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THE TRUST 

 

General. Each Fund is a separate series of the Trust.  The Trust is an open-end investment management company 

established under Massachusetts law as a Massachusetts voluntary association (commonly known as a business 

trust) under a Declaration of Trust dated July 24, 1992, as amended and restated as of February 18, 2004 and 

August 10, 2004. Prior to August 10, 2004, the Trust’s name was The Arbor Fund.  The Declaration of Trust 

permits the Trust to offer separate series (―funds‖) of shares of beneficial interest (―shares‖). The Trust reserves 

the right to create and issue shares of additional funds. Each fund is a separate mutual fund, and each share of 

each fund represents an equal proportionate interest in that fund. All consideration received by the Trust for shares 

of any fund and all assets of such fund belong solely to that fund and would be subject to liabilities related 

thereto.  Each Fund pays its (i) operating expenses, including fees of its service providers, expenses of preparing 

prospectuses, proxy solicitation material and reports to shareholders, costs of custodial services and registering its 

shares under federal and state securities laws, pricing and insurance expenses, brokerage costs, interest charges, 

taxes and organization expenses; and (ii) pro rata shares of the Fund’s other expenses, including audit and legal 

expenses.  Expenses attributable to a specific fund shall be payable solely out of the assets of that fund.  Expenses 

not attributable to a specific fund are allocated across all of the funds on the basis of relative net assets.  The other 

funds of the Trust are described in one or more separate Statements of Additional Information. The Trust is 

authorized to offer shares of the Funds in Advisor Class Shares.  The Trust reserves the right to create and issue 

additional classes of shares. 

 

Voting Rights. Each share held entitles the shareholder of record to one vote and each fractional share held 

entitles the shareholder of record to a proportionate fractional vote. In other words, each shareholder of record is 

entitled to one vote for each share held on the record date for the meeting.  The Funds will vote on matters 

relating solely to it.  As a Massachusetts voluntary association, the Trust is not required, and does not intend, to 

hold annual meetings of shareholders.  Approval of shareholders will be sought, however, for certain changes in 

the operation of the Trust and for the election of Trustees under certain circumstances.  Under the Declaration of 

Trust, the Trustees have the power to liquidate the Funds without shareholder approval.  While the Trustees have 

no present intention of exercising this power, they may do so if the Funds fail to reach a viable size within a 

reasonable amount of time or for such other reasons as may be determined by the Board of Trustees. 

 

In addition, a Trustee may be removed by the remaining Trustees or by shareholders at a special meeting called 

upon written request of shareholders owning at least 10% of the outstanding shares of the Trust.  In the event that 

such a meeting is requested, the Trust will provide appropriate assistance and information to the shareholders 

requesting the meeting. 

 

ADDITIONAL INFORMATION ABOUT INVESTMENT OBJECTIVE AND POLICIES 
 

The Funds’ investment objectives and principal investment strategies are described in the Funds’ Prospectuses. 

The Funds are classified as a ―diversified‖ investment company under the Investment Company Act of 1940, as 

amended (the ―1940 Act‖).  The following information supplements, and should be read in conjunction with, the 

Prospectuses. For a description of certain permitted investments discussed below, see the ―Description of 

Permitted Investments‖ section in this SAI. 

Portfolio Turnover Rates.  Portfolio turnover rate is defined under the U.S. Securities and Exchange 

Commission (the ―SEC‖) rules as the value of the securities purchased or securities sold, excluding all securities 

whose maturities at the time of acquisition were one year or less, divided by the average monthly value of such 

securities owned during the year.  Based on this definition, instruments with remaining maturities of less than one 

year are excluded from the calculation of the portfolio turnover rate. Instruments excluded from the calculation of 

portfolio turnover may include the futures contracts in which the Funds may invest since such contracts generally 

have remaining maturities of less than one year.  The Funds may at times hold investments in other short-term 
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instruments, such as repurchase agreements, which are excluded for purposes of computing portfolio turnover. 

For the fiscal years ended July 31, 2010 and 2011, the portfolio turnover rates for the Funds were as follows: 

 

 Portfolio Turnover rates 

Fund 2010 2011 

GRT Absolute Return Fund N/A
1
 11%

2
 

GRT Value Fund 36% 44% 
 

1      Not in operation during this period. 

 2       Represents the period between December 14, 2010 (commencement of Fund operations) and July 31, 2011.  
 

DESCRIPTION OF PERMITTED INVESTMENTS  

The following are descriptions of the Funds’ permitted investments and investment practices and the associated 

risk factors.  The Funds will only invest in any of the following instruments or engage in any of the following 

investment practices if such investment or activity is consistent with the Funds’ investment objectives and 

permitted by the Funds’ stated investment policies.   

 
Equity Securities 

 

Types of Equity Securities: 

 

Common Stocks – Common stocks represent units of ownership in a company. Common stocks usually carry 

voting rights and earn dividends. Unlike preferred stocks, which are described below, dividends on common 

stocks are not fixed but are declared at the discretion of the company’s board of directors. 

 

Preferred Stocks – Preferred stocks are also units of ownership in a company. Preferred stocks normally have 

preference over common stock in the payment of dividends and the liquidation of the company. However, in all 

other respects, preferred stocks are subordinated to the liabilities of the issuer. Unlike common stocks, preferred 

stocks are generally not entitled to vote on corporate matters. Types of preferred stocks include adjustable-rate 

preferred stock, fixed dividend preferred stock, perpetual preferred stock, and sinking fund preferred stock. 

Generally, the market values of preferred stock with a fixed dividend rate and no conversion element varies 

inversely with interest rates and perceived credit risk. 

 

Convertible Securities - Convertible securities are securities that may be exchanged for, converted into, or 

exercised to acquire a predetermined number of shares of the issuer’s common stock at the Funds’ option during a 

specified time period (such as convertible preferred stocks, convertible debentures and warrants). A convertible 

security is generally a fixed income security that is senior to common stock in an issuer’s capital structure, but is 

usually subordinated to similar non-convertible securities. In exchange for the conversion feature, many 

corporations will pay a lower rate of interest on convertible securities than debt securities of the same corporation. 

In general, the market value of a convertible security is at least the higher of its ―investment value‖ (i.e., its value 

as a fixed income security) or its ―conversion value‖ (i.e., its value upon conversion into its underlying common 

stock). 
 

Convertible securities are subject to the same risks as similar securities without the convertible feature. The price 

of a convertible security is more volatile during times of steady interest rates than other types of debt securities. 

The price of a convertible security tends to increase as the market value of the underlying stock rises, whereas it 

tends to decrease as the market value of the underlying common stock declines. 
 

A synthetic convertible security is a combination investment in which the Funds purchase both (i) high-grade cash 

equivalents or a high grade debt obligation of an issuer or U.S. government securities and (ii) call options or 
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warrants on the common stock of the same or different issuer with some or all of the anticipated interest income 

from the associated debt obligation that is earned over the holding period of the option or warrant. 
  
While providing a fixed income stream (generally higher in yield than the income derivable from common stock 

but lower than that afforded by a similar non-convertible security), a convertible security also affords an investor 

the opportunity, through its conversion feature, to participate in the capital appreciation attendant upon a market 

price advance in the convertible security’s underlying common stock.  A synthetic convertible position has similar 

investment characteristics, but may differ with respect to credit quality, time to maturity, trading characteristics, 

and other factors. Because the Funds will create synthetic convertible positions only out of high grade fixed 

income securities, the credit rating associated with the Funds’ synthetic convertible investments is generally 

expected to be higher than that of the average convertible security, many of which are rated below high grade. 

However, because the options used to create synthetic convertible positions will generally have expirations 

between one month and three years of the time of purchase, the maturity of these positions will generally be 

shorter than average for convertible securities. Since the option component of a convertible security or synthetic 

convertible position is a wasting asset (in the sense of losing ―time value‖ as maturity approaches), a synthetic 

convertible position may lose such value more rapidly than a convertible security of longer maturity; however, the 

gain in option value due to appreciation of the underlying stock may exceed such time value loss, the market price 

of the option component generally reflects these differences in maturities, and the Adviser takes such differences 

into account when evaluating such positions. When a synthetic convertible position ―matures‖ because of the 

expiration of the associated option, the Funds may extend the maturity by investing in a new option with longer 

maturity on the common stock of the same or different issuer. If the Funds do not so extend the maturity of a 

position, it may continue to hold the associated fixed income security.  

 

Rights and Warrants – A right is a privilege granted to existing shareholders of a corporation to subscribe to 

shares of a new issue of common stock before it is issued. Rights normally have a short life, usually two to four 

weeks, are freely transferable and entitle the holder to buy the new common stock at a lower price than the public 

offering price. Warrants are securities that are usually issued together with a debt security or preferred stock and 

that give the holder the right to buy proportionate amount of common stock at a specified price. Warrants are 

freely transferable and are traded on major exchanges. Unlike rights, warrants normally have a life that is 

measured in years and entitles the holder to buy common stock of a company at a price that is usually higher than 

the market price at the time the warrant is issued. Corporations often issue warrants to make the accompanying 

debt security more attractive. 

 

An investment in warrants and rights may entail greater risks than certain other types of investments. Generally, 

rights and warrants do not carry the right to receive dividends or exercise voting rights with respect to the 

underlying securities, and they do not represent any rights in the assets of the issuer. In addition, their value does 

not necessarily change with the value of the underlying securities, and they cease to have value if they are not 

exercised on or before their expiration date. Investing in rights and warrants increases the potential profit or loss 

to be realized from the investment as compared with investing the same amount in the underlying securities. 

 

Real Estate Investment Trusts.  A Real Estate Investment Trust (a ―REIT‖) is a corporation or business trust 

(that would otherwise be taxed as a corporation) which meets the definitional requirements of the Code. The Code 

permits a qualifying REIT to deduct from taxable income the dividends paid, thereby effectively eliminating 

corporate level federal income tax and making the REIT a pass-through vehicle for federal income tax purposes.  

To meet the definitional requirements of the Code, a REIT must, among other things: invest substantially all of its 

assets in interests in real estate (including mortgages and other REITs), cash and government securities; derive 

most of its income from rents from real property or interest on loans secured by mortgages on real property; and 

distribute annually 95% or more of its otherwise taxable income to shareholders. 
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REITs are sometimes informally characterized as Equity REITs and Mortgage REITs.  An Equity REIT invests 

primarily in the fee ownership or leasehold ownership of land and buildings; a Mortgage REIT invests primarily 

in mortgages on real property, which may secure construction, development or long-term loans. 

 

REITs may be affected by changes in underlying real estate values, which may have an exaggerated effect to the 

extent that REITs in which the Underlying ETF invests may concentrate investments in particular geographic 

regions or property types.  Additionally, rising interest rates may cause investors in REITs to demand a higher 

annual yield from future distributions, which may in turn decrease market prices for equity securities issued by 

REITs.  Rising interest rates also generally increase the costs of obtaining financing, which could cause the value 

of a Underlying ETF’s investments to decline.  During periods of declining interest rates, certain Mortgage REITs 

may hold mortgages that the mortgagors elect to prepay, which prepayment may diminish the yield on securities 

issued by such Mortgage REITs.  In addition, Mortgage REITs may be affected by the ability of borrowers to 

repay when due the debt extended by the REIT and Equity REITs may be affected by the ability of tenants to pay 

rent. 

 

Certain REITs have relatively small market capitalization, which may tend to increase the volatility of the market 

price of securities issued by such REITs.  Furthermore, REITs are dependent upon specialized management skills, 

have limited diversification and are, therefore, subject to risks inherent in operating and financing a limited 

number of projects.  By investing in REITs indirectly through a Fund, a shareholder will bear not only his 

proportionate share of the expenses of the Fund, but also, indirectly, similar expenses of the REITs.  REITs 

depend generally on their ability to generate cash flow to make distributions to shareholders. 

 

In addition to these risks, Equity REITs may be affected by changes in the value of the underlying property 

owned by the trusts, while Mortgage REITs may be affected by the quality of any credit extended.  Further, 

Equity and Mortgage REITs are dependent upon management skills and generally may not be diversified. Equity 

and Mortgage REITs are also subject to heavy cash flow dependency defaults by borrowers and self-liquidation.  

In addition, Equity and Mortgage REITs could possibly fail to qualify for tax free pass-through of income under 

the Code or to maintain their exemptions from registration under the 1940 Act.  The above factors may also 

adversely affect a borrower’s or a lessee’s ability to meet its obligations to the REIT.  In the event of default by a 

borrower or lessee, the REIT may experience delays in enforcing its rights as a mortgagee or lessor and may incur 

substantial costs associated with protecting its investments. 

 

Exchange-Traded Funds.  The Funds may invest in exchange-traded funds.  ETFs may be structured as 

investment companies that are registered under the 1940 Act, typically as open-end funds or unit investment 

trusts.  These ETFs are generally based on specific domestic and foreign market securities indices. An ―index-

based ETF‖ seeks to provide investment results that match the performance of an index by holding in its portfolio 

either the contents of the index or a representative sample of the securities in the index.  An ―enhanced ETF‖ 

seeks to provide investment results that match a positive or negative multiple of the performance of an underlying 

index.  In seeking to provide such results, an ETF, in particular, an enhanced ETF, may engage in short sales of 

securities included in the underlying index and may invest in derivatives instruments, such as equity index swaps, 

futures contracts, and options on securities, futures contracts, and stock indices.  Alternatively, ETFs may be 

structured as grantor trusts or other forms of pooled investment vehicles that are not registered or regulated under 

the 1940 Act.  These ETFs typically hold commodities, precious metals, currency or other non-securities 

investments.  ETFs, like mutual funds, have expenses associated with their operation, such as advisory and 

custody fees.  When the Funds invest in an ETF, in addition to directly bearing expenses associated with their 

own operations, including the brokerage costs associated with the purchase and sale of shares of the ETF, the 

Funds will bear a pro rata portion of the ETF’s expenses. In addition, it may be more costly to own an ETF than to 

directly own the securities or other investments held by the ETF because of ETF expenses.  The risks of owning 

shares of an ETF generally reflect the risks of owning the underlying securities or other investments held by the 

ETF, although lack of liquidity in the market for the shares of an ETF could result in the ETF’s value being more 

volatile than the underlying securities or other investments. 
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Risks of Investing in Equity Securities: 

 

General Risks of Investing in Stocks – While investing in stocks allows investors to participate in the benefits of 

owning a company, such investors must accept the risks of ownership. Unlike bondholders, who have preference 

to a company’s earnings and cash flow, preferred stockholders, followed by common stockholders in order of 

priority, are entitled only to the residual amount after a company meets its other obligations. For this reason, the 

value of a company’s stock will usually react more strongly to actual or perceived changes in the company’s 

financial condition or prospects than its debt obligations. Stockholders of a company that fares poorly can lose 

money. 

 

Stock markets tend to move in cycles with short or extended periods of rising and falling stock prices. The value 

of a company’s stock may fall because of: 

 

 Factors that directly relate to that company, such as decisions made by its management or lower demand 

for the company’s products or services; 

 Factors affecting an entire industry, such as increases in production costs; and 

 Changes in financial market conditions that are relatively unrelated to the company or its industry, such as 

changes in interest rates, currency exchange rates or inflation rates. 

 

Because preferred stock is generally 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. 

 

Small and Medium-Sized Companies - Investors in small and medium-sized companies typically take on 

greater risk and price volatility than they would by investing in larger, more established companies.  This 

increased risk may be due to the greater business risks of their small or medium size, limited markets and 

financial resources, narrow product lines and frequent lack of management depth.  The securities of small and 

medium-sized companies are often traded in the over-the-counter market and might not be traded in volumes 

typical of securities traded on a national securities exchange.  Thus, the securities of small and medium 

capitalization companies are likely to be less liquid, and subject to more abrupt or erratic market movements, than 

securities of larger, more established companies.  

 

Technology Companies - Stocks of technology companies have tended to be subject to greater volatility than 

securities of companies that are not dependent upon or associated with technological issues.  Technology 

companies operate in various industries.  Since these industries frequently share common characteristics, an event 

or issue affecting one industry may significantly influence other, related industries.  For example, technology 

companies may be strongly affected by worldwide scientific or technological developments and their products 

and services may be subject to governmental regulation or adversely affected by governmental policies. 

 

Initial Public Offerings (“IPO”) – The Funds may invest a portion of their assets in securities of companies 

offering shares in IPOs.  IPOs may have a magnified performance impact on the Funds with a small asset base.  

The impact of IPOs on the Funds’ performance likely will decrease as the Funds’ asset size increases, which 

could reduce the Funds’ total returns.  IPOs may not be consistently available to the Funds for investing, 

particularly as the Funds’ asset base grows.  Because IPO shares frequently are volatile in price, the Funds may 

hold IPO shares for a very short period of time.  This may increase the turnover of the Funds’ portfolio and may 

lead to increased expenses for the Funds, such as commissions and transaction costs.  By selling IPO shares, the 

Funds may realize taxable gains they will subsequently distribute to shareholders.  In addition, the market for IPO 

shares can be speculative and/or inactive for extended periods of time.  The limited number of shares available for 

trading in some IPOs may make it more difficult for the Funds to buy or sell significant amounts of shares without 

an unfavorable impact on prevailing prices.  Holders of IPO shares can be affected by substantial dilution in the 



DB1/ 68257341.17 

 

 

6 

value of their shares, by sales of additional shares and by concentration of control in existing management and 

principal shareholders. 

 
The Funds’ investments in IPO shares may include the securities of unseasoned companies (companies with less 

than three years of continuous operations), which presents risks considerably greater than common stocks of more 

established companies.  These companies may have limited operating histories and their prospects for profitability 

may be uncertain.  These companies may be involved in new and evolving businesses and may be vulnerable to 

competition and changes in technology, markets and economic conditions.  They may be more dependent on key 

managers and third parties and may have limited product lines.  

 

Debt Securities 

 

Corporations and governments use debt securities to borrow money from investors. Most debt securities promise 

a variable or fixed rate of return and repayment of the amount borrowed at maturity. Some debt securities, such as 

zero-coupon bonds, do not pay current interest and are purchased at a discount from their face value. 

 

Types of Debt Securities: 

 

U.S. Government Securities - The Funds may invest in U.S. government securities. Securities issued or 

guaranteed by the U.S. government or its agencies or instrumentalities include U.S. Treasury securities, which are 

backed by the full faith and credit of the U.S. Treasury and which differ only in their interest rates, maturities, and 

times of issuance. U.S. Treasury bills have initial maturities of one-year or less; U.S. Treasury notes have initial 

maturities of one to ten years; and U.S. Treasury bonds generally have initial maturities of greater than ten years.  

Certain U.S. government securities are issued or guaranteed by agencies or instrumentalities of the U.S. 

government including, but not limited to, obligations of U.S. government agencies or instrumentalities such as 

Fannie Mae, the Government National Mortgage Association ("Ginnie Mae"), the Small Business Administration, 

the Federal Farm Credit Administration, the Federal Home Loan Banks, Banks for Cooperatives (including the 

Central Bank for Cooperatives), the Federal Land Banks, the Federal Intermediate Credit Banks, the Tennessee 

Valley Authority, the Export-Import Bank of the United States, the Commodity Credit Corporation, the Federal 

Financing Bank, the Student Loan Marketing Association, the National Credit Union Administration and the 

Federal Agricultural Mortgage Corporation (Farmer Mac). 

 

Some obligations issued or guaranteed by U.S. government agencies and instrumentalities, including, for 

example, Ginnie Mae pass-through certificates, are supported by the full faith and credit of the U.S. Treasury. 

Other obligations issued by or guaranteed by federal agencies, such as those securities issued by Fannie Mae, are 

supported by the discretionary authority of the U.S. government to purchase certain obligations of the federal 

agency, while other obligations issued by or guaranteed by federal agencies, such as those of the Federal Home 

Loan Banks, are supported by the right of the issuer to borrow from the U.S. Treasury, while the U.S. government 

provides financial support to such U.S. government-sponsored federal agencies, no assurance can be given that 

the U.S. government will always do so, since the U.S. government is not so obligated by law. U.S. Treasury notes 

and bonds typically pay coupon interest semi-annually and repay the principal at maturity. 

 

On September 7, 2008, the U.S. Treasury announced a federal takeover of Fannie Mae, and Freddie Mac, placing 

the two federal instrumentalities in conservatorship.  Under the takeover, the U.S. Treasury agreed to acquire $1 

billion of senior preferred stock of each instrumentality and obtained warrants for the purchase of common stock 

of each instrumentality (the ―Senior Preferred Stock Purchase Agreement‖ or ―Agreement‖).  Under the 

Agreement, the U.S. Treasury pledged to provide up to $200 billion per instrumentality as needed, including the 

contribution of cash capital to the instrumentalities in the event their liabilities exceed their assets.  This was 

intended to ensure that the instrumentalities maintain a positive net worth and meet their financial obligations, 

preventing mandatory triggering of receivership.  On December 24, 2009, the U.S. Treasury announced that it was 

amending the Agreement to allow the $200 billion cap on the U.S. Treasury’s funding commitment to increase as 
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necessary to accommodate any cumulative reduction in net worth over the next three years.  As a result of this 

Agreement, the investments of holders, including the Funds, of mortgage-backed securities and other obligations 

issued by Fannie Mae and Freddie Mac are protected. 

 

Corporate Bonds – Corporations issue bonds and notes to raise money for working capital or for capital 

expenditures such as plant construction, equipment purchases and expansion. In return for the money loaned to 

the corporation by investors, the corporation promises to pay investors interest, and repay the principal amount of 

the bond or note. 

 

Mortgage-Backed Securities – Mortgage-backed securities are interests in pools of mortgage loans that various 

governmental, government-related and private organizations assemble as securities for sale to investors. Unlike 

most debt securities, which pay interest periodically and repay principal at maturity or on specified call dates, 

mortgage-backed securities make monthly payments that consist 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 

mortgage loans, net of any fees paid to the issuer or guarantor of such securities. Since homeowners usually have 

the option of paying either part or all of the loan balance before maturity, the effective maturity of a mortgage-

backed security is often shorter than is stated. 

 

Governmental entities, private insurers and mortgage poolers may insure or guarantee the timely payment of 

interest and principal of these pools through various forms of insurance or guarantees, including individual loan, 

title, pool and hazard insurance and letters of credit. The Adviser will consider such insurance and guarantees and 

the creditworthiness of the issuers thereof in determining whether a mortgage-related security meets its 

investment quality standards. It is possible that the private insurers or guarantors will not meet their obligations 

under the insurance policies or guarantee arrangements. 

 

Although the market for such securities is becoming increasingly liquid, securities issued by certain private 

organizations may not be readily marketable. 

 

Government National Mortgage Association (“GNMA”) – GNMA is the principal governmental guarantor of 

mortgage-related securities. GNMA is a wholly owned corporation of the U.S. government within the Department 

of Housing and Urban Development. Securities issued by GNMA are treasury securities, which means the full 

faith and credit of the U.S. government backs them. GNMA guarantees the timely payment of principal and 

interest on securities issued by institutions approved by GNMA and backed by pools of FHA-insured or VA-

guaranteed mortgages. GNMA does not guarantee the market value or yield of mortgage-backed securities or the 

value of the Funds’ shares. To buy GNMA securities, the Funds may have to pay a premium over the maturity 

value of the underlying mortgages, which the Funds may lose if prepayment occurs. 

 

Federal National Mortgage Association (“FNMA”) – FNMA is a government-sponsored corporation owned 

entirely by private stockholders. FNMA is regulated by the Secretary of Housing and Urban Development. 

FNMA purchases conventional mortgages from a list of approved sellers and service providers, including state 

and federally-chartered savings and loan associations, mutual savings banks, commercial banks and credit unions 

and mortgage bankers. Securities issued by FNMA are agency securities, which means FNMA, but not the U.S. 

government, guarantees their timely payment of principal and interest. 

 

Freddie Mac – Freddie Mac is stockholder-owned corporation established by the U.S. Congress to create a 

continuous flow of funds to mortgage lenders.  Freddie Mac supplies lenders with the money to make mortgages 

and packages the mortgages into marketable securities.  The system is designed to create a stable mortgage credit 

system and reduce the rates paid by homebuyers.  Freddie Mac, not the U.S. government, guarantees timely 

payment of principal and interest. 

 

Commercial Banks, Savings and Loan Institutions, Private Mortgage Insurance Companies, Mortgage 
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Bankers and other Secondary Market Issuers – Commercial banks, savings and loan institutions, private 

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

pools of conventional mortgage loans. In addition to guaranteeing the mortgage-related security, such issuers may 

service and/or have originated the underlying mortgage loans. Pools created by these issuers generally offer a 

higher rate of interest than pools created by GNMA, FNMA and Freddie Mac because they are not guaranteed by 

a government agency. 

 

Risks of Mortgage-Backed Securities – Yield characteristics of mortgage-backed securities differ from those of 

traditional debt securities in a variety of ways. The most significant differences of mortgage-backed securities are: 

 

 payments of interest and principal are more frequent (usually monthly); and 

 falling interest rates generally cause individual borrowers to pay off their mortgage earlier than expected, 

which results in prepayments of principal on the securities, thus forcing the Funds to reinvest the money 

at a lower interest rate. 

 

In addition to risks associated with changes in interest rates described in ―Factors Affecting the Value of Debt 

Securities,‖ a variety of economic, geographic, social and other factors, such as the sale of the underlying 

property, refinancing or foreclosure, can cause investors to repay the loans underlying a mortgage-backed security 

sooner than expected. If the prepayment rates increase, the Funds may have to reinvest its principal at a rate of 

interest that is lower than the rate on existing mortgage-backed securities. 

 

Other Asset-Backed Securities – These securities are interests in pools of a broad range of assets other than 

mortgages, such as automobile loans, computer leases and credit card receivables. Like mortgage-backed 

securities, these securities are pass-through. In general, the collateral supporting these securities is of shorter 

maturity than mortgage loans and is less likely to experience substantial prepayments with interest rate 

fluctuations, but may still be subject to prepayment risk. 

 

Asset-backed securities present certain risks that are not presented by mortgage-backed securities. Primarily, these 

securities may not have the benefit of any security interest in the related assets, which raises the possibility that 

recoveries on repossessed collateral may not be available to support payments on these securities. For example, 

credit card receivables are generally unsecured and the debtors are entitled to the protection of a number of state 

and federal consumer credit laws, many of which allow debtors to reduce their balances by offsetting certain 

amounts owed on the credit cards. Most issuers of asset-backed securities backed by automobile receivables 

permit the servicers of such receivables to retain possession of the underlying obligations. If the servicer were to 

sell these obligations to another party, there is a risk that the purchaser would acquire an interest superior to that 

of the holders of the related asset-backed securities. Due to the quantity of vehicles involved and requirements 

under state laws, asset-backed securities backed by automobile receivables may not have a proper security interest 

in all of the obligations backing such receivables. 

 

To lessen the effect of failures by obligors on underlying assets to make payments, the entity administering the 

pool of assets may agree to ensure the receipt of payments on the underlying pool occurs in a timely fashion 

(―liquidity protection‖). In addition, asset-backed securities may obtain insurance, such as guarantees, policies or 

letters of credit obtained by the issuer or sponsor from third parties, for some or all of the assets in the pool 

(―credit support‖). Delinquency or loss more than that anticipated or failure of the credit support could adversely 

affect the return on an investment in such a security. 

 

The Funds may also invest in residual interests in asset-backed securities, which is the excess cash flow remaining 

after making required payments on the securities and paying related administrative expenses. The amount of 

residual cash flow resulting from a particular issue of asset-backed securities depends in part on the characteristics 

of the underlying assets, the coupon rates on the securities, prevailing interest rates, the amount of administrative 

expenses and the actual prepayment experience on the underlying assets. 
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Collateralized Mortgage Obligations (“CMOs”) – CMOs are one type of mortgage-backed security, which 

were first introduced in the early 1980's.  CMOs generally retain many of the yield and credit quality 

characteristics as mortgage pass-through securities, while reducing some of the disadvantages of pass-throughs.  

CMOs may be backed by several types of varying mortgage collateral.  The most prevalent types of collateral are: 

U.S. agency (e.g., GNMA, FNMA, or FHLMC) guaranteed mortgage pass-through securities, non-agency 

guaranteed mortgage loans, and commercial mortgage loans.   

 

Some CMOs are also characterized as a Real Estate Mortgage Investment Conduit (―REMIC‖).  A REMIC is a 

CMO that qualifies for special tax treatment under the U.S. Internal Revenue Code of 1986, as amended (the 

"Code") and invests in certain mortgages primarily secured by interests in real property and other permitted 

investments. 

 

A key difference between traditional mortgage pass-through securities and CMOs is the mechanics of the 

principal payment process. Unlike pass-through securities, which simply pay a pro rata distribution of any 

principal and interest payments from the underlying mortgage collateral, CMOs are structured into multiple 

classes, each bearing a different stated maturity and each potentially having different credit rating levels.  Each 

class of CMO, often referred to as a "tranche", may be issued with a specific fixed interest rate or may pay a 

variable interest rate, which may change monthly.  Each tranche must be fully retired by its final distribution date.  

Generally, all classes of CMOs pay or accrue interest monthly similar to pass-through securities.   

 

The credit risk of all CMOs are not identical and must be assessed on a security by security basis.  Generally, the 

credit risk of CMOs are heavily dependent upon the type of collateral backing the security.  For example, a CMO 

collateralized by U.S. agency guaranteed pass-through securities will have a different credit risk profile compared 

to a CMO collateralized by commercial mortgage loans.  Investing in the lowest tranche of CMO or REMIC 

certificates often involves risk similar to those associated with investing in non-investment grade rated corporate 

bonds.  Additionally, CMOs may at times be less liquid than a regular mortgage pass-through security. 

 

Short-Term Investments – To earn a return on uninvested assets, meet anticipated redemptions, or for temporary 

defensive purposes, the Funds may invest a portion of their assets in the short-term securities listed below, U.S. 

government securities and investment-grade corporate debt securities. Unless otherwise specified, a short-term 

debt security has a maturity of one year or less. 

 

Bank Obligations – The Funds will only invest in a security issued by a commercial bank if the bank: 

 

 has total assets of at least $1 billion, or the equivalent in other currencies (based on the most recent 

publicly available information about the bank); 

 is a U.S. bank and a member of the Federal Deposit Insurance Corporation; and         

 is a foreign branch of a U.S. bank and the Adviser believes the security is of an investment quality 

comparable with other debt securities that the Funds may purchase. 

 

Time Deposits – Time deposits are non-negotiable deposits, such as savings accounts or certificates of deposit, 

held by a financial institution for a fixed term with the understanding that the depositor can withdraw its money 

only by giving notice to the institution. However, there may be early withdrawal penalties depending upon market 

conditions and the remaining maturity of the obligation. The Funds may only purchase time deposits maturing 

from two business days through seven calendar days. 

 

Certificates of Deposit – Certificates of deposit are negotiable certificates issued against funds deposited in a 

commercial bank or savings and loan association for a definite period of time and earning a specified return. 
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Bankers’ Acceptance – A bankers’ acceptance is a time draft drawn on a commercial bank by a borrower, 

usually in connection with an international commercial transaction (to finance the import, export, transfer or 

storage of goods). 

 

Commercial Paper – Commercial paper is a short-term obligation with a maturity ranging from one to 270 days 

issued by banks, corporations and other borrowers. Such investments are unsecured and usually discounted. The 

Funds may invest in commercial paper rated A-1 or A-2 by S&P or Prime-1 or Prime-2 by Moody’s or, if not 

rated, issued by a corporation having an outstanding unsecured debt issue rated A or better by Moody’s or by 

S&P. See ―Appendix A - Ratings‖ for a description of commercial paper ratings. 

 

Yankee Bonds – Yankee bonds are dollar-denominated bonds issued inside the United States by foreign entities.  

Investments in these securities involve certain risks that are not typically associated with investing in domestic 

securities.  See ―Foreign Securities.‖ 

 

Zero Coupon Bonds – These securities make no periodic payments of interest, but instead are sold at a discount 

from their face value. When held to maturity, their entire income, which consists of accretion of discount, comes 

from the difference between the issue price and their value at maturity. The amount of the discount rate varies 

depending on factors including the time remaining until maturity, prevailing interest rates, the security’s liquidity 

and the issuer’s credit quality. The market value of zero coupon securities may exhibit greater price volatility than 

ordinary debt securities because a stripped security will have a longer duration than an ordinary debt security with 

the same maturity. The Funds’ investments in pay-in-kind, delayed and zero coupon bonds may require it to sell 

certain of its Fund securities to generate sufficient cash to satisfy certain income distribution requirements. 

 

These securities may include treasury securities that have had their interest payments (―coupons‖) separated from 

the underlying principal (―corpus‖) by their holder, typically a custodian bank or investment brokerage firm. Once 

the holder of the security has stripped or separated corpus and coupons, it may sell each component separately. 

The principal or corpus is then sold at a deep discount because the buyer receives only the right to receive a future 

fixed payment on the security and does not receive any rights to periodic interest (cash) payments. Typically, the 

coupons are sold separately or grouped with other coupons with like maturity dates and sold bundled in such 

form. The underlying treasury security is held in book-entry form at the Federal Reserve Bank or, in the case of 

bearer securities (i.e., unregistered securities which are owned ostensibly by the bearer or holder thereof), in trust 

on behalf of the owners thereof. Purchasers of stripped obligations acquire, in effect, discount obligations that are 

economically identical to the zero coupon securities that the Treasury sells itself. 

 

The U.S. Treasury has facilitated transfers of ownership of zero coupon securities by accounting separately for the 

beneficial ownership of particular interest coupon and corpus payments on Treasury securities through the Federal 

Reserve book-entry record keeping system.  Under a Federal Reserve program known as ―STRIPS‖ or ―Separate 

Trading of Registered Interest and Principal of Securities,‖ the Funds can record their beneficial ownership of the 

coupon or corpus directly in the book-entry record-keeping system. 

 

Exchange-Traded Notes.  The Funds may invest in exchange-traded notes. ETNs are debt obligations of 

investment banks which are traded on exchanges and the returns of which are linked to the performance of market 

indexes. In addition to trading ETNs on exchanges, investors may redeem ETNs directly with the issuer on a 

weekly basis, typically in a minimum amount of 50,000 units, or hold the ETNs until maturity.  ETNs may be 

riskier than ordinary debt securities and may have no principal protection.  The Funds’ investment in an ETN may 

be influenced by many unpredictable factors, including highly volatile commodities prices, changes in supply and 

demand relationships, weather, agriculture, trade, changes in interest rates, and monetary and other governmental 

policies, action and inaction. Investing in ETNs is not equivalent to investing directly in index components or the 

relevant index itself. Because ETNs are debt securities, they possess credit risk; if the issuer has financial 

difficulties or goes bankrupt, the investor may not receive the return it was promised. 
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Inflation-Protected Obligations ("TIPS").  The Funds may invest in inflation-protected public obligations of 

major governments and emerging market countries, commonly known as TIPS. TIPS are a type of security issued 

by a government that are designed to provide inflation protection to investors. TIPS are income-generating 

instruments whose interest and principal payments are adjusted for inflation - a sustained increase in prices that 

erodes the purchasing power of money. The inflation adjustment, which is typically applied monthly to the 

principal of the bond, follows a designated inflation index, such as the Consumer Price Index. A fixed coupon rate 

is applied to the inflation-adjusted principal so that as inflation rises or falls, both the principal value and the 

interest payments will increase or decrease. This can provide investors with a hedge against inflation, as it helps 

preserve the purchasing power of an investment. Because of this inflation adjustment feature, inflation-protected 

bonds typically have lower yields than conventional fixed-rate bonds. 

 

Terms to Understand: 

 

Maturity – Every debt security has a stated maturity date when the issuer must repay the amount it borrowed 

(principal) from investors. Some debt securities, however, are callable, meaning the issuer can repay the principal 

earlier, on or after specified dates (call dates). Debt securities are most likely to be called when interest rates are 

falling because the issuer can refinance at a lower rate, similar to a homeowner refinancing a mortgage. The 

effective maturity of a debt security is usually its nearest call date. 

 

A fund that invests in debt securities has no real maturity. Instead, it calculates its weighted average maturity. 

This number is an average of the stated maturity of each debt security held by the Funds, with the maturity of 

each security weighted by the percentage of the assets of the Fund it represents. 

 

Duration – Duration is a calculation that seeks to measure the price sensitivity of a debt security, or a fund that 

invests in debt securities, to changes in interest rates. It measures sensitivity more accurately than maturity 

because it takes into account the time value of cash flows generated over the life of a debt security. Future interest 

payments and principal payments are discounted to reflect their present value and then are multiplied by the 

number of years they will be received to produce a value expressed in years -- the duration. Effective duration 

takes into account call features and sinking Fund prepayments that may shorten the life of a debt security. 

An effective duration of four years, for example, would suggest that for each 1% reduction in interest rates at all 

maturity levels, the price of a security is estimated to increase by 4%. An increase in rates by the same magnitude 

is estimated to reduce the price of the security by 4%. By knowing the yield and the effective duration of a debt 

security, one can estimate total return based on an expectation of how much interest rates, in general, will change. 

While serving as a good estimator of prospective returns, effective duration is an imperfect measure. 

 

Factors Affecting the Value of Debt Securities – The total return of a debt instrument is composed of two 

elements: the percentage change in the security’s price and interest income earned. The yield to maturity of a debt 

security estimates its total return only if the price of the debt security remains unchanged during the holding 

period and coupon interest is reinvested at the same yield to maturity. The total return of a debt instrument, 

therefore, will be determined not only by how much interest is earned, but also by how much the price of the 

security and interest rates change. 

 

 Interest Rates 

 

The price of a debt security generally moves in the opposite direction from interest rates (i.e., if interest rates go 

up, the value of the bond will go down, and vice versa). 

 

 Prepayment Risk 

 

This risk affects mainly mortgage-backed securities. Unlike other debt securities, falling interest rates can 

adversely affect the value of mortgage-backed securities, which may cause your share price to fall. Lower rates 
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motivate borrowers to pay off the instruments underlying mortgage-backed and asset-backed securities earlier 

than expected, resulting in prepayments on the securities. The Funds may then have to reinvest the proceeds from 

such prepayments at lower interest rates, which can reduce its yield. The unexpected timing of mortgage and 

asset-backed prepayments caused by the variations in interest rates may also shorten or lengthen the average 

maturity of the Funds.  If left unattended, drifts in the average maturity of the Funds can have the unintended 

effect of increasing or reducing the effective duration of the Funds, which may adversely affect the expected 

performance of the Funds. 

 

 Extension Risk 

 

The other side of prepayment risk occurs when interest rates are rising. Rising interest rates can cause the Funds’ 

average maturity to lengthen unexpectedly due to a drop in mortgage prepayments. This would increase the 

sensitivity of the Funds to rising rates and its potential for price declines. Extending the average life of a 

mortgage-backed security increases the risk of depreciation due to future increases in market interest rates. For 

these reasons, mortgage-backed securities may be less effective than other types of U.S. government securities as 

a means of ―locking in‖ interest rates. 

 

 Credit Rating 

 

Coupon interest is offered to investors of debt securities as compensation for assuming risk, although short-term 

treasury securities, such as three-month treasury bills, are considered ―risk free.‖ Corporate securities offer higher 

yields than treasury securities because their payment of interest and complete repayment of principal is less 

certain. The credit rating or financial condition of an issuer may affect the value of a debt security. Generally, the 

lower the quality rating of a security, the greater the risks that the issuer will fail to pay interest and return 

principal. To compensate investors for taking on increased risk, issuers with lower credit ratings usually offer 

their investors a higher ―risk premium‖ in the form of higher interest rates than those available from comparable 

treasury securities. 

 

Changes in investor confidence regarding the certainty of interest and principal payments of a corporate debt 

security will result in an adjustment to this ―risk premium.‖ Since an issuer’s outstanding debt carries a fixed 

coupon, adjustments to the risk premium must occur in the price, which affects the yield to maturity of the bond. 

If an issuer defaults or becomes unable to honor its financial obligations, the bond may lose some or all of its 

value. 

 

A security rated within the four highest rating categories by a rating agency is called investment-grade because its 

issuer is more likely to pay interest and repay principal than an issuer of a lower rated bond. Adverse economic 

conditions or changing circumstances, however, may weaken the capacity of the issuer to pay interest and repay 

principal. If a security is not rated or is rated under a different system, the Adviser may determine that it is of 

investment-grade. The Adviser may retain securities that are downgraded, if it believes that keeping those 

securities is warranted. 

 

Debt securities rated below investment-grade (―junk bonds‖) are highly speculative securities that are usually 

issued by smaller, less credit worthy and/or highly leveraged (indebted) companies. A corporation may issue a 

junk bond because of a corporate restructuring or other similar event. Compared with investment-grade bonds, 

junk bonds carry a greater degree of risk and are less likely to make payments of interest and principal. Market 

developments and the financial and business condition of the corporation issuing these securities influences their 

price and liquidity more than changes in interest rates, when compared to investment-grade debt securities. 

Insufficient liquidity in the junk bond market may make it more difficult to dispose of junk bonds and may cause 

the Funds to experience sudden and substantial price declines. A lack of reliable, objective data or market 

quotations may make it more difficult to value junk bonds accurately. 
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Rating agencies are organizations that assign ratings to securities based primarily on the rating agency’s 

assessment of the issuer’s financial strength. The Funds currently use ratings compiled by Moody’s, S&P and 

Fitch Inc. Credit ratings are only an agency’s opinion, not an absolute standard of quality, and they do not reflect 

an evaluation of market risk. 

 

The section ―Appendix A - Ratings‖ contains further information concerning the ratings of certain rating agencies 

and their significance. 

 

The Adviser may use ratings produced by ratings agencies as guidelines to determine the rating of a security at the 

time the Funds buy it. A rating agency may change its credit ratings at any time. The Adviser monitors the rating 

of the security and will take such action, if any, it believes appropriate when it learns that a rating agency has 

reduced the security’s rating. The Funds are not obligated to dispose of securities whose issuers subsequently are 

in default or which are downgraded below the above-stated ratings. 

 

Foreign Securities 

 

Foreign securities are debt and equity securities that are traded in markets outside of the United States. The 

markets in which these securities are located can be developed or emerging. Consistent with its respective 

investment strategies, the Funds can invest in foreign securities in a number of ways: 

 

 It can invest directly in foreign securities denominated in a foreign currency; 

 It can invest in American Depositary Receipts, European Depositary Receipts and other similar global 

instruments; and 

 It can invest in investment funds. 

 

Types of Foreign Securities: 

 

American Depositary Receipts (“ADRs”) - ADRs as well as other ―hybrid‖ forms of ADRs, including European 

Depositary Receipts (―EDRs‖) and Global Depositary Receipts (―GDRs‖), are certificates evidencing ownership 

of shares of a foreign issuer.  These certificates are issued by depository banks and generally trade on an 

established market in the United States or elsewhere. A custodian bank or similar financial institution in the 

issuer’s home country holds the underlying shares in trust. The depository bank may not have physical custody of 

the underlying securities at all times and may charge fees for various services, including forwarding dividends and 

interest and corporate actions.  ADRs are alternatives to directly purchasing the underlying foreign securities in 

their national markets and currencies. ADRs are subject to many of the risks associated with investing directly in 

foreign securities. European Depositary Receipts are similar to ADRs, except that they are typically issued by 

European banks or trust companies. 

 

ADRs can be sponsored or unsponsored.  While these types are similar, there are differences regarding a holder's 

rights and obligations and the practices of market participants. A depository may establish an unsponsored facility 

without participation by (or acquiescence of) the underlying issuer; typically, however, the depository requests a 

letter of non-objection from the underlying issuer prior to establishing the facility. Holders of unsponsored 

depositary receipts generally bear all the costs of the facility. The depository usually charges fees upon the deposit 

and withdrawal of the underlying securities, the conversion of dividends into U.S. dollars or other currency, the 

disposition of non-cash distributions, and the performance of other services. Sponsored depositary receipt 

facilities are created in generally the same manner as unsponsored facilities, except that sponsored depositary 

receipts are established jointly by a depository and the underlying issuer through a deposit agreement. The deposit 

agreement sets out the rights and responsibilities of the underlying issuer, the depository, and the depositary 

receipt holders. With sponsored facilities, the underlying issuer typically bears some of the costs of the depositary 

receipts (such as dividend payment fees of the depository), although most sponsored depositary receipts holders 

may bear costs such as deposit and withdrawal fees. Depositories of most sponsored depositary receipts agree to 
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distribute notices of shareholder meetings, voting instructions, and other shareholder communications and 

information to the depositary receipt holders at the underlying issuer’s request. The depositary of an unsponsored 

facility frequently is under no obligation to distribute shareholder communications received from the issuer of the 

deposited security or to pass through, to the holders of the receipts, voting rights with respect to the deposited 

securities. 

 

Emerging Markets - An ―emerging country‖ is generally a country that the International Bank for 

Reconstruction and Development (World Bank) and the International Finance Corporation would consider to be 

an emerging or developing country.  Typically, emerging markets are in countries that are in the process of 

industrialization, with lower gross national products (GNP) than more developed countries.  There are currently 

over 130 countries that the international financial community generally considers to be emerging or developing 

countries, approximately 40 of which currently have stock markets.  These countries generally include every 

nation in the world except the United States, Canada, Japan, Australia, New Zealand and most nations located in 

Western Europe. 

 

Investment Funds – Some emerging countries currently prohibit direct foreign investment in the securities of 

their companies. Certain emerging countries, however, permit indirect foreign investment in the securities of 

companies listed and traded on their stock exchanges through investment funds that they have specifically 

authorized. Investments in these investment funds are subject to the provisions of the 1940 Act. If the Funds 

invest in such investment funds, shareholders will bear not only their proportionate share of the expenses 

(including operating expenses and the fees of the Adviser), but also will indirectly bear similar expenses of the 

underlying investment funds. In addition, these investment funds may trade at a premium over their net asset 

value. 

 

Risks of Foreign Securities: 

 

Foreign securities, foreign currencies, and securities issued by U.S. entities with substantial foreign operations 

may involve significant risks in addition to the risks inherent in U.S. investments. 

 

Political and Economic Factors – Local political, economic, regulatory, or social instability, military action or 

unrest, or adverse diplomatic developments may affect the value of foreign investments. Listed below are some of 

the more important political and economic factors that could negatively affect an investment in foreign securities: 

 

 The economies of foreign countries may differ from the economy of the United States in such areas as 

growth of gross national product, rate of inflation, capital reinvestment, resource self-sufficiency, budget 

deficits and national debt; 

 Foreign governments sometimes participate to a significant degree, through ownership interests or 

regulation, in their respective economies. Actions by these governments could significantly influence the 

market prices of securities and payment of dividends; 

 The economies of many foreign countries are dependent on international trade and their trading partners 

and they could be severely affected if their trading partners were to enact protective trade barriers and 

economic conditions; 

 The internal policies of a particular foreign country may be less stable than in the United States. Other 

countries face significant external political risks, such as possible claims of sovereignty by other countries 

or tense and sometimes hostile border clashes; and 

 A foreign government may act adversely to the interests of U.S. investors, including expropriation or 

nationalization of assets, confiscatory taxation and other restrictions on U.S. investment. A country may 

restrict or control foreign investments in its securities markets. These restrictions could limit the Funds’ 

ability to invest in a particular country or make it very expensive for the Funds to invest in that country. 

Some countries require prior governmental approval, limit the types or amount of securities or companies 

in which a foreigner can invest. Other countries may restrict the ability of foreign investors to repatriate 
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their investment income and capital gains. 

 

Information and Supervision – There is generally less publicly available information about foreign companies 

than companies based in the United States. For example, there are often no reports and ratings published about 

foreign companies comparable to the ones written about U.S. companies. Foreign companies are typically not 

subject to uniform accounting, auditing and financial reporting standards, practices and requirements comparable 

to those applicable to U.S. companies. The lack of comparable information makes investment decisions 

concerning foreign countries more difficult and less reliable than domestic companies. 

 

Stock Exchange and Market Risk - The Adviser anticipates that in most cases an exchange or over-the-counter 

(―OTC‖) market located outside of the United States will be the best available market for foreign securities. 

Foreign stock markets, while growing in volume and sophistication, are generally not as developed as the markets 

in the United States. Foreign stock markets tend to differ from those in the United States in a number of ways.   

 

Foreign stock markets: 

 

 are generally more volatile than, and not as developed or efficient as, those in the United States; 

 have substantially less volume; 

 trade securities that tend to be less liquid and experience rapid and erratic price movements; 

 have generally higher commissions and are subject to set minimum rates, as opposed to negotiated rates; 

 employ trading, settlement and custodial practices less developed than those in U.S. markets; and 

 may have different settlement practices, which may cause delays and increase the potential for failed 

settlements. 

Foreign markets may offer less protection to shareholders than U.S. markets because: 

 foreign accounting, auditing, and financial reporting requirements may render a foreign corporate balance 

sheet more difficult to understand and interpret than one subject to U.S. law and standards; 

 adequate public information on foreign issuers may not be available, and it may be difficult to secure 

dividends and information regarding corporate actions on a timely basis; 

 in general, there is less overall governmental supervision and regulation of securities exchanges, brokers, 

and listed companies than in the United States; 

 OTC markets tend to be less regulated than stock exchange markets and, in certain countries, may be 

totally unregulated; 

 economic or political concerns may influence regulatory enforcement and may make it difficult for 

shareholders to enforce their legal rights; and 

 restrictions on transferring securities within the United States or to U.S. persons may make a particular 

security less liquid than foreign securities of the same class that are not subject to such restrictions. 

 

Foreign Currency Risk – While the Funds denominate their net asset value in U.S. dollars, the securities of 

foreign companies are frequently denominated in foreign currencies. Thus, a change in the value of a foreign 

currency against the U.S. dollar will result in a corresponding change in value of securities denominated in that 

currency. Some of the factors that may impair the investments denominated in a foreign currency are: 

 

 It may be expensive to convert foreign currencies into U.S. dollars and vice versa; 

 Complex political and economic factors may significantly affect the values of various currencies, 

including U.S. dollars, and their exchange rates; 
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 Government intervention may increase risks involved in purchasing or selling foreign currency options, 

forward contracts and futures contracts, since exchange rates may not be free to fluctuate in response to 

other market forces; 

 There may be no systematic reporting of last sale information for foreign currencies or regulatory 

requirement that quotations available through dealers or other market sources be firm or revised on a 

timely basis; 

 Available quotation information is generally representative of very large round-lot transactions in the 

inter-bank market and thus may not reflect exchange rates for smaller odd-lot transactions (less than $1 

million) where rates may be less favorable; and 

 The inter-bank market in foreign currencies is a global, around-the-clock market. To the extent that a 

market is closed while the markets for the underlying currencies remain open, certain markets may not 

always reflect significant price and rate movements. 

 

Taxes – Certain foreign governments levy withholding taxes on dividend and interest income. Although in some 

countries it is possible for the Funds to recover a portion of these taxes, the portion that cannot be recovered will 

reduce the income the Funds receive from their investments. The Funds do not expect such foreign withholding 

taxes to have a significant impact on performance. 

 

Emerging Markets – Investing in emerging markets may magnify the risks of foreign investing. Security prices 

in emerging markets can be significantly more volatile than those in more developed markets, reflecting the 

greater uncertainties of investing in less established markets and economies. In particular, countries with 

emerging markets may: 

 

 Have relatively unstable governments; 

 Present greater risks of nationalization of businesses, restrictions on foreign ownership and prohibitions 

on the repatriation of assets; 

 Offer less protection of property rights than more developed countries; and 

 Have economies that are based on only a few industries, may be highly vulnerable to changes in local or 

global trade conditions, and may suffer from extreme and volatile debt burdens or inflation rates. 

 

Local securities markets may trade a small number of securities and may be unable to respond effectively to 

increases in trading volume, potentially making prompt liquidation of holdings difficult or impossible at times. 

 
Derivatives 

 

Derivatives are financial instruments whose value is based on an underlying asset, such as a stock or a bond, an 

underlying economic factor, such as an interest rate or a market benchmark, such as an index. Investors can use 

derivatives to gain exposure to various markets in a cost efficient manner, to reduce transaction costs, alter 

duration or to remain fully invested. They may also invest in derivatives to protect it from broad fluctuations in 

market prices, interest rates or foreign currency exchange rates. Investing in derivatives for these purposes is 

known as ―hedging.‖ When hedging is successful, the Funds will have offset any depreciation in the value of its 

Fund securities by the appreciation in the value of the derivative position. Although techniques other than the sale 

and purchase of derivatives could be used to control the exposure of the Fund to market fluctuations, the use of 

derivatives may be a more effective means of hedging this exposure.  To the extent that the Fund engages in 

hedging, there can be no assurance that any hedge will be effective or that there will be a hedge in place at any 

given time.    

 

Because many derivatives have a leverage or borrowing component, adverse changes in the value or level of the 

underlying asset, reference rate, or index can result in a loss substantially greater than the amount invested in the 

derivative itself. Certain derivatives have the potential for unlimited loss, regardless of the size of the initial 

investment. Accordingly, certain derivative transactions may be considered to constitute borrowing transactions 
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for purposes of the 1940 Act.  Such a derivative transaction will not be considered to constitute the issuance of a 

―senior security‖ by the Funds, and therefore such transaction will not be subject to the 300% asset coverage 

requirement otherwise applicable to borrowings by the Funds, if the Funds covers the transaction or segregates 

sufficient liquid assets in accordance with the requirements, and subject to certain risks. 

 
Types of Derivatives: 

 
Futures - A futures contract is an agreement between two parties whereby one party sells and the other party 

agrees to buy a specified amount of a financial instrument at an agreed upon price and time. The financial 

instrument underlying the contract may be a stock, stock index, bond, bond index, interest rate, foreign exchange 

rate or other similar instrument. Agreeing to buy the underlying financial information is called buying a futures 

contract or taking a long position in the contract. Likewise, agreeing to sell the underlying financial instrument is 

called selling a futures contract or taking a short position in the contract.  

 
Futures contracts are traded in the United States on commodity exchanges or boards of trade — known as 

―contract markets‖ — approved for such trading and regulated by the Commodity Futures Trading Commission 

(―CFTC‖).  These contract markets standardize the terms, including the maturity date and underlying financial 

instrument, of all futures contracts. 
 

Unlike other securities, the parties to a futures contract do not have to pay for or deliver the underlying financial 

instrument until some future date (the delivery date). Contract markets require both the purchaser and seller to 

deposit ―initial margin‖ with a futures broker, known as a futures commission merchant or custodian bank, when 

they enter into the contract. Initial margin deposits are typically equal to a percentage of the contract’s value. 

After they open a futures contract, the parties to the transaction must compare the purchase price of the contract to 

its daily market value. If the value of the futures contract changes in such a way that a party’s position declines, 

that party must make additional ―variation margin‖ payments so that the margin payment is adequate. On the 

other hand, the value of the contract may change in such a way that there is excess margin on deposit, possibly 

entitling the party that has a gain to receive all or a portion of this amount.  This process is known as ―marking to 

the market.‖ 
 

Although the actual terms of a futures contract call for the actual delivery of and payment for the underlying 

security, in many cases the parties may close the contract early by taking an opposite position in an identical 

contract. If the sale price upon closing out the contract is less than the original purchase price, the person closing 

out the contract will realize a loss.  If the sale price upon closing out the contract is more than the original 

purchase price, the person closing out the contract will realize a gain.  If the purchase price upon closing out the 

contract is more than the original sale price, the person closing out the contract will realize a loss.  If the purchase 

price upon closing out the contract is less than the original sale price, the person closing out the contract will 

realize a gain.  
 

The Funds may incur commission expenses when it opens or closes a futures position.    

 

Options - An option is a contract between two parties for the purchase and sale of a financial instrument for a 

specified price (known as the ―strike price‖ or ―exercise price‖) at any time during the option period.  Unlike a 

futures contract, an option grants a right (not an obligation) to buy or sell a financial instrument.  Generally, a 

seller of an option can grant a buyer two kinds of rights: a ―call‖ (the right to buy the security) or a ―put‖ (the 

right to sell the security). Options have various types of underlying instruments, including specific securities, 

indices of securities prices, foreign currencies, interest rates and futures contracts.  Options may be traded on an 

exchange (exchange-traded-options) or may be customized agreements between the parties (over-the-counter or 

―OTC options‖).  Like futures, a financial intermediary, known as a clearing corporation, financially backs 

exchange-traded options.  However, OTC options have no such intermediary and are subject to the risk that the 

counterparty will not fulfill its obligations under the contract. 
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 Purchasing Put and Call Options  

 

When a Fund purchases a put option, it buys the right to sell the instrument underlying the option at a fixed strike 

price.  In return for this right, the Fund pays the current market price for the option (known as the ―option 

premium‖). The Fund may purchase put options to offset or hedge against a decline in the market value of its 

securities (―protective puts‖) or to benefit from a decline in the price of securities that it does not own.  The Fund 

would ordinarily realize a gain if, during the option period, the value of the underlying securities decreased below 

the exercise price sufficiently to cover the premium and transaction costs. However, if the price of the underlying 

instrument does not fall enough to offset the cost of purchasing the option, a put buyer would lose the premium 

and related transaction costs.  
 

Call options are similar to put options, except that the Funds obtain the right to purchase, rather than sell, the 

underlying instrument at the option’s strike price. The Funds would normally purchase call options in anticipation 

of an increase in the market value of securities it owns or wants to buy. The Funds would ordinarily realize a gain 

if, during the option period, the value of the underlying instrument exceeded the exercise price plus the premium 

paid and related transaction costs.  Otherwise, the Funds would realize either no gain or a loss on the purchase of 

the call option. 
 

The purchaser of an option may terminate its position by:  
 

  Allowing it to expire and losing its entire premium; 

  Exercising the option and either selling (in the case of a put option) or buying (in the case of a call option) 

the underlying instrument at the strike price; or 

  Closing it out in the secondary market at its current price. 

 
 Selling (Writing) Put and Call Options 

 
When the Funds write a call option it assumes an obligation to sell specified securities to the holder of the option 

at a specified price if the option is exercised at any time before the expiration date.  Similarly, when the Funds 

write a put option it assumes an obligation to purchase specified securities from the option holder at a specified 

price if the option is exercised at any time before the expiration date. A Fund may terminate its position in an 

exchange-traded put option before exercise by buying an option identical to the one it has written.  Similarly, it 

may cancel an over-the-counter option by entering into an offsetting transaction with the counterparty to the 

option.  
 

The Funds could try to hedge against an increase in the value of securities it would like to acquire by writing a put 

option on those securities.  If security prices rise, the Funds would expect the put option to expire and the 

premium it received to offset the increase in the security’s value.   If security prices remain the same over time, 

the Funds would hope to profit by closing out the put option at a lower price. If security prices fall, the Funds may 

lose an amount of money equal to the difference between the value of the security and the premium it received. 

Writing covered put options may deprive the Funds of the opportunity to profit from a decrease in the market 

price of the securities it would like to acquire. 
 

The characteristics of writing call options are similar to those of writing put options, except that call writers 

expect to profit if prices remain the same or fall.  The Funds could try to hedge against a decline in the value of 

securities it already owns by writing a call option.  If the price of that security falls as expected, the Funds would 

expect the option to expire and the premium it received to offset the decline of the security’s value. However, the 

Funds must be prepared to deliver the underlying instrument in return for the strike price, which may deprive it of 

the opportunity to profit from an increase in the market price of the securities it holds. 
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The Funds are permitted only to write covered options.  At the time of selling the call option, the Funds may 

cover the option by owning, among other things: 

 

  The underlying security (or securities convertible into the underlying security without additional 

consideration), index, interest rate, foreign currency or futures contract; 

  A call option on the same security or index with the same or lesser exercise price; 

  A call option on the same security or index with a greater exercise price and segregating cash or liquid 

securities in an amount equal to the difference between the exercise prices;  

  Cash or liquid securities equal to at least the market value of the optioned securities, interest rate, foreign 

currency or futures contract; or 

  In the case of an index, the portfolio of securities that corresponds to the index. 

 

 At the time of selling a put option, the Funds may cover the put option by, among other things: 

  Entering into a short position in the underlying security; 

  Purchasing a put option on the same security, index, interest rate, foreign currency or futures contract 

with the same or greater exercise price; 

  Purchasing a put option on the same security, index, interest rate, foreign currency or futures contract 

with a lesser exercise price and segregating cash or liquid securities in an amount equal to the difference 

between the exercise prices; or 

  Maintaining the entire exercise price in liquid securities. 

 

 Options on Securities Indices  

 

Options on securities indices are similar to options on securities, except that the exercise of securities index 

options requires cash settlement payments and does not involve the actual purchase or sale of securities.  In 

addition, securities index options are designed to reflect price fluctuations in a group of securities or segment of 

the securities market rather than price fluctuations in a single security. 

 

 Options on Futures 

 

An option on a futures contract provides the holder with the right to buy a futures contract (in the case of a call 

option) or sell a futures contract (in the case of a put option) at a fixed time and price.  Upon exercise of the 

option by the holder, the contract market clearing house establishes a corresponding short position for the writer 

of the option (in the case of a call option) or a corresponding long position (in the case of a put option).  If the 

option is exercised, the parties will be subject to the futures contracts. In addition, the writer of an option on a 

futures contract is subject to initial and variation margin requirements on the option position. Options on futures 

contracts are traded on the same contract market as the underlying futures contract. 

 

The buyer or seller of an option on a futures contract may terminate the option early by purchasing or selling an 

option of the same series (i.e., the same exercise price and expiration date) as the option previously purchased or 

sold. The difference between the premiums paid and received represents the trader’s profit or loss on the 

transaction. 

 

The Funds may purchase put and call options on futures contracts instead of selling or buying futures contracts.  

The Funds may buy a put option on a futures contract for the same reasons it would sell a futures contract. It also 

may purchase such put options in order to hedge a long position in the underlying futures contract. The Funds 

may buy call options on futures contracts for the same purpose as the actual purchase of the futures contracts, 

such as in anticipation of favorable market conditions. 
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The Funds may write a call option on a futures contract to hedge against a decline in the prices of the instrument 

underlying the futures contracts. If the price of the futures contract at expiration were below the exercise price, the 

Funds would retain the option premium, which would offset, in part, any decline in the value of its portfolio 

securities. 

 

The writing of a put option on a futures contract is similar to the purchase of the futures contracts, except that, if 

the market price declines, the Funds would pay more than the market price for the underlying instrument. The 

premium received on the sale of the put option, less any transaction costs, would reduce the net cost to the Fund. 

 
 Combined Positions 

 

The Funds may purchase and write options in combination with each other, or in combination with futures or 

forward contracts, to adjust the risk and return characteristics of the overall position. For example, the Funds 

could construct a combined position whose risk and return characteristics are similar to selling a futures contract 

by purchasing a put option and writing a call option on the same underlying instrument. Alternatively, the Funds 

could write a call option at one strike price and buy a call option at a lower price to reduce the risk of the written 

call option in the event of a substantial price increase. Because combined options positions involve multiple 

trades, they result in higher transaction costs and may be more difficult to open and close out. 

 
 Forward Foreign Currency Exchange Contracts   

 

A forward foreign currency contract involves an obligation to purchase or sell a specific amount of currency at a 

future date or date range at a specific price. In the case of a cancelable forward contract, the holder has the 

unilateral right to cancel the contract at maturity by paying a specified fee.  Forward foreign currency exchange 

contracts differ from foreign currency futures contracts in certain respects.  Unlike futures contracts, forward 

contracts: 

 

  Do not have standard maturity dates or amounts (i.e., the parties to the contract may fix the maturity date 

and the amount). 

  Are traded in the inter-bank markets conducted directly between currency traders (usually large 

commercial banks) and their customers, as opposed to futures contracts which are traded only on 

exchanges regulated by the CFTC. 

  Do not require an initial margin deposit.   

  May be closed by entering into a closing transaction with the currency trader who is a party to the 

original forward contract, as opposed to a commodities exchange. 

 
Foreign Currency Hedging Strategies - A ―settlement hedge‖ or ―transaction hedge‖ is designed to protect the 

Funds against an adverse change in foreign currency values between the date a security is purchased or sold and 

the date on which payment is made or received. Entering into a forward contract for the purchase or sale of the 

amount of foreign currency involved in an underlying security transaction for a fixed amount of U.S. dollars 

―locks in‖ the U.S. dollar price of the security. The Funds may also use forward contracts to purchase or sell a 

foreign currency when it anticipates purchasing or selling securities denominated in foreign currency, even if it 

has not yet selected the specific investments.  

 

The Funds may use forward contracts to hedge against a decline in the value of existing investments denominated 

in foreign currency. Such a hedge, sometimes referred to as a ―position hedge,‖ would tend to offset both positive 

and negative currency fluctuations, but would not offset changes in security values caused by other factors. The 

Funds could also hedge the position by selling another currency expected to perform similarly to the currency in 

which the Funds’ investment is denominated. This type of hedge, sometimes referred to as a ―proxy hedge,‖ could 

offer advantages in terms of cost, yield, or efficiency, but generally would not hedge currency exposure as 
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effectively as a direct hedge into U.S. dollars. Proxy hedges may result in losses if the currency used to hedge 

does not perform similarly to the currency in which the hedged securities are denominated. 

 

Transaction and position hedging do not eliminate fluctuations in the underlying prices of the securities that the 

Funds own or intend to purchase or sell. They simply establish a rate of exchange that one can achieve at some 

future point in time.  Additionally, these techniques tend to minimize the risk of loss due to a decline in the value 

of the hedged currency and to limit any potential gain that might result from the increase in value of such 

currency. 
 

The Funds may enter into forward contracts to shift its investment exposure from one currency into another. Such 

transactions may call for the delivery of one foreign currency in exchange for another foreign currency, including 

currencies in which its securities are not then denominated. This may include shifting exposure from U.S. dollars 

to a foreign currency, or from one foreign currency to another foreign currency. This type of strategy, sometimes 

known as a ―cross-hedge,‖ will tend to reduce or eliminate exposure to the currency that is sold, and increase 

exposure to the currency that is purchased. Cross-hedges may protect against losses resulting from a decline in the 

hedged currency, but will cause the Funds to assume the risk of fluctuations in the value of the currency it 

purchases. Cross hedging transactions also involve the risk of imperfect correlation between changes in the values 

of the currencies involved. 
 

It is difficult to forecast with precision the market value of portfolio securities at the expiration or maturity of a 

forward or futures contract. Accordingly, the Funds may have to purchase additional foreign currency on the spot 

market if the market value of a security it is hedging is less than the amount of foreign currency it is obligated to 

deliver. Conversely, the Funds may have to sell on the spot market some of the foreign currency it received upon 

the sale of a security if the market value of such security exceeds the amount of foreign currency it is obligated to 

deliver. 

 

To the extent that the Funds engage in foreign currency hedging, there can be no assurance that any hedge will be 

effective or that there will be a hedge in place at any given time.  

 
Swaps, Caps, Collars and Floors 

 
Swap Agreements - A swap is a financial instrument that typically involves the exchange of cash flows between 

two parties on specified dates (settlement dates), where the cash flows are based on agreed-upon prices, rates, 

indices, etc. The nominal amount on which the cash flows are calculated is called the notional amount.  Swaps are 

individually negotiated and structured to include exposure to a variety of different types of investments or market 

factors, such as interest rates, foreign currency rates, mortgage securities, corporate borrowing rates, security 

prices or inflation rates.   

 

Swap agreements may increase or decrease the overall volatility of the investments of the Funds and their share 

price. The performance of swap agreements may be affected by a change in the specific interest rate, currency, or 

other factors that determine the amounts of payments due to and from the Funds. If a swap agreement calls for 

payments by the Funds, the Funds must be prepared to make such payments when due. In addition, if the 

counterparty’s creditworthiness declined, the value of a swap agreement would be likely to decline, potentially 

resulting in losses. 

 

Generally, swap agreements have a fixed maturity date that will be agreed upon by the parties.  The agreement 

can be terminated before the maturity date under certain circumstances, such as default by one of the parties or 

insolvency, among others, and can be transferred by a party only with the prior written consent of the other party. 

The Funds may be able to eliminate its exposure under a swap agreement either by assignment or by other 

disposition, or by entering into an offsetting swap agreement with the same party or a similarly creditworthy 
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party. If the counterparty is unable to meet its obligations under the contract, declares bankruptcy, defaults or 

becomes insolvent, the Funds may not be able to recover the money it expected to receive under the contract. 

 

A swap agreement can be a form of leverage, which can magnify the Funds’ gains or losses.  In order to reduce 

the risk associated with leveraging, the Funds may cover their current obligations under swap agreements 

according to guidelines established by the SEC. If the Funds enter into a swap agreement on a net basis, it will 

segregate assets with a daily value at least equal to the excess, if any, of the Funds’ accrued obligations under the 

swap agreement over the accrued amount the Funds are entitled to receive under the agreement. If the Funds enter 

into a swap agreement on other than a net basis, they will segregate assets with a value equal to the full amount of 

the Funds’ accrued obligations under the agreement. 

 

 Total Return Swaps 

 
Total return swaps are contracts in which one party agrees to make payments of the total return from the 

underlying asset during the specified period, in return for payments equal to a fixed or floating rate of interest or 

the total return from another underlying asset.  The total return includes appreciation or depreciation on the 

underlying asset, plus any interest or dividend payments.  Payments under the swap are based upon an agreed 

upon principal amount but since the principal amount is not exchanged, it represents neither an asset nor a liability 

to either counterparty, and is referred to as notional.  Total return swaps are marked to market daily using 

different sources, including quotations from counterparties, pricing services, brokers or market makers.  The 

unrealized appreciation (depreciation) related to the change in the valuation of the notional amount of the swap is 

combined with the amount due to the Funds at termination or settlement.  The primary risks associated with total 

returns swaps are credit risks (if the counterparty fails to meet its obligations) and market risk (if there is no liquid 

market for the agreement or unfavorable changes occur to the underlying asset).   
 

 Equity Swaps  
 

In a typical equity swap, one party agrees to pay another party the return on a stock, stock index or basket of 

stocks in return for a specified interest rate.  By entering into an equity index swap, for example, the index 

receiver can gain exposure to stocks making up the index of securities without actually purchasing those stocks.  

Equity index swaps involve not only the risk associated with investment in the securities represented in the index, 

but also the risk that the performance of such securities, including dividends, will not exceed the return on the 

interest rate that the Funds will be committed to pay.  
 

 Interest Rate Swaps  
 

Interest rate swaps are financial instruments that involve the exchange of one type of interest rate for another type 

of interest rate cash flow on specified dates in the future.  Some of the different types of interest rate swaps are 

―fixed-for floating rate swaps,‖ ―termed basis swaps‖ and ―index amortizing swaps.‖  Fixed-for floating rate 

swaps involve the exchange of fixed interest rate cash flows for floating rate cash flows.  Termed basis swaps 

entail cash flows to both parties based on floating interest rates, where the interest rate indices are different.  Index 

amortizing swaps are typically fixed-for floating swaps where the notional amount changes if certain conditions 

are met.  

 

Like a traditional investment in a debt security, the Funds could lose money by investing in an interest rate swap 

if interest rates change adversely.  For example, if the Funds enter into a swap where it agrees to exchange a 

floating rate of interest for a fixed rate of interest, the Funds may have to pay more money than it receives.  

Similarly, if the Funds enter into a swap where it agrees to exchange a fixed rate of interest for a floating rate of 

interest, the Funds may receive less money than it has agreed to pay. 
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 Currency Swaps  
 

A currency swap is an agreement between two parties in which one party agrees to make interest rate payments in 

one currency and the other promises to make interest rate payments in another currency.  The Funds may enter 

into a currency swap when it has one currency and desires a different currency. Typically the interest rates that 

determine the currency swap payments are fixed, although occasionally one or both parties may pay a floating rate 

of interest.  Unlike an interest rate swap, however, the principal amounts are exchanged at the beginning of the 

contract and returned at the end of the contract.  Changes in foreign exchange rates and changes in interest rates, 

as described above may negatively affect currency swaps. 

 

Caps, Collars and Floors - Caps and floors have an effect similar to buying or writing options.  In a typical cap 

or floor agreement, one party agrees to make payments only under specified circumstances, usually in return for 

payment of a fee by the other party. For example, the buyer of an interest rate cap obtains the right to receive 

payments to the extent that a specified interest rate exceeds an agreed-upon level.  The seller of an interest rate 

floor is obligated to make payments to the extent that a specified interest rate falls below an agreed-upon level. An 

interest rate collar combines elements of buying a cap and selling a floor. 

 
Risks of Derivatives: 

 
While transactions in derivatives may reduce certain risks, these transactions themselves entail certain other risks. 

For example, unanticipated changes in interest rates, securities prices or currency exchange rates may result in a 

poorer overall performance of the Funds than if it had not entered into any derivatives transactions.  Derivatives 

may magnify the Funds’ gains or losses, causing it to make or lose substantially more than it invested.  

 

When used for hedging purposes, increases in the value of the securities the Funds hold or intend to acquire 

should offset any losses incurred with a derivative.  Purchasing derivatives for purposes other than hedging could 

expose the Funds to greater risks. 

 
Correlation of Prices - The Funds’ ability to hedge its securities through derivatives depends on the degree to 

which price movements in the underlying index or instrument correlate with price movements in the relevant 

securities. In the case of poor correlation, the price of the securities the Funds are hedging may not move in the 

same amount, or even in the same direction as the hedging instrument.  The Adviser will try to minimize this risk 

by investing only in those contracts whose behavior it expects to resemble with the portfolio securities it is trying 

to hedge.  However, if the Funds’ prediction of interest and currency rates, market value, volatility or other 

economic factors is incorrect, the Funds may lose money, or may not make as much money as it expected.  
 

Derivative prices can diverge from the prices of their underlying instruments, even if the characteristics of the 

underlying instruments are very similar to the derivative. Listed below are some of the factors that may cause 

such a divergence: 
 

  current and anticipated short-term interest rates, changes in volatility of the underlying instrument, and 

the time remaining until expiration of the contract; 

  a difference between the derivatives and securities markets, including different levels of demand, how the 

instruments are traded, the imposition of daily price fluctuation limits or trading of an instrument stops; 

and 

  differences between the derivatives, such as different margin requirements, different liquidity of such 

markets and the participation of speculators in such markets. 
 

Derivatives based upon a narrower index of securities, such as those of a particular industry group, may present 

greater risk than derivatives based on a broad market index.  Since narrower indices are made up of a smaller 
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number of securities, they are more susceptible to rapid and extreme price fluctuations because of changes in the 

value of those securities. 

 

While currency futures and options values are expected to correlate with exchange rates, they may not reflect 

other factors that affect the value of the investments of the Funds. A currency hedge, for example, should protect a 

yen-denominated security from a decline in the yen, but will not protect the Funds against a price decline resulting 

from deterioration in the issuer’s creditworthiness. Because the value of the Funds’ foreign-denominated 

investments changes in response to many factors other than exchange rates, it may not be possible to match the 

amount of currency options and futures to the value of the Funds’ investments precisely over time. 
 

Lack of Liquidity - Before a futures contract or option is exercised or expires, the Funds can terminate it only by 

entering into a closing purchase or sale transaction.  Moreover, the Funds may close out a futures contract only on 

the exchange the contract was initially traded.  If there is no secondary market for the contract, or the market is 

illiquid, the Funds may not be able to close out its position.  In an illiquid market, the Funds may: 

 

  have to sell securities to meet its daily margin requirements at a time when it is disadvantageous to do so; 

  have to purchase or sell the instrument underlying the contract; 

  not be able to hedge its investments; and 

  not be able to realize profits or limit its losses. 

 

Derivatives may become illiquid (i.e., difficult to sell at a desired time and price) under a variety of market 

conditions. For example: 

 

  an exchange may suspend or limit trading in a particular derivative instrument, an entire category of 

derivatives or all derivatives, which sometimes occurs because of increased market volatility; 

  unusual or unforeseen circumstances may interrupt normal operations of an exchange; 

  the facilities of the exchange may not be adequate to handle current trading volume; 

  equipment failures, government intervention, insolvency of a brokerage firm or clearing house or other 

occurrences may disrupt normal trading activity; or 

  investors may lose interest in a particular derivative or category of derivatives. 

 
Management Risk - If the Adviser incorrectly predicts stock market and interest rate trends, the Funds may lose 

money by investing in derivatives.  For example, if the Funds were to write a call option based on the Adviser’s 

expectation that the price of the underlying security would fall, but the price were to rise instead, the Funds could 

be required to sell the security upon exercise at a price below the current market price.  Similarly, if the Funds 

were to write a put option based on the Adviser’s expectation that the price of the underlying security would rise, 

but the price were to fall instead, the Funds could be required to purchase the security upon exercise at a price 

higher than the current market price. 

 

Pricing Risk - At times, market conditions might make it hard to value some investments.  For example, if the 

Funds have valued their securities too highly, you may end up paying too much for Fund shares when you buy 

into the Funds.  If the Funds underestimate their price, you may not receive the full market value for your Fund 

shares when you sell.  

 

Margin - Because of the low margin deposits required upon the opening of a derivative position, such 

transactions involve an extremely high degree of leverage.  Consequently, a relatively small price movement in a 

derivative may result in an immediate and substantial loss (as well as gain) to the Funds and it may lose more than 

it originally invested in the derivative. 
 

If the price of a futures contract changes adversely, the Funds may have to sell securities at a time when it is 

disadvantageous to do so to meet its minimum daily margin requirement.  The Funds may lose their margin 
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deposits if a broker with whom they have an open futures contract or related option becomes insolvent or declares 

bankruptcy. 

 
Volatility and Leverage - The prices of derivatives are volatile (i.e., they may change rapidly, substantially and 

unpredictably) and are influenced by a variety of factors, including: 

 
  actual and anticipated changes in interest rates; 

  fiscal and monetary policies; and 

  national and international political events. 

 

Most exchanges limit the amount by which the price of a derivative can change during a single trading day.  Daily 

trading limits establish the maximum amount that the price of a derivative may vary from the settlement price of 

that derivative at the end of trading on the previous day.  Once the price of a derivative reaches this value, the 

Funds may not trade that derivative at a price beyond that limit.  The daily limit governs only price movements 

during a given day and does not limit potential gains or losses.  Derivative prices have occasionally moved to the 

daily limit for several consecutive trading days, preventing prompt liquidation of the derivative. 

 

Investment Company Shares 

The Funds may invest in shares of other investment companies, to the extent permitted by applicable law and 

subject to certain restrictions. These investment companies typically incur fees that are separate from those fees 

incurred directly by the Funds. The Funds’ purchase of such investment company securities results in the layering 

of expenses, such that shareholders would indirectly bear a proportionate share of the operating expenses of such 

investment companies, including advisory fees, in addition to paying the Funds’ expenses. Unless an exception is 

available, Section 12(d)(1)(A) of the 1940 Act prohibits the Funds from (i) acquiring more than 3% of the voting 

shares of any one investment company, (ii) investing more than 5% of its total assets in any one investment 

company, and (iii) investing more than 10% of its total assets in all investment companies combined, including its 

ETF investments.   

 

For hedging or other purposes, the Funds may invest in investment companies that seek to track the composition 

and/or performance of specific indexes or portions of specific indexes. Certain of these investment companies, 

known as exchange-traded funds, are traded on a securities exchange.  (See ―Exchange Traded Funds‖ above).  

The market prices of index-based investments will fluctuate in accordance with changes in the underlying 

portfolio securities of the investment company and also due to supply and demand of the investment company’s 

shares on the exchange upon which the shares are traded. Index-based investments may not replicate or otherwise 

match the composition or performance of their specified index due to transaction costs, among other things. 

 

Pursuant to orders issued by the SEC to each of certain iShares, Market Vectors, Vanguard, ProShares, 

PowerShares, Guggenheim (formerly, Claymore), Direxion, Wisdom Tree, Rydex, First Trust and SPDR 

exchange-traded funds (collectively, the "ETFs") and procedures approved by the Board, the Funds may invest in 

the ETFs in excess of the 3% limit described above, provided that the Funds otherwise comply with the conditions 

of the SEC order, as it may be amended, and any other applicable investment limitations.  Neither the ETFs nor 

their investment advisers make any representations regarding the advisability of investing in the ETFs. 

 

Money Market Securities   

 

Money market securities include short-term U.S. government securities; custodial receipts evidencing separately 

traded interest and principal components of securities issued by the U.S. Treasury; commercial paper rated in the 

highest short-term rating category by a nationally recognized statistical ratings organization (―NRSRO‖), such as 

Standard & Poor’s or Moody’s, or determined by the Adviser to be of comparable quality at the time of purchase; 

short-term bank obligations (certificates of deposit, time deposits and bankers’ acceptances) of U.S. commercial 
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banks with assets of at least $1 billion as of the end of their most recent fiscal year; and repurchase agreements 

involving such securities.  Each of these money market securities are described below. For a description of 

ratings, see ―Appendix A – Ratings‖ to this SAI. 

 

Repurchase Agreements   
 

The Funds may enter into repurchase agreements with financial institutions. A repurchase agreement is an 

agreement under which a fund acquires a fixed income security (generally a security issued by the U.S. 

government or an agency thereof, a banker’s acceptance, or a certificate of deposit) from a commercial bank, 

broker, or dealer, and simultaneously agrees to resell such security to the seller at an agreed upon price and date 

(normally, the next business day).  Because the security purchased constitutes collateral for the repurchase 

obligation, a repurchase agreement may be considered a loan that is collateralized by the security purchased. The 

acquisition of a repurchase agreement may be deemed to be an acquisition of the underlying securities as long as 

the obligation of the seller to repurchase the securities is collateralized fully.  The Funds follow certain procedures 

designed to minimize the risks inherent in such agreements. These procedures include effecting repurchase 

transactions only with creditworthy financial institutions whose condition will be continually monitored by the 

Adviser. The repurchase agreements entered into by the Funds will provide that the underlying collateral at all 

times shall have a value at least equal to 102% of the resale price stated in the agreement and consist only of 

securities permissible under Section 101(47)(A)(i) of the Bankruptcy Code (the Adviser monitors compliance 

with this requirement). Under all repurchase agreements entered into by the Funds, the custodian or its agent must 

take possession of the underlying collateral. In the event of a default or bankruptcy by a selling financial 

institution, the Funds will seek to liquidate such collateral. However, the exercising of the Funds’ right to 

liquidate such collateral could involve certain costs or delays and, to the extent that proceeds from any sale upon a 

default of the obligation to repurchase were less than the repurchase price, the Funds could suffer a loss. It is the 

current policy of the Funds, not to invest in repurchase agreements that do not mature within seven days if any 

such investment, together with any other illiquid assets held by that Fund, amounts to more than 15% of the 

Fund’s total assets. The investments of the Fund in repurchase agreements, at times, may be substantial when, in 

the view of the Adviser, liquidity or other considerations so warrant. 

 

Securities Lending   
 

The Funds may lend portfolio securities to brokers, dealers and other financial organizations that meet capital and 

other credit requirements or other criteria established by the Funds’ Board of Trustees. These loans, if and when 

made, may not exceed 33 1/3% of the total asset value of the Funds (including the loan collateral). The Funds will 

not lend portfolio securities to its Adviser or its affiliates unless permissible under the 1940 Act and the rules and 

promulgations thereunder. Loans of portfolio securities will be fully collateralized by cash, letters of credit or 

U.S. government securities, and the collateral will be maintained in an amount equal to at least 100% of the 

current market value of the loaned securities by marking to market daily. Any gain or loss in the market price of 

the securities loaned that might occur during the term of the loan would be for the account of the Funds. 

 

The Funds may pay a part of the interest earned from the investment of collateral, or other fee, to an unaffiliated 

third party for acting as the Funds’ securities lending agent but will bear all of any losses from the investment of 

collateral. 

 

By lending its securities, the Funds may increase their income by receiving payments from the borrower that 

reflect the amount of any interest or any dividends payable on the loaned securities as well as by either investing 

cash collateral received from the borrower in short-term instruments or obtaining a fee from the borrower when 

U.S. government securities or letters of credit are used as collateral. The Funds will adhere to the following 

conditions whenever its portfolio securities are loaned: (i) the Funds must receive at least 100% cash collateral or 

equivalent securities of the type discussed in the preceding paragraph from the borrower; (ii) the borrower must 

increase such collateral whenever the market value of the securities rises above the level of such collateral; (iii) 
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the Funds must be able to terminate the loan on demand; (iv) the Funds must receive reasonable interest on the 

loan, as well as any dividends, interest or other distributions on the loaned securities and any increase in market 

value; (v) the Funds may pay only reasonable fees in connection with the loan (which fees may include fees 

payable to the lending agent, the borrower, the Funds’ administrator and the custodian); and (vi) voting rights on 

the loaned securities may pass to the borrower, provided, however, that if a material event adversely affecting the 

investment occurs, the Funds must terminate the loan and regain the right to vote the securities. The Board has 

adopted procedures reasonably designed to ensure that the foregoing criteria will be met. Loan agreements 

involve certain risks in the event of default or insolvency of the borrower, including possible delays or restrictions 

upon the Funds’ ability to recover the loaned securities or dispose of the collateral for the loan, which could give 

rise to loss because of adverse market action, expenses and/or delays in connection with the disposition of the 

underlying securities. 

 

Illiquid Securities   
 

Illiquid securities are securities that cannot be sold or disposed of in the ordinary course of business (within seven 

days) at approximately the prices at which they are valued.  Because of their illiquid nature, illiquid securities 

must be priced at fair value as determined in good faith pursuant to procedures approved by the Trust’s Board of 

Trustees.  Despite such good faith efforts to determine fair value prices, the Funds’ illiquid securities are subject 

to the risk that the security’s fair value price may differ from the actual price which the Funds may ultimately 

realize upon their sale or disposition. Difficulty in selling illiquid securities may result in a loss or may be costly 

to the Funds.  Under the supervision of the Trust’s Board of Trustees, the Adviser determines the liquidity of the 

Funds’ investments. In determining the liquidity of the Funds’ investments, the Adviser may consider various 

factors, including (1) the frequency and volume of trades and quotations, (2) the number of dealers and 

prospective purchasers in the marketplace, (3) dealer undertakings to make a market, and (4) the nature of the 

security and the market in which it trades (including any demand, put or tender features, the mechanics and other 

requirements for transfer, any letters of credit or other credit enhancement features, any ratings, the number of 

holders, the method of soliciting offers, the time required to dispose of the security, and the ability to assign or 

offset the rights and obligations of the security). The Funds will not invest more than 15% of its net assets in 

illiquid securities. 

 

Restricted Securities  

 

Restricted securities are securities that may not be sold freely to the public absent registration under the U.S. 

Securities Act of 1933, as amended (the ―1933 Act‖) or an exemption from registration.  As consistent with the 

Funds’ investment objectives, the Funds may invest in Section 4(2) commercial paper. Section 4(2) commercial 

paper is issued in reliance on an exemption from registration under Section 4(2) of the Act and is generally sold to 

institutional investors who purchase for investment. Any resale of such commercial paper must be in an exempt 

transaction, usually to an institutional investor through the issuer or investment dealers who make a market in 

such commercial paper. The Trust believes that Section 4(2) commercial paper is liquid to the extent it meets the 

criteria established by the Board of Trustees of the Trust. The Trust intends to treat such commercial paper as 

liquid and not subject to the investment limitations applicable to illiquid securities or restricted securities. 

 

Short Sales  

 

As is consistent with the Funds’ investment objectives, the Funds may engage in short sales that are either 

―uncovered‖ or ―against the box.‖  A short sale is ―against the box‖ if at all times during which the short position 

is open, the Funds own at least an equal amount of the securities or securities convertible into, or exchangeable 

without further consideration for, securities of the same issue as the securities that are sold short.  A short sale 

against the box is a taxable transaction to the Funds with respect to the securities that are sold short. 
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Uncovered short sales are transactions under which the Funds sells a security it does not own.  To complete such a 

transaction, the Funds must borrow the security to make delivery to the buyer.  The Funds then are obligated to 

replace the security borrowed by purchasing the security at the market price at the time of the replacement.  The 

price at such time may be more or less than the price at which the security was sold by the Funds.  Until the 

security is replaced, the Funds are required to pay the lender amounts equal to any dividends or interest that 

accrue during the period of the loan.  To borrow the security, the Funds also may be required to pay a premium, 

which would increase the cost of the security sold.  The proceeds of the short sale will be retained by the broker, 

to the extent necessary to meet margin requirements, until the short position is closed out. 

 

Until the Funds close their short position or replaces the borrowed security, the Funds will: (a) maintain a 

segregated account containing cash or liquid securities at such a level that the amount deposited in the account 

plus the amount deposited with the broker as collateral will equal the current value of the security sold short; or 

(b) otherwise cover the Funds’ short position. 

 

When -Issued, Delayed – Delivery and Forward Transactions  

A when-issued security is one whose terms are available and for which a market exists, but which have not been 

issued.  In a forward delivery transaction, a Fund contracts to purchase securities for a fixed price at a future date 

beyond customary settlement time.  ―Delayed-delivery‖ refers to securities transactions on the secondary market 

where settlement occurs in the future. In each of these transactions, the parties fix the payment obligation and the 

interest rate that they will receive on the securities at the time the parties enter the commitment; however, they do 

not pay money or deliver securities until a later date.  Typically, no income accrues on securities a Fund has 

committed to purchase before the securities are delivered, although a Fund may earn income on securities it has in 

a segregated account to cover its position.  The Funds will only enter into these types of transactions with the 

intention of actually acquiring the securities, but may sell them before the settlement date. 

The Funds use when-issued, delayed-delivery and forward delivery transactions to secure what it considers an 

advantageous price and yield at the time of purchase.  When the Fund engages in when-issued, delayed-delivery 

or forward delivery transactions, it relies on the other party to consummate the sale.  If the other party fails to 

complete the sale, the Funds may miss the opportunity to obtain the security at a favorable price or yield. 

When purchasing a security on a when-issued, delayed delivery, or forward delivery basis, a Fund assumes the 

rights and risks of ownership of the security, including the risk of price and yield changes. At the time of 

settlement, the market value of the security may be more or less than the purchase price.  The yield available in 

the market when the delivery takes place also may be higher than those obtained in the transaction itself.  Because 

a Fund does not pay for the security until the delivery date, these risks are in addition to the risks associated with 

its other investments.  

The Funds will segregate cash or liquid securities equal in value to commitments for the when-issued, delayed 

delivery or forward delivery transactions.  The Funds will segregate additional liquid assets daily so that the value 

of such assets is equal to the amount of the commitments. 

INVESTMENT LIMITATIONS 

 

Fundamental Policies 

 

The following investment limitations are fundamental policies of the Funds that cannot be changed without the 

consent of the holders of a majority of the Funds’ outstanding shares.  The phrase ―majority of the outstanding 

shares‖ means the vote of (i) 67% or more of the Funds’ shares present at a meeting, if more than 50% of the 

outstanding shares of the Funds are present or represented by proxy, or (ii) more than 50% of the Funds’ 

outstanding shares, whichever is less. 
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The Funds may not: 

 

1. Purchase securities of an issuer that would cause the Funds to fail to satisfy the diversification 

requirement for a diversified management company under the 1940 Act, the rules or regulations 

thereunder or any exemption therefrom, as such statute, rules or regulations may be amended or 

interpreted from time to time.   

 

2. Concentrate investments in a particular industry or group of industries, as concentration is defined under 

the 1940 Act, the rules and regulations thereunder or any exemption therefrom, as such statute, rules or 

regulations may be amended or interpreted from time to time. 

 

3.  Borrow money or issue senior securities (as defined under the 1940 Act), except to the extent permitted 

under the 1940 Act, the rules and regulations thereunder or any exemption therefrom, as such statute, 

rules or regulations may be amended or interpreted from time to time.  

 

4.  Make loans, except to the extent permitted under the 1940 Act, the rules and regulations thereunder or 

any exemption therefrom, as such statute, rules or regulations may be amended or interpreted from time to 

time. 

 

5.  Purchase or sell commodities or real estate, except to the extent permitted under the 1940 Act, the rules 

and regulations thereunder or any exemption therefrom, as such statute, rules or regulations may be 

amended or interpreted from time to time.  

 

6.  Underwrite securities issued by other persons, except to the extent permitted under the 1940 Act, the rules 

and regulations thereunder or any exemption therefrom, as such statute, rules or regulations may be 

amended or interpreted from time to time.  

 

Non-Fundamental Policies 

In addition to the Funds’ investment objectives, the following investment limitations of the Funds are non-

fundamental and may be changed by the Trust’s Board of Trustees without shareholder approval.  These non-

fundamental policies are based upon the regulations currently set forth in the 1940 Act. 

 

The Funds may not: 

 

1. (i) Purchase securities of any issuer (except securities of other investment companies and securities issued 

or guaranteed by the U.S. government, its agencies or instrumentalities and repurchase agreements 

involving such securities) if, as a result, more than 5% of the total assets of the Funds would be invested 

in the securities of such issuer; or (ii) acquire more than 10% of the outstanding voting securities of any 

one issuer.  This restriction applies to 75% of the Funds’ total assets.   

 

2. Purchase any securities which would cause 25% or more of the net assets of the Funds to be invested in 

the securities of one or more issuers conducting their principal business activities in the same industry, 

provided that this limitation does not apply to investments in obligations issued or guaranteed by the U.S. 

government, its agencies or instrumentalities and repurchase agreements involving such securities.  For 

purposes of this limitation, (i) utility companies will be classified according to their services, for example, 

gas distribution, gas transmission, electric and telephone will each be considered a separate industry; and 

(ii) financial service companies will be classified according to the end users of their services, for example, 

automobile finance, bank finance and diversified finance will each be considered a separate industry. 
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3. Borrow money in an amount exceeding 33 1/3% of the value of its total assets, provided that investment 

strategies that either obligate the Funds to purchase securities or require the Funds to cover a position by 

segregating assets or entering into an offsetting position shall not be subject to this limitation.  Asset 

coverage of at least 300% is required for all borrowing, except where the Funds have borrowed money for 

temporary purposes in an amount not exceeding 5% of its total net assets. 

 

4. Make loans if, as a result, more than 33 1/3% of its total assets would be lent to other parties, except that 

the Funds may (i) purchase or hold debt instruments in accordance with its investment objective and 

policies; (ii) enter into repurchase agreements; and (iii) lend its securities. 

 

5. Purchase or sell real estate, real estate limited partnership interests, physical commodities or commodities 

contracts except that the Funds may purchase (i) marketable securities issued by companies which own or 

invest in real estate (including real estate investment trusts), commodities or commodities contracts; and 

(ii) commodities contracts relating to financial instruments, such as financial futures contracts and options 

on such contracts. 

 

6. Hold illiquid securities in an amount exceeding, in the aggregate, 15% of the Funds’ net assets.   

 

Except with respect to Fund policies concerning borrowing and illiquid securities, if a percentage restriction is 

adhered to at the time of an investment, a later increase or decrease in percentage resulting from changes in values 

or assets will not constitute a violation of such restriction.  With respect to the limitation on illiquid securities, in 

the event that a subsequent change in net assets or other circumstances cause the Funds to exceed their limitations, 

the Funds will take steps to bring the aggregate amount of illiquid instruments back within the limitations as soon 

as reasonably practicable.  With respect to the limitation on borrowing, in the event that a subsequent change in 

net assets or other circumstances cause the Funds to exceed their limitation, the Funds will take steps to bring the 

aggregate amount of borrowing back within the limitations as soon as reasonably practicable. 

 

THE ADVISER  

GRT Capital Partners, L.L.C., a Delaware limited liability company formed in 2001, serves as the investment 

adviser to the Funds.  The Adviser’s principal place of business is located at 50 Milk Street, 21st Floor, Boston, 

Massachusetts 02109.  The Adviser manages and supervises the investment of the Funds’ assets on a discretionary 

basis.  As of September 30, 2011, the Adviser had approximately $314 million in assets under management. The 

Adviser was founded and is controlled and wholly owned by Gregory B. Fraser, Rudolph K. Kluiber and Timothy 

A. Krochuk.  Biographical information on Gregory B. Fraser, Rudolph K. Kluiber and Timothy A. Krochuk can 

be found in the Prospectuses. 
 

Advisory Agreement with the Trust.  The Trust and the Adviser have entered into an investment advisory 

agreement dated April 30, 2008, as amended (the ―Advisory Agreement‖). Under the Advisory Agreement, the 

Adviser serves as the investment adviser and makes the investment decisions for the Funds and continuously 

reviews, supervises and administers the investment program of the Funds, subject to the supervision of, and 

policies established by, the Trustees of the Trust. After the initial two-year term, the continuance of the Advisory 

Agreement must be specifically approved at least annually (i) by the vote of the Trustees or by a vote of the 

shareholders of the Funds and (ii) by the vote of a majority of the Trustees who are not parties to the Advisory 

Agreement or ―interested persons‖ of any party thereto, cast in person at a meeting called for the purpose of 

voting on such approval.  The Advisory Agreement will terminate automatically in the event of its assignment, 

and is terminable at any time without penalty by the Trustees of the Trust or, with respect to the Funds, by a 

majority of the outstanding shares of the Funds, on not less than 30-days’ nor more than 60-days’ written notice to 

the Adviser, or by the Adviser on 90 days’ written notice to the Trust. The Advisory Agreement provides that the 

Adviser shall not be protected against any liability to the Trust or its shareholders by reason of misfeasance or 

negligence generally in the performance of its duties hereunder or its negligent disregard of its obligation and 
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duties thereunder. As used in the Advisory Agreement, the terms ―majority of the outstanding voting securities,‖ 

―interested persons‖ and ―assignment‖ have the same meaning as such terms in the 1940 Act. 

Advisory Fees Paid to the Adviser.  For its services, the Adviser is entitled to a fee, which is calculated daily 

and paid monthly, at an annual rate of 0.95% and 1.00% of the average daily net assets of the GRT Value Fund 

and the GRT Absolute Return Fund, respectively.  The Adviser has voluntarily agreed to reduce its fees and 

reimburse expenses to the extent necessary in order to keep total annual Fund operating expenses (excluding 

interest, dividend and interest expense on securities sold short, taxes, brokerage commissions, acquired fund fees 

and expenses and extraordinary expenses (collectively, ―excluded expenses‖)) from exceeding 1.30% and 1.50% 

of the GRT Value Fund and GRT Absolute Return Fund's average daily net assets, respectively. The Adviser may 

discontinue all or a portion of its fee reductions or expense reimbursements at any time. If at any point it becomes 

unnecessary for the Adviser to reduce fees or make expense reimbursements, the Board may permit the Adviser to 

retain the difference between the total annual Fund operating expenses (not including excluded expenses) and 

1.30% and 1.50% for the GRT Value Fund and the GRT Absolute Return Fund, respectively, to recover all or a 

portion of its prior fee reductions or expense limitation reimbursements made during the preceding three-year 

period. For the fiscal years ended July 31, 2009, 2010 and 2011, the Funds paid the Adviser the following 

advisory fees: 

 

1 For the fiscal years ended July 31, 2009, 2010 and 2011, the Adviser reimbursed Fund expenses in the amount of 

$283,690, $53,747 and $0, respectively, pursuant to its waiver arrangements with the Value Fund. For the fiscal 

period ended July 31, 2011, the Adviser reimbursed Fund expenses in the amount of $21,549, pursuant to its waiver 

arrangement with the Absolute Return Fund. 

2 Not in operation during the period.  

3 Represents the period from December 14, 2010 (commencement of operations) to July 31, 2011. 

 

PORTFOLIO MANAGERS 

 
This section includes information about the Funds’ portfolio managers, including information about other 

accounts managed, the dollar range of Fund shares owned and compensation. 

 

Compensation.  The Adviser compensates the Funds’ portfolio managers for their management of the Funds.  

The portfolio managers of the Funds are each managing members of the Adviser and are the three founding 

members and owners of the Adviser. Each portfolio manager’s compensation is based on his share, as an owner, 

of the Adviser’s net income from all sources, including management fees the Adviser receives from the Funds and 

from the Adviser’s other clients. The three owners also receive an incentive fee based on the performance of the 

accounts of certain other clients, excluding the Funds, which does not pay any performance based fee. 
 

Fund Shares Owned by Portfolio Managers. The Funds are required to show the dollar amount range of each 

portfolio manager’s ―beneficial ownership‖ of shares of the Funds as of the end of the most recently completed 

fiscal year. Dollar amount ranges disclosed are established by the SEC. ―Beneficial ownership‖ is determined in 

accordance with Rule 16a-1(a)(2) under the Securities Exchange Act of 1934 (the ―1934 Act‖). 

 

 

 

 

Fund 

Contractual Fees Paid Fees waived by Adviser Total Fees Paid 

(After Waivers) 

2009 2010 2011 2009 2010 2011 2009 2010 2011 

GRT Absolute 

Return Fund 

N/A
2
 N/A

2
 $70,646

3
 N/A

2
 N/A

2
 $70,646

3
 N/A

2
 N/A

2
 $0

1
 

GRT Value 

Fund 
$13,001 $217,504 $713,613 $13,001 $217,504 $268,722 $0

1
 $0

1
 $444,891

1
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Name 

Dollar Range of Fund Shares
1
 

GRT Absolute Return 

Fund 

GRT Value Fund
2
 

Rudolph K. Kluiber None $500,001 - $1,000,000 

Gregory B. Fraser Over $1,000,000
3
 $500,001 - $1,000,000 

Timothy A. Krochuk $50,001 - $100,000 Over $1,000,000 

 
1 Valuation date July 31, 2011. 

2 Includes, among other shares, indirect beneficial ownership of Fund shares owned by GRT Capital Partners, 

L.L.C., the Adviser, which, in turn, is owned by the three portfolio managers. 

3 Includes, among other shares, indirect beneficial ownership of Fund shares owned by Janet A. Fraser, spouse of 

Gregory B. Fraser. Gregory B. Fraser disclaims beneficial ownership of shares owned by Janet A. Fraser. 

 

Other Accounts.  In addition to the Funds, each portfolio manager is responsible for the day-to-day management 

of certain other accounts, as listed below. Numbers in parentheses indicate the accounts and the total assets in 

those accounts for which the advisory fee is based on the performance of the account. The information below is 

provided as of July 31, 2011.   

 

Name 

Registered Investment 

Companies 

Other Pooled 

Investment Vehicles Other Accounts 

Number of 

Accounts 

Total 

Assets  

(millions) 

Number of 

Accounts 

Total 

Assets 

(millions) 

Number of 

Accounts 

Total Assets 

(millions) 

Rudolph K. Kluiber 
0 $0 4 (3) $112 

($100.6) 

2 $23.6 ($23.6) 

Gregory B. Fraser 
0 $0 4 (4) $106.4 

(106.4) 

2 $23.6 ($23.6) 

Timothy A. Krochuk 
0 $0 3 (3) $100.6 

($100.6) 

2 $23.6 ($23.6) 

 

Conflicts of Interests.  Each portfolio manager’s management of ―other accounts‖ may give rise to potential 

conflicts of interest in connection with his or her management of the Funds’ investments, on the one hand, and the 

investments of the other accounts, on the other.  The other accounts may have the same investment objective as 

the Funds.  Therefore, a potential conflict of interest may arise as a result of the identical investment objectives, 

whereby the portfolio manager could favor one account over another. Another potential conflict could include a 

portfolio manager’s knowledge about the size, timing and possible market impact of Fund trades, whereby a 

portfolio manager could use this information to the advantage of other accounts and to the disadvantage of the 

Funds. Additionally, the other accounts may pay compensation to the Adviser and its affiliates which is greater 

than the compensation paid by the Funds. However, the Adviser has established policies and procedures to ensure 

that the purchase and sale of securities among all accounts it manages are fairly and equitably allocated.  

 

THE ADMINISTRATOR 

General.  SEI Investments Global Funds Services (the ―Administrator‖), a Delaware statutory trust, has its 

principal business offices at One Freedom Valley Drive, Oaks, Pennsylvania 19456.  SEI Investments 

Management Corporation (―SIMC‖), a wholly-owned subsidiary of SEI Investments Company (―SEI 

Investments‖), is the owner of all beneficial interest in the Administrator.  SEI Investments and its subsidiaries 

and affiliates, including the Administrator, are leading providers of fund valuation services, trust accounting 

systems, and brokerage and information services to financial institutions, institutional investors, and money 
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managers.  The Administrator and its affiliates also serve as administrator or sub-administrator to other mutual 

funds. 

 

Administration Agreement with the Trust.  The Trust and the Administrator have entered into an 

administration agreement dated January 28, 1993, as amended and restated November 12, 2002 (the 

―Administration Agreement‖). Under the Administration Agreement, the Administrator provides the Trust with 

administrative services, including regulatory reporting and all necessary office space, equipment, personnel and 

facilities.  The Administration Agreement provides that the Administrator shall not be liable for any error of 

judgment or mistake of law or for any loss suffered by the Trust in connection with the matters to which the 

Administration Agreement relates, except a loss resulting from willful misfeasance, bad faith or gross negligence 

on the part of the Administrator in the performance of its duties or from reckless disregard by it of its duties and 

obligations thereunder. 

Pursuant to a schedule to the Administration Agreement, the Administrator also serves as the shareholder 

servicing agent for the Funds whereby the Administrator provides certain shareholder services to the Funds.  

 

Administration Fees Paid to the Administrator.  The Administrator provides the Trust with administrative 

services, including regulatory reporting and all necessary office space, equipment, personnel and facilities.  For 

these administrative services, the Administrator is entitled to a fee, which is detailed below in the following 

schedule: 

Fee (as a percentage of aggregate 

average annual assets) 

 

Fund’s Average Daily Net Assets 

0.12% First $250 million 

0.10% $250 million - $500 million 

0.08% Over $500 million 

 
The initial annual minimum fee will be based upon the number of portfolios launched as of the inception date of 

the Funds. The minimum annual fee assumes that the portfolio includes up to one class and is as follows: 

 

 The minimum annual fee for the GRT family of funds is $190,000, which is allocated among the funds 

according to assets. 

 

In the event that a Fund is comprised of more than one class, the Fund will be subject to an additional annual fee 

at a rate of $15,000 per class. 

 

For the fiscal years ended July 31, 2009, 2010 and 2011, the Funds paid the following administration fees: 

 

1 Not in operation during the period. 

2 Represents the period from December 14, 2010 (commencement of operations) to July 31, 2011. 

 

 

 

Fund 

Contractual Fees Paid Fees waived by 

Administrator 

Total Fees Paid  

(After Waivers) 

2009 2010 2011 2009 2010 2011 2009 2010 2011 

GRT Absolute Return 

Fund 

N/A
1
 N/A

1
 $17,511

2
 N/A

1
 N/A

1
 $0

2
 N/A

1
 N/A

1
 $17,511

2
 

GRT Value Fund $84,928 $100,000 $138,954 $0 $0 $0 $84,928 $100,000 $138,954 
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THE DISTRIBUTOR 

General.  SEI Investments Distribution Co. (the ―Distributor‖), a wholly-owned subsidiary of SEI, and the Trust 

are parties to a distribution agreement dated May 31, 2000 (―Distribution Agreement‖).  The principal business 

address of the Distributor is One Freedom Valley Drive, Oaks, Pennsylvania 19456.  

 

The continuance of the Distribution Agreement must be specifically approved at least annually (i) by the vote of 

the Trustees or by a vote of the shareholders of the Funds and (ii) by the vote of a majority of the Trustees who 

are not ―interested persons‖ of the Trust and have no direct or indirect financial interest in the operation of the 

Distribution Agreement or any related agreement, cast in person at a meeting called for the purpose of voting on 

such approval.  The Distribution Agreement will terminate automatically in the event of its assignment (as such 

term is defined in the 1940 Act), and is terminable at any time without penalty by the Trustees of the Trust or, 

with respect to the Funds, by a majority of the outstanding shares of the Funds, upon not more than 60 days’ 

written notice by either party. The Distribution Agreement provides that the Distributor shall not be protected 

against any liability to the Trust or its shareholders by reason of willful misfeasance, bad faith or gross negligence 

on its part in the performance of its duties or from reckless disregard of its obligations or duties thereunder. 

 

The Distribution Plan.  The Distribution Plan (the ―Plan‖) provides that Advisor Class Shares of the GRT Value 

Fund pay the Distributor an annual fee of up to a maximum amount of 0.25% of the average daily net assets of the 

shares. Under the Plan, the Distributor may make payments pursuant to written agreements to financial 

institutions and intermediaries such as banks, savings and loan associations and insurance companies including, 

without limit, investment counselors, broker-dealers and the Distributor's affiliates and subsidiaries (collectively, 

―Agents‖) as compensation for services and reimbursement of expenses incurred in connection with distribution 

assistance.  The Plan is characterized as a compensation plan since the distribution fee will be paid to the 

Distributor without regard to the distribution expenses incurred by the Distributor or the amount of payments 

made to other financial institutions and intermediaries.  The Trust intends to operate the Plan in accordance with 

its terms and with the Financial Industry Regulatory Authority (―FINRA‖) rules concerning sales charges. 

 
The Trust has adopted the Plan in accordance with the provisions of Rule 12b-1 under the 1940 Act, which 

regulates circumstances under which an investment company may directly or indirectly bear expenses relating to 

the distribution of its shares.  Continuance of the Plan must be approved annually by a majority of the Trustees of 

the Trust and by a majority of the Trustees who are not interested persons (as defined in the 1940 Act) of the 

Trust and have no direct or indirect financial interest in the Plan or in any agreements related to the Plan 

(―Qualified Trustees‖).  The Plan requires that quarterly written reports of amounts spent under the Plan and the 

purposes of such expenditures be furnished to and reviewed by the Trustees.  The Plan may not be amended to 

increase materially the amount that may be spent thereunder without approval by a majority of the outstanding 

shares of the Funds.  All material amendments of the Plan will require approval by a majority of the Trustees of 

the Trust and of the Qualified Trustees. For the fiscal years ended July 31, 2009, 2010 and 2011, the Value Fund 

paid the following distribution fees: 

12b-1 Fees Paid 12b 1 Fees Retained by Distributor 

2009 2010 2011 2009 2010 2011 

$3,421 $57,238 $187,793 $0 $0 $0 

 

SHAREHOLDER SERVICES 

 

Shareholder Servicing Plan. The GRT Absolute Return Fund has adopted a shareholder servicing plan (the 

―Service Plan‖) under which a shareholder servicing fee of up to 0.20% of average daily net assets of the Fund 

will be paid to other service providers. Under the Service Plan, other service providers may perform, or may 
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compensate other service providers for performing certain shareholder and administrative services as discussed 

below.  

 

Description of Shareholder Services. Shareholder services may include: (i) maintaining accounts relating to 

clients that invest in shares; (ii) arranging for bank wires; (iii) responding to client inquiries relating to the 

services performed by the services provider; (iv) responding to inquiries from clients concerning their investment 

in shares; (v) assisting clients in changing dividend options, account designations and addresses; (vi) providing 

information periodically to clients showing their position in shares; (vii) forwarding shareholder communications 

from the Fund such as proxies, shareholder reports, annual reports, and dividend distribution and tax notices to 

clients; and (viii) processing dividend payments from the Fund on behalf of clients. 

 

PAYMENTS TO FINANCIAL INTERMEDIARIES 

 

The Adviser and/or its affiliates, at their discretion, may make payments from their own resources and not from 

Fund assets to affiliated or unaffiliated brokers, dealers, banks (including bank trust departments), trust 

companies, registered investment advisers, financial planners, retirement plan administrators, insurance 

companies, and any other institution having a service, administration, or any similar arrangement with the Funds, 

their service providers or their respective affiliates, as incentives to help market and promote the Funds and/or in 

recognition of their distribution, marketing, administrative services, and/or processing support.   

 

These additional payments may be made to financial intermediaries that sell Fund shares or provide services to 

the Funds, the Distributor or shareholders of the Funds through the financial intermediary’s retail distribution 

channel and/or fund supermarkets.  Payments may also be made through the financial intermediary’s retirement, 

qualified tuition, fee-based advisory, wrap fee bank trust, or insurance (e.g., individual or group annuity) 

programs. These payments may include, but are not limited to, placing the Funds in a financial intermediary’s 

retail distribution channel or on a preferred or recommended fund list; providing business or shareholder financial 

planning assistance; educating financial intermediary personnel about the Funds; providing access to sales and 

management representatives of the financial intermediary; promoting sales of Fund shares; providing marketing 

and educational support; maintaining share balances and/or for sub-accounting, administrative or shareholder 

transaction processing services. A financial intermediary may perform the services itself or may arrange with a 

third party to perform the services.  

 

The Adviser and/or its affiliates may also make payments from their own resources to financial intermediaries for 

costs associated with the purchase of products or services used in connection with sales and marketing, 

participation in and/or presentation at conferences or seminars, sales or training programs, client and investor 

entertainment and other sponsored events.  The costs and expenses associated with these efforts may include 

travel, lodging, sponsorship at educational seminars and conferences, entertainment and meals to the extent 

permitted by law.  

 

Revenue sharing payments may be negotiated based on a variety of factors, including the level of sales, the 

amount of Fund assets attributable to investments in the Fund by financial intermediaries’ customers, a flat fee or 

other measures as determined from time to time by the Adviser and/or its affiliates.  A significant purpose of these 

payments is to increase the sales of Fund shares, which in turn may benefit the Adviser through increased fees as 

Fund assets grow.  

 

THE TRANSFER AGENT 

DST Systems, Inc., 333 W. 11
th
 Street, Kansas City, Missouri 64105 (the ―Transfer Agent‖), serves as the Funds’ 

transfer agent. 
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THE CUSTODIAN 

Union Bank, N.A., 350 California Street, 6th Floor, San Francisco, CA 94104 (the ―Custodian‖), acts as custodian 

of the Funds.  The Custodian holds cash, securities and other assets of the Funds as required by the 1940 Act. 

 

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

 

Ernst & Young LLP, Two Commerce Square, 2001 Market Street, Philadelphia, Pennsylvania 19103, serves as 

independent registered public accounting firm for the Funds. The financial statements and notes thereto 

incorporated by reference have been audited by Ernst & Young LLP, as indicated in their report with respect 

thereto, and are incorporated by reference in reliance on the authority of their report as experts in accounting and 

auditing. 

 

LEGAL COUNSEL 

 

Morgan, Lewis & Bockius LLP, 1701 Market Street, Philadelphia, Pennsylvania 19103-2921, serves as legal 

counsel to the Trust. 

 

TRUSTEES AND OFFICERS OF THE TRUST  
 

Board Responsibilities. The management and affairs of the Trust and its series, including the Funds described in 

this SAI, are overseen by the Trustees.  The Board has approved contracts, as described above, under which 

certain companies provide essential management services to the Trust.  

 

Like most mutual funds, the day-to-day business of the Trust, including the management of risk, is performed by 

third party service providers, such as the Adviser, Distributor and Administrator.  The Trustees are responsible for 

overseeing the Trust’s service providers and, thus, have oversight responsibility with respect to risk management 

performed by those service providers.  Risk management seeks to identify and address risks, i.e., events or 

circumstances that could have material adverse effects on the business, operations, shareholder services, 

investment performance or reputation of the funds.  The funds and their service providers employ a variety of 

processes, procedures and controls to identify various possible events or circumstances, to lessen the probability 

of their occurrence and/or to mitigate the effects of such events or circumstances if they do occur.  Each service 

provider is responsible for one or more discrete aspects of the Trust’s business (e.g., the Adviser is responsible for 

the day-to-day management of the Fund’s portfolio investments) and, consequently, for managing the risks 

associated with that business. The Board has emphasized to the funds’ service providers the importance of 

maintaining vigorous risk management.   

 

The Trustees’ role in risk oversight begins before the inception of a fund, at which time certain of the fund’s 

service providers present the Board with information concerning the investment objectives, strategies and risks of 

the fund as well as proposed investment limitations for the fund.  Additionally, the fund’s adviser provides the 

Board with an overview of, among other things, its investment philosophy, brokerage practices and compliance 

infrastructure.  Thereafter, the Board continues its oversight function as various personnel, including the Trust’s 

Chief Compliance Officer, as well as personnel of the adviser and other service providers such as the fund’s 

independent accountants, make periodic reports to the Audit Committee or to the Board with respect to various 

aspects of risk management.  The Board and the Audit Committee oversee efforts by management and service 

providers to manage risks to which the funds may be exposed.   

 

The Board is responsible for overseeing the nature, extent and quality of the services provided to the funds by the 

adviser and receives information about those services at its regular meetings.  In addition, on an annual basis, in 

connection with its consideration of whether to renew the advisory agreement with the adviser, the Board meets 

with the adviser to review such services.  Among other things, the Board regularly considers the adviser’s 
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adherence to the funds’ investment restrictions and compliance with various fund policies and procedures and 

with applicable securities regulations.  The Board also reviews information about the funds’ investments, 

including, for example, portfolio holdings schedules and reports on the adviser’s use of derivatives in managing 

the funds, if any, as well as reports on the funds’ investments in ETFs, if any.  

 

The Trust’s Chief Compliance Officer reports regularly to the Board to review and discuss compliance issues and 

fund and adviser risk assessments.  At least annually, the Trust’s Chief Compliance Officer provides the Board 

with a report reviewing the adequacy and effectiveness of the Trust’s policies and procedures and those of its 

service providers, including the adviser.  The report addresses the operation of the policies and procedures of the 

Trust and each service provider since the date of the last report; any material changes to the policies and 

procedures since the date of the last report; any recommendations for material changes to the policies and 

procedures; and any material compliance matters since the date of the last report. 

 

The Board receives reports from the funds’ service providers regarding operational risks and risks related to the 

valuation and liquidity of portfolio securities.  The Trust’s Fair Value Pricing Committee makes regular reports to 

the Board concerning investments for which market quotations are not readily available.  Annually, the 

independent registered public accounting firm reviews with the Audit Committee its audit of the funds’ financial 

statements, focusing on major areas of risk encountered by the funds and noting any significant deficiencies or 

material weaknesses in the funds’ internal controls.  Additionally, in connection with its oversight function, the 

Board oversees fund management’s implementation of disclosure controls and procedures, which are designed to 

ensure that information required to be disclosed by the Trust in its periodic reports with the SEC are recorded, 

processed, summarized, and reported within the required time periods.  The Board also oversees the Trust's 

internal controls over financial reporting, which comprise policies and procedures designed to provide reasonable 

assurance regarding the reliability of the Trust's financial reporting and the preparation of the Trust's financial 

statements. 

 

From their review of these reports and discussions with the adviser, the Chief Compliance Officer, the 

independent registered public accounting firm and other service providers, the Board and the Audit Committee 

learn in detail about the material risks of the funds, thereby facilitating a dialogue about how management and 

service providers identify and mitigate those risks. 

 

The Board recognizes that not all risks that may affect the funds can be identified and/or quantified, that it may 

not be practical or cost-effective to eliminate or mitigate certain risks, that it may be necessary to bear certain 

risks (such as investment-related risks) to achieve the funds’ goals, and that the processes, procedures and 

controls employed to address certain risks may be limited in their effectiveness.  Moreover, reports received by 

the Trustees as to risk management matters are typically summaries of the relevant information.  Most of the 

funds’ investment management and business affairs are carried out by or through the funds’ adviser and other 

service providers each of which has an independent interest in risk management but whose policies and the 

methods by which one or more risk management functions are carried out may differ from the funds’ and each 

other’s in the setting of priorities, the resources available or the effectiveness of relevant controls.  As a result of 

the foregoing and other factors, the Board’s ability to monitor and manage risk, as a practical matter, is subject to 

limitations. 

 

Members of the Board.  There are eight members of the Board of Trustees, six of whom are not interested 

persons of the Trust, as that term is defined in the 1940 Act (―independent Trustees‖).  Robert Nesher, an 

interested person of the Trust, serves as Chairman of the Board.  George Sullivan, an independent Trustee, serves 

as the lead independent Trustee.  The Trust has determined its leadership structure is appropriate given the 

specific characteristics and circumstances of the Trust.  The Trust made this determination in consideration of, 

among other things, the fact that the independent Trustees constitute a super-majority (75%) of the Board, the fact 

that the chairperson of each Committee of the Board is an independent Trustee, the amount of assets under 

management in the Trust, and the number of funds (and classes of shares) overseen by the Board.  The Board also 
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believes that its leadership structure facilitates the orderly and efficient flow of information to the independent 

Trustees from fund management.   

 

The Board of Trustees has three standing committees: the Audit Committee, Governance Committee and Fair 

Value Pricing Committee.  The Audit Committee and Governance Committee are chaired by an independent 

Trustee and composed of all of the independent Trustees.  In addition, the Board of Trustees has a lead 

independent Trustee. 

 

In his role as lead independent Trustee, Mr. Sullivan, among other things: presides over board meetings in the 

absence of the Chairman of the Board; presides over executive sessions of the independent Trustees; along with 

the Chairman of the Board, oversees the development of agendas for Board meetings; facilitates communication 

between the independent Trustees and management, and among the independent Trustees; serves as a key point 

person for dealings between the independent Trustees and management; and has such other responsibilities as the 

Board or independent Trustees determine from time to time. 

 

Set forth below are the names, dates of birth, position with the Trust, length of term of office, and the principal 

occupations and other directorships held during at least the last five years of each of the persons currently serving 

as a Trustee of the Trust.  Unless otherwise noted, the business address of each Trustee is SEI Investments 

Company, One Freedom Valley Drive, Oaks, Pennsylvania 19456. 

 

 

Name and 

Date of 

Birth 

Position 

with Trust 

and Length 

of Term 

 

Principal Occupations 

in the Past 5 years 

 

Other Directorships Held in the Past 5 years 

Interested Trustees 

Robert 

Nesher 

(08/17/46) 

Chairman of 

the Board of 

Trustees
1 
 

(since 1991) 

SEI employee 1974 to 

present; currently 

performs various services 

on behalf of SEI 

Investments for which Mr. 

Nesher is compensated. 

President and Director of 

SEI Opportunity Fund, 

L.P. and SEI Structured 

Credit Fund, LP. President 

and Chief Executive 

Officer of SEI Alpha 

Strategy Portfolios, LP, 

June 2007 to present.  

Trustee of The Advisors’ Inner Circle Fund, Bishop 

Street Funds, SEI Daily Income Trust, SEI 

Institutional International Trust, SEI Institutional 

Investments Trust, SEI Institutional Managed Trust, 

SEI Liquid Asset Trust, SEI Asset Allocation Trust 

and SEI Tax Exempt Trust. Director of SEI Global 

Master Fund plc, SEI Global Assets Fund plc, SEI 

Global Investments Fund plc, SEI Investments—

Global Funds Services, Limited, SEI Investments 

Global, Limited, SEI Investments (Europe) Ltd., SEI 

Investments—Unit Trust Management (UK) 

Limited, SEI Multi-Strategy Funds PLC, SEI Global 

Nominee Ltd. and SEI Alpha Strategy Portfolios, LP. 

William M. 

Doran 

(05/26/40) 

Trustee
1
 

(since 1991) 

Self-Employed Consultant 

since 2003. Partner at 

Morgan, Lewis & Bockius 

LLP (law firm) from 1976 

to 2003, counsel to the 

Trust, SEI Investments, 

SIMC, the Administrator 

and the Distributor. 

Trustee of The Advisors’ Inner Circle Fund, Bishop 

Street Funds, SEI Daily Income Trust, SEI 

Institutional International Trust, SEI Institutional 

Investments Trust, SEI Institutional Managed Trust, 

SEI Liquid Asset Trust, SEI Asset Allocation Trust 

and SEI Tax Exempt Trust. Director of SEI Alpha 

Strategy Portfolios, LP since June 2007. Director of 

SEI Investments (Europe), Limited, SEI 

Investments—Global Funds Services, Limited, SEI 

Investments Global, Limited, SEI Investments 

(Asia), Limited and SEI Asset Korea Co., Ltd. 

Director of the Distributor since 2003. 
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Name and 

Date of 

Birth 

Position 

with Trust 

and Length 

of Term 

 

Principal Occupations 

in the Past 5 years 

 

Other Directorships Held in the Past 5 years 

Independent Trustees 

Charles E. 

Carlbom 

(08/20/34) 

Trustee  

(since 2005) 

Self-Employed Business 

Consultant, Business 

Projects Inc. since 1997.   

Trustee of The Advisors’ Inner Circle Fund and 

Bishop Street Funds; Director of Oregon Transfer 

Co. 

John K. Darr 

(08/17/44) 

Trustee 

(since 2008) 

Retired. CEO, Office of 

Finance, Federal Home 

Loan Bank, from 1992 to 

2007. 

Trustee of The Advisors’ Inner Circle Fund and 

Bishop Street Funds.  Director, Federal Home Loan 

Bank of Pittsburgh.  Director, Manna, Inc. (non-

profit developer of affordable housing for 

ownership).  Director, MortgageIT Holdings, Inc. 

(December 2005 – January 2007). 

Mitchell A. 

Johnson 

(03/01/42) 

Trustee  

(since 2005) 

Private investor and self-

employed consultant 

(strategic investments). 

Trustee of The Advisors’ Inner Circle Fund, Bishop 

Street Funds, SEI Asset Allocation Trust, SEI Daily 

Income Trust, SEI Institutional International Trust, 

SEI Institutional Managed Trust, SEI Institutional 

Investments Trust, SEI Liquid Asset Trust, SEI Tax 

Exempt Trust and SEI Alpha Strategy Portfolios, LP.  

Director, Federal Agricultural Mortgage Corporation 

(Farmer Mac) since 1997.  Trustee, Citizens Funds 

(1998 – 2006).  Director, The FBR Rushmore Funds 

(2002 – 2005).  Trustee, Diversified Investors 

Portfolios (2006 – 2008). 

Betty L. 

Krikorian 

(01/23/43) 

Trustee  

(since 2005) 

Vice President, 

Compliance, AARP 

Financial Inc. since 2008.  

Self-Employed Legal and 

Financial Services 

Consultant since 2003.  

Counsel (in-house) for 

State Street Bank from 

1995 to 2003.  

Trustee of The Advisors’ Inner Circle Fund and 

Bishop Street Funds. 

 

James M. 

Storey 

(04/12/31) 

Trustee  

(since 1994) 

Attorney, Solo 

Practitioner since 1994.  

Trustee/Director of The Advisors’ Inner Circle Fund, 

Bishop Street Funds, U.S. Charitable Gift Trust, SEI 

Daily Income Trust, SEI Institutional International 

Trust, SEI Institutional Investments Trust, SEI 

Institutional Managed Trust, SEI Liquid Asset Trust, 

SEI Asset Allocation Trust, SEI Tax Exempt Trust 

and SEI Alpha Strategy Portfolios, L.P. 

George J. 

Sullivan, Jr. 

(11/13/42) 

Trustee  

(since 1999) 

Lead 

Independent 

Trustee 

Self-employed 

Consultant, Newfound 

Consultants Inc. since 

April 1997.  

 

 

Trustee/Director of State Street Navigator Securities 

Lending Trust, The Advisors’ Inner Circle Fund, 

Bishop Street Funds, SEI Opportunity Fund, L.P., 

SEI Structured Credit Fund, LP, SEI Daily Income 

Trust, SEI Institutional International Trust, SEI 

Institutional Investments Trust, SEI Institutional 

Managed Trust, SEI Liquid Asset Trust, SEI Asset 

Allocation Trust, SEI Tax Exempt Trust and SEI 

Alpha Strategy Portfolios, LP; member of the 
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Name and 

Date of 

Birth 

Position 

with Trust 

and Length 

of Term 

 

Principal Occupations 

in the Past 5 years 

 

Other Directorships Held in the Past 5 years 

independent review committee for SEI’s Canadian-

registered mutual funds. 

 
1 Denotes Trustees who may be deemed to be ―interested‖ persons of the Fund as that term is defined in the 1940 Act 

 by virtue of their affiliation with the Distributor and/or its affiliates. 

 

Individual Trustee Qualifications  

 

The Trust has concluded that each of the Trustees should serve on the Board because of their ability to review and 

understand information about the Funds provided to them by management, to identify and request other 

information they may deem relevant to the performance of their duties, to question management and other service 

providers regarding material factors bearing on the management and administration of the Funds, and to exercise 

their business judgment in a manner that serves the best interests of the Funds’ shareholders.  The Trust has 

concluded that each of the Trustees should serve as a Trustee based on their own experience, qualifications, 

attributes and skills as described below. 

 

The Trust has concluded that Mr. Nesher should serve as Trustee because of the experience he has gained in his 

various roles with SEI Investments Company, which he joined in 1974, his knowledge of and experience in the 

financial services industry, and the experience he has gained serving as trustee of the Trust since 1991. 

 

The Trust has concluded that Mr. Doran should serve as Trustee because of the experience he gained serving as a 

Partner in the Investment Management and Securities Industry Practice of a large law firm, his experience in and 

knowledge of the financial services industry, and the experience he has gained serving as trustee of the Trust since 

1991. 

 

The Trust has concluded that Mr. Carlbom should serve as Trustee because of the business experience he gained 

as President and CEO of a large distribution cooperative and Chairman of a consulting company, his knowledge 

of the financial services industry, and the experience he has gained serving as trustee of the Trust since 2005. 

 

The Trust has concluded that Mr. Darr should serve as Trustee because of his background in economics, the 

business experience he gained in a variety of roles with different financial and banking institutions and as a 

founder of a money management firm, his knowledge of the financial services industry, and the experience he has 

gained serving as trustee of the Trust since 2008. 

 

The Trust has concluded that Mr. Johnson should serve as Trustee because of the experience he gained as a senior 

vice president, corporate finance, of a Fortune 500 company, his experience in and knowledge of the financial 

services and banking industries, the experience he gained serving as a director of other mutual funds, and the 

experience he has gained serving as trustee of the Trust since 2005. 

 

The Trust has concluded that Ms. Krikorian should serve as Trustee because of the experience she gained serving 

as a legal and financial services consultant, in-house counsel to a large custodian bank and Vice President of 

Compliance of an investment adviser, her background in fiduciary and banking law, her experience in and 

knowledge of the financial services industry, and the experience she has gained serving as trustee of the Trust 

since 2005. 

 

The Trust has concluded that Mr. Storey should serve as Trustee because of the mutual fund governance 

experience he gained as an Investment Management attorney, both in private practice and with the SEC, his 
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background serving as counsel to numerous mutual fund boards of trustees, his knowledge of the 1940 Act, his 

experience in and knowledge of the financial services industry, and the experience he has gained serving as 

trustee of the Trust since 1994. 

 

The Trust has concluded that Mr. Sullivan should serve as Trustee because of the experience he gained as a 

certified public accountant and financial consultant, his experience in and knowledge of public company 

accounting and auditing and the financial services industry, the experience he gained as an officer of a large 

financial services firm in its operations department and his experience from serving as trustee of the Trust since 

1999. 

 

In its periodic assessment of the effectiveness of the Board, the Board considers the complementary individual 

skills and experience of the individual Trustees primarily in the broader context of the Board’s overall 

composition so that the Board, as a body, possesses the appropriate (and appropriately diverse) skills and 

experience to oversee the business of the funds.   

 

Board Committees.  The Board has established the following standing committees: 

 

 Audit Committee.  The Board has a standing Audit Committee that is composed of each of the 

independent Trustees of the Trust.  The Audit Committee operates under a written charter approved by 

the Board. The principal responsibilities of the Audit Committee include: recommending which firm to 

engage as each fund’s independent registered public accounting firm and whether to terminate this 

relationship; reviewing the independent registered public accounting firm’s compensation, the proposed 

scope and terms of its engagement, and the firm’s independence; pre-approving audit and non-audit 

services provided by each fund’s independent registered public accounting firm to the Trust and certain 

other affiliated entities; serving as a channel of communication between the independent registered public 

accounting firm and the Trustees; reviewing the results of each external audit, including any 

qualifications in the independent registered public accounting firm’s opinion, any related management 

letter, management’s responses to recommendations made by the independent registered public 

accounting firm in connection with the audit, reports submitted to the Committee by the internal auditing 

department of the Trust’s Administrator that are material to the Trust as a whole, if any, and 

management’s responses to any such reports; reviewing each fund’s audited financial statements and 

considering any significant disputes between the Trust’s management and the independent registered 

public accounting firm that arose in connection with the preparation of those financial statements; 

considering, in consultation with the independent registered public accounting firm and the Trust’s senior 

internal accounting executive, if any, the independent registered public accounting firms’ reports on the 

adequacy of the Trust’s internal financial controls; reviewing, in consultation with each fund’s 

independent registered public accounting firm, major changes regarding auditing and accounting 

principles and practices to be followed when preparing each fund’s financial statements; and other audit 

related matters. Messrs. Carlbom, Darr, Johnson, Storey, Sullivan and Ms. Krikorian currently serve as 

members of the Audit Committee. Mr. Sullivan serves as the Chairman of the Audit Committee. The 

Audit Committee meets periodically, as necessary, and met four (4) times during the most recently 

completed fiscal year.   

 

 Fair Value Pricing Committee.  The Board has a standing Fair Value Pricing Committee that is 

composed of at least one Trustee and various representatives of the Trust’s service providers, as 

appointed by the Board. The Fair Value Pricing Committee operates under procedures approved by the 

Board.  The principal responsibility of the Fair Value Pricing Committee is to determine the fair value of 

securities for which current market quotations are not readily available.  The Fair Value Pricing 

Committee’s determinations are reviewed by the Board.  Mr. Nesher, interested trustee, currently serves 

as the Board’s delegate on the Fair Value Pricing Committee. The Fair Value Pricing Committee meets 

periodically, as necessary, and met ten (10) times during the most recently completed fiscal year. 
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 Governance Committee.  The Board has a standing Governance Committee (formerly the Nominating 

Committee) that is composed of each of the independent Trustees of the Trust.  The Governance 

Committee operates under a written charter approved by the Board. The principal responsibilities of the 

Governance Committee include: considering and reviewing Board governance and compensation issues; 

conducting a self-assessment of the Board’s operations; selecting and nominating all persons to serve as 

Independent Trustees and evaluating the qualifications of ―interested‖ Trustee candidates; and reviewing 

shareholder recommendations for nominations to fill vacancies on the Board  if such recommendations 

are submitted in writing and addressed to the Committee at the Trust’s office. Ms. Krikorian and Messrs. 

Carlbom, Darr, Johnson, Storey and Sullivan, currently serve as members of the Governance Committee. 

Ms. Krikorian serves as the Chairman of the Governance Committee. The Governance Committee meets 

periodically, as necessary, and did not meet during the most recently completed fiscal year.   

 

Fund Shares Owned by Board Members.  The following table shows the dollar amount range of each Trustee’s 

―beneficial ownership‖ of shares of the Fund as of the end of the most recently completed calendar year. Dollar 

amount ranges disclosed are established by the SEC. ―Beneficial ownership‖ is determined in accordance with 

Rule 16a-1(a)(2) under the 1934 Act. The Trustees and officers of the Trust own less than 1% of the outstanding 

shares of the Trust. 

Name  Dollar Range of Fund Shares 

Aggregate Dollar Range of Shares  

(All Funds)
1
 

Interested Trustees 

Nesher None None 

Doran None None 

Independent Trustees 

Carlbom None None 

Darr None None 

Johnson None None 

Krikorian None None 

Storey None None 

Sullivan None None 

1 Valuation date is December 31, 2010. 

2 The Trust is the only investment company in the ―Fund Complex.‖ 

 

Board Compensation.  The Trust paid the following fees to the Trustees during its most recently completed 

fiscal year. 

 

 

 

 

Name  

 

 

Aggregate 

Compensation  

Pension or 

Retirement Benefits 

Accrued as Part of 

Fund Expenses 

 

Estimated Annual 

Benefits Upon 

Retirement 

 

Total Compensation from 

the Trust and Fund 

Complex
2
 

 

Robert A. Nesher
1
 

 

$0 

 

N/A 

 

N/A 

$0 for service on one (1) 

board 

 

William M. Doran
1
 

 

$0 

 

N/A 

 

N/A 

$0 for service on one (1) 

board 

 

Charles E. Carlbom $36,955 

 

N/A 

 

N/A 

$36,955 for service on one 

(1) board 

 

John K. Darr $36,955 

 

N/A 

 

N/A 

$36,955 for service on one 

(1) board 
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Name  

 

 

Aggregate 

Compensation  

Pension or 

Retirement Benefits 

Accrued as Part of 

Fund Expenses 

 

Estimated Annual 

Benefits Upon 

Retirement 

 

Total Compensation from 

the Trust and Fund 

Complex
2
 

 

Mitchell A. Johnson $36,955 

 

N/A 

 

N/A 

$36,955 for service on one 

(1) board 

 

Betty L. Krikorian $36,955 

 

N/A 

 

N/A 

$36,955 for service on one 

(1) board 

 

James M. Storey $36,955 

 

N/A 

 

N/A 

$36,955 for service on one 

(1) board 

 

George J. Sullivan $36,955 

 

N/A 

 

N/A 

$36,955 for service on one 

(1) board 

1 A Trustee who is an ―interested person‖ as defined by the 1940 Act. 

2  The Trust is the only investment company in the ―Fund Complex.‖ 

 

Trust Officers.  Set forth below are the names, dates of birth, position with the Trust, and the principal 

occupations for the last five years of each of the persons currently serving as the Executive Officers of the Trust.  

Unless otherwise noted, the business address of each officer is SEI Investments Company, One Freedom Valley 

Drive, Oaks, Pennsylvania 19456.  The Chief Compliance Officer is the only officer who receives compensation 

from the Trust for his services.   

 

Certain officers of the Trust also serve as officers of one or more mutual funds for which SEI Investments 

Company or its affiliates act as investment manager, administrator or distributor. 

Name and  

Date of Birth 

Position with 

Trust and Length 

of Term 

Principal Occupations in Past 5 

Years 

Other Directorships Held 

in the Past 5 years 

Michael Beattie 

(03/13/65) 

President 

(since 2011) 

Director of Client Service at SEI from 

2004 to 2011. Vice President at SEI 

from 2009 to November 2011. 

None. 

Michael 

Lawson 

(10/08/60) 

Treasurer, 

Controller and 

Chief Financial 

Officer  

(since 2005) 

Director, SEI Investments, Fund 

Accounting since July 2005. Manager, 

SEI Investments, Fund Accounting at 

SEI Investments AVP from April 1995 

to February 1998 and November 1998 

to July 2005.  

None. 

Russell Emery 

(12/18/62) 

Chief Compliance 

Officer  

(since 2006) 

Chief Compliance Officer of SEI 

Structured Credit Fund, LP and SEI 

Alpha Strategy Portfolios, LP since 

June 2007. Chief Compliance Officer of 

SEI Opportunity Fund, L.P., SEI 

Institutional Managed Trust, SEI Asset 

Allocation Trust, SEI Institutional 

International Trust, SEI Institutional 

Investments Trust, SEI Daily Income 

Trust, SEI Liquid Asset Trust and SEI 

Tax Exempt Trust since March 2006. 

Director of Investment Product 

Management and Development, SEI 

Investments, since February 2003; 

None. 
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Name and  

Date of Birth 

Position with 

Trust and Length 

of Term 

Principal Occupations in Past 5 

Years 

Other Directorships Held 

in the Past 5 years 

Senior Investment Analyst – Equity 

Team, SEI Investments, from March 

2000 to February 2003. 

Timothy D. 

Barto 

(03/28/68) 

Vice President and 

Assistant Secretary 

(since 1999) 

 

General Counsel and Secretary of 

SIMC and the Administrator since 

2004.  Vice President of SIMC and the 

Administrator since 1999.  Vice 

President and Assistant Secretary of 

SEI Investments since 2001.  Assistant 

Secretary of SIMC, the Administrator 

and the Distributor, and Vice President 

of the Distributor from 1999 to 2003. 

 

None. 

James Ndiaye 

(09/11/68) 

Vice President 

and Assistant 

Secretary 

(since 2004) 

 

Vice President and Assistant Secretary 

of SIMC since 2005.  Vice President at 

Deutsche Asset Management from 2003 

to 2004.  Associate at Morgan, Lewis & 

Bockius LLP from 2000 to 2003.    

None. 

Dianne M. 

Sulzbach 

(07/18/77) 

Vice President 

and Secretary 

(since 2011) 

Counsel at SEI Investments since 2010. 

Associate at Morgan, Lewis & Bockius 

LLP from 2006 to 2010.  Associate at 

Morrison & Foerster LLP from 2003 to 

2006. Associate at Stradley Ronon 

Stevens & Young LLP from 2002 to 

2003. 

None. 

Keri Rohn 

(8/24/80) 

Privacy Officer 

(since 2009) 

AML Officer 

(since 2011) 

Compliance Officer at SEI Investments 

since 2003. 

None. 

 

PURCHASING AND REDEEMING SHARES 

Purchases and redemptions may be made through the Transfer Agent on any day the New York Stock Exchange 

(―NYSE‖) is open for business.  Shares of the Funds are offered and redeemed on a continuous basis.  Currently, 

the Trust is closed for business when the following holidays are observed: New Year’s Day, Martin Luther King 

Jr. Day, Presidents’ Day, Good Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving and 

Christmas. 

It is currently the Trust’s policy to pay all redemptions in cash.  The Trust retains the right, however, to alter this 

policy to provide for redemptions in whole or in part by a distribution in-kind of securities held by the Fund in 

lieu of cash.  Shareholders may incur brokerage charges on the sale of any such securities so received in payment 

of redemptions.  A shareholder will at all times be entitled to aggregate cash redemptions from all funds of the 

Trust up to the lesser of $250,000 or 1% of the Trust’s net assets during any 90-day period. The Trust has 

obtained an exemptive order from the SEC that permits the Trust to make in-kind redemptions to those 

shareholders of the Trust that are affiliated with the Trust solely by their ownership of a certain percentage of the 

Trust’s investment portfolios. 
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The Trust reserves the right to suspend the right of redemption and/or to postpone the date of payment upon 

redemption for any period on which trading on the NYSE is restricted, or during the existence of an emergency 

(as determined by the SEC by rule or regulation) as a result of which disposal or valuation of the Fund’s securities 

is not reasonably practicable, or for such other periods as the SEC has by order permitted.  The Trust also reserves 

the right to suspend sales of shares of the Fund for any period during which the NYSE, the Adviser, the 

Administrator, the Transfer Agent and/or the Custodian are not open for business. 

DETERMINATION OF NET ASSET VALUE 

General Policy.  The Funds adhere to Section 2(a)(41), and Rule 2a-4 thereunder, of the 1940 Act with respect to 

the valuation of portfolio securities.  In general, securities for which market quotations are readily available are 

valued at current market value, and all other securities are valued at fair value as determined in good faith by the 

Board.  In complying with the 1940 Act, the Trust relies on guidance provided by the SEC and by the SEC staff in 

various interpretive letters and other guidance.   

Equity Securities.  Securities listed on a securities exchange, market or automated quotation system for which 

quotations are readily available (except for securities traded on NASDAQ), including securities traded over the 

counter, are valued at the last quoted sale price on the primary exchange or market (foreign or domestic) on which 

they are traded on valuation date (or at approximately 4:00 p.m. Eastern Time if a security’s primary exchange is 

normally open at that time), or, if there is no such reported sale on the valuation date, at the most recent quoted 

bid price.  For securities traded on NASDAQ, the NASDAQ Official Closing Price will be used.  If such prices 

are not available or determined to not represent the fair value of the security as of the Funds’ pricing time, the 

security will be valued at fair value as determined in good faith using methods approved by the Trust’s Board of 

Trustees. 

 

Money Market Securities and other Debt Securities.  If available, money market securities and other debt 

securities are priced based upon valuations provided by recognized independent, third-party pricing agents.  Such 

values generally reflect the last reported sales price if the security is actively traded.  The third-party pricing 

agents may also value debt securities by employing methodologies that utilize actual market transactions, broker-

supplied valuations, or other methodologies designed to identify the market value for such securities.  Such 

methodologies generally consider such factors as security prices, yields, maturities, call features, ratings and 

developments relating to specific securities in arriving at valuations.  Money market securities and other debt 

securities with remaining maturities of sixty days or less may be valued at their amortized cost, which 

approximates market value.  If such prices are not available or determined to not represent the fair value of the 

security as of the Funds’ pricing time, the security will be valued at fair value as determined in good faith using 

methods approved by the Trust’s Board of Trustees. 

 

Derivatives and Other Complex Securities. Exchange traded options on securities and indices purchased by the 

Fund generally are valued at their last trade price or, if there is no last trade price, the last bid price.  Exchange 

traded options on securities and indices written by the Funds generally are valued at their last trade price or, if 

there is no last trade price, the last asked price.  In the case of options traded in the over-the-counter (―OTC‖) 

market, if the OTC option is also an exchange traded option, the Funds will follow the rules regarding the 

valuation of exchange traded options.  If the OTC option is not also an exchange traded option, the Funds will 

value the option at fair value in accordance with procedures adopted by the Board.  Futures contracts and options 

on futures contracts are valued at the last trade price prior to the end of the Funds’ pricing cycle.   

 

OTC securities held by the Funds shall be valued at the NASDAQ Official Closing Price (―NOCP‖) on the 

valuation date or, if no NOCP is reported, the last reported bid price is used, and quotations shall be taken from 

the market/exchange where the security is primarily traded.   Securities listed on the Nasdaq Global Select Market 

and Nasdaq Global Market shall be valued at the NOCP; which may differ from the last sales price reported.  The 

portfolio securities of the Funds that are listed on national exchanges are taken at the last sales price of such 
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securities on such exchange; if no sales price is reported, the last reported bid price is used.  For valuation 

purposes, all assets and liabilities initially expressed in foreign currency values will be converted into U.S. Dollar 

values at the rate at which local currencies can be sold to buy U.S. Dollars as last quoted by any recognized 

dealer.  If these quotations are not available, the rate of exchange will be determined in good faith by the Adviser 

based on guidelines adopted by the Board.  Dividend income and other distributions are recorded on the ex-

dividend date, except for certain dividends from foreign securities which are recorded as soon as the Trust is 

informed after the ex-dividend date. 

 

The value of domestic equity index and credit default swap agreements entered into by the Funds are accounted 

for using the unrealized gain or loss on the agreements that is determined by marking the agreements to the last 

quoted value of the index that the swap pertains to at the close of the NYSE, usually 4:00 p.m., Eastern Time.  

The swap’s market value is then adjusted to include dividends accrued, financing charges and/or interest 

associated with the swap agreement.  If the last quoted value of the index is not readily available, the swap 

agreement will be valued in good faith in accordance with procedures adopted by the Board.  The value of foreign 

equity index and currency index swap agreements entered into by the Funds are accounted for using the 

unrealized gain or loss on the agreements that is determined by marking the agreements to the price at which 

orders are being filled at the close of the NYSE, usually 4:00 p.m., Eastern Time. In the event that no order is 

filled at 4:00 p.m., Eastern Time, the Funds value the swap based on a quote provided by a dealer in accordance 

with the Funds’ pricing procedures. The swap’s market value is then adjusted to include dividends accrued, 

financing charges and/or interest associated with the swap agreements. 

 

Illiquid securities, securities for which reliable quotations or pricing services are not readily available, and all 

other assets will be valued either at the average of the last bid price of the securities obtained from two or more 

dealers or otherwise at their respective fair value as determined in good faith by, or under procedures established 

by the Board. The Board has adopted fair valuation procedures for the Funds and has delegated responsibility for 

fair value determinations to the Fair Valuation Committee.  The members of the Fair Valuation Committee report, 

as necessary, to the Board regarding portfolio valuation determination.  The Board, from time to time, will review 

these methods of valuation and will recommend changes which may be necessary to assure that the investments of 

the Funds are valued at fair value. 

 

Use of Third-Party Independent Pricing Agents.  Pursuant to contracts with the Administrator, market prices 

for most securities held by the Fund are provided daily by third-party independent pricing agents that are 

approved by the Board.  The valuations provided by third-party independent pricing agents are reviewed daily by 

the Administrator.  

TAXES 

 

The following is only a summary of certain additional federal income tax considerations generally affecting the 

Funds and their shareholders that is intended to supplement the discussion contained in the Funds’ Prospectuses.  

No attempt is made to present a detailed explanation of the tax treatment of the Funds or their shareholders, and 

the discussion here and in the Funds’ Prospectuses is not intended as a substitute for careful tax planning.  

Shareholders are urged to consult with their tax advisors with specific reference to their own tax situations, 

including their state, local, and foreign tax liabilities. 

 

The following general discussion of certain federal income tax consequences is based on the Internal Revenue 

Code of 1986, as amended (the ―Code‖) and the regulations issued thereunder as in effect on the date of this SAI.  

New legislation, as well as administrative changes or court decisions, may significantly change the conclusions 

expressed herein, and may have a retroactive effect with respect to the transactions contemplated herein. 

 

Congress passed the Regulated Investment Company Modernization Act on December 22, 2010 (the ―RIC Mod 

Act‖) which makes certain beneficial changes for regulated investment companies under Subchapter M of the 
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Code (―RICs‖) and their shareholders, some of which are referenced below.  In general, the RIC Mod Act 

contains simplification provisions effective for taxable years beginning after December 22, 2010, which are aimed 

at preventing disqualification of a RIC for "inadvertent" failures of the asset diversification and/or qualifying 

income tests. Additionally, the RIC Mod Act allows capital losses to be carried forward indefinitely, and retain 

the character of the original loss, exempts RICs from the preferential dividend rule, and repealed the 60-day 

designation requirement for certain types of income and gains. 

 

Qualifications as a RIC 

 

The Funds intend to qualify and elect to be treated as a RIC.  By following such a policy, the Funds expect to 

eliminate or reduce to a nominal amount the federal taxes to which it may be subject.  The Board reserves the 

right not to maintain the qualification of the Funds as a regulated investment company if it determines such course 

of action to be beneficial to shareholders. 

 

In order to be taxable as a RIC, the Funds must distribute annually to its shareholders at least 90% of its net 

investment income (generally net investment income plus the excess of net short-term capital gains over net long-

term capital losses, less operating expenses) and at least 90% of its net tax exempt interest income, for each tax 

year, if any, to its shareholders (―Distribution Requirement‖) and also must meet several additional requirements.  

Among these requirements are the following:  (i) at least 90% of the Funds’ gross income each taxable year must 

be derived from dividends, interest, payments with respect to securities loans, gains from the sale or other 

disposition of stock, securities or foreign currencies, or other income, including, generally, certain gains from 

options, futures, and forward contracts derived with respect to its business of investing in such stock, securities or 

currencies, and net income derived from an interest in qualified publicly traded partnerships; (ii) at the end of 

each fiscal quarter of the Funds’ taxable year, at least 50% of the market value of its total assets must be 

represented by cash and cash items, U.S. government securities, securities of other RICs and other securities, with 

such other securities limited, in respect to any one issuer, to an amount not greater than 5% of the value of each 

Fund’s total assets or more than 10% of the outstanding voting securities of such issuer, and (iii) at the end of 

each fiscal quarter of each Fund’s taxable year, not more than 25% of the value of its total 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 that the Funds control and which are engaged in 

the same, or similar, or related trades or businesses, or the securities of one or more qualified publicly traded 

parternships. 

 

If a Fund fails to satisfy the qualifying income or diversification requirements in any taxable year, the 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 of the diversification requirements where the Fund corrects the failure within a 

specified period. In the event of a failure by a Fund to qualify as a RIC, and relief provisions are not available, the 

Fund’s distributions, to the extent such distributions are derived from the Fund’s current or accumulated earnings 

and profits, would constitute dividends that would be taxable to the shareholders of the Fund as ordinary income 

and would be eligible for the dividends received deduction for corporate shareholders and as qualified dividend 

income (for tax years ending prior to December 31, 2012) for individual shareholders, subject to certain 

limitations.  This treatment would also apply to any portion of the distributions that might have been treated in the 

shareholder’s hands as long-term capital gains, as discussed below, had the Fund qualified as a RIC. In addition, 

the Fund could be required to recognize unrealized gains, pay substantial taxes and interest, and make substantial 

distributions before requalifying as a RIC. The Board reserves the right not to maintain the qualification of the 

Fund as a RIC if it determines such course of action to be beneficial to shareholders. 

 

Deferral of Late Year Losses.  For taxable years beginning after December 22, 2010, a Fund may elect to treat 

part or all of any ―qualified late year loss‖ as if it had been incurred in the succeeding taxable year in determining 

the Fund’s taxable income, net capital gain, net short-term capital gain, and earnings and profits.  The effect of 
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this election is to treat any such ―qualified late year loss‖ as if it had been incurred in the succeeding taxable year 

in characterizing Fund distributions for any calendar.  A ―qualified late year loss‖ generally includes net capital 

loss, net long-term capital loss, or net short-term capital loss incurred after October 31 of the current taxable year 

(commonly referred to as ―post-October losses‖) and certain other late-year losses. 

  

Capital Loss Carryovers.  The RIC Mod Act changed the treatment of capital loss carryovers for RICs.  The 

new rules are similar to those that apply to capital loss carryovers of individuals and provide that such losses are 

carried over by a Fund indefinitely.  Thus, if a Fund has a ―net capital loss‖ (that is, capital losses in excess of 

capital gains) for a taxable year beginning after December 22, 2010, the excess of a Fund's net short-term capital 

losses over its net long-term capital gains is treated as a short-term capital loss arising on the first day of such 

Fund's next taxable year, and the excess (if any) of the Fund's net long-term capital losses over its net short-term 

capital gains is treated as a long-term capital loss arising on the first day of the Fund's next taxable year.  Certain 

transition rules require post-enactment capital losses to be utilized first, which, depending on the circumstances 

for a Fund, may result in the expiration of unused pre-enactment losses.  In addition, the carryover of capital 

losses may be limited under the general loss limitation rules if a Fund experiences an ownership change as 

defined in the Code. 

 

Federal Excise Tax 

Notwithstanding the Distribution Requirement described above, which only requires the Funds to distribute at 

least 90% of its annual investment company income and does not require any minimum distribution of net capital 

gain, the Funds will be subject to a nondeductible 4% federal excise tax to the extent it fails to distribute, by the 

end of any calendar year, at least 98% of its ordinary income for that year and 98.2% of its capital gain net income 

(the excess of short- and long-term capital gain over short- and long-term capital loss) for the one-year period 

ending on October 31 of that year, plus certain other amounts.  The Funds intend to make sufficient distributions 

to avoid liability for federal excise tax, but can make no assurances that such tax will be completely eliminated.  

The Funds may, in certain circumstances, be required to liquidate Fund investments in order to make sufficient 

distributions to avoid federal excise tax liability at a time when the investment adviser might not otherwise have 

chosen to do so, and liquidation of investments in such circumstances may affect the ability of the Funds to satisfy 

the requirement for qualification as a RIC.   

 

Shareholder Treatment 

 

The Funds’ dividends that are paid to its corporate shareholders and are attributable to qualifying dividends it 

received from U.S. domestic corporations may be eligible, in the hands of such shareholders, for the corporate 

dividends received deduction, subject to certain holding period requirements and debt financing limitations.  

Generally, and subject to certain limitations (including certain holding period limitations), a dividend will be 

treated as a qualifying dividend if it has been received from a domestic corporation.  All dividends (including the 

deducted portion) must be included in your alternative minimum taxable income calculation.   

 

The Funds receive income generally in the form of dividends and interest on investments.  This income, plus net 

short-term capital gains, if any, less expenses incurred in the operation of the Funds, constitutes the Funds’ net 

investment income from which dividends may be paid to you.  Any distributions by the Funds from such income 

will be taxable to you as ordinary income or at the lower capital gains rates that apply to individuals receiving 

qualified dividend income, whether you take them in cash or in additional shares. 

 

Distributions by the Funds will be eligible for the reduced maximum tax rate to individuals of 15% (lower rates 

apply to individuals in lower tax brackets) to the extent that the Funds receive qualified dividend income on the 

securities it holds and the Funds designate the distribution as qualified dividend income.  Qualified dividend 

income is, in general, dividend income from taxable domestic corporations and certain foreign corporations (e.g., 

foreign corporations incorporated in a possession of the United States or in certain countries with a 



DB1/ 68257341.17 

 

 

49 

comprehensive tax treaty with the United States, or the stock of which is readily tradable on an established 

securities market in the United States).  A dividend will not be treated as qualified dividend income to the extent 

that (i) the shareholder has not held the shares on which the dividend was paid for more than 60 days during the 

121-day period that begins on the date that is 60 days before the date on which the shares become ―ex-dividend‖ 

(which is the day on which declared distributions (dividends or capital gains) are deducted from the Funds’ assets 

before it calculates the net asset value) with respect to such dividend (and the Funds also satisfy those holding 

period requirements with respect to the securities it holds that paid the dividends distributed to the shareholder), 

(ii) the shareholder is under an obligation (whether pursuant to a short sale or otherwise) to make related 

payments with respect to substantially similar or related property, or (iii) the shareholder elects to treat such 

dividend as investment income under section 163(d)(4)(B) of the Code.  Absent further legislation, the maximum 

15% rate on qualified dividend income will not apply to dividends received in taxable years beginning after 

December 31, 2012.  Distributions by the Funds of its net short-term capital gains will be taxable as ordinary 

income.  Capital gain distributions consisting of the Funds’ net capital gains will be taxable as long-term capital 

gains regardless of how long the Funds’ shares have been held by the shareholder.  The Funds will report annually 

to their shareholders the amount of the Funds’ distributions that qualify for the reduced tax rates on qualified 

dividend income. 

 

If the Funds’ distributions exceed its taxable income and capital gains realized during a taxable year, all or a 

portion of the distributions made in the same taxable year may be re-characterized as a return of capital to the 

shareholders.  A return of capital distribution will generally not be taxable, but will reduce each shareholder’s cost 

basis in the Funds and result in a higher reported capital gain or lower reported capital loss when those shares on 

which the distribution was received are sold.   

 

Any gain or loss recognized on a sale, exchange, or redemption of shares of the Funds by a shareholder who is not 

a dealer in securities will generally, for individual shareholders, be treated as a long-term capital gain or loss if the 

shares have been held for more than twelve months and otherwise will be treated as a short-term capital gain or 

loss.  However, if shares on which a shareholder has received a net capital gain distribution are subsequently sold, 

exchanged, or redeemed and such shares have been held for six months or less, any loss recognized will be treated 

as a long-term capital loss to the extent of the net capital gain distribution.  In addition, the loss realized on a sale 

or other disposition of shares will be disallowed to the extent a shareholder repurchases (or enters into a contract 

to or option to repurchase) shares within a period of 61 days (beginning 30 days before and ending 30 days after 

the disposition of the shares).  This loss disallowance rule will apply to shares received through the reinvestment 

of dividends during the 61-day period. 

 

Recent legislation effective beginning in 2013 provides that U.S. individuals with income exceeding $200,000 

($250,000 if married and filing jointly) will be subject to a new 3.8% Medicare contribution tax on their ―net 

investment income,‖ including interest, dividends, and capital gains (including capital gains realized on the sale or 

exchange of shares of the Fund). 

 

Legislation passed by Congress in 2008 requires the Funds (or their administrative agent) to report to the Internal 

Revenue Services (―IRS‖) and furnish to Fund shareholders the cost basis information for Fund shares purchased 

on or after January 1, 2012, and sold on or after that date.  In addition to the present law requirement to report the 

gross proceeds from the sale of Fund shares, the Funds will also be required to report the cost basis information 

for such shares and indicate whether these shares had a short-term or long-term holding period.  For each sale of 

Fund shares the Funds will permit Fund shareholders to elect from among several IRS-accepted cost basis 

methods, including the average basis.  In the absence of an election, the Funds will use the average basis method 

as their default cost basis method. The cost basis method elected by the Fund shareholder (or the cost basis 

method applied by default) for each sale of Fund shares may not be changed after the settlement date of each such 

sale of Fund shares.  Fund shareholders should consult with their tax advisors to determine the best IRS-accepted 

cost basis method for their tax situation and to obtain more information about how the new cost basis reporting 
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law applies to them. The current law requirement to report only the gross proceeds from the sale of Fund shares 

will continue to apply to all Fund shares acquired through December 31, 2011, and sold on and after that date. 

Investment in Certain ETFs.  The Funds intend to invest in ETFs that are taxable as RICs under the Code.  

Accordingly, the income the Funds receive from such ETFs should satisfy the qualifying income test with respect 

to the Funds’ qualification as a RIC.  However, the Funds may also invest in one or more ETFs that are not 

taxable as RICs under the Code and that may generate non-qualifying income. The Adviser anticipates monitoring 

its investments in such ETFs very closely to keep the Funds’ non-qualifying income within the acceptable limits, 

but it is possible that if such income is more than anticipated that it could cause the Funds to inadvertently fail the 

90% Test, thereby causing the Fund to fail to qualify as a RIC. 

 

Foreign Taxes.  If more than 50% of the value of a Fund’s total assets at the close of its taxable year consists of 

stocks or securities of foreign corporations, the Fund will be eligible to, and will, file an election with the Internal 

Revenue Service that may enable shareholders, in effect, to receive either the benefit of a foreign tax credit or a 

deduction with respect to any foreign and U.S. possessions income taxes paid by the Fund, subject to certain 

limitations.  Pursuant to the election, the Fund will treat those taxes as dividends paid to its shareholders.  Each 

such shareholder will be required to include a proportionate share of those taxes in gross income as income 

received from a foreign source and must treat the amount so included as if the shareholder had paid the foreign tax 

directly.  The shareholder may then either deduct the taxes deemed paid by him or her in computing his or her 

taxable income or, alternatively, use the foregoing information in calculating any foreign tax credit they may be 

entitled to use against the shareholders’ federal income tax. If the Fund makes the election, the Fund will report 

annually to its shareholders the respective amounts per share of the Fund’s income from sources within, and taxes 

paid to, foreign countries and U.S. possessions. 

 

Foreign tax credits, if any, received by a Fund as a result of an investment in another RIC (including an ETF 

which is taxable as a RIC) will not be passed through to you unless the Fund qualifies as a ―qualified fund of 

funds‖ under the Code.  If a Fund is a ―qualified fund of funds‖ it will be eligible to file an election with the IRS 

that will enable the Fund to pass along these foreign tax credits to its shareholders. A Fund will be treated as a 

―qualified fund of funds‖ under the Code if at least 50% of the value of the Fund’s total assets (at the close of 

each quarter of the Fund’s taxable year) is represented by interests in other RICs. 

 

State Taxes. Depending upon state and local law, distributions by the Funds to their shareholders and the 

ownership of such shares may be subject to state and local taxes.  Rules of state and local taxation of dividend and 

capital gains distributions from RICs often differ from rules for federal income taxation described above. The 

Funds are not liable for any income or franchise tax in Massachusetts if it qualifies as a RIC for federal income 

tax purposes. Shareholders are urged to consult their tax advisors regarding state and local taxes applicable to an 

investment in the Funds. 

 

Many states grant tax-free status to dividends paid to you from interest earned on direct obligations of the U.S. 

government, subject in some states to minimum investment requirements that must be met by the Funds.  

Investment in Government National Mortgage Association (―Ginnie Mae‖) or Federal National Mortgage 

Association (―Fannie Mae‖) securities, banker’s acceptances, commercial paper, and repurchase agreements 

collateralized by U.S. government securities do not generally qualify for such tax-free treatment.  The rules on 

exclusion of this income are different for corporate shareholders. 

 

Tax Treatment of Complex Securities.  The Funds may invest in complex securities.  These investments may be 

subject to numerous special and complex tax rules.  These rules could affect whether gains and losses recognized 

by the Funds are treated as ordinary income or capital gain, accelerate the recognition of income to the Funds 

and/or defer the Funds’ ability to recognize losses, and, in limited cases, subject the Funds to U.S. federal income 

tax on income from certain of its foreign securities.  In turn, these rules may affect the amount, timing or character 

of the income distributed to you by the Funds. 
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Most foreign exchange gains realized on the sale of debt securities are treated as ordinary income by the Funds.  

Similarly, foreign exchange losses realized by the Funds on the sale of debt securities are generally treated as 

ordinary losses by the Funds. These gains when distributed will be taxable to you as ordinary dividends, and any 

losses will reduce the Funds’ ordinary income otherwise available for distribution to you.  This treatment could 

increase or reduce the Funds’ ordinary income distributions to you, and may cause some or all of the Funds’ 

previously distributed income to be classified as a return of capital. 

 

With respect to investments in STRIPS, TRs, and other zero coupon securities which are sold at original issue 

discount and thus do not make periodic cash interest payments, the Funds will be required to include as part of 

their current income the imputed interest on such obligations even though the Funds have not received any 

interest payments on such obligations during that period.  Because the Funds distribute all of their net investment 

income to its shareholders, the Funds may have to sell Fund securities to distribute such imputed income which 

may occur at a time when the Adviser would not have chosen to sell such securities and which may result in 

taxable gain or loss.   

 

The Funds intend to invest in ETFs that are taxable as RICs under the Code.  Accordingly, the income the Funds 

receive from such ETFs should satisfy the qualifying income test with respect to the Funds’ qualification as a 

RIC.  However, the Funds may also invest in one or more ETFs or other funds that are not taxable as RICs under 

the Code and that may generate non-qualifying income. The Adviser anticipates monitoring its investments in 

such ETFs to keep the Funds’ non-qualifying income within the acceptable limits, but it is possible that if such 

income is more than anticipated that it could cause the Funds to inadvertently fail the 90% Test, thereby causing 

the Funds to fail to qualify as a RIC. 

 

Commodity-linked Derivatives.  The status of the swap agreements and other commodity-linked derivative 

instruments under tests to qualify as a RIC under Subchapter M of the Code has been recently addressed in 

Revenue Ruling 2006-1 and Revenue Ruling 2006-31 which provide that income from commodity-linked swaps 

in which the Fund invests will not be considered qualifying income after September 30, 2006.  After such time, 

the Funds will therefore restrict their income from commodity-linked swaps (when combined with its other 

investments that produce non-qualifying income) to be less than 10 percent of its gross income. The Funds may 

also gain exposure to commodities through investments in controlled foreign corporations and certain qualified 

publicly traded partnerships. 

Special Tax Considerations.  In general, with respect to the Funds, gains from ―foreign currencies‖ and from 

foreign currency options, foreign currency futures, and forward foreign exchange contracts (―forward contracts‖) 

relating to investments in stock, securities, or foreign currencies will be qualifying income for purposes of 

determining whether the Funds qualify as a RIC.  It is currently unclear, however, who will be treated as the 

issuer of a foreign currency instrument for purposes of the RIC diversification requirements applicable to the 

Fund.   

 

Under the Code, special rules are provided for certain transactions in a foreign currency other than the taxpayer’s 

functional currency (i.e., unless certain special rules apply, currencies other than the U.S. Dollar). In general, 

foreign currency gains or losses from forward contracts, from futures contracts that are not ―regulated futures 

contracts,‖ and from unlisted options will be treated as ordinary income or loss under the Code.  Also, certain 

foreign exchange gains derived with respect to foreign fixed-income securities are also subject to special 

treatment.  In general, any such gains or losses will increase or decrease the amount of the Funds’ investment 

company taxable income available to be distributed to shareholders as ordinary income, rather than increasing or 

decreasing the amount of the Funds’ net capital gain.  Additionally, if such losses exceed other investment 

company taxable income during a taxable year, the Funds would not be able to make any ordinary dividend 

distributions. 
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Other Tax Policies.  In certain cases, the Funds will be required to withhold, at the applicable withholding rate, 

and remit to the United States Treasury, such withheld amounts on any distributions paid to a shareholder who (1) 

has failed to provide a correct taxpayer identification number, (2) is subject to backup withholding by the Internal 

Revenue Service, (3) has not certified to the Funds that such shareholder is not subject to backup withholding, or 

(4) has not certified that such shareholder is a U.S. person or U.S. resident alien. 

 

Non-U.S. investors in the Funds may be subject to U.S. withholding and estate tax and are encouraged to consult 

their tax advisors prior to investing in the Funds. 

 

BROKERAGE ALLOCATION AND OTHER FUND BROKERAGE PRACTICES 

Brokerage Transactions.  Generally, equity securities, both listed and over-the-counter, are bought and sold 

through brokerage transactions for which commissions are payable. Purchases from underwriters will include the 

underwriting commission or concession, and purchases from dealers serving as market makers will include a 

dealer’s mark-up or reflect a dealer’s mark-down.  Money market securities and other debt securities are usually 

bought and sold directly from the issuer or an underwriter or market maker for the securities. Generally, the Funds 

will not pay brokerage commissions for such purchases. When a debt security is bought from an underwriter, the 

purchase price will usually include an underwriting commission or concession. The purchase price for securities 

bought from dealers serving as market makers will similarly include the dealer’s mark up or reflect a dealer’s 

mark down. When the Funds execute transactions in the over-the-counter market, they will generally deal with 

primary market makers unless prices that are more favorable are otherwise obtainable.  

 

In addition, the Adviser may place a combined order for two or more accounts it manages, including the Funds, 

engaged in the purchase or sale of the same security if, in its judgment, joint execution is in the best interest of 

each participant and will result in best price and execution.  Transactions involving commingled orders are 

allocated in a manner deemed equitable to each account or fund. Although it is recognized that, in some cases, the 

joint execution of orders could adversely affect the price or volume of the security that a particular account or the 

Funds may obtain, it is the opinion of the Adviser and the Board that the advantages of combined orders outweigh 

the possible disadvantages of separate transactions. Nonetheless, the Adviser believes that the ability of the Funds 

to participate in higher volume transactions will generally be beneficial to the Fund. 

 

For the fiscal years ended July 31, 2009, 2010 and 2011, the Funds paid the following in aggregate brokerage 

commissions on portfolio transactions: 

 

Fund 2009 2010 2011 

GRT Absolute Return Fund N/A
1
 N/A

1
 $10,017

2
 

GRT Value Fund $2,616 $36,030 $81,405 

   1 Not in operation during the period. 

   2 Represents the period from December 14, 2010 (commencement of operations) to July 31, 2011. 

 

Brokerage Selection.  The Trust does not expect to use one particular broker or dealer, and when one or more 

brokers is believed capable of providing the best combination of price and execution, the Funds’ Adviser may 

select a broker based upon brokerage or research services provided to the Adviser.  The Adviser may pay a higher 

commission than otherwise obtainable from other brokers in return for such services only if a good faith 

determination is made that the commission is reasonable in relation to the services provided. 

 

Section 28(e) of the 1934 Act permits the Adviser, under certain circumstances, to cause the Funds to pay a 

broker or dealer a commission for effecting a transaction in excess of the amount of commission another broker or 

dealer would have charged for effecting the transaction in recognition of the value of brokerage and research 

services provided by the broker or dealer. In addition to agency transactions, the Adviser may receive brokerage 
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and research services in connection with certain riskless principal transactions, in accordance with applicable SEC 

guidance. Brokerage and research services include: (1) furnishing advice as to the value of securities, the 

advisability of investing in, purchasing or selling securities, and the availability of securities or purchasers or 

sellers of securities; (2) furnishing analyses and reports concerning issuers, industries, securities, economic factors 

and trends, portfolio strategy, and the performance of accounts; and (3) effecting securities transactions and 

performing functions incidental thereto (such as clearance, settlement, and custody).  In the case of research 

services, the Adviser believes that access to independent investment research is beneficial to its investment 

decision-making processes and, therefore, to the Funds.  

 

To the extent that research services may be a factor in selecting brokers, such services may be in written form or 

through direct contact with individuals and may include information as to particular companies and securities as 

well as market, economic, or institutional areas and information which assists in the valuation and pricing of 

investments.  Examples of research-oriented services for which the Adviser might utilize Fund commissions 

include research reports and other information on the economy, industries, sectors, groups of securities, individual 

companies, statistical information, political developments, technical market action, pricing and appraisal services, 

credit analysis, risk measurement analysis, performance and other analysis.  The Adviser may use research 

services furnished by brokers in servicing all client accounts and not all services may necessarily be used in 

connection with the account that paid commissions to the broker providing such services.  Information so received 

by the Adviser will be in addition to and not in lieu of the services required to be performed by the Funds’ 

Adviser under the Advisory Agreement.  Any advisory or other fees paid to the Adviser are not reduced as a result 

of the receipt of research services. 
 
In some cases the Adviser may receive a service from a broker that has both a ―research‖ and a ―non-research‖ 

use.  When this occurs, the Adviser makes a good faith allocation, under all the circumstances, between the 

research and non-research uses of the service.  The percentage of the service that is used for research purposes 

may be paid for with client commissions, while the Adviser will use its own funds to pay for the percentage of the 

service that is used for non-research purposes.  In making this good faith allocation, the Adviser faces a potential 

conflict of interest, but the Adviser believes that its allocation procedures are reasonably designed to ensure that it 

appropriately allocates the anticipated use of such services to their research and non-research uses. 

 

From time to time, the Funds may purchase new issues of securities for clients in a fixed price offering.  In these 

situations, the seller may be a member of the selling group that will, in addition to selling securities, provide the 

adviser with research services.  FINRA has adopted rules expressly permitting these types of arrangements under 

certain circumstances.  Generally, the seller will provide research ―credits‖ in these situations at a rate that is 

higher than that which is available for typical secondary market transactions.  These arrangements may not fall 

within the safe harbor of Section 28(e). 

 

For the fiscal year ended July 31, 2011, the Funds paid the following commissions on brokerage transactions 

directed to brokers pursuant to an agreement or understanding whereby the broker provides research or other 

brokerage services to the Adviser:  

 

 Total Dollar Amount of 

Brokerage  

Commissions for Research 

Services 

Total Dollar Amount of 

Transactions Involving Brokerage 

Commissions for Research Services 

GRT Absolute Return Fund $106 $1,222,692 

GRT Value Fund $0 $0 

 

Brokerage with Fund Affiliates.  The Funds may execute brokerage or other agency transactions through 

registered broker-dealer affiliates of the Funds, the Adviser or the Distributor for a commission in conformity 
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with the 1940 Act, the 1934 Act and rules promulgated by the SEC.  These rules further require that commissions 

paid to the affiliate by the Funds for exchange transactions not exceed “usual and customary‖ brokerage 

commissions.  The rules define ―usual and customary‖ commissions to include amounts which are ―reasonable 

and fair compared to the commission, fee or other remuneration received or to be received by other brokers in 

connection with comparable transactions involving similar securities being purchased or sold on a securities 

exchange during a comparable period of time.‖  The Trustees, including those who are not ―interested persons‖ of 

the Funds, have adopted procedures for evaluating the reasonableness of commissions paid to affiliates and 

review these procedures periodically. 

 

For the fiscal years ended July 31, 2009, 2010 and 2011, the Funds did not pay any aggregate brokerage 

commissions on portfolio transactions effected by affiliated brokers.   

 
Securities of “Regular Broker-Dealers.”  The Funds are required to identify any securities of their ―regular 

brokers and dealers‖ (as such term is defined in the 1940 Act) which the Funds may hold at the close of their most 

recent fiscal year.  As of July 31, 2011, the GRT Value Fund held equity securities of Bank of New York valued 

at $100,000. As of July 31, 2011, the GRT Absolute Return Fund did not hold any securities of its regular broker 

dealers. 

 

PORTFOLIO HOLDINGS 

 

The Board has approved a policy and procedures that govern the timing and circumstances regarding the 

disclosure of Fund portfolio holdings information to shareholders and third parties.  These policies and procedures 

are designed to ensure that disclosure of information regarding the Funds’ portfolio securities is in the best 

interests of Fund shareholders, and include procedures to address conflicts between the interests of the Funds’ 

shareholders, on the one hand, and those of the Funds’ Adviser, principal underwriter, or any affiliated person of 

the Funds, their Adviser or their principal underwriter, on the other.  Pursuant to such procedures, the Board has 

authorized the Adviser’s Chief Compliance Officer (―Adviser CCO‖) to authorize the release of the Funds’ 

portfolio holdings, as necessary, in conformity with the foregoing principles.  The Adviser CCO, either directly or 

through reports by the Funds’ Chief Compliance Officer, reports quarterly to the Board regarding the operation 

and administration of such policies and procedures.  

 

Pursuant to applicable law, the Funds are required to disclose their complete portfolio holdings quarterly, within 

60 days of the end of each fiscal quarter (currently, each July 31, October 31, January 31 and April 30).  The 

Funds will disclose a complete or summary schedule of investments (which includes the Funds’ 50 largest 

holdings in unaffiliated issuers and each investment in unaffiliated issuers that exceeds one percent of the Funds’ 

net asset value (―Summary Schedule‖)) in their Semi-Annual and Annual Reports which are distributed to Fund 

shareholders.   The Funds’ complete schedule of investments following the first and third fiscal quarters is 

available in quarterly holdings reports filed with the SEC on Form N-Q, and the Funds’ complete schedule of 

investments following the 2nd and 4th fiscal quarters is available in Semi-Annual and Annual Reports filed with 

the SEC on Form N-CSR.  Quarterly holdings reports filed with the SEC on Form N-Q are not distributed to Fund 

shareholders, but are available, free of charge, on the EDGAR database on the SEC’s website at www.sec.gov. 

 

In addition to information provided to shareholders and the general public, portfolio holdings information may be 

disclosed as frequently as daily to certain service providers, such as the custodian, administrator or transfer agent, 

in connection with their services to the Funds.  From time to time rating and ranking organizations, such as S&P, 

Lipper and Morningstar, Inc., may request non-public portfolio holdings information in connection with rating the 

Funds.  Similarly, institutional investors, financial planners, pension plan sponsors and/or their consultants or 

other third-parties may request portfolio holdings information in order to assess the risks of the Funds’ portfolio 

along with related performance attribution statistics.  The lag time for such disclosures will vary.  The Funds 

believe that these third parties have legitimate objectives in requesting such portfolio holdings information. The 
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Funds’ Chief Compliance Officer will regularly review these arrangements and will make periodic reports to the 

Board regarding disclosure pursuant to such arrangements.  

 

The Funds’ policies and procedures provide that the Adviser’s CCO may authorize disclosure of non-public 

portfolio holdings information to such parties at differing times and/or with different lag times.  Prior to making 

any disclosure to a third party, the Adviser’s CCO must determine that such disclosure serves a reasonable 

business purpose, is in the best interests of the Funds’ shareholders and that to the extent conflicts between the 

interests of the Funds’ shareholders and those of the Funds’ Adviser, principal underwriter, or any affiliated 

person of the Funds exist, such conflicts are addressed. Portfolio holdings information may be disclosed no more 

frequently than monthly to ratings agencies, consultants and other qualified financial professionals or individuals.  

The disclosures will not be made sooner than three days after the date of the information.   

 

With the exception of disclosures to rating and ranking organizations as described above, the Funds require any 

third party receiving non-public holdings information to enter into a confidentiality agreement with the Adviser.  

The confidentiality agreement provides, among other things, that non-public portfolio holdings information will 

be kept confidential and that the recipient has a duty not to trade on the non-public information and will use such 

information solely to analyze and rank the Funds, or to perform due diligence and asset allocation, depending on 

the recipient of the information. 

 

The Funds’ policies and procedures prohibit any compensation or other consideration from being paid to or 

received by any party in connection with the disclosure of portfolio holdings information, including the Funds, 

Adviser and its affiliates or recipient of the Funds’ portfolio holdings information.  

 

DESCRIPTION OF SHARES 

 

The Declaration of Trust authorizes the issuance of an unlimited number of funds and shares of each fund, each of 

which represents an equal proportionate interest in the portfolio with each other share.  Shares are entitled upon 

liquidation to a pro rata share in the net assets of the fund.  Shareholders have no preemptive rights.  The 

Declaration of Trust provides that the Trustees of the Trust may create additional series or classes of shares.  All 

consideration received by the Trust for shares of any additional funds and all assets in which such consideration is 

invested would belong to that fund and would be subject to the liabilities related thereto.  Share certificates 

representing shares will not be issued. 

 

SHAREHOLDER LIABILITY 

 

The Trust is an entity of the type commonly known as a ―Massachusetts business trust.‖  Under Massachusetts 

law, shareholders of such a trust could, under certain circumstances, be held personally liable as partners for the 

obligations of the trust.  Even if, however, the Trust were held to be a partnership, the possibility of the 

shareholders incurring financial loss for that reason appears remote because the Trust’s Declaration of Trust 

contains an express disclaimer of shareholder liability for obligations of the Trust and requires that notice of such 

disclaimer be given in each agreement, obligation or instrument entered into or executed by or on behalf of the 

Trust or the Trustees, and because the Declaration of Trust provides for indemnification out of the Trust’s 

property for any shareholder held personally liable for the obligations of the Trust. 

 

LIMITATION OF TRUSTEES’ LIABILITY 

 

The  Declaration of Trust provides that a Trustee shall be liable only for his or her own willful defaults and, if 

reasonable care has been exercised in the selection of officers, agents, employees or investment advisers, shall not 

be liable for any neglect or wrongdoing of any such person.  The Declaration of Trust also provides that the Trust 

will indemnify its Trustees and officers against liabilities and expenses incurred in connection with actual or 

threatened litigation in which they may be involved because of their offices with the Trust unless it is determined 
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in the manner provided in the Declaration of Trust that they have not acted in good faith in the reasonable belief 

that their actions were in the best interests of the Trust.  However, nothing in the Declaration of Trust shall protect 

or indemnify a Trustee against any liability for his or her willful misfeasance, bad faith, gross negligence or 

reckless disregard of his or her duties. Nothing contained in this section attempts to disclaim a Trustee’s 

individual liability in any manner inconsistent with the federal securities laws. 

 

PROXY VOTING 

The Board of Trustees of the Trust has delegated responsibility for decisions regarding proxy voting for securities 

held by the Funds to the Adviser.  The Adviser will vote such proxies in accordance with its proxy policies and 

procedures, which are included in Appendix B to this SAI.  The Board of Trustees will periodically review the 

Funds’ proxy voting record. 

 

The Trust is required to disclose annually the Funds’ complete proxy voting record on Form N-PX.  The Funds’ 

proxy voting record for the most recent 12 month period ended June 30th is available upon request by calling 1-

877-GRT-4GRT or by writing to SEI Investment Global Funds Services at: One Freedom Valley Drive, Oaks, 

Pennsylvania 19456.  The Funds’ Form N-PX will also be available on the SEC’s website at www.sec.gov. 

 

CODES OF ETHICS 

 

The Board of Trustees, on behalf of the Trust, has adopted a Code of Ethics pursuant to Rule 17j-1 under the 1940 

Act.  In addition, the Adviser, the Distributor and the Administrator have adopted Codes of Ethics pursuant to 

Rule 17j-1.  These Codes of Ethics apply to the personal investing activities of trustees, officers and certain 

employees (―access persons‖).  Rule 17j-1 and the Codes of Ethics are designed to prevent unlawful practices in 

connection with the purchase or sale of securities by access persons.  Under each Code of Ethics, access persons 

are permitted to engage in personal securities transactions, but are required to report their personal securities 

transactions for monitoring purposes. In addition, certain access persons are required to obtain approval before 

investing in initial public offerings or private placements, or are prohibited from making such investments.  

Copies of these Codes of Ethics are on file with the SEC, and are available to the public. 

 
5% AND 25% SHAREHOLDERS 

 

As of November 1, 2011, the following persons were record owners (or to the knowledge of the Trust, beneficial 

owners) of 5% and 25% or more of the shares of the Funds.  Persons who owned of record or beneficially more 

than 25% of the Fund’s outstanding shares may be deemed to control the Funds within the meaning of the 1940 

Act.  

 

GRT Absolute Return Fund 

Name and Address Number of Shares Class of Shares % of Class 

GREGORY B. FRASER
1 

46 PROSPECT HILL RD 

LEXINGTON, MA 02421-6934 

713,168.0940 Advisor 59.56 

JANET A. FRASER
1 

46 PROSPECT HILL RD 

LEXINGTON, MA 02421-6934 

305,643.4690 

 

Advisor 25.53 
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GRT Absolute Return Fund 

Name and Address Number of Shares Class of Shares % of Class 

NATIONAL FINANCIAL SERVICES LLC 

FOR THE EXCLUSIVE BENEFIT 

OF OUR CUSTOMERS 

200 LIBERTY ST 

ONE WORLD FINANCIAL CENTER 

NEW YORK, NY 10281-1003 

2,293,438.9920
2
 Advisor 24.13 

CHARLES SCHWAB & CO INC 

SPECIAL CUSTODY A/C FBO 

CUSTOMERS 

ATTN MUTUAL FUNDS 

101 MONTGOMERY ST 

SAN FRANCISCO, CA 94104-4151 

1,213,728.0310
2
 Advisor 12.77 

HSBC SSL A/C LEPERCQ-AMCUR 

SICAV FIS 

HSBC SECURITIES SERVICES (LUX) S A 

16, BOULEVARD D AVANCHES, BP 413 

LUXEMBOURG 

1,125,041.4790
2
 Advisor 11.83 

ST OLAF COLLEGE 

1520 SAINT OLAF AVE 

NORTHFIELD, MN 55057-1574 

663,420.0000 Advisor 6.98 

 

1 Gregory B. Fraser is a principal of the Adviser and Portfolio Manager for the Fund.  Mr. Fraser is 

the spouse of Janet A. Fraser.   

2 The trust believes that most of the shares were held in the account for the fiduciary, agency or 

custodial customers of the named holder.
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APPENDIX A – DESCRIPTION OF RATINGS 

The following descriptions are summaries of published ratings. 

 

Description of Commercial Paper Ratings 

 

A-1  This is the highest category by Standard and Poor’s (S&P) and indicates that the degree 

of safety regarding timely payment is strong. Those issues determined to possess extremely 

strong safety characteristics are denoted with a plus sign (+) designation. 

 

A-2  Capacity for timely payment on issues with this designation is satisfactory and the 

obligation is somewhat more susceptible to the adverse effects of changes in circumstances and 

economic conditions than obligations in higher rating categories. 

 

PRIME-1  Issues rated Prime-1 (or supporting institutions) by Moody’s have a superior ability for 

repayment of senior short-term debt obligations. Prime-1 repayment ability will often be 

evidenced by many of the following characteristics:  

 

- Leading market positions in well-established industries. 

 

- High rates of return on funds employed. 

 

- Conservative capitalization structure with moderate reliance on debt and ample asset protection. 

 

- Broad margins in earnings coverage of fixed financial charges and high internal cash generation. 

 

- Well-established access to a range of financial markets and assured sources of alternate liquidity. 

 

The rating F1 (Highest Credit Quality) is the highest commercial rating assigned by Fitch Inc. Paper rated F1 is 

regarded as having the strongest capacity for timely payment of financial commitments. The rating F2 (Good 

Credit Quality) is the second highest commercial paper rating assigned by Fitch Inc., which reflects a satisfactory 

capacity for timely payment of financial commitments, but the margin of safety is not as great as in the case of the 

higher ratings. 

 

The rating TBW-1 by Thomson BankWatch (―Thomson‖) indicates a very high likelihood that principal and 

interest will be paid on a timely basis. 

 

Description of Municipal Note Ratings 
 

Moody’s highest rating for state and municipal and other short-term notes is MIG-1 and VMIG-l. Short-term 

municipal securities rated MIG-1 or VMIG-1 are of the best quality.  They have strong protection from 

established cash flows, superior liquidity support, or demonstrated broad-based access to the market for 

refinancing or both.  Short-term municipal securities rated MIG-2 or VMIG-2 are of high quality.  Margins of 

protection are ample although not so large as in the MIG-I/VMIG-2 group. 

 

An S&P note rating reflects the liquidity concerns and market access risks unique to notes. Notes due in three 

years or less will likely receive a note rating. Notes maturing beyond three years will most likely receive a long-

term debt rating. The following criteria will be used in making that assessment: 
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  - 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 note rating symbols are as follows: 

 

SP-1  Strong capacity to pay principal and interest. Those issues determined to possess a very 

strong capacity to pay a 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 votes. 

 

Description of Corporate Bond Ratings 

 

S&P 

 

Bonds rated AAA have the highest rating S&P assigns to a debt obligation.  Such a rating indicates an extremely 

strong capacity to pay principal and interest. Bonds rated AA also qualify as high-quality debt obligations.  

Capacity to pay principal and interest is very strong, and in the majority of instances they differ from AAA issues 

only in small degree. Debt rated A has a strong capacity to pay interest and repay principal although it is 

somewhat more susceptible to the adverse effects of changes in circumstances and economic conditions than debt 

in higher rated categories. 

 

Debt rated BBB is regarded as having an adequate capacity to pay interest and repay principal.  Whereas it 

normally exhibits adequate protection parameters, adverse economic conditions or changing circumstances are 

more likely to lead to a weakened capacity to pay interest and repay principal for debt in this category than in 

higher rated categories.  Debt rated BB and B is regarded as having predominantly speculative characteristics with 

respect to capacity to pay interest and repay principal.  BB indicates the least degree of speculation and C the 

highest degree of speculation. While such debt will likely have some quality and protective characteristics, these 

are outweighed by large uncertainties or major risk exposures to adverse conditions. Debt rated BB has less near-

term vulnerability to default than other speculative grade debt.  However, it faces major ongoing uncertainties or 

exposure to adverse business, financial, or economic conditions that could lead to inadequate capacity to meet 

timely interest and principal payments.  The BB rating category is also used for debt subordinated to senior debt 

that is assigned an actual or implied BBB- rating.  Debt rate B has greater vulnerability to default but presently 

has the capacity to meet interest payments and principal repayments.  Adverse business, financial, or economic 

conditions would likely impair capacity or willingness to pay interest and repay principal. The B rating category 

also is used for debt subordinated to senior debt that is assigned an actual or implied BB or BB- rating. 

 

Moody’s 

 

Bonds that are rated Aaa by Moody’s are judged to be of the best quality.  They carry the smallest degree of 

investment risk and are generally referred to as ―gilt edge.‖  Interest payments are protected by a large, or an 

exceptionally stable, margin and principal is secure.  While the various protective elements are likely to change, 

such changes as can be visualized are most unlikely to impair the fundamentally strong position of such issues.  

Bonds rated Aa by Moody’s are judged by Moody’s to be of high quality by all standards.  Together with bonds 

rated Aaa, they comprise what are generally known as high-grade bonds. They are rated lower than the best bonds 

because margins of protection may not be as large as in Aaa securities or fluctuation of protective elements may 

be of greater amplitude or there may be other elements present that make the long-term risks appear somewhat 
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larger than the Aaa securities.  Bonds which are rated A possess many favorable investment attributes and are to 

be considered as upper-medium grade obligations.  Factors giving security to principal and interest are considered 

adequate, but elements may be present which suggest a susceptibility to impairment sometime in the future. 

 

Bonds which are rated Baa are considered as medium-grade obligations (i.e., they are neither highly protected nor 

poorly secured).  Interest payments and principal security appear adequate for the present but certain protective 

elements may be lacking or may be characteristically unreliable over any great length of time.  Such bonds lack 

outstanding investment characteristics and in fact have speculative characteristics as well.  Bonds which are rated 

Ba are judged to have speculative elements; their future cannot be considered as well-assured.  Often the 

protection of interest and principal payments may be very moderate and thereby not well safeguarded during both 

good and bad times over the future.  Uncertainty of position characterizes bonds in this class.  Bonds which are 

rated B generally lack characteristics of the desirable investment.  Assurance of interest and principal payments or 

of maintenance of other terms of the contract over any long period of time may be small. 

 

Moody’s bond ratings, where specified, are applied to financial contracts, senior bank obligations and insurance 

company senior policyholder and claims obligations with an original maturity in excess of one-year.  Obligations 

relying upon support mechanisms such as letters-of-credit and bonds of indemnity are excluded unless explicitly 

rated. 

 

Obligations of a branch of a bank are considered to be domiciled in the country in which the branch is located.  

Unless noted as an exception, Moody’s rating on a bank’s ability to repay senior obligations extends only to 

branches located in countries which carry a Moody’s sovereign rating. Such branch obligations are rated at the 

lower of the bank’s rating or Moody’s sovereign rating for the bank deposits for the country in which the branch 

is located. 

 

When the currency in which an obligation is denominated is not the same as the currency of the country in which 

the obligation is domiciled, Moody’s ratings do not incorporate an opinion as to whether payment of the 

obligation will be affected by the actions of the government controlling the currency of denomination.  In 

addition, risk associated with bilateral conflicts between an investor’s home country and either the issuer’s home 

country or the country where an issuer branch is located are not incorporated into Moody’s ratings. 

 

Moody’s makes no representation that rated bank obligations or insurance company obligations are exempt from 

registration under the U.S. Securities Act of 1933 or issued in conformity with any other applicable law or 

regulation.  Nor does Moody’s represent that any specific bank or insurance company obligation is legally 

enforceable or is a valid senior obligation of a rated issuer. 

 

Moody’s ratings are opinions, not recommendations to buy or sell, and their accuracy is not guaranteed.  A rating 

should be weighed solely as one factor in an investment decision and you should make your own study and 

evaluation of any issuer whose securities or debt obligations you consider buying or selling. 

 

Fitch Inc. (―Fitch‖) 

 

Bonds rated AAA by Fitch are judged by Fitch to be strictly high grade, broadly marketable, suitable for 

investment by trustees and fiduciary institutions liable to but slight market fluctuation other than through changes 

in the money rate.  The prime feature of an AAA bond is a showing of earnings several times or many times 

interest requirements, with such stability of applicable earnings that safety is beyond reasonable question 

whatever changes occur in conditions.  Bonds rated AA by Fitch are judged by Fitch to be of safety virtually 

beyond question and are readily salable, whose merits are not unlike those of the AAA class, but whose margin of 

safety is less strikingly broad.  The issue may be the obligation of a small company, strongly secured but 

influenced as to rating by the lesser financial power of the enterprise and more local type market. 
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Bonds rated A are considered to be investment grade and of high credit quality.  The obligor’s ability to pay 

interest and repay principal is considered to be strong, but may be more vulnerable to adverse changes in 

economic conditions and circumstances than bonds with higher ratings. 

 

Bonds rated BBB are considered to be investment grade and of satisfactory credit quality.  The obligor’s ability to 

pay interest and repay principal is considered to be adequate.  Adverse changes in economic conditions and 

circumstances, however, are more likely to have adverse impact on these bonds, and therefore impair timely 

payment.  The likelihood that the ratings of these bonds will fall below investment grade is higher than for bonds 

with higher ratings.  Bonds rated BB are considered speculative. The obligor’s ability to pay interest and repay 

principal may be affected over time by adverse economic changes.  However, business and financial alternatives 

can be identified which could assist the obligor in satisfying its debt service requirements. Bonds rated B are 

considered highly speculative.  While bonds in this class are currently meeting debt service requirements, the 

probability of continued timely payment of principal and interest reflects the obligor’s limited margin of safety 

and the need for reasonable business and economic activity throughout the life of the issue. 

 

Thomson 

 

Bonds rated AAA by Thomson BankWatch indicate that the ability to repay principal and interest on a timely 

basis is extremely high.  Bonds rated AA indicate a very strong ability to repay principal and interest on a timely 

basis, with limited incremental risk compared to issues rated in the highest category.  Bonds rated A indicate the 

ability to repay principal and interest is strong. Issues rated A could be more vulnerable to adverse developments 

(both internal and external) than obligations with higher ratings. 

 

Bonds rated BBB (the lowest investment-grade category) indicate an acceptable capacity to repay principal and 

interest.  Issues rated ―BBB‖ are, however, more vulnerable to adverse developments (both internal and external) 

than obligations with higher ratings.  While not investment grade, the BB rating suggests that the likelihood of 

default is considerably less than for lower-rated issues. However, there are significant uncertainties that could 

affect the ability to adequately service debt obligations. Issues rated B show a higher degree of uncertainty and 

therefore greater likelihood of default than higher-rated issues. Adverse developments could negatively affect the 

payment of interest and principal on a timely basis. 
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APPENDIX B 

PROXY VOTING POLICIES AND PROCEDURES 

 

I.   PROXY VOTING POLICIES 

      

GRT is generally authorized by its clients to vote proxies relating to the companies whose securities are held in 

the portfolios of the accounts managed by GRT.  GRT manages assets solely in the best interest of the clients and 

votes proxies in a manner which is consistent with those interests, and which will add to, or maintain, the value to 

the clients’ investments.  Clients, however, can assume direct responsibility for voting the securities in their own 

portfolios if desired.         

      

In voting proxies, GRT considers those factors relating to the proposal that may affect the value of the security 

and uses information from a variety of sources.  Relevant information may be obtained from GRT’s portfolio 

managers, analysts, and other personnel, from the management of the company or others soliciting the vote, 

and/or from proxy research services.  Where the same security is held in multiple accounts, GRT will ordinarily 

vote the proxies on those securities in the same manner for all the accounts.  However, GRT may vote identical 

securities differently for particular accounts because of differences in the objectives and strategies of the accounts. 

   

GRT may also refrain from voting a proxy if that would be in the best interests of the client account.  For 

example, GRT may determine that any benefit the client might gain from voting a proxy would be outweighed by 

the direct or indirect costs of casting the vote.  The benefit may be elusive because of, for example, the substantial 

amount of out-of-pocket expense or staff time required to research and evaluate the proposal properly.  Where 

appropriate, GRT may also abstain on a proposal because of the ambiguity of the effect of the proposal.  GRT 

may similarly choose not to vote where a client account has been terminated or where the security is no longer 

held in the account.   

 

GRT’s proxy voting policies may be amended from time to time without prior notice to clients.  GRT feels that it 

must retain wide flexibility to adapt its proxy voting policies as appropriate to best fit the interests of its client 

accounts and the changing investment environment.   

 

II. PROXY VOTING GUIDELINES   

 

GRT does not have any fixed policies on how to vote on given proxy proposals.  GRT believes that each proposal 

must be considered in light of the company’s particular context.  Each proxy proposal is subject to evaluation 

individually, based on a consideration of the facts and circumstances that bear on the proposal at the time.  Thus, 

what may ordinarily be a routine matter in most instances, can be an unusual matter in differing circumstances, 

and may therefore require a different approach to voting on the matter for a given company.   

 

GRT may delegate authority to an independent proxy voting agent to perform various proxy voting functions.  At 

the present time, GRT utilizes the services of such a firm to conduct research, make voting recommendations and 

cast ballots with respect to the portfolio securities in GRT’s managed accounts.  The service provider has 

developed a sophisticated methodology for making recommendations on particular voting issues based on its 

analysis of numerous companies and industries over the years.  The service provider continuously refines its 

approach and modifies its recommendations as appropriate in light of changes in the business environment. In 

most instances, votes will be cast in accordance with the service provider’s recommendations.  As importantly 

noted however, GRT may instruct the service provider to vote contrary to, or otherwise differently from, the 

service provider’s recommendation.  In addition to the research and recommendations, the service provider 

performs related record keeping and administrative functions.   
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The current service provider is Risk Metric/Institutional Shareholder Services (―RM/ISS‖).   GRT has adopted the 

proxy voting policies developed by RM/ISS for use at the present time.    RM/ISS proxy voting policies include:   

 

A.  Management Proposals   

Proposals introduced by company management will generally be voted in accordance with management’s 

recommendations on the following types of routine management proposals:  Election of Directors (uncontested),  

Approval of Independent Auditors, Executive Compensation Plans, Routine Corporate Structure, Share Issuance, 

Increases in Capital or Par Value, and Share Repurchase Plans.   

 

B.  Shareholder Proposals   

At times shareholders will submit proposals that generally seek to change some aspect of a company’s corporate 

governance structure or its business operations.  Proxies will generally be voted against proposals motivated by 

political, ethical or social concerns.  Proxies will generally be voted with management in opposition to 

shareholder resolutions which could negatively impact the company’s ability to conduct business, and voted in 

support of the shareholder initiatives concerning the maximization of shareholder value.   

 

C.  Other (Non-Routine) Proposals  

Non-routine proposals, introduced by company management or shareholders, are examined on a case-by-case 

basis.  These are often more complex structural changes to a company such as a reorganization or merger, in 

which a variety of issues are considered including the benefits to shareholders’ existing and future earnings, 

preservation of shareholder value, financial terms of the transaction and the strategic rationale for the proposal.  

The following are examples of proposals that are voted on a case-by-case basis: Reorganizations/Restructurings, 

Amendments to governing documents, Non-Executive Director Compensation Proposals (cash and share based 

components), Increasing Borrowing Powers, and Debt Issuance Requests.   

 

III.  CONFLICTS OF INTEREST   

 

Occasions may arise where the voting of specific proxies may present an actual or perceived conflict of interest 

between GRT, as the investment manager, and its clients.  Hypothetically, potential conflict situations could arise 

where GRT provides administrative or advisory services to a client, such as a hedge fund, and an investor in the 

hedge fund is a company, or a person associated with a company that is soliciting a proxy.  Similarly, GRT may 

use the goods or services or a company, such as a securities broker, that may be soliciting proxies on securities it 

has issued and which are held in client accounts.  In addition, a Managing Director or other investment personnel 

could have a personal or material business relationship with the participants in a proxy contest, or with the 

directors of, or candidates for, a company board.   

 

While there may be potential appearances of conflicts of interest that could conceivably arise, GRT seeks to avoid 

even the appearance of impropriety and believes that it is unlikely that any actual, material conflicts will in fact 

arise.  GRT’s Managing Directors and investment personnel must advise the Proxy Team (described below under 

―Administration‖) and the Proxy Team must advise the Managing Directors, if they are aware of any actual or 

potential conflicts of interest that may exist with regard to how proxies are to be voted in respect of any portfolio 

companies.  The Proxy Team will give no weight to any relationships with those companies or persons soliciting 

proxies and will vote proxies solely on the basis of the best interests of the relevant client account.  Any 

individual at GRT with a potential conflict may not participate in any aspect of GRT’s decision making in 

determining how the subject proxy is voted.   

 

As described above, GRT uses an independent proxy voting service to provide research, voting recommendations 

and other services.  The service provider performs similar services for many other financial institutions in addition 

to GRT.  In doing its analysis and formulating its recommendations, the service provider acts without regard or 

likely knowledge of any specific conflicts that may exist between an issuer and GRT.  Such use of an independent 
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service and reliance on its separate research provides further insulation from, and protection against, any conflicts 

that an issuer and GRT may have.    

 

IV. ADMINISTRATION   

 

A.  Proxy Team   

 

The Managing Directors of GRT have appointed a Proxy Team to be responsible for voting on proposals and to 

manage the proxy voting process and the maintenance of appropriate records.  The Proxy Team has full discretion 

to vote proxies for GRT’s managed accounts and to enlist any outside service provider for assistance.  The Proxy 

Team and the Managing Directors consult from time to time as they deem appropriate to review broad policy 

matters or to determine what action to take on specific proxy proposals.   

 

B.  Record Keeping   

 

GRT maintains the proxy voting records required under applicable regulations:  

 

1. GRT maintains copies of these Proxy Voting Policies.   

2. GRT retains copies of the proxy statements received regarding client securities or may rely on a third 

party to retain copies, or may rely on obtaining copies through the SEC’s EDGAR system. 

3. GRT maintains a record of each vote it casts on behalf of a client, or it may rely on a third party to 

maintain the record. 

4. GRT retains a copy of any document GRT creates that is material to a proxy voting decision it makes or 

that memorializes the basis of the decision. 

5. GRT retains a copy of each written client request for information on how GRT voted proxies on behalf of 

that client.  GRT also keeps a copy of any written response by it to any written or oral request for such 

information.  

      

C.  Disclosure 

GRT will describe its proxy voting policies to its clients in its Form ADV Part II or by similar means.  Clients 

may obtain a copy of these Proxy Voting Policies and/or information on how GRT voted such client’s shares by 

contacting GRT. 

 

 

 

 

Revised: 2008-02-07 
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