 

High Yield Fund 

 

Fiscal year ended May 31 Administration Fees  Fund Accountant Fees Transfer Agency Fees 

2022    

2021 $56,704   

2020 $80,891   

 
High Quality Fund 

 

Fiscal year ended May 31 Administration Fees  Fund Accountant Fees Transfer Agency Fees 

2022    

2021 $56,704   

2020 $80,891   

 

 

Custodian 

Fifth Third Bank (the "Custodian") 38 Fountain Square Plaza Cincinnati, OH 45202 serves as the custodian 
of the Funds’ assets pursuant to a Custody Agreement by and between the Custodian and the Trust on behalf 
of the Funds.  The Custodian’s responsibilities include safeguarding and controlling the Funds’ cash and 
securities, handling the receipt and delivery of securities, and collecting interest and dividends on the Funds’ 
investments. Pursuant to the Custody Agreement, the Custodian also maintains original entry documents and 
books of record and general ledgers; posts cash receipts and disbursements; and records purchases and sales 
based upon communications from the Advisor.  The Funds may employ foreign sub-custodians that are 
approved by the Board to hold foreign assets.  
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Compliance Officer 

 
Since April 1, 2022, CCO Technology, LLC (d/b/a Joot) provides a CCO services to the Trust under the 
terms of a consulting agreement. Joot’s compliance services consist primarily of reviewing and assessing the 
policies and procedures of the Trust and its service providers, overseeing the Trust’s services providers, 
conducting ongoing due diligence on such service providers, providing quarterly and annual reports to the 
Board regarding compliance with applicable federal securities laws, including Rule 38a-1 under the 1940 
Act, and performing other services customary to the role of a CCO to a registered investment company. For 
the services rendered, the Trust pays Joot an annual fixed fee and any out-of-pocket expenses. Before April 
1, 2022, Northern Lights Compliance Services, LLC (“NLCS”), 4221 North 203rd Street, Suite 100, Elkhorn, 
NE 68022, provided compliance services pursuant to the Trust.  
 
DESCRIPTION OF SHARES 

 
   

Each share of beneficial interest of the Trust has one vote in the election of Trustees. Cumulative voting is 
not authorized for the Trust. This means that the holders of more than 50% of the shares voting for the election 
of Trustees can elect 100% of the Trustees if they choose to do so, and, in that event, the holders of the 
remaining shares will be unable to elect any Trustees.  

 
Shareholders of the Trust and any other future series of the Trust will vote in the aggregate and not by series 
except as otherwise required by law or when the Board determines that the matter to be voted upon affects 
only the interest of the shareholders of a particular series. Matters such as ratification of the independent 
public accountants and election of Trustees are not subject to separate voting requirements and may be acted 
upon by shareholders of the Trust voting without regard to series.  

 
The Trust is authorized to issue an unlimited number of shares of beneficial interest.  Each share has equal 
dividend, distribution and liquidation rights. There are no conversion or preemptive rights applicable to any 
shares of the Funds. All shares issued are fully paid and non-assessable.  

 
ANTI-MONEY LAUNDERING PROGRAM 

 
   

The Trust has established an Anti-Money Laundering Compliance Program (the “Program”) as required by 
Section 352 the Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept 
and Obstruct Terrorism Act of 2001 (“USA PATRIOT Act”). To ensure compliance with this law, the Trust’s 
Program is written and has been approved by the Fund’s Board of Trustees.  The Program provides for the 
development of policies, procedures and internal controls, reasonably designed to prevent money laundering, 
the designation of an anti-money laundering compliance officer, who is responsible for implementing and 
monitoring the Program, ongoing anti-money laundering training for appropriate persons and an independent 
audit function to determine the effectiveness of the Program. The Trust’s CCO serves as its Anti-Money 
Laundering Compliance Officer. 

 
Procedures to implement the Program include, but are not limited to, determining that the Fund’s Transfer 
Agent has established reasonable anti-money laundering procedures, have reported suspicious and/or 
fraudulent activity and have completed thorough reviews of all new opening account applications. The Trust 
will not transact business with any person or entity whose identity cannot be adequately verified under the 
provisions of the USA PATRIOT Act.  

 
As a result of the Program, the Trust may be required to “freeze” the account of a shareholder if the 
shareholder appears to be involved in suspicious activity or if certain account information matches 
information on government lists of known terrorists or other suspicious persons, or the Trust may be required 
to transfer the account or proceeds of the account to a governmental agency.  
 
REDEMPTIONS AND PRICING OF SHARES 
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Calculation of Share Price  
 

As indicated in the Prospectus under the heading “Net Asset Value,” (“NAV”) the NAV of each Fund’s 
shares is determined by dividing the total value of the Fund’s portfolio investments and other assets, less any 
liabilities, by the total number of shares outstanding of the Fund.  
 
Under certain circumstances, the Fund may use an independent pricing service to calculate the fair market 
value of foreign equity securities daily by applying valuation factors to the last sale price or the mean price 
as noted above. The fair market values supplied by the independent pricing service will generally reflect 
market trading that occurs after the close of the applicable foreign markets of comparable securities or the 
value of other instruments that have a strong correlation to the fair-valued securities. The independent pricing 
service will also consider the current relevant currency exchange rate. A security that is fair valued may be 
valued at a price higher or lower than actual market quotations or the value determined by other funds using 
their own fair valuation procedures. Because foreign securities may trade on days when Fund shares are not 
priced, the value of securities held by the Fund can change on days when Fund shares cannot be redeemed 
or purchased. If a foreign security’s market quotations are not readily available or are deemed unreliable (for 
reasons other than because the foreign exchange on which it trades closed before the Fund’s calculation of 
NAV), the security will be valued at its fair market value as determined in good faith by the Valuation 
Designee in accordance with procedures approved by the Board as discussed below.  
 

Investments initially valued in currencies other than the U.S. dollar are converted to U.S. dollars using 
exchange rates obtained from pricing services. As a result, the NAV of a Fund’s shares may be affected by 
changes in the value of currencies in relation to the U.S. dollar. The value of securities traded in markets 
outside the United States or denominated in currencies other than the U.S. dollar may be affected significantly 
on a day that the New York Stock Exchange is closed and an investor is not able to purchase, redeem or 
exchange shares.  
 
The Fund may hold securities, such as private placements, interests in commodity pools, other non-traded 
securities or temporarily illiquid securities, for which market quotations are not readily available or are 
determined to be unreliable.  These securities will be valued at their fair market value as determined using 
the Valuation Procedures approved by the Board. 
 
Standards for Fair Value Determinations.  As a general principle, the fair value of a security is the amount 
that a Fund might reasonably expect to realize upon its current sale. The Trust has adopted Financial 
Accounting Standards Board Statement of Financial Accounting Standards Codification Topic 820, Fair 
Value Measurements and Disclosures ("ASC 820"). In accordance with ASC 820, fair value is defined as the 
price that the Fund would receive upon selling an investment in a timely transaction to an independent buyer 
in the principal or most advantageous market of the investment.  ASC 820 establishes a three-tier hierarchy 
to maximize the use of observable market data and minimize the use of unobservable inputs and to establish 
classification of fair value measurements for disclosure purposes.  Inputs refer broadly to the assumptions 
that market participants would use in pricing the asset or liability, including assumptions about risk, for 
example, the risk inherent in a particular valuation technique used to measure fair value including such a 
pricing model and/or the risk inherent in the inputs to the valuation technique. Inputs may be observable or 
unobservable. Observable inputs are inputs that reflect the assumptions market participants would use in 
pricing the asset or liability developed based on market data obtained from sources independent of the 
reporting entity. Unobservable inputs are inputs that reflect the reporting entity's own assumptions about the 
assumptions market participants would use in pricing the asset or liability, developed based on the best 
information available under the circumstances. 
 
Various inputs are used in determining the value of each Fund's investments relating to ASC 820.  These 
inputs are summarized in the three broad levels listed below. 
 
Level 1 – quoted prices in active markets for identical securities. 
 
Level 2 – other significant observable inputs (including quoted prices for similar securities, interest rates, 
prepayment speeds, credit risk, etc.) 
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Level 3 – significant unobservable inputs (including a Fund’s own assumptions in determining the fair value 
of investments). 
 
The fair value team takes into account the relevant factors and surrounding circumstances, which may 
include: (i) the nature and pricing history (if any) of the security; (ii) whether any dealer quotations for the 
security are available; (iii) possible valuation methodologies that could be used to determine the fair value of 
the security; (iv) the recommendation of a portfolio manager of the Fund with respect to the valuation of the 
security; (v) whether the same or similar securities are held by other Funds managed by the Advisor (or sub-
advisor) or other Funds and the method used to price the security in those Funds; (vi) the extent to which the 
fair value to be determined for the security will result from the use of data or formulae produced by 
independent third parties and (vii) the liquidity or illiquidity of the market for the security. 
 
The Board meets at least quarterly to consider the valuations provided by the Valuation Designee and to 
ratify the valuations made for the applicable securities. The Board considers the reports provided by the 
Valuation Designee, including follow up studies of subsequent market-provided prices when available, in 
reviewing and determining in good faith the fair value of the applicable portfolio securities. 
 
 
Notice to Shareholders 

 
Under section 72.1021(a) of the Texas Property Code, initial investors in a Fund who are Texas residents 
may designate a representative to receive notices of abandoned property in connection with Fund shares. 
Texas shareholders who wish to appoint a representative should notify the Transfer Agent by writing to the 
address below to obtain a form for providing written notice to the Trust: 

 
Leader Short Term High Yield Bond Fund,  

Leader High Quality Floating Rate Fund, and  
c/o Gryphon Fund Group, LLC 

3900 Park East Drive 
Beachwood, Ohio 44122 

 
Redemption of Shares  

 

A Fund will redeem all or any portion of a shareholder’s shares of the Fund when requested in accordance 
with the procedures set forth in the “Redemptions” section of the Prospectus. Under the 1940 Act, a 
shareholder’s right to redeem shares and to receive payment therefore may be suspended at times:  

  
(a) when the NYSE is closed, other than customary weekend and holiday closings; 
(b) when trading on that exchange is restricted for any reason;  
(c) when an emergency exists as a result of which disposal by the Fund of securities owned by it is 

not reasonably practicable or it is not reasonably practicable for the Fund fairly to determine the 
value of its net assets, provided that applicable rules and regulations of the SEC (or any 
succeeding governmental authority) will govern as to whether the conditions prescribed in (b) or 
(c) exist; or  

(d) when the SEC by order permits a suspension of the right to redemption or a postponement of the 
date of payment on redemption.  

  
In case of suspension of the right of redemption, payment of a redemption request will be made based on the 
net asset value next determined after the termination of the suspension.  

 

Supporting documents in addition to those listed under “Redemptions” in the Prospectus will be required 
from executors, administrators, Trustees, or if redemption is requested by someone other than the shareholder 
of record. Such documents include, but are not restricted to, stock powers, Trust instruments, certificates of 
death, appointments as executor, certificates of corporate authority and waiver of tax required in some states 
when settling estates.  
 
TAXES 
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The following summarizes certain additional tax considerations affecting the Funds and their shareholders. 
No attempt is made to present a detailed explanation of the tax treatment of the Funds or their shareholders, 
nor does the information cover all aspects of U.S. federal income taxation that might be relevant to beneficial 
owners of Fund shares. The discussions here and in the Prospectus are not intended as a substitute for careful 
tax planning and are based on current the Internal Revenue Code of 1986, as amended (the “Code”), 
applicable U.S. Treasury Regulations (the “Regulations”), and administrative and judicial interpretations 
thereof, all of which are subject to change by legislative, judicial, or administrative action; such changes can 
even be retroactive. The summary applies only to beneficial owners of a Fund’s shares in whose hands such 
shares are capital assets within the meaning of Section 1221 of the Code, and may not apply to certain types 
of beneficial owners of a Fund’s shares, including, but not limited to insurance companies, tax-exempt 
organizations, shareholders holding a Fund’s shares through tax-advantaged accounts (such as an individual 
retirement account (an “IRA”), a 401(k) plan account, or other qualified retirement account), financial 
institutions, pass-through entities, broker-dealers, entities that are not organized under the laws of the United 
States or a political subdivision thereof, persons who are neither a citizen nor resident of the United States, 
shareholders holding a Fund’s shares as part of a hedge, straddle or conversion transaction, and shareholders 
who are subject to the alternative minimum tax.  Persons who may be subject to tax in more than one country 
should consult the provisions of any applicable tax treaty to determine the potential tax consequences to 
them.  

 
Shareholders are advised to consult their tax advisors with specific reference to their own tax situations. 
 
 

Taxation of the Funds  

 
No Fund has requested nor will any Fund request an advance ruling from the IRS as to the federal income 
tax matters described below. The IRS could adopt positions contrary to those discussed below and such 
positions could be sustained. In addition, the following discussion applicable to shareholders of a Fund 
addresses only some of the federal income tax considerations affecting investments in such Fund. 

 
Qualification as a Regulated Investment Company (“RIC”). Qualification as a RIC under the Code 
requires, among other things, that each Fund: (a) derive at least 90% of its gross income for each taxable year 
from (i) dividends, interest, payments with respect to securities loans and gains from the sale or other 
disposition of stock, securities or foreign currencies, or other income (including but not limited to gains from 
options, futures and forward contracts) derived with respect to its business of investing in such stock, 
securities or currencies, and (ii) net income from interests in qualified publicly traded partnerships (together 
with (i), the “Qualifying Income Requirement”); (b) diversify its holdings so that, at the close of each quarter 
of the taxable year: (i) at least 50% of the value of its total assets is comprised of cash, cash items (including 
receivables), U.S. government securities, securities of other RICs and other securities, with those other 
securities limited, in respect of any one issuer, to an amount that does not exceed 5% of the value of its total 
assets and that does not represent more than 10% of the outstanding voting securities of such issuer; and (ii) 
not more than 25% of the value of its assets is invested in the securities (other than U.S. government securities 
or securities of other RICs) of any one issuer or the securities (other than the securities of other RICs) of two 
or more issuers controlled by it and engaged in the same, similar or related trades or businesses, or the 
securities of one or more “qualified publicly traded partnerships” (together with (i) the “Diversification 
Requirement”); and (c) distribute for each taxable year at least the sum of (i) 90% of its investment company 
taxable income (which includes dividends, taxable interest, taxable original issue discount income, market 
discount income, income from securities lending, net short-term capital gain in excess of net long-term capital 
loss, certain net realized foreign currency exchange gains, and any other taxable income other than “net 
capital gain” as defined below and is reduced by deductible expenses) determined without regard to any 
deduction for dividends paid; and (ii) 90% of its tax-exempt interest, if any, net of certain expenses allocable 
thereto (“net tax-exempt interest”). 
 
Each Fund may use “equalization payments” in determining the portion of its net investment income and net 
realized capital gains that have been distributed. A Fund that elects to use equalization payments will allocate 
a portion of its investment income and capital gains to the amounts paid in redemption of Fund shares, and 
such income and gains will be deemed to have been distributed by the Fund for purposes of the distribution 
requirements described above. This may have the effect of reducing the amount of income and gains that the 
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Fund is required to distribute to shareholders for the fund to avoid federal income tax and excise tax and may 
defer the recognition of taxable income by shareholders. This process does not affect the tax treatment of 
redeeming shareholders and, since the amount of any undistributed income and/or gains will be reflected in 
the value of the Fund’s shares, the total return on a shareholder’s investment will not be reduced because of 
the Fund’s distribution policy. The IRS has not published any guidance concerning the methods to be used 
in allocating investment income and capital gain to redemptions of shares. If the IRS determines that a Fund 
is using an improper method of allocation and has under-distributed its net investment income or net realized 
capital gains for any taxable year, such Fund may be liable for additional federal income or excise tax or may 
jeopardize its treatment as a RIC. 
  
The U.S. Treasury Department is authorized to promulgate regulations under which gains from foreign 
currencies (and options, futures, and forward contracts on foreign currency) would constitute qualifying 
income for purposes of the Qualifying Income Requirement only if such gains are directly related to the 
principal business of a Fund of investing in stock or securities or options and futures with respect to stock or 
securities.  To date, the U.S. Treasury Department has not issued such regulations. 
  
As a RIC, a Fund generally will not be subject to U.S. federal income tax on the portion of its income and 
capital gains that it distributes to its shareholders in any taxable year for which it distributes, in compliance 
with the Code’s timing and other requirements at least the sum of 90% of its investment company taxable 
income (determined without regard to the deduction for dividends paid) and 90% of its net tax-exempt 
interest. Each Fund may retain for investment all or a portion of its net capital gain (i.e., the excess of its net 
long-term capital gain over its net short-term capital loss). If a Fund retains any investment company taxable 
income or net capital gain, it will be subject to tax at regular corporate rates on the amount retained. If a Fund 
retains any net capital gain, it may designate the retained amount as undistributed net capital gain in a notice 
to its shareholders, who will be (i) required to include in income for federal income tax purposes, as long-
term capital gain, their shares of such undistributed amount; and (ii) entitled to credit their proportionate 
shares of tax paid by such Fund against their federal income tax liabilities, if any, and to claim refunds to the 
extent the credit exceeds such liabilities. For federal income tax purposes, the tax basis of the shares owned 
by a shareholder of a Fund will be increased by the amount of undistributed net capital gain included in the 
shareholder’s gross income and decreased by the federal income tax paid by such Fund on that amount of 
capital gain. 
  
The Qualifying Income Requirement and Diversification Requirement that must be met under the Code for 
a Fund to qualify as a RIC, as described above, may limit the extent to which it will be able to engage in 
derivative transactions. Rules governing the federal income tax aspects of derivatives, including swap 
agreements, are not entirely clear in certain respects, particularly considering two IRS revenue rulings issued 
in 2006. Revenue Ruling 2006-1 held that income from a derivative contract with respect to a commodity 
index is not qualifying income for a RIC. Subsequently, the IRS issued Revenue Ruling 2006-31 in which it 
stated that the holding in Revenue Ruling 2006-1 “was not intended to preclude a conclusion that the income 
from certain instruments (such as certain structured notes) that create a commodity exposure for the holder 
is qualifying income.” Accordingly, the Qualifying Income Requirement may limit each Fund’s ability to 
invest in commodity-related derivative transactions and other derivative transactions. Each Fund will account 
for any investments in commodity derivative transactions in a manner it deems to be appropriate; the IRS, 
however, might not accept such treatment. If the IRS did not accept such treatment, the status of such Fund 
as a RIC might be jeopardized. 
  
In general, for purposes of the Qualifying Income Requirement described above, income derived from a 
partnership is treated as qualifying income only to the extent such income is attributable to items of income 
of the partnership which would be qualifying income if realized directly by the RIC. However, all of the net 
income of a RIC derived from an interest in a qualified publicly traded partnership (defined as a partnership 
(x) the interests in which are traded on an established securities market or are readily tradable on a secondary 
market or the substantial equivalent thereof, and (y) that meets certain qualifying income requirements but 
derives less than 90% of its income from the qualifying income described in clause (i) of the Qualifying 
Income Requirement described above) will be treated as qualifying income. In general, such entities will be 
treated as partnerships for federal income tax purposes if they meet the passive income requirement under 
Section 7704(c)(2) of the Code. In addition, although in general the passive loss rules of the Code do not 
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apply to RICs, such rules do apply to a RIC with respect to items attributable to an interest in a qualified 
publicly traded partnership. 
  
For purposes of the Diversification Requirement described above, the term “outstanding voting securities of 
such issuer” will include the equity securities of a qualified publicly traded partnership. 
  
If a Fund fails to satisfy the Qualifying Income Requirement or the Diversification Requirement in any 
taxable year, such Fund may be eligible for relief provisions if the failures are due to reasonable cause and 
not willful neglect and if a penalty tax is paid with respect to each failure to satisfy the applicable 
requirements. Additionally, relief is provided for certain de minimis failures to satisfy the Diversification 
Requirements where the Fund corrects the failure within a specified period. If the applicable relief provisions 
are not available or cannot be met, such Fund will fail to qualify as a RIC and will be subject to federal 
income tax in the same manner as an ordinary corporation at a tax rate of 21% and all distributions from 
earnings and profits (as determined under U.S. federal income tax principles) to its shareholders will be 
taxable as ordinary dividend income eligible for the dividends-received deduction for corporate shareholders 
and for qualified dividend income treatment for non-corporate shareholders. 
 
 

Portfolio Turnover. For investors that hold their Fund Shares in a taxable account, a high portfolio turnover 
rate may result in higher taxes. This is because a fund with a high turnover rate is likely to accelerate the 
recognition of capital gains and more of such gains are likely to be taxable as short-term rather than long-
term capital gains in contrast to a comparable fund with a low turnover rate. Any such higher taxes would 
reduce the Fund’s after-tax performance. See, “Taxation of Fund Distributions - Distributions of Capital 
Gains” below. For non-U.S. investors, any such acceleration of the recognition of capital gains that results in 
more short-term and less long-term capital gains being recognized by the Fund may cause such investors to 
be subject to increased U.S. withholding taxes. See, “Non-U.S. Investors –Capital Gain Dividends” and 
“Short- Term Capital Gain Dividends and Interest Related Dividends” below.  
 
Capital Loss Carryovers. The capital losses of a Fund, if any, do not flow through to shareholders. Rather, a 
Fund may use its capital losses, subject to applicable limitations, to offset its capital gains without being 
required to pay taxes on or distribute to shareholders such gains that are offset by the losses. Rules similar to 
those that apply to capital loss carryovers of individuals apply to RICs. Thus, if a Fund has a "net capital 
loss" (that is, capital losses in excess of capital gains), the excess (if any) of the Fund's net short-term capital 
losses over its net long-term capital gains is treated as a short-term capital loss arising on the first day of the 
Fund's next taxable year, and the excess (if any) of the Fund's net long-term capital losses over its net short-
term capital gains is treated as a long-term capital loss arising on the first day of the Fund's next taxable year. 
Any such net capital losses of a Fund that are not used to offset capital gains may be carried forward 
indefinitely to reduce any future capital gains realized by the Fund in succeeding taxable years. The amount 
of capital losses that can be carried forward and used in any single year is subject to an annual limitation if 
there is a more than 50% “change in ownership” of a Fund. An ownership change generally results when 
shareholders owning 5% or more of a Fund increase their aggregate holdings by more than 50% over a three-
year look-back period. An ownership change could result in capital loss carryovers being used at a slower 
rate, thereby reducing a Fund’s ability to offset capital gains with those losses. An increase in the amount of 
taxable gains distributed to a Fund’s shareholders could result from an ownership change. The Funds 
undertake no obligation to avoid or prevent an ownership change, which can occur in the normal course of 
shareholder purchases and redemptions or as a result of engaging in a tax-free reorganization with another 
fund. Moreover, because of circumstances beyond a Fund’s control, there can be no assurance that a Fund 
will not experience, or has not already experienced, an ownership change. Additionally, if a Fund engages in 
a tax-free reorganization with another fund, the effect of these and other rules not discussed herein may be 
to disallow or postpone the use by a Fund of its capital loss carryovers (including any current year losses and 
built-in losses when realized) to offset its own gains or those of the other fund, or vice versa, thereby reducing 
the tax benefits Fund shareholders would otherwise have enjoyed from use of such capital loss carryovers.  

 
At May 31, 2022, the Funds had capital loss carry forwards for federal income tax purposes available to 
offset future capital gains as follows: 
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                Capital Loss         
                Carryforward         

Fund   Short-Term     Long-Term     Limitation     Total   

High Yield Bond Fund   $ 30,321,050     $ 51,924,728     $ —     $ 82,245,778   
High Quality Fund   $ 15,869,930     $ 1,547,411     $ 33,390,417     $ 50,807,758   

 

 

Deferral of Late Year Losses. A Fund may elect to treat part or all of any "qualified late year loss" as if it had 
been incurred in the succeeding taxable year in determining the Fund’s taxable income, net capital gain, net 
short-term capital gain, and earnings and profits. The effect of this election is to treat any such “qualified late 
year loss” as if it had been incurred in the succeeding taxable year in characterizing Fund distributions for 
any calendar year (see, “Taxation of Fund Distributions - Distributions of capital gains” below). A “qualified 
late year loss” includes:  
 

(i)  any net capital loss, net long-term capital loss, or net short-term capital loss incurred after 
October 31 of the current taxable year (“post- October losses”), and  

 
(ii)  the excess, if any, of (1) the sum of (a) specified losses incurred after October 31 of the current 

taxable year, and (b) other ordinary losses incurred after December 31 of the current taxable 
year, over (2) the sum of (a) specified gains incurred after October 31 of the current taxable 
year, and (b) other ordinary gains incurred after December 31 of the current taxable year. 

 
The terms “specified losses” and “specified gains” mean ordinary losses and gains from the sale, exchange, 
or other disposition of property (including the termination of a position with respect to such property), foreign 
currency losses and gains, and losses and gains resulting from holding stock in a passive foreign investment 
company (“PFIC”) for which a mark-to-market election is in effect. The terms “ordinary losses” and 
“ordinary gains” mean other ordinary losses and gains that are not described in the preceding sentence.  
 

Undistributed Capital Gains. A Fund may retain or distribute to shareholders its net capital gain for each 
taxable year. The Funds currently intend to distribute net capital gains. If a Fund elects to retain its net capital 
gain, the Fund will be taxed thereon (except to the extent of any available capital loss carryovers) at the 
highest corporate tax rate (currently 21%). If a Fund elects to retain its net capital gain, it is expected that the 
Fund also will elect to have shareholders treated as if each received a distribution of its pro rata share of such 
gain, with the result that each shareholder will be required to report its pro rata share of such gain on its tax 
return as long-term capital gain, will receive a refundable tax credit for its pro rata share of tax paid by the 
Fund on the gain, and will increase the tax basis for its Shares by an amount equal to the deemed distribution 
less the tax credit.  
 
Federal Excise Tax. To avoid a 4% non-deductible excise tax, a Fund must distribute by December 31 of 
each year an amount equal to at least: (1) 98% of its ordinary income for the calendar year, (2) 98.2% of 
capital gain net income (that is, the excess of the gains from sales or exchanges of capital assets over the 
losses from such sales or exchanges) for the one-year period ended on October 31 of such calendar year, and 
(3) any prior year undistributed ordinary income and capital gain net income. A Fund may elect to defer to 
the following year any net ordinary loss incurred for the portion of the calendar year which is after the 
beginning of the Fund’s taxable year. Also, a Fund will defer any “specified gain” or “specified loss” which 
would be properly taken into account for the portion of the calendar year after October 31. Any net ordinary 
loss, specified gain, or specified loss deferred shall be treated as arising on January 1 of the following calendar 
year. Generally, each Fund intends to make sufficient distributions prior to the end of each calendar year to 
avoid any material liability for federal income and excise tax, but can give no assurances that all or a portion 
of such liability will be avoided. In addition, under certain circumstances, temporary timing or permanent 
differences in the realization of income and expense for book and tax purposes can result in a Fund having 
to pay an excise tax.  
 
Foreign Income Tax. Investment income received by a Fund from sources within foreign countries may be 
subject to foreign income tax withheld at the source and the amount of tax withheld generally will be treated 
as an expense of the Fund. The United States has entered into tax treaties with many foreign countries which 
entitle a Fund to a reduced rate of, or exemption from, tax on such income. It is impossible to determine the 
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effective rate of foreign tax in advance since the amount of a Fund’s assets to be invested in various countries 
is not known. Under certain circumstances, a Fund may elect to pass-through foreign tax credits to 
shareholders, although it reserves the right not to do so. 
 
Taxation of Fund Distributions 

 

Each Fund anticipates distributing all or substantially all of its investment company taxable income and net 
capital gain for each taxable year. Distributions by a Fund will be treated in the manner described below 
regardless of whether such distributions are paid in cash or reinvested in additional Shares of the Fund (or of 
another fund). A Fund will send you information annually as to the federal income tax consequences of 
distributions made (or deemed made) during the year.  
 
Distributions of Net Investment Income. Each Fund receives ordinary income generally in the form of 
dividends and/or interest on its investments. A Fund may also recognize ordinary income from other sources, 
including, but not limited to, certain gains on foreign currency-related transactions. This income, less 
expenses incurred in the operation of a Fund, constitutes a Fund’s net investment income from which 
dividends may be paid to you. If you are a taxable investor, distributions of net investment income generally 
are taxable as ordinary income to the extent of the Fund’s earnings and profits. In the case of a Fund whose 
strategy includes investing in stocks of corporations, a portion of the income dividends paid to you may be 
qualified dividends eligible to be taxed at reduced rates. See the discussion below under the headings, “– 
Qualified Dividend Income for Individuals” and “– Dividends-Received Deduction for Corporations.”  
 
Distributions of Capital Gain. Each Fund may derive capital gain and loss in connection with sales or other 
dispositions of its portfolio securities. Distributions derived from the excess of net short-term capital gain 
over net long-term capital loss will be taxable to you as ordinary income. Distributions paid from the excess 
of net long-term capital gain over net short-term capital loss will be taxable to you as long-term capital gain, 
regardless of how long you have held your Shares in a Fund. Any net short-term or long-term capital gain 
realized by a Fund (net of any capital loss carryovers) generally will be distributed once each year and may 
be distributed more frequently, if necessary, in order to reduce or eliminate federal excise or income taxes on 
the Fund.  
 
Returns of Capital. Distributions by a Fund that are not paid from earnings and profits will be treated as a 
return of capital to the extent of (and in reduction of) the shareholder’s tax basis in his Shares; any excess 
will be treated as gain from the sale of his Shares. Thus, the portion of a distribution that constitutes a return 
of capital will decrease the shareholder’s tax basis in his Fund Shares (but not below zero), and will result in 
an increase in the amount of gain (or decrease in the amount of loss) that will be recognized by the shareholder 
for tax purposes on the later sale of such Fund Shares. Return of capital distributions can occur for a number 
of reasons including, among others, a Fund over-estimates the income to be received from certain investments 
such as those classified as partnerships or equity real estate investment trusts (“REITs”) (see, “Tax Treatment 
of Portfolio Transactions – Investments in U.S. REITs” below).  
 
Qualified Dividend Income for Individuals. Ordinary income dividends reported by the Fund to shareholders 
as derived from qualified dividend income will be taxed in the hands of individuals and other noncorporate 
shareholders at the rates applicable to long-term capital gain. “Qualified dividend income” means dividends 
paid to a Fund (a) by domestic corporations, (b) by foreign corporations that are either (i) incorporated in a 
possession of the United States, or (ii) are eligible for benefits under certain income tax treaties with the 
United States that include an exchange of information program, or (c) with respect to stock of a foreign 
corporation that is readily tradable on an established securities market in the United States. Both a Fund and 
the investor must meet certain holding period requirements to qualify Fund dividends for this treatment. 
Specifically, a Fund must hold the stock for at least 61 days during the 121-day period beginning 60 days 
before the stock becomes ex-dividend. Similarly, investors must hold their Fund Shares for at least 61 days 
during the 121-day period beginning 60 days before a Fund distribution goes ex-dividend. Income derived 
from investments in derivatives, fixed-income securities, U.S. REITs, PFICs, and income received “in lieu 
of” dividends in a securities lending transaction generally is not eligible for treatment as qualified dividend 
income. If the qualifying dividend income received by a Fund is equal to or greater than 95% of the Fund's 
gross income (exclusive of net capital gain) in any taxable year, all of the ordinary income dividends paid by 
the Fund will be qualifying dividend income.  
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Dividends-Received Deduction for Corporations. For corporate shareholders, a portion of the dividends paid 
by a Fund may qualify for the 70% corporate dividends-received deduction. The portion of dividends paid 
by a Fund that so qualifies will be reported by the Fund to shareholders each year and cannot exceed the 
gross amount of dividends received by the Fund from domestic (U.S.) corporations. The availability of the 
dividends-received deduction is subject to certain holding period and debt financing restrictions that apply to 
both a Fund and the investor. Specifically, the amount that a Fund may report as eligible for the dividends-
received deduction will be reduced or eliminated if the Shares on which the dividends earned by the Fund 
were debt-financed or held by the Fund for less than a minimum period of time, generally 46 days during a 
91-day period beginning 45 days before the stock becomes ex-dividend. Similarly, if your Fund Shares are 
debt-financed or held by you for less than a 46-day period then the dividends-received deduction for Fund 
dividends on your Shares may also be reduced or eliminated. Even if reported as dividends eligible for the 
dividends-received deduction, all dividends (including any deducted portion) must be included in your 
alternative minimum taxable income calculation. Income derived by a Fund from investments in derivatives, 
fixed-income and foreign securities generally is not eligible for this treatment.  
 
Impact of Realized but Undistributed Income and Gains, and Net Unrealized Appreciation of Portfolio 

Securities. At the time of your purchase of Shares, a Fund’s net asset value may reflect undistributed income, 
undistributed capital gains, or net unrealized appreciation of portfolio securities held by the Fund. A 
subsequent distribution to you of such amounts, although constituting a return of your investment, would be 
taxable, and would be taxed as ordinary income (some portion of which may be taxed as qualified dividend 
income), capital gains, or some combination of both, unless you are investing through a tax-deferred 
arrangement, such as a 401(k) plan or an individual retirement account. A Fund may be able to reduce the 
amount of such distributions from capital gains by utilizing its capital loss carryovers, if any.  
 
Pass-Through of Foreign Tax Credits. If more than 50% of a Fund’s total assets at the end of a fiscal year is 
invested in foreign securities, the Fund may elect to pass through to you your pro rata share of foreign taxes 
paid by the Fund. If this election is made, a Fund may report more taxable income to you than it actually 
distributes. You will then be entitled either to deduct your share of these taxes in computing your taxable 
income, or to claim a foreign tax credit for these taxes against your U.S. federal income tax (subject to 
limitations for certain shareholders). A Fund will provide you with the information necessary to claim this 
deduction or credit on your personal income tax return if it makes this election. No deduction for foreign tax 
may be claimed by a non-corporate shareholder who does not itemize deductions or who is subject to the 
alternative minimum tax. Shareholders may be unable to claim a credit for the full amount of their 
proportionate shares of the foreign income tax paid by a Fund due to certain limitations that may apply. Each 
Fund reserves the right not to pass through to its shareholders the amount of foreign income taxes paid by 
the Fund. Additionally, any foreign tax withheld on payments made “in lieu of” dividends or interest will not 
qualify for the pass-through of foreign tax credits to shareholders. See, “Tax Treatment of Portfolio 
Transactions – Securities Lending” below.  
 
U.S. Government Securities. Income earned on certain U.S. government obligations is exempt from state and 
local personal income taxes if earned directly by you. States also grant tax-free status to dividends paid to 
you from interest earned on direct obligations of the U.S. government, subject in some states to minimum 
investment or reporting requirements that must be met by a Fund. Income on investments by a Fund in certain 
other obligations, such as repurchase agreements collateralized by U.S. government obligations, commercial 
paper and federal agency-backed obligations (e.g., GNMA or FNMA obligations), generally does not qualify 
for tax-free treatment. The rules on exclusion of this income are different for corporations.  
 
Dividends Declared in December and Paid in January. Ordinarily, shareholders are required to take 
distributions by the Fund into account in the year in which the distributions are made. However, dividends 
declared in October, November or December of any year and payable to shareholders of record on a specified 
date in such a month will be deemed to have been received by the shareholders (and made by the Fund) on 
December 31 of such calendar year if such dividends are actually paid in January of the following year. 
Shareholders will be advised annually as to the U.S. federal income tax consequences of distributions made 
(or deemed made) during the year in accordance with the guidance that has been provided by the IRS.  
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Medicare Tax. A 3.8% Medicare tax is imposed on net investment income earned by certain individuals, 
estates and trusts. “Net investment income,” for these purposes, means investment income, including 
ordinary dividends and capital gain distributions received from the Fund and net gains from redemptions or 
other taxable dispositions of Fund Shares, reduced by the deductions properly allocable to such income. In 
the case of an individual, the tax will be imposed on the lesser of (1) the shareholder’s net investment income 
or (2) the amount by which the shareholder’s modified adjusted gross income exceeds $250,000 (if the 
shareholder is married and filing jointly or a surviving spouse), $125,000 (if the shareholder is married and 
filing separately) or $200,000 (in any other case). This Medicare tax, if applicable, is reported by you on, and 
paid with, your federal income tax return. 
 
Sales and Redemption of Fund Shares  

 

Sales and redemptions (including redemptions in kind) of Fund Shares are taxable transactions for federal 
and state income tax purposes. If you redeem your Fund Shares, the IRS requires you to report any gain or 
loss on your redemption. If you held your Shares as a capital asset, the gain or loss that you realize will be a 
capital gain or loss and will be long-term or short-term, generally depending on how long you have held your 
Shares. Any redemption fees you incur on Shares redeemed will decrease the amount of any capital gain (or 
increase any capital loss) you realize on the sale. Capital losses in any year are deductible only to the extent 
of capital gains plus, in the case of a non-corporate taxpayer, $3,000 of ordinary income.  
 
Tax Basis Information. A Fund will be required to provide shareholders with cost basis information on the 
redemption of any of the shareholder’s Shares in the Fund, subject to certain exceptions for exempt recipients. 
This cost basis reporting requirement is effective for Shares purchased in a Fund on or after January 1, 2012. 
If you hold your Fund Shares through a broker (or other nominee), please contact that broker (nominee) with 
respect to reporting of cost basis and available elections for your account.  
 
Wash Sales. All or a portion of any loss that you realize on a redemption of your Fund Shares will be 
disallowed to the extent that you buy other Shares in the Fund (through reinvestment of dividends or 
otherwise) within 30 days before or after your Share redemption. Any loss disallowed under these rules will 
be added to your tax basis in the new Shares.  
 
Redemptions at a Loss Within Six Months of Purchase. Any loss incurred on a redemption or exchange of 
Shares held for six months or less will be treated as long-term capital loss to the extent of any long-term 
capital gain distributed to you by the Fund on those Shares.  
 
Reportable Transactions. Under Treasury regulations, if a shareholder recognizes a loss with respect to a 
Fund’s Shares of $2 million or more for an individual shareholder or $10 million or more for a corporate 
shareholder (or certain greater amounts over a combination of years), the shareholder must file with the IRS 
a disclosure statement on Form 8886. The fact that a loss is reportable under these regulations does not affect 
the legal determination of whether the taxpayer’s treatment of the loss is proper. Shareholders should consult 
their tax advisors to determine the applicability of these regulations in light of their individual circumstances.  
 
Tax Treatment of Portfolio Transactions  

 

Set forth below is a general description of the tax treatment of certain types of securities, investment 
techniques and transactions that may apply to a fund and, in turn, affect the amount, character and timing of 
dividends and distributions payable by the fund to its shareholders. This section should be read in conjunction 
with the discussion above under “Investment Objective, Investment Strategies and Risks” for a detailed 
description of the various types of securities and investment techniques that apply to a Fund.  
 
In General. In general, gain or loss recognized by a fund on the sale or other disposition of portfolio 
investments will be a capital gain or loss. Such capital gain and loss may be long-term or short-term 
depending, in general, upon the length of time a particular investment position is maintained and, in some 
cases, upon the nature of the transaction. Property held for more than one year generally will be eligible for 
long-term capital gain or loss treatment. The application of certain rules described below may serve to alter 
the manner in which the holding period for a security is determined or may otherwise affect the 
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characterization as long-term or short-term, and also the timing of the realization and/or character, of certain 
gains or losses.  
 
Certain Fixed Income Investments. Gain recognized on the disposition of a debt obligation purchased by a 
fund at a market discount (generally, at a price less than its principal amount) will be treated as ordinary 
income to the extent of the portion of the market discount that accrued during the period of time the fund 
held the debt obligation unless the fund made a current inclusion election to accrue market discount into 
income as it accrues. If a fund purchases a debt obligation (such as a zero-coupon security or payment-in-
kind security) that was originally issued at a discount, the fund generally is required to include in gross 
income each year the portion of the original issue discount that accrues during such year. Therefore, a fund’s 
investment in such securities may cause the fund to recognize income and make distributions to shareholders 
before it receives any cash payments on the securities. To generate cash to satisfy those distribution 
requirements, a fund may have to sell portfolio securities that it otherwise might have continued to hold or 
to use cash flows from other sources such as the sale of fund shares. 
 

Investments in Debt Obligations that are at Risk of or in Default Present Tax Issues for a Fund. Tax rules 
are not entirely clear about issues such as whether and to what extent a fund should recognize market discount 
on a debt obligation, when a fund may cease to accrue interest, original issue discount or market discount, 
when and to what extent a fund may take deductions for bad debts or worthless securities and how a fund 
should allocate payments received on obligations in default between principal and income. These and other 
related issues will be addressed by a fund in order to ensure that it distributes sufficient income to preserve 
its status as a regulated investment company. 
 

Foreign Currency Transactions. A fund’s transactions in foreign currencies, foreign currency-denominated 
debt obligations and certain foreign currency options, futures contracts and forward contracts (and similar 
instruments) may give rise to ordinary income or loss to the extent such income or loss results from 
fluctuations in the value of the foreign currency concerned. This treatment could increase or decrease a fund's 
ordinary income distributions to you, and may cause some or all of a fund's previously distributed income to 
be classified as a return of capital. In certain cases, a fund may make an election to treat such gain or loss as 
capital. 
 

PFIC Investments. A fund may invest in securities of foreign companies that may be classified under the 
Code as PFICs. In general, a foreign company is classified as a PFIC if at least one-half of its assets constitute 
investment-type assets or 75% or more of its gross income is investment-type income. When investing in 
PFIC securities, a fund intends to mark-to-market these securities under certain provisions of the Code and 
recognize any unrealized gains as ordinary income at the end of the fund’s fiscal and excise tax years. 
Deductions for losses are allowable only to the extent of any current or previously recognized gains. These 
gains (reduced by allowable losses) are treated as ordinary income that a fund is required to distribute, even 
though it has not sold or received dividends from these securities. You should also be aware that the 
designation of a foreign security as a PFIC security will cause its income dividends to fall outside of the 
definition of qualified foreign corporation dividends. These dividends generally will not qualify for the 
reduced rate of taxation on qualified dividends when distributed to you by a fund. Foreign companies are not 
required to identify themselves as PFICs. Due to various complexities in identifying PFICs, a fund can give 
no assurances that it will be able to identify portfolio securities in foreign corporations that are PFICs in time 
for the fund to make a mark-to-market election. If a fund is unable to identify an investment as a PFIC and 
thus does not make a mark-to-market election, the fund may be subject to U.S. federal income tax on a portion 
of any “excess distribution” or gain from the disposition of such shares even if such income is distributed as 
a taxable dividend by the fund to its shareholders. Additional charges in the nature of interest may be imposed 
on a fund in respect of deferred taxes arising from such distributions or gains.  
 
Investments in Partnerships and QPTPs. For purposes of the Income Requirement, income derived by a fund 
from a partnership that is not a QPTP will be treated as qualifying income only to the extent such income is 
attributable to items of income of the partnership that would be qualifying income if realized directly by the 
fund. While the rules are not entirely clear with respect to a fund investing in a partnership outside a master-
feeder structure, for purposes of testing whether a fund satisfies the Asset Diversification Test, the fund 
generally is treated as owning a pro rata share of the underlying assets of a partnership. See, “Taxation of the 
Funds.” In contrast, different rules apply to a partnership that is a QPTP. A QPTP is a partnership (a) the 
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interests in which are traded on an established securities market, (b) that is treated as a partnership for federal 
income tax purposes, and (c) that derives less than 90% of its income from sources that satisfy the Income 
Requirement (e.g., because it invests in commodities). All of the net income derived by a fund from an 
interest in a QPTP will be treated as qualifying income but the fund may not invest more than 25% of its total 
assets in one or more QPTPs. However, there can be no assurance that a partnership classified as a QPTP in 
one year will qualify as a QPTP in the next year. Any such failure to annually qualify as a QPTP might, in 
turn, cause a fund to fail to qualify as a regulated investment company. Although, in general, the passive loss 
rules of the Code do not apply to RICs, such rules do apply to a fund with respect to items attributable to an 
interest in a QPTP. Fund investments in partnerships, including in QPTPs, may result in the fund being 
subject to state, local or foreign income, franchise or withholding tax liabilities.  
 
Securities Lending. While securities are loaned out by a fund, the fund generally will receive from the 
borrower amounts equal to any dividends or interest paid on the borrowed securities. For federal income tax 
purposes, payments made “in lieu of” dividends are not considered dividend income. These distributions will 
neither qualify for the reduced rate of taxation for individuals on qualified dividends nor the 70% dividends 
received deduction for corporations. Also, any foreign tax withheld on payments made “in lieu of” dividends 
or interest will not qualify for the pass-through of foreign tax credits to shareholders.  
 
Investments in Convertible Securities. Convertible debt is ordinarily treated as a “single property” consisting 
of a pure debt interest until conversion, after which the investment becomes an equity interest. If the security 
is issued at a premium (i.e., for cash in excess of the face amount payable on retirement), the creditor-holder 
may amortize the premium over the life of the bond. If the security is issued for cash at a price below its face 
amount, the creditor-holder must accrue original issue discount in income over the life of the debt. The 
creditor-holder's exercise of the conversion privilege is treated as a nontaxable event. Mandatorily convertible 
debt (e.g., an exchange traded note or ETN issued in the form of an unsecured obligation that pays a return 
based on the performance of a specified market index, exchange currency, or commodity) is often, but not 
always, treated as a contract to buy or sell the reference property rather than debt. Similarly, convertible 
preferred stock with a mandatory conversion feature is ordinarily, but not always, treated as equity rather 
than debt. Dividends received generally are qualified dividend income and eligible for the corporate 
dividends received deduction. In general, conversion of preferred stock for common stock of the same 
corporation is tax-free. Conversion of preferred stock for cash is a taxable redemption. Any redemption 
premium for preferred stock that is redeemable by the issuing company might be required to be amortized 
under original issue discount principles. 
 
Investments in ETFs. The Funds may invest in ETFs that are taxable as RICs under the Code.  Accordingly, 
the income the Funds receive from such ETFs should be qualifying income for purposes of the Funds 
satisfying the “Income Requirement” (as defined above under the heading “Taxes”).  However, the Funds 
may also invest in one or more ETFs that are not taxable as RICs under the Code and that may generate non-
qualifying income for purposes of satisfying the Income Requirement. The Funds anticipate monitoring their 
investments in such ETFs so as to keep the Funds’ non-qualifying income within acceptable limits of the 
Income Requirement, however, it is possible that such non-qualifying income will be more than anticipated 
which could cause the Funds to inadvertently fail the Income Requirement thereby causing the Funds to fail 
to qualify as a RIC. In such a case, the Funds would be subject to the rules described above. 
 
Investments in Securities of Uncertain Tax Character. A fund may invest in securities the U.S. federal income 
tax treatment of which may not be clear or may be subject to recharacterization by the IRS. To the extent the 
tax treatment of such securities or the income from such securities differs from the tax treatment expected by 
a fund, it could affect the timing or character of income recognized by the fund, requiring the fund to purchase 
or sell securities, or otherwise change its portfolio, in order to comply with the tax rules applicable to 
regulated investment companies under the Code.  
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Backup Withholding  

 

By law, a Fund may be required to withhold a portion of your taxable dividends and sales proceeds unless 
you:  
 

• provide your correct social security or taxpayer identification number,  

• certify that this number is correct,  

• certify that you are not subject to backup withholding, and  

• certify that you are a U.S. person (including a U.S. resident alien).  
 
A Fund also must withhold if the IRS instructs it to do so. When withholding is required, the amount will be 
24% of any distributions or proceeds paid. Backup withholding is not an additional tax. Any amounts 
withheld may be credited against the shareholder’s U.S. federal income tax liability, provided the appropriate 
information is furnished to the IRS. Certain payees and payments are exempt from backup withholding and 
information reporting. The special U.S. tax certification requirements applicable to non-U.S. investors to 
avoid backup withholding are described under the “Non-U.S. Investors” heading below.  
 
Non-U.S. Investors  

 

Non-U.S. investors (shareholders who, as to the United States, are nonresident alien individuals, foreign 
trusts or estates, foreign corporations, or foreign partnerships) may be subject to U.S. withholding and estate 
tax and are subject to special U.S. tax certification requirements. Non-U.S. investors should consult their tax 
advisors about the applicability of U.S. tax withholding and the use of the appropriate forms to certify their 
status.  
 
In General. The United States imposes a flat 30% withholding tax (or a withholding tax at a lower treaty 
rate) on U.S. source dividends, including on income dividends, paid to you by a Fund, subject to certain 
exemptions described below. However, notwithstanding such exemptions from U.S. withholding at the 
source, any dividends and distributions of income and capital gains, including the proceeds from the sale of 
your Fund shares, will be subject to backup withholding at a rate of 24% if you fail to properly certify that 
you are not a U.S. person.  
 
Capital Gain Dividends. In general, capital gain dividends reported by a Fund to shareholders as paid from 
its net long-term capital gains, other than long-term capital gains realized on disposition of U.S. real property 
interests (see the discussion below), are not subject to U.S. withholding tax unless you are a nonresident alien 
individual present in the United States for a period or periods aggregating 183 days or more during the 
calendar year. 
 
Short-Term Capital Gain Dividends and Interest-Related Dividends. The prior exemptions from U.S. 
withholding for interest-related dividends paid by a Fund from its qualified net interest income from U.S. 
sources and short-term capital gain dividends have expired. With respect to taxable years of a Fund that began 
before January 1, 2014, short-term capital gain dividends reported by the Fund to shareholders as paid from 
its net short-term capital gains, other than short-term capital gains realized on disposition of U.S. real property 
interests (see the discussion below), were not subject to U.S. withholding tax unless you were a nonresident 
alien individual present in the United States for a period or periods aggregating 183 days or more during the 
calendar year. Similarly, with respect to taxable years of a Fund that began before January 1, 2014, dividends 
reported by the Fund to shareholders as interest-related dividends and paid from its qualified net interest 
income from U.S. sources were not subject to U.S. withholding tax. “Qualified interest income” included, in 
general, U.S. source (1) bank deposit interest, (2) short-term original discount, (3) interest (including original 
issue discount, market discount, or acquisition discount) on an obligation that is in registered form, unless it 
is earned on an obligation issued by a corporation or partnership in which the Fund is a 10-percent shareholder 
or is contingent interest, and (4) any interest-related dividend from another regulated investment company. 
It is currently unclear whether Congress will extend these exemptions to taxable years of a fund beginning 
on or after January 1, 2014 or what the terms of any such extension would be, including whether such 
extension would have retroactive effect. If the exemptions are reinstated, a Fund reserves the right to not 
report small amounts of short-term capital gain dividends or interest-related dividends. Additionally, a Fund’s 
reporting of short-term capital gain dividends or interest-related dividends may not be passed through to 
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shareholders by intermediaries who have assumed tax reporting responsibilities for this income in managed 
or omnibus accounts due to systems limitations or operational constraints.  
 
Net Investment Income from Dividends on Stock and Foreign Source Interest Income Continue to be Subject 

to Withholding Tax; Foreign Tax Credits. Ordinary dividends paid by a Fund to non-U.S. investors on the 
income earned on portfolio investments in (i) the stock of domestic and foreign corporations and (ii) the debt 
of foreign issuers continue to be subject to U.S. withholding tax. Foreign shareholders may be subject to U.S. 
withholding tax at a rate of 30% on the income resulting from an election to pass-through foreign tax credits 
to shareholders, but may not be able to claim a credit or deduction with respect to the withholding tax for the 
foreign tax treated as having been paid by them.  
 
Income Effectively Connected with a U.S. Trade or Business. If the income from a Fund is effectively 
connected with a U.S. trade or business carried on by a foreign shareholder, then ordinary income dividends, 
capital gain dividends and any gains realized upon the sale or redemption of Shares of the Fund will be 
subject to U.S. federal income tax at the rates applicable to U.S. citizens or domestic corporations and require 
the filing of a nonresident U.S. income tax return.  
 
Investment in U.S. Real Property. The Foreign Investment in Real Property Tax Act of 1980 (“FIRPTA”) 
makes non-U.S. persons subject to U.S. tax on disposition of a U.S. real property interest (“USRPI”) as if he 
or she were a U.S. person. Such gain is sometimes referred to as FIRPTA gain. A Fund may invest in equity 
securities of corporations that invest in USRPI, which may trigger FIRPTA gain to the Fund’s non-U.S. 
shareholders.  
 
The Code provides a look-through rule for distributions of FIRPTA gain when a RIC is classified as a 
qualified investment entity. A RIC will be classified as a qualified investment entity only with respect to any 
distribution by the RIC which is attributable directly or indirectly to a distribution to the RIC from a U.S. 
REIT (“FIRPTA distribution”) and if, in general, 50% or more of the RIC’s assets consist of interests in U.S. 
REITs and other U.S. real property holding corporations (“USRPHC”). If a RIC is a qualified investment 
entity and the non-U.S. shareholder owns more than 5% of a class of Fund shares at any time during the one-
year period ending on the date of the FIRPTA distribution, the FIRPTA distribution to the non-U.S. 
shareholder is treated as gain from the disposition of a USRPI, causing the distribution to be subject to U.S. 
withholding tax at a rate of 35% (unless reduced by future regulations), and requiring the non-US shareholder 
to file a nonresident U.S. income tax return. In addition, even if the non-U.S. shareholder does not own more 
than 5% of a class of Fund shares, but the Fund is a qualified investment entity, the FIRPTA distribution will 
be taxable as ordinary dividends (rather than as a capital gain or short-term capital gain dividend) subject to 
withholding at 30% or lower treaty rate.  
 
It is currently unclear whether Congress will extend the look-through rules previously in effect before January 
1, 2014 for distributions of FIRPTA gain to other types of distributions on or after January 1, 2014 from a 
RIC to a non-US shareholder from the RIC’s direct or indirect investment in USRPI or what the terms of any 
such extension would be, including whether such extension would have retroactive effect.  
 
U.S. Estate Tax. Transfers by gift of Shares of a Fund by a foreign shareholder who is a nonresident alien 
individual will not be subject to U.S. federal gift tax. An individual who, at the time of death, is a non-U.S. 
shareholder will nevertheless be subject to U.S. federal estate tax with respect to Fund Shares at the graduated 
rates applicable to U.S. citizens and residents, unless a treaty exemption applies. If a treaty exemption is 
available, a decedent’s estate may nonetheless need to file a U.S. estate tax return to claim the exemption in 
order to obtain a U.S. federal transfer certificate. The transfer certificate will identify the property (i.e., Fund 
Shares) as to which the U.S. federal estate tax lien has been released. In the absence of a treaty, there is a 
$13,000 statutory estate tax credit (equivalent to U.S. located assets with a value of $60,000). For estates 
with U.S. located assets of not more than $60,000, a Fund may accept, in lieu of a transfer certificate, an 
affidavit from an appropriate individual evidencing that decedent’s U.S. located assets are below this 
threshold amount.  
 
U.S. Tax Certification Rules. Special U.S. tax certification requirements may apply to non-U.S. shareholders 
both to avoid U.S. backup withholding imposed at a rate of 24% and to obtain the benefits of any treaty 
between the United States and the shareholder’s country of residence. In general, if you are a non-U.S. 
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shareholder, you must provide a Form W-8 BEN (or other applicable Form W-8) to establish that you are not 
a U.S. person, to claim that you are the beneficial owner of the income and, if applicable, to claim a reduced 
rate of, or exemption from, withholding as a resident of a country with which the United States has an income 
tax treaty. A Form W-8 BEN provided without a U.S. taxpayer identification number will remain in effect 
for a period beginning on the date signed and ending on the last day of the third succeeding calendar year 
unless an earlier change of circumstances makes the information on the form incorrect. Certain payees and 
payments are exempt from backup withholding.  
 
The tax consequences to a non-U.S. shareholder entitled to claim the benefits of an applicable tax treaty may 
be different from those described herein. Non-U.S. shareholders are urged to consult their own tax advisors 
with respect to the particular tax consequences to them of an investment in a Fund, including the applicability 
of foreign tax.  
 
Foreign Account Tax Compliance Act (“FATCA”). Under FATCA, a Fund will be required to withhold a 
30% tax on (a) income dividends paid by the Fund after June 30, 2014, and (b) certain capital gain 
distributions and the proceeds arising from the sale of Fund shares paid by the Fund after December 31, 2016, 
to certain foreign entities, referred to as foreign financial institutions (“FFI”) or non-financial foreign entities 
(“NFFE”), that fail to comply (or be deemed compliant) with extensive new reporting and withholding 
requirements designed to inform the U.S. Department of the Treasury of U.S.-owned foreign investment 
accounts. The FATCA withholding tax generally can be avoided: (a) by an FFI, if it reports certain direct and 
indirect ownership of foreign financial accounts held by U.S. persons with the FFI and (b) by an NFFE, if it: 
(i) certifies that it has no substantial U.S. persons as owners or (ii) if it does have such owners, reporting 
information relating to them. The U.S. Treasury has negotiated intergovernmental agreements (“IGA”) with 
certain countries and is in various stages of negotiations with a number of other foreign countries with respect 
to one or more alternative approaches to implement FATCA; an entity in one of those countries may be 
required to comply with the terms of an IGA instead of U.S. Treasury regulations. 
 
An FFI can avoid FATCA withholding if it is deemed compliant or by becoming a “participating FFI,” which 
requires the FFI to enter into a U.S. tax compliance agreement with the IRS under section 1471(b) of the 
Code (“FFI agreement”) under which it agrees to verify, report and disclose certain of its U.S. accountholders 
and meet certain other specified requirements. The FFI will either report the specified information about the 
U.S. accounts to the IRS, or, to the government of the FFI’s country of residence (pursuant to the terms and 
conditions of applicable law and an applicable IGA entered into between the US and the FFI’s country of 
residence), which will, in turn, report the specified information to the IRS. An FFI that is resident in a country 
that has entered into an IGA with the U.S. to implement FATCA will be exempt from FATCA withholding 
provided that the FFI shareholder and the applicable foreign government comply with the terms of such 
agreement.  
 
An NFFE that is the beneficial owner of a payment from a Fund can avoid the FATCA withholding tax 
generally by certifying that it does not have any substantial U.S. owners or by providing the name, address 
and taxpayer identification number of each substantial U.S. owner. The NFFE will report the information to 
a Fund or other applicable withholding agent, which will, in turn, report the information to the IRS.  
 
Such foreign shareholders also may fall into certain exempt, excepted or deemed compliant categories as 
established by U.S. Treasury regulations, IGAs, and other guidance regarding FATCA. An FFI or NFFE that 
invests in a Fund will need to provide the Fund with documentation properly certifying the entity’s status 
under FATCA in order to avoid FATCA withholding. Non-U.S. investors should consult their own tax 
advisors regarding the impact of these requirements on their investment in the Fund. The requirements 
imposed by FATCA are different from, and in addition to, the U.S. tax certification rules to avoid backup 
withholding described above. Shareholders are urged to consult their tax advisors regarding the application 
of these requirements to their own situation. 
 
Effect of Future Legislation; Local Tax Considerations  

 

 

The foregoing general discussion of U.S. federal income tax consequences is based on the Code and the 
regulations issued thereunder as in effect on the date of this SAI. Future legislative or administrative changes, 
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including provisions of current law that sunset and thereafter no longer apply, or court decisions may 
significantly change the conclusions expressed herein, and any such changes or decisions may have a 
retroactive effect with respect to the transactions contemplated herein. Rules of state and local taxation of 
ordinary income, qualified dividend income and capital gain dividends may differ from the rules for U.S. 
federal income taxation described above. Distributions may also be subject to additional state, local and 
foreign taxes depending on each shareholder’s particular situation. Non-U.S. shareholders may be subject to 
U.S. tax rules that differ significantly from those summarized above. Shareholders are urged to consult their 
tax advisors as to the consequences of these and other state and local tax rules affecting investment in a Fund. 
 

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

 
   

Sanville & Company, located at 1514 Old York Road, Abington, PA 19001 serves as the Funds’ independent 
registered public accounting firm providing services including (1) audit of annual financial statements, and 
(2) assistance and consultation in connection with SEC filings. 

 
LEGAL COUNSEL 

 
  

FinTech Law, LLC, 6224 Turpin Hills Dr., Cincinnati, Ohio 45244, www.fintechlegal.io, serves as the 
Trust’s legal counsel. 
 
FINANCIAL STATEMENTS 

 
  
The Trust’s independent registered public accounting firm, Sanville & Company audits and reports on the 
Funds’ annual financial statements. Each Fund has adopted the financial statements of its Predecessor Fund. 
 
The Funds’ audited financial statements for the fiscal year ended May 31, 2022, together with the notes 
thereto, and the report of the Funds’ independent registered public accounting firm are incorporated into this 
SAI by reference to the Funds’ Annual Report to Shareholders on file with the SEC (Accession No. 
0001387131-22-008797). In addition, the Funds unaudited semi-annual financial statements for the period 
ended November 30, 2021 on file with the SEC (Accession No. 0001580642-22-000715) are incorporated 
by reference into this SAI.  You can obtain a copy of the Annual Report and/or Semi-Annual Report without 
charge by calling the Funds at 1-800-711-9764. 
  

http://www.fintechlegal.io/
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APPENDIX A -- PROXY VOTING POLICIES 

 
LEADER CAPITAL CORPORATION 

 
PROXY VOTING POLICIES AND PROCEDURES 

 
Pursuant to the adoption by the Securities and Exchange Commission (the “Commission”) of Rule 

206(4)-6 (17 CFR 275.206(4)-6) and amendments to Rule 204-2 (17 CFR 275.204-2) under the Investment 
Advisors Act of 1940 (the “Act”), it is a fraudulent, deceptive, or manipulative act, practice or course of 
business, within the meaning of Section 206(4) of the Act, for an investment Advisor to exercise voting 
authority with respect to client securities, unless (i) the Advisor has adopted and implemented written policies 
and procedures that are reasonably designed to ensure that the Advisor votes proxies in the best interest of 
its clients, (ii) the Advisor describes its proxy voting procedures to its clients and provides copies on request, 
and (iii) the Advisor discloses to clients how they may obtain information on how the Advisor voted their 
proxies. 
 

In order to fulfill its responsibilities under the Act, Leader Capital Corporation (hereinafter “we” or 
“our”) has adopted the following policies and procedures for proxy voting with regard to companies in 
investment portfolios of our clients. 
 
KEY OBJECTIVES 
 

The key objectives of these policies and procedures recognize that a company’s management is 
entrusted with the day-to-day operations and longer term strategic planning of the company, subject to the 
oversight of the company’s board of directors.  While “ordinary business matters” are primarily the 
responsibility of management and should be approved solely by the corporation’s board of directors, these 
objectives also recognize that the company’s shareholders must have final say over how management and 
directors are performing, and how shareholders’ rights and ownership interests are handled, especially when 
matters could have substantial economic implications to the shareholders. 
 

Therefore, we will pay particular attention to the following matters in exercising our proxy voting 
responsibilities as a fiduciary for our clients: 
 

Accountability.  Each company should have effective means in place to hold those entrusted with 
running a company’s business accountable for their actions.  Management of a company should be 
accountable to its board of directors and the board should be accountable to shareholders. 
 

Alignment of Management and Shareholder Interests.  Each company should endeavor to align the 
interests of management and the board of directors with the interests of the company’s shareholders.  For 
example, we generally believe that compensation should be designed to reward management for doing a good 
job of creating value for the shareholders of the company. 
 

Transparency.  Promotion of timely disclosure of important information about a company’s 
business operations and financial performance enables investors to evaluate the performance of a company 
and to make informed decisions about the purchase and sale of a company’s securities. 
 
DECISION METHODS 
 

We generally believe that the individual portfolio managers that invest in and track particular 
companies are the most knowledgeable and best suited to make decisions with regard to proxy 
votes.  Therefore, we rely on those individuals to make the final decisions on how to cast proxy votes. 
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No set of proxy voting guidelines can anticipate all situations that may arise.  In special cases, we 
may seek insight from our managers and analysts on how a particular proxy proposal will impact the financial 
prospects of a company, and vote accordingly. 

  
In some instances, a proxy vote may present a conflict between the interests of a client, on the one 

hand, and our interests or the interests of a person affiliated with us, on the other.  In such a case, we will 
abstain from making a voting decision and will forward all of the necessary proxy voting materials to the 
client to enable the client to cast the votes. 
   
SUMMARY OF PROXY VOTING GUIDELINES 
 
Election of the Board of Directors 
 

We believe that good corporate governance generally starts with a board composed primarily of 
independent directors, unfettered by significant ties to management, all of whose members are elected 
annually.  In addition, key board committees should be entirely independent. 
 

The election of a company’s board of directors is one of the most fundamental rights held by 
shareholders.  Because a classified board structure prevents shareholders from electing a full slate of directors 
annually, we will generally support efforts to declassify boards or other measures that permit shareholders to 
remove a majority of directors at any time, and will generally oppose efforts to adopt classified board 
structures. 
 
Approval of Independent Registered Public Accounting Firm 
 

We believe that the relationship between a company and its independent registered public 
accounting firm should be limited primarily to the audit engagement, although it may include certain closely 
related activities that do not raise an appearance of impaired independence. 
 

We will evaluate on a case-by-case basis instances in which the audit firm has a substantial non-
audit relationship with a company to determine whether we believe independence has been, or could be, 
compromised. 
 
Equity-based compensation plans 
 

We believe that appropriately designed equity-based compensation plans, approved by shareholders, 
can be an effective way to align the interests of shareholders and the interests of directors, management, and 
employees by providing incentives to increase shareholders value.  Conversely, we are opposed to plans that 
substantially dilute ownership interests in the company, provide participants with excessive awards, or have 
inherently objectionable structure features. 
 

We will generally support measures intended to increase stock ownership by executives and the use 
of employee stock purchase plans to increase company stock ownership by employees.  These may include: 
 
 1. Requiring senior executives to hold stock in a company. 

 2. Requiring stock acquired through option exercise to be held for a certain period of time. 

 3. Using restricted stock grants instead of options. 

 4. Awards based on non-discretionary grants specified by the plan’s terms rather than subject 
to management’s discretion. 

 
While we evaluate plans on a case-by-case basis, we will generally oppose plans that have the 

following features: 
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 1. Annual option grants that would exceed 2% of outstanding shares. 

 2. Ability to issue options with an exercise price below the stock’s current market price. 

 3. Automatic share replenishment (“evergreen”) feature. 
 
 4. Authorization to permit the board of directors to materially amend a plan without shareholder 

approval. 
 5. Authorizes the re-pricing of stock options or the cancellation and exchange of options without 

shareholder approval. 
 

These are guidelines, and we consider other factors, such as the nature of the industry and size of 
the company, when assessing a plan’s impact on ownership interests. 
 
Corporate Structure 
 

We view the exercise of shareholders’ rights, including the rights to act by written consent, to call 
special meetings and to remove directors, to be fundamental to good corporate governance. 
 

Because classes of common stock with unequal voting rights limit the rights of certain shareholders, 
we generally believe that shareholders should have voting power equal to their equity interest in the company 
and should be able to approve or reject changes to a company’s by-laws by a simple majority vote. 
 

Because the requirement of a super-majority vote can limit the ability of shareholders to effect 
change, we will support proposals to remove super-majority (typically from 66.7% to 80%) voting 
requirements for certain types of proposals and oppose proposals to impose super-majority requirements. 
 

We will generally support the ability of shareholders to cumulate their votes for the election of 
directors. 
 
Shareholder Rights Plans 
 

While we recognize that there are arguments both in favor of and against shareholder rights plans, 
also known as poison pills, such measures may tend to entrench current management, which we generally 
consider to have a negative impact on shareholder value. 
 

We believe the best approach is for a company to seek shareholder approval of rights plans and we 
generally support shareholder resolutions requesting that shareholders be given the opportunity to vote on 
the adoption of rights plans. 
 

We will generally be more inclined to support a shareholder rights plan if the plan (i) has short-term 
“sunset” provisions, (ii) is linked to a business strategy that will likely result in greater value for shareholders, 
(iii) requires shareholder approval to reinstate the expired plan or adopt a new plan at the end of its term, and 
(iv) is subject to mandatory review by a committee of independent directors. 

 
CLIENT INFORMATION 
 

A copy of these Proxy Voting Policies and Procedures is available to our clients, without charge, 
upon request, by calling 1-800-711-9764.  We will send a copy of these Proxy Voting Policies and Procedures 
within three business days of receipt of a request, by first-class mail or other means designed to ensure equally 
prompt delivery. 
 

In addition, we will provide each client, without charge, upon request, information regarding the 
proxy votes cast by us with regard to the client’s securities. 
  



 71 
 

APPENDIX B- DESCRIPTION OF BOND RATINGS 

 
SHORT-TERM RATINGS 

 
Standard & Poor’s Short-Term Issue Credit Ratings 

 
  
A Standard & Poor's issue credit rating is a current opinion of the creditworthiness of an obligor with respect 
to a specific financial obligation, a specific class of financial obligations or a specific financial program 
(including ratings on medium-term note programs and commercial paper programs). It takes into 
consideration the creditworthiness of guarantors, insurers or other forms of credit enhancement on the 
obligation and takes into account the currency in which the obligation is denominated. The issue credit rating 
is not a recommendation to purchase, sell or hold a financial obligation, inasmuch as it does not comment as 
to market price or suitability for a particular investor. 
  
Issue credit ratings are based on current information furnished by the obligors or obtained by Standard & 
Poor's from other sources it considers reliable. Standard & Poor's does not perform an audit in connection 
with any credit rating and may, on occasion, rely on unaudited financial information. Credit ratings may be 
changed, suspended or withdrawn as a result of changes in, or unavailability of, such information, or based 
on other circumstances. 
  
Issue credit ratings can be either long term or short term. Short-term ratings are generally assigned to those 
obligations considered short-term in the relevant market. In the U.S., for example, that means obligations 
with an original maturity of no more than 365 days including commercial paper. Short-term ratings are also 
used to indicate the creditworthiness of an obligor with respect to put features on long-term obligations. The 
result is a dual rating, in which the short-term rating addresses the put feature, in addition to the usual long-
term rating. Medium-term notes are assigned long-term ratings. 
  
Short-Term Issue Credit Ratings 
 
A-1 
 
A short-term obligation rated 'A-1' is rated in the highest category by Standard & Poor's. The obligor's 
capacity to meet its financial commitment on the obligation is strong. Within this category, certain obligations 
are designated with a plus sign (+). This indicates that the obligor's capacity to meet its financial commitment 
on these obligations is extremely strong. 
 
A-2 
 
A short-term obligation rated 'A-2' is somewhat more susceptible to the adverse effects of changes in 
circumstances and economic conditions than obligations in higher rating categories. However, the obligor's 
capacity to meet its financial commitment on the obligation is satisfactory. 
 
A-3 
 
A short-term obligation rated 'A-3' exhibits adequate protection parameters. However, adverse economic 
conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet 
its financial commitment on the obligation. 
  
B 
 
A short-term obligation rated 'B' is regarded as having significant speculative characteristics. Ratings of 'B-
1', 'B-2', and 'B-3' may be assigned to indicate finer distinctions within the 'B' category. The obligor currently 
has the capacity to meet its financial commitment on the obligation; however, it faces major ongoing 
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uncertainties which could lead to the obligor's inadequate capacity to meet its financial commitment on the 
obligation. 
 
B-1 
 
A short-term obligation rated 'B-1' is regarded as having significant speculative characteristics, but the 
obligor has a relatively stronger capacity to meet its financial commitments over the short-term compared to 
other speculative-grade obligors. 
 
B-2 
 
A short-term obligation rated 'B-2' is regarded as having significant speculative characteristics, and the 
obligor has an average speculative-grade capacity to meet its financial commitments over the short-term 
compared to other speculative-grade obligors. 
 
B-3 
 
A short-term obligation rated 'B-3' is regarded as having significant speculative characteristics, and the 
obligor has a relatively weaker capacity to meet its financial commitments over the short-term compared to 
other speculative-grade obligors. 
 
C 
 
A short-term obligation rated 'C' is currently vulnerable to nonpayment and is dependent upon favorable 
business, financial, and economic conditions for the obligor to meet its financial commitment on the 
obligation. 
 
D 
 
A short-term obligation rated 'D' is in payment default. The 'D' rating category is used when payments on an 
obligation are not made on the date due even if the applicable grace period has not expired, unless Standard 
& Poor's believes that such payments will be made during such grace period. The 'D' rating also will be used 
upon the filing of a bankruptcy petition or the taking of a similar action if payments on an obligation are 
jeopardized. 
 
Active Qualifiers (Currently applied and/or outstanding)  

 
  
i 
  
This subscript is used for issues in which the credit factors, terms, or both, that determine the likelihood of 
receipt of payment of interest are different from the credit factors, terms or both that determine the likelihood 
of receipt of principal on the obligation. The 'i' subscript indicates that the rating addresses the interest portion 
of the obligation only. The 'i' subscript will always be used in conjunction with the 'p' subscript, which 
addresses likelihood of receipt of principal. For example, a rated obligation could be assigned ratings of 
"AAAp N.R.i" indicating that the principal portion is rated "AAA" and the interest portion of the obligation 
is not rated. 
  
L 
  
Ratings qualified with 'L' apply only to amounts invested up to federal deposit insurance limits. 
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p 
  
This subscript is used for issues in which the credit factors, the terms, or both, that determine the likelihood 
of receipt of payment of principal are different from the credit factors, terms or both that determine the 
likelihood of receipt of interest on the obligation. The 'p' subscript indicates that the rating addresses the 
principal portion of the obligation only. The 'p' subscript will always be used in conjunction with the 'i' 
subscript, which addresses likelihood of receipt of interest. For example, a rated obligation could be assigned 
ratings of "AAAp N.R.i" indicating that the principal portion is rated "AAA" and the interest portion of the 
obligation is not rated. 
  
pi 
  
Ratings with a 'pi' subscript are based on an analysis of an issuer's published financial information, as well 
as additional information in the public domain. They do not, however, reflect in-depth meetings with an 
issuer's management and are therefore based on less comprehensive information than ratings without a 'pi' 
subscript. Ratings with a 'pi' subscript are reviewed annually based on a new year's financial statements, but 
may be reviewed on an interim basis if a major event occurs that may affect the issuer's credit quality. 
  
pr 
  
The letters 'pr' indicate that the rating is provisional. A provisional rating assumes the successful completion 
of the project financed by the debt being rated and indicates that payment of debt service requirements is 
largely or entirely dependent upon the successful, timely completion of the project. This rating, however, 
while addressing credit quality subsequent to completion of the project, makes no comment on the likelihood 
of or the risk of default upon failure of such completion. The investor should exercise his own judgment with 
respect to such likelihood and risk. 
  
preliminary 
  
Preliminary ratings are assigned to issues, including financial programs, in the following circumstances. 
  
 • Preliminary ratings may be assigned to obligations, most commonly structured and project finance 

issues, pending receipt of final documentation and legal opinions. Assignment of a final rating is 
conditional on the receipt and approval by Standard & Poor's of appropriate documentation. 
Changes in the information provided to Standard & Poor's could result in the assignment of a 
different rating. In addition, Standard & Poor's reserves the right not to issue a final rating. 

  
 • Preliminary ratings are assigned to Rule 415 Shelf Registrations. As specific issues, with defined 

terms, are offered from the master registration, a final rating may be assigned to them in accordance 
with Standard & Poor's policies. The final rating may differ from the preliminary rating. 

  
t 
  
This symbol indicates termination structures that are designed to honor their contracts to full maturity or, 
should certain events occur, to terminate and cash settle all their contracts before their final maturity date. 
  
Inactive Qualifiers (No longer applied or outstanding)  

 
  
* 
 
This symbol indicated continuance of the ratings is contingent upon Standard & Poor's receipt of an executed 
copy of the escrow agreement or closing documentation confirming investments and cash flows. 
Discontinued use in August 1998. 
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c 
 
This qualifier was used to provide additional information to investors that the bank may terminate its 
obligation to purchase tendered bonds if the long-term credit rating of the issuer is below an investment-
grade level and/or the issuer's bonds are deemed taxable. Discontinued use in January 2001. 
 
q 
 
A 'q' subscript indicates that the rating is based solely on quantitative analysis of publicly available 
information. Discontinued use in April 2001. 
 
r 
 
The 'r' modifier was assigned to securities containing extraordinary risks, particularly market risks, that are 
not covered in the credit rating. The absence of an 'r' modifier should not be taken as an indication that an 
obligation will not exhibit extraordinary non-credit related risks. Standard & Poor's discontinued the use of 
the 'r' modifier for most obligations in June 2000 and for the balance of obligations (mainly structured finance 
transactions) in November 2002. 
 
Local Currency and Foreign Currency Risks 
 
Country risk considerations are a standard part of Standard & Poor's analysis for credit ratings on any issuer 
or issue. Currency of repayment is a key factor in this analysis. An obligor's capacity to repay foreign 
currency obligations may be lower than its capacity to repay obligations in its local currency due to the 
sovereign government's own relatively lower capacity to repay external versus domestic debt. These 
sovereign risk considerations are incorporated in the debt ratings assigned to specific issues. Foreign currency 
issuer ratings are also distinguished from local currency issuer ratings to identify those instances where 
sovereign risks make them different for the same issuer. 
 

Moody’s Short-Term Debt Ratings 
  
Short-Term Ratings 
  
Moody's short-term ratings are opinions of the ability of issuers to honor short-term financial obligations. 
Ratings may be assigned to issuers, short-term programs or to individual short-term debt instruments. Such 
obligations generally have an original maturity not exceeding thirteen months, unless explicitly noted. 
  
Moody's employs the following designations to indicate the relative repayment ability of rated issuers: 
  
P-1 
  
Issuers (or supporting institutions) rated Prime-1 have a superior ability to repay short-term debt obligations. 
  
 
P-2 
  
Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt obligations. 
  
P-3 
  
Issuers (or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term obligations. 
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NP 
  
Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories. 
  
Note: Canadian issuers rated P-1 or P-2 have their short-term ratings enhanced by the senior-most long-term 
rating of the issuer, its guarantor or support-provider. 
  
 Fitch’s International Short-Term Credit Ratings 
  
 The following ratings scale applies to foreign currency and local currency ratings. A Short-term rating has 

a time horizon of less than 13 months for most obligations, or up to three years for US public finance, in line 
with industry standards, to reflect unique risk characteristics of bond, tax, and revenue anticipation notes that 
are commonly issued with terms up to three years. Short-term ratings thus place greater emphasis on the 
liquidity necessary to meet financial commitments in a timely manner. 
  
 
  F1 Highest credit quality.  Indicates the Strongest capacity for timely payment of financial 

commitments; may have an added “+” to denote any exceptionally strong credit feature. 
  
  F2 Good credit quality.  A satisfactory capacity for timely payment of financial 

commitments, but the margin of safety is not as great as in the case of the higher ratings. 
  
  F3 Fair credit quality.  The capacity for timely payment of financial commitments is 

adequate; however, near-term adverse changes could result in a reduction to non-
investment grade. 

  
  B Speculative.  Minimal capacity for timely payment of financial commitments, plus 

vulnerability to near-term adverse changes in financial and economic conditions. 
  
  C High default risk.  Default is a real possibility.  Capacity for meeting financial 

commitments is solely reliant upon a sustained, favorable business and economic 
environment. 

  
  RD Indicated an entity that has defaulted on one or more of its financial commitments, 

although it continues to meet other obligations. 
  
  D Indicates an entity or sovereign that has defaulted on all of its financial obligations. 

  
Notes to International Long-Term and Short-Term ratings: 
  
The modifiers "+" or "-" may be appended to a rating to denote relative status within major rating categories. 
Such suffixes are not added to the 'AAA' Long-term rating category, to categories below 'CCC', or to Short-
term ratings other than 'F1'. (The +/- modifiers are only used to denote issues within the CCC category, 
whereas issuers are only rated CCC without the use of modifiers.) 
  
Rating Watch: Ratings are placed on Rating Watch to notify investors that there is a reasonable probability 
of a rating change and the likely direction of such change. These are designated as "Positive", indicating a 
potential upgrade, "Negative", for a potential downgrade, or "Evolving", if ratings may be raised, lowered or 
maintained. Rating Watch is typically resolved over a relatively short period. 
  
Rating Outlook: An Outlook indicates the direction a rating is likely to move over a one to two-year period. 
Outlooks may be positive, stable or negative. A positive or negative Rating Outlook does not imply a rating 
change is inevitable. Similarly, ratings for which outlooks are 'stable' could be upgraded or downgraded 
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before an outlook moves to positive or negative if circumstances warrant such an action. Occasionally, Fitch 
Ratings may be unable to identify the fundamental trend. In these cases, the Rating Outlook may be described 
as evolving. 
  
Program ratings (such as the those assigned to MTN shelf registrations) relate only to standard issues made 
under the program concerned; it should not be assumed that these ratings apply to every issue made under 
the program. In particular, in the case of non-standard issues, i.e. those that are linked to the credit of a third 
party or linked to the performance of an index, ratings of these issues may deviate from the applicable 
program rating. 
  
Variable rate demand obligations and other securities which contain a short-term 'put' or other similar demand 
feature will have a dual rating, such as AAA/F1+. The first rating reflects the ability to meet long-term 
principal and interest payments, whereas the second rating reflects the ability to honor the demand feature in 
full and on time. 
  
Interest Only 
Interest Only ratings are assigned to interest strips. These ratings do not address the possibility that a security 
holder might fail to recover some or all of its initial investment due to voluntary or involuntary principal 
repayments. 
  
Principal Only 
Principal Only ratings address the likelihood that a security holder will receive their initial principal 
investment either before or by the scheduled maturity date. 
  
Rate of Return 
Ratings also may be assigned to gauge the likelihood of an investor receiving a certain predetermined internal 
rate of return without regard to the precise timing of any cash flows. 
  
'PIF' 
Paid-in -Full; denotes a security that is paid-in-full, matured, called or refinanced. 
  
'NR' indicates that Fitch Ratings does not rate the issuer or issue in question. 
  
'Withdrawn': A rating is withdrawn when Fitch Ratings deems the amount of information available to be 
inadequate for rating purposes, or when an obligation matures, is called, or refinanced or for any other reason 
Fitch Ratings deems sufficient. 
  

Fitch Ratings (“Fitch”) National Short-Term Credit Ratings 
  
National Ratings are an assessment of credit quality relative to the rating of the "best" credit risk in a country. 
This "best" risk will normally, although not always, be assigned to all financial commitments issued or 
guaranteed by the sovereign state. 
  
A special identifier for the country concerned will be added at the end of all national ratings. For illustrative 
purposes, (xxx) has been used, in the table below. 
  
  F1(xxx) Indicates the strongest capacity for timely payment of financial commitments relative to 

other issuers or issues in the same country.  Under their national rating scale, this rating 
is assigned to the “best” credit risk relative to all others in the same country and is 
normally assigned to all financial commitments issued or guaranteed by the sovereign 
state.  Where the credit risk is particularly strong, a “+” is added to the assigned rating. 
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  F2(xxx) Indicates a satisfactory capacity for timely payment of financial commitments relative to 
other issuers or issues in the same country.  However, the margin of safety is not as great 
as in the case of the higher ratings. 

 
  F3(xxx) Indicates an adequate capacity for timely payment of financial commitments relative to 

other issuers or issues in the same country.  However, such capacity is more susceptible 
to near-term adverse changes than for financial commitments in higher rated categories. 

  
  B (xxx) Indicates an uncertain capacity for timely payment of financial commitments relative to 

other issuers or issues in the same country.  Such capacity is highly susceptible to near-
term adverse changes in financial and economic conditions. 

  
  C (xxx) Indicates a highly uncertain capacity for timely payment of financial commitments 

relative to other issuers or issues in the same country.  Capacity or meeting financial 
commitments is solely reliant upon a sustained, favorable business and economic 
environment. 

  
  D (xxx) Indicates actual or imminent payment default. 

  
Note to National Short-Term ratings: 
  
In certain countries, regulators have established credit rating scales, to be used within their domestic markets, 
using specific nomenclature. In these countries, our National Short-Term Ratings definitions for F1+(xxx), 
F1(xxx), F2(xxx) and F3(xxx) may be substituted by those regulatory scales, e.g. A1+, A1, A2 and A3. 

  
LONG-TERM RATINGS 

  
Standard & Poor’s Long-Term Issue Credit Ratings 

  
Long-Term Issue Credit Ratings 
  
Issue credit ratings are based, in varying degrees, on the following considerations: 
  
• Likelihood of payment, capacity and willingness of the obligor to meet its financial commitment 

on an obligation in accordance with the terms of the obligation; 
  
• Nature of and provisions of the obligation; 
  
• Protection afforded by, and relative position of, the obligation in the event of bankruptcy, 

reorganization, or other arrangement under the laws of bankruptcy and other laws affecting 
creditors' rights. 

  
The issue rating definitions are expressed in terms of default risk. As such, they pertain to senior obligations 
of an entity. Junior obligations are typically rated lower than senior obligations, to reflect the lower priority 
in bankruptcy, as noted above. (Such differentiation applies when an entity has both senior and subordinated 
obligations, secured and unsecured obligations, or operating company and holding company obligations.) 
Accordingly, in the case of junior debt, the rating may not conform exactly with the category definition. 
  
AAA 
  
An obligation rated 'AAA' has the highest rating assigned by Standard & Poor's. The obligor's capacity to 
meet its financial commitment on the obligation is extremely strong. 
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AA 
  
An obligation rated 'AA' differs from the highest-rated obligations only to a small degree. The obligor's 
capacity to meet its financial commitment on the obligation is very strong. 
  
A 
  
An obligation rated 'A' is somewhat more susceptible to the adverse effects of changes in circumstances and 
economic conditions than obligations in higher-rated categories. However, the obligor's capacity to meet its 
financial commitment on the obligation is still strong. 
  
BBB 
  
An obligation rated 'BBB' exhibits adequate protection parameters. However, adverse economic conditions 
or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial 
commitment on the obligation. 
  
BB, B, CCC, CC, and C 
  
Obligations rated 'BB', 'B', 'CCC', 'CC', and 'C' are regarded as having significant speculative characteristics. 
'BB' indicates the least degree of speculation and 'C' the highest. While such obligations will likely have some 
quality and protective characteristics, these may be outweighed by large uncertainties or major exposures to 
adverse conditions. 
  
BB 
  
An obligation rated 'BB' is less vulnerable to nonpayment than other speculative issues. However, it faces 
major ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could 
lead to the obligor's inadequate capacity to meet its financial commitment on the obligation. 
  
B 
  
An obligation rated 'B' is more vulnerable to nonpayment than obligations rated 'BB', but the obligor currently 
has the capacity to meet its financial commitment on the obligation. Adverse business, financial, or economic 
conditions will likely impair the obligor's capacity or willingness to meet its financial commitment on the 
obligation. 
  
CCC 
  
An obligation rated 'CCC' is currently vulnerable to nonpayment, and is dependent upon favorable business, 
financial, and economic conditions for the obligor to meet its financial commitment on the obligation. In the 
event of adverse business, financial or economic conditions, the obligor is not likely to have the capacity to 
meet its financial commitment on the obligation. 
  
CC 
  
An obligation rated 'CC' is currently highly vulnerable to nonpayment. 
  
C 
 

A subordinated debt or preferred stock obligation rated 'C' is currently highly vulnerable to nonpayment. The 
'C' rating may be used to cover a situation where a bankruptcy petition has been filed or similar action taken, 
but payments on this obligation are being continued. A 'C' also will be assigned to a preferred stock issue in 
arrears on dividends or sinking fund payments, but that is currently paying. 
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D 
  
An obligation rated 'D' is in payment default. The 'D' rating category is used when payments on an obligation 
are not made on the date due even if the applicable grace period has not expired, unless Standard & Poor's 
believes that such payments will be made during such grace period. The 'D' rating also will be used upon the 
filing of a bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized. 
  
Plus (+) or minus (-) 
  
The ratings from 'AA' to 'CCC' may be modified by the addition of a plus (+) or minus (-) sign to show 
relative standing within the major rating categories. 
  
N.R. 
  
This indicates that no rating has been requested, that there is insufficient information on which to base a 
rating, or that Standard & Poor's does not rate a particular obligation as a matter of policy. 
  
Active Qualifiers (Currently applied and/or outstanding)  

 
i 
  
This subscript is used for issues in which the credit factors, terms, or both, that determine the likelihood of 
receipt of payment of interest are different from the credit factors, terms or both that determine the likelihood 
of receipt of principal on the obligation. The 'i' subscript indicates that the rating addresses the interest portion 
of the obligation only. The 'i' subscript will always be used in conjunction with the 'p' subscript, which 
addresses likelihood of receipt of principal. For example, a rated obligation could be assigned ratings of 
"AAAp N.R.i" indicating that the principal portion is rated "AAA" and the interest portion of the obligation 
is not rated. 
  
L 
  
Ratings qualified with 'L' apply only to amounts invested up to federal deposit insurance limits. 
  
p 
 
This subscript is used for issues in which the credit factors, the terms, or both, that determine the likelihood 
of receipt of payment of principal are different from the credit factors, terms or both that determine the 
likelihood of receipt of interest on the obligation. The 'p' subscript indicates that the rating addresses the 
principal portion of the obligation only. The 'p' subscript will always be used in conjunction with the 'i' 
subscript, which addresses likelihood of receipt of interest. For example, a rated obligation could be assigned 
ratings of "AAAp N.R.i" indicating that the principal portion is rated "AAA" and the interest portion of the 
obligation is not rated. 
pi 
  
Ratings with a 'pi' subscript are based on an analysis of an issuer's published financial information, as well 
as additional information in the public domain. They do not, however, reflect in-depth meetings with an 
issuer's management and are therefore based on less comprehensive information than ratings without a 'pi' 
subscript. Ratings with a 'pi' subscript are reviewed annually based on a new year's financial statements, but 
may be reviewed on an interim basis if a major event occurs that may affect the issuer's credit quality. 
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pr 
  
The letters 'pr' indicate that the rating is provisional. A provisional rating assumes the successful completion 
of the project financed by the debt being rated and indicates that payment of debt service requirements is 
largely or entirely dependent upon the successful, timely completion of the project. This rating, however, 
while addressing credit quality subsequent to completion of the project, makes no comment on the likelihood 
of or the risk of default upon failure of such completion. The investor should exercise his own judgment with 
respect to such likelihood and risk. 
  
preliminary 
  
Preliminary ratings are assigned to issues, including financial programs, in the following circumstances. 
  
• Preliminary ratings may be assigned to obligations, most commonly structured and project finance 

issues, pending receipt of final documentation and legal opinions. Assignment of a final rating is 
conditional on the receipt and approval by Standard & Poor's of appropriate documentation. 
Changes in the information provided to Standard & Poor's could result in the assignment of a 
different rating. In addition, Standard & Poor's reserves the right not to issue a final rating. 

  
• Preliminary ratings are assigned to Rule 415 Shelf Registrations. As specific issues, with defined 

terms, are offered from the master registration, a final rating may be assigned to them in 
accordance with Standard & Poor's policies. The final rating may differ from the preliminary 
rating. 

  
t 
 
This symbol indicates termination structures that are designed to honor their contracts to full maturity or, 
should certain events occur, to terminate and cash settle all their contracts before their final maturity date. 
  
Inactive Qualifiers (No longer applied or outstanding)  

 
* 
  
This symbol indicated continuance of the ratings is contingent upon Standard & Poor's receipt of an executed 
copy of the escrow agreement or closing documentation confirming investments and cash flows. 
Discontinued use in August 1998. 
  
c 
  
This qualifier was used to provide additional information to investors that the bank may terminate its 
obligation to purchase tendered bonds if the long-term credit rating of the issuer is below an investment-
grade level and/or the issuer's bonds are deemed taxable. Discontinued use in January 2001. 
  
q 
  
A 'q' subscript indicates that the rating is based solely on quantitative analysis of publicly available 
information. Discontinued use in April 2001. 
 
 r 
  
The 'r' modifier was assigned to securities containing extraordinary risks, particularly market risks, that are 
not covered in the credit rating. The absence of an 'r' modifier should not be taken as an indication that an 
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obligation will not exhibit extraordinary non-credit related risks. Standard & Poor's discontinued the use of 
the 'r' modifier for most obligations in June 2000 and for the balance of obligations (mainly structured finance 
transactions) in November 2002. 
  
Local Currency and Foreign Currency Risks 
 
Country risk considerations are a standard part of Standard & Poor's analysis for credit ratings on any issuer 
or issue. Currency of repayment is a key factor in this analysis. An obligor's capacity to repay foreign 
currency obligations may be lower than its capacity to repay obligations in its local currency due to the 
sovereign government's own relatively lower capacity to repay external versus domestic debt. These 
sovereign risk considerations are incorporated in the debt ratings assigned to specific issues. Foreign currency 
issuer ratings are also distinguished from local currency issuer ratings to identify those instances where 
sovereign risks make them different for the same issuer. 
 

Moody’s Long-Term Debt Ratings 
  
Long-Term Obligation Ratings 
  
Moody's long-term obligation ratings are opinions of the relative credit risk of fixed-income obligations with 
an original maturity of one year or more. They address the possibility that a financial obligation will not be 
honored as promised. Such ratings reflect both the likelihood of default and any financial loss suffered in the 
event of default. 
  
Moody's Long-Term Rating Definitions: 
  
Aaa 
  
Obligations rated Aaa are judged to be of the highest quality, with minimal credit risk. 
  
Aa 
  
Obligations rated Aa are judged to be of high quality and are subject to very low credit risk. 
  
A 
  
Obligations rated A are considered upper-medium grade and are subject to low credit risk. 
  
Baa 
  
Obligations rated Baa are subject to moderate credit risk. They are considered medium-grade and as such 
may possess certain speculative characteristics. 
  
Ba 
  
Obligations rated Ba are judged to have speculative elements and are subject to substantial credit risk. 

  
 
B 
  
Obligations rated B are considered speculative and are subject to high credit risk. 
  
 
 



 82 
 

Caa 
  
Obligations rated Caa are judged to be of poor standing and are subject to very high credit risk. 
  
Ca 
  
Obligations rated Ca are highly speculative and are likely in, or very near, default, with some prospect of 
recovery of principal and interest. 
  
C 
  
Obligations rated C are the lowest rated class of bonds and are typically in default, with little prospect for 
recovery of principal or interest. 
  
  
Note: Moody's appends numerical modifiers 1, 2, and 3 to each generic rating classification from Aa through 
Caa. The modifier 1 indicates that the obligation ranks in the higher end of its generic rating category; the 
modifier 2 indicates a mid-range ranking; and the modifier 3 indicates a ranking in the lower end of that 
generic rating category. 
  

Fitch’s International Long-Term Credit Ratings 
  
 International Long-Term Credit Ratings (LTCR) may also be referred to as Long-Term Ratings. When 

assigned to most issuers, it is used as a benchmark measure of probability of default and is formally described 
as an Issuer Default Rating (IDR). The major exception is within Public Finance, where IDRs will not be 
assigned as market convention has always focused on timeliness and does not draw analytical distinctions 
between issuers and their underlying obligations. When applied to issues or securities, the LTCR may be 
higher or lower than the issuer rating (IDR) to reflect relative differences in recovery expectations. 
   
The following rating scale applies to foreign currency and local currency ratings: 
  
Investment Grade 
  
  AAA Highest credit quality.  ‘AAA’ ratings denote the lowest expectation of credit 

risk.  They are assigned only in case of exceptionally strong capacity for payment 
of financial commitments.  This capacity is highly unlikely to be adversely affected 
by foreseeable events. 

  
  AA Very high credit quality.  ‘AA’ ratings denote expectations of low credit 

risk.  They indicate very strong capacity for timely payment of financial 
commitments.  This capacity is not significantly vulnerable to foreseeable events. 

  
  A High credit quality.  ‘A’ ratings denote expectations of low credit risk.  The 

capacity for payment of financial commitments is considered strong.  This capacity 
may, nevertheless, be more vulnerable to changes in circumstances or in economic 
conditions than is the case for higher ratings. 

  
  BBB Good credit quality.  ‘BBB’ ratings indicate that there is currently expectations of 

low credit risk.  The capacity for payment of financial commitments is considered 
adequate, but adverse changes in circumstances and economic conditions are more 
likely to impair this capacity.  This is the lowest investment-grade category. 
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Speculative Grade 
  
  BB Speculative.  ‘BB’ ratings indicate that there is a possibility of credit risk 

developing, particularly as the result of adverse economic change over time; 
however, business or financial alternatives may be available to allow financial 
commitments to be met.  Securities rated in this category are not investment grade. 

  
 B Highly speculative. 

  
• For issuers and performing obligations, 'B' ratings indicate that significant 

credit risk is present, but a limited margin of safety remains. Financial 
commitments are currently being met; however, capacity for continued 
payment is contingent upon a sustained, favorable business and economic 
environment. 

 
• For individual obligations, may indicate distressed or defaulted obligations 

with potential for extremely high recoveries. Such obligations would possess 
a Recovery Rating of 'R1' (outstanding). 

  
CCC 
  
• For issuers and performing obligations, default is a real possibility. Capacity 

for meeting financial commitments is solely reliant upon sustained, favorable 
business or economic conditions. 

 
•  For individual obligations, may indicate distressed or defaulted obligations 

with potential for average to superior levels of recovery. Differences in credit 
quality may be denoted by plus/minus distinctions. Such obligations typically 
would possess a Recovery Rating of 'R2' (superior), or 'R3' (good) or 'R4' 
(average). 

  
CC 
  
• For issuers and performing obligations, default of some kind appears 

probable. 
 
• For individual obligations, may indicate distressed or defaulted obligations 

with a Recovery Rating of 'R4' (average) or 'R5' (below average). 
 
C 
  
• For issuers and performing obligations, default is imminent. 
 
• For individual obligations, may indicate distressed or defaulted obligations 

with potential for below-average to poor recoveries. Such obligations would 
possess a Recovery Rating of 'R6' (poor). 
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RD 
Indicates an entity that has failed to make due payments (within the applicable grace period) on some but not 
all material financial obligations, but continues to honor other classes of obligations.  

  
D 
Indicates an entity or sovereign that has defaulted on all of its financial obligations. Default generally is 
defined as one of the following: 
  
- failure of an obligor to make timely payment of principal and/or interest under the contractual terms of any 
financial obligation; - the bankruptcy filings, administration, receivership, liquidation or other winding-up or 
cessation of business of an obligor; or - the distressed or other coercive exchange of an obligation, where 
creditors were offered securities with diminished structural or economic terms compared with the existing 
obligation. 
  
Default ratings are not assigned prospectively; within this context, non-payment on an instrument that 
contains a deferral feature or grace period will not be considered a default until after the expiration of the 
deferral or grace period. 
  
Issuers will be rated 'D' upon a default. Defaulted and distressed obligations typically are rated along the 
continuum of 'C' to 'B' ratings categories, depending upon their recovery prospects and other relevant 
characteristics. Additionally, in structured finance transactions, where analysis indicates that an instrument 
is irrevocably impaired such that it is not expected to meet pay interest and/or principal in full in accordance 
with the terms of the obligation's documentation during the life of the transaction, but where no payment 
default in accordance with the terms of the documentation is imminent, the obligation may be rated in the 'B' 
or 'CCC-C' categories. 
  
Default is determined by reference to the terms of the obligations' documentation. Fitch will assign default 
ratings where it has reasonably determined that payment has not been made on a material obligation in 
accordance with the requirements of the obligation's documentation, or where it believes that default ratings 
consistent with Fitch's published definition of default are the most appropriate ratings to assign. 
  

 
  
Notes to International Long-Term and Short-Term ratings 
  
The modifiers "+" or "-" may be appended to a rating to denote relative status within major rating categories. 
Such suffixes are not added to the 'AAA' Long-term rating category, to categories below 'CCC', or to Short-
term ratings other than 'F1'. (The +/- modifiers are only used to denote issues within the CCC category, 
whereas issuers are only rated CCC without the use of modifiers.) 
  
Rating Watch: Ratings are placed on Rating Watch to notify investors that there is a reasonable probability 
of a rating change and the likely direction of such change. These are designated as "Positive", indicating a 
potential upgrade, "Negative", for a potential downgrade, or "Evolving", if ratings may be raised, lowered or 
maintained. Rating Watch is typically resolved over a relatively short period. 
  
Rating Outlook: An Outlook indicates the direction a rating is likely to move over a one to two-year period. 
Outlooks may be positive, stable or negative. A positive or negative Rating Outlook does not imply a rating 
change is inevitable. Similarly, ratings for which outlooks are 'stable' could be upgraded or downgraded 
before an outlook moves to positive or negative if circumstances warrant such an action. Occasionally, Fitch 
Ratings may be unable to identify the fundamental trend. In these cases, the Rating Outlook may be described 
as evolving. 
  
Program ratings (such as the those assigned to MTN shelf registrations) relate only to standard issues made 
under the program concerned; it should not be assumed that these ratings apply to every issue made under 
the program. In particular, in the case of non-standard issues, i.e. those that are linked to the credit of a third 
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party or linked to the performance of an index, ratings of these issues may deviate from the applicable 
program rating. 
  
Variable rate demand obligations and other securities which contain a short-term 'put' or other similar demand 
feature will have a dual rating, such as AAA/F1+. The first rating reflects the ability to meet long-term 
principal and interest payments, whereas the second rating reflects the ability to honor the demand feature in 
full and on time. 
  
Interest Only 
Interest Only ratings are assigned to interest strips. These ratings do not address the possibility that a security 
holder might fail to recover some or all of its initial investment due to voluntary or involuntary principal 
repayments. 
  
Principal Only 
Principal Only ratings address the likelihood that a security holder will receive their initial principal 
investment either before or by the scheduled maturity date. 
  
Rate of Return 
Ratings also may be assigned to gauge the likelihood of an investor receiving a certain predetermined internal 
rate of return without regard to the precise timing of any cash flows. 
  
'PIF' 
Paid-in -Full; denotes a security that is paid-in-full, matured, called, or refinanced. 
  
'NR' indicates that Fitch Ratings does not rate the issuer or issue in question. 
  
'Withdrawn': A rating is withdrawn when Fitch Ratings deems the amount of information available to be 
inadequate for rating purposes, or when an obligation matures, is called, or refinanced, or for any other reason 
Fitch Ratings deems sufficient. 
  

Fitch’s National Long-Term Credit Ratings 
  
National Ratings are an assessment of credit quality relative to the rating of the "best" credit risk in a country. 
This "best" risk will normally, although not always, be assigned to all financial commitments issued or 
guaranteed by the sovereign state. 
  
A special identifier for the country concerned will be added at the end of all national ratings. For illustrative 
purposes, (xxx) has been used, in the table below. 
  
 AAA(xxx) ‘AAA’ national ratings denote the highest rating assigned in its national rating scale 

for that country.  This rating is assigned to the “best” credit risk relative to all other 
issuers or issues in the same country and will normally be assigned to all financial 
commitments issued or guaranteed by the sovereign state. 

  
 AA(xxx) ‘AA’ national ratings denote a very strong credit risk relative to other issuers or issues 

in the same country.  The credit risk inherent in these financial commitments differs 
only slightly from the country’s highest rated issuers or issues. 

  
  A (xxx) ‘A’ national ratings denote a strong credit risk relative to other issuers or issues in the 

same country.  However, changes in circumstances or economic conditions may affect 
the capacity for timely repayment of these financial commitments to a greater degree 
than for financial commitments denoted by a higher rated category. 
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 BBB(xxx) ‘BBB’ national ratings denote an adequate credit risk relative to other issuers or issues 
in the same country.  However, changes in circumstances or economic conditions are 
more likely to affect the capacity for timely repayment of these financial commitments 
than for financial commitments denoted by a higher rated category. 

  
 BB(xxx) ‘BB’ national ratings denote a fairly weak credit risk relative to other issuers or issues 

in the same country.  Within the context of the country, payment of these financial 
commitments is uncertain to some degree and capacity for timely repayment remains 
more vulnerable to adverse economic change over time. 

  
 B(xxx) ‘B’ national ratings denote a significantly weak credit risk relative to other issuers or 

issues in the same country.  Financial commitments are currently being met but a 
limited margin of safety remains and capacity for continued timely payments is 
contingent upon a sustained, favorable business and economic environment. 

  
 CCC(xxx), CC(xxx), C(xxx) These categories of national ratings denote an extremely weak credit 

risk relative to other issuers or issues in the same country.  Capacity for meeting 
financial commitments is solely reliant upon sustained, favorable business or 
economic developments. 

  
 DDD(xxx), DD(xxx), D(xxx) These categories of national ratings are assigned to entities or 

financial commitments which are currently in default. 
  

MUNICIPAL NOTE RATINGS 
  

Standard & Poor’s Note Ratings 
 Notes 
  
A Standard & Poor's U.S. municipal note rating reflects the liquidity factors and market access risks unique 
to notes. Notes due in three years or less will likely receive a note rating. Notes maturing beyond three years 
will most likely receive a long-term debt rating. The following criteria will be used in making that assessment: 
  
• Amortization schedule - the larger the final maturity relative to other maturities, the more likely 

it will be treated as a note; and 
  
• Source of payment - the more dependent the issue is on the market for its refinancing, the more 

likely it will be treated as a note. 
 Note rating symbols are as follows: 
  
SP-1 
  
Strong capacity to pay principal and interest. An issue determined to possess a very strong capacity to pay 
debt service is given a plus (+) designation. 
  
SP-2 
  
Satisfactory capacity to pay principal and interest, with some vulnerability to adverse financial and economic 
changes over the term of the notes. 
  
SP-3 
  
Speculative capacity to pay principal and interest. 
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Moody’s MIG/VMIG Ratings U.S. Short-Term Ratings 
  
US Municipal Short-Term Debt And Demand Obligation Ratings 
  
Short-Term Debt Ratings 
  
There are three rating categories for short-term municipal obligations that are considered investment grade. 
These ratings are designated as Municipal Investment Grade (MIG) and are divided into three levels -- MIG 
1 through MIG 3. In addition, those short-term obligations that are of speculative quality are designated SG, 
or speculative grade. MIG ratings expire at the maturity of the obligation. 
   
MIG 1 
  
This designation denotes superior credit quality. Excellent protection is afforded by established cash flows, 
highly reliable liquidity support, or demonstrated broad-based access to the market for refinancing. 
  
MIG 2 
  
This designation denotes strong credit quality. Margins of protection are ample, although not as large as in 
the preceding group. 
  
MIG 3 
  
This designation denotes acceptable credit quality. Liquidity and cash-flow protection may be narrow, and 
market access for refinancing is likely to be less well-established. 
  
SG 
  
This designation denotes speculative-grade credit quality. Debt instruments in this category may lack 
sufficient margins of protection. 
  
 

 


