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This Statement of Additional Information (“SAI”) provides information about the Ambrus Tax-Conscious National 

Bond Fund, Ambrus Core Bond Fund and Ambrus Tax-Conscious California Bond Fund (each a “Fund” and together 

the “Funds”). Each Fund is a series of FundVantage Trust (the “Trust”). 

  

This SAI is not a prospectus. It should be read in conjunction with the Funds’ current prospectus dated February 1, 

2024, as restated, amended or supplemented from time to time (the “Prospectus”). This SAI is incorporated by 

reference in its entirety into the Prospectus. The Funds’ audited financial statements and the notes thereto, which are 

included in the Fund’s Annual Report to shareholders dated September 30, 2023, are incorporated into this SAI by 

reference. A copy of the Prospectus and annual reports to shareholders, may be obtained without charge, upon request, 

by writing to the Funds at 500 Ross Street, 154-0520, Pittsburgh, PA 15262 or calling the Funds at (833) 996-2101 or 

on the Funds’ website at www.ambrusfunds.com. 
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GENERAL INFORMATION 

  

The Trust was organized as a Delaware statutory trust on August 28, 2006. The Trust is a series trust authorized to 

issue separate series or classes of shares of beneficial interest. The Trust has established the Funds as separate series 

of the Trust. The Funds may offer Investor Class and Institutional Class shares. Whittier Advisors, LLC (“Whittier” 

or the “Adviser”) serves as the investment adviser to the Funds. 

  

Each Fund is a diversified, open-end management investment company registered under the Investment Company Act 

of 1940, as amended (the “1940 Act”). 

  

INVESTMENT POLICIES 

  

The following supplements the information contained in the Prospectus concerning the investment objectives and 

policies of the Funds. The investment limitations below are considered to be non-fundamental policies which may be 

changed at any time by a vote of the Fund’s Board of Trustees, unless designated as a “Fundamental” policy. In 

addition, any stated percentage limitations are measured at the time of the purchase of a security. 

  

BANK OBLIGATIONS. Bank obligations in which the Funds may invest include certificates of deposit, bankers’ 

acceptances and fixed time deposits. Certificates of deposit are negotiable certificates issued against funds deposited in a 

commercial bank for a definite period of time and earning a specified return. Bankers’ acceptances are negotiable drafts 

or bills of exchange, normally drawn by an importer or exporter to pay for specific merchandise, which are “accepted” by 

a bank, meaning, in effect, that the bank unconditionally agrees to pay the face value of the instrument on maturity. Fixed 

time deposits are bank obligations payable at a stated maturity date and bearing interest at a fixed rate. Fixed time deposits 

may be withdrawn on demand by the investor but may be subject to early withdrawal penalties which vary depending upon 

market conditions and the remaining maturity of the obligation. There are no contractual restrictions on the right to transfer 

a beneficial interest in a fixed time deposit to a third party, although there is no market for such deposits. The Fund will 

not invest in fixed time deposits which (1) are not subject to prepayment or (2) provide for withdrawal penalties upon 

prepayment (other than overnight deposits) if, in the aggregate, more than 15% of its net assets would be invested in such 

deposits, repurchase agreements maturing in more than seven days and other illiquid assets. 

  

Obligations of foreign banks involve somewhat different investment risks than those affecting obligations of United 

States banks, including the possibilities that their liquidity could be impaired because of future political and economic 

developments, that their obligations may be less marketable than comparable obligations of United States banks, that 

a foreign jurisdiction might impose withholding taxes on interest income payable on those obligations, that foreign 

deposits may be seized or nationalized, that foreign governmental restrictions such as exchange controls may be 

adopted which might adversely affect the payment of principal and interest on those obligations and that the selection 

of those obligations may be more difficult because there may be less publicly available information concerning foreign 

banks or the accounting, auditing and financial reporting standards, practices and requirements applicable to foreign 

banks may differ from those applicable to United States banks. Foreign banks are not generally subject to examination 

by any U.S. Government agency or instrumentality. 

   
● BANKERS’ ACCEPTANCES. Bankers’ acceptances are credit instruments evidencing the obligation of a 

bank to pay a draft that has been drawn on it by a customer. These instruments reflect the obligation of both 

the bank and the drawer to pay the face amount of the instrument upon maturity. 

   
● CERTIFICATES OF DEPOSIT. Certificates of deposit are certificates evidencing the indebtedness of a 

commercial bank to repay funds deposited with it for a definite period of time (usually from 14 days to one 

year) at a stated or variable interest rate. Variable rate certificates of deposit provide that the interest rate will 

fluctuate on designated dates based on changes in a designated base rate (such as the composite rate for 

certificates of deposit established by the Federal Reserve Bank of New York). 

   
● TIME DEPOSITS. Time deposits are bank deposits for fixed periods of time. Fixed time deposits may be withdrawn 

on demand by the investor, but may be subject to early withdrawal penalties which may vary depending upon market 

conditions and the remaining maturity of the obligation. There are no contractual restrictions on the right to transfer a 

beneficial interest in a fixed time deposit to a third party, although there is no market for such deposits. 
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BORROWING. Each Fund may borrow money to the extent permitted under the 1940 Act, and as interpreted, 

modified or otherwise permitted by regulatory authority having jurisdiction, from time to time. This means that, in 

general, a Fund may borrow money from banks for any purpose on a secured basis in an amount up to 33-1/3% of the 

Fund’s total assets. A Fund may also borrow money for temporary administrative purposes on an unsecured basis in 

an amount not to exceed 5% of the Fund’s total assets. 

  

Specifically, provisions of the 1940 Act require a Fund to maintain continuous asset coverage (that is, total assets 

including borrowings, less liabilities exclusive of borrowings) of 300% of the amount borrowed, with an exception 

for borrowings not in excess of 5% of the Fund’s total assets made for temporary administrative purposes. Any 

borrowings for temporary administrative purposes in excess of 5% of the Fund’s total assets must maintain continuous 

asset coverage. If the 300% asset coverage should decline as a result of market fluctuations or other reasons, a Fund 

may be required to sell some of its portfolio holdings within three days to reduce the debt and restore the 300% asset 

coverage, even though it may be disadvantageous from an investment standpoint to sell securities at that time. 

  

As noted below, a Fund also may enter into certain transactions, including reverse repurchase agreements (or 

economically similar transactions), that can be viewed as constituting a form of borrowing or financing transaction 

by the Fund. The Derivatives Rule (as defined below) regulates a registered investment company’s use of 

derivatives and certain other transactions that creature future payment and/or delivery obligations by the Fund. 

This new rule became operative in August 2022. The Derivatives Rule prescribes specific “value at risk” or “VaR” 

(further defined below) leverage limits that apply to the Fund with derivatives and other applicable transactions 

(although the Funds may qualify for the Limited Derivatives User Exception (as defined below)). VaR  is an 

estimate of potential losses on an instrument or portfolio over a specified time horizon and at a given confidence 

level. The Funds may apply a relative VaR test or an absolute VaR test (if the Fund’s derivative risk manager, if 

applicable, determines that a designated reference portfolio would not provide an appropriate reference portfolio 

for purposes of the relative VaR test. The limit under the relative VaR test is 200% of the VaR of a designated 

reference portfolio, which, very generally, may be a designated unleveraged index or the Fund’s securities 

portfolio excluding derivatives. If applicable, the limit under the absolute VaR test is 20% of the value of the 

Fund’s net assets. The Derivatives Rule also requires the Fund, if applicable, to appo int a derivatives risk manager, 

maintain a derivatives risk management program designed to identify, assess, and reasonably manage the risks 

associated with transactions covered by the rule, and abide by certain Board and other reporting obligations and 

recordkeeping requirements. With respect to reverse repurchase agreements or other similar financing transactions 

in particular, the Derivatives Rule permits a fund to enter into such transactions if the fund either (i) complies 

with the asset coverage requirements of Section 18 of the 1940 Act, and combines the aggregate amount of 

indebtedness associated with all reverse repurchase agreements and similar financing with the aggregate amount 

of any other senior securities representing indebtedness when calculating the relevant asset coverage ratio, or (ii) 

treats all reverse repurchase agreements and similar financing transactions as derivatives transactions for all 

purposes under the Derivatives Rule. The Fund has adopted procedures for investing in derivative s and other 

transactions in compliance with the Derivatives Rule. Compliance with the Derivatives Rule could adversely 

affect the value or performance of the Fund. Limits or restrictions applicable to the counterparties or issuers, as 

applicable, with which the Fund may engage in derivative transactions could also limit or prevent the Fund from 

using certain instruments. Borrowing will tend to exaggerate the effect on net asset value (“NAV”) of any increase 

or decrease in the market value of a Fund’s portfolio. Money borrowed will be subject to interest costs which may 

or may not be recovered by appreciation of the securities purchased. A Fund also may be required to maintain 

minimum average balances in connection with such borrowing or to pay a commitment o r other fee to maintain a 

line of credit; either of these requirements would increase the cost of borrowing over the stated interest rate.  

  

Each Fund may enter into reverse repurchase agreements and economically similar transactions. A reverse repurchase 

agreement involves the sale of a portfolio-eligible security by a Fund to another party coupled with its agreement to 

repurchase the instrument at a specified time and price. Under a reverse repurchase agreement, a Fund continues to be 

entitled to receive any principal and interest payments on the underlying security during the term of the agreement. 

Reverse repurchase agreements involve the risk that the market value of securities retained by a Fund may decline 

below the repurchase price of the securities sold by a Fund which it is obligated to repurchase. The Funds have adopted 

non-fundamental limitations which restrict circumstances in which and the degree to which the Funds can engage in 

borrowing. See the section entitled “Investment Limitations,” below. 
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A “mortgage dollar roll” is similar to a reverse repurchase agreement in certain respects. In a “dollar roll” transaction, a Fund 

sells a mortgage-related security, such as a security issued by the Government National Mortgage Association (“GNMA”), to 

a dealer and simultaneously agrees to repurchase a similar security (but not the same security) in the future at a predetermined 

price. A dollar roll can be viewed, like a reverse repurchase agreement, as a collateralized borrowing in which a Fund pledges 

a mortgage-related security to a dealer to obtain cash. Unlike in the case of reverse repurchase agreements, the dealer with 

which a Fund enters into a dollar roll transaction is not obligated to return the same securities as those originally sold by a 

Fund, but only securities which are “substantially identical.” To be considered substantially identical, the securities returned 

to a Fund generally must: (1) be collateralized by the same types of underlying mortgages; (2) be issued by the same agency 

and be part of the same program; (3) have a similar original stated maturity; (4) have identical net coupon rates; (5) have 

similar market yields (and therefore price); and (6) satisfy “good delivery” requirements, meaning that the aggregate principal 

amounts of the securities delivered and received back must be within 0.01% of the initial amount delivered. 

  

Each Fund also may effect simultaneous purchase and sale transactions that are known as “sale-buybacks.” A sale-

buyback is similar to a reverse repurchase agreement, except that in a sale-buyback, the counterparty that purchases 

the security is entitled to receive any principal or interest payments made on the underlying security pending settlement 

of a Fund’s repurchase of the underlying security. 

  

COMMERCIAL PAPER. Each Fund may invest in commercial paper that is rated at the date of purchase in the 

highest rating category assigned by a nationally recognized statistical rating organization (“NRSRO”) or unrated if 

considered by the Adviser to be of comparable quality. Each Fund may invest in tax-exempt commercial paper that is 

rated at the date of purchase in one of the two highest rating categories by an NRSRO or not rated but is considered 

by the Adviser to be of comparable quality. See “Municipal Securities” below. Commercial paper consists of short-

term (up to 270 days) unsecured promissory notes and variable floating rate demand notes issued by domestic and 

foreign bank holding companies, corporations and financial institutions as well as similar taxable and tax-exempt 

instruments issued by government agencies and instrumentalities. 

  

CREDIT RATINGS. Credit ratings evaluate the safety of principal and interest payments, not market value risk. The 

rating of an issuer is also heavily weighted by past developments and does not necessarily reflect probable future 

conditions. There is frequently a lag between the time a rating is assigned and the time it is updated. Also, because credit 

rating agencies may fail to timely change credit ratings to reflect subsequent events, the Adviser must monitor the issuers 

of bonds in a Fund’s portfolio to determine if the issuers will have sufficient cash flow and profits to meet required principal 

and interest payments, and to assure the bonds’ liquidity so that the Fund can meet redemption requests. 

  

To the extent the rating of a debt security by an NRSRO changes as a result of changes in such organization or its 

rating systems, each Fund will attempt to use comparable ratings as standards for investments in accordance with the 

investment policies contained in its Prospectus and in this SAI. The ratings of the NRSROs currently used by the 

Funds are more fully described in Appendix A to this SAI. 

  

CYBER SECURITY. The Fund and its service providers are susceptible to operational and information security risks 

due to cyber security incidents. In general, cyber security incidents can result from deliberate attacks or unintentional 

events. Cyber security attacks include, but are not limited to, gaining unauthorized access to digital systems (e.g., through 

“hacking” or malicious software coding) for purposes of misappropriating assets or sensitive information, corrupting data 

or causing operational disruption. Cyber attacks also may be carried out in a manner that does not require gaining 

unauthorized access, such as causing denial-of-service attacks on websites (i.e., efforts to make services unavailable to 

intended users). Cyber security incidents affecting the Adviser, Transfer Agent or Custodian or other service providers 

such as financial intermediaries have the ability to cause disruptions and impact business operations, potentially resulting 

in financial losses, including by interference with the Fund’s ability to calculate its NAV; impediments to trading for the 

Fund’s portfolio; the inability of fund shareholders to transact business with the Fund; violations of applicable privacy, 

data security or other laws; regulatory fines and penalties; reputational damage; reimbursement or other compensation or 

remediation costs; legal fees; or additional compliance costs. Similar adverse consequences could result from cyber 

security incidents affecting issuers of securities in which the Fund invests, counterparties with which the Fund engages in 

transactions, governmental and other regulatory authorities, exchange and other financial market operators, banks, brokers, 

dealers, insurance companies and other financial institutions and other parties. While information risk management 

systems and business continuity plans have been developed which are designed to reduce the risks associated with cyber 

security, there are inherent limitations in any cyber security risk management systems or business continuity plans, 

including the possibility that certain risks have not been identified. 
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DEBT SECURITIES. Debt securities represent money borrowed that obligates the issuer (e.g., a corporation, 

municipality, government or government agency) to repay the borrowed amount at maturity (when the obligation is 

due and payable) and usually to pay the holder interest at specific times. Each of the Funds may invest in debt securities 

issued by domestic and foreign issuers. The Funds may only invest in U.S. dollar-denominated foreign debt securities. 

The debt securities in which the Funds will invest generally will be of investment grade (i.e., rated in the top four 

rating categories by an NRSRO), or, if unrated, determined to be of comparable quality by the Adviser. 

  

DERIVATIVE INSTRUMENTS. The Funds may, to the extent permitted by their investment objectives and 

policies, purchase and sell (write) both put options and call options on securities and securities indexes, enter into 

interest rate and index futures contracts, and purchase and sell options on such futures contracts (“futures options”) 

for hedging or cash management purposes, to seek to replicate the composition and performance of a particular index, 

or as part of their overall investment strategies. If other types of financial instruments, including other types of options, 

futures contracts, or futures options are traded in the future, a Fund may also use those instruments, provided that such 

instruments are consistent with the Fund’s investment objective. To the extent that a Fund uses futures and/or options 

on futures, it will do so in accordance with Rule 4.5 adopted by the Commodity Futures Trading Commission 

(“CFTC”) pursuant to the Commodity Exchange Act (“CEA”). 

  

The value of some derivative instruments in which the Funds invest may be particularly sensitive to changes in 

prevailing interest rates, and, like the other investments of the Funds, the ability of a Fund to successfully utilize these 

instruments may depend in part upon the ability of the Adviser to forecast interest rates and other economic factors 

correctly. If the Adviser incorrectly forecasts such factors and has taken positions in derivative instruments contrary 

to prevailing market trends, the Funds could be exposed to the risk of loss. 

  

The Funds might not employ any of the strategies described below, and no assurance can be given that any strategy 

used will succeed. If the Adviser incorrectly forecasts interest rates, market values or other economic factors in using 

a derivatives strategy for a Fund, the Fund might have been in a better position if it had not entered into the transaction 

at all. Also, suitable derivative transactions may not be available in all circumstances. The use of these strategies 

involves certain special risks, including a possible imperfect correlation, or even no correlation, between price 

movements of derivative instruments and price movements of related investments. While some strategies involving 

derivative instruments can reduce the risk of loss, they can also reduce the opportunity for gain or even result in losses 

by offsetting favorable price movements in related investments or otherwise, due to the possible inability of a Fund to 

purchase or sell a portfolio security at a time that otherwise would be favorable, the possible need to sell a portfolio 

security at a disadvantageous time because the Fund is required to maintain asset coverage, offsetting positions in 

connection with transactions in derivative instruments or the possible inability of a Fund to close out or to liquidate 

its derivatives positions. In addition, a Fund’s use of such instruments may cause the Fund to realize higher amounts 

of short-term capital gains (generally taxed at ordinary income tax rates) than if it had not used such instruments. If a 

Fund gains exposure to an asset class using derivative instruments backed by a collateral portfolio of fixed income 

instruments, changes in the value of the fixed income instruments may result in greater or lesser exposure to that asset 

class than would have resulted from a direct investment in securities comprising that asset class. 

  

The use of derivative instruments is subject to applicable regulations of the U.S. Securities and Exchange Commission 

(“SEC”), the Commodity Future Trading Commission (“CFTC”), various state regulatory authorities and, with respect 

to exchange-traded derivatives, the several exchanges upon which they are traded. In particular, under Rule 18f-4 

under the 1940 Act, a registered investment company’s derivatives exposure, which includes short positions for this 

purpose, is limited through a value-at-risk test and Rule 18f-4 requires the adoption and implementation of a 

derivatives risk management program for certain derivatives users. However, subject to certain conditions, limited 

derivatives users (as defined in Rule 18f-4) are not subject to the full requirements of Rule 18f-4. Rule 18f-4 could 

limit the Fund’s ability to engage in certain derivatives transactions and/or increase the costs of such derivatives 

transactions, which could adversely affect the value or performance of the Fund. Moreover, there may be asset 

coverage requirements for certain arrangements. In order to engage in certain transactions in derivatives, the Fund 

may be required to hold offsetting positions or to hold cash or liquid securities in a segregated account or designated 

on the Fund’s books. Changes in the value of a derivative may also create margin delivery or settlement payment 

obligations for the Fund. In addition, the Fund’s ability to use derivative instruments may be limited by tax 

considerations. 
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Options on Securities and Indexes. A Fund may purchase put and call options and write covered put and call options 
on securities in which such Fund may invest, provided the value of the securities underlying such options do not 
exceed 5% of the Fund’s net assets in the aggregate and (1) are traded on registered domestic securities exchanges or 
(2) result from separate privately negotiated transactions in the over-the-counter market with primary U.S. 
Government securities dealers recognized by the Board of Governors of the Federal Reserve System. 
  
An option on a security (or index) is a contract that gives the holder of the option, in return for a premium, the right 
to buy from (in the case of a call) or sell to (in the case of a put) the writer of the option the security underlying the 
option (or the cash value of the index) at a specified exercise price at any time during the term of the option. The writer 
of an option on a security has the obligation upon exercise of the option to deliver the underlying security upon 
payment of the exercise price or to pay the exercise price upon delivery of the underlying security. Upon exercise, the 
writer of an option on an index is obligated to pay the difference between the cash value of the index and the exercise 
price multiplied by the specified multiplier for the index option. (An index is designed to reflect features of a particular 
financial or securities market, a specific group of financial instruments or securities or certain economic indicators.) 
  
A Fund will write call options and put options only if they are “covered.” In the case of a call option on a security, the 
option is “covered” if a Fund owns the security underlying the call or has an absolute and immediate right to acquire 
that security without additional cash consideration upon conversion or exchange of other securities held by the Fund. 
For a call option on an index, the option is covered if a Fund maintains with its custodian assets determined to be 
liquid by the Adviser in accordance with procedures established by the Board of Trustees, in an amount equal to the 
contract value of the index. A call option is also covered if the Fund holds a call on the same security or index as the 
call written where the exercise price of the call held is (i) equal to or less than the exercise price of the call written. A 
put option on a security or an index is “covered” if a Fund holds a put on the same security or index as the put written 
where the exercise price of the put held is equal to or greater than the exercise price of the put written. 
  
If an option written by a Fund expires unexercised, the Fund realizes a capital gain equal to the premium received at the time 
the option was written. If an option purchased by a Fund expires unexercised, the Fund realizes a capital loss equal to the 
premium paid. Prior to the earlier of exercise or expiration, an exchange traded option may be closed out by an offsetting 
purchase or sale of an option of the same series (type, exchange, underlying security or index, exercise price and expiration). 
There can be no assurance, however, that a closing purchase or sale transaction can be effected when a Fund desires. 
  
A Fund may sell put or call options it has previously purchased, which could result in a net gain or loss depending on 
whether the amount realized on the sale is more or less than the premium and other transaction costs paid on the put 
or call option which is sold. Prior to exercise or expiration, an option may be closed out by an offsetting purchase or 
sale of an option of the same series. A Fund will realize a capital gain from a closing purchase transaction if the cost 
of the closing option is less than the premium received from writing the option, or, if it is more, the Fund will realize 
a capital loss. If the premium received from a closing sale transaction is more than the premium paid to purchase the 
option, a Fund will realize a capital gain or, if it is less, the Fund will realize a capital loss. The principal factors 
affecting the market value of a put or a call option include supply and demand, interest rates, the current market price 
of the underlying security or index in relation to the exercise price of the option, the volatility of the underlying security 
or index and the time remaining until the expiration date. 
  
The premium paid for a put or call option purchased by a Fund is an asset of the Fund. The premium received for an 
option written by a Fund is recorded as a deferred credit. The value of an option purchased or written is marked to 
market daily and is valued at the closing price on the exchange on which it is traded or, if not traded on an exchange 
or no closing price is available, at the mean between the last bid and asked prices. 
  
The Fund may write covered straddles consisting of a combination of a call and a put written on the same underlying 
security. A straddle will be covered when sufficient assets are deposited to meet the Fund’s immediate obligations. 
The Fund may use the same liquid assets to cover both the call and put options where the exercise price of the call and 
put are the same or the exercise price of the call is higher than that of the put. 
  
Risks Associated with Options on Securities and Indexes. There are several risks associated with transactions in options 
on securities and on indexes. For example, there are significant differences between the securities and options markets that 
could result in an imperfect correlation between these markets, causing a given transaction not to achieve its objectives. A 
decision as to whether, when and how to use options involves the exercise of skill and judgment, and even a well-conceived 
transaction may be unsuccessful to some degree because of market behavior or unexpected events. 
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The writer of an option has no control over the time when it may be required to fulfill its obligation as a writer of the 

option. Once an option writer has received an exercise notice, it cannot effect a closing purchase transaction in order 

to terminate its obligation under the option and must deliver the underlying security at the exercise price. If a put or 

call option purchased by a Fund is not sold when it has remaining value, and if the market price of the underlying 

security remains equal to or greater than the exercise price (in the case of a put), or remains less than or equal to the 

exercise price (in the case of a call), the Fund will lose its entire investment in the option. Also, where a put or call 

option on a particular security is purchased to hedge against price movements in a related security, the price of the put 

or call option may move more or less than the price of the related security. 

  

There can be no assurance that a liquid market will exist when a Fund seeks to close out an option position. If a Fund 

were unable to close out an option that it had purchased on a security, it would have to exercise the option in order to 

realize any profit or the option may expire worthless. If a Fund were unable to close out a covered call option that it 

had written on a security, it would not be able to sell the underlying security unless the option expired without exercise. 

As the writer of a covered call option, a Fund forgoes, during the option’s life, the opportunity to profit from increases 

in the market value of the security covering the call option above the sum of the premium and the exercise price of 

the call. 

  

If trading were suspended in an option purchased by a Fund, the Fund would not be able to close out the option. If 

restrictions on exercise were imposed, the Fund might be unable to exercise an option it has purchased. Except to the 

extent that a call option on an index written by the Fund is covered by an option on the same index purchased by the 

Fund, movements in the index may result in a loss to the Fund; however, such losses may be mitigated by changes in 

the value of the Fund’s securities during the period the option was outstanding. 

  

To the extent that the Fund writes a call option on a security it holds in its portfolio and intends to use such security 

as the sole means of “covering” its obligation under the call option, the Fund has, in return for the premium on the 

option, given up the opportunity to profit from a price increase in the underlying security above the exercise price 

during the option period, but, as long as its obligation under such call option continues, has retained the risk of loss 

should the price of the underlying security decline. If the Fund were unable to close out such a call option, the Fund 

would not be able to sell the underlying security unless the option expired without exercise. 

  

Futures Contracts and Options on Futures Contracts. A futures contract is an agreement between two parties to buy 

and sell a security or commodity for a set price on a future date. These contracts are traded on exchanges, so that, in 

most cases, either party can close out its position on the exchange for cash, without delivering the security or 

commodity. An option on a futures contract gives the holder of the option the right to buy or sell a position in a futures 

contract from or to the writer of the option, at a specified price and on or before a specified expiration date. 

  

Each Fund may invest in futures contracts and options thereon (“futures options”) with respect to, but not limited to, 

interest rates, commodities and security or commodity indexes. To the extent that a Fund may invest in foreign 

currency-denominated securities, it may also invest in foreign currency futures contracts and options thereon. 

  

An interest rate or index futures contract provides for the future sale by one party and purchase by another party of a 

specified quantity of a financial instrument or the cash value of an index at a specified price and time. A futures 

contract on an index is an agreement pursuant to which two 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 contract was originally written. Although the value of an index might be a function of the 

value of certain specified securities, no physical delivery of these securities is made. A public market exists in futures 

contracts covering a number of indexes as well as financial instruments, and it is expected that other futures contracts 

will be developed and traded in the future. 

  

A Fund may purchase and write call and put futures options. Futures options possess many of the same characteristics as 

options on securities and indexes (discussed above). A futures option gives the holder the right, in return for the premium 

paid, to assume a long position (call) or short position (put) in a futures contract at a specified exercise price at any time 

during the period of the option. Upon exercise of a call option, the holder acquires a long position in the futures contract 

and the writer is assigned the opposite short position. In the case of a put option, the opposite is true. A call option is “in 

the money” if the value of the futures contract that is the subject of the option exceeds the exercise price. A put option is 

“in the money” if the exercise price exceeds the value of the futures contract that is the subject of the option. 
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Pursuant to a claim for exclusion from the definition of “commodity pool operator” filed by the Trust, with the 

National Futures Association (“NFA”), the Trust does not fall within the definition of “commodity pool operator” 

under the U.S. Commodity Exchange Act, as amended (“CEA”), in respect of the Funds, and thus, is not subject to 

registration or regulation as such under the CEA in respect of the Funds. 

  

Limitations on Use of Futures and Futures Options. A Fund will only enter into futures contracts and futures options 

which are standardized and traded on a U.S. or foreign exchange, board of trade, or similar entity or quoted on an 

automated quotation system. 

  

When a purchase or sale of a futures contract is made by a Fund, the Fund is required to deposit with its custodian (or 

broker, if legally permitted) a specified amount of assets determined to be liquid by the Adviser in accordance with 

procedures established by the Board of Trustees (“initial margin”). The margin required for a futures contract is set 

by the exchange on which the contract is traded and may be modified during the term of the contract. Margin 

requirements on foreign exchanges may be different than U.S. exchanges. The initial margin is in the nature of a 

performance bond or good faith deposit on the futures contract which is returned to the Fund upon termination of the 

contract, assuming all contractual obligations have been satisfied. Each Fund expects to earn interest income on its 

initial margin deposits. A futures contract held by a Fund is valued daily at the official settlement price of the exchange 

on which it is traded. Each day a Fund pays or receives cash, called “variation margin,” equal to the daily change in 

value of the futures contract. This process is known as “marking to market.” Variation margin does not represent a 

borrowing or loan by a Fund but is instead a settlement between the Fund and the broker of the amount one would 

owe the other if the futures contract expired. In computing the daily NAV, each Fund will mark to market its open 

futures positions. 

  

A Fund is also required to deposit and maintain margin with respect to put and call options on futures contracts written 

by it. Such margin deposits will vary depending on the nature of the underlying futures contract (and the related initial 

margin requirements), the current market value of the option and other futures positions held by the Fund. 

  

Although some futures contracts call for making or taking delivery of the underlying securities or commodities, 

generally these obligations are closed out prior to delivery by offsetting purchases or sales of matching futures 

contracts (same exchange, underlying security or index and delivery month). Closing out a futures contract sale is 

effected by purchasing a futures contract for the same aggregate amount of the specific type of financial instrument 

or commodity with the same delivery date. If an offsetting purchase price is less than the original sale price, a Fund 

realizes a capital gain, or if it is more, a Fund realizes a capital loss. Conversely, if an offsetting sale price is more 

than the original purchase price, a Fund realizes a capital gain, or if it is less, a Fund realizes a capital loss. The 

transaction costs must also be included in these calculations. 

  

The Funds may write covered straddles consisting of a call and a put written on the same underlying futures contract. 

A straddle will be covered when sufficient assets are deposited to meet the Funds’ immediate obligations. 

  

A Fund may use the same liquid assets to cover both the call and put options where the exercise price of the call and 

put are the same, or the exercise price of the call is higher than that of the put. 

  

When purchasing a futures contract, a Fund will maintain with its custodian (and mark-to-market on a daily basis) 

assets determined to be liquid by the Adviser in accordance with procedures established by the Board of Trustees, 

that, when added to the amounts deposited with a futures commission merchant as margin, are equal to the market 

value of the futures contract. Alternatively, a Fund may “cover” its position by purchasing a put option on the same 

futures contract with a strike price as high or higher than the price of the contract held by the Fund. 

  

When selling a futures contract, a Fund will maintain with its custodian (and mark-to-market on a daily basis) assets 

determined to be liquid by the Adviser in accordance with procedures established by the Board of Trustees that are 

equal to the market value of the futures contract. Alternatively, a Fund may “cover” its position by owning the 

instruments underlying the futures contract (or, in the case of an index futures contract, a portfolio with a volatility 

substantially similar to that of the index on which the futures contract is based), or by holding a call option permitting 

the Fund to purchase the same futures contract at a price no higher than the price of the contract written by the Fund 

(or at a higher price if the difference is maintained in liquid assets with the Trust’s custodian). 
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When selling a call option on a futures contract, a Fund will maintain with its custodian (and mark-to-market on a 

daily basis) assets determined to be liquid by the Adviser in accordance with procedures established by the Board of 

Trustees, that, when added to the amounts deposited with a futures commission merchant as margin, equal the total 

market value of the futures contract underlying the call option. Alternatively, the Fund may cover its position by 

entering into a long position in the same futures contract at a price no higher than the strike price of the call option, 

by owning the instruments underlying the futures contract, or by holding a separate call option permitting the Fund to 

purchase the same futures contract at a price not higher than the strike price of the call option sold by the Fund. 

  

When selling a put option on a futures contract, a Fund will maintain with its custodian (and mark-to-market on a 

daily basis) assets determined to be liquid by the Adviser in accordance with procedures established by the Board of 

Trustees, that equal the purchase price of the futures contract, less any margin on deposit. Alternatively, the Fund may 

cover the position either by entering into a short position in the same futures contract, or by owning a separate put 

option permitting it to sell the same futures contract so long as the strike price of the purchased put option is the same 

or higher than the strike price of the put option sold by the Fund. 

  

The requirements for qualification as a regulated investment company (“RIC”) provided under the Internal Revenue 

Code of 1986, as amended (the “IRC”), also may limit the extent to which a Fund may enter into futures, futures 

options or forward contracts. See “Certain Material U.S. Federal Income Tax Considerations.” 

  

Risks Associated with Futures and Futures Options. There are several risks associated with the use of futures contracts 

and futures options. A purchase or sale of a futures contract may result in losses in excess of the margin deposits 

relating to the futures contract. There can be no guarantee that there will be a correlation between price movements in 

the hedging vehicle and in the Fund securities being hedged. In addition, there are significant differences between the 

securities and futures markets that could result in an imperfect correlation between the markets, causing a given hedge 

not to achieve its objectives. The degree of imperfection of correlation depends on circumstances such as variations 

in speculative market demand for futures and futures options on securities, including technical influences in futures 

trading and futures options, and differences between the financial instruments being hedged and the instruments 

underlying the standard contracts available for trading in such respects as interest rate levels, maturities and 

creditworthiness of issuers. Successful hedging depends upon the Adviser’s ability to predict movements of the 

securities markets, interest rates, and other factors, which requires different skills than predicting changes in the price 

of individual securities. Even a well-conceived hedge may be unsuccessful to some degree because of market behavior 

or unexpected interest rate trends. As noted above, a Fund might be required to maintain assets as “cover,” maintain 

segregated accounts or make margin payments when it enters into a hedge that involves an obligation to a third party. 

  

Futures contracts on U.S. Government securities historically have reacted to an increase or decrease in interest rates 

in a manner similar to that in which the underlying U.S. Government securities reacted. To the extent, however, that 

a Fund enters into such futures contracts, the value of such futures will not vary in direct proportion to the value of 

the Fund’s holdings. Thus, the anticipated spread between the price of the futures contract and the hedged security 

may be distorted due to differences in the nature of the markets. The spread also may be distorted by differences in 

initial and variation margin requirements, the liquidity of such markets and the participation of speculators in such 

markets. 

  

Futures exchanges may limit the amount of fluctuation permitted in certain futures contract prices during a single 

trading day. The daily limit establishes the maximum amount that the price of a futures contract may vary either up 

or down from the previous day’s settlement price at the end of the current trading session. Once the daily limit has 

been reached in a futures contract subject to the limit, no more trades may be made on that day at a price beyond that 

limit. The daily limit governs only price movements during a particular trading day and therefore does not limit 

potential losses because the limit may work to prevent the liquidation of unfavorable positions. For example, futures 

prices have occasionally moved to the daily limit for several consecutive trading days with little or no trading, thereby 

preventing prompt liquidation of positions and subjecting some holders of futures contracts to substantial losses. 

  

There can be no assurance that a liquid market exists at a time when a Fund seeks to close out a futures or a futures 

option position and a Fund would remain obligated to meet margin requirements until the position is closed. In 

addition, many of the contracts discussed above are relatively new instruments without a significant trading history. 

As a result, there can be no assurance that an active secondary market will develop or continue to exist. 
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Correlation Risk. In certain cases, the value of derivatives may not correlate perfectly, or at all, with the value of the assets, 

reference rates or indexes they are designed to closely track. In this regard, certain funds seek to achieve their investment 

objectives, in part, by investing in derivatives positions that are designed to closely track the performance (or inverse 

performance) of an index on a daily basis. However, the overall investment strategies of the Fund are not designed or 

expected to produce returns which replicate the performance (or inverse performance) of the particular index, and the 

degree of variation could be substantial, particularly over longer periods. There are a number of factors which may prevent 

a mutual fund, or derivatives or other strategies used by the Fund, from achieving desired correlation (or inverse 

correlation) with an index. These may include, but are not limited to: (i) the impact of fund fees, expenses and transaction 

costs, including borrowing and brokerage costs/bid-ask spreads, which are not reflected in index returns; (ii) differences 

in the timing of daily calculations of the value of an index and the timing of the valuation of derivatives, securities and 

other assets held by the Fund and the determination of the NAV of fund shares; (iii) disruptions or illiquidity in the markets 

for derivative instruments or securities in which the Fund invests; (iv) the Fund having exposure to or holding less than all 

of the securities in the underlying index and/or having exposure to or holding securities not included in the underlying 

index; (v) large or unexpected movements of assets into and out of the Fund (due to share purchases or redemptions, for 

example), potentially resulting in the Fund being over- or under-exposed to the index; (vi) the impact of accounting 

standards or changes thereto; (vii) changes to the applicable index that are not disseminated in advance; (viii) a possible 

need to conform the Fund’s portfolio holdings to comply with investment restrictions or policies or regulatory or tax law 

requirements; and (ix) fluctuations in currency exchange rates. 

  

Additional Risks of Options on Securities, Futures Contracts, Options on Futures Contracts and Options Thereon. 

Options on securities and futures contracts may be traded on foreign exchanges. Such transactions may not be 

regulated as effectively as similar transactions in the United States may not involve a clearing mechanism and related 

guarantees and are subject to the risk of governmental actions affecting trading in, or the prices of, foreign securities. 

The value of such positions also could be adversely affected by (i) other complex foreign political, legal and economic 

factors, (ii) lesser availability than in the United States of data on which to make trading decisions, (iii) delays in the 

Trust’s ability to act upon economic events occurring in foreign markets during non-business hours in the United 

States, (iv) the imposition of different exercise and settlement terms and procedures and margin requirements than in 

the United States and (v) lesser trading volume. 

  

Risk of Potential Government Regulation of Derivatives. It is possible that additional government regulation of various 

types of derivative instruments, including futures, options and swap agreements, may limit or prevent a Fund from 

using such instruments potentially to the detriment of a Fund. It is impossible to fully predict the effects of past, present 

or future legislation and regulation in this area, but the effects could be substantial and adverse. It is possible that 

legislative and regulatory activity could limit or restrict the ability of a Fund to use certain instruments as a part of its 

investment strategy. Limits or restrictions applicable to the counterparties with which a Fund engages in derivative 

transactions could also prevent the Fund from using certain instruments. 

  

There is a possibility of future regulatory changes altering, perhaps to a material extent, the nature of an investment 

in a Fund or the ability of a Fund to continue to implement their investment strategies. The futures, options and swaps 

markets are subject to comprehensive statutes, regulations, and margin requirements. In addition, the SEC, CFTC and 

the exchanges are authorized to take extraordinary actions in the event of a market emergency, including, for example, 

the implementation or reduction of speculative position limits, the implementation of higher margin requirements, the 

establishment of daily price limits and the suspension of trading. 

  

Tax Risk. The Funds intend to qualify annually to be treated as a RIC under the IRC. To qualify as a RIC under the 

IRC, the Funds must invest in assets which produce the types of income specified in the IRC and the Treasury 

Regulations (“Qualifying Income”). Whether the income from certain derivatives, swaps, commodity-linked 

derivatives and other commodity/natural resource-related securities is Qualifying Income must be determined on a 

case-by-case basis, and the Funds will endeavor to ensure that income that is not Qualifying Income will be limited to 

10% or less of the Funds’ income. If a Fund does invest in these types of securities, and the income is determined not 

to be Qualifying Income, it may cause a Fund to fail to qualify as a RIC under the IRC. See “Certain Material U.S. 

Federal Income Tax Considerations” below for additional information related to these restrictions. 

  

FOREIGN SECURITIES. The Funds may invest directly in securities of foreign governmental and private issuers 

that are denominated in and pay interest in U.S. dollars. 
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There may be less information available about a foreign company than about a U.S. company, and foreign companies 

may not be subject to reporting standards and requirements comparable to those applicable to U.S. companies. Foreign 

securities may not be as liquid as U.S. securities. Securities of foreign companies may involve greater market risk than 

securities of U.S. companies, and foreign brokerage commissions and custody fees are generally higher than in the 

United States. Investments in foreign securities may also be subject to local economic or political risks, political 

instability and possible nationalization of issuers. 

  

To date, the market values of securities of issuers located in different countries have moved relatively independently 

of each other. During certain periods, the return on equity investments in some countries has exceeded the return on 

similar investments in the United States. A decline in the value of a Fund’s investments in one country may offset 

potential gains from investments in another country. 

  

Investments in securities of foreign issuers may involve risks that are not associated with domestic investments. 

Foreign issuers may lack uniform accounting, auditing and financial reporting standards, practices and requirements, 

and there is generally less publicly available information about foreign issuers than there is about domestic issuers. 

Governmental regulation and supervision of foreign stock exchanges, brokers and listed companies may be less 

pervasive than is customary in the United States. Securities of some foreign issuers are less liquid and their prices are 

more volatile than securities of comparable domestic issuers. Foreign securities settlements may in some instances be 

subject to delays and related administrative uncertainties that could result in temporary periods when assets of a Fund 

are uninvested and no return is earned thereon and may involve a risk of loss to a Fund. Foreign securities markets 

may have substantially less volume than U.S. markets and far fewer traded issues. Fixed brokerage commissions on 

foreign securities exchanges are generally higher than in the United States, and transaction costs with respect to smaller 

capitalization companies may be higher than those of larger capitalization companies. Income from foreign securities 

may be reduced by a withholding tax at the source or other foreign taxes. In some countries, there may also be the 

possibility of nationalization, expropriation or confiscatory taxation (in which case a Fund could lose its entire 

investment in a certain market), limitations on the removal of monies or other assets of a Fund, higher rates of inflation, 

political or social instability or revolution, or diplomatic developments that could affect investments in those countries. 

In addition, it may be difficult to obtain and enforce a judgment in a court outside the United States. 

  

Some of the risks described in the preceding paragraph may be more severe for investments in emerging or developing 

countries. By comparison with the United States and other developed countries, emerging or developing countries 

may have relatively unstable governments, economies based on a less diversified industrial base and securities markets 

that trade a smaller number of securities. Companies in emerging markets may generally be smaller, less experienced 

and more recently organized than many domestic companies. Prices of securities traded in the securities markets of 

emerging or developing countries tend to be volatile. Furthermore, foreign investors are subject to many restrictions 

in emerging or developing countries. These restrictions may require, among other things, governmental approval prior 

to making investments or repatriating income or capital, or may impose limits on the amount or type of securities held 

by foreigners or on the companies in which the foreigners may invest. 

  

The economies of individual emerging countries may differ favorably or unfavorably from the U.S. economy in such 

respects as growth of gross domestic product, rates of inflation, currency depreciation, capital reinvestment, resource 

self-sufficiency and balance of payment position and may be based on a substantially less diversified industrial base. 

Further, the economies of developing countries generally are heavily dependent upon international trade and, 

accordingly, have been, and may continue to be, adversely affected by trade barriers, exchange controls, managed 

adjustments in relative currency values and other protectionist measures imposed or negotiated by the countries with 

which they trade. These economies also have been, and may continue to be, adversely affected by economic conditions 

in the countries with which they trade. Recent statements by U.S. securities and accounting regulatory agencies have 

expressed concern regarding information access and audit quality regarding issuers in China and other emerging 

market countries, which could present heightened risks associated with investments in these markets. 

  

A number of publicly traded closed-end investment companies have been organized to facilitate indirect foreign 

investment in developing Asian countries, and some of these countries have specifically authorized such funds. There 

also are investment opportunities in some of these countries in pooled vehicles that resemble open-end investment 

companies. Any investment by the Funds in these companies will be subject to certain percentage limitations of the 

1940 Act, the rules thereunder and applicable Securities and Exchange Commission (“SEC”) staff interpretations 

thereof, or applicable exemptive relief granted by the SEC. This restriction on investments in securities of investment 



11 

companies may limit opportunities for the Funds to invest indirectly in various developing Asian countries. Shares of 

some investment companies may at times be acquired only at market prices representing premiums to their NAVs. In 

certain countries, banks or other financial institutions may be among the leading companies to have actively traded 

securities. The 1940 Act and applicable SEC rules, staff interpretations and other guidance may restrict the Funds’ 

investments in some foreign banks and other financial institutions. 

  

Other Matters 

  

Inflation accounting rules in some developing countries require, for companies that keep accounting records in the 

local currency, for both tax and accounting purposes, that certain assets and liabilities be restated on the company’s 

balance sheet in order to express items in terms of currency of constant purchasing power. Inflation accounting may 

indirectly generate losses or profits for certain companies in developing countries. Satisfactory custodial services for 

investment securities may not be available in some developing countries, which may result in the Funds incurring 

additional costs and delays in providing transportation and custody services for such securities outside such countries. 

  

Regional Risk Considerations 

  

In addition to the risk of investments in foreign securities and in emerging markets described above, investments in 

issuers of securities in particular regions may be subject to additional regional risks. 

  

Asia. Many Asian countries may be subject to a greater degree of social, political and economic instability than is the 

case in the United States and western European countries. Such instability may result from: (i) authoritarian 

governments or military involvement in political and economic decision-making; (ii) popular unrest associated with 

demands for improved political, economic and social conditions; (iii) internal insurgencies; (iv) hostile relations with 

neighboring countries; and (v) ethnic, religious and racial disaffection. The economies of most of the Asian countries 

are heavily dependent upon international trade and are accordingly affected by protective trade barriers and the 

economic conditions of their trading partners, principally the United States, Japan, China and the European 

Community. The enactment by the United States or other significant trading partners of protectionist trade legislation, 

reduction of foreign investment in the local economies and general declines in the international securities markets 

could have a significant adverse effect upon the securities markets of these Asian countries. 

  

Latin America. Investing in securities of Latin American issuers may entail risks relating to the potential political and 

economic instability of certain Latin American countries and a consequent resurgence of the historical risk in Latin 

America of expropriation, nationalization, confiscation or the imposition of restrictions on foreign investment and on 

repatriation of capital invested. In the event of expropriation, nationalization or other confiscation by any country, a 

Fund could lose its entire investment in any such country. In addition, there is risk that certain Latin American 

countries may restrict the free conversion of their currencies into other currencies. Certain Latin American countries 

are among the world’s largest debtors to commercial banks and foreign governments. At times, some Latin American 

countries have declared moratoria on the payment of principal and/or interest on outstanding debt. 

  

Europe, Middle East and Africa (“EMEA Countries”). Investing in securities of issuers located in certain EMEA 

Countries may be subject to risks due to the inexperience of financial intermediaries, the lack of modern technology 

and the lack of a sufficient capital base to expand business operations. Additionally, former Communist regimes of a 

number of Eastern European countries have expropriated a large amount of property, the claims of which have not 

been entirely settled. There can be no assurance that an investment in certain EMEA Countries would not also be 

expropriated, nationalized or otherwise confiscated. The securities markets of many EMEA Countries are relatively 

small, or non-existent, with the majority of market capitalization and trading volume concentrated in a limited number 

of companies representing a small number of industries. These markets may be subject to greater influence by adverse 

events generally affecting the market, and by investors trading significantly larger blocks of securities than is usual in 

the United States. Securities settlements may, in some instances, be subject to delays and related administrative 

uncertainties. Foreign investment in the securities markets of certain EMEA Countries is restricted or controlled to 

varying degrees. These restrictions or controls may at times limit or preclude investment in some securities and may 

increase the cost and expenses of an investment. As illustrations, certain EMEA Countries require governmental 

approval prior to investments by foreign persons, or limit the amount of investment by foreign persons in a particular 

company, or limit the investment by foreign persons to only a specific class of securities of a company which may 

have less advantageous terms than securities of the company available for purchase by nationals. In addition, the 
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repatriation of both investment income and capital from some countries is controlled by regulations, including in some 

cases the need for certain advance governmental notification or authority. Investments in these countries could be 

adversely affected by delays in, or a refusal to grant, any required governmental approval for repatriation. 

  

FUNDING AGREEMENTS. Each of the Funds (may invest up to 5% of its net assets in Funding Agreements 

(“FAs”) similar to Guaranteed Investment Contracts issued by highly rated U.S. insurance companies. Pursuant to 

such contracts, the Funds make cash contributions to a deposit fund of the insurance company’s general account. The 

insurance company then credits to the respective Fund on a monthly basis guaranteed interest which is based on an 

index. The FAs provide that this guaranteed interest will not be less than a certain minimum rate. Generally, FAs 

allow a purchaser to buy an annuity with the monies accumulated under the contract; however, the Funds will not 

purchase any such annuities. The insurance company may assess periodic charges against an FA for expense and 

service costs allocable to it, and the charges will be deducted from the value of the deposit fund. An FA is a general 

obligation of the issuing insurance company and not a separate account. The purchase price paid for an FA becomes 

part of the general assets of the issuer, and the contract is paid from the general assets of the issuer. 

  

The Funds will purchase FAs only from issuers which, at the time of purchase, are rated “A” or higher by A.M. Best 

Company, have assets of $1 billion or more and meet quality and credit standards established by the Adviser. 

  

Generally, FAs are not assignable or transferable without the permission of the issuing insurance companies, and an 

active secondary market for FAs does not currently exist. Also, a Fund may not receive the principal amount of an FA 

from the insurance company on seven days’ notice or less. Therefore, FAs are considered to be illiquid investments 

and are subject to the Funds’ 15% limitation on investment in illiquid securities. See “Illiquid Securities.” 

  

CALIFORNIA ISSUERS.  

  

California. Each Fund investing in California Municipal Bonds, and in particular the Ambrus Tax-Conscious 

California Bond Fund, may be particularly affected by political, economic, regulatory, social, environmental, or public 

health developments affecting the ability of California tax-exempt issuers to pay interest or repay principal. 

  

Provisions of the California Constitution and State statutes that limit the taxing and spending authority 

of California governmental entities may impair the ability of California governmental issuers to maintain debt 

service on their obligations. Future California political and economic developments, constitutional amendments, 

legislative measures, executive orders, administrative regulations, litigation and voter initiatives as well as 

environmental events, natural disasters, pandemics, epidemics, or socia l unrest could have an adverse effect on 

the debt obligations of California issuers. The information set forth below constitutes only a brief summary of a 

number of complex factors that may impact issuers of California municipal bonds. The information is d erived 

from sources that are generally available to investors, including information promulgated by the State’s 

Department of Finance, the State’s Treasurer’s Office, and the Legislative Analyst’s Office. The information is 

intended to give a recent historical description and is not intended to indicate future or continuing trends in the 

financial or other positions of California. Such information has not been independently verified by the Funds, and 

the Funds assume no responsibility for the completeness or accuracy of such information. In addition, as a result 

of the severe market volatility and economic downturn following the outbreak of COVID-19, the economic 

circumstances in California may change negatively and more rapidly than usual, and California ma y be less able 

to maintain up-to-date information for the public. It should be noted that the financial strength of local California 

issuers and the creditworthiness of obligations issued by local California issuers are not directly related to the 

financial strength of the State or the creditworthiness of obligations issued by the State, and there is no obligation 

on the part of the State to make payment on such local obligations in the event of default.  

  

Certain debt obligations held by a Fund may be obligations of issuers that rely in whole or in substantial part 

on California state government revenues for the continuance of their operations and payment of their obligations. 

Whether and to what extent the California Legislature will continue to appropriate a portion of the State’s General 

Fund to counties, cities and their various entities, which depend upon State government appropriations, is not entirely 

certain. To the extent local entities do not receive money from the State government to pay for their operations and 

services, their ability to pay debt service on obligations held by the Funds may be impaired. 
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Certain tax-exempt securities in which the Fund(s) may invest may be obligations payable solely from the revenues of 

specific institutions, or may be secured by specific properties, which are subject to provisions of California law that 

could adversely affect the holders of such obligations. For example, the revenues of California health care institutions 

may be subject to state laws, and California law limits the remedies of a creditor secured by a mortgage or deed of 

trust on real property. 

  

California’s economy, the largest state economy in the United States and one of the largest and most diverse in 

the world, has major components in high technology, trade, entertainment, manufacturing, government, tourism, 

construction and services, and may be sensitive to economic factors affecting those industries. The relative proportion 

of the various components of the California economy closely resembles the make-up of the national economy. 

  

California’s fiscal health had improved since the severe recession ended in 2009, which caused large 

budget deficits. California’s General Fund budget had achieved structural balance for the last several fiscal years. 

In addition, the State had paid off certain budgetary borrowings, debts and deferrals that were accumulated to 

balance budgets during the most recent recession and years prior. However, California’s General Fund has been 

materially adversely impacted by the health-related and economic impacts of the COVID-19 pandemic. Efforts to 

respond to and mitigate the spread of COVID-19 have had a severe impact on the California and national 

economies, which triggered a historic drop in the stock market. These efforts are expected to result in significant 

declines in state revenues from recent levels, as well as increased expenditures required to manage and mitigate 

COVID-19’s impact. It is not presently possible to predict the extent of the short- and long-term harm that COVID-

19 could cause to California’s economy. A meaningful decline in revenues could negatively impact California’s 

ability to meet its debt obligations, including with respect to investments held by a Fund. California’s real gross 

domestic product (“GDP”) contracted by 2.8% in 2020, and to taled approximately $3.0 trillion at current prices, 

making California the fifth largest economy in the world. The unemployment rate in California grew to a peak of 

16.0% in April 2020, but fell to 9.3% as of December 2020. Employment in some of California’s largest industries, 

including trade, transportation, and utilities, education and health services, and professional and business services, 

declined by 3.7%, 4.7%, and 5.4%, respectively, throughout 2020. As of April 2021, California’s unemployment 

rate had fallen to 8.0%. To help address the public health and economic impact of COVID-19, the federal 

government passed the Coronavirus Aid, Relief, and Economic Security Act (“CARES Act”), which provided for 

approximately $2.2 trillion in disaster relief. Among other things, the CARES Act established the Coronavirus 

Relief Fund (the “CRF”), of which California has received approximately $16.1 billion. In March 2021, the 

American Rescue Plan was signed into law, which provides an additional $350 billion in emergency funding for 

state, local, territorial, and Tribal governments. In addition, the Governor signed into law in February 2021 an 

economic relief package totaling $7.6 billion, which funded primarily by the state’s General Fund. It is not 

presently possible to predict whether the CRF and American Rescue Plan funds allocated to California as well as 

state measures will be sufficient to address the economic challenges stemming from the COVID -19 pandemic. 

The rate and level at which the federal government and California have taken on new debt could have a negative 

impact on their fiscal health, which could lead to prolonged challenges for the respective economies. A failure by 

California to meet its debt obligations could lead to a significant decline in the value, liquidity, and marketability 

of Fund investments. 

  

The Governor released his proposed budget for fiscal year 2021-22 on January 8, 2021 (“2021-22 

Governor’s Budget”). The 2021-22 Governor’s Budget focuses on supporting and expediting the State’s health and 

economic recovery from the crisis caused by COVID-19. The 2021-22 Governor’s Budget projects that General Fund 

revenues and transfers will be $158.4 billion (a decline of 2.7% relative to the prior year) and expenditures will be 

$164.5 billion (an increase of 5.5% relative to the prior year). The 2021-22 Governor’s Budget projects that the State 

will begin fiscal year 2022-23 with a surplus of $6.1 billion. 

  

According to the Legislative Analyst’s Office (“LAO”), California’s non-partisan fiscal and policy advisor, 

the immediate action proposals in the would generally benefit the State. The LAO Report cautioned that the 2021-22 

Governor’s Budget should complement, rather than duplicate, federal efforts contemplated in the Consolidated 

Appropriations Act of 2021, which contains approximately $900 billion in federal stimulus. The LAO Report also 

encouraged the legislature to take steps toward restoring budget reserves that were used in fiscal year 2020-21 to help 

address COVID-19. 
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Moody’s Investors Service, Inc. (“Moody’s”), Standard & Poor’s Ratings Services (“S&P”) and Fitch Ratings, Inc. 

(“Fitch”) assign ratings to California’s long-term general obligation bonds, which represent their opinions as to the 

quality of the municipal bonds they rate. As of April 7, 2021, California’s general obligation bonds were assigned 

ratings of Aa2, AA- and AA by Moody’s, S&P and Fitch, respectively. The ratings agencies continue to monitor the 

State’s budget deliberations closely to determine whether to alter the ratings. It should be recognized that these ratings 

are not an absolute standard of quality, but rather general indicators. Such ratings reflect only the view of the 

originating rating agencies, from which an explanation of the significance of such ratings may be obtained. There is 

no assurance that a particular rating will continue for any given period of time or that any such rating will not be 

revised downward or withdrawn entirely if, in the judgment of the agency establishing the rating, circumstances so 

warrant. A downward revision or withdrawal of such ratings, or either of them, may affect the market price of the 

State municipal obligations in which a Fund invests. Whittier does not rely solely on credit ratings when selecting 

debt securities for the Ambrus Tax-Conscious California Bond Fund, and develops its own independent analysis of 

issuer credit quality. 

  

In May 2021, the Governor revised the projections contained in the 2021-22 Governor’s Budget (“May Revision”). The 

May Revision contemplates $22.4 billion in budget reserves, including $15.9 billion in the Proposition 2 Budget 

Stabilization Account. In addition, under the May Revision, California will continue to pay down long-term debt 

obligations. Projections in the May Revision provide for approximately $175 billion in General Fund revenue against $196 

billion in expenditures, including from amounts allocated from federal relief aid. The May Revision projects that the 

General Fund will end fiscal year 2021-2022 with a balance of approximately $6.6 billion. The LAO Report on the May 

Revision states that notwithstanding recent stimulus efforts, state revenue growth is not certain. The LAO cautioned that 

inflationary pressures could lead to changes in federal policy that could slow economic growth. The LAO encouraged the 

Legislature to weigh the risks of future revenue shortfalls in setting expenditures for the upcoming fiscal year. 

  

The State is a party to numerous legal proceedings, many of which normally occur in governmental operations and 

which, if decided against the State, might require the State to make significant future expenditures or impair future 

revenue sources. Constitutional and statutory amendments as well as budget developments may affect the ability of 

California issuers to pay interest and principal on their obligations. The overall effect may depend upon whether a 

particular California tax exempt security is a general or limited obligation bond and on the type of security provided 

for the bond. It is possible that measures affecting the taxing or spending authority of California or its political 

subdivisions may be approved or enacted in the future. 

  

Additionally, California lies within an active geologic region that is subject to major seismic activity, which 

could result in increased frequency and severity of natural disasters, most notably, earthquakes, wildfires, mudslides, 

and droughts. Such events have, in the past, resulted in significant disruptions to the California economy and required 

substantial expenditures from the state government. Over the past several years, California has experienced 

unprecedented draught and wildfire activity with increases in the number and severity of wildfires. Ten of the most 

destructive fires have occurred since 2015, and 2020 was the worst wildfire season in the state’s history. Recent 

drought conditions have positioned the 2021 wildfire season to be as destructive as the prior year. These conditions 

have significantly impacted California’s economy, and there can be no guarantee that future wildfires would not have 

an equally detrimental effect on California’s economy or environment. 

  

ILLIQUID SECURITIES AND LIQUIDITY RISK MANAGEMENT PLAN. Neither Fund may knowingly 

invest more than 15% of its net assets in illiquid securities. Illiquid securities are securities that cannot be disposed of 

within seven days at approximately the value at which they are being carried on a Fund’s books. The Board of Trustees 

has the ultimate responsibility for determining whether specific securities are liquid or illiquid. The Board of Trustees 

has delegated the function of making day to day determinations of liquidity to the Adviser, pursuant to guidelines 

approved by the Board of Trustees. The Adviser will monitor the liquidity of securities held by a Fund and report 

periodically on such decisions to the Board of Trustees. If the limitations on illiquid securities are exceeded, other 

than by a change in market values, the condition will be reported by the Funds’ Adviser to the Board of Trustees. 

Repurchase agreements with a duration of seven days or more, time deposits that do not provide for payment to a 

Fund within seven days after notice, FAs and most commercial paper issued in reliance upon the exemption in 

Section 4(2) of the Securities Act of 1933, as amended (the “1933 Act”) (other than variable amount master demand 

notes with maturities of nine months or less) are subject to this 15% limit. External market conditions may impact the 

liquidity of portfolio securities and may cause a Fund to sell or divest certain illiquid securities in order to comply 

with its limitation on holding illiquid securities, which may result in losses to such Fund. 
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Rule 22e-4 under the 1940 Act requires, among other things, that the Funds establish a liquidity risk management program 
(“LRMP”) that is reasonably designed to assess and manage liquidity risk. Rule 22e-4 defines “liquidity risk” as the risk 
that a fund could not meet requests to redeem shares issued by the fund without significant dilution of the remaining 
investors’ interests in the fund. The Funds have implemented a LRMP to meet the relevant requirements. Additionally, the 
Board of Trustees, including a majority of the Independent Trustees, approved the designation of a committee of 
individuals comprised of the Funds’ President, Treasurer, and Chief Compliance Officer (the “LRMP Administrator”) to 
administer the LRMP. The Board of Trustees will review no less frequently than annually a written report prepared by the 
LRMP Administrator that addresses the operation of the LRMP and assesses its adequacy and effectiveness of 
implementation. Among other things, the LRMP provides for the classification of each Fund investment as a “highly liquid 
investment,” “moderately liquid investment,” “less liquid investment” or “illiquid investment.” The liquidity risk 
classifications of the Fund’s investments are determined after reasonable inquiry and taking into account relevant market, 
trading and investment-specific considerations. To the extent that a Fund investment is deemed to be an “illiquid 
investment” or a “less liquid investment,” a Fund can expect to be exposed to greater liquidity risk. There is no guarantee 
the LRMP will be effective in its operations, and complying with Rule 22e-4, including bearing related costs, could impact 
a Fund’s performance and its ability to achieve its investment objective. 
  
INFLATION-PROTECTED DEBT SECURITIES. The Funds may invest in inflation-protected debt securities or 
inflation- indexed bonds, which are fixed income securities whose value is periodically adjusted according to the rate 
of inflation. Two structures are common. The U.S. Treasury and some other issuers utilize a structure that accrues 
inflation into the principal value of the bond. Most other issuers pay out the Consumer Price Index (“CPI”) accruals 
as part of a semi-annual coupon. 
  
Treasury Inflation Protected Securities (“TIPS”) have maturities of approximately five, ten or thirty years, although it 
is possible that securities with other maturities will be issued in the future. The U.S. Treasury securities pay interest 
on a semi-annual basis equal to a fixed percentage of the inflation-adjusted principal amount. For example, if a Fund 
purchased TIPS with a par value of $1,000 and a 3% real rate of return coupon (payable 1.5% semi-annually), and the 
rate of inflation over the first six months was 1%, the mid-year par value of the bond would be $1,010 and the first 
semi-annual interest payment would be $15.15 ($1,010 times 1.5%). If inflation during the second half of the year 
resulted in the whole year’s inflation equaling 3%, the end-of-year par value of the bond would be $1,030 and the 
second semi-annual interest payment would be $15.45 ($1,030 times 1.5%). 
  
If the periodic adjustment rate measuring inflation falls, the principal value of inflation-indexed bonds will be adjusted 
downward, and consequently the interest payable on these securities (calculated with respect to a smaller principal 
amount) will be reduced. Repayment of the original bond principal upon maturity (as adjusted for inflation) is 
guaranteed in the case of TIPS, even during a period of deflation. However, the current market value of the bonds is 
not guaranteed and will fluctuate. A Fund may also invest in other inflation-related bonds which may or may not 
provide a similar guarantee. If a guarantee of principal is not provided, the adjusted principal value of the bond repaid 
at maturity may be less than the original principal amount. 
  
The value of inflation-indexed bonds is expected to change in response to changes in real interest rates. Real interest 
rates, in turn, are tied to the relationship between nominal interest rates and the rate of inflation. Therefore, if the rate 
of inflation rises at a faster rate than nominal interest rates, real interest rates might decline, leading to an increase in 
value of inflation-indexed bonds. In contrast, if nominal interest rates increase at a faster rate than inflation, real 
interest rates might rise, leading to a decrease in value of inflation- indexed bonds. 
  
While these securities are expected to be protected from long-term inflationary trends, short-term increases in inflation 
may lead to a decline in value. If interest rates rise due to reasons other than inflation (for example, due to changes in 
currency exchange rates), investors in these securities may not be protected to the extent that the increase is not 
reflected in the bond’s inflation measure. 
  
The periodic adjustment of U.S. inflation-indexed bonds is tied to the Consumer Price Index for Urban Consumers 
(“CPI-U”), which is calculated monthly by the U.S. Bureau of Labor Statistics. The CPI-U is a measurement of 
changes in the cost of living made up of components such as housing, food, transportation and energy. Inflation-
indexed bonds issued by a foreign government are generally adjusted to reflect a comparable inflation index calculated 
by that government. There can be no assurance that the CPI-U or any foreign inflation index will accurately measure 
the real rate of inflation in the prices of goods and services. Moreover, there can be no assurance that the rate of 
inflation in a foreign country will be correlated to the rate of inflation in the United States. 
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Any increase in the principal amount of an inflation-indexed bond will be considered taxable ordinary income, even 

though investors do not receive their principal until maturity. 

  

INVESTMENT COMPANY SECURITIES AND EXCHANGE-TRADED FUNDS. Each Fund may invest in 

shares of other investment companies (each, an “Underlying Fund”), including open-end funds, closed-end funds, unit 

investment trusts (“UITs”) and exchange-traded funds (“ETFs”), to the extent permitted by applicable law and subject 

to certain restrictions set forth in this SAI. 

  

Under Section 12(d)(1)(A) of the 1940 Act, a Fund may acquire securities of an Underlying Fund in amounts which, as 

determined immediately after the acquisition is made, do not exceed (i) 3% of the total outstanding voting stock of such 

Underlying Fund, (ii) 5% of the value of the Fund’s total assets, and (iii) 10% of the value of the Fund’s total assets when 

combined with all other Underlying Fund securities held by the Fund. The Fund may exceed these statutory limits when 

permitted by SEC order or other applicable law or regulatory guidance, such as is the case with many ETFs. The SEC 

recently adopted certain regulatory changes and took other actions related to the ability of an investment company to invest 

in the securities of another investment company. These changes include, among other things, the rescission of certain SEC 

exemptive orders permitting investments in excess of the statutory limits and the withdrawal of certain related SEC staff 

no-action letters, and the adoption of Rule 12d1-4 under the 1940 Act. Rule 12d1-4, which permits the Fund to invest in 

other investment companies beyond the statutory limits, subject to certain conditions. The rescission of the applicable 

exemptive orders and the withdrawal of the applicable no-action letters was effective on January 19, 2022. After such time, 

an investment company is no longer be able to rely on the aforementioned exemptive orders and no-action letters, and will 

be subject instead to Rule 12d1-4 and other applicable rules under Section 12(d)(1). 

  

Set forth below is additional information about the manner in which ETFs generally operate and the risks associated 

with an investment in ETFs. 

  

Section 12(d)(1) of the 1940 Act generally restricts investments by investment companies, including foreign and 

unregistered investment companies, in the securities of other investment companies. For example, a registered investment 

company (the “Acquired Fund”), such as the Fund, may not knowingly sell or otherwise dispose of any security issued by 

the Acquired Fund to any investment company (the “Acquiring Fund”) or any company or companies controlled by the 

Acquiring Fund if, immediately after such sale or disposition: (i) more than 3% of the total outstanding voting stock of the 

Acquired Fund is owned by the Acquiring Fund and any company or companies controlled by the Acquiring Fund, or (ii) 

more than 10% of the total outstanding voting stock of the Acquired Fund is owned by the Acquiring Fund and other 

investment companies and companies controlled by them. However, registered investment companies are permitted to 

invest in the Fund beyond the limits set forth in Section 12(d)(1), subject to certain terms and conditions set forth in SEC 

rules. In order for a registered investment company to invest in shares of the Fund beyond the limitations of Section 

12(d)(1) in reliance on Rule 12d1-4 under the 1940 Act, the registered investment company must, among other things, 

enter into an agreement with the Trust. Foreign investment companies are permitted to invest in the Fund only up to the 

limits set forth in Section 12(d)(1), subject to any applicable SEC no-action relief. 

  

Termination Risk. There is a risk that an ETF in which a Fund invests may terminate due to extraordinary events. For 

example, any of the service providers to an ETF, such as the trustee or sponsor, may close or otherwise fail to perform 

its obligations to the ETF, and the ETF may not be able to find a substitute service provider. Also, an ETF may be 

dependent upon licenses to use the various indices as a basis for determining its composition and/or otherwise to use 

certain trade names. If these licenses are terminated, the ETF may also terminate or experience a disruption in its 

activities. In addition, an ETF may terminate if its net assets fall below a certain amount. 

  

Although the Adviser believes that, in the event of the termination of an ETF, the Funds will be able to invest instead 

in shares of an alternate ETF tracking the same market index or another index covering the same general market, there 

can be no assurance that shares of an alternate ETF will be available for investment at that time. 

  

LETTERS OF CREDIT AND LIQUIDITY AGREEMENTS. Each of the Funds may purchase debt obligations 

that are backed by an irrevocable letter of credit or liquidity agreement of a bank, savings and loan association or 

insurance company that assumes the obligation for payment of principal and interest in the event of default by the 

issuer. Only banks, savings and loan associations and insurance companies which, in the opinion of the Adviser, are 

of investment quality comparable to other permitted investments of a Fund, may be used for letter of credit and 

liquidity agreement backed investments. 
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LOAN PARTICIPATIONS. Each of the Funds may purchase participations in commercial loans. Such indebtedness 

may be secured or unsecured. Loan participations typically represent direct participation in a loan to a corporate borrower 

and generally are offered by banks or other financial institutions or lending syndicates. The Funds may participate in such 

syndications, or can buy part of a loan, becoming a part lender. When purchasing loan participations, a Fund assumes the 

credit risk associated with the corporate borrower and may assume the credit risk associated with an interposed bank or 

other financial intermediary. The participation interests in which a Fund intends to invest may not be rated by any NRSRO. 

  

A loan is often administered by an agent bank acting as agent for all holders. The agent bank administers the terms of 

the loan, as specified in the loan agreement. In addition, the agent bank is normally responsible for the collection of 

principal and interest payments from the corporate borrower and the apportionment of these payments to the credit of 

all institutions that are parties to the loan agreement. Unless, under the terms of the loan or other indebtedness, a Fund 

has direct recourse against the corporate borrower, the Fund may have to rely on the agent bank or other financial 

intermediary to apply appropriate credit remedies against a corporate borrower. 

  

A financial institution’s employment as agent bank might be terminated in the event that it fails to observe a requisite 

standard of care or becomes insolvent. A successor agent bank would generally be appointed to replace the terminated 

agent bank, and assets held by the agent bank under the loan agreement should remain available to holders of such 

indebtedness. However, if assets held by the agent bank for the benefit of a Fund were determined to be subject to the 

claims of the agent bank’s general creditors, the Fund might incur certain costs and delays in realizing payment on a 

loan or loan participation and could suffer a loss of principal and/or interest. In situations involving other interposed 

financial institutions (e.g., an insurance company or governmental agency) similar risks may arise. 

  

Purchasers of loans and other forms of direct indebtedness depend primarily upon the creditworthiness of the corporate 

borrower for payment of principal and interest. If a Fund does not receive scheduled interest or principal payments on 

such indebtedness, the Fund’s share price and yield could be adversely affected. Loans that are fully secured offer a 

Fund more protection than an unsecured loan in the event of non-payment of scheduled interest or principal. However, 

there is no assurance that the liquidation of collateral from a secured loan would satisfy the corporate borrower’s 

obligation, or that the collateral can be liquidated. 

  

The Funds may invest in loan participations with credit quality comparable to that of the issuers of each Fund’s 

securities investments. Indebtedness of companies whose creditworthiness is poor involves substantially greater risks 

and may be highly speculative. Some companies may never pay off their indebtedness or may pay only a small fraction 

of the amount owed. Consequently, when investing in indebtedness of companies with poor credit, a Fund bears a 

substantial risk of losing the entire amount invested. 

  

Each Fund limits the amount of its total assets that it will invest in any one issuer or in issuers within the same industry (see 

“Investment Limitations”). For purposes of these limits, a Fund generally will treat the corporate borrower as the “issuer” 

of indebtedness held by the Fund. In the case of loan participations where a bank or other lending institution serves as a 

financial intermediary between a Fund and the corporate borrower, if the participation does not shift to the Fund the direct 

debtor-creditor relationship with the corporate borrower, SEC interpretations require the Fund to treat both the lending bank 

or other lending institution and the corporate borrower as “issuers” for the purpose of determining whether the Fund has 

invested more than 5% of its assets in a single issuer. Treating a financial intermediary as an issuer of indebtedness may 

restrict a Fund’s ability to invest in indebtedness related to a single financial intermediary, or a group of intermediaries 

engaged in the same industry, even if the underlying borrowers represent many different companies and industries. 

  

Loans and other types of direct indebtedness may not be readily marketable and may be subject to restrictions on 

resale. In some cases, negotiations involved in disposing of indebtedness may require weeks to complete. 

Consequently, some indebtedness may be difficult or impossible to readily dispose of at what the Adviser believes to 

be a fair price. In addition, valuation of illiquid indebtedness involves a greater degree of judgment in determining a 

Fund’s NAV than if that value were based on available market quotations and could result in significant variations in 

the Fund’s daily share price. At the same time, some loan interests are traded among certain financial institutions and 

accordingly may be deemed liquid. As the market for different types of indebtedness develops, the liquidity of these 

instruments is expected to improve. In addition, the Funds currently intend to treat indebtedness for which there is no 

readily available market as illiquid for purposes of the Funds’ limitation on illiquid investments. Investments in loan 

participations are considered to be debt obligations for purposes of the Trust’s investment restriction relating to the 

lending of funds or assets by a Fund. 



18 

Investments in loans through a direct assignment of the financial institution’s interests with respect to the loan may 

involve additional risks to the Funds. For example, if a loan is foreclosed, a Fund could become part owner of any 

collateral and would bear the costs and liabilities associated with owning and disposing of the collateral. In addition, 

it is conceivable that under emerging legal theories of lender liability, a Fund could be held liable as co-lender. It is 

unclear whether loans and other forms of direct indebtedness offer securities law protections against fraud and 

misrepresentation. In the absence of definitive regulatory guidance, the Funds rely on the Adviser’s research in an 

attempt to avoid situations where fraud or misrepresentation could adversely affect the Funds. 

  

LOWEST CATEGORY OF INVESTMENT GRADE. Obligations rated in the lowest of the top four rating 

categories by an NRSRO have speculative characteristics, and changes in economic conditions or other circumstances 

are more likely to lead to a weakened capacity to make principal and interest payments than is the case with higher 

grade bonds. Subsequent to its purchase by a Fund, an issue of securities may cease to be rated or its rating category 

may be reduced below the minimum rating required for purchase by the respective Fund. The Adviser will consider 

such an event in determining whether the relevant Fund should continue to hold the obligation. 

  

MONEY MARKET FUNDS. Each Fund may invest in the securities of money market mutual funds. Such 

investments are subject to limitations prescribed by the 1940 Act, the rules thereunder and applicable SEC staff 

interpretations thereof, or applicable exemptive relief granted by the SEC. (See “Investment Company Securities and 

Exchange-Traded Funds” above.) 

  

MORTGAGE-RELATED SECURITIES AND ASSET-BACKED SECURITIES. Mortgage-related securities are 

interests in pools of residential or commercial mortgage loans, including mortgage loans made by savings and loan 

institutions, mortgage bankers, commercial banks and others. Pools of mortgage loans are assembled as securities for 

sale to investors by various governmental, government-related and private organizations. See “Mortgage Pass-

Through Securities.” The Funds may also invest in debt securities which are secured with collateral consisting of 

mortgage-related securities (see “Collateralized Mortgage Obligations”). 

  

The recent financial downturn—particularly the increase in delinquencies and defaults on residential mortgages, 

falling home prices, and unemployment—has adversely affected the market for mortgage-related securities. In 

addition, various market and governmental actions may impair the ability to foreclose on or exercise other remedies 

against underlying mortgage holders, or may reduce the amount received upon foreclosure. These factors have caused 

certain mortgage-related securities to experience lower valuations and reduced liquidity. There is also no assurance 

that the U.S. Government will take further action to support the mortgage-related securities industry, as it has in the 

past, should the economic downturn continue or the economy experience another downturn. Further, recent legislative 

action and any future government actions may significantly alter the manner in which the mortgage-related securities 

market functions. Each of these factors could ultimately increase the risk that a Fund could realize losses on mortgage-

related securities. 

  

Mortgage Pass-Through Securities. Interests in pools of mortgage-related securities differ from other forms of debt 

securities, which normally provide for periodic payment of interest in fixed amounts with principal payments at 

maturity or specified call dates. Instead, these securities provide a monthly payment which consists of both interest 

and principal payments. In effect, these payments are a “pass-through” of the monthly payments made by the 

individual borrowers on their residential or commercial mortgage loans, net of any fees paid to the issuer or guarantor 

of such securities. Additional payments are caused by repayments of principal resulting from the sale of the underlying 

property, refinancing or foreclosure, net of fees or costs which may be incurred. Some mortgage-related securities 

(such as securities issued by GNMA) are described as “modified pass-through.” These securities entitle the holder to 

receive all interest and principal payments owed on the mortgage pool, net of certain fees, at the scheduled payment 

dates regardless of whether or not the mortgagor actually makes the payment. 

  

The rate of pre-payments on underlying mortgages will affect the price and volatility of a mortgage-related security, 

and may have the effect of shortening or extending the effective duration of the security relative to what was 

anticipated at the time of purchase. To the extent that unanticipated rates of pre-payment on underlying mortgages 

increase the effective duration of a mortgage-related security, the volatility of such security can be expected to 

increase. 
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The residential mortgage market in the United States recently has experienced difficulties that may adversely affect 

the performance and market value of certain of the Funds’ mortgage-related investments. Delinquencies and losses on 

residential mortgage loans (especially subprime and second-lien mortgage loans) generally have increased recently 

and may continue to increase, and a decline in or flattening of housing values (as has recently been experienced and 

may continue to be experienced in many housing markets) may exacerbate such delinquencies and losses. Borrowers 

with adjustable rate mortgage loans are more sensitive to changes in interest rates, which affect their monthly mortgage 

payments, and may be unable to secure replacement mortgages at comparably low interest rates. Also, a number of 

residential mortgage loan originators have experienced serious financial difficulties or bankruptcy. Owing largely to 

the foregoing, reduced investor demand for mortgage loans and mortgage-related securities and increased investor 

yield requirements have caused limited liquidity in the secondary market for certain mortgage-related securities, which 

can adversely affect the market value of mortgage-related securities. It is possible that such limited liquidity in such 

secondary markets could continue or worsen. 

  

Agency Mortgage-Related Securities. The principal governmental guarantor of mortgage-related securities is GNMA. 

GNMA is a wholly owned U.S. Government corporation within the Department of Housing and Urban Development. 

GNMA is authorized to guarantee, with the full faith and credit of the U.S. Government, the timely payment of 

principal and interest on securities issued by institutions approved by GNMA (such as savings and loan institutions, 

commercial banks and mortgage bankers) and backed by pools of mortgages insured by the Federal Housing 

Administration (the “FHA”), or guaranteed by the Department of Veterans Affairs (the “VA”). 

  

Government-related guarantors (i.e., not backed by the full faith and credit of the U.S. Government) include Federal 

National Mortgage Association (“FNMA”) and Federal Home Loan Mortgage Corporation (“FHLMC”). FNMA is a 

government-sponsored corporation. FNMA purchases conventional (i.e., not insured or guaranteed by any government 

agency) residential mortgages from a list of approved seller/servicers which include state and federally chartered 

savings and loan associations, mutual savings banks, commercial banks and credit unions and mortgage bankers. Pass-

through securities issued by FNMA are guaranteed as to timely payment of principal and interest by FNMA, but are 

not backed by the full faith and credit of the U.S. Government. FHLMC was created by Congress in 1970 for the 

purpose of increasing the availability of mortgage credit for residential housing. It is a government-sponsored 

corporation that issues Participation Certificates (“PCs”), which are pass-through securities, each representing an 

undivided interest in a pool of residential mortgages. FHLMC guarantees the timely payment of interest and ultimate 

collection of principal, but PCs are not backed by the full faith and credit of the U.S. Government. 

  

Privately Issued Mortgage-Related Securities. Commercial banks, savings and loan institutions, private mortgage 

insurance companies, mortgage bankers and other secondary market issuers also create pass-through pools of 

conventional residential mortgage loans. Such issuers may be the originators and/or servicers of the underlying 

mortgage loans as well as the guarantors of the mortgage-related securities. Pools created by such non-governmental 

issuers generally offer a higher rate of interest than government and government-related pools because there are no 

direct or indirect government or agency guarantees of payments in the former pools. 

  

However, timely payment of interest and principal of these pools may be supported by various forms of insurance or 

guarantees, including individual loan, title, pool and hazard insurance and letters of credit, which may be issued by 

governmental entities or private insurers. Such insurance and guarantees and the creditworthiness of the issuers thereof 

will be considered in determining whether a mortgage-related security meets the Trust’s investment quality standards. 

There can be no assurance that the private insurers or guarantors can meet their obligations under the insurance policies 

or guarantee arrangements. A Fund may buy mortgage- related securities without insurance or guarantees if, through 

an examination of the loan experience and practices of the originators/servicers and poolers, the Adviser determines 

that the securities meet the Trust’s quality standards. Securities issued by certain private organizations may not be 

readily marketable. A Fund will not purchase mortgage-related securities or any other assets which in the opinion of 

the Adviser are illiquid if, as a result, more than 15% of the value of the Fund’s net assets will be illiquid. 

  

Privately issued mortgage-related securities are not subject to the same underwriting requirements for the underlying 

mortgages that are applicable to those mortgage-related securities that have a government or government-sponsored 

entity guarantee. As a result, the mortgage loans underlying privately issued mortgage-related securities may, and 

frequently do, have less favorable collateral, credit risk or other underwriting characteristics than government or 

government-sponsored mortgage-related securities and have wider variances in a number of terms including interest 

rate, term, size, purpose and borrower characteristics. Mortgage pools underlying privately issued mortgage-related 
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securities more frequently include second mortgages, high loan-to-value ratio mortgages and manufactured housing 

loans, in addition to commercial mortgages and other types of mortgages where a government or government 

sponsored entity guarantee is not available. The coupon rates and maturities of the underlying mortgage loans in a 

privately-issued mortgage-related securities pool may vary to a greater extent than those included in a government 

guaranteed pool, and the pool may include subprime mortgage loans. Subprime loans are loans made to borrowers 

with weakened credit histories or with a lower capacity to make timely payments on their loans. For these reasons, the 

loans underlying these securities have had in many cases higher default rates than those loans that meet government 

underwriting requirements. 

  

The risk of non-payment is greater for mortgage-related securities that are backed by loans that were originated under 

weak underwriting standards, including loans made to borrowers with limited means to make repayment. A level of 

risk exists for all loans, although, historically, the poorest performing loans have been those classified as subprime. 

Other types of privately issued mortgage- related securities, such as those classified as pay-option adjustable rate or 

Alt-A have also performed poorly. Even loans classified as prime have experienced higher levels of delinquencies and 

defaults. The substantial decline in real property values across the U.S. has exacerbated the level of losses that 

investors in privately issued mortgage-related securities have experienced. It is not certain when these trends may 

reverse. Market factors that may adversely affect mortgage loan repayment include adverse economic conditions, 

unemployment, a decline in the value of real property, or an increase in interest rates. 

  

Privately issued mortgage-related securities are not traded on an exchange and there may be a limited market for the 

securities, especially when there is a perceived weakness in the mortgage and real estate market sectors. Without an 

active trading market, mortgage-related securities held in a Fund’s portfolio may be particularly difficult to value 

because of the complexities involved in assessing the value of the underlying mortgage loans. 

  

The Funds may purchase privately issued mortgage-related securities that are originated, packaged and serviced by third 

party entities. It is possible these third parties could have interests that are in conflict with the holders of mortgage-related 

securities, and such holders (such as a Fund) could have rights against the third parties or their affiliates. For example, if a 

loan originator, servicer or its affiliates engaged in negligence or willful misconduct in carrying out its duties, then a holder 

of the mortgage-related security could seek recourse against the originator/servicer or its affiliates, as applicable. Also, as a 

loan originator/servicer, the originator/servicer or its affiliates may make certain representations and warranties regarding 

the quality of the mortgages and properties underlying a mortgage-related security. If one or more of those representations 

or warranties is false, then the holders of the mortgage-related securities (such as a Fund) could trigger an obligation of the 

originator/servicer or its affiliates, as applicable, to repurchase the mortgages from the issuing trust. Notwithstanding the 

foregoing, many of the third parties that are legally bound by trust and other documents have failed to perform their 

respective duties, as stipulated in such trust and other documents, and investors have had limited success in enforcing terms. 

  

Mortgage-related securities that are issued or guaranteed by the U.S. Government, its agencies or instrumentalities, are not 

subject to the Funds’ industry concentration restrictions, set forth below under “Investment Limitations,” by virtue of the 

exclusion from that test available to all U.S. Government securities. In the case of privately issued mortgage-related 

securities, the Funds take the position that mortgage-related securities do not represent interests in any particular “industry” 

or group of industries. Therefore, a Fund may invest more or less than 25% of its total assets in privately issued mortgage-

related securities. The assets underlying such securities may be represented by a portfolio of residential or commercial 

mortgages (including both whole mortgage loans and mortgage participation interests that may be senior or junior in terms 

of priority of repayment) or portfolios of mortgage pass-through securities issued or guaranteed by GNMA, FNMA or 

FHLMC. Mortgage loans underlying a mortgage-related security may in turn be insured or guaranteed by the FHA or the 

VA. In the case of privately issued mortgage-related securities whose underlying assets are neither U.S. Government 

securities nor U.S. Government-insured mortgages, to the extent that real properties securing such assets may be located 

in the same geographical region, the security may be subject to a greater risk of default than other comparable securities in 

the event of adverse economic, political or business developments that may affect such region and, ultimately, the ability 

of residential homeowners to make payments of principal and interest on the underlying mortgages. 

  

Collateralized Mortgage Obligations (“CMOs”). A CMO is a debt obligation of a legal entity that is collateralized by 

mortgages and divided into classes. Similar to a bond, interest and prepaid principal is paid, in most cases, on a 

monthly basis. CMOs may be collateralized by whole mortgage loans or private mortgage bonds, but are more 

typically collateralized by portfolios of mortgage pass-through securities guaranteed by GNMA, FHLMC, or FNMA, 

and their income streams. 
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CMOs are structured into multiple classes, often referred to as “tranches,” with each class bearing a different stated maturity 

and entitled to a different schedule for payments of principal and interest, including pre-payments. Actual maturity and average 

life will depend upon the pre-payment experience of the collateral. In the case of certain CMOs (known as “sequential pay” 

CMOs), payments of principal received from the pool of underlying mortgages, including pre-payments, are applied to the 

classes of CMOs in the order of their respective final distribution dates. Thus, no payment of principal will be made to any 

class of sequential pay CMOs until all other classes having an earlier final distribution date have been paid in full. 

  

In a typical CMO transaction, a corporation (“issuer”) issues multiple series (e.g., A, B, C, Z) of CMO bonds 

(“Bonds”). Proceeds of the Bond offering are used to purchase mortgages or mortgage pass-through certificates 

(“Collateral”). The Collateral is pledged to a third party trustee as security for the Bonds. Principal and interest 

payments from the Collateral are used to pay principal on the Bonds in the order A, B, C, Z. The Series A, B, and C 

Bonds all bear current interest. Interest on the Series Z Bond is accrued and added to principal and a like amount is 

paid as principal on the Series A, B, or C Bond currently being paid off. When the Series A, B, and C Bonds are paid 

in full, interest and principal on the Series Z Bond begins to be paid currently. CMOs may be less liquid and may 

exhibit greater price volatility than other types of mortgage-backed or asset-backed securities. 

  

As CMOs have evolved, some classes of CMO bonds have become more common. For example, the Funds may invest in 

parallel-pay and planned amortization class (“PAC”) CMOs and multi-class pass through certificates. Parallel-pay CMOs 

and multi-class pass- through certificates are structured to provide payments of principal on each payment date to more than 

one class. These simultaneous payments are taken into account in calculating the stated maturity date or final distribution 

date of each class, which, as with other CMO and multi-class pass-through structures, must be retired by its stated maturity 

date or final distribution date but may be retired earlier. PACs generally require payments of a specified amount of principal 

on each payment date. PACs are parallel-pay CMOs with the required principal amount on such securities having the highest 

priority after interest has been paid to all classes. Any CMO or multi-class pass through structure that includes PAC securities 

must also have support tranches—known as support bonds, companion bonds or non-PAC bonds—which lend or absorb 

principal cash flows to allow the PAC securities to maintain their stated maturities and final distribution dates within a range 

of actual prepayment experience. These support tranches are subject to a higher level of maturity risk compared to other 

mortgage-related securities, and usually provide a higher yield to compensate investors. If principal cash flows are received 

in amounts outside a pre-determined range such that the support bonds cannot lend or absorb sufficient cash flows to the 

PAC securities as intended, the PAC securities are subject to heightened maturity risk. 

  

Real Estate Mortgage Investment Conduits. The Funds may invest in real estate mortgage investment conduits 

(“REMICs”). REMICs are pass-through vehicles created to issue multiclass mortgage backed securities. REMICs may 

be organized as corporations, partnerships or trusts and those meeting certain qualifications are not subject to double 

taxation. Interests in REMICs may be senior or junior, regular (debt instruments) or residual (equity interests). 

  

Other Asset-Backed Securities. The Funds may invest in other, non-mortgage related asset-backed securities (“ABS”), 

including interests in pools of receivables such as motor vehicle installment purchase obligations and credit card 

receivables. Such securities are generally issued as pass-through certificates, which represent undivided fractional 

ownership interests in the underlying pool of assets. These securities also may be debt instruments, which also are 

known as collateralized obligations and are generally issued as the debt of a special purpose entity organized solely 

for the purpose of owning such assets and issuing such debt instruments. The Funds may purchase ABS only when 

such securities are readily marketable and rated at the time of purchase in one of the two highest rating categories 

assigned by an NRSRO or, if unrated, are considered by the Adviser to be of comparable quality. 

  

The credit quality of an ABS transaction depends on the performance of the underlying assets. To protect ABS 

investors from the possibility that some borrowers could miss payments or even default on their loans, ABS include 

various forms of credit enhancement. Some ABS, particularly home equity loan transactions, are subject to interest-

rate risk and prepayment risk. A change in interest rates can affect the pace of payments on the underlying loans, 

which in turn affects total return on the securities. ABS also carry credit or default risk. If many borrowers on the 

underlying loans default, losses could exceed the credit enhancement level and result in losses to investors in an ABS 

transaction. Finally, ABS have structure risk due to a unique characteristic known as early amortization, or early 

payout, risk. Built into the structure of most ABS are triggers for early payout, designed to protect investors from 

losses. These triggers are unique to each transaction and can include: a big rise in defaults on the underlying loans, a 

sharp drop in the credit enhancement level or even the bankruptcy of the originator. Once early amortization begins, 

all incoming loan payments are used to pay investors as quickly as possible. 
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MUNICIPAL SECURITIES. The Funds each may invest in debt obligations issued by or on behalf of states, 

territories and possessions of the United States, the District of Columbia and their sub-divisions, agencies and 

instrumentalities (collectively, “municipal securities”) to obtain funds for various public purposes, such as the 

construction of public facilities, the payment of general operating expenses or the refunding of outstanding debts. 

Yields on municipal securities are the product of a variety of factors, including the general conditions of the money 

market and of the municipal bond and municipal note markets, the size of a particular offering, the maturity of the 

obligation and the rating of the issue. Although the interest on municipal securities may be exempt from Federal 

income tax, dividends paid by a Fund to its shareholders may not be tax-exempt. See “Certain Material U.S. Federal 

Income Tax Considerations” for more information. A brief description of some typical types of municipal securities 

follows: 

  

General Obligation Securities. General obligation securities are backed by the taxing power of the issuing municipality 

and are considered the safest type of municipal bond. The proceeds from general obligation securities are used to fund 

a wide range of public projects, including the construction or improvement of schools, highways and roads and water 

and sewer systems. 

  

Revenue or Special Obligation Securities. Revenue or special obligation securities are backed by the revenues of a 

specific project or facility - tolls from a toll bridge, for example, or in some cases, from the proceeds of a special 

excise tax. The proceeds from revenue or special obligation securities are used to fund a wide variety of capital 

projects, including electric, gas, water and sewer systems; highways, bridges and tunnels; port and airport facilities; 

colleges and universities; and hospitals. Many municipal issuers also establish a debt service reserve fund from which 

principal and interest payments are made. Further security may be available in the form of the issuer’s ability, without 

obligation, to make up deficits in the reserve fund. 

  

Insured Municipal Bonds. Insured municipal bonds are covered by insurance guaranteeing the scheduled payment of 

principal and interest until their maturity. The insurance can be purchased either by the issuing government entity or 

by a Fund purchasing the bond. This insurance feature minimizes the risks to the Funds and their shareholders 

associated with payment delays or defaults in these portfolio securities, but does not guarantee the market value of 

these portfolio securities or the value of the shares of the Funds. 

  

Moral Obligation Bonds. Moral obligation bonds are tax-exempt bonds issued by a municipality or a state financial 

intermediary and backed by the moral obligation pledge of a state government. Under a moral obligation pledge, a 

state government indicates its intent to appropriate funds in the future if the primary obligor, the municipality or 

intermediary, defaults. The state’s obligation to honor the pledge is moral rather than legal because future legislatures 

cannot be legally obligated to appropriate the funds required. 

  

Municipal Lease Obligations. Municipal lease obligations may take the form of a lease, an installment purchase or a 

conditional sale contract issued by state and local governments and authorities to acquire land, equipment and 

facilities. Usually, the Funds will purchase a participation interest in a municipal lease obligation from a bank or other 

financial intermediary. The participation interest gives the holder a pro-rata, undivided interest in the total amount of 

the obligation. 

  

Municipal leases frequently have risks distinct from those associated with general obligation or revenue bonds. The 

interest income from the lease obligation may become taxable if the lease is assigned. Also, to free the municipal 

issuer from constitutional or statutory debt issuance limitations, many leases and contracts include non-appropriation 

clauses providing that the municipality has no obligation to make future payments under the lease or contract unless 

money is appropriated for that purpose by the municipality on a yearly or other periodic basis. Finally, the lease may 

be illiquid. 

  

Bond Anticipation Notes. Bond anticipation notes (“BANs”) are normally issued to provide interim financing until 

long-term financing can be arranged. The long-term bonds then provide money for the repayment of the notes. The 

Funds may invest in BANs that are rated at the date of purchase in one of the two highest rating categories assigned 

by an NRSRO, or not rated but are considered by the Adviser to be of comparable quality. The ability of a municipal 

issuer to meet its obligations on its BANs primarily depends on the issuer’s adequate access to the longer term 

municipal bond market and the likelihood that the proceeds of such bond sales will be used to pay the principal of, 

and interest on, BANs. 



23 

Tax Anticipation Notes. Tax anticipation notes (“TANs”) finance the working capital needs of municipalities and are 

issued in anticipation of various seasonal tax revenues, to be payable by these specific future taxes. The Funds may 

invest in TANs that are rated at the date of purchase in one of the two highest rating categories assigned by an NRSRO, 

or not rated but are considered by the Adviser to be of comparable quality. Uncertainty in a municipal issuer’s capacity 

to raise taxes as a result of such events as a decline in its tax base or a rise in delinquencies could adversely affect the 

issuer’s ability to meet its obligations on outstanding TANs. Furthermore, some municipal issuers mix various tax 

proceeds into a general fund that is used to meet obligations other than those of the outstanding TANs. Use of such a 

general fund to meet various obligations could affect the likelihood of making payments on TANs. 

  

Revenue Anticipation Notes. Revenue anticipation notes (“RANs”) are issued in expectation of receipt of other kinds 

of revenue, such as federal revenues available under the Federal Revenue Sharing Program. The Funds may invest in 

RANs that are rated at the date of purchase in one of the two highest rating categories assigned by an NRSRO, or not 

rated but are considered by the Adviser to be of comparable quality. A decline in the receipt of certain revenues, such 

as anticipated revenues from another level of government, could adversely affect an issuer’s ability to meet its 

obligations on outstanding RANs. In addition, the possibility that the revenues would, when received, be used to meet 

other obligations could affect the ability of the issuer to pay the principal of, and interest on, RANs. 

  

Industrial Development Bonds (“IDBs”) and Private Activity Bonds (“PABs”). IDBs and PABs are specific types of 

revenue bonds issued on or on behalf of public authorities to finance various privately operated facilities such as 

educational, hospital or housing facilities, local facilities for water supply, gas, electricity, sewage or solid waste 

disposal and industrial or commercial facilities. PABs generally are IDBs issued after April 15, 1986. These 

obligations are included within the term “municipal bonds” if the interest paid on them is exempt from Federal income 

tax in the opinion of the bond issuer’s counsel. IDBs and PABs are in most cases revenue bonds and thus are not 

payable from the unrestricted revenues of the issuer. The credit quality of the IDBs and PABs is usually directly related 

to the credit standing of the user of the facilities being financed or some form of credit enhancement such as a letter 

of credit or insurance. 

  

The Funds may not be an appropriate investment for entities which are “substantial users,” or certain “related persons” 

of substantial users, of facilities financed by private activity bonds. “Substantial users” are defined under U.S. Treasury 

Regulations to include a non-exempt person who regularly uses a part of such facilities in his trade or business and 

whose gross revenues derived with respect to the facilities financed by the issuance of bonds are more than 5% of the 

total revenues derived by all users of such facilities, or who occupies more than 5% of the usable area of such facilities 

or for whom such facilities, or a part thereof, were specifically constructed, reconstructed or acquired. “Related 

persons” include certain related natural persons, affiliated corporations, partnerships and their partners and S 

corporations and their shareholders. 

  

Resource Recovery Bonds. Resource recovery bonds are affected by a number of factors, which may affect the value 

and credit quality of these revenue or special obligations. These factors include the viability of the project being 

financed, environmental protection regulations and project operator tax incentives. 

  

Tax-Exempt Commercial Paper and Short-Term Municipal Notes. Tax-exempt commercial paper and short-term 

municipal notes provide for short-term capital needs and usually have maturities of one year or less. They include tax 

anticipation notes, revenue anticipation notes and construction loan notes. The Funds may invest in tax-exempt 

commercial paper and short-term municipal notes that are rated at the date of purchase in one of the two highest rating 

categories assigned by an NRSRO, or not rated but are considered by the Adviser to be of comparable quality. 

  

Construction Loan Notes. Construction loan notes are sold to provide construction financing. After successful 

completion and acceptance, many projects receive permanent financing through the FHA by way of FNMA or 

GNMA. The Funds may invest in Construction loan notes that are rated at the date of purchase in one of the two 

highest rating categories assigned by an NRSRO, or not rated but are considered by the Adviser to be of 

comparable quality. 

  

Put Bonds. Put bonds are municipal bonds which give the holder the right to sell the bond back to the issuer or a third 

party at a specified price and exercise date, which is typically well in advance of the bond’s maturity date. 
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BELOW-INVESTMENT GRADE SECURITIES. Subject to the limitations set forth in the Prospectus, the Funds 

may invest in “below- investment grade” or “high yield” fixed income securities commonly known to investors as 

“high yield bonds” or “junk bonds.” High yield bonds are issued by a company whose credit rating (based on an 

NRSRO) evaluation of the likelihood of repayment) necessitates offering a higher coupon and yield on its issues when 

selling them to investors who may otherwise be hesitant in purchasing the debt of such a company. While generally 

providing greater income and opportunity for gain, below-investment grade debt securities are generally subject to 

greater risks than fixed income securities which have higher credit ratings, including a higher risk of default, and their 

yields will fluctuate over time. High yield bonds generally will be in the lower rating categories of NRSROs (rated 

“Ba” or lower by Moody’s or “BB” or lower by S&P and Fitch or will be unrated. The credit rating of a high yield 

bond does not necessarily address its market value risk, and ratings may from time to time change, positively or 

negatively, to reflect developments regarding the issuer’s financial condition. High yield bonds are considered to be 

speculative with respect to the capacity of the issuer to timely repay principal and pay interest or dividends in 

accordance with the terms of the obligation and may have more credit risk than higher rated securities. 

  

While the market values of high yield bonds tend to react less to fluctuations in interest rates than do those of higher 

rated securities, the values of high yield bonds often reflect individual corporate developments and have a high 

sensitivity to economic changes to a greater extent than do higher rated securities. Issuers of high yield bonds are often 

in the growth stage of their development and/or involved in a reorganization or takeover. The companies are often 

highly leveraged (have a significant amount of debt relative to shareholders’ equity) and may not have available to 

them more traditional financing methods, thereby increasing the risk associated with acquiring these types of 

securities. In some cases, obligations with respect to high yield bonds are subordinated to the prior repayment of senior 

indebtedness, which will potentially limit the Fund’s ability to fully recover principal or to receive interest payments 

when senior securities are in default. Thus, investors in high yield bonds have a lower degree of protection with respect 

to principal and interest payments than do investors in higher rated securities. 

  

During an economic downturn, a substantial period of rising interest rates or a recession, highly leveraged issuers of 

high yield bonds may experience financial distress possibly resulting in insufficient revenues to meet their principal 

and interest payment obligations, to meet projected business goals and to obtain additional financing. An economic 

downturn could also disrupt the market for lower-rated securities and adversely affect the value of outstanding 

securities, the Fund’s NAV and the ability of the issuers to repay principal and interest. If the issuer of a security held 

by the Fund has defaulted, the Fund may not receive full interest and principal payments due to it and could incur 

additional expenses if it chose to seek recovery of its investment. 

  

The secondary markets for high yield bonds are not as liquid as the secondary markets for higher rated securities. 

The secondary markets for high yield bonds are concentrated in relatively few market makers and participants in 

the markets are mostly institutional investors, including insurance companies, banks, other financial institutions 

and mutual funds. In addition, the trading volume for high yield bonds is generally lower than that for higher rated 

securities and the secondary markets could contract under adverse market or economic conditions independent of 

any specific adverse changes in the condition of a particular issuer. Under certain economic and/or market 

conditions, the Fund may have difficulty disposing of certain high yield bonds due to the l imited number of 

investors in that sector of the market. An illiquid secondary market may adversely affect the market price of the 

high yield security, which may result in increased difficulty selling the particular issue and obtaining accurate 

market quotations on the issue when valuing a Fund’s assets. Market quotations on high yield bonds are available 

only from a limited number of dealers, and such quotations may not be the actual prices available for a purchase 

or sale. 

  

The high yield markets may react strongly to adverse news about an issuer or the economy, or to the perception or 

expectation of adverse news, whether or not it is based on fundamental analysis. Additionally, prices for high yield 

bonds may be affected by legislative and regulatory developments. These developments could adversely affect a 

Fund’s NAV and investment practices, the secondary market for high yield bonds, the financial condition of issuers 

of these securities and the value and liquidity of outstanding high yield bonds, especially in a thinly traded market. 

For example, Federal legislation requiring the divestiture by federally insured savings and loan associations of their 

investments in high yield bonds and limiting the deductibility of interest by certain corporate issuers of high yield 

bonds adversely affected the market in the past. 
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When the secondary market for high yield bonds becomes more illiquid, or in the absence of readily available market 

quotations for such securities, the relative lack of reliable objective data makes it more difficult to value a Fund’s 

securities and judgment plays a more important role in determining such valuations. Increased illiquidity in the junk 

bond market, in combination with the relative youth and growth of the market for such securities, also may affect the 

ability of the Funds to dispose of such securities at a desirable price. Additionally, if the secondary markets for high 

yield bonds contract due to adverse economic conditions or for other reasons, some of a Fund’s liquid securities may 

become illiquid and the proportion of the Funds’ assets invested in illiquid securities may significantly increase. 

  

The rating assigned by a rating agency evaluates the safety of a below-investment grade security’s principal and 

interest payments but does not address market value risk. Because such ratings of NRSROs may not always reflect 

current conditions and events, in addition to using NRSROs and other sources, the Adviser performs its own analysis 

of the issuers whose below-investment grade securities are held by the Fund. Because of this, the Fund’s performance 

may depend more on the Adviser’s own credit analysis than in the case of mutual funds investing in higher-rated 

securities. For a description of these ratings, see “Appendix A - Description of Securities Ratings.” 

  

In selecting below-investment grade securities, the Adviser considers factors such as those relating to the 

creditworthiness of issuers, the ratings and performance of the securities, the protections afforded the securities and 

the diversity of the Fund. The Adviser continuously monitors the issuers of below-investment grade securities held by 

the Fund for their ability to make required principal and interest payments, as well as in an effort to control the liquidity 

of the Fund so that it can meet redemption requests. If a security’s rating is reduced below the minimum credit rating 

that is permitted for the Fund, the Adviser will consider whether the Fund should continue to hold the security. 

  

In the event that a Fund investing in high yield bonds experiences an unexpected level of net redemptions, the Fund 

could be forced to sell its holdings without regard to the investment merits, thereby decreasing the assets upon which 

the Fund’s rate of return is based. 

  

The costs attributable to investing in the high yield markets are usually higher for several reasons, such as higher 

investment research costs and higher commission costs. 

  

PARTICIPATION INTERESTS. Each Fund may invest in participation interests in fixed income securities. A 

participation interest provides the certificate holder with a specified interest in an issue of fixed income securities. 

  

Some participation interests give the holders differing interests in the underlying securities, depending upon the type 

or class of certificate purchased. For example, coupon strip certificates give the holder the right to receive a specific 

portion of interest payments on the underlying securities; principal strip certificates give the holder the right to receive 

principal payments and the portion of interest not payable to coupon strip certificate holders. Holders of certificates 

of participation in interest payments may be entitled to receive a fixed rate of interest, a variable rate that is periodically 

reset to reflect the current market rate or an auction rate that is periodically reset at auction. Asset-backed residuals 

represent interests in any excess cash flow remaining after required payments of principal and interest have been made. 

  

More complex participation interests involve special risk considerations. Since these instruments have only recently 

been developed, there can be no assurance that any market will develop or be maintained for the instruments. 

Generally, the fixed income securities that are deposited in trust for the holders of these interests are the sole source 

of payments on the interests; holders cannot look to the sponsor or trustee of the trust or to the issuers of the securities 

held in trust or to any of their affiliates for payment. 

  

Participation interests purchased at a discount may experience price volatility. Certain types of interests are sensitive 

to fluctuations in market interest rates and to prepayments on the underlying securities. A rapid rate of prepayment 

can result in the failure to recover the holder’s initial investment. 

  

The extent to which the yield to maturity of a participation interest is sensitive to prepayments depends, in part, upon whether 

the interest was purchased at a discount or premium, and if so, the size of that discount or premium. Generally, if a 

participation interest is purchased at a premium and principal distributions occur at a rate faster than that anticipated at the 

time of purchase, the holder’s actual yield to maturity will be lower than that assumed at the time of purchase. Conversely, 

if a participation interest is purchased at a discount and principal distributions occur at a rate faster than that assumed at the 

time of purchase, the investor’s actual yield to maturity will be higher than that assumed at the time of purchase. 
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Participation interests in pools of fixed income securities backed by certain types of debt obligations involve special 

risk considerations. The issuers of securities backed by automobile and truck receivables typically file financing 

statements evidencing security interests in the receivables, and the servicers of those obligations take and retain 

custody of the obligations. If the servicers, in contravention of their duty to the holders of the securities backed by the 

receivables, were to sell the obligations, the third party purchasers could acquire an interest superior to the interest of 

the security holders. Also, most states require that a security interest in a vehicle must be noted on the certificate of 

title and the certificate of title may not be amended to reflect the assignment of the lender’s security interest. Therefore, 

the recovery of the collateral in some cases may not be available to support payments on the securities. Securities 

backed by credit card receivables are generally unsecured, and both Federal and state consumer protection laws may 

allow set-offs against certain amounts owed. 

  

PREFERRED STOCK. Each Fund may invest in preferred stocks. Preferred stock has a preference over common 

stock in liquidation (and generally dividends as well) but is subordinated to the liabilities of the issuer in all respects. 

As a general rule, the market value of preferred stock with a fixed dividend rate and no conversion element varies 

inversely with interest rates and perceived credit risk, while the market price of convertible preferred stock generally 

also reflects some element of conversion value. Because preferred stock is junior to debt securities and other 

obligations of the issuer, deterioration in the credit quality of the issuer will cause greater changes in the value of a 

preferred stock than in a more senior debt security with similar stated yield characteristics. Unlike interest payments 

on debt securities, preferred stock dividends are payable only if declared by the issuer’s board of directors. Preferred 

stock also may be subject to optional or mandatory redemption provisions. Investment in preferred stocks carries the 

risk of complete loss. 

  

REPURCHASE AGREEMENTS. Each Fund may enter into repurchase agreements. A repurchase agreement is a 

transaction in which a Fund purchases a security from a bank or recognized securities dealer and simultaneously 

commits to resell that security to a bank or dealer at an agreed upon date and price reflecting a market rate of interest, 

unrelated to the coupon rate or the maturity of the purchased security. The period of maturity is usually quite short, 

often overnight or a few days, although it may extend over a number of months. A Fund may only enter into repurchase 

agreements only with respect to obligations that could otherwise be purchased by the Fund. All repurchase agreements 

will be fully collateralized based on values that are marked to market daily by the Adviser. If the seller defaults and 

the value of the underlying securities has declined, a Fund may incur a loss. In addition, if bankruptcy proceedings 

are commenced with respect to the seller of the security, the Fund’s disposition of the security may be delayed or 

limited. Repurchase agreements maturing in more than seven days are considered illiquid for purposes of a Fund’s 

investment limitations. 

  

REPURCHASE AGREEMENTS. The Fund may invest in repurchase agreements. A repurchase agreement is a 

transaction in which the Fund purchases a security from a bank or recognized securities dealer and simultaneously 

commits to resell that security to a bank or dealer at an agreed upon date and price reflecting a market rate of interest, 

unrelated to the coupon rate or the maturity of the purchased security. While it is not possible to eliminate all risks 

from these transactions (particularly the possibility of a decline in the market value of the underlying securities, as 

well as delays and costs to the Fund if the other party to the repurchase agreement defaults), it is the policy of the 

Fund to limit repurchase transactions to primary dealers and banks whose creditworthiness has been reviewed and 

found satisfactory by the Adviser. Repurchase agreements maturing in more than seven days are considered illiquid 

for purposes of the Fund’s investment limitations. 

  

RESTRICTED SECURITIES. Restricted securities are securities that may not be sold to the public without 

registration under the 1933 Act or an exemption from registration. The Funds are subject to an investment limitation 

on the purchase of illiquid securities. Restricted securities, including securities eligible for resale pursuant to 

Rule 144A under the 1933 Act, that are determined to be liquid are not subject to this limitation. This determination 

is to be made by the Adviser pursuant to guidelines adopted by the Board of Trustees. Under these guidelines, the 

Adviser will consider the frequency of trades and quotes for the security, the number of dealers in, and potential 

purchasers for, the securities, dealer undertakings to make a market in the security and the nature of the security and 

of the marketplace trades. In purchasing such restricted securities, the Adviser intends to purchase securities that are 

exempt from registration under Rule 144A. 
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REVERSE REPURCHASE AGREEMENTS. The Funds may enter into reverse repurchase agreements in accordance 

with its investment restrictions. Pursuant to such agreements, the Fund would sell portfolio securities to financial 

institutions such as banks and broker-dealers, and agree to repurchase them at a mutually agreed-upon date and price. At 

the time the Funds enter into a reverse repurchase agreement, they will place in a segregated custodial account assets such 

as U.S. Government securities or other liquid, high grade debt securities, generally rated in one of the three highest ratings 

categories, consistent with the Fund’s investment restrictions having a value at least equal to the repurchase price (including 

accrued interest) and will subsequently monitor the account to ensure that such equivalent value is maintained. Reverse 

repurchase agreements involve the risk that the market value of the securities sold by the Funds may decline below the 

price at which it is obligated to repurchase the securities. Reverse repurchase agreements are considered to be borrowings 

by the Funds under the 1940 Act. The Funds will not engage in reverse repurchase transactions if such transactions, 

combined with any other borrowings, exceed 33-1/3% of the Fund’s assets. 

  

SECURITIES LENDING. For the purpose of achieving income, each Fund may lend its portfolio securities to 

brokers, dealers and other financial institutions, provided: (i) the loan is secured continuously by collateral consisting 

of U.S. Government securities, cash or cash equivalents (negotiable certificates of deposits, bankers’ acceptances or 

letters of credit) maintained on a daily mark-to-market basis in an amount at least equal to the current market value of 

the securities loaned; (ii) the Fund may at any time call the loan and obtain the return of the securities loaned; (iii) the 

Fund will receive any interest or dividends paid on the loaned securities; and (iv) the aggregate market value of 

securities loaned will not at any time exceed 33 1/3% of the total assets of the Fund. Each Fund’s performance will 

continue to reflect the receipt of either interest through investment of cash collateral by the Fund in permissible 

investments, or a fee, if the collateral is U.S. Government securities. Securities lending involves the risk of loss of 

rights in the collateral or delay in recovery of the collateral should the borrower fail to return the securities loaned or 

become insolvent. The Funds may pay lending fees to the party arranging the loan. 

  

SPECIAL PURPOSE ACQUISITION COMPANIES. The Fund may invest in special purpose acquisition companies 

(“SPACs”). SPACs are collective investment structures that pool funds in order to seek potential acquisition opportunities. 

Unless and until an acquisition is completed, a SPAC generally invests its assets (less an amount to cover expenses) in 

U.S. Government securities, money market fund securities and cash. SPACs and similar entities may be blank check 

companies with no operating history or ongoing business other than to seek a potential acquisition. Accordingly, the value 

of their securities is particularly dependent on the ability of the entity’s management to identify and complete a profitable 

acquisition. Certain SPACs may seek acquisitions only in limited industries or regions, which may increase the volatility 

of their prices. Investments in SPACs may be deemed illiquid and/or be subject to restrictions on resale. To the extent the 

SPAC is invested in cash or similar securities, this may impact the Fund’s ability to meet its investment objective. If a 

SPAC does not complete an acquisition within a specified period of time after going public, the SPAC is dissolved, at 

which point the invested funds are returned to the SPAC’s shareholders (less certain permitted expenses) and any rights or 

warrants issued by the SPAC expire worthless. 

  

U.S. GOVERNMENT OBLIGATIONS. Each Fund may invest in debt securities issued or guaranteed by the U.S. 

Government, its agencies or instrumentalities. Although all obligations of such agencies and instrumentalities are not 

direct obligations of the U.S. Treasury, the U.S. Government generally directly or indirectly backs payment of the 

interest and principal on these obligations. This support can range from securities supported by the full faith and credit 

of the United States (for example, GNMA securities) to securities that are supported solely or primarily by the 

creditworthiness of the issuer, such as securities of FNMA, FHLMC, the Tennessee Valley Authority, Federal Farm 

Credit Banks and Federal Home Loan Banks. In the case of obligations not backed by the full faith and credit of the 

United States, a Fund must look principally to the agency or instrumentality issuing or guaranteeing the obligation for 

ultimate repayment and may not be able to assert a claim against the United States itself in the event the agency or 

instrumentality does not meet its commitments. Whether backed by full faith and credit of the U.S. Treasury or not, 

U.S. Government obligations are not guaranteed against price movements due to fluctuating interest rates. 

  

Each Fund may also make limited investments (not exceeding 5% of its net assets) in separately traded principal and 

interest components of securities issued by the United States Treasury. The principal and interest components or 

selected securities are traded independently under the Separate Trading of Registered Interest and Principal Securities 

program (“STRIPS”). Under the STRIPS program, the principal and interest components are individually numbered 

and separately issued by the U.S. Treasury at the request of depository financial institutions, which then trades the 

component parts independently. 
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VARIABLE AND FLOATING RATE SECURITIES. Variable and floating rate securities provide for a periodic 

adjustment in the interest rate paid on the obligations. The terms of such obligations must provide that interest rates 

are adjusted periodically based upon an interest rate adjustment index as provided in the respective obligations. The 

adjustment intervals may be regular and range from daily up to annually, or may be event-based, such as based on a 

change in the prime rate. 

  

The Funds may invest in floating and variable rate debt instruments (“floaters”). The interest rate on a floater is a variable 

rate which is tied to another interest rate, such as a money-market index or Treasury bill rate. The interest rate on a floater 

resets periodically, typically every six months. While, because of the interest rate reset feature, floaters provide a Fund with 

a certain degree of protection against rises in interest rates, a Fund will participate in any declines in interest rates as well. 

  

WHEN-ISSUED, DELAYED DELIVERY AND FORWARD COMMITMENT TRANSACTIONS. Each of the 

Funds may purchase or sell securities on a when-issued, delayed delivery or forward commitment (including “TBA” 

(to be announced)) basis. Typically, no income accrues on securities a Fund has committed to purchase prior to the 

time delivery of the securities is made. 

  

When purchasing a security on a when-issued, delayed delivery or forward commitment basis, a Fund assumes the 

rights and risks of ownership of the security, including the risk of price and yield fluctuations, and takes such 

fluctuations into account when determining its NAV. Because a Fund is not required to pay for the security until the 

delivery date, these risks are in addition to the risks associated with the Fund’s other investments. If a Fund remains 

substantially fully invested at a time when when-issued, delayed delivery or forward commitment purchases are 

outstanding, the purchases may result in a form of leverage. 

  

When a Fund has sold a security on a when-issued, delayed delivery or forward commitment basis, such Fund does not 

participate in future gains or losses with respect to the security. If the other party to a transaction fails to deliver or pay for 

the securities, a Fund could miss a favorable price or yield opportunity or could suffer a loss. A Fund may dispose of or 

renegotiate a transaction after it is entered into, and may sell when-issued, delayed delivery or forward commitment 

securities before they are delivered, which may result in a capital gain or loss. There is no percentage limitation on the 

extent to which the Funds may purchase or sell securities on a when-issued, delayed delivery or forward commitment 

basis. The Funds do not intend to engage in when-issued purchases and forward commitments for speculative purposes 

but only in furtherance of their investment objectives. The forward commitments and when-issued purchases are not 

expected to exceed 25% of the value of either Fund’s total assets absent unusual market conditions. 

  

TEMPORARY DEFENSIVE POSITIONS. Each Fund may, without limit, invest in U.S. Government securities, 

commercial paper and other money market instruments, money market funds, cash or cash equivalents in response to 

adverse market conditions, as a temporary defensive position. The result of this action may be that a Fund will be 

unable to achieve its investment objective. 

  

PORTFOLIO TURNOVER. There has not been any significant variation in the Funds’ portfolio turnover rate over 

the most recent fiscal year. The Adviser does not anticipate significant variation in the portfolio turnover rate from 

that reported in the Funds’ Prospectus for the last fiscal year. 

  

DISCLOSURE OF PORTFOLIO HOLDINGS 

  

As required by the federal or state securities laws, including the 1940 Act, the Funds disclose portfolio holdings in 

applicable regulatory filings, including shareholder reports, reports on Form N-CSR and Form N-PORT, or such other 

filings, reports or disclosure documents as the applicable regulatory authorities may require. The Funds’ complete list 

of portfolio holdings are available sixty days after each fiscal quarter end in the Fund’s Form N-CSR (semiannually) 

and Form N-PORT (quarterly). 

  

The Board of Trustees has adopted policies and procedures regarding the selective disclosure of portfolio securities 

holdings. The policies and procedures are designed to allow disclosure of a Fund’s holdings information where it is deemed 

appropriate for a Fund’s operations or it is determined to be useful to a Fund’s shareholders without compromising the 

integrity or performance of a Fund. Except when there are legitimate business purposes for selective disclosure of a Fund’s 

holdings, a Fund will not provide or permit others to provide information about such Fund’s holdings on a selective basis. 

The Board of Trustees provides ongoing oversight of the Trust’s policies and procedures and compliance with such policies 
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and procedures. As part of this oversight function, the Trustees receive from the Trust’s Chief Compliance Officer (“CCO”) 

as necessary, reports on compliance with these policies and procedures. In addition, the Trustees receive an annual 

assessment of the adequacy and effectiveness of the policies and procedures with respect to the Funds, and any changes 

thereto, and an annual review of the operation of the policies and procedures. Any deviation to this policy as well as any 

corrective action undertaken to address such deviations must be reported to the Trust’s Board of Trustees, at its next 

quarterly Board meeting or sooner, as determined by the Trust’s CCO. 

  

Each Fund may, but is not required to, post its schedule of investments on its website at regular intervals or from time to 

time at the discretion of the Adviser. This information may be as of the most recent practicable date available and need not 

be subject to a lag period prior to posting on the website. In addition to their schedule of investments, the Funds may post 

portfolio holdings information and other information on a website including, but not limited to, information about the 

number of securities a Fund holds, a summary schedule of investments, a Fund’s top holdings, and a percentage breakdown 

of a Fund’s investments by geographic region, sector, industry and market capitalization. After any portfolio holdings 

information becomes publicly available (by posting on the website or otherwise); it may be mailed, e-mailed or otherwise 

transmitted to any person. Between the seventh to tenth business day after each month-end, the Adviser intends to post a 

spreadsheet of each Fund’s portfolio holdings information to its website at www.ambrusfunds.com. Such information may 

include, but is not limited to, security names, CUSIPs, and quantities held as of month end. 

  

The following disclosures of aggregate, composite or descriptive information about the Fund or its portfolio holdings 

are not subject to the Trust’s policy on selective disclosure of portfolio information: (i) descriptions of allocations 

among classes, geographic regions, countries, industries or sectors; (ii) aggregated data such as average or median 

ratios or market capitalization; (iii) performance attribution by class, geographic region, country, industry or sector; 

(iv) aggregated risk statistics; (v) listing of top holdings without any reference to the amount of each Fund’s holdings; 

and (vi) such other information that, in the opinion of the CCO or designee, does not present material risks of dilution, 

arbitrage, market timing, insider trading or other inappropriate trading of the Funds. Each Fund’s portfolio holdings 

may also be disclosed, upon authorization by a designated officer of the Adviser, to financial consultants, or other 

entities that have a legitimate business purpose in receiving such information, including to assist them in determining 

the suitability of the Fund as an investment for their clients. In each case, such disclosure will be made in accordance 

with the anti-fraud provisions of the federal securities laws, the Adviser’s fiduciary duties to the Funds’ shareholders 

and subject to a confidentiality agreement and/or trading restrictions. 

  

The Board of Trustees of the Trust, a committee thereof, or an officer designated by the Board of Trustees, may, in 

limited circumstances, permit other selective disclosure of portfolio holdings subject to a confidentiality agreement 

and/or trading restrictions. 

  

The Funds may distribute or authorize the distribution of information about their holdings that is not publicly available (on 

a website or otherwise) to the Funds’ or its Adviser’s employees and affiliates that provide services to the Funds. The 

Funds may also distribute or authorize the distribution of information about each Fund’s holdings that is not publicly 

available (on a website or otherwise) to each Fund’s service providers who require access to the information: (i) in order 

to fulfill their contractual duties relating to the Funds; (ii) to facilitate the transition of a newly hired investment adviser 

prior to the commencement of its duties; (iii) to facilitate the review of the Funds by a ranking or ratings agency; (iv) for 

the purpose of due diligence regarding a merger or acquisition; or (v) for the purpose of effecting in-kind redemption of 

securities to facilitate orderly redemption of a Fund’s assets and minimize impact on remaining shareholders of a Fund. 

  

Each of the following third parties has been approved to receive portfolio holdings information: (i) the Funds’ 

administrator and accounting agent; (ii) the Funds’ independent registered public accounting firm, for use in providing 

audit opinions; (iii) financial printers, solely for the purpose of preparing the Funds’ reports or regulatory filings; 

(iv) the Funds’ custodian in connection with its custody of the Funds’ assets; (v) if applicable, a proxy voting service; 

or (vi) disclosure to a ranking or rating agency, such as Lipper, Inc., Morningstar, Inc., Moody’s, Investors 

Service, Inc., Standard & Poor’s Financial Services LLC and Fitch. Information may be provided to these parties at 

any time so long as each of these parties is contractually and ethically prohibited from sharing a Fund’s portfolio 

holding information without specific authorization. The Funds’ Adviser and service providers have also established 

procedures to ensure that the Funds’ portfolio holdings information is only disclosed in accordance with these policies. 

  

Under no circumstances may a Fund, or the Adviser or their affiliates receive any consideration or compensation for 

disclosing portfolio holdings information. 
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INVESTMENT LIMITATIONS 

  

The Funds have adopted the investment limitations set forth below. Except with respect to the asset coverage 

requirement under Section 18(f)(1) of the 1940 Act with respect to borrowing, if any percentage restriction on 

investment or utilization of assets is adhered to at the time an investment is made, a later change in percentage resulting 

from a change in the market values of a Fund or the Fund’s assets or redemptions of shares will not be considered a 

violation of the limitation. The asset coverage requirement under Section 18(f)(1) of the 1940 Act with respect to 

borrowings is an ongoing requirement. The following fundamental policies apply to each Fund and the Board of 

Trustees may not change them without shareholder approval as required by the 1940 Act or the rules and regulations 

thereunder. Each Fund will not: 

   
1. Issue senior securities or borrow money, except as permitted under the 1940 Act and the rules and regulations 

thereunder, and then not in excess of 33-1/3% of the Fund’s total assets (including the amount of the senior 

securities issued but reduced by any liabilities not constituting senior securities) at the time of the issuance 

or borrowing, except that the Fund may borrow up to an additional 5% of its total assets (not including the 

amount borrowed) for temporary purposes such as clearance of portfolio transactions and share redemptions. 

For purposes of these restrictions, the purchase or sale of securities on a when-issued, delayed delivery or 

forward commitment basis, the purchase and sale of options and futures contracts and collateral arrangements 

with respect thereto are not deemed to be the issuance of a senior security, a borrowing or a pledge of assets; 

   
2. Pledge, mortgage or hypothecate its assets except to secure indebtedness permitted to be incurred by the 

Fund. (For the purpose of this restriction, the deposit in escrow of securities in connection with the writing 

of put and call options, collateralized loans of securities by and collateral arrangements with respect to margin 

for future contracts by the Fund are not deemed to be pledges or hypothecations); 

   
3. Underwrite any issue of securities, except to the extent that the Fund may be considered to be acting as 

underwriter in connection with the disposition of any portfolio security; 

   
4. Purchase or sell real estate or interests therein, although the Fund may purchase securities of issuers which 

engage in real estate operations and securities secured by real estate or interests therein, including real estate 

investment trusts; 

   
5. Invest 25% or more of the value of the Fund’s assets in securities of issuers in any one industry. This 

restriction does not apply to obligations issued or guaranteed by the U.S. Government, its agencies or 

instrumentalities or to securities issued by other investment companies. For purposes of this limitation, states, 

municipalities and their political subdivisions are not considered to be part of any industry; 

   
6. Purchase or sell physical commodities, unless acquired as a result of owning securities or other instruments, 

but the Fund may purchase, sell or enter into financial options and futures, forward and spot currency 

contracts, swap transactions and other financial contracts or derivative instruments; 

   
7. Make loans, except loans of portfolio securities or through repurchase agreements, provided that for purposes 

of this restriction, the acquisition of bonds, debentures, other debt securities or instruments, or participations 

or other interests therein and investments in government obligations, commercial paper, certificates of 

deposit, bankers’ acceptances or similar instruments will not be considered the making of a loan; 

   
8. Engage in short sales of securities or maintain a short position, except that the Fund may (a) sell short “against 

the box” and (b) maintain short positions in connection with its use of financial options and futures, forward 

and spot currency contracts, swap transactions and other financial contracts or derivative instruments; or 

   
9. Purchase securities on margin except for the use of short-term credit necessary for the clearance of purchases 

and sales of portfolio securities, provided that the Fund may make initial and variation margin deposits in 

connection with permitted transactions in options and futures, forward and spot currency contracts, swap 

transactions and other financial contracts or derivative instruments. 
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For the purpose of applying the fundamental limitation set forth in (5) above, a governmental issuer (including a foreign 

government or agency or instrumentality thereof) shall be deemed the sole issuer of a security when its assets and revenues 

are separate from other governmental entities and its securities are backed only by its assets and revenues. Similarly, in the 

case of a non-governmental user, such as an industrial corporation or a privately owned or operated hospital, if the security 

is backed only by the assets and revenues of the non-governmental user, then such non-governmental user would be 

deemed to be the sole issuer. Where a security is also backed by the enforceable obligation of a superior or unrelated 

governmental entity or other entity (other than a bond insurer), it shall also be included in the computation of securities 

owned that are issued by such governmental or other entity. Where a security is guaranteed by a governmental entity or 

some other facility, such as a bank guarantee or letter of credit, such a guarantee or letter of credit would be considered a 

separate security and would be treated as an issue of such government, other entity or bank. Where a security is insured by 

bond insurance, it shall not be considered a security issued or guaranteed by the insurer; instead the issuer of such security 

will be determined in accordance with the principles set forth above. The foregoing restrictions do not limit the percentage 

of a Fund’s assets that may be invested in securities insured by any single insurer. 

  

TRUSTEES AND OFFICERS 

  

The following tables present certain information regarding the Board of Trustees and officers of the Trust. None of 

the Trustees are an “interested person” of the Trust, the Adviser, another investment adviser of a series of the Trust, 

or Foreside Funds Distributors LLC, the principal underwriter of the Trust (“Underwriter”), within the meaning of the 

1940 Act and each Trustee is referred to as an “Independent Trustee” and is listed under such heading below. 

Employees of certain service providers to the Trust serve as officers of the Trust; such persons are not compensated 

by the Fund. The address of each Trustee and officer as it relates to the Trust’s business is 301 Bellevue Parkway, 2nd 

Floor, Wilmington, DE 19809. 

  

Name and 

Date of Birth   

Position(s) 

Held with 

Trust   

Term of Office 

and Length of 

Time Served   

Principal Occupation(s) 

During Past Five Years   

Number of 

Funds in 

Trust 

Complex 

Overseen 

by 

Trustee   

Other 

Directorships 

Held by 

Trustee 

INDEPENDENT TRUSTEES 

                      

Robert J. 

Christian 

Date of Birth: 

2/49 

  Trustee   Shall serve until 

death, 

resignation or 

removal. Trustee 

since 2007. 

Chairman from 

2007 until 

September 30, 

2019. 

  Retired since February 2006; 

Executive Vice President of 

Wilmington Trust Company 

from February 1996 to 

February 2006; President of 

Rodney Square Management 

Corporation (“RSMC”) 

(investment advisory firm) 

from 1996 to 2005; Vice 

President of RSMC from 

2005 to 2006. 

  33   Optimum Fund 

Trust (registered 

investment 

company with 6 

portfolios); Third 

Avenue Trust 

(registered 

investment 

company with 4 

portfolios); Third 

Avenue Variable 

Series Trust 

(registered 

investment 

company with 1 

portfolio); Polen 

Credit 

Opportunities 

Fund (registered 

investment 

company). 
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Name and 

Date of Birth   

Position(s) 

Held with 

Trust   

Term of Office 

and Length of 

Time Served   

Principal Occupation(s) 

During Past Five Years   

Number of 

Funds in 

Trust 

Complex 

Overseen 

by 

Trustee   

Other 

Directorships 

Held by 

Trustee 

Iqbal Mansur 

Date of Birth: 

6/55 

  Trustee   Shall serve until 

death, 

resignation (or 

removal. 

Trustee) since 

2007. 

  Retired since September 

2020; Professor of Finance, 

Widener University from 

1998 to August 2020; 

Member of the Investment 

Committee of ChristianaCare 

Health System from January 

2022 to present.  

  33   Third Avenue 

Trust (registered 

investment 

company with 4 

portfolios); Third 

Avenue Variable 

Series Trust 

(registered 

investment 

company with 1 

portfolio); Polen 

Credit 

Opportunities 

Fund (registered 

investment 

company). 

Nicholas M. 

Marsini, Jr. 

Date of Birth: 

8/55 

  Trustee 

and 

Chairman 

of the 

Board 

  Shall serve until 

death, 

resignation or 

removal. Trustee 

since 2016. 

Chairman since 

October 1, 2019. 

  Retired since March 2016. 

President of PNC Bank 

Delaware from June 2011 to 

March 2016; Executive Vice 

President of Finance of BNY 

Mellon from July 2010 to 

January 2011; Executive 

Vice President and Chief 

Financial Officer of PNC 

Global Investment Servicing 

from September 1997 to 

July 2010. 

  33   Brinker Capital 

Destinations 

Trust (registered 

investment 

company with 10 

portfolios); Third 

Avenue Trust 

(registered 

investment 

company with 4 

portfolios); Third 

Avenue Variable 

Series Trust 

(registered 

investment 

company with 1 

portfolio); Polen 

Credit 

Opportunities 

Fund (registered 

investment 

company). 
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Name and 

Date of Birth   
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Held with 

Trust   
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and Length of 
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by 

Trustee   
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Directorships 

Held by 

Trustee 

Nancy B. 

Wolcott 

Date of Birth: 

11/54 

  Trustee   Shall serve until 

death, 

resignation or 

removal. Trustee 

since 2011. 

  Retired since May 2014; 

EVP, Head of GFI Client 

Service Delivery, BNY 

Mellon from January 2012 to 

May 2014; EVP, Head of US 

Funds Services, BNY Mellon 

from July 2010 to 

January 2012; President of 

PNC Global Investment 

Servicing from 2008 to 

July 2010; Chief Operating 

Officer of PNC Global 

Investment Servicing from 

2007 to 2008; Executive Vice 

President of PFPC 

Worldwide Inc. from 2006 to 

2007.  

  33   Lincoln Variable 

Insurance 

Products Trust 

(registered 

investment 

company with 97 

portfolios); Third 

Avenue Trust 

(registered 

investment 

company with 4 

portfolios); Third 

Avenue Variable 

Series Trust 

(registered 

investment 

company with 1 

portfolio); Polen 

Credit 

Opportunities 

Fund (registered 

investment 

company). 

                      

Stephen M. 

Wynne 

Date of Birth: 

1/55 

  Trustee   Shall serve until 

death, 

resignation or 

removal. Trustee 

since 2009. 

  Retired since 

December 2010; Chief 

Executive Officer of US 

Funds Services, BNY Mellon 

Asset Servicing from 

July 2010 to 

December 2010; Chief 

Executive Officer of PNC 

Global Investment Servicing 

from March 2008 to 

July 2010; President, PNC 

Global Investment Servicing 

from 2003 to 2008. 

  33   Copeland Trust 

(registered 

investment 

company with 3 

portfolios); Third 

Avenue Trust 

(registered 

investment 

company with 4 

portfolios); Third 

Avenue Variable 

Series Trust 

(registered 

investment 

company with 1 

portfolio); Polen 

Credit 

Opportunities 

Fund (registered 

investment 

company). 
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EXECUTIVE OFFICERS 

  

Name and 

Date of Birth    

Position(s) 

Held with 

Trust   

Term of Office 

and Length of 

Time Served   

Principal Occupation(s) 

During Past Five Years 

Joel L. Weiss 

Date of Birth: 

1/63 

  President 

and Chief 

Executive 

Officer 

  Shall serve until 

death, 

resignation or 

removal. Officer 

since 2007. 

  President of JW Fund Management LLC since June 2016; Vice 

President and Managing Director of BNY Mellon Investment 

Servicing (US) Inc. and predecessor firms from 1993 to 

June 2016. 

              

Christine S. 

Catanzaro 

Date of Birth: 

8/84  

  Treasurer 

and Chief 

Financial 

Officer 

  Shall serve until 

death, 

resignation, or 

removal. Officer 

since 2022. 

  Financial Reporting Consultant from October 2020 to 

September 2022; Senior Manager, Ernst & Young LLP from 

March 2013 to October 2020. 

              

T. Richard 

Keyes 

Date of Birth: 

1/57 

  Vice 

President 

  Shall serve until 

death, 

resignation or 

removal. Officer 

since 2016. 

  President of TRK Fund Consulting LLC since July 2016; Head 

of Tax — U.S. Fund Services of BNY Mellon Investment 

Servicing (US) Inc. and predecessor firms from February 2006 

to July 2016. 

              

Gabriella 

Mercincavage 

Date of Birth: 

6/68 

  Assistant 

Treasurer 

  Shall serve until 

death, 

resignation or 

removal. Officer 

since 2019. 

  Fund Administration Consultant since January 2019; Fund 

Accounting and Tax Compliance Accountant to financial 

services companies from November 2003 to July 2018. 

              

Vincenzo A. 

Scarduzio 

Date of Birth: 

4/72 

  Secretary   Shall serve until 

death, 

resignation or 

removal. Officer 

since 2012. 

  Director and Senior Vice President Regulatory Administration 

of The Bank of New York Mellon and predecessor firms since 

2001. 

              

John Canning 

Date of Birth: 

11/70 

  Chief 

Compliance 

Officer and 

Anti-

Money 

Laundering 

Officer 

  Shall serve until 

death, 

resignation or 

removal. Officer 

since 2022. 

  Director of Chenery Compliance Group, LLC from March 2021 

to present; Senior Consultant of Foreside Financial Group from 

August 2020 to March 2021; Chief Compliance Officer & Chief 

Operating Officer of Schneider Capital Management LP from 

May 2019 to July 2020; Chief Operating Officer and Chief 

Compliance Officer of Context Capital Partners, LP from 

March 2016 to March 2018 and February 2019, respectively. 

  

LEADERSHIP STRUCTURE AND RESPONSIBILITIES OF THE BOARD AND ITS COMMITTEES. The 

basic responsibilities of the Trustees are to monitor the Trust and its funds’ financial operations and performance, 

oversee the activities and legal compliance of the Adviser and other major service providers, keep themselves informed 

and exercise their business judgment in making decisions important to the Trust’s proper functioning based on what 

the Trustees reasonably believe to be in the best interests of the shareholders. The Board of Trustees is comprised of 

five individuals, each of whom is an Independent Trustee. The Board of Trustees meets multiple times during the year 

(but at least quarterly) to review the investment performance of the Funds and other operational matters, including 

policies and procedures with respect to compliance with regulatory and other requirements. 

  

The Board of Trustees has appointed an Independent Trustee to serve in the role of Chairman. The Chairman’s primary 

role is to participate in the preparation of the agenda for meetings of the Board of Trustees and the identification of 

information to be presented to the Board of Trustees with respect to matters to be acted upon by the Board of Trustees. 

The Chairman also presides at all meetings of the Board of Trustees and acts as a liaison with service providers, 
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officers, attorneys and other Trustees generally between meetings. The Chairman may perform such other functions 

as may be requested by the Board of Trustees from time to time. Except for any duties specified herein or pursuant to 

the Trust’s Declaration of Trust or By-Laws, the designation of Chairman does not impose on such Independent 

Trustee any duties, obligations or liability that is greater than the duties, obligations or liability imposed on such person 

as a member of the Board of Trustees, generally. 

  

Each Trustee was appointed to serve on the Board of Trustees because of his or her experience, qualifications, 

attributes and/or skills as set forth in the subsection “Trustee Qualifications,” below. Based on a review of the Board 

of Trustees and its function, the Trustees have determined that the leadership structure of the Board of Trustees is 

appropriate and that the Board of Trustees’ role in the risk oversight of the Trust, as discussed below, allows the Board 

of Trustees to effectively administer its oversight function. 

  

The Board of Trustees has an Audit Committee and a Nominating and Governance Committee. The responsibilities 

of each committee and its members are described below. 

  

AUDIT COMMITTEE. The Audit Committee is comprised of Messrs. Christian, Mansur, Marsini and Wynne and 

Ms. Wolcott, each of whom is an Independent Trustee. Mr. Wynne serves as the chairman of the Audit Committee. 

The Board of Trustees has adopted a written charter (the “Audit Committee Charter”) for the Audit Committee. 

Pursuant to the Audit Committee Charter, the Audit Committee has the responsibility, among others, to (1) select the 

Trust’s independent registered public accountants; (2) review and approve the scope of the independent registered 

public accountants’ audit activity; (3) oversee the audit process of the financial statements which are the subject of 

the independent registered public accountants’ certifications; and (4) review with such independent registered public 

accountants the adequacy of the Trust’s basic accounting system and the effectiveness of the Trust’s internal 

accounting controls. The Audit Committee meets at least two times per year. The Audit Committee met three times 

during the Funds’ fiscal year ended September 30, 2023. 

  

NOMINATING AND GOVERNANCE COMMITTEE. The Nominating and Governance Committee is 

comprised of Messrs. Christian, Mansur, Marsini and Wynne and Ms. Wolcott. Mr. Mansur serves as the chairman 

of the Nominating and Governance Committee. The Board of Trustees has adopted a written charter for the  

Nominating and Governance Committee. The Nominating and Governance Committee is responsible for 

formulating a statement of corporate governance; assessing the size, structure and composition of the Board of 

Trustees; determining trustee qualification guidelines as well as compensation, insurance and indemnification of 

Trustees; identifying Trustee candidates; oversight of Board of Trustees self -evaluations; reviewing certain 

regulatory and corporate matters of the Trust; and identifying, from time to time, qualified candidates to serve as 

the CCO for the Trust. The Nominating and Governance Committee meets at least once a year. The Nominating 

and Governance Committee met two times during the Funds’ fiscal year ended September 30, 2023. The 

Nominating and Governance Committee identifies potential nominees in accordance with its Statement of Policy 

on Qualifications for Board of Trustees Membership. The Nominating and Governance Committee will consider 

nominee candidates recommended by shareholders. Shareholders who wish to recommend individuals for 

consideration by the Nominating and Governance Committee as nominee candidates may do so by submitting a 

written recommendation to the Secretary of the Trust at: 301 Bellevue Parkway, 2nd Floor, Wilmington, DE 

19809. Submissions must include sufficient biographical information concerning the recommended individual, 

including age, at least ten years of employment history with employer names and a description of the employer’s 

business, and a list of board memberships (if any). The submission must be accompanied by a written consent of 

the individual to stand for election if nominated by the Board of Trustees and to serve if elected. Recommendations 

must be received in a sufficient time, as determined by the Nominating and Governance Committee in its sole 

discretion, prior to the date proposed for the consideration of nominee candidates by the Board of Trustees. Upon 

the written request of shareholders holding at least a 5% interest in  the Trust’s shares in the aggregate, the 

Secretary shall present to any special meeting of shareholders such nominees for election as trustees as specified 

in such written request. 

  

TRUSTEE QUALIFICATIONS. The following is a brief discussion of the experience, qualifications, attributes 

and/or skills that led to the Board of Trustees’ conclusion that each individual identified below is qualified to serve as 

a Trustee of the Trust. 
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The Board of Trustees believes that the Trustees’ ability to review critically, evaluate, question and discuss information 
provided to them, to interact effectively with the Adviser, other service providers, counsel and independent auditors, and 
to exercise effective business judgment in the performance of their duties, support the conclusion that each Trustee is 
qualified to serve as a Trustee of the Trust. In addition, the following specific experience, qualifications, attributes and/or 
skills apply as to each Trustee: Mr. Marsini is the former President of PNC Bank Delaware, former Executive Vice 
President of Finance of BNY Mellon, former Chief Financial Officer of PNC Global Investment Servicing and currently 
serves as a Trustee to other mutual fund complexes; Mr. Wynne is the former Chief Executive Officer of US Funds 
Services, BNY Mellon Asset Servicing, former Chief Executive Officer of PNC Global Investment Servicing and currently 
serves as a Trustee to other mutual fund complexes; Ms. Wolcott is the former Executive Vice President of US Fund 
Services, BNY Mellon Asset Servicing, former President of PNC Global Investment Servicing and currently serves as a 
Trustee of other mutual fund complexes; Mr. Christian served as the Executive Vice President of Wilmington Trust and 
currently serves as a Trustee to other mutual fund complexes; and Mr. Mansur is a Professor Emeritus at Widener 
University. He previously served as a Professor of Finance, School of Business Administration, at Widener University and 
currently serves as a Trustee to other mutual fund complexes. 
  
In its periodic self-assessment of the effectiveness of the Board of Trustees, the Board of Trustees considers the 
complementary individual skills and experience of the individual Trustees primarily in the broader context of the Board of 
Trustees’ overall composition so that the Board of Trustees, as a body, possesses the appropriate (and appropriately 
diverse) skills and experience to oversee the business of the Trust and its funds. The summaries set forth above as to the 
experience, qualifications, attributes and/or skills of the Trustees do not constitute holding out the Board of Trustees or any 
Trustee as having any special expertise or experience, and do not impose any greater responsibility or liability on any such 
person or on the Board of Trustees as a whole than would otherwise be the case. 
  
RISK OVERSIGHT. Through its direct oversight role, and indirectly through its Committees, of officers and service 
providers, the Board of Trustees performs a risk oversight function for the Trust and its funds consisting, among other 
things, of the following activities: (1) at regular and special Board of Trustees meetings, and on an ad hoc basis as needed, 
receiving and reviewing reports related to the performance and operations of the Trust and its funds; (2) reviewing and 
approving, as applicable, the compliance policies and procedures of the Trust; (3) meeting with the portfolio management 
team to review investment strategies, techniques and the processes used to manage related risks; (4) meeting with 
representatives of key service providers, including the investment advisers, administrator, the distributor, the transfer agent, 
the custodian and the independent registered public accounting firms of the funds, to review and discuss the activities of 
the Trust and its funds and to provide direction with respect thereto; and (5) engaging the services of the Chief Compliance 
Officer of the Trust to test the compliance procedures of the Trust and its service providers. 
  
SECURITY AND OTHER INTERESTS. The following table sets forth the equity securities in the Funds and in all 
registered investment companies overseen by the Trustees within the Trust Complex that the Trustees beneficially 
owned as of December 31, 2023. 
  

Name of Trustee    
Dollar Range of Equity 

Securities in the Fund   

Aggregate Dollar Range of Equity 
Securities in All Registered 

Investment Companies Overseen 
by Trustee within the Family of 

Investment Companies 

Independent Trustees         
Robert J. Christian   None   Over $100,000 
Iqbal Mansur   None   Over $100,000 
Nicholas M. Marsini, Jr.   None   None 
Nancy B. Wolcott   None   None 
Stephen M. Wynne   None   $50,001 - $100,000 

  
As of December 31, 2023, none of the Independent Trustees, or any of their immediate family members (i.e., spouse 
or dependent children) served as an officer, director or was an employee of the Trust, the Adviser or the Underwriter, 
or of any of their respective affiliates. Nor do any of such persons serve as an officer or director or is an employee of 
any company controlled by or under common control with such entities. Additionally, as of the same date, none of the 
Independent Trustees or any of their immediate family members (i.e., spouse or dependent children) owned 
beneficially or of record any interest in the Adviser or the Underwriter, or in any person directly or indirectly 
controlling, controlled by, or under common control with such entities. 



37 

COMPENSATION. In addition to the fees below, the Trust reimburses the Trustees for their related business 

expenses. The following table sets forth the aggregate compensation paid to each of the Trustees for the fiscal year 

ended September 30, 2023. 

  

Name of Trustee   

Aggregate 

Compensation 

from the 

Trust     

Pension or 

Retirement 

Benefits 

Accrued as 

Part of the 

Trust’s 

Expenses     

Estimated 

Annual 

Benefits 

upon 

Retirement     

Total 

Compensation 

from the 

Trust 

Complex   

Robert J. Christian   $ 113,725     $ 0     $ 0     $ 113,725   

Iqbal Mansur   $ 128,665     $ 0     $ 0     $ 128,665   

Nicholas M. Marsini, Jr.   $ 138,565     $ 0     $ 0     $ 138,565   

Nancy B. Wolcott   $ 113,665     $ 0     $ 0     $ 113,665   

Stephen M. Wynne   $ 133,585     $ 0     $ 0     $ 133,585   

  

CODE OF ETHICS 

  

In accordance with Rule 17j-1 of the 1940 Act, each of the Trust and the Adviser has adopted a code of ethics (each, 

a “Code” and together, the “Codes”). 

  

The Codes are intended to prohibit or restrict transactions that may be deemed to create a conflict of interest among 

the Adviser or the Trust. Each Code identifies the specific employees, officers or other persons who are subject thereto 

and all are required to abide by the provisions thereunder. Persons covered under the Codes may engage in personal 

trading for their own accounts, including securities that may also be purchased or held or traded by a Fund under 

certain circumstances. 

  

Under the Code adopted by the Trust, personal trading is subject to specific restrictions, limitations, guidelines and 

other conditions. Under the Code adopted by the Adviser, personal trading is subject to pre-clearance and other 

conditions set forth in its Code. 

  

On an annual basis, or whenever deemed necessary, the Board of Trustees reviews reports regarding all of the Codes 

including information about any material violations of the Codes. The Codes are on public file as exhibits to the 

Trust’s registration statement with the SEC. 

  

PROXY VOTING 

  

The Board of Trustees has adopted the Adviser’s proxy voting procedures and has delegated the responsibility for 

exercising the voting rights associated with the securities purchased and/or held by a Fund to the Adviser, subject to 

the Board of Trustees’ continuing oversight. In exercising its voting obligations, the Adviser is guided by general 

fiduciary principles. It must act prudently, solely in the interest of the Funds, and for the purpose of providing benefits 

to such Funds. The Adviser will consider the factors that could affect the value of a Fund’s investment in its 

determination on a vote. 

  

The Adviser has identified certain significant contributors to shareholder value with respect to a number of common 

or routine matters that are often the subject of proxy solicitations for shareholder meetings. Their proxy voting 

procedures address these considerations and establish a framework for consideration of a vote that would be 

appropriate for a Fund. In particular, the proxy voting procedures outline principles and factors to be considered in 

the exercise of voting authority for proposals addressing such common or routine matters. 

  

The Adviser’s proxy voting procedures establish a protocol for voting of proxies in cases in which the Adviser or an 

affiliated entity has an interest that is reasonably likely to be affected by a proxy to be voted on behalf of a Fund or 

that could compromise the Adviser’s independence of judgment and action in voting the proxy in the best interest of 

a Fund’s shareholders. The Adviser believes that consistently voting in accordance with its stated guidelines will 

address most conflicts of interest, and to the extent any deviation of such guidelines occurs it will be carefully assessed 
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by a securities review committee to determine if a conflict of interest exists, and if a material conflict of interest exists, 

the committee will determine an appropriate resolution, which may include consultation with management or Trustees 

of the Trust, analyses by independent third parties, or other means necessary to ensure and demonstrate the proxy was 

voted in the best interests of shareholders. The Adviser’s proxy voting policies and procedures are attached herewith 

as Appendix B. The Funds are required to file annually their proxy voting record on Form N-PX with the SEC. 

Form N-PX is required to be filed by August 31 of each year and when filed will be available without charge by 

request by calling the Fund at (833) 996-2101 or on the SEC’s website at www.sec.gov. 

  

CONTROL PERSONS AND PRINCIPAL HOLDERS OF SECURITIES 

  

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

of a Fund. Any person who directly or indirectly owns 5% or more of the outstanding voting securities of a Fund, may 

be deemed an “affiliated person” of the Fund, as such term is defined in the 1940 Act. A control person is one who 

owns, either directly or indirectly, more than 25% of the voting securities of a company or acknowledges the existence 

of control. As of January 3, 2024, the following persons were the only persons who were record owners (or to the 

knowledge of the Trust, beneficial owners) of more than 5% or more of the shares of each Fund. The Trust believes 

that most of the shares referred to below were held by persons indicated in accounts for their fiduciary, agency, or 

custodial customers. Additionally, as of the same date, none of the Trustees or officers of the Trust owned individually 

and together in excess of 1% of the outstanding shares of each Fund. 

  

Ambrus Core Bond Fund 

Institutional Class Shares Name and Address of Owner   

Number of 

Shares 

Held of Record 

or 

Beneficially     

Percentage 

of 

Institutional 

Class 

Shares 

Owned   

National Financial Services Corporation 

For Benefit of our Customers 

Attn: Mutual Funds Dept 4th Floor 

499 Washington Blvd. 

Jersey City, NJ 07310-2010     21,131,680.195       96.7 % 

  

Ambrus Tax-Conscious California Bond Fund 

Institutional Class Shares Name and Address of Owner   

Number of 

Shares 

Held of Record 

or 

Beneficially     

Percentage 

of 

Institutional 

Class 

Shares 

Owned   

National Financial Services Corporation 

For Benefit of our Customers 

Attn: Mutual Funds Dept 4th Floor 

499 Washington Blvd. 

Jersey City, NJ 07310-2010     17,576,501.289       94.0 % 

                  

Charles Schwab & Co. Inc. 

Special Custody A/C For Benefit of Customers 

Attn: Mutual Funds 

211 Main Street 

San Francisco, CA     1,122,802.626       6.0 % 
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Ambrus Tax-Conscious National Bond Fund 

Institutional Class Shares Name and Address of Owner   

Number of 

Shares 

Held of Record 

or 

Beneficially     

Percentage 

of 

Institutional 

Class 

Shares 

Owned   

National Financial Services Corporation 

For Benefit of our Customers 

Attn: Mutual Funds Dept 4th Floor 

499 Washington Blvd. 

Jersey City, NJ 07310-2010     20,054,273.218       98.3 % 

  

INVESTMENT ADVISORY SERVICES 

  

Whittier Advisors, LLC (“Whittier” or the “Adviser”) is a registered investment adviser headquartered at 4695 

MacArthur Court, Suite 1500, Newport Beach, CA 92660. Whittier was founded in 2021 and, in addition to serving 

as the investment adviser to the Funds, provides portfolio management services to Whittier Trust Company (“WTC”) 

and The Whittier Trust Company of Nevada, Inc. (“WTC-NV”), each of which is an affiliate of the Adviser, for the 

benefit of their clients. As of December 31, 2023, Whittier had approximately $762.8 million in assets under 

management. 

  

Pursuant to an investment advisory agreement between the Trust and the Adviser, the Adviser manages the assets of 

the Funds (the “Investment Advisory Agreement”). The Investment Advisory Agreement has an initial term of two 

years and continues in effect from year to year thereafter if such continuance is specifically approved at least annually 

by the Board of Trustees including a majority of the Independent Trustees casting votes in person at a meeting called 

for such purpose, or by vote of a majority of the outstanding voting securities of the Fund. The Investment Advisory 

Agreement may be terminated by a Fund upon the affirmative vote of a majority of the outstanding voting securities 

of such Fund or by the Adviser on 60 days’ written notice without penalty. The Investment Advisory Agreement will 

also terminate automatically in the event of its assignment as defined in the 1940 Act. 

  

Pursuant to the Investment Advisory Agreement, the Adviser is entitled to receive an annual investment advisory fee, 

paid monthly, comprising 0.40% of the average daily net assets of each Fund. Each class of shares of the Fund bears 

its respective pro-rata portion of the advisory fee payable by a Fund. The Adviser has contractually agreed to reduce 

its investment advisory fee and/or reimburse certain expenses of the Funds to the extent necessary to ensure that each 

Fund’s total operating expenses (excluding taxes, fees and expenses attributable to a distribution or service plan 

adopted by FundVantage Trust (the “Trust”), interest, extraordinary items, “Acquired Fund Fees and Expenses” and 

brokerage commissions) do not exceed 0.50% (on an annual basis) with respect to each Fund’s average daily net assets 

(the “Expense Limitation”) until January 31, 2025, and do not exceed 0.60% (on an annual basis) with respect to each 

Fund’s average daily net assets until January 31, 2026. The Expense Limitation for each Fund will remain in place 

until January 31, 2026 unless the Board of Trustees the Trust approves its earlier termination. Prior to May 23, 2023, 

the Expense Limitation was 0.60%. The Adviser is entitled to recover, subject to approval by the Board of Trustees, 

such amounts reduced or reimbursed for a period of up to three (3) years from the date on which the Adviser reduced 

its compensation and/or assumed expenses for each Fund. The Adviser is permitted to seek reimbursement from each 

Fund, for fees it waived and Fund expenses it paid to the extent the total annual fund expenses do not exceed the limits 

described above or any lesser limits in effect at the time of the reimbursement. No reimbursement will occur unless 

the Fund’s expenses are below the Expense Limitation. 
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The following tables set forth the aggregate fees paid to the Adviser by each Fund for the last two fiscal years, as applicable. 
  

    
For the Fiscal Year/Period Ended 

September 30, 20231   

Fund   

Gross 
Advisory 

Fees 
Earned     

Advisory 
Fee 

Waivers 
and 

Expenses 
Waived or 

Reimbursed     

Net 
Advisory 

Fees   

Ambrus Tax-Conscious National Bond Fund   $  419,942     $  (137,147 )    $  282,795   
Ambrus Core Bond Fund   $ 315,109     $ (133,166 )   $ 181,943   
Ambrus Tax-Conscious California Bond Fund   $ 314,379     $ (118,425 )   $ 195,954   
  
   

(1) The Ambrus Tax-Conscious National Bond Fund and Ambrus Tax-Conscious California Bond Fund commenced 
operations on October 3, 2022. 

  
  

    
For the Fiscal Year Ended 

September 30, 20222   

Fund   

Gross 
Advisory 

Fees 
Earned     

Advisory 
Fee 

Waivers 
and 

Expenses 
Waived or 

Reimbursed     

Net 
Advisory 

Fees   

Ambrus Core Bond Fund   $ 1,356     $ (34,932 )   $ (33,576 ) 
  
  

(2) The Ambrus Core Bond Fund commenced operations on September 6, 2022. 
  
Under the terms of the Investment Advisory Agreement, the Adviser agrees to: (a) direct the investments of the Funds, 
subject to and in accordance with the Funds’ investment objectives, policies and limitations set forth in the Prospectus 
and this SAI; (b) purchase and sell for the Funds, securities and other investments consistent with the Funds’ objective 
and policies; (c) supply office facilities, equipment and personnel necessary for servicing the investments of the Funds; 
(d) pay the salaries of all personnel of the Adviser performing services relating to research, statistical and investment 
activities on behalf of the Trust; (e) make available and provide such information as the Trust and/or its administrator 
may reasonably request for use in the preparation of its registration statement, reports and other documents required 
by any applicable federal, foreign or state statutes or regulations; and (f) make its officers and employees available to 
the Trustees and officers of the Trust for consultation and discussion regarding the management of the Funds and their 
investment activities. Additionally, the Adviser agrees to create and maintain all necessary records in accordance with 
all applicable laws, rules and regulations pertaining to the various functions performed by it and not otherwise created 
and maintained by another party pursuant to contract with the Funds. The Trust and/or the Adviser may at any time 
or times, upon approval by the Board of Trustees, enter into one or more sub-advisory agreements with a sub-adviser 
pursuant to which the Adviser delegates any or all of its duties as listed. 
  
The Investment Advisory Agreement provides that the Adviser shall not be liable for any error of judgment or mistake 
of law or for any loss suffered by the Fund in connection with the matters to which the agreement relates, except to 
the extent of a loss resulting from willful misfeasance, bad faith or gross negligence on its part in the performance of 
its obligations and duties under the agreement. 
  
The salaries of personnel of the Adviser performing services for the Fund relating to research, statistical and 
investment activities are paid by the Adviser. 
  
Whittier Holdings, Inc. may be deemed to control the Adviser by virtue of its holding of 100% of the voting interest 
in the Adviser.  
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PORTFOLIO MANAGERS 

  

The management of the Funds is the responsibility of a group of investment professionals employed by the Adviser. 

The information provided below supplements the information provided in the Prospectus under the heading “Portfolio 

Managers” with respect to the investment professionals responsible, either individually or jointly, for the day-to-day 

management of each of the Funds, including information regarding:  

  

  (i) “Other Accounts Managed.” Other accounts managed by Messrs. Moore and Carpenter, who are the 

Portfolio Managers responsible for the day-to-day management of the Funds as of September 30, 2023; 

  

  (ii) “Material Conflicts of Interest.” Material conflicts of interest that may arise in connection with the Portfolio 

Managers’ management of a Fund’s investments and investments of other accounts managed. These 

potential conflicts of interest include material conflicts between the investment strategy of a Fund and the 

investment strategy of the other accounts managed by the Portfolio Managers and conflicts associated with 

the allocation of investment opportunities between a Fund and other accounts managed by the Portfolio 

Managers. Additional conflicts of interest may potentially exist or arise that are not discussed below; 

  

  (iii) “Compensation.” A description of the structure of and method used to determine the compensation 

received by the Funds’ Portfolio Managers from the Funds, the Adviser or any other source with respect 

to managing the Funds and any other accounts as of September 30, 2023; and 

  

  (iv) “Ownership of Securities.” Information regarding the Portfolio Managers’ dollar range of equity 

securities beneficially owned in the Funds as of September 30, 2023. 

  

Other Accounts Managed. The table below includes details regarding the number of other registered investment 

companies, other pooled investment vehicles and other accounts managed by Messrs. Moore and Carpenter, total 

assets under management for each type of account and total assets in each type of account with performance-based 

advisory fees as of September 30, 2023: 

  

Type of Accounts   

Total Number 

of Accounts 

Managed     

Total Assets 

(millions)     

Number of 

Accounts Managed 

subject to a 

Performance Based 

Advisory Fee     

Total Assets 

Managed 

subject to a 

Performance 

Based 

Advisory 

Fee 

(millions)   

H. Travis Moore                             

Other Registered Investment Companies:   0     $ 0     0     $ 0   

Other Pooled Investment Vehicles:   0     $ 0     0     $ 0   

Other Accounts:   11     $ 149.8     0     $ 0   

                              

Mason Carpenter                             

Other Registered Investment Companies:   0     $ 0     0     $ 0   

Other Pooled Investment Vehicles:   0     $ 0     0     $ 0   

Other Accounts:   11     $ 149.8     0     $ 0   

  

Material Conflicts of Interest. Potential conflicts may arise out of: (a) a Portfolio Manager’s execution of different 

investment strategies for various accounts; or (b) the allocation of investment opportunities among a Portfolio 

Manager’s accounts with the same strategy. 

  

The Portfolio Managers may oversee funds and/or accounts managed under similar strategies and objectives. Potential 

conflicts of interest may arise as a result of the Portfolio Managers’ responsibility for multiple accounts with similar 

investment guidelines. Under these circumstances, a potential investment may be suitable for more than one of the 

Portfolio Managers’ accounts, but the quantity of the investment available for purchase is less than the aggregate 

amount the accounts would ideally devote to the opportunity. 
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Compensation paid by the clients varies, based on the type of account and services provided, and, in some situations, 

it is individually negotiated. A potential conflict may arise when a Portfolio Manager is responsible for accounts that 

have different advisory fees — the difference in fees could create an incentive for a Portfolio Manager to favor one 

account over another, for example, in terms of access to investment opportunities. Generally, compensation is 

computed as a percentage of assets under management for the client. 

  

Generally speaking, there are no situations where the Funds’ opportunities or the execution of their investment 

programs (e.g., purchases and sales) may be compromised or limited by the investments of other clients. There may 

be occurrences where a scarcity of certain types of municipal bonds hinders the execution of a Fund’s investment 

program, but this affects all accounts sharing the same investment strategy. In such situations, the Adviser is bound to 

allocate trades fairly among all such accounts, adhering to its policies and procedures on trade allocations, its Code of 

Ethics and compliance procedures. 

  

Compensation. The Adviser compensates the Funds’ Portfolio Managers for management of the Funds. Each Portfolio 

Manager’s compensation consists of fixed and variable components taking into account individual performance as 

well as the performance of the Adviser. Each Portfolio Manger’s salary is not directly dependent on the performance 

of the Fund or the level of assets in the Fund. 

  

Ownership of Securities. As of September 30, 2023, the Portfolio Managers did not beneficially own equity securities 

in the Funds. 

  

ADMINISTRATION AND ACCOUNTING SERVICES 

  

Pursuant to an Administration and Accounting Services Agreement dated July 19, 2007, The Bank of New York 

Mellon performs certain administrative services for the Trust including, among other things, assisting in the 

preparation of the annual post-effective amendments to the Trust’s registration statement, assisting in obtaining the 

fidelity bond and trustees’ and officers’/errors and omissions insurance policies, preparing notices, agendas, and 

resolutions for quarterly Board of Trustees meetings, maintaining the Trust’s corporate calendar, maintaining Trust 

contract files and providing executive and administrative services to support the Independent Trustees. The Bank of 

New York Mellon also performs certain administrative and accounting services for the Trust such as preparing 

shareholder reports, providing statistical and research data, assisting the Adviser in compliance monitoring activities, 

and preparing and filing federal and state tax returns on behalf of the Trust. In addition, The Bank of New York Mellon 

prepares and files certain reports with the appropriate regulatory agencies and prepares certain materials required by 

the SEC or any state securities commission having jurisdiction over the Trust. The accounting services performed by 

The Bank of New York Mellon include determining the NAV per share of the Fund and maintaining records relating 

to the securities transactions of the Fund. 

  

The table below sets forth the administration and accounting service fees paid by the Funds to The Bank of New York 

Mellon for services rendered during the last two fiscal years: 

  

Fund   

Fiscal 

Year/Period 

Ended 

September 30, 

20231     

Fiscal Period 

Ended 

September 30, 

20222   

Ambrus Tax-Conscious National Bond Fund   $ 48,578       -   

Ambrus Core Bond Fund   $ 26,867     $ 5,500   

Ambrus Tax-Conscious California Bond Fund   $ 45,003       -   

  
  

(1) The Ambrus Tax-Conscious National Bond Fund and Ambrus Tax-Conscious California Bond Fund commenced 

operations on October 3, 2022. 
(2) The Ambrus Core Bond Fund commenced operations on September 6, 2022. 
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ADDITIONAL SERVICE PROVIDERS 

  

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM. Ernst & Young LLP, One Commerce 

Square, Suite 700, 2005 Market Street, Philadelphia, PA 19103, serves as the independent registered public 

accounting firm to the Funds.  

  

LEGAL COUNSEL. Troutman Pepper Hamilton Sanders LLP, 3000 Two Logan Square, 18th and Arch Streets, 

Philadelphia, PA 19103, serves as counsel to the Trust. 

  

CUSTODIAN. The Bank of New York Mellon (the “Custodian”), 240 Greenwich Street, New York, NY 10286, serves 

as the Funds’ custodian. The Custodian’s services include, in addition to the custody of all cash and securities owned by 

the Trust, the maintenance of custody accounts in the Custodian’s trust department, the segregation of all certificated 

securities owned by the Trust, the appointment of authorized agents as sub-custodians, disbursement of funds from the 

custody accounts of the Trust, releasing and delivering securities from the custody accounts of the Trust, maintaining 

records with respect to such custody accounts, delivering to the Trust a daily and monthly statement with respect to such 

custody accounts, and causing proxies to be executed. The Funds have made arrangements with BNY Mellon Investment 

Servicing Trust Company to serve as custodian for Individual Retirement Accounts (“IRAs”). 

  

TRANSFER AGENT. BNY Mellon Investment Servicing (US) Inc. (“BNY Mellon Investment Servicing”), 500 

Ross Street, 154-0520, Pittsburgh, PA 15262, serves as the Trust’s Transfer Agent and Dividend Paying Agent. 

  

OTHER SERVICE PROVIDERS. The Trust has engaged JW Fund Management, LLC, 1636 N Cedar Crest Blvd. 

Suite #161, Allentown, PA 18104 to provide persons to serve as Principal Executive Officer and Principal Financial 

Officer and provide various other services for the Trust. The Trust has engaged Chenery Compliance Group, LLC to 

provide on-going compliance services, including providing an individual to serve as the Chief Compliance Officer 

and Anti-Money Laundering Officer for the Trust. 

  

BROKERAGE ALLOCATION AND OTHER PRACTICES  

  

Subject to policies established by the Board of Trustees, the Adviser is primarily responsible for the execution of the 

Fund’s portfolio transactions and the allocation of brokerage. The Adviser has no obligation to deal with any dealer 

or group of dealers in the execution of transactions in portfolio securities of the Fund. The Adviser often deals directly 

with the dealers who make a market in the securities involved except in those circumstances where better prices and 

execution are available elsewhere. It is the objective of the Adviser to seek to obtain the best results in conducting 

portfolio transactions for the Fund, taking into account such factors as price (including the applicable dealer-spread 

or commission), the size, type and difficulty of the transaction involved, the firm’s general execution and operations 

facilities and the firm’s risk in positioning the securities involved. The cost of portfolio securities transactions of the 

Fund primarily consists of dealer or underwriter spreads and brokerage commissions. 

  

While reasonable competitive spreads or commissions are sought, the Fund will not necessarily be paying the lowest 

spread or commission available. In all cases, the Adviser understands its on-going obligation to seek “best execution” 

of its clients’ transactions. The Adviser considers the range of services provided by brokers in selecting those with 

whom to place trades including, but not limited to, commission rate, execution capability, responsiveness, and 

financial responsibility. The Adviser has a Best Execution Committee consisting of representatives from trading, 

operations, portfolio management team and compliance. The Best Execution Committee meets quarterly and is 

responsible for overseeing the Adviser’s trading activities in accordance with the firm’s Best Execution Policy and 

Procedures. Annually, the Best Execution Committee evaluates brokerage relationships. 

  

The Adviser is not a party to any soft dollar arrangements. Any research or other services than brokerage services 

provided to the Adviser by brokers executing trades for the Fund will be paid for separately by the Adviser. 

  

The Fund invests in securities traded in the over-the-counter markets, and the Fund often deals directly with dealers 

who make markets in the securities involved, except in those circumstances where better execution is available 

elsewhere. Under the 1940 Act, except as permitted by exemptive order or rule, persons affiliated with the Fund are 

prohibited from dealing with the Fund as principal in the purchase and sale of securities. However, affiliated persons 

of the Fund may serve as its brokers in certain over-the-counter transactions conducted on an agency basis. 
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Securities held by the Fund may also be held by, or be appropriate investments for, other funds or investment advisory 

clients for which the Adviser or its affiliates act as an adviser. Because of different investment objectives or other 

factors, a particular security may be bought for an advisory client when other clients are selling the same security. If 

purchases or sales of securities by the Adviser for the Fund or other funds for which it acts as investment adviser or 

for other advisory clients arise for consideration at or about the same time, transactions in such securities may be 

made, insofar as feasible, for the respective funds and clients in a manner deemed by the Adviser to be on a fair and 

equitable basis. Transactions effected by the Adviser (or its affiliates) on behalf of more than one of its clients during 

the same period may increase the demand for securities being purchased or the supply of securities being sold, causing 

an adverse effect on price. 

  

During the fiscal year ended September 30, 2023, the Ambrus Core Bond Fund paid $2,912 in brokerage commissions. 

For the period from October 3, 2022 (commencement of operations) until September 30, 2023 the Ambrus Tax-

Conscious National Bond Fund and Ambrus Tax-Conscious California Bond Fund paid $4,312 and $2,970, 

respectively, in brokerage commissions. 

  

During the fiscal year ended September 30, 2023, with regard to the Ambrus Core Bond Fund, neither the Funds nor the 

Adviser, through an agreement or understanding with a broker, or otherwise through an internal allocation procedure 

directed the Funds’ brokerage transactions to a broker because of research services provided. During the fiscal period from 

October 3, 2022 (commencement of operations) until September 30, 2023 with regard to the Ambrus Tax-Conscious 

National Bond Fund and Ambrus Tax-Conscious California Bond Fund, neither the Funds nor the Adviser, through an 

agreement or understanding with a broker, or otherwise through an internal allocation procedure directed the Funds’ 

brokerage transactions to a broker because of research services provided. 

  

During the fiscal year ended September 30, 2022, the Ambrus Core Bond Fund did not pay any brokerage commissions 

to the Adviser or to an affiliate of the Fund or the Adviser. During the fiscal period from October 3, 2022 (commencement 

of operations) until September 30, 2023 the Ambrus Tax-Conscious National Bond Fund and Ambrus Tax-Conscious 

California Bond Fund did not pay any brokerage commissions to the Adviser or to an affiliate of the Fund or the Adviser. 

  

The Funds may at times invest in securities of their regular broker-dealers or a parent of their regular broker-dealers. 

During the fiscal year ended September 30, 2023, the following Funds held securities of the following broker-dealers, 

which were its regular broker-dealers: 

  

Fund   Issuer   

Value of 

Fund’s 

Aggregate 

Holdings of 

Issuer   

Ambrus Core Bond Fund   Wells Fargo & Co.   $ 1,612,852   

    Morgan Stanley   $ 1,749,226   

              

Ambrus Tax-Conscious National Bond Fund   Morgan Stanley   $ 1,800,963   

    J.P. Morgan   $ 3,561,099   

    Citigroup   $ 2,670,722   

    Wells Fargo & Co.   $ 782,768   

              

Ambrus Tax-Conscious California Bond Fund   Morgan Stanley   $ 1,037,975   

    Citigroup   $ 1,894,314   

    Wells Fargo & Co.   $ 328,437   

    J.P. Morgan   $ 2,637,059   

  

ADDITIONAL COMPENSATION TO FINANCIAL INTERMEDIARIES 

  

The additional compensation to financial intermediaries described in the Prospectus may be calculated based on factors 

determined by the Adviser and its affiliates from time to time, including: the value of a Fund’s shares sold to, or held 

by, a financial intermediary’s customers; gross sales of a Fund’s shares by a financial intermediary; or a negotiated 

lump sum payment. 
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In addition to the additional cash payments to financial intermediaries described in the Prospectus, subject to 

applicable FINRA rules and regulations, the Adviser and its affiliates may provide compensation to financial 

intermediaries that may enable the Adviser and its affiliates to sponsor or participate in educational or training 

programs, sales contests and other promotions involving the sales representatives and other employees of financial 

intermediaries in order to promote the sale of a Fund’s shares. The Adviser and its affiliates may also pay for the travel 

expenses, meals, lodging and entertainment of financial intermediaries and their sales representatives and other 

employees in connection with such educational or training programs, sales contests and other promotions. These 

payments may vary with each such event. 

  

DISTRIBUTION OF SHARES AND RULE 12B-1 PLAN 

  

Foreside Funds Distributors LLC, a wholly owned subsidiary of Foreside Financial Group, LLC (d/b/a ACA Group) 

(the “Underwriter”), located at Three Canal Plaza, Suite 100, Portland, ME 04101, serves as a principal underwriter 

of the Funds’ shares pursuant to an Underwriting Agreement with the Trust. Pursuant to the terms of the Underwriting 

Agreement, the Underwriter continuously distributes shares of the Funds on a best efforts basis. The Underwriter has 

no obligation to sell any specific quantity of shares of the Funds. The Underwriter and its officers have no role in 

determining the investment policies or which securities are to be purchased or sold by the Funds. 

  

To the extent that the Underwriter receives fees under the Funds’ Plan of Distribution adopted pursuant to Rule 12b-

1 under the 1940 Act (the “12b-1 Plan”), the Underwriter will furnish or enter into arrangements with broker-dealers, 

financial intermediaries, or other financial institutions for the furnishing of marketing or sales services with respect to 

the Investor Class shares as may be required pursuant to such plan. 

  

Moreover, to the extent that the Underwriter receives shareholder service fees under any shareholder services plan 

adopted by the Funds, the Underwriter will furnish or enter into arrangements with broker-dealers, financial 

intermediaries, or other financial institutions for the furnishing of personal or account maintenance services with 

respect to the relevant shareholders of the Funds as may be required pursuant to such plan. The Underwriter receives 

no underwriting commissions or Rule 12b-1 fees in connection with the sale of the Fund’s Institutional Class shares. 

The Trustees of the Trust, including a majority of Independent Trustees, have determined that there is a reasonable 

likelihood that the 12b-1 Plan will benefit the Trust, the Funds and the shareholders of the Funds’ Investor 

Class shares. 

  

The Underwriter may furnish or enter into agreements with selected broker-dealers, banks or other financial 

institutions for distribution of shares of the Funds. With respect to certain financial institutions and related fund 

“supermarket” platform arrangements, the Funds and/or the Adviser, rather than the Underwriter, typically enter into 

such agreements. These financial institutions may charge a fee for their services and may receive shareholder service 

or other fees from the Adviser and/or the Funds. These financial institutions may otherwise act as processing agents 

and are responsible for transmitting purchase, redemption and other requests to the Funds. 

  

The Underwriting Agreement continues in effect for successive annual periods provided such continuance is approved 

at least annually by a majority of the Trustees, including a majority of the Independent Trustees. The Underwriting 

Agreement provides that the Underwriter, in the absence of willful misfeasance, bad faith or negligence in the 

performance of its duties or by reason of reckless disregard of its obligations and duties under the agreement, will not 

be liable to the Funds or its shareholders for losses arising in connection with the sale of Fund shares. 

  

The Underwriting Agreement terminates automatically in the event of an assignment. The Underwriting Agreement is also 

terminable without payment of any penalty with respect to the Funds (i) by vote of a majority of the Trustees of the Trust 

who are not interested persons of the Trust or the Funds and who have no direct or indirect financial interest in the operation 

of the 12b-1 Plan of the Fund or any agreements related to the 12b-1 Plan or by vote of a majority of the outstanding voting 

securities of the Funds on sixty (60) days written notice to the Underwriter; or (ii) by the Underwriter on sixty (60) days 

written notice to the Funds. The Underwriter will be compensated for distribution services according to the 12b-1 Plan 

regardless of the Underwriter’s expenses. The Underwriter uses the entire 12b-1 for distribution expenses and does not 

retain any amounts for profit. The Underwriter does not receive compensation from the Funds for its distribution services 

except the distribution/service fees with respect to the shares of those classes for which a 12b-1 Plan is effective. The 

Adviser pays the Underwriter a fee for certain distribution-related services. 
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The 12b-1 Plan provides that the Underwriter will be paid for distribution activities such as public relations services, 
telephone services, sales presentations, media charges, preparation, printing and mailing advertising and sales 
literature, data processing necessary to support a distribution effort and printing and mailing of prospectuses to 
prospective shareholders. Additionally, the Underwriter may pay certain financial institutions such as banks or broker-
dealers who have entered into servicing agreements with the Underwriter and other financial institutions for 
distribution and shareholder servicing activities. 
  
The 12b-1 Plan further provides that payment shall be made for any month only to the extent that such payment does 
not exceed 0.25% on an annualized basis of the Funds’ Investor Class Shares average net assets, except with respect 
to limitations set from time to time by the Board of Trustees. 
  
Under the 12b-1 Plan, if any payments made by the Adviser out of its advisory fee, not to exceed the amount of that fee, to 
any third parties (including banks), including payments for shareholder servicing and transfer agent functions, were deemed 
to be indirect financing by a Funds of the distribution of its Investor Class shares, such payments are authorized. A Fund 
may execute portfolio transactions with and purchase securities issued by depository institutions that receive payments under 
the 12b-1 Plan. No preference for instruments issued by such depository institutions is shown in the selection of investments. 
  

CAPITAL STOCK AND OTHER SECURITIES 
  
The Trust issues and offers Class Y shares of each Fund. The shares of each Fund, when issued and paid for in 
accordance with the Prospectus, will be fully paid and non-assessable shares, with equal voting rights and no 
preferences as to conversion, exchange, dividends, redemption or any other feature. 
  
Shares of each Fund entitle holders to one vote per share and fractional votes for fractional shares held. Shares have 
non-cumulative voting rights, do not have preemptive or subscription rights and are transferable. 
  
The Funds do not hold an annual meeting of shareholders. The Trustees are required to call a meeting of shareholders 
for the purpose of voting upon the question of removal of any Trustee when requested in writing to do so by the 
shareholders of record owning not less than 10% of a Fund’s outstanding shares. 
  

PURCHASE, REDEMPTION AND PRICING OF SHARES 
  
PURCHASE OF SHARES. Information regarding the purchase of shares is discussed in the “Purchase of Shares” 
section of the Prospectus. 
  
REDEMPTION OF SHARES. Information regarding the redemption of shares is discussed in the “Redemption of 
Shares” section of the Prospectus. 
  
PRICING OF SHARES. The NAV per share of each Fund is determined by dividing the value of the Fund’s net assets 
by the total number of Fund shares outstanding. This determination is made by The Bank of New York Mellon, as of the 
close of regular trading on the New York Stock Exchange (the “Exchange”) (typically 4:00 p.m., Eastern Time) each day 
the Funds are open for business. The Funds are open for business on days when the Exchange is open for business. 
  
Each Fund’s fixed income securities are valued based on market quotations, which are furnished by an independent 
pricing service. Fixed income securities having remaining maturities of 60 days or less are valued at amortized cost, 
which approximates market value. Investments in any mutual fund are valued at their respective NAVs as determined 
by those mutual funds each business day (which may use fair value pricing as disclosed in their prospectuses). 
  
Securities that do not have a readily available current market value are valued in good faith by the Adviser as 
“valuation designee” under the directors of the Trust’s Board of Trustees. The Adviser has adopted policies and 
procedures for valuing securities and other assets in circumstances where market quotes are not readily available. In 
the event that market quotes are not readily available, and the security or asset cannot be valued pursuant to one of the 
valuation methods, the value of the security or asset will be determined in good faith by the Adviser. On a quarterly 
basis, the Adviser’s fair valuation determinations will be reviewed by the Trust’s Board of Trustees. The Adviser’s 
policy is intended to result in a calculation of a Fund’s NAV that fairly reflects security values as of the time of pricing. 
However, fair values determined pursuant to The Adviser’s procedures may not accurately reflect the price that a Fund 
could obtain for a security if it were to dispose of that security as of the time of pricing. 
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Market quotes are considered not readily available in circumstances where there is an absence of current or reliable 

market-based data (e.g., trade information, bid/asked information, broker quotes), including where events occur after 

the close of the relevant market, but prior to the close of the Exchange, that materially affect the values of a Fund’s 

securities or assets. In addition, market quotes are considered not readily available when, due to extraordinary 

circumstances, an exchange or market on which a security trades does not open for trading for the entire day and no 

other market prices are available. The Adviser as valuation designee will monitor for significant events that may 

materially affect the values of a Fund’s securities or assets and for determining whether the value of the applicable 

securities or assets should be re-evaluated in light of such significant events. 

  

DIVIDENDS 

  

Each Fund intends to distribute substantially all of its net investment income, if any. Dividends from each Fund’s net 

investment income are declared daily and paid to shareholders monthly. The dividend for a business day immediately 

preceding a weekend or holiday normally includes an amount equal to the net income expected for the subsequent 

non-business days on which dividends are not declared. Distributions, if any, of net short-term capital gain and net 

capital gain (the excess of net long-term capital gain over the short-term capital loss) realized by a Fund, after 

deducting any available capital loss carryovers are declared and paid to its shareholders annually. 

  

Each Fund’s dividends and other distributions are taxable to shareholders (other than retirement plans and other tax-

exempt investors) whether received in cash or reinvested in additional shares of the Fund. A dividend or distribution 

paid by a Fund has the effect of reducing the NAV per share on the ex-dividend date by the amount of the dividend 

distribution. A dividend or distribution declared shortly after a purchase of shares by an investor would, therefore, 

represent, in substance, a return of capital to the shareholder with respect to such shares even though it would be 

subject to federal income taxes. This is called “buying a dividend.” To avoid “buying a dividend,” check a Fund’s 

distribution dates before you invest. 

  

A statement will be sent to you within 60 days after the end of each year detailing the tax status of your distributions. 

Please see “Certain Material U.S. Federal Income Tax Considerations” below for more information on the federal 

income tax consequences of dividends and other distributions made by the Funds. 

  

CERTAIN MATERIAL U.S. FEDERAL INCOME TAX CONSIDERATIONS  

  

The following discussion summarizes certain material U.S. federal income tax considerations affecting the Funds and 

their shareholders. This discussion is for general information only and does not purport to consider all aspects of U.S. 

federal income taxation that might be relevant to beneficial owners of shares of the Funds. The summary discussion 

that follows may not be considered to be individual tax advice and may not be relied upon by any shareholder. The 

summary is based upon provisions of the IRC, applicable U.S. Treasury Regulations (whether temporary, proposed 

or final) promulgated thereunder (the “Regulations”), and administrative and judicial interpretations thereof, as are in 

effect as of the date hereof, all of which are subject to change, which change could be retroactive, and may affect the 

conclusions expressed herein. The summary applies only to beneficial owners of shares of a Fund in whose hands 

such shares are capital assets within the meaning of Section 1221 of the IRC, and may not apply to certain types of 

beneficial owners shares of a Fund, 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. 

  

If an entity or arrangement treated as a partnership for U.S. federal income tax purposes holds a Fund’s common stock, 

the U.S. federal income tax treatment of a partner in such partnership generally will depend upon the status of the 

partner and the activities of such partnership. A partner of a partnership holding a Fund’s common stock should consult 

its own tax adviser regarding the U.S. federal income tax consequences to the partner of the acquisition, ownership 

and disposition of a Fund’s common stock by the partnership. 
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The summary assumes that shareholders will hold a Fund’s common stock as capital assets, which generally means 

as property held for investment. This discussion addresses only the U.S. income tax consequences of an investment 

by U.S. shareholders, and, therefore, does not address U.S. estate and gift tax rules, U.S. state or local taxation, the 

alternative minimum tax, excise taxes, transfer taxes or foreign taxes. 

  

For purposes of the following discussion, “U.S. shareholder” is a shareholder that is (i) a citizen or resident of the United 

States, (ii) a corporation (or other entity taxable as a corporation) created or organized under the laws of the United States 

or any state thereof or the District of Columbia, (iii) an estate, the income of which is subject to U.S. federal income 

taxation regardless of its source or (iv) a trust if (a) a U.S. court can exercise primary supervision over the trust’s 

administration and one or more U.S. persons are authorized to control all substantial decisions of the trust or (b) it has a 

valid election in effect under applicable Treasury regulations to be treated as a U.S. person. A “Non-U.S. shareholder” is 

a person that is neither a U.S. shareholder nor an entity treated as a partnership for U.S. federal income tax purposes. 

  

No Fund has requested nor will any Fund request an advance ruling from the Internal Revenue Service (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 generally affecting investments in such Fund. 

  

Shareholders are urged and advised to consult their own tax adviser with respect to the tax consequences of 

the ownership, purchase and disposition of an investment in a Fund including, but not limited to, the 

applicability of state, local, foreign and other tax laws affecting the particular shareholder and to possible 

effects of changes in federal or other tax laws. 

  

GENERAL. Each Fund has elected, and intends to continue to qualify each year for, taxation as a RIC under 

Subchapter M of the IRC. By qualifying as a RIC, a Fund (but not the shareholders) will not be subject to federal 

income tax on that portion of its investment company taxable income and net realized capital gains that it distributes 

to its shareholders. 

  

Shareholders should be aware that investments made by a Fund, some of which are described below, may involve 

complex tax rules some of which may result in income or gain recognition by a shareholder without the concurrent 

receipt of cash. Although each Fund seeks to avoid significant noncash income, such noncash income could be 

recognized by a Fund, in which case it may distribute cash derived from other sources in order to meet the minimum 

distribution requirements described below. Cash to make the required minimum distributions may be obtained from 

sales proceeds of securities held by a Fund (even if such sales are not advantageous) or, if permitted by its governing 

documents and other regulatory restrictions, through borrowing the amounts required to be distributed. 

  

QUALIFICATION AS A REGULATED INVESTMENT COMPANY. Qualification as a RIC under the IRC 

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 certain qualified publicly traded partnerships (together with (i), the “Qualifying Income Requirement”); and 

(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 

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 one 

or more “qualified publicly traded partnerships” (together with (i) the “Diversification Requirement”). 

  

The Treasury Department is authorized to promulgate regulations under which gains from foreign currencies (and 

options, futures, and forward contracts on foreign currency) would not constitute qualifying income for purposes of 

the Qualifying Income Requirement only if such gains are not directly related to the principal business of a Fund in 

investing in stock or securities or options and futures with respect to stock or securities. To date, no such regulations 

have been issued. 
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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 

IRC’s timing and other requirements the sum of (i) at least 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 all 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 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 and asset requirements that must be met under the IRC in order 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 in light of 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 certai n structured 

notes) that create a commodity exposure for the holder is qualifying income.” In 2016, the IRS issued a notice 

and stated they would not address what constitutes a “security” for purposes of Qualifying Income. In addition, 

the IRS requested comments as to whether the 2006 Revenue Rulings should be withdrawn. In 2019, the IRS 

concluded that it would not withdraw the 2006 revenue rulings at that time. Accordingly, each Fund’s ability to 

invest in commodity related derivative transactions and other derivative transactions may be limited by the 

Qualifying Income Requirement. 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.  

  

For purposes of the Qualifying Income Requirement described above, all of the net income of a RIC derived from 

an interest in a qualified publicly traded partnership (generally, 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 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. Income derived 

from a partnership (other than a qualified publicly traded partnership) will be 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. In addition, although in general the passive loss rules  of the IRC do not apply to 

RICs, such rules do apply to a RIC with respect to items attributable to an interest in a qualified publicly tra ded 

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. The 

transferee of a partnership interest generally is required to withhold 10% of the amount realized on the sale or 

exchange of a partnership interest after December 31, 2017 if any portion of the gain on the disposition would be 

treated as effectively connected with the conduct of a trade or business within the United States, unless the 

transferor certifies it is not a foreign person. 

  

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. 

  



50 

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 of time. 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 tax in the same manner as an ordinary corporation subject to tax on a 

flat 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 a maximum long-term capital gains rate of 20% for non-corporate 

shareholders (15% or 0% for non-corporate shareholders in lower income tax brackets). If a Fund fails to qualify as a 

RIC for a period of greater than two taxable years, such Fund generally would be required to recognize any built-in 

gains with respect to certain of its assets upon a sale of such assets within tax years of qualifying as a RIC in a 

subsequent year. 

  

EXCISE TAX. If a Fund fails to distribute by December 31 of each calendar year an amount equal to the sum of 

(1) at least 98% of its taxable ordinary income (excluding capital gains and losses) for such year, (2) at least 98.2% of 

the excess of its capital gains over its capital losses (as adjusted for certain ordinary losses) for the twelve month 

period ending on October 31 of such year, and (3) all taxable ordinary income and the excess of capital gains over 

capital losses for the prior year that were not distributed during such year and on which it did not pay federal income 

tax, such Fund will be subject to a nondeductible 4% excise tax (the “Excise Tax”) on the undistributed amounts. A 

distribution will be treated as paid on December 31 of the calendar year if it is declared by a Fund in October, 

November, or December of that year to shareholders of record on a date in such month and paid by it during January of 

the following year. Such distributions will be taxable to shareholders (other than those not subject to federal income 

tax) in the calendar year in which the distributions are declared, rather than the calendar year in which the distributions 

are received. Each Fund intends to actually distribute or be deemed to have distributed substantially all of its net 

income and gain, if any, by the end of each calendar year in compliance with these requirements so that it will generally 

not be required to pay the Excise Tax. A Fund may in certain circumstances be required to liquidate its investments 

in order to make sufficient distributions to avoid Excise Tax liability at a time when its Adviser might not otherwise 

have chosen to do so. Liquidation of investments in such circumstances may affect the ability of a Fund to satisfy the 

requirements for qualification as a RIC. However, no assurances can be given that a Fund will not be subject to the 

Excise Tax and, in fact, in certain instances, if warranted, a Fund may choose to pay the Excise Tax as opposed to 

making an additional distribution. 

  

CAPITAL LOSS CARRYFORWARDS. A Fund is permitted to carry forward a net capital loss from any year to 

offset its capital gains, if any, realized indefinitely in the years following the year of the loss. The excess of a Fund’s 

net short-term capital losses over its net long-term capital gain is treated as short-term capital losses arising on the 

first day of the Fund’s next taxable year and the excess of a Fund’s net long-term capital losses over its net short-term 

capital gain is treated as long-term capital losses arising on the first day of the Fund’s next taxable year. If future 

capital gains are offset by carried forward capital losses, such future capital gains are not subject to Fund-level federal 

income taxation, regardless of whether they are distributed to shareholders. Accordingly, the Funds do not expect to 

distribute any such offsetting capital gains. A Fund cannot carry back or carry forward any net operating losses. 

  

MLPs. The Funds may invest in master limited partnerships which may be treated as qualified publicly traded 

partnerships. Income from qualified publicly traded partnerships is qualifying income for purposes of the Qualifying 

Income Requirement, but a Fund’s investment in one or more of such qualified publicly traded partnerships is limited 

to no more than 25% of the value of the Fund’s assets and must otherwise satisfy the Diversification Requirement. In 

addition, tax legislation imposes a 10% withholding tax on the sale or exchange of a partnership interest for transfers 

after December 31, 2017 if any portion of the gain on the disposition would be treated as effectively connected with 

the conduct of a trade or business within the United States. 

  

ORIGINAL ISSUE DISCOUNT AND MARKET DISCOUNT. A Fund may acquire debt securities that are treated 

as having original issue discount (“OID”) (generally a debt obligation with a purchase price less than its principal 

amount, such as a zero coupon bond). Generally, a Fund will be required to include the OID in income over the term 

of the debt security, even though it will not receive cash payments for such OID until a later time, usually when the 

debt security matures. A Fund may make one or more of the elections applicable to debt securities having OID which 

could affect the character and timing of recognition of income. Inflation- protected bonds generally can be expected 
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to produce OID income as their principal amounts are adjusted upward for inflation. A portion of the OID includible 

in income with respect to certain high-yield corporate debt securities may be treated as a dividend for federal income 

tax purposes if the securities are characterized as equity for federal income tax purposes, unless the transferor certifies 

it is not a foreign person. 

  

A debt security acquired in the secondary market by a Fund may be treated as having market discount if acquired at a 

price below redemption value or adjusted issue price if issued with original issue discount. Market discount generally 

is accrued ratably, on a daily basis, over the period from the date of acquisition to the date of maturity even though no 

cash will be received. Absent an election by a Fund to include the market discount in income as it accrues, gain on its 

disposition of such an obligation will be treated as ordinary income rather than capital gain to the extent of the accrued 

market discount. 

  

In addition, pay-in-kind securities will give rise to income which is required to be distributed and is taxable even 

though a Fund receives no interest payments in cash on such securities during the year. 

  

The Funds may be required to include in income certain fees that are treated as OID and required to be included in 

income for financial statement purposes when received (rather than when accrued into income). 

  

Each Fund generally will be required to make distributions to shareholders representing the income accruing on the 

debt securities, described above, that is currently includable in income, even though cash representing such income 

may not have been received by such Fund. Cash to pay these distributions may be obtained from sales proceeds of 

securities held by a Fund (even if such sales are not advantageous) or, if permitted by such Fund’s governing 

documents, through borrowing the amounts required to be distributed. In the event a Fund realizes net capital gains 

from such transactions, its shareholders may receive a larger capital gain distribution, if any, than they would have in 

the absence of such transactions. 

  

OPTIONS, FUTURES, AND FORWARD CONTRACTS. The writing (selling) and purchasing of options and 

futures contracts and entering into forward currency contracts, involves complex rules that will determine for income 

tax purposes the amount, character and timing of recognition of the gains and losses a Fund realizes in connection 

with such transactions. 

  

Gains and losses on the sale, lapse, or other termination of options and futures contracts, options thereon and certain 

forward contracts (except certain foreign currency options, forward contracts and futures contracts) will generally be 

treated as capital gains and losses. Some regulated futures contracts, certain foreign currency contracts, and certain 

non-equity options (such as certain listed options or options on broad-based securities indexes) held by a Fund 

(“Section 1256 contracts”), other than contracts on which it has made a “mixed-straddle election”, will be required to 

be “marked-to-market” for federal income tax purposes, that is, treated as having been sold at their market value on 

the last day of such Fund’s taxable year. These provisions may require a Fund to recognize income or gains without a 

concurrent receipt of cash. Any gain or loss recognized on actual or deemed sales of Section 1256 contracts will be 

treated as 60% long-term capital gain or loss and 40% short-term capital gain or loss, although certain foreign currency 

gains and losses from such contracts may be treated as ordinary income or loss as described below. Transactions that 

qualify as designated hedges are exempt from the mark-to-market rule, but may require a Fund to defer the recognition 

of losses on futures contracts, foreign currency contracts and certain options to the extent of any unrecognized gains 

on related positions held by it. 

  

The tax provisions described above applicable to options, futures and forward contracts may affect the amount, 

timing, and character of a Fund’s distributions to its shareholders. For example, the Section  1256 rules described 

above may operate to increase the amount a Fund must distribute to satisfy the minimum distribution requirement 

for the portion treated as short-term capital gain which will be taxable to its shareholders as ordinary income, and 

to increase the net capital gain it recognizes, without, in either case, increasing the cash available to it. A Fund 

may elect to exclude certain transactions from the operation of Section 1256, although doing so may have the 

effect of increasing the relative proportion of net short-term capital gain (taxable as ordinary income) and, thus, 

increasing the amount of dividends it must distribute. Section 1256 contracts also may be marked-to-market for 

purposes of the Excise Tax. 

  



52 

When a covered call or put option written (sold) by a Fund expires, such Fund will realize a short-term capital gain 

equal to the amount of the premium it received for writing the option. When a Fund terminates its obligations under 

such an option by entering into a closing transaction, it will realize a short-term capital gain (or loss), depending on 

whether the cost of the closing transaction is less than (or exceeds) the premium received when it wrote the option. 

When a covered call option written by a Fund is exercised, such Fund will be treated as having sold the underlying 

security, producing long-term or short-term capital gain or loss, depending upon the holding period of the underlying 

security and whether the sum of the option price received upon the exercise plus the premium received when it wrote 

the option is more or less than the basis of the underlying security. 

  

STRADDLES. Section 1092 deals with the taxation of straddles which also may affect the taxation of options in 

which a Fund may invest. Offsetting positions held by a Fund involving certain derivative instruments, such as options, 

futures and forward currency contracts, may be considered, for federal income tax purposes, to constitute “straddles.” 

Straddles are defined to include offsetting positions in actively traded personal property. In certain circumstances, the 

rules governing straddles override or modify the provisions of Section 1256, described above. If a Fund is treated as 

entering into a straddle and at least one (but not all) of its positions in derivative contracts comprising a part of such 

straddle is governed by Section 1256, then such straddle could be characterized as a “mixed straddle.” A Fund may 

make one or more elections with respect to mixed straddles. Depending on which election is made, if any, the results 

with respect to a Fund may differ. Generally, to the extent the straddle rules apply to positions established by a Fund, 

losses realized by it may be deferred to the extent of unrealized gain in any offsetting positions. Moreover, as a result 

of the straddle rules, short-term capital loss on straddle positions may be characterized as long-term capital loss, and 

long-term capital gain may be characterized as short-term capital gain. In addition, the existence of a straddle may 

affect the holding period of the offsetting positions and cause such sales to be subject to the “wash sale” and “short 

sale” rules. As a result, the straddle rules could cause distributions that would otherwise constitute “qualified dividend 

income” to fail to satisfy the applicable holding period requirements, described below, and therefore to be taxed as 

ordinary income. Further, a Fund may be required to capitalize, rather than deduct currently, any interest expense and 

carrying charges applicable to a position that is part of a straddle. Because the application of the straddle rules may 

affect the character and timing of gains and losses from affected straddle positions, the amount which must be 

distributed to shareholders, and which will be taxed to shareholders as ordinary income or long-term capital gain, may 

be increased or decreased substantially as compared to the situation where a Fund had not engaged in such transactions. 

  

In circumstances where a Fund has invested in certain pass-through entities, the amount of long-term capital gain that it may 

recognize from certain derivative transactions with respect to interests in such pass-through entities is limited under the IRC’s 

constructive ownership rules. The amount of long-term capital gain is limited to the amount of such gain a Fund would have 

had if it directly invested in the pass-through entity during the term of the derivative contract. Any gain in excess of this 

amount is treated as ordinary income. An interest charge is imposed on the amount of gain that is treated as ordinary income. 

  

SWAPS AND DERIVATIVES. As a result of entering into swap or derivative agreements, a Fund may make or receive 

periodic net payments. A Fund may also make or receive a payment when a swap or derivative is terminated prior to 

maturity through an assignment of the swap, derivative or other closing transaction. Periodic net payments will generally 

constitute ordinary income or deductions, while termination of a swap or derivative will generally result in capital gain or 

loss (which will be a long-term capital gain or loss if the Fund has been a party to a swap or derivative for more than one 

year). With respect to certain types of swaps or derivatives, a Fund may be required to currently recognize income or loss 

with respect to future payments on such swaps or derivatives or may elect under certain circumstances to mark such swaps 

or derivatives to market annually for tax purposes as ordinary income or loss. The Fund’s transactions in swaps or other 

derivatives may be subject to one or more special tax rules (e.g., notional principal contracts, straddles, constructive sales, 

wash sales and short sale rules). These rules may affect whether gains or losses recognized by the Fund are treated as 

ordinary or capital or as short-term or long-term, accelerate the recognition of income or gains to the Fund, defer losses to 

the Fund, and cause adjustments in the holding periods of the Fund’s securities. These rules could therefore affect the 

amount, timing and/or character of distributions to shareholders. 

  

Rules governing the tax aspects of swap or derivative agreements are not entirely clear in certain respects, in particular 

whether income generated is Qualifying Income. Accordingly, while each Fund intends to account for such 

transactions in a manner it deems appropriate, the IRS might not accept such treatment. If the IRS did not accept such 

treatment, the status of the Fund as a RIC might be adversely affected. The Funds intend to monitor developments in 

this area. Certain requirements that must be met under the IRC in order for each Fund to qualify as a RIC may limit 

the extent to which a Fund will be able to engage in swap agreements and certain derivatives. 
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CONSTRUCTIVE SALES. Certain rules may affect the timing and character of gain if a Fund engages in 

transactions that reduce or eliminate its risk of loss with respect to appreciated financial positions. If a Fund enters 

into certain transactions (including a short sale, an offsetting notional principal contract, a futures or forward contract, 

or other transactions identified in Treasury regulations) in property while holding an appreciated financial position in 

substantially identical property, it will be treated as if it had sold and immediately repurchased the appreciated 

financial position and will be taxed on any gain (but not loss) from the constructive sale. The character of gain from 

a constructive sale will depend upon a Fund’s holding period in the appreciated financial position. Loss from a 

constructive sale would be recognized when the position was subsequently disposed of, and its character would depend 

on a Fund’s holding period and the application of various loss deferral provisions of the IRC. 

  

In addition, if the appreciated financial position is itself a short sale or other such contract, acquisition of the underlying 

property or substantially identical property by a Fund will be deemed a constructive sale. The foregoing will not apply, 

however, to a Fund’s transaction during any taxable year that otherwise would be treated as a constructive sale if the 

transaction is closed within 30 days after the end of that year and such Fund holds the appreciated financial position 

unhedged for 60 days after that closing (i.e., at no time during that 60-day period is such Fund’s risk of loss regarding 

the position reduced by reason of certain specified transactions with respect to substantially identical or related 

property, such as having an option to sell, being contractually obligated to sell, making a short sale or granting an 

option to buy substantially identical stock or securities). 

  

WASH SALES. A Fund may be impacted in certain circumstances by special rules relating to “wash sales.” In 

general, the wash sale rules prevent the recognition of a loss by a Fund from the disposition of stock or securities at a 

loss in a case in which identical or substantially identical stock or securities (or an option to acquire such property) is 

or has been acquired by it within 30 days before or 30 days after the sale. 

  

SHORT SALES. A Fund may make short sales of securities. Short sales may increase the amount of short-term 

capital gain realized by a Fund, which is taxed as ordinary income when distributed to its shareholders. Short sales 

also may be subject to the “Constructive Sales” rules, discussed above. 

  

MUNICIPAL BONDS. The Funds intend to invest at least 50% of their total assets in tax-exempt or municipal bonds at 

the end of each calendar quarter so that dividends derived from their net interest income on tax-exempt or municipal bonds 

and so designated by the Funds will be “exempt-interest dividends,” which are generally exempt from federal income tax 

when received by a shareholder. A portion of the distributions paid by a Fund may be subject to tax as ordinary income 

(including certain amounts attributable to bonds acquired at a market discount). Exempt-interest dividends allocable to 

interest from certain “private activity bonds” will not be tax- exempt for purposes of the regular income tax to shareholders 

who are “substantial users” of the facilities financed by such obligations or “related persons” of “substantial users.” Any 

distributions of net short-term capital gains would be taxed as ordinary income and any distribution of capital gain 

dividends would be taxed as long-term capital gains. Certain exempt-interest dividends may increase alternative minimum 

taxable income for purposes of determining a shareholder’s liability for the alternative minimum tax. 

  

The tax-exempt portion of the dividends paid for a calendar year constituting “exempt-interest dividends” will be 

designated after the end of that year and will be based upon the ratio of net tax-exempt income to total net income 

earned by a Fund during the entire year. That ratio may be substantially different than the ratio of net tax-exempt 

income to total net income earned during a portion of the year. Thus, an investor who holds shares for only a part of 

the year may be allocated more or less tax-exempt interest dividends than would be the case if the allocation were 

based on the ratio of net tax-exempt income to total net income actually earned by a Fund while the investor was a 

shareholder. Each Fund will furnish a statement notifying its shareholders of the portion of the dividends paid with 

respect to a taxable year that constitute exempt-interest dividends. 

  

Under the IRC, all or a portion of interest on indebtedness incurred or continued by a shareholder to purchase or carry 

shares of a Fund will not be deductible by the shareholder. The portion of interest that is not deductible is equal to the total 

interest paid or accrued on the indebtedness multiplied by the percentage of such Fund’s total distributions (not including 

distributions of the excess of net long-term capital gains over net short-term capital losses) paid to the shareholder that are 

exempt-interest dividends. A shareholder’s ability to deduct interest not limited under this rule may still be limited by other 

provisions of the IRC. Under rules used by the IRS for determining when borrowed funds are considered used for the 

purpose of purchasing or carrying particular assets, the purchase of shares may be considered to have been made with 

borrowed funds even though such funds are not directly traceable to the purchase of the shares. 
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Shareholders receiving social security or railroad retirement benefits may be taxed on a portion of those benefits as a 

result of receiving tax-exempt income from a Fund (including exempt-interest dividends distributed by such Fund). 

The tax may be imposed on up to 50% of a recipient’s social security or railroad retirement benefits in cases where 

the sum of the recipient’s adjusted gross income (with certain adjustments, including tax-exempt interest) and 50% of 

the recipient’s social security or railroad retirement benefits, exceeds a base amount. In addition, up to 85% of a 

recipient’s social security or railroad retirement benefits may be subject to tax if the sum of the recipient’s adjusted 

gross income (with certain adjustments, including tax-exempt interest) and 50% of the recipient’s social security or 

railroad retirement benefits exceeds a higher base amount. Shareholders receiving social security or railroad retirement 

benefits are urged and advised to consult with their own tax advisers. 

  

PASSIVE FOREIGN INVESTMENT COMPANIES. A Fund may invest in a non-U.S. corporation, which could 

be treated as a passive foreign investment company (a “PFIC”) or become a PFIC under the IRC. A PFIC is generally 

defined as a foreign corporation that meets either of the following tests: (1) at least 75% of its gross income for its 

taxable year is income from passive sources (such as interest, dividends, certain rents and royalties, or capital gains); 

or (2) an average of at least 50% of its assets produce, or are held for the production of, such passive income. If a Fund 

acquires any equity interest in a PFIC, such Fund could be subject to federal income tax and interest charges on “excess 

distributions” received with respect to such PFIC stock or on any gain from the sale of such PFIC stock (collectively 

“PFIC income”), plus interest thereon even if such Fund distributes the PFIC income as a taxable dividend to its 

shareholders. The balance of the PFIC income will be included in such Fund’s investment company taxable income 

and, accordingly, will not be taxable to it to the extent it distributes that income to its shareholders. A Fund’s 

distributions of PFIC income, if any, will be taxable as ordinary income even though, absent the application of the 

PFIC rules, some portion of the distributions may have been classified as capital gain. 

  

A Fund will not be permitted to pass through to its shareholders any credit or deduction for taxes and interest charges 

incurred with respect to a PFIC. Payment of this tax would therefore reduce a Fund’s economic return from its 

investment in PFIC shares. To the extent a Fund invests in a PFIC, it may elect to treat the PFIC as a “qualified electing 

fund” (“QEF”), then instead of the tax and interest obligation described above on excess distributions, such Fund 

would be required to include in income each taxable year its pro rata share of the QEF’s annual ordinary earnings and 

net capital gain. As a result of a QEF election, a Fund would likely have to distribute to its shareholders an amount 

equal to the QEF’s annual ordinary earnings and net capital gain to satisfy the IRC’s minimum distribution requirement 

described herein and avoid imposition of the Excise Tax even if the QEF did not distribute those earnings and gain to 

such Fund. In most instances it will be very difficult, if not impossible, to make this election because of certain 

requirements in making the election. 

  

A Fund may elect to “mark-to-market” its stock in any PFIC. “Marking-to-market,” in this context, means including 

in ordinary income each taxable year the excess, if any, of the fair market value of the PFIC stock over such Fund’s 

adjusted basis therein as of the end of that year. Pursuant to the election, a Fund also may deduct (as an ordinary, not 

capital, loss) the excess, if any, of its adjusted basis in the PFIC stock over the fair market value thereof as of the 

taxable year-end, but only to the extent of any net mark-to- market gains with respect to that stock it included in 

income for prior taxable years under the election. A Fund’s adjusted basis in its PFIC stock subject to the election 

would be adjusted to reflect the amounts of income included and deductions taken thereunder. In either case, a Fund 

may be required to recognize taxable income or gain without the concurrent receipt of cash. 

  

FOREIGN CURRENCY TRANSACTIONS. Foreign currency gains and losses realized by a Fund in connection 

with certain transactions involving foreign currency-denominated debt instruments, certain options, futures contracts, 

forward contracts, and similar instruments relating to foreign currency, foreign currencies, and foreign currency-

denominated payables and receivables are subject to Section 988 of the IRC, which causes such gains and losses to be 

treated as ordinary income or loss and may affect the amount and timing of recognition of such Fund’s income. In 

some cases elections may be available that would alter this treatment, but such elections could be detrimental to a 

Fund by creating current recognition of income without the concurrent recognition of cash. If a foreign currency loss 

treated as an ordinary loss under Section 988 were to exceed a Fund’s investment company taxable income (computed 

without regard to such loss) for a taxable year the resulting loss would not be deductible by it or its shareholders in 

future years. The foreign currency income or loss will also increase or decrease a Fund’s investment company income 

distributable to its shareholders. 
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FOREIGN TAXATION. Income received by a Fund from sources within foreign countries may be subject to foreign 

withholding and other taxes. Tax conventions between certain countries and the United States may reduce or eliminate 

such taxes. If more than 50% of a Fund’s total assets at the close of any taxable year consist of stock or securities of 

foreign corporations and it meets the distribution requirements described above, such Fund may file an election (the 

“pass-through election”) with the IRS pursuant to which shareholders of the Fund would be required to (i) include in 

gross income (in addition to taxable dividends actually received) their pro rata shares of foreign income taxes paid by 

the Fund even though not actually received by such shareholders; and (ii) treat such respective pro rata portions as 

foreign income taxes paid by them. A Fund will furnish its shareholders with a written statement providing the amount 

of foreign taxes paid by the Fund that will “pass-through” for the year, if any. 

  

Generally, a credit for foreign taxes is subject to the limitation that it may not exceed the shareholder’s U.S. tax 

attributable to his or her total foreign source taxable income. For this purpose, if the pass-through election is made, 

the source of a Fund’s income will flow through to a Fund’s shareholders. The limitation on the foreign tax credit is 

applied separately to foreign source passive income, and to certain other types of income. Shareholders may be unable 

to claim a credit for the full amount of their proportionate share of the foreign taxes paid by a Fund. Various limitations, 

including a minimum holding period requirement, apply to limit the credit and deduction for foreign taxes for purposes 

of regular federal tax and alternative minimum tax. In addition, a shareholder of a Fund may lose the ability to use 

foreign tax credits passed through by a Fund if a Fund’s shares are loaned pursuant to a securities lending agreement. 

  

REITs. A Fund may invest in REITs. Investments in REIT equity securities may require a Fund to accrue and 

distribute taxable income without the concurrent receipt of cash. To generate sufficient cash to make the requisite 

distributions, a Fund may be required to sell securities in its portfolio (including when it is not advantageous to do so) 

that it otherwise would have continued to hold. A Fund’s investments in REIT equity securities may at other times 

result in its receipt of cash in excess of the REIT’s earnings; if such Fund distributes these amounts, these distributions 

could constitute a return of capital to its shareholders for federal income tax purposes. Dividends received by a Fund 

from a REIT generally will not constitute qualified dividend income. 

  

A Fund may invest in REITs that hold residual interests in real estate mortgage investment conduits (“REMICs”) or 

taxable mortgage pools (“TMPs”), or such REITs may themselves constitute TMPs. Under an IRS notice, and Treasury 

regulations that have yet to be issued but may apply retroactively, a portion of a Fund’s income from a REIT that is 

attributable to the REIT’s residual interest in a REMIC or a TMP (referred to in the IRC as an “excess inclusion”) will 

be subject to federal income tax in all events. This notice also provides, and the regulations are expected to provide, 

that excess inclusion income of a RIC, such as the Funds, will be allocated to shareholders of the RIC in proportion 

to the dividends received by such shareholders, with the same consequences as if the shareholders held the related 

REMIC residual interest or invested in the TMP directly. As a result, the Fund may not be a suitable investment for 

certain tax exempt-shareholders including a qualified pension plan, an individual retirement account, a 401(k) plan, a 

Keogh plan and other tax-exempt entities. See “Tax-Exempt Shareholders.” 

  

Distributions by a Fund to its shareholders that a Fund properly reports as “section 199A dividends,” as defined and 

subject to certain conditions described below, are treated as qualified REIT dividends in the hands of non-corporate 

shareholders. Non-corporate shareholders are permitted a federal income tax deduction equal to 20% of qualified 

REIT dividends received by them, subject to certain limitations. Generally, a “section 199A dividend” is any dividend 

or portion thereof that is attributable to certain dividends received by a RIC from the REITs it holds, to the extent such 

dividends are properly reported as such by the RIC in a written notice to its shareholders. A section 199A dividend is 

treated as a qualified REIT dividend only if the shareholder receiving such dividend holds the dividend-paying RIC 

shares for at least 46 days of the 91-day period beginning 45 days before the shares become ex-dividend and is not 

under an obligation to make related payments with respect to a position in substantially similar or related property. 

The Funds are permitted to report such part of its dividends as section 199A dividends as are eligible but is not required 

to do so. 

  

DISTRIBUTIONS. As described above, the Fund intends to invest in sufficient tax-exempt or municipal bonds so 

that it will qualify to pay “exempt-interest dividends” to shareholders. Except for exempt interest dividends, 

distributions paid out of a Fund’s current and accumulated earnings and profits (as determined at the end of the year), 

whether reinvested in additional shares or paid in cash, are generally taxable and must be reported by each shareholder 

who is required to file a federal income tax return except in the case of certain tax-exempt shareholders. Distributions 

in excess of a Fund’s current and accumulated earnings and profits, as computed for federal income tax purposes, will 
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first be treated as a return of capital up to the amount of a shareholder’s tax basis in his or her Fund shares and then 

as capital gain, assuming the shareholder holds his or her shares as a capital asset. A return of capital is not taxable, 

but reduces a shareholder’s tax basis in the shares, thus reducing any loss or increasing any gain on a subsequent 

taxable disposition by a shareholder of the Fund’s shares. With respect to distributions from a Fund, since certain 

expenses attributable to earning tax- exempt income do not reduce current earnings and profits, it is possible that 

distributions, if any, in excess of net tax-exempt and taxable income will be treated as taxable dividends to the extent 

of its remaining earnings and profits (i.e., the amount of such expenses). Distributions are taxable whether shareholders 

receive them in cash or receive them in additional shares. 

  

For federal income tax purposes, distributions of investment company taxable income are generally taxable as ordinary 

income, and distributions of gains from the sale of investments that a Fund owned for one year or less will be taxable 

as ordinary income. Distributions designated by a Fund as “capital gain dividends” (distributions from the excess of 

net long-term capital gain over short- term capital losses) will be taxable to shareholders as long-term capital gain 

regardless of the length of time they have held their shares of such Fund. Such dividends do not qualify as dividends 

for purposes of the dividends received deduction described below. 

  

Non-corporate shareholders of a Fund may be eligible for the long-term capital gain tax rate applicable to distributions 

of “qualified dividend income” received by such non-corporate shareholders. The long-term capital gains tax rate is 

20% for non-corporate shareholders (15% or 0% for non-corporate shareholders in lower income tax brackets). A 

Fund’s distribution will be treated as qualified dividend income and therefore eligible for the long-term capital gains 

tax rate to the extent that it receives dividend income from taxable domestic corporations and certain qualified foreign 

corporations, provided that certain holding periods and other requirements are met. A corporate shareholder of a Fund 

may be eligible for the dividends received deduction with respect to such Fund’s distributions attributable to dividends 

received by such Fund from domestic corporations, which, if received directly by the corporate shareholder, would 

qualify for such a deduction. For eligible corporate shareholders, the dividends received deduction may be subject to 

certain reductions, and a distribution by a Fund attributable to dividends of a domestic corporation will be eligible for 

the deduction only if certain holding period and other requirements are met. If a Fund’s shares are loaned pursuant to 

a securities lending agreement, dividends paid while the shares are held by the borrower may not be qualified dividend 

income and may not qualify for the dividends received deduction. 

  

A 3.8% Medicare contribution tax applies to net investment income including interest, (excluding, tax-exempt 

interest), dividends, and capital gains of U.S. individuals with income exceeding $200,000 ($250,000 if married and 

filing jointly) and of estates and trusts. 

  

Each Fund will furnish a statement to shareholders providing the federal income tax status of its dividends and 

distributions including the portion of such dividends, if any, that qualifies as long-term capital gain. 

  

Different tax treatment, including penalties on certain excess contributions and deferrals, certain pre-retirement and 

post-retirement distributions, and certain prohibited transactions, is accorded to accounts maintained as qualified 

retirement plans. Shareholders are urged and advised to consult their own tax advisers for more information. 

  

PURCHASES OF FUND SHARES. Prior to purchasing shares in a Fund, the impact of dividends or distributions 

which are expected to be or have been declared, but not paid, should be carefully considered. Any dividend or 

distribution declared shortly after a purchase of such shares of the Fund prior to the record date will have the effect of 

reducing the per share net asset value by the per share amount of the dividend or distribution, and to the extent the 

distribution consists of the Fund’s taxable income, the purchasing shareholder will be taxed on the taxable portion of 

the dividend or distribution received even though some or all of the amount distributed is effectively a return of capital. 

This is called “buying a dividend.” To avoid “buying a dividend,” check a Fund’s distribution dates before you invest. 

  

SALES, EXCHANGES OR REDEMPTIONS. Upon the disposition of shares of a Fund (whether by redemption, 

sale or exchange), a shareholder may realize a capital gain or loss. Such capital gain or loss will be long-term or short-

term depending upon the shareholder’s holding period for the shares. The capital gain will be long-term if the shares 

were held for more than 12 months and short-term if held for 12 months or less. If a shareholder sells or exchanges 

shares of a Fund within 90 days of having acquired such shares and if, before January 31 of the calendar year following 

the calendar year of the sale or exchange, as a result of having initially acquired those shares, the shareholder 

subsequently pays a reduced sales charge on a new purchase of shares of the Fund or another Fund, the sales charge 
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previously incurred in acquiring the Fund’s shares generally shall not be taken into account (to the extent the previous 

sales charges do not exceed the reduction in sales charges on the new purchase) for the purpose of determining the 

amount of gain or loss on the disposition, but generally will be treated as having been incurred in the new purchase. 

Any loss realized on a disposition will be disallowed under the “wash sale” rules to the extent that the shares disposed 

of by the shareholder are replaced by the shareholder within a period of 61 days beginning 30 days before and ending 

30 days after the date of disposition. In such a case, the basis of the shares acquired will be adjusted to reflect the 

disallowed loss. Any loss realized by a shareholder on a disposition of shares held by the shareholder for six months 

or less will be treated as a long-term capital loss to the extent of any distributions of capital gain dividends received 

by the shareholder and disallowed to the extent of any distributions of tax-exempt interest dividends received by the 

shareholder with respect to such shares. Capital losses are generally deductible only against capital gains except that 

individuals may deduct up to $3,000 of capital losses against ordinary income. 

  

The 3.8% Medicare contribution tax (applied as described above) will apply to gains from the sale or exchange of 

shares of a Fund. 

  

BACKUP WITHHOLDING. Each Fund generally is required to withhold, and remit to the U.S. Treasury, subject 

to certain exemptions, an amount equal to 24% of all distributions and redemption proceeds paid or credited to a 

shareholder of such Fund if (i) the shareholder fails to furnish such Fund with the correct taxpayer identification 

number (“TIN”) certified under penalties of perjury, (ii) the shareholder fails to provide a certified statement that the 

shareholder is not subject to “backup withholding”, or (iii) the IRS or a broker has notified such Fund that the number 

furnished by the shareholder is incorrect or that the shareholder is subject to backup withholding as a result of failure 

to report interest or dividend income. If the backup withholding provisions are applicable, any such distributions or 

proceeds, whether taken in cash or reinvested in shares, will be reduced by the amounts required to be withheld. 

Backup withholding is not an additional tax. Any amounts withheld may be credited against a shareholder’s U.S. 

federal income tax liability. 

  

STATE AND LOCAL TAXES. State and local laws often differ from federal income tax laws with respect to the 

treatment of specific items of income, gain, loss, deduction and credit. This summary discussion does not address the 

state and local income taxes applicable to a shareholder. 

  

Shareholders are urged and advised to consult their own tax advisers as to the state and local tax rules affecting 

investments in the Funds. 

  

NON-U.S. SHAREHOLDERS. Distributions made to non-U.S. shareholders attributable to net investment income 

generally are subject to U.S. federal income tax withholding at a 30% rate (or such lower rate provided under an 

applicable income tax treaty). Notwithstanding the foregoing, if a distribution described above is effectively connected 

with the conduct of a trade or business carried on by a non-U.S. shareholder within the United States (or, if an income 

tax treaty applies, is attributable to a permanent establishment in the United States), federal income tax withholding 

and exemptions attributable to foreign persons will not apply. Instead, the distribution will be subject to withholding 

at the highest applicable U.S. tax rate (currently 37% in the case of individuals and 21% in the case of corporations) 

and the non-U.S. shareholders will be subject to the federal income tax reporting requirements generally applicable to 

U.S. persons described above. 

  

Under U.S. federal tax law, a non-U.S. shareholder is not, in general, subject to federal income tax or withholding tax 

on capital gains (and is not allowed a deduction for losses) realized on the sale of shares of a Fund, or on capital gains 

dividends provided that the Fund obtains a properly completed and signed certificate of foreign status, unless (i) such 

gains or distributions are effectively connected with the conduct of a trade or business carried on by the non-U.S. 

shareholder within the United States (or, if an income tax treaty applies, are attributable to a permanent establishment 

in the United States of the non-U.S. shareholder); (ii) in the case of an individual non-U.S. shareholder, the shareholder 

is present in the United States for a period or periods aggregating 183 days or more during the year of the sale and 

certain other conditions are met; or (iii) the shares of the Fund constitute U.S. real property interests (“USRPIs”), as 

described below. 

  

Under current law, if a Fund is considered to be a “United States Real Property Holding Corporation” (as defined in 

the IRC and Treasury Regulations), then the distributions attributable to certain underlying REIT investments and 

redemption proceeds paid to a non-U.S. shareholder that owns at least 5% of the Fund, generally will cause the non-
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U.S. shareholder to treat such gain or distribution as income effectively connected with a trade or business in the 

United States, subject to such gain or distribution to withholding tax and cause the non-U.S. shareholder to be required 

to file a federal income tax return. In addition, in any year where at least 50% of a Fund’s assets are USRPIs (as 

defined in the IRC and Treasury Regulations), distributions of such Fund that are attributable to gains from the sale 

or exchange of shares in USRPIs may be subject to U.S. withholding tax (regardless of such shareholder’s percentage 

interest in such Fund) and may require the non-U.S. shareholder to file a U.S. federal income tax return in order to 

receive a refund (if any) of the withheld amount. 

  

Subject to the additional rules described herein, federal income tax withholding will apply to distributions attributable 

to dividends and other investment income distributed by the Funds. The federal income tax withholding rate may be 

reduced (and, in some cases, eliminated) under an applicable tax treaty between the United States and the non-U.S. 

shareholder’s country of residence or incorporation. In order to qualify for treaty benefits, a non-U.S. shareholder 

must comply with applicable certification requirements relating to its foreign status (generally by providing a Fund 

with a properly completed Form W-8BEN). 

  

All non-U.S. shareholders are urged and advised to consult their own tax advisers as to the tax consequences 

of an investment in a Fund. 

  

Pursuant to the Foreign Account Tax Compliance Act (“FATCA”), a 30% withholding tax generally is imposed on 

payments of interest and dividends to (i) foreign financial institutions including non-U.S. investment funds and 

(ii) certain other foreign entities, unless the foreign financial institution or foreign entity provides the withholding 

agent with documentation sufficient to show that it is compliant with FATCA (generally by providing the Fund with 

a properly completed Form W-8BEN or Form W-8BEN-E, as applicable). If the payment is subject to the 30% 

withholding tax under FATCA, a non-U.S. shareholder will not be subject to the 30% withholding tax described above 

on the same income. Under proposed regulations, FATCA withholding on the gross proceeds of share redemptions 

and certain capital gain distributions, scheduled to take effect beginning January 1, 2019, has been eliminated. Such 

proposed regulations are subject to change. 

  

Shareholders are urged and advised to consult their own tax advisers regarding the application of this reporting 

and withholding regime to their own tax situation. 

  

Shareholders are urged and advised to consult their own tax advisers as to the tax consequences of an 

investment in a Fund. 

  

FOREIGN BANK AND FINANCIAL ACCOUNTS AND FOREIGN FINANCIAL ASSETS REPORTING 

REQUIREMENTS. A shareholder that owns directly or indirectly more than 50% by vote or value of a Fund, is 

urged and advised to consult its own tax adviser regarding its filing obligations with respect to IRS Form FinCEN 

114, Report of Foreign Bank and Financial Accounts. 

  

Also, under enacted rules, subject to exceptions, individuals (and, to the extent provided in forthcoming future U.S. 

Treasury regulations, certain domestic entities) must report annually their interests in “specified foreign financial 

assets” on their U.S. federal income tax returns. It is currently unclear whether and under what circumstances 

shareholders would be required to report their indirect interests in a Fund’s “specified foreign financial assets” (if any) 

under these new rules. 

  

Shareholders may be subject to substantial penalties for failure to comply with these reporting requirements. 

  

Shareholders are urged and advised to consult their own tax advisers to determine whether these reporting 

requirements are applicable to them. 

  

TAX-EXEMPT SHAREHOLDERS. A tax-exempt shareholder could realize unrelated business taxable income 

(“UBTI”) by virtue of its investment in a Fund as a result of such Fund’s investments and if shares in the Fund 

constitute debt financed property in the hands of the tax-exempt shareholder within the meaning of IRC 

Section 514(b). 
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It is possible that a tax-exempt shareholder of a Fund will also recognize UBTI if such Fund recognizes “excess 

inclusion income” (as described above) derived from direct or indirect investments in REMIC residual interests or 

TMPs. Furthermore, any investment in a residual interest of a CMO that has elected to be treated as a REMIC can 

create complex tax consequences, especially if a Fund has state or local governments or other tax-exempt organizations 

as shareholders. 

  

In addition, special tax consequences apply to charitable remainder trusts (“CRTs”) that invest in RICs that invest 

directly or indirectly in residual interests in REMICs or in TMPs. 

  

Tax-exempt shareholders are urged and advised to consult their own tax advisers as to the tax consequences of 

an investment in a Fund. 

  

TAX SHELTER REPORTING REGULATIONS. Under Treasury regulations, if a shareholder recognizes a loss 

of $2 million or more for an individual shareholder or $10 million or more for a corporate shareholder, 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 are 

urged and advised to consult their own tax advisers to determine the applicability of these regulations in light of their 

individual circumstances. 

  

TAX BASIS INFORMATION. For shares of the Fund that are redeemed, your financial intermediary or the Fund 

(if a shareholder holds the shares in the Fund direct account) will report gains and losses realized on redemptions of 

shares for shareholders who are individuals and S corporations purchased after January 1, 2012 to the Internal Revenue 

Service (IRS). This information will also be reported to a shareholder on Form 1099-B and the IRS each year. In 

calculating the gain or loss on redemptions of shares, the average cost method will be used to determine the cost basis 

of the Fund’s shares purchased after January 1, 2012 unless the shareholder instructs the Fund in writing that the 

shareholder wants to use another available method for cost basis reporting (for example, First In, First Out (FIFO), 

Last In, First Out (LIFO), Specific Lot Identification (SLID) or High Cost, First Out (HCFO)). If the shareholder 

designated SLID as the shareholder’s tax cost basis method, the shareholder will also need to designate a secondary 

cost basis method (Secondary Method). If a Secondary Method is not provided, the Fund will designate FIFO as the 

Secondary Method and will use the Secondary Method with respect to systematic withdrawals that are made. 

  

A shareholder’s financial intermediary or the Fund (if a shareholder holds the shares in the Fund direct account) is 

also required to report gains and losses to the IRS in connection with redemptions of shares by S corporations 

purchased after January 1, 2012. If a shareholder is a corporation and has not instructed the Fund that it is a C 

corporation in its Account Application or by written instruction, the Fund will treat the shareholder as an S corporation 

and file a Form 1099-B. 

  

Shareholders are urged and advised to consult their own tax adviser with respect to the tax consequences of an 

investment in a Fund including, but not limited to, the applicability of state, local, foreign and other tax laws 

affecting the particular shareholder and to possible effects of changes in federal or other tax laws. 

  

This summary is provided for general information only and should not be considered tax advice or relied on 

by an investor. 

  



60 

FINANCIAL STATEMENTS 

  

The audited financial statements and notes thereto in the Funds’ Annual Report to Shareholders for the fiscal year 

ended September 30, 2023 (the “Annual Report”) are incorporated by reference into this SAI. The 2023 financial 

statements included in the Annual Report have been audited by Ernst & Young LLP, an independent registered public 

accounting firm whose report thereon is also incorporated herein by reference. No other parts of the Annual Report 

are incorporated by reference herein. Copies of the Annual Report may be obtained without charge, upon request, by 

writing to the Trust at 500 Ross Street, 154-0520, Pittsburgh, PA 15262 or calling Shareholder Services at (833) 996-

2101 or on the Funds’ website at www.ambrusfunds.com. 

  

 

https://www.sec.gov/Archives/edgar/data/1388485/000119312523291455/d564760dncsr.htm
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APPENDIX A 

 

DESCRIPTION OF RATINGS 

  

Description of Ratings 

  

The following descriptions of securities ratings have been published by Moody’s Investors Services, Inc. (“Moody’s”), 

Standard & Poor’s Financial Services LLC (“S&P Global Ratings”), and Fitch Ratings, Inc. (“Fitch”), respectively. 

  

Description of Moody’s Global Ratings 

  

Ratings assigned on Moody’s global long-term and short-term rating scales are forward-looking opinions of the 

relative credit risks of financial obligations issued by non-financial corporates, financial institutions, structured finance 

vehicles, project finance vehicles, and public sector entities. Long-term ratings are assigned to issuers or obligations 

with an original maturity of eleven months or more and reflect both on the likelihood of a default or impairment on 

contractual financial obligations and the expected financial loss suffered in the event of default or impairment. Short-

term ratings are assigned to obligations with an original maturity of thirteen months or less and reflect both on the 

likelihood of a default or impairment on contractual financial obligations and the expected financial loss suffered in 

the event of default or impairment. 

  

Description of Moody’s Global Long-Term Ratings 

  

Aaa Obligations rated Aaa are judged to be of the highest quality, subject to the lowest level of 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 judged to be upper-medium grade and are subject to low credit risk. 

  

Baa Obligations rated Baa are judged to be medium-grade and subject to moderate credit risk and as such may possess 

certain speculative characteristics. 

  

Ba Obligations rated Ba are judged to be speculative and are subject to substantial credit risk. 

  

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

  

Caa Obligations rated Caa are judged to be speculative 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 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. 

  

Hybrid Indicator (hyb) 

  

The hybrid indicator (hyb) is appended to all ratings of hybrid securities issued by banks, insurers, finance companies, 

and securities firms. By their terms, hybrid securities allow for the omission of scheduled dividends, interest, or 

principal payments, which can potentially result in impairment if such an omission occurs. Hybrid securities may also 

be subject to contractually allowable write-downs of principal that could result in impairment. Together with the 

hybrid indicator, the long-term obligation rating assigned to a hybrid security is an expression of the relative credit 

risk associated with that security. 
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Description of Moody’s Global Short-Term Ratings 

  

P-1 Ratings of Prime-1 reflect a superior ability to repay short-term debt obligations. 

  

P-2 Ratings of Prime-2 reflect a strong ability to repay short-term debt obligations. 

  

P-3 Ratings of Prime-3 have an acceptable ability to repay short-term obligations. 

  

NP Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories. 

  

Description of Moody’s U.S. Municipal Short-Term Obligation Ratings 

  

The Municipal Investment Grade (“MIG”) scale is used to rate U.S. municipal cash flow notes, bond anticipation 

notes and certain other short-term obligations, which typically mature in three years or less. Under certain 

circumstances, the MIG scale is used to rate bond anticipation notes with maturities of up to five years. 

  

Moody’s U.S. municipal short-term obligation ratings are as follows: 

  

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. 

  

Description of Moody’s Demand Obligation Ratings 

  

In the case of variable rate demand obligations (“VRDOs”), a two-component rating is assigned. The components are 

a long-term rating and a short-term demand obligation rating. The long-term rating addresses the issuer’s ability to 

meet scheduled principal and interest payments. The short-term demand obligation rating addresses the ability of the 

issuer or the liquidity provider to make payments associated with the purchase-price-upon-demand feature (“demand 

feature”) of the VRDO. The short-term demand obligation rating uses the Variable Municipal Investment Grade 

(“VMIG”) scale. VMIG ratings with liquidity support use as an input the short-term counterparty risk assessment of 

the support provider, or the long-term rating of the underlying obligor in the absence of third party liquidity support. 

Transitions of VMIG ratings of demand obligations with conditional liquidity support differ from transitions on the 

Prime scale to reflect the risk that external liquidity support will terminate if the issuer’s long-term rating drops below 

investment grade. For VRDOs, the VMIG short-term demand obligation rating is typically assigned if the frequency 

of the demand feature is less than every three years. If the frequency of the demand feature is less than three years but 

the purchase price is payable only with remarketing proceeds, the short-term demand obligation rating is “NR”. 

  

Moody’s demand obligation ratings are as follows: 

  

VMIG 1 This designation denotes superior credit quality. Excellent protection is afforded by the superior short-term 

credit strength of the liquidity provider and structural and legal protections that ensure the timely payment of purchase 

price upon demand. 

  

VMIG 2 This designation denotes strong credit quality. Good protection is afforded by the strong short-term credit 

strength of the liquidity provider and structural and legal protections that ensure the timely payment of purchase price 

upon demand. 
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VMIG 3 This designation denotes acceptable credit quality. Adequate protection is afforded by the satisfactory short-

term credit strength of the liquidity provider and structural and legal protections that ensure the timely payment of 

purchase price upon demand. 

  

SG This designation denotes speculative-grade credit quality. Demand features rated in this category may be 

supported by a liquidity provider that does not have a sufficiently strong short-term rating or may lack the structural 

or legal protections necessary to ensure the timely payment of purchase price upon demand. 

  

Description of S&P Global Rating’s Issue Credit Ratings 

  

An S&P Global Ratings issue credit rating is a forward-looking opinion about 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 opinion reflects S&P Global Ratings’ view of the obligor’s 

capacity and willingness to meet its financial commitments as they come due, and this opinion may assess terms, such 

as collateral security and subordination, which could affect ultimate payment in the event of default. 

  

Issue credit ratings can be either long-term or short-term. Short-term issue credit ratings are generally assigned to 

those obligations considered short-term in the relevant market, typically with an original maturity of no more than 365 

days. Short-term issue credit ratings are also used to indicate the creditworthiness of an obligor with respect to put 

features on long-term obligations. S&P Global Ratings would typically assign a long-term issue credit rating to an 

obligation with an original maturity of greater than 365 days. However, the ratings S&P Global Ratings assigns to 

certain instruments may diverge from these guidelines based on market practices. Medium-term notes are assigned 

long-term ratings. 

  

Issue credit ratings are based, in varying degrees, on S&P Global Ratings’ analysis of the following considerations: 

  

  ● The likelihood of payment—the capacity and willingness of the obligor to meet its financial commitments 

on an obligation in accordance with the terms of the obligation; 

  
  ● The nature and provisions of the financial obligation; and the promise S&P Global Ratings imputes; and 

  
  ● The protection afforded by, and relative position of, the financial obligation in the event of bankruptcy, 

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

  

An issue rating is an assessment of default risk but may incorporate an assessment of relative seniority or ultimate 

recovery in the event of default. Junior obligations are typically rated lower than senior obligations, to reflect lower 

priority in bankruptcy, as noted above. (Such differentiation may apply when an entity has both senior and 

subordinated obligations, secured and unsecured obligations, or operating company and holding company 

obligations.) 

  

NR indicates that a rating has not been assigned or is no longer assigned. 

  

Description of S&P Global Ratings’ Long-Term Issue Credit Ratings* 

  

AAA An obligation rated ‘AAA’ has the highest rating assigned by S&P Global Ratings. The obligor’s capacity to 

meet its financial commitments on the obligation is extremely strong. 

  

AA An obligation rated ‘AA’ differs from the highest-rated obligations only to a small degree. The obligor’s capacity 

to meet its financial commitments 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 

commitments on the obligation is still strong. 
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BBB An obligation rated ‘BBB’ exhibits adequate protection parameters. However, adverse economic conditions or 

changing circumstances are more likely to weaken the obligor’s capacity to meet its financial commitments 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 

exposure 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 that could lead to the 

obligor’s inadequate capacity to meet its financial commitments 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 commitments on the obligation. Adverse business, financial, or economic conditions 

will likely impair the obligor’s capacity or willingness to meet its financial commitments 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 commitments 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 

commitments on the obligation. 

  

CC An obligation rated ‘CC’ is currently highly vulnerable to nonpayment. The ‘CC’ rating is used when a default 

has not yet occurred but S&P Global Ratings expects default to be a virtual certainty, regardless of the anticipated 

time to default. 

  

C An obligation rated ‘C’ is currently highly vulnerable to nonpayment, and the obligation is expected to have lower 

relative seniority or lower ultimate recovery compared with obligations that are rated higher. 

  

D An obligation rated ‘D’ is in default or in breach of an imputed promise. For non-hybrid capital instruments, the 

‘D’ rating category is used when payments on an obligation are not made on the date due, unless S&P Global Ratings 

believes that such payments will be made within five business days in the absence of a stated grace period or within 

the earlier of the stated grace period or 30 calendar days. The ‘D’ rating also will be used upon the filing of a 

bankruptcy petition or the taking of similar action and where default on an obligation is a virtual certainty, for example 

due to automatic stay provisions. A rating on an obligation is lowered to ‘D’ if it is subject to a distressed debt 

restructuring. 

  
   

* Ratings from ‘AA’ to ‘CCC’ may be modified by the addition of a plus (+) or minus (-) sign to show relative 

standing within the rating categories. 

  

Description of S&P Global Ratings’ Short-Term Issue Credit Ratings 

  

A-1 A short-term obligation rated ‘A-1’ is rated in the highest category by S&P Global Ratings. The obligor’s capacity 

to meet its financial commitments 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 commitments 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 commitments 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 weaken an obligor’s capacity to meet its financial 

commitments on the obligation. 
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B A short-term obligation rated ‘B’ is regarded as vulnerable and has significant speculative characteristics. The 

obligor currently has the capacity to meet its financial commitments; however, it faces major ongoing uncertainties 

that could lead to the obligor’s inadequate capacity to meet its financial commitments. 

  

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 commitments on the obligation. 

  

D A short-term obligation rated ‘D’ is in default or in breach of an imputed promise. For non-hybrid capital instruments, 

the ‘D’ rating category is used when payments on an obligation are not made on the date due, unless S&P Global Ratings 

believes that such payments will be made within any stated grace period. However, any stated grace period longer than 

five business days will be treated as five business days. The ‘D’ rating also will be used upon the filing of a bankruptcy 

petition or the taking of a similar action and where default on an obligation is a virtual certainty, for example due to 

automatic stay provisions. A rating on an obligation is lowered to ‘D’ if it is subject to a distressed debt restructuring. 

  

Description of S&P Global Ratings’ Municipal Short-Term Note Ratings 

  

An S&P Global Ratings U.S. municipal note rating reflects S&P Global Ratings’ opinion about the liquidity factors 

and market access risks unique to the notes. Notes due in three years or less will likely receive a note rating. Notes 

with an original maturity of more than three years will most likely receive a long-term debt rating. In determining 

which type of rating, if any, to assign, S&P Global Ratings’ analysis will review the following considerations: 

  

  ● 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. 

  

S&P Global Ratings’ municipal short-term note ratings 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. 

  

D ‘D’ is assigned upon failure to pay the note when due, completion of a distressed debt restructuring, or the filing of 

a bankruptcy petition or the taking of similar action and where default on an obligation is a virtual certainty, for 

example due to automatic stay provisions. 

  

Description of Fitch’s Credit Ratings 

  

Fitch’s credit ratings are forward-looking opinions on the relative ability of an entity or obligation to meet financial 

commitments. Issue level ratings are assigned and often include an expectation of recovery and may be notched above 

or below the issuer level rating. Issue ratings are assigned to secured and unsecured debt securities, loans, preferred 

stock and other instruments. Credit ratings are indications of the likelihood of repayment in accordance with the terms 

of the issuance. In limited cases, Fitch may include additional considerations (i.e., rate to a higher or lower standard 

than that implied in the obligation’s documentation). 

  

Fitch’s credit rating scale for issuers and issues is expressed using the categories ‘AAA’ to ‘BBB’ (investment grade) 

and ‘BB’ to ‘D’ (speculative grade) with an additional +/- for AA through CCC levels indicating relative differences 

of probability of default or recovery for issues. The terms “investment grade” and “speculative grade” are market 

conventions and do not imply any recommendation or endorsement of a specific security for investment purposes. 

Investment grade categories indicate relatively low to moderate credit risk, while ratings in the speculative categories 

signal either a higher level of credit risk or that a default has already occurred.  
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Fitch may also disclose issues relating to a rated issuer that are not and have not been rated. Such issues are also 

denoted as ‘NR’ on its web page. 

  

Fitch’s credit ratings do not directly address any risk other than credit risk. Credit ratings do not deal with the risk of 

market value loss due to changes in interest rates, liquidity and/or other market considerations. However, market risk 

may be considered to the extent that it influences the ability of an issuer to pay or refinance a financial commitment. 

Ratings nonetheless do not reflect market risk to the extent that they influence the size or other conditionality of the 

obligation to pay upon a commitment (for example, in the case of payments linked to performance of an equity index). 

  

Note: 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’ ratings and ratings below the ‘CCC’ category. For the short-term rating 

category of ‘F1’, a ’+’ may be appended. 

  

Description of Fitch’s Long-Term Corporate Finance Obligations Ratings 

  

AAA Highest credit quality. ‘AAA’ ratings denote the lowest expectation of credit risk. They are assigned only in 

cases 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 very low credit risk. They indicate very strong 

capacity for 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 adverse business or 

economic conditions than is the case for higher ratings. 

  

BBB Good credit quality. ‘BBB’ ratings indicate that expectations of credit risk are currently low. The capacity for 

payment of financial commitments is considered adequate, but adverse business or economic conditions are more 

likely to impair this capacity. 

  

BB Speculative. ‘BB’ ratings indicate an elevated vulnerability to credit risk, particularly in the event of adverse 

changes in business or economic conditions over time; however, business or financial alternatives may be available 

to allow financial commitments to be met. 

  

B Highly speculative. ‘B’ ratings indicate that material credit risk is present. 

  

CCC Substantial credit risk. ‘CCC’ ratings indicate that substantial credit risk is present. 

  

CC Very high levels of credit risk. ‘CC’ ratings indicate very high levels of credit risk. 

  

C Exceptionally high levels of credit risk. ‘C’ ratings indicate exceptionally high levels of credit risk. 

  

Ratings in the categories of ‘CCC’, ‘CC’ and ‘C’ can also relate to obligations or issuers that are in default. In this 

case, the rating does not opine on default risk but reflects the recovery expectation only. 

  

Corporate Finance defaulted obligations typically are not assigned ‘RD’ or ‘D’ ratings, but are instead rated in the 

‘CCC’ to ‘C’ rating categories, depending on their recovery prospects and other relevant characteristics. This approach 

better aligns obligations that have comparable overall expected loss but varying vulnerability to default and loss. 

  

Description of Fitch’s Short-Term Ratings 

  

A short-term issuer or obligation rating is based in all cases on the short-term vulnerability to default of the rated entity 

and relates to the capacity to meet financial obligations in accordance with the documentation governing the relevant 

obligation. Short-term deposit ratings may be adjusted for loss severity. Short-Term Ratings are assigned to obligations 

whose initial maturity is viewed as “short term” based on market convention. Typically, this means up to 13 months for 

corporate, sovereign, and structured obligations, and up to 36 months for obligations in U.S. public finance markets. 
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Fitch’s short-term ratings are as follows: 

  

F1 Highest short-term credit quality. Indicates the strongest intrinsic capacity for timely payment of financial 

commitments; may have an added “+” to denote any exceptionally strong credit feature. 

  

F2 Good short-term credit quality. Good intrinsic capacity for timely payment of financial commitments. 

  

F3 Fair short-term credit quality. The intrinsic capacity for timely payment of financial commitments is adequate. 

  

B Speculative short-term credit quality. Minimal capacity for timely payment of financial commitments, plus 

heightened vulnerability to near term adverse changes in financial and economic conditions. 

  

C High short-term default risk. Default is a real possibility. 

  

RD Restricted default. Indicates an entity that has defaulted on one or more of its financial commitments, although it 

continues to meet other financial obligations. Typically applicable to entity ratings only. 

  

D Default. Indicates a broad-based default event for an entity, or the default of a short-term obligation. 

  

 



B-1 

APPENDIX B 

 

PROXY VOTING POLICY 

  

Whittier has adopted written Proxy Policy Guidelines and Procedures (the “Proxy Guidelines”) that are reasonably 

designed to ensure that Whittier is voting in the best interest of its clients. As a general matter, when Whittier has 

proxy voting authority, Whittier has an obligation to monitor corporate events and take appropriate action on client 

proxies that come to its attention. Each proxy is voted on a case-by-case basis, taking into account relevant facts and 

circumstances in the best interest of the client. When considering client proxies, Whittier may determine not to vote a 

proxy in certain circumstances in accordance with its fiduciary duties or its agreement with a client. The Proxy 

Guidelines reflect Whittier’s general voting positions on specific corporate governance issues and corporate actions. 

Some issues may require a case-by-case analysis prior to voting and may result in a vote being cast that will deviate 

from the Proxy Guidelines. Upon receipt of a client’s written request, Whittier may also vote proxies for that client’s 

account in a particular manner that may differ from the Proxy Guidelines. Deviation from the Proxy Guidelines will 

be documented and maintained in accordance with Rule 204-2 under the Investment Advisers Act of 1940. 

  

In accordance with the Proxy Guidelines, Whittier may review additional criteria associated with voting proxies and 

evaluate the expected benefit to its clients when making an overall determination on how or whether to vote the proxy. 

Whittier may vote proxies individually for an account or aggregate and record votes across a group of accounts, 

strategy or product. In addition, Whittier may refrain from voting a proxy on behalf of its clients’ accounts due to de-

minimis holdings, impact on the portfolio, items related to foreign issuers, timing issues related to the opening/closing 

of accounts and contractual arrangements with clients and/or their authorized delegate. 

  

To assist in the proxy voting process, Whittier may retain an independent third-party services provider to assist in 

providing research, analysis and voting recommendations on corporate governance issues and corporate actions, as 

well as assist in the administrative process. 

  

Whittier may have conflicts of interest that can affect how it votes its clients’ proxies. For example, Whittier may manage 

a client that is sponsoring a proxy proposal. The Proxy Guidelines are designed to prevent material conflicts of interest 

from affecting the manner in which Whittier votes its clients’ proxies. In order to ensure that all material conflicts of interest 

are addressed appropriately while carrying out its obligation to vote proxies, Whittier has designated a Managing Partner, 

who is not on the investment team, to be responsible for addressing how Whittier resolves such material conflicts of interest 

with its clients. Resolutions of all material conflicts of interest will be documented. 

  

Fixed income securities can be processed as proxy ballots or corporate action-consents at the discretion of the 

issuer/custodian. When processed as proxy ballots, Whittier generally does not provide a voting recommendation and 

its role is limited to election processing and recordkeeping. When processed as corporate action-consents, the portfolio 

manager is responsible for providing recommendations on how to vote proxy ballots and corporation action-consents 

with respect to fixed income securities. Whittier will review all election forms to determine whether a conflict of 

interest, or the appearance of one, exists with respect to the portfolio’s consent election. 

   
1. Records to be maintained. In accordance with Rule 206(4)-6, Whittier’s recordkeeping requirements are 

as follows: 

   
● Copies of Whittier’s Proxy Voting Policy and Procedures; 

   
● Copies or records of each proxy statement received with respect to clients’ securities for whom 

Whittier exercises voting authority; 

   
● Records of each vote cast on behalf of clients, as well as certain records pertaining to Whittier’s 

decision on the vote; 

   
● Records of written client request for proxy voting information; 

   
● Records of written responses from Whittier to either written or oral client requests; and 
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● Records are kept for at least five (5) years following the date that the last vote was cast. 

Whittier may maintain the records electronically. Third party service providers may be 

used to maintain proxy statements and proxy votes. 

   
2. Client Communications and Disclosure. Generally, Whittier’s clients have the right, and shall be 

afforded the opportunity to have access to records of voting actions taken with respect to securities held 

in their respective account or strategy. Whittier shall provide clients with a summary of this policy in the 

form of a general Proxy Voting Policy Statement. The delivery of this statement can be made in Part 2A 

of Form ADV or under separate cover. Voting actions are confidential and may not be disclosed to any 

third party, except as may be required by law or explicitly authorized by client. 

   
3. Testing. The CCO shall conduct periodic testing to confirm proxies are voted in accordance with 

Whittier’s guidelines, all proxies Whittier is responsible for voting are being voted, and any third-party 

service provider is able to provide voting records for clients in a timely manner if requested. The CCO 

shall document these tests. 
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