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GLOSSARY 
As used in this SAI, the following terms have the meanings listed.  

“Advisor” means Liberty Street Advisors, Inc., the Fund’s investment advisor.  

“Board” means the Board of Trustees of the Trust.  

“CFTC” means Commodities Future Trading Commission.  

“Code” means the Internal Revenue Code of 1986, as amended, and includes the regulations thereunder, IRS 
interpretations and any similar authority upon which the Fund may rely. 

“Fund” means Liberty Street Horizon Fund, a series of the Trust.  

“Independent Trustee” means a Trustee that is not an “interested person” of the Trust as that term is defined in 
Section 2(a)(19) of the 1940 Act.  

“IRS” means the U.S. Internal Revenue Service.  

“Moody’s” means Moody’s Investors Service, Inc.  

“NAV” means net asset value per share.  

“NRSRO” means a nationally recognized statistical rating organization.  

“SAI” means this Statement of Additional Information.  

“SEC” means the U.S. Securities and Exchange Commission.  

“S&P” means Standard & Poor’s, a division of The McGraw-Hill Companies, Inc..  

“Sub-Advisor” means Horizon Asset Management, Inc., the Fund’s sub-advisor.  

“U.S. Government Securities” means obligations issued or guaranteed by the U.S. Government, its agencies or 
instrumentalities.  

“1933 Act” means the Securities Act of 1933, as amended, and includes rules and regulations as promulgated 
thereunder.  

“1934 Act” means the Securities Exchange Act of 1934, as amended, and includes rules and regulations as 
promulgated thereunder.  

“1940 Act” means the Investment Company Act of 1940, as amended, and includes rules and regulations, and SEC 
interpretations and any exemptive order applicable to the Fund or interpretive relief promulgated thereunder.  
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GENERAL INFORMATION 

 

The Trust (formerly, the Claymore Trust) is an open-end management investment company organized as a statutory 
trust under the laws of the State of Delaware on February 15, 2005.  The Trust changed its name to Investment 
Managers Series Trust on December 3, 2007.  The principal offices of the Trust are located at 803 West Michigan 
Street, Milwaukee, Wisconsin 53233.  This SAI relates only to the Fund and not to the other series of the Trust.   

The Fund intends to commence operations on or about October 12, 2009, the date of the acquisition of the assets and 
liabilities of Liberty Street Horizon Fund, a series of the Forum Funds Trust (the “Predecessor Fund”).  As of the 
date of the acquisition, all of the holders of issued and outstanding Class A, Class C and Institutional Class shares of 
the Predecessor Fund will receive Class A, Class C and Institutional Class, as applicable, of the Fund.  The Fund has 
the same investment objective, policies and strategies as the Predecessor Fund.  As compared to the Fund, the 
Predecessor Fund had a different board of trustees and some different service providers.  The Fund’s fiscal year end 
is April 30, the same as the Predecessor Fund’s fiscal year end.  The Fund is classified as non-diversified for 
purposes of the 1940 Act.   

Liberty Street Advisors, Inc. serves as the Fund's investment advisor. The principal offices of the Advisor are 
located 125 Maiden Lane, 6th Floor, New York, NY 10038.  Horizon Asset Management, Inc. serves as the Fund's 
sub-advisor. The principal offices of the Sub-Advisor are located 470 Park Avenue South, 4th Floor South, New 
York, NY 10016. 

The authorized capitalization of the Trust consists of an unlimited number of shares of beneficial interest ("shares"), 
par value $0.01 per share, which can be divided into series, such as the Fund, and further sub-divided into classes. 
Each share represents an equal proportionate interest in the assets of the series with each other share in such series 
and no interest in any other series. No series is subject to the liabilities of any other series. The Trust’s Amended and 
Restated Agreement and Declaration of Trust (the “Declaration of Trust”) provides that shareholders are not liable 
for any liabilities of the Trust or any of its series, requires the Board of Trustees of the Trust (the "Board of 
Trustees" or the "Board") to use its best efforts to include a clause to that effect in every agreement entered into by 
the Trust or any of its series, and indemnifies shareholders against any such liability. 

The Fund currently offers three classes of shares: A Shares, C Shares and Institutional Shares. Other classes may be 
established from time to time in accordance with the provisions of the Declaration of Trust. Each class of shares of 
the Fund generally is identical in all respects to the other classes of the Fund except that each class of shares is 
subject to its own sales charge schedule and its own distribution and service expenses. Each class of shares also has 
exclusive voting rights with respect to its distribution and shareholder service fees. 

Shares of the Trust entitle their holders to one vote per share; however, separate votes are taken by each series on 
matters affecting an individual series and separate votes are taken by each class on matters affecting an individual 
class of shares. For example, a change in investment policy for a series would be voted upon by shareholders of only 
the series involved and a change in the distribution or service fee for a class of a series would be voted upon by 
shareholders of only the class of such series involved. Except as otherwise described in the Prospectus or herein, 
shares of the Fund do not have cumulative voting rights, preemptive rights or any conversion, subscription or 
exchange rights. 

The Trust does not contemplate holding regular meetings of shareholders to elect Trustees or otherwise. However, 
the holders of 10% or more of the outstanding shares may, by written request, require a meeting to consider the 
removal of Trustees by a vote of two-thirds of the shares of each series then outstanding cast in person or by proxy 
at such meeting. The Fund will assist such holders in communicating with other shareholders of the Fund to the 
extent required by the 1940 Act, or rules or regulations promulgated by the SEC. 

In the event of liquidation, each of the shares of the Fund is entitled to its portion of all of the Fund’s net assets after 
all debts and expenses of the Fund have been paid. The liquidation proceeds to holders of classes of shares with 
higher distribution fees and shareholder service fees are likely to be less than the liquidation proceeds to holders of 
classes of shares with lower distribution fees and shareholder service fees. 
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The Board of Trustees may amend the Declaration of Trust in any manner without shareholder approval, except that 
the Board of Trustees may not adopt any amendment adversely affecting the rights of shareholders without approval 
by a majority of the affected shares outstanding and entitled to vote (or such higher vote as may be required by the 
1940 Act or other applicable law) and except that the Board of Trustees cannot amend the Declaration of Trust to 
impose any liability on shareholders, make any assessment on shares or impose liabilities on one or more of the 
Trustees without approval from each affected shareholder or Trustee, as the case may be. 

Statements contained in this SAI as to the contents of any contract or other document referred to are not necessarily 
complete, and, in each instance, reference is made to the copy of such contract or other document filed as an exhibit 
to the Registration Statement of which this SAI forms a part, each such statement being qualified in all respects by 
such reference. 

INVESTMENT POLICIES AND RISKS 
 
Descriptions in this SAI of a particular investment practice or technique in which the Fund may engage are meant to 
describe the spectrum of investments that the Sub-Advisor in its discretion might, but is not required to, use in 
managing the Fund’s portfolio assets. The Sub-Advisor may in its discretion at any time employ such practice, 
technique or instrument for the Fund.  Furthermore, it is possible that certain types of financial instruments or 
investment techniques described herein may not be available, permissible, economically feasible or effective for 
their intended purposes in all markets. Certain practices, techniques or instruments may not be principal activities of 
the Fund, but, to the extent employed, could from time to time have a material impact on the Fund’s performance. 

The equity and debt capital markets in the United States and internationally have experienced unprecedented 
volatility.  This financial crisis has caused a significant decline in the value and liquidity of many securities.  These 
market conditions may continue or get worse.  Because the situation is unprecedented and widespread, it may be 
unusually difficult to identify both risks and opportunities using past models of the interplay of market forces, or to 
predict the duration of these events. 

Common and Preferred Stock 

General. The Fund may invest in common stock. Common stock represents an equity (ownership) interest in a 
company, and usually possesses voting rights and earns dividends. Dividends on common stock are not fixed but are 
declared at the discretion of the issuer. Common stock generally represents the riskiest investment in a company. In 
addition, common stock generally has the greatest appreciation and depreciation potential because increases and 
decreases in earnings are usually reflected in a company’s common stock price.  

The Fund may invest in preferred stock. Preferred stock is a class of stock having a preference over common stock 
as to the payment of dividends or the recovery of investment should a company be liquidated, or both, although 
preferred stock is usually junior to the debt securities of the issuer. Preferred stock typically does not possess voting 
rights and its market value may change based on changes in interest rates.  

Risks. The fundamental risk of investing in common and preferred stock is the risk that the value of the stock might 
decrease. Stock values fluctuate in response to the activities of an individual company or in response to general 
market and/or economic conditions. Historically, common stocks have provided greater long-term returns and have 
entailed greater short-term risks than preferred stocks, fixed income securities and money market investments. The 
market value of all securities, including common and preferred stocks, is based upon the market’s perception of 
value and not necessarily the book value of an issuer or other objective measures of a company’s worth. If you 
invest in the Fund, you should be willing to accept the risks of the stock market and should consider an investment 
in the Fund only as a part of your overall investment portfolio.  
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Convertible Securities  

General. The Fund may invest in convertible securities. Convertible securities include debt securities, preferred 
stock or other securities that may be converted into or exchanged for a given amount of common stock of the same 
or a different issuer during a specified period and at a specified price in the future. A convertible security entitles the 
holder to receive interest on debt or the dividend on preferred stock until the convertible security matures or is 
redeemed, converted or exchanged.  

Convertible securities rank senior to common stock in a company’s capital structure but are usually subordinated to 
comparable nonconvertible securities. Convertible securities have unique investment characteristics in that they 
generally: (1) have higher yields than the underlying common stocks, but lower yields than comparable non-
convertible securities; (2) are less subject to fluctuation in value than the underlying common stocks since they have 
fixed income characteristics; and (3) provide the potential for capital appreciation if the market price of the 
underlying common stock increases.  

A convertible security may be subject to redemption at the option of the issuer at a price established in the 
convertible security’s governing instrument. If a convertible security is called for redemption, the Fund will be 
required to permit the issuer to redeem the security, convert it into the underlying common stock or sell it to a third 
party.  

The Fund’s investments in convertible and other debt securities are subject to the credit risk relating to the financial 
condition of the issuers of the securities that the Fund holds.  To limit credit risk, the Fund may only invest in: (1) 
convertible and other debt securities that are rated “Baa” or higher by Moody’s or “BBB” or higher by S&P at the 
time of purchase; and (2) preferred stock rated “baa” or higher by Moody’s or “BBB” or higher by S&P at the time 
of purchase.  The Fund may purchase unrated convertible securities if, at the time of purchase, the Advisor believes 
that they are of comparable quality to rated securities that the Fund may purchase.  Unrated securities may not be as 
actively traded as rated securities. 

Security Ratings Information. Moody’s, S&P and other NRSROs are private services that provide ratings of the 
credit quality of debt obligations, including convertible securities. A description of the range of ratings assigned to 
various types of bonds and other securities by several NRSROs is included in Appendix A to this SAI. The Fund 
may use these ratings to determine whether to purchase, sell or hold a security. Ratings are general and are not 
absolute standards of quality. Securities with the same maturity, interest rate and rating may have different market 
prices. To the extent that the ratings given by an NRSRO may change as a result of changes in such organizations or 
their rating systems, the Sub-Advisor will attempt to substitute comparable ratings. Credit ratings attempt to evaluate 
the safety of principal and interest payments and do not evaluate the risks of fluctuations in market value.  The rating 
of an issuer is a rating agency’s view of potential developments related to the issuer and may not necessarily reflect 
actual outcomes. Also, rating agencies may fail to make timely changes in credit ratings. An issuer’s current 
financial condition may be better or worse than a rating indicates.  

A Fund may retain securities whose rating has been lowered below the lowest permissible rating category (or that 
are unrated and determined by the Sub-Advisor to be of comparable quality to securities whose rating has been 
lowered below the lowest permissible rating category) if the Sub-Advisor determines that retaining such security is 
in the best interests of the Fund. Because a downgrade often results in a reduction in the market price of the security, 
the sale of a downgraded security may result in a loss.  

Risks. Investment in convertible securities generally entails less risk than an investment in the issuer’s common 
stock. The price of a convertible security may reflect variations in the price of the underlying common stock in a 
way that nonconvertible debt does not. The extent to which such risk is reduced, however, depends in large measure 
upon the degree to which the convertible security sells above its value as a fixed income security.  
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Warrants and Rights  

General. The Fund may invest in warrants and rights. Warrants are securities, typically issued with preferred stock 
or bonds, that give the holder the right to purchase a given number of shares of common stock at a specified price 
and time. The price of the warrant usually represents a premium over the applicable market value of the common 
stock at the time of the warrant’s issuance. Warrants have no voting rights with respect to the common stock, receive 
no dividends and have no rights with respect to the assets of the issuer. A stock right is an option given to a 
shareholder to buy additional shares at a predetermined price during a specified time.  

Risks. Investments in warrants and rights involve certain risks, including the possible lack of a liquid market for the 
resale of the warrants and rights, potential price fluctuations due to adverse market conditions or other factors and 
failure of the price of the common stock to rise. If the warrant is not exercised within the specified time period, it 
becomes worthless.  

Depositary Receipts  

General. The Fund may invest in depositary receipts. A depositary receipt is a receipt for shares of a foreign-based 
company that entitles the holder to distributions on the underlying security. Depositary receipts include sponsored 
and unsponsored American Depositary Receipts (“ADRs”), European Depositary Receipts (“EDRs”) and other 
similar global instruments. ADRs typically are issued by a U.S. bank or trust company, evidence ownership of 
underlying securities issued by a foreign company, and are designed for use in U.S. securities markets. EDRs 
(sometimes called Continental Depositary Receipts) are receipts issued by a European financial institution 
evidencing an arrangement similar to that of ADRs, and are designed for use in European securities markets.  

Risks. Unsponsored depositary receipts are created without the participation of the foreign issuer. Holders of these 
receipts generally bear all the costs of the depositary receipt facility, whereas foreign issuers typically bear certain 
costs of a sponsored depositary receipt. The bank or trust company depositary of an unsponsored depositary receipt 
may be under no obligation to distribute shareholder communications received from the foreign issuer or to pass 
through voting rights. Accordingly, available information concerning the issuer may not be current and the prices of 
unsponsored depositary receipts may be more volatile than the prices of sponsored depositary receipts.   

Non-Publicly Traded Securities and Private Placements  

The Fund may invest in securities that are neither listed on a stock exchange nor traded over-the-counter, including 
privately placed securities and limited partnerships. Investing in unregistered or unlisted securities, including 
investments in new and early stage companies, may involve a high degree of business and financial risk that can 
result in substantial losses. As a result of the absence of a public trading market for these securities, they may be less 
liquid than publicly traded securities. Although these securities may be resold in privately negotiated transactions, 
the prices realized from these sales could be less than those originally paid by the Fund, or less than what may be 
considered the fair value of such securities. Furthermore, companies whose securities are not publicly traded may 
not be subject to the disclosure and other investor protection requirements that would be applicable if their securities 
were publicly traded. If such securities are required to be registered under the securities laws of one or more 
jurisdictions before being resold, the Fund may be required to bear the expense of registration. Investments by the 
Fund in non-publicly traded securities and private placements may be limited to the Fund's prohibition on investing 
more than 15% of its net assets in illiquid securities.  

Distressed Investments  

The Fund may invest in securities of companies that are in financial distress (i.e., involved in bankruptcy or 
reorganization proceedings). These securities may include, among other things, senior or subordinated fixed income 
securities, common stock, preferred stock, warrants and other kinds of indebtedness. There can be no assurance that 
the Fund will correctly evaluate all the factors that could affect the outcome of an investment in these types of 
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securities. Financially distressed securities involve considerable risk that can result in substantial or even total loss 
of the Fund’s investment. It is often difficult to obtain information as to the true condition of financially distressed 
securities. These securities are often subject to litigation among the participants in the bankruptcy or reorganization 
proceedings. Such investments may also be adversely affected by federal and state laws relating to, among other 
things, fraudulent transfers and other voidable transfers or payments, lender liability and a bankruptcy court’s power 
to disallow, reduce, subordinate or disenfranchise particular claims. These and other factors contribute to above-
average price volatility and abrupt and erratic movements of the market prices of these securities. In addition, the 
spread between the bid and asked prices of such securities may be greater than normally expected and it may take a 
number of years for the market price of such securities to reflect their intrinsic value.  

Securities of financially troubled companies require active monitoring and may, at times, require participation in 
bankruptcy or reorganization proceedings by Horizon. To the extent that Horizon becomes involved in such 
proceedings, Horizon may have a more active participation in the affairs of the issuer than that assumed generally by 
a shareholder, and such participation may generate higher legal fees and other transaction costs relating to the 
investment than would normally be the case.  

In bankruptcy and other forms of corporate reorganization, there exists the risk that the reorganization will: (1) be 
unsuccessful (due to, for example, failure to obtain the necessary approvals); (2) be delayed (for example, until 
various liabilities, actual or contingent, have been satisfied); or (3) result in a distribution of cash or a new security 
the value of which will be less than the purchase price of the security in respect to which such distribution was 
made.  

Foreign Securities  

The Fund may invest in foreign securities. Investments in the securities of foreign issuers may involve risks in 
addition to those normally associated with investments in the securities of U.S. issuers. All foreign investments are 
subject to risks of: (1) foreign political and economic instability; (2) adverse movements in foreign exchange rates; 
(3) the imposition or tightening of exchange controls or other limitations on repatriation of foreign capital; and 
(4) changes in foreign governmental attitudes towards private investment, including potential nationalization, 
increased taxation or confiscation of the Fund’s assets. The Fund may invest in non-U.S. dollar denominated 
securities including debt obligations denominated in foreign or composite currencies (such as the European 
Currency Unit) issued by (1) foreign national, provincial, or state governments or their political subdivisions; 
(2) international organizations designated or supported by governmental entities (e.g., the World Bank and the 
European Community); (3) non-dollar securities issued by the U.S. Government; and (4) foreign corporations.  

In addition, interest and dividends payable on foreign securities may be subject to foreign withholding taxes, thereby 
reducing the income available for distribution to you. Some foreign brokerage commissions and custody fees are 
higher than those in the United States. Foreign accounting, auditing and financial reporting standards differ from 
those in the United States and therefore, less information may be available about foreign companies than is available 
about issuers of comparable U.S. companies. Foreign securities also may trade less frequently and with lower 
volume and may exhibit greater price volatility than U.S. securities.  

Changes in foreign exchange rates will affect the U.S. dollar value of all foreign currency-denominated securities 
held by the Fund. Exchange rates are influenced generally by the forces of supply and demand in the foreign 
currency markets and by numerous other political and economic events occurring outside the United States, many of 
which may be difficult, if not impossible, to predict.  

Income from foreign securities will be received and realized in foreign currencies and the Fund is required to 
compute and distribute income in U.S. dollars. Accordingly, a decline in the value of a particular foreign currency 
against the U.S. dollar after the Fund’s income has been earned and computed in U.S. dollars may require the Fund 
to liquidate portfolio securities to acquire sufficient U.S. dollars to make a distribution. Similarly, if the exchange 
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rate declines between the time the Fund incurs expenses in U.S. dollars and the time such expenses are paid, the 
Fund may be required to liquidate additional foreign securities to purchase the U.S. dollars required to meet such 
expenses.  

Custody Risk.  Custody risk refers to the risks in the process of clearing and settling trades and to the holding of 
securities by local banks, agents and depositories. Acquiring, holding and transferring interests in securities by 
book-entry through any security intermediary is subject to the laws and contractual provisions governing the 
relationship with the intermediary, as well as the laws and contractual provisions governing the relationship with the 
intermediary, as well as the laws and contractual provisions governing the relationship between such intermediary 
and each other intermediary, if any, standing between themselves and the individual security. 

Low trading volumes and volatile prices in less developed markets make trades harder to complete and settle. Local 
agents are held only to the standards of care in the local markets.  Governments or trade groups may compel local 
agents to hold securities in designated depositories that are not subject to independent evaluation. The less 
developed a country's securities market is, the greater the likelihood of custody problems. 

Fixed Income Securities  

U.S. Government Securities. The Fund may invest in U.S. Government Securities. U.S. Government Securities 
include securities issued by the U.S. Treasury and by U.S. Government agencies and instrumentalities. U.S. 
Government Securities may be supported by the full faith and credit of the United States (such as mortgage-backed 
securities and certificates of the Government National Mortgage Association and securities of the Small Business 
Administration); by the right of the issuer to borrow from the U.S. Treasury (for example, Federal Home Loan Bank 
securities); by the discretionary authority of the U.S. Treasury to lend to the issuer (for example, Fannie Mae 
(formerly the Federal National Mortgage Association (“FNMA”) securities); or solely by the creditworthiness of the 
issuer (for example, Federal Home Loan Mortgage Corporation (“FHLMC”) securities).  

As of September 7, 2008, the Federal Housing Finance Agency (“FHFA”) was appointed as the conservator of 
Federal Home Loan Mortgage Corporation (“FHLMC”) and Federal National Mortgage Association (“FNMA”) for 
an indefinite period.  In accordance with the Federal Housing Finance Regulatory Reform Act of 2008 and the 
Federal Housing Enterprises Financial Safety and Soundness Act of 1992, as conservator, the FHFA will control and 
oversee these entities until the FHFA deems them financially sound and solvent.  During the conservatorship, each 
entity's obligations are expected to be paid in the normal course of business.  Although no express guarantee exists 
for the debt or mortgage-backed securities issued by these entities, the U.S. Department of Treasury, through a 
secured lending credit facility and a senior preferred stock purchase agreement, has attempted to enhance the ability 
of the entities to meet their obligations.   

Holders of U.S. Government Securities not backed by the full faith and credit of the United States must look 
principally to the agency or instrumentality issuing the obligation for repayment and may not be able to assert a 
claim against the United States in the event that the agency or instrumentality does not meet its commitment. No 
assurance can be given that the U.S. Government would provide support if it were not obligated to do so by law. 
Neither the U.S. Government nor any of its agencies or instrumentalities guarantees the market value of the 
securities they issue.  

Corporate Debt Obligations. The Fund may invest in corporate debt obligations. Corporate debt obligations 
include corporate bonds, debentures, notes, commercial paper and other similar corporate debt instruments. These 
instruments are used by companies to borrow money from investors. The issuer pays the investor a fixed or variable 
rate of interest and must repay the amount borrowed at maturity. Commercial paper (short-term unsecured 
promissory notes) is issued by companies to finance their current obligations and normally has a maturity of less 
than 9 months. The Fund may also invest in corporate fixed income securities registered and sold in the U.S. by 
foreign issuers (Yankee bonds) and those sold outside the U.S. by foreign or U.S. issuers (Eurobonds).  
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Non-investment grade securities. The Fund may invest in non-investment grade securities. Non-investment grade 
securities (commonly called “junk bonds” or “high yield bonds”) often are considered to be speculative and involve 
greater risk of default or price change due to changes in the issuer’s creditworthiness or changes in economic 
conditions. The market prices of these securities will fluctuate over time, may sometimes fluctuate more than higher 
quality securities and may decline significantly in periods of general economic difficulty, which may follow periods 
of rising interest rates. The market for lower quality securities may be less liquid than the market for securities of 
higher quality. Furthermore, the liquidity of lower quality securities may be affected by the market’s perception of 
their credit quality. Therefore, judgment may at times play a greater role in valuing these securities than in the case 
of higher quality securities, and it also may be more difficult during certain adverse market conditions to sell lower 
quality securities at their fair value to meet redemption requests or to respond to changes in the market.  

Interest Rate and Economic Risk. As with all debt securities, the market prices of high yield securities tend to 
decrease when interest rates rise and increase when interest rates fall. The prices of high yield securities also will 
fluctuate greatly during periods of economic uncertainty and changes resulting in changes in the Fund’s net asset 
value. During these periods, some highly leveraged high yield securities issuers may experience a higher incidence 
of default due to their inability to meet, projected business goals, to make principal and interest payments or to 
obtain additional financing. In addition, the Fund may need to replace or sell a junk bond that it owns at unfavorable 
prices or returns. Accordingly, those high yield securities held by the Fund may affect its net asset value and 
performance adversely during such times.  

In a declining interest rate market, if an issuer of a high-yield security containing a redemption or call provision 
exercises either provision, the Fund would have to replace the security, which could result in a decreased return for 
shareholders. Conversely, if the Fund experiences unexpected net redemptions in a rising interest rate market, it 
might be forced to sell certain securities, regardless of investment merit. While it is impossible to protect entirely 
against this risk, diversification of the Fund’s investment portfolio and the Sub-Advisor’s careful analysis of 
prospective investment portfolio securities should minimize the impact of a decrease in value of a particular security 
or group of securities in the Fund’s investment portfolio.  

Securities Ratings and Credit Risk. Securities ratings are based largely on the issuer’s historical financial 
information and the rating agencies’ investment analysis at the time of rating. Credit ratings usually evaluate the 
safety of principal and interest payment of debt securities, such as high yield securities, but may not reflect the true 
risks of an investment in such securities. A reduction in an issuer’s credit rating may cause that issuer’s high yield 
securities to decrease in market value. Also, credit rating agencies may fail to change the credit ratings to reflect 
subsequent events. Consequently, the rating assigned to any particular security is not necessarily a reflection of the 
issuer’s current financial condition, which may be better or worse than the rating would indicate.  

The Sub-Advisor continually monitors the investments in its respective investment portfolio and carefully evaluates 
whether to dispose of or retain high yield securities whose credit ratings have changed. The Sub-Advisor primarily 
relies on its own credit analysis, including a study of existing debt, capital structure, ability to service debt and pay 
dividends, sensitivity to economic conditions and other factors in its determination.  

Liquidity Risk and Valuation. The market for high yield securities tends to be less active and primarily dominated 
by institutional investors compared to the market for high-quality debt securities. During periods of economic 
uncertainty or adverse economic changes, the market may be further restricted. Under these conditions, the Fund 
may have to dispose of its high yield securities at unfavorable prices or below fair market value. In addition, during 
such times, reliable objective information may be limited or unavailable and negative publicity may adversely affect 
the public’s perception of the junk bond market. The Board, the Advisor, or the Sub-Advisor may have difficulty 
assessing the value of high yield securities during these times. Consequently, any of these factors may reduce the 
market value of high yield securities held by the Fund.  

Other Fixed Income Securities. The Fund many invest in short-term money market instruments issued in the 
United States or abroad, denominated in U.S. dollars or any foreign currency. Short-term money market instruments 
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include repurchase agreements, short-term fixed or variable rate certificates of deposit, time deposits with a maturity 
no greater than 180 days, bankers’ acceptances, commercial paper rated A-1 by S&P or Prime-1 by Moody’s or 
similar other money market securities. Certificates of deposit represent an institution’s obligation to repay funds 
deposited with it that earn a specified interest rate over a given period. Bankers’ acceptances are negotiable 
obligations of a bank to pay a draft, which has been drawn by a customer, and are usually backed by goods in 
international trade. Time deposits are non-negotiable deposits with a banking institution that earn a specified interest 
rate over a given period. Certificates of deposit and time deposits generally may be withdrawn on demand by the 
Fund but may be subject to early withdrawal penalties that could reduce the Fund’s performance.  

The Fund may also invest in other high quality fixed income securities denominated in U.S. dollars, any foreign 
currency or in a multi-national currency unit (e.g., the European Currency Unit).  

Additional Risks of Fixed Income Securities 

General. The market value of the interest-bearing fixed income securities held by the Fund will be affected by 
changes in interest rates. There is normally an inverse relationship between the market value of securities sensitive 
to prevailing interest rates and actual changes in interest rates. The longer the remaining maturity (and duration) of a 
security, the more sensitive the security is to changes in interest rates. All fixed income securities, including U.S. 
Government Securities, can change in value when there is a change in interest rates. Changes in the ability of an 
issuer to make payments of interest and principal and in the markets’ perception of an issuer’s creditworthiness will 
also affect the market value of that issuer’s fixed income securities. As a result, an investment in the Fund is subject 
to risk even if all fixed income securities in the Fund’s investment portfolio are paid in full at maturity. In addition, 
certain fixed income securities may be subject to extension risk, which refers to the change in total return on a 
security resulting from an extension or abbreviation of the security’s maturity.  

Yields on fixed income securities are dependent on a variety of factors, including the general conditions of the fixed 
income securities markets, the size of a particular offering, the maturity of the obligation and the rating of the issue. 
Under normal conditions, fixed income securities with longer maturities tend to offer higher yields and are generally 
subject to greater price movements than obligations with shorter maturities.  

The issuers of fixed income securities are subject to the provisions of bankruptcy, insolvency and other laws 
affecting the rights and remedies of creditors that may restrict the ability of the issuer to pay, when due, the principal 
of and interest on its fixed income securities. Bankruptcy, litigation or other conditions may impair an issuer’s 
ability to pay, when due, the principal of and interest on its fixed income securities.  

Credit. The Fund’s investment in fixed income securities is subject to the credit risk relating to the financial 
condition of the issuers of the securities that the Fund holds. The Fund may invest in high yield securities that 
provide poor protection for payment of principal and interest but may have greater potential for interest income and 
capital appreciation than do higher quality securities. These securities also have greater risk of default or price 
changes due to changes in the issuers’ creditworthiness than do higher quality securities. The market for these 
securities may be thinner and less active than that for higher quality securities, which may affect the price at which 
the lower rated securities can be sold. In addition, the market prices of these securities may fluctuate more than the 
market prices of higher quality securities and may decline significantly in periods of general economic difficulty or 
rising interest rates. Under such conditions, a Fund may have to use subjective rather than objective criteria to value 
its high yield/high risk securities investments accurately. 

The Sub-Advisor may use NRSRO ratings to determine whether to purchase, sell or hold a security. Ratings are not, 
however, absolute standards of quality. Credit ratings attempt to evaluate the safety of principal and interest 
payments and do not evaluate the risks of fluctuations in market value. Consequently, similar securities with the 
same rating may have different market prices. In addition, rating agencies may fail to make timely changes in credit 
ratings and the issuer’s current financial condition may be better or worse than a rating indicates.  
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The Fund may retain a security that ceases to be rated or whose rating has been lowered below the Fund’s lowest 
permissible rating category if the Sub-Advisor determines that retaining the security is in the best interests of the 
Fund. Because a downgrade often results in a reduction in the market price of the security, sale of a downgraded 
security may result in a loss. The Fund’s investment in fixed income securities is subject to the credit risk relating to 
the financial condition of the issuers of the securities that the Fund holds.  

Moody’s, S&P and other NRSROs are private services that provide ratings of the credit quality of debt obligations, 
including convertible securities. A description of the range of ratings assigned to various types of bonds and other 
securities by several NRSROs is included in Appendix A to this SAI. The Sub-Advisor may use these ratings to 
determine whether to purchase, sell or hold a security. Ratings are general and are not absolute standards of quality. 
Securities with the same maturity, interest rate and rating may have different market prices. If an issue of securities 
ceases to be rated or if its rating is reduced after it is purchased by the Fund, the Sub-Advisor will determine 
whether the Fund should continue to hold the obligation. Credit ratings attempt to evaluate the safety of principal 
and interest payments and do not evaluate the risks of fluctuations in market value.  The rating of an issuer is a 
rating agency’s view of potential developments related to the issuer and may not necessarily reflect actual outcomes. 
Also, rating agencies may fail to make timely changes in credit ratings. An issuer’s current financial condition may 
be better or worse than a rating indicates.  

Foreign Securities Risks. To the extent that the Fund invests in fixed income securities of companies located 
outside the United States, see the risks related to foreign securities set forth in the section entitled “Foreign 
Securities” above.  

Illiquid and Restricted Securities  

General. The Funds may invest in illiquid securities (i.e., securities that are not readily marketable). For purposes of 
this restriction, illiquid securities include, but are not limited to, restricted securities (securities the disposition of 
which is restricted under the federal securities laws), securities that may only be resold pursuant to Rule 144A under 
the 1933 Act, but that are deemed to be illiquid; and repurchase agreements with maturities in excess of seven days. 
However, a Fund will not acquire illiquid securities if, as a result, such securities would comprise more than 15% of 
the value of the Fund's net assets. 

Restricted securities may be sold only in privately negotiated transactions or in a public offering with respect to 
which a registration statement is in effect under the 1933 Act. Where registration is required, a Fund may be 
obligated to pay all or part of the registration expenses and a considerable period may elapse between the time of the 
decision to sell and the time the Fund may be permitted to sell a security under an effective registration statement. If, 
during such a period, adverse market conditions were to develop, the Fund might obtain a less favorable price than 
that which prevailed when it decided to sell. 

Risks. Certain risks are associated with holding illiquid and restricted securities. Limitations on resale may have an 
adverse effect on the marketability of a security and the Fund might also have to register a restricted security in 
order to dispose of it, resulting in expense and delay. The Fund might not be able to dispose of illiquid securities 
promptly or at reasonable prices and might thereby experience difficulty satisfying redemption requests. There can 
be no assurance that a liquid market will exist for any security at any particular time. Any security, including 
securities determined by the Sub-Advisor to be liquid, can become illiquid.  

Determination of Liquidity. The Board of Trustees or its delegate has the ultimate authority to determine, to the 
extent permissible under the federal securities laws, which securities are liquid or illiquid for purposes of this 15% 
limitation. The Board of Trustees has delegated to the Advisor the day-to-day determination of the illiquidity of any 
security held by the Fund, although it has retained oversight and ultimate responsibility for such determinations. The 
Advisor oversees the Sub-Advisor in determining and monitoring the liquidity of the portfolio securities and reports 
periodically on its decisions to the Board  Although no definitive liquidity criteria are used, the Sub-Advisor, subject 
to the Advisor’s supervision, to look to such factors as (a) frequency of trading and availability of quotations; (b) the 
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number of dealers willing to purchase or sell the security and the availability of buyers; (c) the willingness of dealers 
to be market makers in the security; and (d) the nature of trading activity including (i) the time needed to dispose of 
a position or part of a position and (ii) offer and solicitation methods. 

Illiquid securities will usually be priced at fair value as determined in good faith by the Board of Trustees or its 
delegate.  If, through the appreciation of illiquid securities or the depreciation of liquid securities, a Fund should be 
in a position where more than 15% of the value of its net assets is invested in illiquid securities, including restricted 
securities which are not readily marketable, the Fund will take such steps as is deemed advisable, if any, to protect 
liquidity. 

Options and Futures  

General. The Fund may purchase or write put and call options: (1) for investment purposes to enhance the Fund’s 
performance; or (2) to hedge against a decline in the value of securities owned by the Fund or an increase in the 
price of securities that the Fund plans to purchase or in order to offset the effects of general stock market 
movements.  

Specifically, the Fund may purchase or write options on securities in which it may invest or on market indices based 
in whole or in part on such securities. Options purchased or written by the Fund may be traded on an exchange or 
over-the-counter.  

Options are considered to be derivatives. Use of these instruments is subject to regulation by the SEC, the options 
and futures exchanges on which futures and options are traded or by the CFTC. No assurance can be given that any 
hedging or income strategy will achieve its intended result.  

If the Fund will be financially exposed to another party due to its investments in options, the Fund will maintain 
either: (1) offsetting (“covered”) positions; or (2) cash, receivables and liquid debt securities with a value sufficient 
at all times to cover its potential obligations. Offsetting covered positions may include holding the underlying 
securities or holding other offsetting liquid securities believed likely to replicate substantially the movement of the 
option investment. Offsetting covered positions also may include an offsetting option. The Fund will comply with 
SEC guidelines with respect to coverage of these strategies and, if the guidelines require, will set aside cash, liquid 
securities and other permissible assets (“Segregated Assets”). Segregated Assets cannot be sold or closed out while 
the hedging strategy is outstanding, unless the Segregated Assets are replaced with similar assets. As a result, there 
is a possibility that the use of cover or segregation involving a large percentage of the Fund’s assets could impede 
portfolio management or the Fund’s ability to meet redemption requests or other current obligations.  

The Trust, on behalf of the Fund, has filed a notice with the National Futures Association claiming exclusion from 
the definition of the term “commodity pool operator” under the Commodity Exchange Act (the “CEA”) and 
therefore the Fund is not subject to registration or regulation as a pool operator under the CEA.  

Options on Securities. A call option is a contract under which the purchaser of the call option, in return for a 
premium paid, has the right to buy the security (or index) underlying the option at a specified price at any time 
during the term of the option. The writer of the call option, who receives the premium, has the obligation upon 
exercise of the option to deliver the underlying security against payment of the exercise price. A put option gives its 
purchaser, in return for a premium, the right to sell the underlying security at a specified price during the term of the 
option. The writer of the put, who receives the premium, has the obligation to buy, upon exercise of the option, the 
underlying security (or a cash amount equal to the value of the index) at the exercise price. The amount of a 
premium received or paid for an option is based upon certain factors including the market price of the underlying 
security, the relationship of the exercise price to the market price, the historical price volatility of the underlying 
security, the option period and interest rates.  
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Options on Indices. An index assigns relative values to the securities included in the index, and the index fluctuates 
with changes in the market values of the securities included in the index. Index cash options operate in the same way 
as the more traditional options on securities except that index options are settled exclusively in cash and do not 
involve delivery of securities. An index cash option involves the delivery of cash equal to the difference between the 
exercise price and the closing price of the index.  

Risks. There are certain investment risks associated with options transactions. These risks include: (1) dependence 
on the Sub-Advisor’s ability to predict movements in the prices of individual securities and fluctuations in the 
general securities markets; (2) imperfect correlation between movements in the prices of options and movements in 
the price of the securities (or indices) hedged or used for cover which may cause a given hedge not to achieve its 
objective; (3) the fact that the skills and techniques needed to trade these instruments are different from those needed 
to select the securities in which the Fund invests; and (4) lack of assurance that a liquid secondary market will exist 
for any particular instrument at any particular time, which, among other things, may hinder the Fund’s ability to 
limit exposures by closing its positions.  

Other risks include the inability of the Fund, as the writer of covered call options, to benefit from any appreciation 
of the underlying securities above the exercise price, and the possible loss of the entire premium paid for options 
purchased by the Fund. There is no assurance that a counterparty in an over-the-counter option transaction will be 
able to perform its obligations.  

Futures Contracts. The Fund may buy and sell stock index futures contracts traded on domestic stock exchanges to 
hedge the value of its portfolio against changes in market conditions. A stock index futures contract is an agreement 
between two parties to take or make delivery of an amount of cash equal to a specified dollar amount, multiplied by 
the difference between the stock index value at the close of the last trading day of the contract and the price at which 
the futures contract is originally struck. A stock index futures contract does not involve the physical delivery of the 
underlying stocks in the index. Although stock index futures contracts call for the actual taking or delivery of cash, 
in most cases the Fund expects to liquidate its stock index futures positions through offsetting transactions, which 
may result in a gain or a loss, before cash settlement is required.  

The Fund will incur brokerage fees when it purchases and sells stock index futures contracts, and at the time the 
Fund purchases or sells a stock index futures contract, it must make a good faith deposit known as the “initial 
margin.” Thereafter, the Fund may need to make subsequent deposits, known as “variation margin,” to reflect 
changes in the level of the stock index. The Fund may buy or sell a stock index futures contract so long as the sum 
of the amount of margin deposits on open positions with respect to all stock index futures contracts does not exceed 
5% of the Fund’s net assets.  

To the extent the Fund enters into a stock index futures contract, it will segregate assets with its custodian bank (to 
the extent required by the rules of the SEC) to cover its obligations. Such assets may consist of cash, cash 
equivalents or high quality debt securities from its portfolio in an amount equal to the difference between the 
fluctuating market value of such futures contract and the aggregate value of the initial and variation margin 
payments.  

Risks Associated With Futures. Although the Fund may purchase and sell stock index futures contracts to hedge 
against declines in market value of its portfolio securities, the use of these instruments involves certain risks. 
Although stock index futures contracts may be useful in hedging against adverse changes in the value of the Fund’s 
investment securities, they are derivative instruments that are subject to a number of risks. During certain market 
conditions, purchases and sales of stock index futures contracts may not completely offset a decline or rise in the 
value of the Fund’s investments. In the futures markets, it may not always be possible to execute a buy or sell order 
at the desired price, or to close out an open position due to market conditions, limits on open positions and/or daily 
price fluctuations. Changes in the market value of the Fund’s investment securities may differ substantially from the 
changes anticipated by the Fund when it established its hedged positions, and unanticipated price movements in a 
futures contract may result in a loss substantially greater than the Fund’s initial investment in such a contract.  
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Successful use of futures contracts depends upon Horizon’s ability to predict correctly movements in the securities 
markets generally or of a particular segment of a securities market. No assurance can be given that Horizon’s 
judgment in this respect will be correct.  

The CFTC and the various exchanges have established limits referred to as “speculative position limits” on the 
maximum net long or net short position that any person may hold or control in a particular futures contract. Trading 
limits are imposed on the number of contracts that any person may trade on a particular trading day. An exchange 
may order the liquidation of positions found to be in violation of these limits and it may impose sanctions or 
restrictions. These trading and positions limits will not have an adverse impact on the Fund’s strategies for hedging 
its securities.  

Swaps. The Fund may engage in swaps, including, but not limited to, interest rate, currency and equity swaps, and 
the purchase or sale of related caps, floors, collars and other derivative instruments. The Fund expects to enter into 
these transactions to preserve a return or spread on a particular investment or portion of the portfolio’s duration, to 
protect against any increase in the price of securities the Fund anticipates purchasing at a later date, or to gain 
exposure to certain markets in the most economical way possible.  

Interest rate swaps involve the exchange by the Fund with another party of their respective commitments to receive 
or pay interest (e.g., an exchange of fixed rate payments for floating rate payments) with respect to a notional 
amount of principal. Currency swaps involve the exchange of cash flows on a notional amount based on changes in 
the values of referenced currencies.   

The purchase of a cap entitles the purchaser to receive payments on a notional principal amount from the party 
selling the cap to the extent that a specified index exceeds a predetermined interest rate or amount. The purchase of 
an interest rate floor entitles the purchaser to receive payments on a notional principal amount from the party selling 
the floor to the extent that a specified index falls below a predetermined interest rate or amount. A collar is a 
combination of a cap and a floor that preserves a certain return with a predetermined range of interest rates or 
values.  

The use of swaps involves investment techniques and risks different from those associated with ordinary portfolio 
security transactions. If Horizon is incorrect in its forecast of market values, interest rates and other applicable 
factors, the investment performance of the Fund will be less favorable than it would have been if this investment 
technique were never used. Swaps do not involve the delivery of securities or other underlying assets or principal, 
and are subject to counterparty risk. If the other party to a swap defaults and fails to consummate the transaction, the 
Fund’s risk of loss consists of the net amount of interest payments that the Fund is contractually entitled to receive. 
Under IRS rules, any lump sum payment received or due under the notional principal contract must be amortized 
over the life of the contract using the appropriate methodology prescribed by the IRS.  

Equity swaps or other swaps relating to securities or other instruments are based on changes in the value of the 
underlying securities or instruments. For example, an equity swap might involve an exchange of the value of a 
particular security or securities index in a certain notional amount for the value of another security or index or for 
the value of interest on that notional amount at a specified fixed or variable rate. The Fund will only enter into an 
equity swap contract on a net basis, i.e., the two parties’ obligations are netted, with the Fund paying or receiving, as 
the case may be, only the net amount of the payments. Payments under an equity swap contract may be made at the 
conclusion of the contract or periodically during its term.  

If there is a default by the counterparty to a swap contract, the Fund will be limited to contractual remedies pursuant 
to the agreements related to the transaction. There is no assurance that a swap contract counterparty will be able to 
meet its obligations pursuant to the swap contract or that, in the event of a default, the Fund will succeed in pursuing 
contractual remedies. The Fund thus assumes the risk that it may be delayed in or prevented from obtaining 
payments owed to it pursuant to a swap contract. However, the amount at risk is only the net unrealized gain, if any, 
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on the swap, not the entire notional amount. Horizon will closely monitor, subject to the oversight of the Advisor 
and the Board, the creditworthiness of swap counterparties in order to minimize the risk of swaps.  

The net amount of the excess, if any, of the Fund’s obligations over its entitlements with respect to each swap 
contract will be accrued on a daily basis and an amount of segregated assets having an aggregate market value at 
least equal to the accrued excess will be segregated in accordance with SEC positions. To the extent that the Fund 
cannot dispose of a swap in the ordinary course of business within seven days at approximately the value at which 
the Fund has valued the swap, the Fund will treat the swap as illiquid and subject to its overall limit on illiquid 
investments of 15% of the Fund’s net assets.  

Open-End and Closed-End Investment Companies  

General. The Fund may invest in shares of registered and unregistered open-end and closed-end investment companies 
in accordance with the investment restrictions in the 1940 Act. Shares of an exchange traded fund (“ETF”) that has 
received exemptive relief from the SEC to permit other funds to invest in the shares without these limitations are 
excluded from such restrictions. The Fund may invest in money market mutual funds, pending investment of cash 
balances.    

Risks. The Fund, as a shareholder of another investment company, will bear its pro rata portion of the other 
investment company’s advisory fee and other expenses, in addition to its own expenses and will be exposed to the 
investment risks associated with the other investment company. To the extent that the Fund invests in closed-end 
companies that invest primarily in the common stock of companies located outside the United States, see the risks 
related to foreign securities set forth in the section entitled “Foreign Securities Risks” above.  

Exchange-Traded Index Securities. Subject to the limitations on investment in investment company securities and 
its own investment objectives, the Fund may invest in exchange-traded index securities that are currently operational 
and that may be developed in the future. Exchange-traded index securities generally trade on the American Stock 
Exchange or New York Stock Exchange and are subject to the risks of an investment in a broadly based portfolio of 
common stocks, including the risk that the general level of stock prices may decline, thereby adversely affecting the 
value of the investment. These securities generally bear certain operational expenses. To the extent the Fund invests 
in these securities, the Fund must bear these expenses in addition to the expenses of its own operation.  

Exchange-Traded Funds 

General. The Fund may invest in ETFs, which are registered investment companies, partnerships or trusts that are 
bought and sold on a securities exchange. The Fund may also invest in exchange traded notes (“ETN”), which are 
structured debt securities. Whereas ETFs’ liabilities are secured by their portfolio securities, ETNs’ liabilities are 
unsecured general obligations of the issuer. Most ETFs and ETNs are designed to track a particular market segment 
or index. ETFs and ETNs have expenses associated with their operation, typically including with respect to ETFs, 
advisory fees. When the Fund invests in an ETF or ETN, in addition to directly bearing expenses associated with its 
own operations, it will bear its pro rata portion of the ETF’s or ETN’s expenses. 

Risks. The risks of owning an ETF or ETN generally reflect the risks of owning the underlying securities the ETF or 
ETN is designed to track, although the lack of liquidity in an ETF or an ETN could result in it being more volatile 
than the underlying portfolio of securities. In addition, because of ETF or ETN expenses, compared to owning the 
underlying securities directly, it may be more costly to own an ETF or ETN. The value of an ETN security should 
also be expected to fluctuate with the credit rating of the issuer. 

Foreign Currencies Transactions  

General. Investments in foreign companies will usually involve currencies of foreign countries. The Fund may 
temporarily hold funds in bank deposits in foreign currencies during the completion of investment programs. The 
Fund may conduct foreign currency exchange transactions either on a spot (cash) basis at the spot rate prevailing in 
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the foreign exchange market or by entering into a forward foreign currency contract. A forward currency contract 
(“forward contract”) involves an obligation to purchase or sell a specific amount of a specific currency at a future 
date, which may be any fixed number of days (usually less than one year) from the date of the contract agreed upon 
by the parties, at a price set at the time of the contract. Forward contracts are considered “derivatives” — financial 
instruments whose performance is derived, at least in part, from the performance of another asset (such as a security, 
currency or an index of securities). The Fund enters into forward contracts in order to “lock in” the exchange rate 
between the currency it will deliver and the currency it will receive for the duration of the contract. In addition, the 
Fund may enter into forward contracts to hedge against risks arising from securities the Fund owns or anticipates 
purchasing, or the U.S. dollar value of interest and dividends paid on those securities. The Fund does not intend to 
enter into forward contracts on a regular or continuing basis and the Fund will not enter these contracts for 
speculative purposes. The Fund will not have more than 25% of its total assets committed to forward contracts, or 
maintain a net exposure to forward contracts that would obligate the Fund to deliver an amount of foreign currency 
in excess of the value of the Fund’s investment securities or other assets denominated in that currency.  

At or before settlement of a forward currency contract, the Fund may either deliver the currency or terminate its 
contractual obligation to deliver the currency by purchasing an offsetting contract. If the Fund makes delivery of the 
foreign currency at or before the settlement of a forward contract, it may be required to obtain the currency through 
the conversion of assets of the Fund into the currency. The Fund may close out a forward contract obligating it to 
purchase currency by selling an offsetting contract, in which case it will realize a gain or a loss.  

Risks. Foreign currency transactions involve certain costs and risks. The Fund incurs foreign exchange expenses in 
converting assets from one currency to another. Forward contracts involve a risk of loss if the Sub-Advisor is 
inaccurate in its prediction of currency movements. The projection of short-term currency market movements is 
extremely difficult and the successful execution of a short-term hedging strategy is highly uncertain. The precise 
matching of forward contract amounts and the value of the securities involved is generally not possible. 
Accordingly, it may be necessary for the Fund to purchase additional foreign currency if the market value of the 
security is less than the amount of the foreign currency the Fund is obligated to deliver under the forward contract 
and the decision is made to sell the security and make delivery of the foreign currency. The use of forward contracts 
as a hedging technique does not eliminate fluctuations in the prices of the underlying securities the Fund owns or 
intends to acquire, but it does fix a rate of exchange in advance. Although forward contracts can reduce the risk of 
loss due to a decline in the value of the hedged currencies, they also limit any potential gain that might result from 
an increase in the value of the currencies. There is also the risk that the other party to the transaction may fail to 
deliver currency when due which may result in a loss to the Fund.  

Borrowing  

The Fund may borrow money from a bank in amounts up to 33  1/3% of total assets at the time of borrowing. The 
Fund may borrow money from a bank as a temporary measure for extraordinary or emergency purposes or to 
facilitate redemptions. Entering into reverse repurchase agreements and purchasing securities on a when-issued, 
delayed delivery or forward delivery basis are not subject to these limitations. A reverse repurchase agreement is a 
transaction in which the Fund sells securities to a bank or securities dealer and simultaneously commits to 
repurchase the securities from the bank or dealer at an agreed upon date and at a price reflecting a market rate of 
interest unrelated to the sold securities. An investment of the Fund’s assets in reverse repurchase agreements will 
increase the volatility of the Fund’s NAV. A counterparty to a reverse repurchase agreement must be a primary 
dealer that reports to the Federal Reserve Bank of New York or one of the largest 100 commercial banks in the 
United States.  

Securities Lending and Repurchase Agreements  

The Fund may lend portfolio securities in an amount up to 33  1/3% of its total assets to brokers, dealers and other 
financial institutions. In a portfolio securities lending transaction, the Fund receives from the borrower an amount 
equal to the interest paid or the dividends declared on the loaned securities during the term of the loan as well as the 
interest on the collateral securities, less any fees (such as finders or administrative fees) the Fund pays in arranging 
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the loan. The Fund may share the interest it receives on the collateral securities with the borrower. The terms of the 
Fund’s loans permit the Fund to reacquire loaned securities on five business days’ notice or in time to vote on any 
important matter. Loans are subject to termination at the option of the Fund or the borrower at any time, and the 
borrowed securities must be returned when the loan is terminated. The Fund may pay fees to arrange for securities 
loans.  

When loaning portfolio securities, the Fund will initially require the borrower to provide the Fund with collateral in 
an amount at least equal to 102% of the current market value of the loaned securities with respect to U.S. securities 
and 105% of the current market value of the loaned securities with respect to foreign securities. Thereafter, collateral 
will be maintained in an amount at least equal to 100% of the current market value of the loaned securities. 
Collateral will consist of U.S. and non-U.S. securities, cash equivalents or irrevocable letters of credit.  

The Fund may enter into repurchase agreements which are transactions in which the Fund purchases a security and 
simultaneously agrees to resell that security to the seller at an agreed upon price on an agreed upon future date, 
normally, one to seven days later. If the Fund enters into a repurchase agreement, it will maintain possession of the 
purchased securities and any underlying collateral. Repurchase agreements will be fully collateralized and the 
collateral will be marked-to-market daily. The Fund will limit the value of its repurchase agreements in accordance 
with Subchapter M of the Code.  

Reverse Repurchase Agreements. Reverse repurchase agreements involve sales of portfolio securities of the Fund 
to member banks of the Federal Reserve System or securities dealers believed creditworthy, concurrently with an 
agreement by the Fund to repurchase the same securities at a later date at a fixed price which is generally equal to 
the original sales price plus interest. The Fund retains record ownership and the right to receive interest and principal 
payments on the portfolio securities involved. In connection with each reverse repurchase transaction, the Fund will 
direct its custodian bank to place cash, U.S. government securities, equity securities and/or investment and non-
investment grade debt securities in a segregated account of the Fund in an amount equal to the repurchase price. 
Such assets will be liquid, unencumbered and marked-to-market daily and will be maintained in accordance with 
pertinent positions of the SEC.  

Securities loans, repurchase agreements and reverse repurchase agreements must be continuously collateralized and 
the collateral must have market value at least equal to the value of the Fund’s loaned securities, plus accrued interest 
or, in the case of repurchase agreements, equal to the repurchase price of the securities, plus accrued interest.  

When-Issued Securities  

The Fund may purchase securities offered on a “when-issued” basis (including a delayed delivery basis). Securities 
purchased on a “when-issued” basis are securities not available for immediate delivery despite the fact that a market 
exists for those securities. A purchase is made on a “delayed delivery” basis when the transaction is structured to 
occur sometime in the future.  

When these transactions are negotiated, the price, which is generally expressed in yield terms, is fixed at the time the 
commitment is made, but delivery and payment for the securities take place at a later date. Normally, the settlement 
date occurs within two months after the transaction, but delayed settlements beyond two months may be negotiated. 
During the period between a commitment and settlement, no payment is made for the securities purchased by the 
purchaser and, thus, no interest accrues to the purchaser from the transaction. At the time the Fund makes the 
commitment to purchase securities on a when-issued basis, the Fund will record the transaction as a purchase and 
thereafter reflect the value each day of such securities in determining its NAV.  
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Temporary Defensive Position  

The Fund may assume a temporary defensive position and may invest without limit in high quality, short-term debt 
instruments or other defensive investments. The instruments in which the Fund may invest include short-term U.S. 
Government Securities, commercial paper, bankers’ acceptances, certificates of deposit, interest-bearing savings 
deposits of commercial banks, repurchase agreements concerning securities in which the Fund may invest and 
money market mutual funds.  

Core and Gateway®  

The Fund may seek to achieve its investment objective by converting to a Core and Gateway structure. A Fund 
operating under a Core and Gateway structure holds, as its only investment, shares of another investment company 
having substantially the same investment objective and policies. The Board will not authorize conversion to a Core 
and Gateway structure if it would materially increase costs to the Fund’s shareholders. The Board will not convert 
the Fund to a Core and Gateway structure without notice to the shareholders.   

INVESTMENT LIMITATIONS 
 
The Fund operates under the following fundamental policies that, except as otherwise noted, cannot be changed with 
respect to the Fund without the affirmative vote of the holders of a majority of the outstanding voting securities of 
the Fund voting together as a single class, which is defined by the 1940 Act as the lesser of (i) 67% or more of the 
Fund’s voting securities present at a meeting, if the holders of more than 50% of the Fund’s outstanding voting 
securities are present or represented by proxy; or (ii) more than 50% of the Fund’s outstanding voting securities. 
Except as otherwise noted, all percentage limitations set forth below apply immediately after a purchase or initial 
investment and any subsequent change in any applicable percentage resulting from market fluctuations does not 
require any action. These restrictions provide that the Fund may not: 

1. Issue senior securities nor borrow money, except that the Fund may issue senior securities or borrow 
money to the extent permitted by applicable law. 

 
2. Act as an underwriter of securities issued by others, except to the extent that, in connection with the 

disposition of portfolio securities, it may be deemed to be an underwriter under applicable securities laws. 
 
3. Invest in any security if, as a result, 25% or more of the value of the Fund’s total assets, taken at market 

value at the time of each investment, are in the securities of issuers in any particular industry except (a) 
excluding securities issued or guaranteed by the U.S. government and its agencies and instrumentalities or 
tax-exempt securities of state and municipal governments or their political subdivisions or (b) as otherwise 
permitted by applicable law. 

 
4. Purchase or sell real estate except that the Fund may: (a) acquire or lease office space for its own use; (b) 

invest in securities of issuers that invest in real estate or interests therein or that are engaged in or operate in 
the real estate industry; (c) invest in securities that are secured by real estate or interests therein; (d) 
purchase and sell mortgage-related securities; (e) hold and sell real estate acquired by the Fund as a result 
of the ownership of securities; and (f) invest as otherwise permitted by applicable law. 

 
5. Purchase or sell physical commodities unless acquired as a result of ownership of securities or other 

instruments; provided that this restriction shall not prohibit the Fund from purchasing or selling options, 
futures contracts and related options thereon, forward contracts, swaps, caps, floors, collars and any other 
financial instruments or from investing in securities or other instruments backed by physical commodities 
or as otherwise permitted by applicable law. 
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6. Make loans of money or property to any person, except: (a) to the extent that securities or interests in which 
the Funds may invest are considered to be loans; (b) through the loan of portfolio securities in an amount 
up to 33 1/3% of such Fund’s total assets; (c) by engaging in repurchase agreements or (d) as may 
otherwise be permitted by applicable law. 

Industry Classification  

In applying the Fund’s fundamental policy concerning industry concentration described above, it is a matter of non-
fundamental policy that investments in certain broader categories of companies will not be considered to be 
investments in the same industry, for example: technology companies will be divided according to their products 
and services so that hardware, software, information services and outsourcing, and telecommunications will each be 
considered separate industries; financial service companies will be classified according to the end users of their 
services so that automobile finance, bank finance and diversified finance will each be considered separate industries; 
asset-backed securities will be classified according to the underlying assets securing such securities; and utility 
companies will be divided according to their services so that gas, gas transmission, electric and telephone will each 
be considered separate industries.   

MANAGEMENT OF THE FUND 
 
Trustees and Officers 
 
The overall management of the business and affairs of the Trust is vested with its Board of Trustees.  The Board 
approves all significant agreements between the Trust and persons or companies furnishing services to it, including 
the agreements with the Advisor, co-administrators, distributor, custodian and transfer agent.  The day-to-day 
operations of the Trust are delegated to its officers, except that the Advisor is responsible for making day-to-day 
investment decisions in accordance with the Fund’s investment objective, strategies, and policies, all of which are 
subject to general supervision by the Board. 
 
The Trustees and officers of the Trust, their years of birth and positions with the Trust, term of office with the Trust 
and length of time served, their business addresses and principal occupations during the past five years and other 
directorships held are listed in the table below.  Unless noted otherwise, each person has held the position listed for a 
minimum of five years.  Charles H. Miller, Ashley Toomey Rabun and William H. Young are all of the Trustees 
who are not "interested persons" of the Trust, as that term is defined in the 1940 Act (collectively, the "Independent 
Trustees"). 
 

Name, Address, Year 
of Birth and 
Position(s) held with 
Trust 

Term of 
Officec and 
Length of 
Time 
Served 

Principal Occupation During the Past 
Five Years and Other Affiliations 

Number of 
Portfolios in 

the Fund 
Complex 

Overseen by 
Trustee 

Other 
Directorships 

Held by 
Trustee 

Independent Trustees:    

Charles H. Millera 

(Born 1947) 
Trustee 

Since 
November  
2007 

Executive Vice President, Client 
Management and Development, Access 
Data, a Broadridge Company, a provider of 
technology and services to asset 
management firms (1997-present). 

12 None. 

Ashley Toomey Rabun a  
(born 1952) 
Trustee and 
Chairperson of the 

Since 
November  
2007 

President and Founder, InvestorReach, Inc. 
a financial services consulting firm (1996-
present). 

12 None. 
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Name, Address, Year 
of Birth and 
Position(s) held with 
Trust 

Term of 
Officec and 
Length of 
Time 
Served 

Principal Occupation During the Past 
Five Years and Other Affiliations 

Number of 
Portfolios in 

the Fund 
Complex 

Overseen by 
Trustee 

Other 
Directorships 

Held by 
Trustee 

Board 
 
William H. Young a 
(born 1950) 
Trustee 

Since 
November  
2007 

Independent financial services consultant 
(1996-present); Consultant-Interim CEO, 
Unified Fund Services, Inc., a mutual fund 
service provider (2003-2006); Ex-officio 
Board Member of the National Investment 
Company Service Association and past 
President and Chairman (1995-1997); 
Senior Vice President, Oppenheimer 
Management Company (1983-1996). 

12 None. 

Interested Trustees:    

John P. Zader a † 
(born 1961) 
Trustee and President 

Since 
November  
2007 as 
Trustee and 
December  
2007 as 
President 

CEO, UMB Fund Services, Inc., a mutual 
and hedge fund service provider, and the 
transfer agent, fund accountant, and co-
administrator for the Fund, and affiliate of 
the Fund’s custodian (2006-present); 
Consultant to Jefferson Wells International 
(2006); Senior Vice President and Chief 
Financial Officer, U.S. Bancorp Fund 
Services, LLC, a mutual and hedge fund 
service provider (1988-2006). 

12 None. 

Eric M. Banhazlb† 
(born 1957) 
Trustee and Vice 
President 

Since 
January  
2008 as 
Trustee and 
December  
2007 as 
Vice 
President 

President, Mutual Fund Administration 
Corp. (2006 – present); Senior Vice 
President, U.S. Bancorp Fund Services, 
LLC, a mutual and hedge fund service 
provider (2001 - 2006), Partner, the 
Wadsworth Group, a mutual fund 
administration and consulting services 
provider (1990 – 2001). 

12 None. 

Officers of the Trust   

Rita Damb 
(born 1966) 
Treasurer and Assistant 
Secretary 

Since 
December 
2007 

Vice President, Mutual Fund 
Administration Corp. (2006 – present); Vice 
President, U.S. Bancorp Fund Services, 
LLC, a mutual and hedge fund service 
provider (2001 - 2006), Vice President, the 
Wadsworth Group, a mutual fund 
administration and consulting services 
provider (1990 – 2001). 

N/A N/A 

Joy Ausilib 
(born 1966) 
Secretary and Assistant 
Treasurer 

Since 
December 
2007 

Vice President, Mutual Fund 
Administration Corp. (2006 – present); Vice 
President, U.S. Bancorp Fund Services, 
LLC, a mutual and hedge fund service 

N/A N/A 
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Name, Address, Year 
of Birth and 
Position(s) held with 
Trust 

Term of 
Officec and 
Length of 
Time 
Served 

Principal Occupation During the Past 
Five Years and Other Affiliations 

Number of 
Portfolios in 

the Fund 
Complex 

Overseen by 
Trustee 

Other 
Directorships 

Held by 
Trustee 

provider (2001 - 2006), Vice President, the 
Wadsworth Group, a mutual fund 
administration and consulting services 
provider (1990 – 2001). 

Terrance P. Gallagher, 
CPA, JD a  
(born 1958) 
Vice President  

Since 
December 
2007 

Executive Vice President, UMB Fund 
Services, Inc. (2007 – present); Director of 
Compliance, Unified Fund Services Inc. 
(2004 – 2007); Partner, The Academy of 
Financial Services Studies and Precision 
Marketing Partners (1998 - 2004); Senior 
Vice President, Chief Financial Officer and 
Treasurer of AAL Capital Management and 
The AAL Mutual Funds (1987 - 1998). 

N/A N/A 

Robert N. Sobol, JDb 
(born 1961) 
Chief Compliance 
Officer 

 

Since May 
2009 

Attorney, Cipperman & Company (March, 
2009 – present); Vice President, Merrill 
Lynch / Bank of America (2006 – 2009); 
Senior Counsel, Reserve Management 
Corporation, 2005-2006). 

N/A N/A 

 
a Address for certain Trustees and certain officers: 803 West Michigan Street, Milwaukee, WI 53233-2301. 
b Address for Mr. Banhazl, Ms. Ausili and Ms. Dam: 2220 E. Route 66, Suite 226, Glendora, CA  91740.  

Address for Mr. Sobol: 150 South Warner Road, Suite 140, King of Prussia, PA 19406. 
c Trustees and officers serve until their successors have been duly elected.   
† Mr. Zader is an “interested person” of the Trust by virtue of his position with the distributor of certain 

series of the Trust (not including the Fund), Grand Distribution Services, LLC,  and its affiliates, UMB 
Fund Services, Inc., the transfer agent, fund accountant and co-administrator of the Fund, and the Fund’s 
custodian, UMB Bank, n.a.  Mr. Banhazl is deemed to be an “interested person” of the Trust by virtue of 
his position with Mutual Fund Administration Corp., the Fund’s co-administrator. 

 
Compensation 
 
Each Independent Trustee receives $5,000 from the Trust for each meeting attended (except that the Chairperson 
receives $6,000 for each meeting attended) and $1,000 from the Trust for each telephonic meeting attended in the 
discretion of the Chairperson.  The Audit Committee chairman receives an additional $500 for each Audit 
Committee meeting attended.  The Trust has no pension or retirement plan.  No other entity affiliated with the Trust 
pays any compensation to the Trustees. 
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Name of Person/Position 

Aggregate 
Compensation 

From the Fund1 

Pension or 
Retirement 

Benefits Accrued 
as Part of Fund’s 

Expenses 

Estimated 
Annual 

Benefits Upon 
Retirement 

Total 
Compensation 

from Trust 
Paid to 

Trustees1 

Independent Trustees     

Charles H. Miller, Trustee 
 

$2,000 None None $20,000 

Ashley Toomey Rabun, 
Trustee and Chairperson 

$2,000 None None $24,000 

William H. Young, Trustee 
and Audit Committee 
Chair 

$2,000 None None $22,000 

1 Estimated annual compensation. 

Board Committees 

The Board of Trustees has three standing committees: the Audit Committee, Nominating and Governance 
Committee, and Valuation Committee. 
 
The function of the Audit Committee, with respect to each series of the Trust, is to review the scope and results of 
the audit and any matters bearing on the audit or the Fund’s financial statements and to assist the Board’s oversight 
of the integrity of the Fund’s pricing and financial reporting. The Audit Committee is comprised of all of the 
Independent Trustees.  It does not include any Interested Trustees.  The Audit Committee typically meets at least 
twice per year with respect to the Fund.  The Audit Committee has met once with respect to the Fund.  
 
The Audit Committee also serves as the Qualified Legal Compliance Committee (“QLCC”) for the Trust for the 
purpose of compliance with Rules 205.2(k) and 205.3(c) of the Code of Federal Regulations, regarding alternative 
reporting procedures for attorneys retained or employed by an issuer who appear and practice before the SEC on 
behalf of the issuer.  The QLCC meets as needed.  The QLCC has not met with respect to the Fund. 
 
The Nominating and Governance Committee (the “Nominating Committee”) is responsible for seeking and 
reviewing candidates for consideration as nominees for Trustees as is considered necessary from time to time and 
meets at least annually.  The Nominating Committee will consider nominees properly recommended by the Fund’s 
shareholders.  Shareholders who wish to recommend a nominee should send nominations that include, among other 
things, biographical data and the qualifications of the proposed nominee to the Trust’s Secretary.  The Independent 
Trustees comprise the Nominating Committee.  The Nominating Committee has not met with respect to the Fund. 
 
The function of the Valuation Committee is to value securities held by any series of the Trust for which current and 
reliable market quotations are not readily available.  Such securities are valued at their respective fair values as 
determined in good faith by the Valuation Committee and the actions of the Valuation Committee are subsequently 
reviewed by the Board. The Valuation Committee meets as needed. The Valuation Committee is comprised of all 
the Trustees.  The Valuation Committee has not met with respect to the Fund. 
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Fund Shares Beneficially Owned by Trustees.  As of the date of this SAI, no Trustees, including the Independent 
Trustees, beneficially owned shares of the Fund. 
 

Name of Trustee 

Dollar Range of Equity 
Securities in the Fund  

(None, $1-$10,000, 
$10,001-$50,000, $50,001-
$100,000, Over $100,000) 

Aggregate Dollar Range of 
Equity Securities in all 
Registered Investment 

Companies Overseen by 
Trustee in Family of 

Investment Companies 

Charles H. Miller, Independent Trustee None None 

Ashley Toomey Rabun, Independent Trustee None None 

William H. Young, Independent Trustee None None 

John P. Zader, Interested Trustee None None 

Eric M. Banhazl, Interested Trustee None None 

CONTROL PERSONS, PRINCIPAL SHAREHOLDERS, AND MANAGEMENT OWNERSHIP 
 
Because the Fund is a newly formed fund that has yet to commence investment operations as of the date of this SAI, 
no person owned of record or beneficially 5% or more of the outstanding shares of any class of shares of the Fund. 
 
The Trustees and officers of the Trust as a group did not own any shares of the Fund.  Furthermore, neither the 
Independent Trustees, nor members of their immediate family, own securities beneficially or of record in the Advisor, 
the Fund’s distributor, Foreside Fund Services, LLC (the “Distributor”), or any affiliate of the Advisor or Distributor. 
 
Code of Ethics 
 
Each of the Trust, the Advisor and the Sub-Advisor has adopted a code of ethics under Rule 17j-1 under the 1940 
Act. Board members, officers of the Trust and employees of the Advisor and Sub-Advisor are permitted to make 
personal securities transactions, including transactions in securities that may be purchased or held by the Fund, 
subject to requirements and restrictions set forth in the applicable Code of Ethics. Each Code of Ethics contains 
provisions and requirements designed to identify and address certain conflicts of interest between personal 
investment activities and the interests of the Fund. Among other things, each of the Advisor and Sub-Advisor’s 
Code of Ethics prohibits certain types of transactions absent prior approval, imposes time periods during which 
personal transactions may not be made in certain securities, and requires the submission of duplicate broker 
confirmations and quarterly reporting of securities transactions.  Additional restrictions apply to portfolio managers, 
traders, research analysts and others involved in the investment advisory process.  Exceptions to these and other 
provisions of the Codes of Ethics may be granted in particular circumstances after review by appropriate personnel. 

Shareholder Communications 

Shareholders may send communications to the Board of Trustees. Shareholders should send communications 
intended for the Board by addressing the communications to the Board, in care of the Secretary of the Trust and 
sending the communication to 2220 E. Route 66, Suite 226, Glendora, CA  91740. A shareholder communication 
must (i) be in writing and be signed by the shareholder, (ii) provide contact information for the shareholder, (iii) 
identify the Fund to which it relates, and (iv) identify the class and number of shares held by the shareholder. The 
Secretary of the Trust may, in good faith, determine that a shareholder communication should not be provided to the 
Board because it does not reasonably relate to the Trust or its operations, management, activities, policies, service 
providers, Board, officers, shareholders or other matters relating to an investment in the Fund or is otherwise 
ministerial in nature. Other shareholder communications received by the Fund not directly addressed and sent to the 
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Board will be reviewed and generally responded to by management, and will be forwarded to the Board only at 
management's discretion based on the matters contained therein. 
 
 

INVESTMENT ADVISORY AGREEMENT 
 
The Advisor 

The Advisor, Liberty Street Advisors, Inc., serves as investment advisor to the Fund pursuant to an investment 
advisory agreement with the Trust (an “Advisory Agreement”).  Under the Advisory Agreement, the Advisor 
furnishes, at its own expense, all services, facilities and personnel necessary in connection with managing the Fund’s 
investments and effecting portfolio transactions for the Fund.  

The Advisor is a corporation operating under the laws of New York. The Advisor is privately owned with the 
controlling interests held by Raymond A. Hill III, Timothy Reick, Victor J. Fontana and Scott Daniels.  

Sub-Advisor 

Horizon Asset Management, Inc. (“Horizon”) is the Sub-Advisor for the Fund.  Subject to the oversight of the Board 
and the Advisor, the Sub-Advisor makes decisions regarding the investment and reinvestment of the Fund’s assets.  

The Sub-Advisor is a corporation operating under the laws of New York. The Sub-Advisor is independent and 
privately owned with the controlling interest held by active employees, namely Steven M. Bregman, Peter B. Doyle, 
Thomas C. Ewing, John Meditz, and Murray Stahl.  

Fees 

For services rendered by the Advisor under the Advisory Agreement, the Fund pays the Advisor a fee, payable 
monthly, in an annual amount equal to 1.00% of the Fund's average daily net assets.  The Sub-Advisor’s fee, 
payable monthly, is calculated as a percentage of the Fund’s average daily net assets but 0.50% is paid by the 
Advisor and not the Fund.   

The following table shows the dollar amount of fees paid to the Advisor with respect to the Predecessor Fund, the 
amount of fee that was reduced or reimbursed by the Advisor, if any, and the actual fees received by the Advisor.  
 

 Advisory Fee 
Accrued 

Advisory Fee Reduced 
or Reimbursed 

Advisory Fee 
Retained 

For the year ended April 30, 2009 $702,332 $263,698 $438,634 

From May 4, 2007* through April 30, 2008 $199,285 $199,285 $0 
  
*Commencement of operations for the Predecessor Fund. 
 

The Advisor has contractually agreed to waive its fees and, if necessary, to reimburse other operating expenses in 
order to limit total annual operating expenses (excluding taxes, leverage interest, brokerage commissions, dividend 
expenses on short sales, acquired fund fees and expenses (as determined in accordance with Form N-1A), expenses 
incurred in connection with any merger or reorganization, or extraordinary expenses such as litigation) of the Fund 
to 1.50%, 2.00% and 1.25% of the average daily net assets for Class A Shares, Class C Shares and Institutional 
Shares, respectively.  This agreement will remain in effect until October 12, 2011.  Any reduction in advisory fees or 
payment of expenses made by the Advisor may be reimbursed by the Fund if the Advisor so requests.  Such 
reimbursement may be requested from the Fund by the Advisor in the event that the total annual fund operating 
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expenses are less than the contractual limit.  The Advisor may seek reimbursement in an amount up to the difference 
between the contractual limit and the total annual fund operating expenses, but in no case will the reimbursement 
amount exceed the total amount of fees waived or expenses paid by the Advisor and will not include any amounts 
previously reimbursed.  No reimbursement will cause the total annual fund operating expenses paid by the Fund to 
exceed the contractual limit of the Fund in place at the time the Advisor waived fees or paid Fund expenses, and 
such reimbursement may not be paid prior to the Fund’s payment of current operating expenses.  The Advisor may 
seek reimbursement for fees waived or expenses paid for a period of three years from the date the fees were waived 
or expenses were paid. 

The Advisory Agreement dated October 12, 2009 for the Fund will remain in effect for an initial two-year period 
ending October 12, 2011.  The Advisory Agreement will continue from year to year thereafter if approved annually 
(i) by the Board of Trustees or by the holders of a majority of the outstanding voting securities of the Fund and (ii) 
by a majority of the Trustees who are not "interested persons" of any party to the Advisory Agreement, by vote cast 
in person at a meeting called for the purpose of voting on such approval. 

The Advisory Agreement provides that in the absence of a breach of fiduciary duty with respect to the receipt of 
compensation for services or willful misfeasance, bad faith, or gross negligence on the part of the Advisor in the 
performance of its duties and obligations (each, a “disqualifying act”), the Advisor is not liable for any error of 
judgment or mistake of law or for any loss suffered by the Funds.  The Advisory Agreement is terminable without 
penalty by the Trust on behalf of the Fund on 60 days’ written notice when authorized either by a majority vote of 
the Fund’s shareholders or by vote of a majority of the Board, including a majority of the Independent Trustees, or 
by the Advisor on 60 days’ written notice, and will automatically terminate in the event of its “assignment” (as 
defined in the 1940 Act). 

After its initial two-year period ending October 12, 2011, the Sub-Advisory Agreement dated October 12, 2009 for 
the Fund will continue in effect if approved annually (i) by the Board of Trustees or by the holders of a majority of 
the outstanding voting securities of the Fund and (ii) by a majority of the Trustees who are not "interested persons" 
of any party to the Sub-Advisory Agreement, by vote cast in person at a meeting called for the purpose of voting on 
such approval. The Sub-Advisory Agreement provides that the Sub-Advisor is not liable for any error of judgment 
or mistake of law or for any loss suffered by the Funds in the absence of a disqualifying act.  The Sub-Advisory 
Agreement will automatically terminate in the event of its “assignment” (as defined in the 1940 Act), and is 
terminable without penalty on 60 days’ written notice by the Sub-Advisor, or by either a majority vote of the Fund’s 
shareholders or a majority vote of the Board, including a majority of the Independent Trustees. 

In addition to receiving its advisory fee from the Fund, the Advisor or Sub-Advisor may also act and be 
compensated as investment manager for its clients with respect to assets they invested in the Fund. If you have a 
separately managed account with the Advisor or Sub-Advisor with assets invested in the Fund, the Advisor or Sub-
Advisor will credit an amount equal to all or a portion of the fees received by the Advisor or Sub-Advisor against 
any investment management fee received from you.  

Because the Fund has not yet commenced operations, no fees have been paid by the Fund as of the date of this SAI.  

Portfolio Managers  

The following information regarding Steven M. Bregman and Murray Stahl, the lead portfolio managers of the 
Fund, has been provided by the Sub-Advisor as of April 30, 2009.  

Other Accounts Managed by the Portfolio Managers 

As of April 30, 2009, Mr. Bregman serviced no other registered investment company, one other pooled vehicle with 
combined assets of approximately $738,500 and 6,393 other accounts with combined assets of approximately $3.33 
billion. As of April 30, 2009, Mr. Stahl serviced ten other registered investment companies with combined assets of 
approximately $2.05 billion, seventeen other pooled vehicles with combined assets of approximately $1.76 billion, 
and 1,010 other accounts with combined assets of approximately $1.88 billion. 
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Potential Conflicts of Interest 

Horizon is responsible for managing the Fund, as well as other accounts, including separate accounts and other 
pooled investment vehicles. The portfolio managers may manage a separate account or other pooled investment 
vehicle that may have a materially higher or lower fee arrangement than the Fund or that may have a performance 
fee arrangement. The side-by-side management of these accounts may raise potential conflicts of interest relating to 
cross trading, the allocation of investment opportunities and the aggregation and allocation of trades. In addition, it 
is possible that due to varying investment restrictions among accounts, certain investments could be made for some 
accounts and not others or conflicting investment positions could be taken among accounts and for other reasons. 
Horizon has a fiduciary responsibility to manage all client accounts in a fair and equitable manner. Horizon seeks to 
aggregate and allocate securities to client accounts in a fair and timely manner. To this end, Horizon has developed 
policies and procedures designed to mitigate and manage the potential conflicts of interest that may arise from side-
by-side management. Horizon has developed allocation principles designed to ensure that no account is 
systematically given preferential treatment over time, and Horizon’s Supervisory Committee conducts periodic 
reviews for consistency with these principles, as well as any conflict of interest. Performance fee accounts are 
subject to the same allocation principles and the same supervisory review. 

Portfolio Managers Compensation 

As of April 30, 2009, the portfolio managers are not directly compensated for their work with respect to the Fund, 
however, the portfolio managers are equity owners of Horizon and therefore participate in the revenue generated 
from the Sub-Advisor agreement. The portfolio managers are not entitled to any deferred benefits.  

Portfolio Managers Ownership in the Fund 

Messrs. Bregman and Stahl do not have any beneficial ownership in the Fund as of April 30, 2009. 
 
Co-Administration Agreement 

UMB Fund Services, Inc. (“UMBFS”) and Mutual Fund Administration Corporation (“MFAC”) serve as co-
administrators (“Co-Administrators”) for the Fund pursuant to a Co-Administration Agreement.  The Co-
Administrators provide certain administrative services to the Fund, including, among other responsibilities, 
coordinating the negotiation of contracts and fees with, and the monitoring of performance and billing of, the Fund’s 
independent contractors and agents; preparation for signature by an officer of the Trust of all documents required to 
be filed for compliance with applicable laws and regulations including those of the securities laws of various states; 
arranging for the computation of performance data, including NAVs and yield; arranging for the maintenance of 
books and records of the Fund; and providing, at their own expense, office facilities, equipment and personnel 
necessary to carry out their duties.  In this capacity, the Co-Administrators do not have any responsibility or 
authority for the management of the Fund, the determination of investment policy, or for any matter pertaining to the 
distribution of Fund shares. 
 
As compensation for their services, the Fund pays the Co-Administrators an administration fee payable monthly at 
the annual rate set forth below as a percentage of the Fund’s average daily net assets  
 
  Net Assets    Rate 
  First $150 million   0.10% 
  Next $100 million   0.08% 
  Thereafter    0.05% 
 
UMBFS also acts as the Fund’s fund accountant, transfer agent and dividend disbursing agent pursuant to separate 
agreements.  

Because the Fund is a newly formed fund that has yet to commence operations, the Fund has not paid any fees to the 
Co-Administrators as of the date of this SAI. 
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DISTRIBUTION AND SERVICE 
 

Foreside Fund Services, LLC, the Distributor (also known as principal underwriter) of the shares of the Fund is 
located at Three Canal Plaza, Suite 100, Portland, Maine 04101. The Distributor is a registered broker-dealer and is 
a member of the Financial Industry Regulatory Authority, Inc. (“FINRA”).  

Under a Distribution Agreement with the Trust dated October 12, 2009, the Distributor acts as the agent of the Trust 
in connection with the continuous offering of shares of the Fund. The Distributor continually distributes shares of 
the Fund on a best efforts basis. The Distributor has no obligation to sell any specific quantity of Fund shares. The 
Distributor and its officers have no role in determining the investment policies or which securities are to be 
purchased or sold by the Trust or the Fund.  

The Distributor may enter into agreements with selected broker-dealers, banks or other financial institutions (each a 
“Financial Institution,” and collectively, the “Financial Institutions”) for distribution of shares of the Fund. With 
respect to certain Financial Institutions and related Fund “supermarket” platform arrangements, the Fund and/or the 
Advisor typically enter into such agreements (see also “Purchases through Financial Institutions”). These Financial 
Institutions may charge a fee for their services and may receive shareholder service or other fees from the Advisor 
and/or the Fund. These Financial Institutions may otherwise act as processing agents and are responsible for 
transmitting purchase, redemption and other requests to the Fund.  Pursuant to the Distribution Agreement, the 
Distributor receives, and may reallow to certain Financial Institutions, the sales charge paid by the purchasers of A 
Shares.  
 
Rule 12b-1 Plan 
 
The Trust has adopted a Rule 12b-1 plan under which the Fund is authorized to pay to the Distributor or any other 
entity approved by the Board (collectively, “Payees”) as compensation for the distribution-related and/or 
shareholder services provided by such entities, an aggregate fee equal to 0.25% of the average daily net assets of A 
Shares of the Fund and an aggregate fee equal to 0.75% of the average daily net assets of C Shares of the Fund. The 
Payees may pay any or all amounts received under the Rule 12b-1 plan to other persons for any distribution or 
service activity conducted on behalf of the Fund. The plan is a core component of the ongoing distribution of A 
Shares and C Shares. With regard to A and C Shares, up to 0.25% of average daily net assets can be used to pay for 
shareholder services. 

The plan provides that Payees may incur expenses for distribution and service activities including but not limited to: 
(1) any sales, marketing and other activities primarily intended to result in the sale of the Fund’s shares, and 
(2) providing services to holders of shares related to their investment in the Fund, including without limitation 
providing assistance in connection with responding to the Fund’s shareholder inquiries regarding the Fund’s 
investment objective, policies and other operational features, and inquiries regarding shareholder accounts. Expenses 
for such activities include compensation to employees, and expenses, including overhead and telephone and other 
communication expenses, of a Payee who engages in or supports the distribution of Fund shares, or who provides 
shareholder servicing such as responding to the Fund’s shareholder inquiries regarding the Fund’s operations; the 
incremental costs of printing (excluding typesetting) and distributing prospectuses, statements of additional 
information, annual reports and other periodic reports for use in connection with the offering or sale of the Fund’s 
shares to any prospective investors; and the costs of preparing, printing and distributing sales literature and 
advertising materials used by the Distributor, Advisor or others in connection with the offering of the Fund’s shares 
for sale to the public.  

The plan requires the Payees to prepare and submit to the Board, at least quarterly, and the Board to review, written 
reports setting forth all amounts expended under the plan and identifying the activities for which those expenditures 
were made.  The plan obligates the Fund to compensate a Payee for services and not to reimburse it for expenses 
incurred.  
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The plan provides that it will remain in effect for one year from the date of its adoption and thereafter shall continue 
in effect provided it is approved at least annually by the shareholders or by the Board, including a majority of the 
Independent Trustees. The plan further provides that it may not be amended to materially increase the costs, which 
the Trust bears for distribution/shareholder servicing pursuant to the plan without approval by shareholders of all A 
Shares or C Shares and that other material amendments of the plan must be approved by the Independent Trustees. 
The plan may be terminated with the respect to the Fund’s A Shares or C Shares at any time by the Board, by a 
majority of the Independent Trustees or by shareholders of the Fund’s A Shares or C Shares.  

Because the Fund is a newly formed fund that has yet to commence operations, the Fund has not paid any fees under 
Rule 12b-1 Plan as of the date of this SAI.   
 
The following table shows the dollar amount of fees payable by the Predecessor Fund, pursuant to the Distribution 
Plan, the amount of fee that was waived by the Distributor, if any, and the actual fees received by the Distributor. 
The amounts stated below were compensations to Broker/Dealers and the Advisor.  
 

Fiscal Year Ended April 30, 2009 Fee Accrued Fee Waived Fee Received 

A Shares $47,436 $0 $47,436 

C Shares $73,791 $0 $73,791 
 
 
Dealer Reallowances 

The Fund’s shares are subject to a sales charge that includes a dealer reallowance, which varies depending on how 
much the shareholder invests. The Distributor pays the appropriate dealer reallowance to dealers who have entered 
into an agreement with the Distributor to sell shares of the Fund. More detailed information on the sales charge and 
its application is contained in the Prospectus. 

 
 

PORTFOLIO TRANSACTIONS AND BROKERAGE ALLOCATION 
 
The Sub-Advisor is responsible for placing purchase and sale orders and the allocation of brokerage on behalf of the 
Fund.  Transactions in equity securities are in most cases effected on stock exchanges and involve the payment of 
brokerage commissions. In general, there may be no stated commission in the case of securities traded in over-the-
counter markets, but the prices of those securities may include undisclosed commissions or mark-ups. Principal 
transactions are not entered into with affiliates of the Fund. The Fund has no obligations to deal with any broker or 
group of brokers in executing transactions in portfolio securities.  In executing transactions, the Sub-Advisor seeks 
to obtain the best price and execution for the Fund, taking into account such factors as price, size of order, difficulty 
of execution and operational facilities of the firm involved and the firm's risk in positioning a block of securities. 
While the Sub-Advisor generally seeks reasonably competitive commission rates, the Fund does not necessarily pay 
the lowest commission available. 
 
Subject to obtaining the best price and execution, brokers who provide supplemental research, market and statistical 
information to the Sub-Advisor may receive orders for transactions by the Fund. The term "research, market and 
statistical information" includes advice as to the value of securities, and advisability of investing in, purchasing or 
selling securities, and the availability of securities or purchasers or sellers of securities, and furnishing analyses and 
reports concerning issues, industries, securities, economic factors and trends, portfolio strategy and the performance 
of accounts. Information so received will be in addition to and not in lieu of the services required to be performed by 
the Sub-Advisor under the Sub-Advisory Agreement, and the Sub-Advisor’s fees will not necessarily be reduced as 
a result of the receipt of such supplemental information.  Such information may be useful to the Sub-Advisor in 
providing services to clients other than the Fund, and not all such information is used by the Sub-Advisor in 
connection with the Fund.  Conversely, such information provided to the Sub-Advisor by brokers and dealers 
through whom other clients of the Sub-Advisor effect securities transactions may be useful to the Sub-Advisor in 
providing services to the Fund. 
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Although investment decisions for the Fund are made independently from those of the other accounts managed by 
the Sub-Advisor, investments of the kind made by the Fund may also be made by those other accounts.  When the 
same securities are purchased for or sold by the Fund and any of such other accounts, it is the policy of the Sub-
Advisor to allocate such purchases and sales in the manner deemed fair and equitable to all of the accounts, 
including the Fund.  In rare instances, the Sub-Advisor may effect trades between one client and another, if in the 
best interest of both parties.  In addition, two or more clients may simultaneously purchase or sell the same security, 
in which event, each day’s transactions in such security are, insofar as is possible, averaged as to price and allocated 
between such clients in a manner which, in the Sub-Advisor’s opinion, is in the best interest of the affected accounts 
and is equitable to each and in accordance with the amount being purchased or sold by each. There may be 
circumstances when purchases or sales of a portfolio security for one client could have an adverse effect on another 
client that has a position in that security.  In addition, when purchases or sales of the same security for the Fund and 
other client accounts managed by the Sub-Advisor occurs contemporaneously, the purchase or sale orders may be 
aggregated in order to obtain any price advantages available to large denomination purchases or sales. 
 
The Sub-Advisor may place portfolio transactions for the Fund with brokerage firms participating in the distribution 
of the Fund’s shares if it reasonably believes that the quality of execution and the commission are comparable to 
those available from other qualified firms.  The Sub-Advisor does not consider sales of Fund shares as a factor in the 
selection of broker-dealers to execute portfolio transactions for the Fund and, accordingly, the Trust has 
implemented policies and procedures reasonably designed to prevent sales of Fund shares from being considered as 
a factor in the selection of broker-dealers to execute portfolio transactions for the Fund. To the extent permitted by 
law and subject to the same considerations on quality of execution and comparable commission rates, the Sub-
Advisor may direct an executing broker to pay a portion or all of any commissions, concessions or discounts to a 
firm supplying research or other services. 
 
The Sub-Advisor may place portfolio transactions at or about the same time for other advisory accounts, including 
other investment companies.  The Sub-Advisor seeks to allocate portfolio transactions equitably whenever 
concurrent decisions are made to purchase or sell securities for the Fund and another advisory account. In some 
cases, this procedure could have an adverse effect on the price or the amount of securities available to the Fund. In 
making such allocations among the Fund and other advisory accounts, the main factors considered by the Sub-
Advisor are the respective sizes of the Fund and other advisory accounts, the respective investment objectives, the 
relative size of portfolio holdings of the same or comparable securities, the availability of cash for investment, the 
size of investment commitments generally held and opinions of the persons responsible for recommending the 
investment. 
 
The following table lists the total amount of brokerage commissions paid by the Predecessor Fund during the fiscal 
periods ended April 30, 2008 and 2009.   
 

 Total Amount of 
Commissions Paid 

Amount  
of Commissions 
Paid to Affiliated 

Brokers 

Percentage of 
Commissions Paid 

to Affiliated 
Brokers 

Percentage of 
Transactions 

Effected Through 
Affiliated Brokers 

For the period ended 
April 30, 2009 

$111,160 $0 $0 N/A 

From May 4, 2007* 
through April 30, 2008 

$57,977 $0 $0 N/A 

 
*Commencement of operations for the Predecessor Fund. 
 
The following table lists each broker to whom the Predecessor Fund directed brokerage during the past fiscal year in 
return for research services, the amount of transactions so directed and the amount of commissions’ generated 
thereform.  
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 Broker Name Amount Directed Amount of 
Commissions 

Generated 

Fiscal Year Ended April 30, 2009 N/A $0 $0 
 
The Advisor may compensate financial institutions for providing certain marketing support services, including 
finder’s fees, third party marketing services, business planning assistance, advertising, educating personnel of the 
financial institution about the Fund and shareholder financial planning needs, providing placement on the financial 
institution’s list of offered funds, counseling on the preparation of sales material and presentations and access to 
sales meetings, and arranging access to sales representatives and management representatives of the financial 
institution.  As of the date of this SAI, the financial institutions that the Advisor has compensated in connection with 
such marketing support services include UBS Financial Services, Inc, Charles Schwab & Co, National Financial 
Services, LLC and Liberty Street Securities. 

Portfolio Turnover  

The frequency of portfolio transactions of the Fund (the portfolio turnover rate) will vary from year to year 
depending on many factors. From time to time, the Fund may engage in active short-term trading to take advantage 
of price movements affecting individual issues, groups of issues or markets. An annual portfolio turnover rate of 
100% would occur if all the securities in the Fund were replaced once in a period of one year. Higher portfolio 
turnover rates may result in increased brokerage costs to the Fund and a possible increase in short-term capital gains 
or losses. Under normal circumstances, the Sub-Advisor is a long-term investor with holdings periods for stocks of 
one to five years, therefore on average, the annual portfolio turnover is expected to be less than 25%.  

Securities of Regular Broker-Dealers  

From time to time, the Fund may acquire and hold securities issued by its “regular brokers and dealers” or the 
parents of those brokers and dealers. For this purpose, regular brokers and dealers are the ten brokers or dealers that: 
(1) received the greatest amount of brokerage commissions during the Fund’s last fiscal year; (2) engaged in the 
largest amount of principal transactions for portfolio transactions of the Fund during the Fund’s last fiscal year; or 
(3) sold the largest amount of the Fund’s shares during the Fund’s last fiscal year.  

The following table lists the regular brokers and dealers of the Predecessor Fund whose securities (or the securities 
of the parent company) were acquired during the past fiscal year and the aggregate value of the predecessor Fund’s 
holdings of those securities as of the Predecessor Fund’s most recent fiscal year.  
 

Regular Broker/Dealer Value of Securities 
Held (000’s Omitted) 

None None 
 

SHAREHOLDER SERVICES 
 

The Fund offer a number of shareholder services designed to facilitate investment in Fund shares at little or no extra 
cost to the investor. Below is a description of such services.  
 
Investment Account 
 
Each shareholder has an investment account under which the shareholder's shares of the Fund are held by UMBFS. 
UMBFS performs bookkeeping, data processing and administrative services related to the maintenance of 
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shareholder accounts. Except as described in the Prospectus dated August 14, 2009 and this SAI, after each share 
transaction in an account, the shareholder receives a statement showing the activity in the account.  Each shareholder 
who has an account in a Fund will receive statements quarterly from UMBFS showing any reinvestments of 
dividends and capital gain dividends and any other activity in the account since the preceding statement.  Such 
shareholders also will receive separate confirmations for each purchase or sale transaction other than reinvestment of 
dividends and capital gain dividends and systematic purchases or redemptions.  Additional shares may be purchased 
at any time through authorized dealers or by mailing a check and detailed instructions directly to UMBFS. 
 
Share Certificates 
 
The Fund does not issue share certificates. 
 
Retirement Plans 
 
Eligible investors may establish individual retirement accounts ("IRAs"); Simplified Employee Pension plans; or 
other pension or profit sharing plans.  Documents and forms containing detailed information regarding these plans 
are available from the Distributor. 
 
Automated Clearing House ("ACH") Deposits 
 
Shareholders can use ACH to have redemption proceeds up to $100,000 deposited electronically into their bank 
accounts.  Redemption proceeds transferred to a bank account via the ACH plan are available to be credited to the 
account on the second business day following normal payment. To utilize this option, the shareholder's bank must be 
a member of ACH.  In addition, the shareholder must fill out the appropriate section of the account application form. 
The shareholder must also include a voided check or deposit slip from the bank account into which redemption 
proceeds are to be deposited together with the completed application.  Once the shareholder service agent has 
received the application and the voided check or deposit slip, such shareholder's designated bank account, following 
any redemption, will be credited with the proceeds of such redemption.  Once enrolled in the ACH plan, a 
shareholder may terminate participation at any time by writing UMBFS or by calling (800) 207-7108. 
 
Systematic Withdrawal Plan 
 
A shareholder may establish a monthly, quarterly, semiannual or annual withdrawal plan if the shareholder owns 
shares in a single account valued at $10,000 or more at the next determined NAV at the time the plan is established. 
This plan provides for the orderly use of the entire account, not only the income but also the capital, if necessary. 
The plan holder may arrange for periodic checks or for payment to be deposited directly into their bank account in 
any amount not less than $50. Such a systematic withdrawal plan may also be maintained by an investor purchasing 
shares for a retirement plan and may be established on a form made available by the Fund.  See "Shareholder 
Services--Retirement Plans." 
 
Under the plan, sufficient shares of the Fund are redeemed to provide the amount of the periodic withdrawal 
payment.  Dividends and capital gain distributions should be reinvested in accounts with a systematic withdrawal 
plan.  Reinvestment will occur at the next determined NAV.  If periodic withdrawals continuously exceed reinvested 
dividends and capital gain dividends, the shareholder's original investment will be correspondingly reduced and 
ultimately exhausted.  Redemptions made concurrently with the purchase of additional shares ordinarily will be 
disadvantageous to the shareholder because of the duplication of sales charges.  Gain or loss may be realized by the 
shareholder for federal income tax purposes upon redemption of shares. See "Federal Income Taxation."  The Fund 
reserves the right to amend or terminate the systematic withdrawal program upon 30 days’ notice to its shareholders. 
 

REDEMPTION OF SHARES 
 
Redemptions are not made on days during which the New York Stock Exchange (the "Exchange") is closed. The 
right of redemption may be suspended and the payment therefore may be postponed for more than seven days during 
any period when (a) the Exchange is closed for other than customary weekends or holidays; (b) the SEC determines 
trading on the Exchange is restricted; (c) the SEC determines an emergency exists as a result of which disposal by 
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the Fund of securities owned by it is not reasonably practicable or it is not reasonably practicable for the Fund to 
fairly determine the value of its net assets; or (d) the SEC, by order, so permits. 
 
In addition, if the Board of Trustees determines that payment wholly or partly in cash would be detrimental to the 
best interests of the remaining shareholders of the Fund, the Fund may pay the redemption proceeds in whole or in 
part by a distribution-in-kind of portfolio securities held by the Fund in lieu of cash in conformity with applicable 
rules of the SEC.  A distribution-in-kind may result in recognition by the shareholder of a gain or loss for federal 
income tax purposes when such securities are distributed to the same extent that a cash distribution would result in 
gain or loss, and the shareholder may have brokerage costs and a gain or loss for federal income tax purposes upon 
the shareholder's disposition of such securities. 
 
Waiver of Contingent Deferred Sales Charge 
 
As described in the Fund’s Prospectus under "Redemption of Shares," redemptions of Class C Shares will be subject 
to a contingent deferred sales charge ("Class C CDSC").  The Class C CDSC is waived on redemptions of Class C 
Shares in the circumstances described below. 
 
Redemption Upon Death or Disability 
 
The Fund will waive the Class C CDSC on redemptions following the death or disability of a Class C shareholder. 
An individual will be considered disabled for this purpose if he or she meets the definition thereof in Section 
72(m)(7) of the Code, which in pertinent part defines a person as disabled if such person "is unable to engage in any 
substantial gainful activity by reason of any medically determinable physical or mental impairment which can be 
expected to result in death or to be of long-continued and indefinite duration."  While the Fund does not specifically 
adopt the balance of the Code's definition which pertains to furnishing the Secretary of Treasury with such proof as 
he or she may require, the Distributor will require satisfactory proof of death or disability before it determines to 
waive the Class C CDSC. 
 
In cases of death or disability, the Class C CDSC will be waived where the decedent or disabled person is either an 
individual shareholder or owns the shares as a joint tenant with right of survivorship or is the beneficial owner of a 
custodial or fiduciary account, and where the redemption is made within one year of the death or initial 
determination of disability.  This waiver of the Class C CDSC applies to a total or partial redemption, but only to 
redemptions of shares held at the time of the death or initial determination of disability. 
 
Redemption in Connection with Certain Distributions from Retirement Plans 
 
The Fund will waive the Class C CDSC when a total or partial redemption is made in connection with certain 
distributions from retirement plans.  The Class C CDSC will be waived upon the tax-free rollover or transfer of 
assets to another retirement plan invested in one or more participating funds.  In such event, as described below, the 
Fund will "tack" the period for which the original shares were held onto the holding period of the shares acquired in 
the transfer or rollover for purposes of determining what, if any, Class C CDSC is applicable in the event that such 
acquired shares are redeemed following the transfer or rollover.  The Class C CDSC also will be waived on any 
redemption which results from the return of an excess contribution or other contribution pursuant to Code Section 
408(d)(4) or (5), the return of excess contributions or excess deferral amounts pursuant to Code Section 401(k)(8) or 
402(g)(2), the financial hardship of the employee pursuant to U.S. Treasury regulation Section 1.401(k)-1(d)(3) or 
the death or disability of the employee (see Code Sections 72(m)(7) and 72(t)(2)(A)(iii)). In addition, the charge will 
be waived on any minimum distribution required to be distributed in accordance with Code Section 401(a)(9). 
 
The Fund does not intend to waive the Class C CDSC for any distributions from IRAs or other retirement plans not 
specifically described above. 
 
Redemption Pursuant to the Funds’ Systematic Withdrawal Plan 

The amount of the shareholder's investment in a Fund at the time the election to participate in the systematic 
withdrawal plan is made with respect to the Fund is hereinafter referred to as the "initial account balance."  The 
amount to be systematically redeemed from Class C Shares of a Fund is a maximum of 12% of the net asset value of 
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the account on the date of the withdrawal. No Class C CDSC will be imposed on the systematic withdrawal plan 
redemptions. 
 
 
No Initial Commission or Transaction Fee 
 
The Fund will waive the Class C CDSC in circumstances under which no commission or transaction fee is paid to 
authorized dealers at the time of purchase of shares. 
 
 Involuntary Redemptions Of Shares 
 
The Fund reserves the right to redeem shareholder accounts with balances of less than a specified dollar amount as 
set forth in the Prospectus.  Prior to such redemptions, shareholders will be notified in writing and allowed a 
specified period of time to purchase additional shares to bring the value of the account up to the required minimum 
balance. The Fund will waive the Class C CDSC upon such involuntary redemption. 
 

FEDERAL INCOME TAX MATTERS 
 
Each series of the Trust is treated as a separate entity for federal income tax purposes.  The Fund, as a series of the 
Trust, qualifies and has elected to be treated as a regulated investment company under Subchapter M of the Code, 
provided it complies with all applicable requirements under the Code, including, among other things, the source of 
its income, diversification of its assets and timing of distributions.  The Fund’s policy is to distribute to its 
shareholders all investment company taxable income (determined without regard to the deduction for dividends 
paid) and any net realized long-term capital gains for each fiscal year in a manner that complies with the distribution 
requirements of the Code, so that the Fund will not be subject to any federal income or excise taxes.  In order to 
avoid liability for the federal excise tax, the Fund must distribute (or be deemed to have distributed) by December 
31 of each calendar year (i) at least 98% of its ordinary income for such year, (ii) at least 98% of the excess of its 
realized capital gains over its realized capital losses for the 12-month period ending on October 31 during such year 
and (iii) any amounts from the prior calendar year that were not distributed and on which a Fund paid no federal 
income tax. 
 
Shareholders will be subject to federal income taxes on distributions made by the Fund whether received in cash or 
additional shares.  Distributions of net investment income (including interest, dividend income and net short-term 
capital gain in excess of any net long-term capital loss, less certain expenses), other than qualified dividend income, 
will be taxable to shareholders as ordinary income.  For taxable years beginning on or before December 31, 2010, 
distributions of qualified dividend income, as such term is defined in Section 1(h)(11) of the Code (generally 
dividends received from U.S. domestic corporations and qualified foreign corporations subject to certain 
limitations), generally will be taxed to non-corporate shareholders at the federal income tax rates applicable to net 
capital gain, provided the Fund designates the amount distributed as qualified dividend income and certain holding 
period and other requirements are satisfied.  Distributions of net capital gain (the excess of net long-term capital gain 
over net short-term capital loss), if any, will be taxable to non-corporate shareholders at a maximum federal income 
tax rate of 15% without regard to how long a shareholder has held shares of the Fund.  Unless extended by future 
legislation, the 15% federal income tax rate on net capital gain will expire for taxable years beginning after 
December 31, 2010 and will be replaced by a maximum federal income tax rate on net capital gains of 20%.  
Corporate shareholders are taxed on net capital gain at the same federal income tax rates applicable to ordinary 
income.  Dividends paid by the Fund may qualify in part for the 70% dividends received deduction available to 
corporate shareholders, provided the Fund designates the amount distributed as a qualifying dividend and certain 
holding period and other requirements under the Code are satisfied.  The designated amount, however, cannot 
exceed the aggregate amount of qualifying dividends received by the Fund for its taxable year.  In view of the 
Fund’s investment policies, it is expected that dividends from domestic corporations will be part of each Fund’s 
gross income and that, accordingly, a portion of the distributions by the Fund will be eligible for treatment as 
qualified dividend income or the dividends received deduction.  However, the portion of the Fund’s gross income 
attributable to qualified dividend income and qualifying dividends is largely dependent on the Fund’s investment 
activities for a particular year and, therefore, cannot be predicted with any certainty.  Qualified dividend income 
treatment and the dividends received deduction may be reduced or eliminated if, among other things, (i) the 
shareholder is under an obligation (whether pursuant to a short sale or otherwise) to make related payments with 
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respect to positions in substantially similar or related property or (ii) certain holding period requirements are not 
satisfied at both the Fund and shareholder levels.  In addition, qualified dividend income treatment is not available if 
a shareholder elects to have the dividend income treated as investment income for purposes of the limitation on 
deductibility of investment interest. 

 
Shareholders who choose to receive distributions in the form of additional shares will have a cost basis for federal 
income tax purposes in each share so received equal to the NAV of a share on the reinvestment date.  Distributions 
are generally taxable when received.  However, distributions declared in October, November or December to 
shareholders of record on a date in such a month and paid the following January are taxable for federal income tax 
purposes as if received on December 31 of the calendar year in which declared.  Distributions are includable in 
alternative minimum taxable income in computing a shareholder's liability for the federal alternative minimum tax. 

 
A redemption of Fund shares may result in recognition of a taxable gain or loss. The gain or loss will generally be 
treated as a long-term capital gain or loss if the shares were held for more than one year.  If the shares were held for 
one year or less, the gain or loss will generally be treated as a short-term capital gain or loss.  Short-term capital gain 
is taxable at ordinary federal income tax rates.  Any loss realized upon a redemption or exchange of shares held for 
six months or less will be treated as a long-term capital loss to the extent of any amounts treated as distributions of 
long-term capital gains during such six-month period.  Any loss realized upon a redemption may be disallowed 
under certain wash sale rules to the extent shares of the same Fund or other substantially identical stock or security 
are purchased (through reinvestment of distributions or otherwise) within 30 days before or after the redemption. 

 
The Fund’s transactions in options and other similar transactions may be subject to special provisions of the Code 
that, among other things, affect the character of any income realized by the Fund from such investments, accelerate 
recognition of income to the Fund, defer Fund losses, affect the holding period of the Fund’s securities, affect 
whether distributions will be eligible for the dividends received deduction or be treated as qualified dividend income 
and affect the determination of whether capital gain and loss is characterized as long-term or short-term capital gain 
or loss.  These rules could therefore affect the character, amount and timing of distributions to shareholders. These 
provisions may also require the Fund to “mark-to-market” certain positions in its portfolio (i.e., treat them as if they 
were closed out), which may cause the Fund to recognize income without receiving cash with which to make 
distributions in amounts necessary to satisfy the distribution requirements for avoiding U.S. federal income and 
excise taxes.  The Fund will monitor these transactions and will make the appropriate entries in its books and 
records, and if the Fund deem it advisable, will make appropriate elections in order to mitigate the effect of these 
rules, prevent disqualification of the Fund as a regulated investment company and minimize the imposition of U.S. 
federal income and excise taxes. 

 
The Fund’s transactions in broad based equity index futures contracts, exchange traded options on such indices and 
certain other futures contracts are generally considered “Section 1256 contracts” for federal income tax purposes.  
Any unrealized gains or losses on such Section 1256 contracts are treated as though they were realized at the end of 
each taxable year.  The resulting gain or loss is generally treated as sixty percent long-term capital gain or loss and 
forty percent short-term capital gain or loss.  Gain or loss recognized on actual sales of Section 1256 contracts is 
generally treated in the same manner.  As noted above, distributions of net short-term capital gain are taxable to 
shareholders as ordinary income while distributions of net long-term capital gain are taxable to shareholders as long-
term capital gain, regardless of how long the shareholder has held shares of the Fund. 

 
The Fund’s entry into a short sale transaction, an option or certain other contracts could be treated as the 
constructive sale of an appreciated financial position, causing the Fund to realize gain, but not loss, on the position. 
 
If the Fund invests in certain pay-in-kind securities, zero coupon securities, deferred interest securities or, in general, 
any other securities with original issue discount (or with market discount if the Fund elects to include market 
discount in income currently), the Fund must accrue income on such investments for each taxable year, which 
generally will be prior to the receipt of the corresponding cash payments. 

 
However, the Fund must distribute, at least annually, all or substantially all of its investment company taxable 
income (determined without regard to the deduction for dividends paid), including such accrued income to 
shareholders to avoid federal income and excise taxes.  Therefore, the Fund may have to dispose of portfolio 
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securities under disadvantageous circumstances to generate cash, or may have to leverage itself by borrowing the 
cash, to satisfy these distribution requirements. 

 
The Fund may acquire market discount bonds.  A market discount bond is a security acquired in the secondary 
market at a price below its redemption value (or its adjusted issue price if it is also an original issue discount bond).  
If the Fund invests in a market discount bond, it will be required to treat any gain recognized on the disposition of 
such market discount bond as ordinary income (instead of capital gain) to the extent of the accrued market discount, 
unless the Fund elects to include the market discount in income as it accrues as discussed above. 

 
The Fund may be subject to withholding and other taxes imposed by foreign countries, including taxes on interest, 
dividends and capital gains with respect to its investments in those countries, which would, if imposed, reduce the 
yield on or return from those investments.  Tax treaties between certain countries and the U.S. may reduce or 
eliminate such taxes in some cases.  With respect to the Fund so long as it (i) qualifies for treatment as a regulated 
investment company, (ii) is liable for foreign income taxes, and (iii) more than 50% of its total assets at the close of 
its taxable year consist of stock or securities of foreign corporations, it may elect to "pass through" to its 
shareholders the amount of such foreign taxes paid.  If this election is made, information with respect to the amount 
of the foreign income taxes that are allocated to the Fund's shareholders will be provided to them and any 
shareholder subject to tax on dividends will be required (i) to include in ordinary gross income (in addition to the 
amount of the taxable dividends actually received) its proportionate share of the foreign taxes paid that are 
attributable to such dividends, and (ii) either deduct its proportionate share of foreign taxes in computing its taxable 
income or to claim that amount as a foreign tax credit (subject to applicable limitations) against U.S. income taxes.  
The Fund does not expect to satisfy the requirements for passing through to its shareholders their pro rata share of 
qualified foreign taxes paid by the Fund, with the result that shareholders will not be required to include such taxes 
in their gross incomes and will not be entitled to a tax deduction or credit for such taxes on their own federal income 
tax returns. 

 
Under the Code, the Fund will be required to report to the Internal Revenue Service (“IRS”) all distributions of 
income and capital gains as well as gross proceeds from the redemption of Fund shares, except in the case of exempt 
shareholders, which includes most corporations.  Pursuant to the backup withholding provisions of the Code 
distributions of any taxable income and capital gains and proceeds from the redemption of Fund shares may be 
subject to withholding of federal income tax in the case of non-exempt shareholders who fail to furnish the Fund 
with their taxpayer identification numbers, social security numbers, or with required certifications regarding their 
status under the federal income tax law or if the IRS notifies the Fund that such withholding is required.  If the 
withholding provisions are applicable, any such distributions and proceeds, whether taken in cash or reinvested in 
additional shares, will be reduced by the amounts required to be withheld.  Corporate and other exempt shareholders 
should provide the Fund with their taxpayer identification numbers or certify their exempt status in order to avoid 
possible erroneous application of backup withholding.  The Fund reserves the right to refuse to open an account for 
any person failing to provide a certified taxpayer identification number or social security number. 

 
The foregoing discussion of U.S. federal income tax law relates solely to the application of that law to U.S. citizens 
or residents and U.S. domestic corporations, partnerships, trusts and estates.  Each shareholder who is not a U.S. 
person should consider the U.S. and foreign tax consequences of ownership of shares of the Fund, including the 
possibility that such a shareholder may be subject to a U.S. withholding tax at a rate of 30 percent (or at a lower rate 
under an applicable income tax treaty). 

 
This discussion and the related discussion in the Prospectus have been prepared by management of the Fund, and 
counsel to the Trust has expressed no opinion in respect thereof. 
 

FUND PERFORMANCE 
 
From time to time the Fund may advertise its total returns for prior periods.  Any such advertisement would include 
at least average annual total return quotations for one year, five-year and ten-year periods (or life of the Fund, if 
shorter). Other total return quotations, aggregate or average, over other time periods may also be included. 
 
The total return of the Fund for a particular period represents the increase (or decrease) in the value of a hypothetical 
investment in the Fund from the beginning to the end of the period.  Total return is calculated by subtracting the 
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value of the initial investment from the ending value and showing the difference as a percentage of the initial 
investment; the calculation assumes the initial investment is made at the current maximum public offering price 
(which includes the maximum sales charge); that all income dividends or capital gain dividends during the period 
are reinvested in Fund shares at NAV; and that any applicable contingent deferred sales charge has been paid.  The 
Fund's total return will vary depending on market conditions, the securities comprising the Fund’s portfolio, the 
Fund’s operating expenses and unrealized net capital gains or losses during the period.  Total return is based on 
historical earnings and asset value fluctuations and is not intended to indicate future performance.  No adjustments 
are made to reflect any income taxes payable by shareholders on dividends or capital gain dividends paid by the 
Fund or to reflect that 12b-1 fees may have changed over time. 
 
Average annual total return quotations are computed by finding the average annual compounded rate of return over 
the period that would equate the initial amount invested to the ending redeemable value. 
 
Total return is calculated separately for Class A shares, Class C shares and Institutional Class shares of the Fund.  
Total return figures for Class A shares include the maximum sales charge.  Total return figures for Class C shares 
include any applicable contingent deferred sales charge.  Because of the differences in sales charges and distribution 
fees, the total returns for each class of shares will differ.  The Fund from time to time also may include supplemental 
total return information that does not include sales charges or contingent deferred sales charges. 
 
 

OTHER INFORMATION 
Disclosure of Portfolio Holdings 
 
The Fund has adopted policies and procedures regarding disclosure of portfolio holdings information (the 
"Disclosure Policy"). The Board of Trustees determined that the adoption of the Disclosure Policy, including the 
disclosure permitted therein, was in the best interests of the Fund. The Disclosure Policy applies to the Fund, 
Advisor, Sub-Advisor and other internal parties involved in the administration, operation or custody of the Fund, 
including, but not limited to UMBFS, MFAC, the Board of Trustees, counsel to the Trust and Independent Trustees, 
Bingham McCutchen LLP., and the Fund’s independent accountants, Tait, Weller & Baker LLP (collectively, the 
“Service Providers”).  Pursuant to the Disclosure Policy, non-public information concerning a Fund’s portfolio 
holdings may be disclosed to its Service Providers only if such disclosure is consistent with the antifraud provisions 
of the federal securities laws and the fiduciary duties owed by the Fund and the Advisor to the Fund’s shareholders. 
The Fund and its Service Providers may not receive compensation or any other consideration (which includes any 
agreement to maintain assets in the Fund or in other investment companies or accounts managed by the Advisor, 
Sub-Advisor or any affiliated person of the Advisor or Sub-Advisor) in connection with the disclosure of portfolio 
holdings information of the Fund. The Fund’s Policy is implemented and overseen by the Chief Compliance Officer 
of the Trust, subject to the oversight of the Board of Trustees. Periodic reports regarding these procedures will be 
provided to the Trust’s Board. 
 
Portfolio holdings information will be deemed public when it has been posted to the Fund’s public website.  

 
 
Non-Public Portfolio Holdings Information Policy. All portfolio holdings information that has not been 
disseminated in a manner making it available to investors generally as described above is considered non-public 
portfolio holdings information for the purposes of the Disclosure Policy.  Pursuant to the Disclosure Policy, the 
Fund or its Service Providers may disclose non-public portfolio holdings information to certain third parties who fall 
within pre-authorized categories on a daily basis, with no lag time unless otherwise specified below. These third 
parties include: (i) the Fund’s Service Providers and others who need access to such information in the performance 
of their contractual or other duties and responsibilities to the Fund (e.g., custodians, accountants, the Advisor, the 
Sub-Advisor, administrators, attorneys, officers and Trustees) and who are subject to duties of confidentiality 
imposed by law or contract, (ii) brokers who execute trades for the Fund, (iii) evaluation service providers (as 
described below) and (iv) shareholders requesting in-kind redemptions (as described below). 
 
Evaluation Service Providers. These third parties include mutual fund evaluation services, such as Morningstar and 
Lipper, if the Fund has a legitimate business purpose for disclosing the information, provided that the third party 
expressly agrees to maintain the non-public portfolio holdings information in confidence and not to trade portfolio 
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securities based on the non-public portfolio holdings information. Subject to the terms and conditions of any 
agreement between the Fund or its authorized service providers and the third party, if these conditions for disclosure 
are satisfied, there shall be no restriction on the frequency with which the Fund’s non-public portfolio holdings 
information is released, and no lag period shall apply. In addition, persons who owe a duty of trust or confidence to 
the Fund or its Service Providers (such as legal counsel) may receive non-public portfolio holdings information 
without entering into a non-disclosure agreement. 
 
Shareholder In-Kind Distributions. The Fund’s shareholders may, in some circumstances, elect to redeem their 
shares of a Fund in exchange for their pro rata share of the securities held by the Fund. In such circumstances, 
pursuant to the Disclosure Policy, Fund shareholders may receive a complete listing of the portfolio holdings of a 
Fund up to seven (7) calendar days prior to making the redemption request provided that they represent orally or in 
writing that they agree to maintain the confidentiality of the portfolio holdings information. 
 
Other Entities. Pursuant to the Disclosure Policy, the Fund or the Advisor may disclose non-public portfolio 
holdings information to a third party who does not fall within the pre-approved categories, and who are not 
executing broker-dealers; however, prior to the receipt of any non-public portfolio holdings information by such 
third party, the recipient must have entered into a non-disclosure agreement and the disclosure arrangement must 
have been approved by the Chief Compliance Officer and the President of the Trust.  The Chief Compliance Officer 
will report to the Board of Trustees on a quarterly basis regarding any recipients of non-public portfolio holdings 
information approved pursuant to this paragraph. There are no other ongoing arrangements as of the date of this 
SAI. 
 
Custody of Assets 
 
The Custodian, UMB Bank, n.a., an affiliate of UMBFS, serves as custodian of the assets of the Fund pursuant to a 
custody agreement between the Custodian and the Trust, whereby the Custodian is compensated on a transactional 
basis plus out-of-pocket expenses.  The Custodian’s address is 928 Grand Boulevard, Kansas City, Missouri 64106.  
The Custodian does not participate in decisions relating to the purchase and sale of securities by the Fund. 
 
Shareholder Reports 

Semiannual financial statements, and annual financial statements audited by the independent registered public 
accounting firm, are included in the Fund’s shareholder reports. 

Proxy Voting Procedures  

Copies of the proxy voting procedures of the Sub-Advisor are included in Appendix B.  Information on how the 
Fund voted proxies relating to portfolio securities during the most recent twelve-month period ended June 30 will be 
available without charge, upon request, by calling (800) 207-7108. This information will also be available by 
accessing the Funds’ Form N-PX on the SEC's website at http://www.sec.gov. 

Independent Registered Public Accounting Firm 
 
An independent registered public accounting firm for the Fund performs an annual audit of the Fund’s financial 
statements.  The Board of Trustees has engaged Tait, Weller & Baker LLP, to be the Fund’s independent registered 
public accounting firm. 
 
Legal Counsel 
 
Counsel to the Trust and the Independent Trustees is Bingham McCutchen LLP, 333 S. Grand Ave, Suite 4400, Los 
Angeles, CA  90071. 

Financial Statements  

The Fund is a newly created fund and has not commence operations as of the date of this SAI, but will be the 
successor to the Predecessor Fund, as described in the Prospectus dated August 14, 2009.  The financial statements 
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of the Predecessor Fund are incorporated by reference from Forum Funds Trust’s Annual Report to Shareholders for 
the fiscal year ended April 30, 2009 (file Nos. 333-17217 and 811-07953). 
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APPENDIX A 
to the 

STATEMENT OF ADDITIONAL INFORMATION 
 

DESCRIPTION OF SECURITIES RATINGS 

 
Corporate Bonds (Including Convertible Bonds)  
 
Moody’s  
 
Aaa    Bonds that are rated Aaa are judged to be of the best quality. They carry the smallest degree of investment 
risk and are generally referred to as “gilt edged.” Interest payments are protected by a large or by 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. 

Aa    Bonds that are rated Aa are judged to be of high quality by all standards. Together with the Aaa group 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, which make the long-term risk, appear somewhat larger than the 
Aaa securities. 

A    Bonds that 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. 

Baa    Bonds that 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. 

Ba    Bonds that 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. 

B    Bonds that 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. 

Caa    Bonds that are rated Caa are of poor standing. Such issues may be in default or there may be present 
elements of danger with respect to principal or interest. Ca Bonds, which are rated Ca, represent obligations that are 
speculative in a high degree. Such issues are often in default or have other marked shortcomings. 

C    Bonds that are rated C are the lowest rated class of bonds, and issues so rated can be regarded as having 
extremely poor prospects of ever attaining any real investment standing. 

Note   Moody’s applies numerical modifiers 1, 2, and 3 in each generic rating classification from Aa through Caa. 
The modifier 1 indicates that the obligation ranks in the higher end of its generic rating category; the modifier 2 
indicates a mid-range ranking; and the modifier 3 indicates a ranking in the lower end of that generic rating 
category. 
 
S&P  
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AAA    An obligation rated AAA has the highest rating assigned by Standard & Poor’s. The obligor’s capacity to 
meet its financial commitment on the obligation is extremely strong. 
 
AA    An obligation rated AA differs from the highest-rated obligations only in small degree. The obligor’s 
capacity to meet its financial commitment on the obligation is very strong. 
A    An obligation rated A is somewhat more susceptible to the adverse effects of changes in circumstances and 
economic conditions than obligations in higher-rated categories. However, the obligor’s capacity to meet its 
financial commitment on the obligation is still strong. 
 
BBB    An obligation rated BBB exhibits adequate protection parameters. However, adverse economic conditions 
or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial 
commitment on the obligation. 
 
Note    Obligations rated BB, B, CCC, CC, and C are regarded as having significant speculative characteristics. BB 
indicates the least degree of speculation and C the highest. While such obligations will likely have some quality and 
protective characteristics, these may be outweighed by large uncertainties or major exposures to adverse conditions. 
 
BB    An obligation rated BB is less vulnerable to nonpayment than other speculative issues. However, it faces 
major ongoing uncertainties or exposure to adverse business, financial or economic conditions, which could lead to 
the obligor’s inadequate capacity to meet its financial commitment on the obligation. 
 
B    An obligation rated B is more vulnerable to nonpayment than obligations rated BB, but the obligor 
currently has the capacity to meet its financial commitment on the obligation. Adverse business, financial, or 
economic conditions will likely impair the obligor’s capacity or willingness to meet its financial commitment on the 
obligation. 
 
CCC    An obligation rated CCC is currently vulnerable to nonpayment, and is dependent upon favorable business, 
financial, and economic conditions for the obligor to meet its financial commitment on the obligation. In the event 
of adverse business, financial, or economic conditions, the obligor is not likely to have the capacity to meet its 
financial commitment on the obligation. 
 
CC    An obligation rated CC is currently highly vulnerable to nonpayment. 
 
C    The C rating may be used to cover a situation where a bankruptcy petition has been filed or similar action 
has been taken, but payments on this obligation are being continued. 
 
D    An obligation rated D is in payment default. The D rating category is used when payments on an obligation 
are not made on the date due even if the applicable grace period has not expired, unless Standard & Poor’s believes 
that such payments will be made during such grace period. The D rating also will be used upon the filing of a 
bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized. 
 
Note    Plus (+) or minus (-). The ratings from AA to CCC may be modified by the addition of a plus or minus sign 
to show relative standing within the major rating categories.  The “r” symbol is attached to the ratings of instruments 
with significant noncredit risks. It highlights risks to principal or volatility of expected returns, which are not 
addressed in the credit rating. Examples include: obligations linked or indexed to equities, currencies, or 
commodities; obligations exposed to severe prepayment risk-such as interest-only or principal-only mortgage 
securities; and obligations with unusually risky interest terms, such as inverse floaters. 
 
Preferred Stock  
 
Moody’s  
 
Aaa    An issue that is rated “Aaa” is considered to be a top-quality preferred stock. This rating indicates good 
asset protection and the least risk of dividend impairment within the universe of preferred stocks. 
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Aa    An issue that is rated “Aa” is considered a high-grade preferred stock. This rating indicates that there is a 
reasonable assurance the earnings and asset protection will remain relatively well maintained in the foreseeable 
future. 

A    An issue that is rated “A” is considered to be an upper-medium grade preferred stock. While risks are 
judged to be somewhat greater than in the “Aaa” and “Aa” classification, earnings and asset protection are, 
nevertheless, expected to be maintained at adequate levels. 
 
Baa    An issue that is rated “Baa” is considered to be a medium-grade preferred stock, neither highly protected 
nor poorly secured. Earnings and asset protection appear adequate at present but may be questionable over any great 
length of time. 

Ba    An issue that is rated “Ba” is considered to have speculative elements and its future cannot be considered 
well assured. Earnings and asset protection may be very moderate and not well safeguarded during adverse periods. 
Uncertainty of position characterizes preferred stocks in this class. 

B    An issue that is rated “B” generally lacks the characteristics of a desirable investment. Assurance of 
dividend payments and maintenance of other terms of the issue over any long period of time may be small. 

Caa    An issue that is rated “Caa” is likely to be in arrears on dividend payments. This rating designation does not 
purport to indicate the future status of payments. 

Ca    An issue that is rated “Ca” is speculative in a high degree and is likely to be in arrears on dividends with 
little likelihood of eventual payments. 

C    This is the lowest rated class of preferred or preference stock. Issues so rated can thus be regarded as 
having extremely poor prospects of ever attaining any real investment standing. 

Note   Moody’s applies numerical modifiers 1, 2, and 3 in each rating classification: the modifier 1 indicates that 
the security ranks in the higher end of its generic rating category; the modifier 2 indicates a mid-range ranking and 
the modifier 3 indicates that the issue ranks in the lower end of its generic rating category. 
 
S&P  
  
AAA  This is the highest rating that may be assigned by Standard & Poor’s to a preferred stock issue and 
indicates an extremely strong capacity to pay the preferred stock obligations.  

AA  A preferred stock issue rated AA also qualifies as a high-quality, fixed-income security. The capacity to 
pay preferred stock obligations is very strong, although not as overwhelming as for issues rated AAA. 

A  An issue rated A is backed by a sound capacity to pay the preferred stock obligations, although it is 
somewhat more susceptible to the adverse effects of changes in circumstances and economic conditions. 

BBB  An issue rated BBB is regarded as backed by an adequate capacity to pay the preferred stock 
obligations. Whereas it normally exhibits adequate protection parameters, adverse economic conditions or changing 
circumstances are more likely to lead to a weakened capacity to make payments for a preferred stock in this category 
than for issues in the A category. 

BBB, CCC  Preferred stock rated BB, B, and CCC is regarded, on balance, as predominantly speculative with 
respect to the issuer’s capacity to pay preferred stock obligations. BB indicates the lowest degree of speculation and 
CCC the highest. While such issues will likely have some quality and protective characteristics, these are 
outweighed by large uncertainties or major risk exposures to adverse conditions. 

CC  The rating CC is reserved for a preferred stock issue that is in arrears on dividends or sinking fund 
payments, but that is currently paying. 

C    A preferred stock rated C is a nonpaying issue. 
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D    A preferred stock rated D is a nonpaying issue with the issuer in default on debt instruments. 

N.R.    This indicates that no rating has been requested, that there is insufficient information on which to base a 
rating, or that Standard & Poor’s does not rate a particular type of obligation as a matter of policy. 

Note   Plus (+) or minus (-). To provide more detailed indications of preferred stock quality, ratings from AA to 
CCC may be modified by the addition of a plus or minus sign to show relative standing within the major rating 
categories. 
 
Short Term Ratings  
 
Moody’s  
Moody’s employs the following three designations, all judged to be investment grade, to indicate the relative 
repayment ability of rated issuers:  
  
Prime-1   Issuers rated Prime-1 (or supporting institutions) 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. 
 
Prime-2   Issuers rated Prime-2 (or supporting institutions) have a strong ability for repayment of senior 
short-term debt obligations. This will normally be evidenced by many of the characteristics cited above but to a 
lesser degree. Earnings trends and coverage ratios, while sound, may be more subject to variation. Capitalization 
characteristics, while still appropriate, may be more affected by external conditions. Ample alternate liquidity is 
maintained. 
  
Prime-3   Issuers rated Prime-3 (or supporting institutions) have an acceptable ability for repayment of 
senior short-term obligations. The effect of industry characteristics and market compositions may be more 
pronounced. Variability in earnings and profitability may result in changes in the level of debt protection 
measurements and may require relatively high financial leverage. Adequate alternate liquidity is maintained. 

Not Prime Issuers rated Not Prime do not fall within any of the Prime rating categories. 

S&P  

A-1    A short-term obligation rated A-1 is rated in the highest category by Standard & Poor’s. The obligor’s 
capacity to meet its financial commitment on the obligation is strong. Within this category, certain obligations are 
designated with a plus sign (+). This indicates that the obligor’s capacity to meet its financial commitment on these 
obligations is extremely strong. 

A-2    A short-term obligation rated A-2 is somewhat more susceptible to the adverse effects of changes in 
circumstances and economic conditions than obligations in higher rating categories. However, the obligor’s capacity 
to meet its financial commitment on the obligation is satisfactory. 
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A-3    A short-term obligation rated A-3 exhibits adequate protection parameters. However, adverse economic 
conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its 
financial commitment on the obligation. 
 
B    A short-term obligation rated B is regarded as having significant speculative characteristics. The 
obligor currently has the capacity to meet its financial commitment on the obligation; however, it faces major 
ongoing uncertainties, which could lead to the obligor’s inadequate capacity to meet its financial commitment on the 
obligation. 

C    A short-term obligation rated C is currently vulnerable to nonpayment and is dependent upon favorable 
business, financial, and economic conditions for the obligor to meet its financial commitment on the obligation. 

D    A short-term obligation rated D is in payment default. The D rating category is used when payments on an 
obligation are not made on the date due even if the applicable grace period has not expired, unless Standard & 
Poor’s believes that such payments will be made during such grace period. The D rating also will be used upon the 
filing of a bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized.  
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APPENDIX B 
to the 

STATEMENT OF ADDITIONAL INFORMATION 
 

PROXY VOTING PROCEDURES 
HORIZON ASSET MANAGEMENT, INC. 

 
Horizon Asset Management, Inc. (“Horizon”) has entered into an agreement with the Institutional 

Shareholder Services governance unit of RiskMetrics Group (RMG), a Delaware corporation, in order to vote 
proxies for which Horizon is responsible. Pursuant to this agreement, a RMG account manager will exercise his or 
her authority and responsibility to execute proxy ballots on behalf of Horizon and the Fund. RMG will vote such 
proxies in accordance with RMG’s proprietary research and its proxy voting guidelines which have been adopted by 
Horizon. Notwithstanding the contractual delegation to RMG, Horizon will continue to monitor the proxy voting. If 
Horizon disagrees with a proxy voting recommendation made by RMG, Horizon maintains the right to override 
RMG’s recommendation and instruct RMG to vote (which could include voting “abstain” or withholding a vote 
completely) the proxy based on Horizon’s determination.  

Horizon does not anticipate conflicts of interest with respect to proxy voting. In addition, Horizon 
anticipates that it will generally follow the recommendations of RMG, thus further reducing the likelihood of 
potential conflicts of interest. If Horizon elects to override a recommendation from RMG, Horizon will determine 
whether such override presents a potential conflict of interest. If Horizon determines that a conflict of interest is 
present, then Horizon will: (i) vote the proxy in accordance with the RMG recommendation; (ii) follow its internal 
procedures for resolving proxy conflicts of interest; or (iii) engage an independent third party to perform the proxy 
analysis and issue a recommendation on how to vote. In accordance with its procedures, Horizon will: (i) prepare a 
conflict of interest memo detailing the potential issues and/or conflicts of interest; (ii) assemble the entire research 
staff and management to review the memo and make a voting recommendation; (iii) make a decision on how to vote 
the proxy based on all available information and in the best interest of the advisory client; and (iv) maintain written 
documentation detailing the proxy voting decision with respect to each proxy for which Horizon determines there is 
a potential conflict of interest. In addition, Horizon may elect to disclose the potential conflict of interest to the 
Fund. Once the decision is made, RMG will vote the proxy via the RMG Votex System based on Horizon’s or the 
independent third party’s decision.  

Horizon will report to the Board of Trustees of the Trust, on not less than an annual basis. Horizon will 
inform the Trustees regarding any conflicts of interest that arise from proxy votes and how such conflicts were 
resolved.  

 

Summary of RMG’s 2009 U.S. Proxy Voting Guidelines 

1. Operational Items: 

Auditor Ratification 
Vote FOR proposals to ratify auditors, unless any of the following apply: 

• An auditor has a financial interest in or association with the company, and is therefore not independent; 

• There is reason to believe that the independent auditor has rendered an opinion which is neither accurate 
nor indicative of the company’s financial position; 

• Poor accounting practices are identified that rise to a serious level of concern, such as: fraud; 
misapplication of GAAP; and material weaknesses identified in Section 404 disclosures; or 

• Fees for non-audit services (“Other” fees) are excessive. 

Non-audit fees are excessive if: 
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• Non-audit (“other”) fees exceed audit fees + audit-related fees + tax compliance/preparation fees 

Vote CASE-BY-CASE on shareholder proposals asking companies to prohibit or limit their auditors from engaging 
in non-audit services. 

Vote CASE-BY-CASE on shareholder proposals asking for audit firm rotation, taking into account:  

• The tenure of the audit firm;  

• The length of rotation specified in the proposal;  

• Any significant audit-related issues at the company;  

• The number of Audit Committee meetings held each year;  

• The number of financial experts serving on the committee; and  

• Whether the company has a periodic renewal process where the auditor is evaluated for both audit quality 
and competitive price. 

2. Board of Directors: 

Voting on Director1 Nominees in Uncontested Elections 
Vote on director nominees should be determined on a CASE-BY-CASE basis. 

Vote AGAINST or WITHHOLD2 from individual directors who: 

• Attend less than 75 percent of the board and committee meetings without a valid excuse, such as illness, 
service to the nation, work on behalf of the company, or funeral obligations. If the company provides 
meaningful public or private disclosure explaining the director’s absences, evaluate the information on a 
CASE-BY-CASE basis taking into account the following factors: 

- Degree to which absences were due to an unavoidable conflict; 

- Pattern of absenteeism; and 

- Other extraordinary circumstances underlying the director’s absence;  

• Sit on more than six public company boards;  

• Are CEOs of public companies who sit on the boards of more than two public companies besides their 
own-- withhold only at their outside boards. 

Vote AGAINST or WITHHOLD from all nominees of the board of directors, (except from new nominees, who 
should be considered on a CASE-BY-CASE basis) if: 

• The company’s proxy indicates that not all directors attended 75% of the aggregate of their board and 
committee meetings, but fails to provide the required disclosure of the names of the directors involved. If 
this information cannot be obtained, vote against/withhold from all incumbent directors; 

• The company’s poison pill has a dead-hand or modified dead-hand feature. Vote against/withhold every 
year until this feature is removed; 

                                                            

1 RiskMetrics’ classification of directors can be found in U.S. Proxy Voting Guidelines Summary. 
2 In general, companies with a plurality vote standard use “Withhold” as the valid opposition vote option in director 
elections; companies with a majority vote standard use “Against”. However, it will vary by company and the proxy must 
be checked to determine the valid opposition vote for the particular company.  
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• The board adopts or renews a poison pill without shareholder approval, does not commit to putting it to 
shareholder vote within 12 months of adoption (or in the case of an newly public company, does not 
commit to put the pill to a shareholder vote within 12 months following the IPO), or reneges on a 
commitment to put the pill to a vote, and has not yet received a withhold/against recommendation for this 
issue;  

• The board failed to act on a shareholder proposal that received approval by a majority of the shares 
outstanding the previous year (a management proposal with other than a FOR recommendation by 
management will not be considered as sufficient action taken); 

• The board failed to act on a shareholder proposal that received approval of the majority of shares cast for 
the previous two consecutive years (a management proposal with other than a FOR recommendation by 
management will not be considered as sufficient action taken);  

• The board failed to act on takeover offers where the majority of the shareholders tendered their shares; 

• At the previous board election, any director received more than 50 percent withhold/against votes of the 
shares cast and the company has failed to address the underlying issue(s) that caused the high 
withhold/against vote; 

• The board is classified, and a continuing director responsible for a problematic governance issue at the 
board/committee level that would warrant a withhold/against vote recommendation is not up for election- 
any or all appropriate nominees (except new) may be held accountable; 

• The board lacks accountability and oversight, coupled with sustained poor performance relative to peers. 
Sustained poor performance is measured by one- and three-year total shareholder returns in the bottom half 
of a company’s four-digit GICS industry group (Russell 3000 companies only). 

Vote AGAINST or WITHHOLD from Inside Directors and Affiliated Outside Directors (per the Classification of 
Directors below) when: 

• The inside or affiliated outside director serves on any of the three key committees: audit, compensation, or 
nominating; 

• The company lacks an audit, compensation, or nominating committee so that the full board functions as 
that committee; 

• The company lacks a formal nominating committee, even if board attests that the independent directors 
fulfill the functions of such a committee;   

• The full board is less than majority independent. 

Vote AGAINST or WITHHOLD from the members of the Audit Committee if: 

• The non-audit fees paid to the auditor are excessive; 

• The company receives an adverse opinion on the company’s financial statements from its auditor; or  

• There is persuasive evidence that the audit committee entered into an inappropriate indemnification 
agreement with its auditor that limits the ability of the company, or its shareholders, to pursue legitimate 
legal recourse against the audit firm. 

Vote CASE-by-CASE on members of the Audit Committee and/or the full board if poor accounting practices, which 
rise to a level of serious concern are indentified, such as: fraud; misapplication of GAAP; and material weaknesses 
identified in Section 404 disclosures. 

Examine the severity, breadth, chronological sequence and duration, as well as the company’s efforts at remediation 
or corrective actions in determining whether negative vote recommendations are warranted against the members of 
the Audit Committee who are responsible for the poor accounting practices, or the entire board. 

Vote AGAINST or WITHHOLD from the members of the Compensation Committee if: 
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• There is a negative correlation between the chief executive’s pay and company performance (see discussion 
under Equity Compensation Plans); 

• The company reprices underwater options for stock, cash or other consideration without prior shareholder 
approval, even if allowed in their equity plan; 

• The company fails to submit one-time transfers of stock options to a shareholder vote; 

• The company fails to fulfill the terms of a burn rate commitment they made to shareholders; 

• The company has backdated options (see “Options Backdating” policy); 

The company has poor compensation practices (see “Poor Pay Practices” policy). Poor pay practices may warrant 
withholding votes from the CEO and potentially the entire board as well. 

Vote AGAINST or WITHHOLD from directors, individually or the entire board, for egregious actions or failure to 
replace management as appropriate. 

Independent Chair (Separate Chair/CEO) 
Generally vote FOR shareholder proposals requiring that the chairman’s position be filled by an independent 
director, unless the company satisfies all of the following criteria: 

The company maintains the following counterbalancing features: 

• Designated lead director, elected by and from the independent board members with clearly delineated and 
comprehensive duties. (The role may alternatively reside with a presiding director, vice chairman, or 
rotating lead director; however the director must serve a minimum of one year in order to qualify as a lead 
director.) The duties should include, but are not limited to, the following: 

- presides at all meetings of the board at which the chairman is not present, including executive 
sessions of the independent directors; 

- serves as liaison between the chairman and the independent directors; 

- approves information sent to the board;  

- approves meeting agendas for the board;  

- approves meeting schedules to assure that there is sufficient time for discussion of all agenda items;  

- has the authority to call meetings of the independent directors;  

- if requested by major shareholders, ensures that he is available for consultation and direct 
communication; 

• Two-thirds independent board;  

• All independent key committees; 

• Established governance guidelines; 

• A company in the Russell 3000 universe must not have exhibited sustained poor total shareholder return 
(TSR) performance, defined as one- and three-year TSR in the bottom half of the company’s four-digit 
GICS industry group within the Russell 3000 only), unless there has been a change in the Chairman/CEO 
position within that time;  

• The company does not have any problematic governance or management issues, examples of 
which include, but are not limited to: 

- Egregious compensation practices; 
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- Multiple related-party transactions or other issues putting director independence at risk; 

- Corporate and/or management scandals; 

- Excessive problematic corporate governance provisions; or 

- Flagrant board or management actions with potential or realized negative impact on shareholders. 

Majority Vote Shareholder Proposals 
Generally vote FOR precatory and binding resolutions requesting that the board change the company’s bylaws to 
stipulate that directors need to be elected with an affirmative majority of votes cast, provided it does not conflict 
with the state law where the company is incorporated. Binding resolutions need to allow for a carve-out for a 
plurality vote standard when there are more nominees than board seats. 

Companies are strongly encouraged to also adopt a post-election policy (also know as a director resignation policy) 
that provides guidelines so that the company will promptly address the situation of a holdover director. 

Performance/Governance Evaluation for Directors 
Vote WITHHOLD/AGAINST on all director nominees if the board lacks accountability and oversight, coupled with 
sustained poor performance relative to peers, measured by one- and three-year total shareholder returns in the 
bottom half of a company’s four-digit GICS industry group (Russell 3000 companies only). 

Evaluate board accountability and oversight at companies that demonstrate sustained poor performance. Problematic 
provisions include but are not limited to:  

• a classified board structure;  

• a supermajority vote requirement;  

• majority vote standard for director elections with no carve out for contested elections;  

• the inability of shareholders to call special meetings;  

• the inability of shareholders to act by written consent;  

• a dual-class structure; and/or  

• a non-shareholder approved poison pill. 

If a company exhibits sustained poor performance coupled with a lack of board accountability and oversight, also 
take into consideration the company’s five-year total shareholder return and five-year operational metrics in the 
evaluation.  

3. Proxy Contests 

Voting for Director Nominees in Contested Elections 
Vote CASE-BY-CASE on the election of directors in contested elections, considering the following factors: 

• Long-term financial performance of the target company relative to its industry; 

• Management’s track record; 

• Background to the proxy contest; 

• Qualifications of director nominees (both slates); 

• Strategic plan of dissident slate and quality of critique against management; 
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• Likelihood that the proposed goals and objectives can be achieved (both slates); 

• Stock ownership positions. 

Reimbursing Proxy Solicitation Expenses 
Vote CASE-BY-CASE on proposals to reimburse proxy solicitation expenses. When voting in conjunction with 
support of a dissident slate, vote FOR the reimbursement of all appropriate proxy solicitation expenses associated 
with the election. 

Generally vote FOR shareholder proposals calling for the reimbursement of reasonable costs incurred in connection 
with nominating one or more candidates in a contested election where the following apply: 

• The election of fewer than 50% of the directors to be elected is contested in the election; 

• One or more of the dissident’s candidates is elected; 

• Shareholders are not permitted to cumulate their votes for directors; and 

• The election occurred, and the expenses were incurred, after the adoption of this bylaw.  

4. Antitakeover Defenses and Voting Related Issues 

Advance Notice Requirements for Shareholder Proposals/Nominations 
Vote CASE-BY-CASE on advance notice proposals, giving support to proposals that allow shareholders to submit 
proposals/nominations reasonably close to the meeting date and within the broadest window possible, recognizing 
the need to allow sufficient notice for company, regulatory and shareholder review. 

To be reasonable, the company’s deadline for shareholder notice of a proposal/ nominations must not be more than 
60 days prior to the meeting, with a submittal window of at least 30 days prior to the deadline.  

In general, support additional efforts by companies to ensure full disclosure in regard to a proponent’s economic and 
voting position in the company so long as the informational requirements are reasonable and aimed at providing 
shareholders with the necessary information to review such proposal. 

Poison Pills 
Vote FOR shareholder proposals requesting that the company submit its poison pill to a shareholder vote or redeem 
it UNLESS the company has: (1) A shareholder approved poison pill in place; or (2) The company has adopted a 
policy concerning the adoption of a pill in the future specifying that the board will only adopt a shareholder rights 
plan if either: 

• Shareholders have approved the adoption of the plan; or 

• The board, in exercising its fiduciary responsibilities, determines that it is in the best interest of 
shareholders under the circumstances to adopt a pill without the delay that would result from seeking 
stockholder approval (i.e., the “fiduciary out” provision). A poison pill adopted under this “fiduciary out” 
will be put to a shareholder ratification vote within 12 months of adoption or expire. If the pill is not 
approved by a majority of the votes cast on this issue, the plan will immediately terminate. 

Vote FOR shareholder proposals calling for poison pills to be put to a vote within a time period of less than one year 
after adoption. If the company has no non-shareholder approved poison pill in place and has adopted a policy with 
the provisions outlined above, vote AGAINST the proposal. If these conditions are not met, vote FOR the proposal, 
but with the caveat that a vote within 12 months would be considered sufficient. 

Vote CASE-by-CASE on management proposals on poison pill ratification, focusing on the features of the 
shareholder rights plan. Rights plans should contain the following attributes:  
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• No lower than a 20% trigger, flip-in or flip-over;  

• A term of no more than three years;  

• No dead-hand, slow-hand, no-hand or similar feature that limits the ability of a future board to redeem the 
pill;  

• Shareholder redemption feature (qualifying offer clause); if the board refuses to redeem the pill 90 days 
after a qualifying offer is announced, 10 percent of the shares may call a special meeting or seek a written 
consent to vote on rescinding the pill.  

In addition, the rationale for adopting the pill should be thoroughly explained by the company. In examining the 
request for the pill, take into consideration the company’s existing governance structure, including: board 
independence, existing takeover defenses, and any problematic governance concerns. 

For management proposals to adopt a poison pill for the stated purpose of preserving a company’s net operating 
losses (“NOL pills”), the following factors should be considered:  

• the trigger (NOL pills generally have a trigger slightly below 5%);  

• the value of the NOLs;  

• the term;  

• shareholder protection mechanisms (sunset provision, causing expiration of the pill upon exhaustion or 
expiration of NOLs); and  

• other factors that may be applicable. 

In addition, vote WITHHOLD/AGAINST the entire board of directors, (except new nominees, who should be 
considered on a CASE-by-CASE basis) if the board adopts or renews a poison pill without shareholder approval, 
does not commit to putting it to a shareholder vote within 12 months of adoption (or in the case of a newly public 
company, does not commit to put the pill to a shareholder vote within 12 months following the IPO), or reneges on a 
commitment to put the pill to a vote, and has not yet received a withhold recommendation for this issue. 

5. Mergers and Corporate Restructurings 

Overall Approach 
For mergers and acquisitions, review and evaluate the merits and drawbacks of the proposed transaction, balancing 
various and sometimes countervailing factors including: 

• Valuation - Is the value to be received by the target shareholders (or paid by the acquirer) reasonable? 
While the fairness opinion may provide an initial starting point for assessing valuation reasonableness, 
emphasis is placed on the offer premium, market reaction and strategic rationale.  

• Market reaction - How has the market responded to the proposed deal? A negative market reaction should 
cause closer scrutiny of a deal.  

• Strategic rationale - Does the deal make sense strategically? From where is the value derived? Cost and 
revenue synergies should not be overly aggressive or optimistic, but reasonably achievable. Management 
should also have a favorable track record of successful integration of historical acquisitions.  

• Negotiations and process - Were the terms of the transaction negotiated at arm's-length? Was the process 
fair and equitable? A fair process helps to ensure the best price for shareholders. Significant negotiation 
"wins" can also signify the deal makers' competency. The comprehensiveness of the sales process (e.g., full 
auction, partial auction, no auction) can also affect shareholder value.  
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• Conflicts of interest - Are insiders benefiting from the transaction disproportionately and inappropriately as 
compared to non-insider shareholders? As the result of potential conflicts, the directors and officers of the 
company may be more likely to vote to approve a merger than if they did not hold these interests. Consider 
whether these interests may have influenced these directors and officers to support or recommend the 
merger. The change-in-control figure presented in the "RMG Transaction Summary" section of this report 
is an aggregate figure that can in certain cases be a misleading indicator of the true value transfer from 
shareholders to insiders. Where such figure appears to be excessive, analyze the underlying assumptions to 
determine whether a potential conflict exists.  

• Governance - Will the combined company have a better or worse governance profile than the current 
governance profiles of the respective parties to the transaction? If the governance profile is to change for 
the worse, the burden is on the company to prove that other issues (such as valuation) outweigh any 
deterioration in governance. 

6. State of Incorporation 

Reincorporation Proposals 
Evaluate management or shareholder proposals to change a company's state of incorporation on a CASE-BY-CASE 
basis, giving consideration to both financial and corporate governance concerns including the following: 

• Reasons for reincorporation; 

• Comparison of company's governance practices and provisions prior to and following the reincorporation; 
and 

• Comparison of corporation laws of original state and destination state 

Vote FOR reincorporation when the economic factors outweigh any neutral or negative governance changes. 

7. Capital Structure 

Common Stock Authorization 
Vote CASE-BY-CASE on proposals to increase the number of shares of common stock authorized for issuance. 
Take into account company-specific factors which include, at a minimum, the following: 

• Specific reasons/ rationale for the proposed increase; 

• The dilutive impact of the request as determined through an allowable cap generated by RiskMetrics’ 
quantitative model; 

• The board’s governance structure and practices; and 

• Risks to shareholders of not approving the request.  

Vote FOR proposals to approve increases beyond the allowable cap when a company's shares are in danger of being 
delisted or if a company's ability to continue to operate as a going concern is uncertain.  

Preferred Stock 
Vote CASE-BY-CASE on proposals to increase the number of shares of preferred stock authorized for issuance. 
Take into account company-specific factors which include, at a minimum, the following: 

• Specific reasons/ rationale for the proposed increase; 

• The dilutive impact of the request as determined through an allowable cap generated by RiskMetrics’ 
quantitative model; 
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• The board’s governance structure and practices; and 

• Risks to shareholders of not approving the request.  

Vote AGAINST proposals authorizing the creation of new classes of preferred stock with unspecified voting, 
conversion, dividend distribution, and other rights ("blank check" preferred stock). 

Vote FOR proposals to create "declawed" blank check preferred stock (stock that cannot be used as a takeover 
defense). 

Vote FOR proposals to authorize preferred stock in cases where the company specifies the voting, dividend, 
conversion, and other rights of such stock and the terms of the preferred stock appear reasonable. 

Vote AGAINST proposals to increase the number of blank check preferred stock authorized for issuance when no 
shares have been issued or reserved for a specific purpose. 

8. Executive and Director Compensation 

Equity Compensation Plans 

Vote CASE-BY-CASE on equity-based compensation plans. Vote AGAINST the equity plan if any of the following 
factors apply: 

• The total cost of the company’s equity plans is unreasonable; 

• The plan expressly permits the repricing of stock options/stock appreciation rights (SARs) without prior 
shareholder approval; 

• The CEO is a participant in the proposed equity-based compensation plan and there is a disconnect between 
CEO pay and the company’s performance where over 50 percent of the year-over-year increase is attributed 
to equity awards; 

• The company’s three year burn rate exceeds the greater of 2% and the mean plus one standard deviation of 
its industry group; 

• The plan provides for the acceleration of vesting of equity awards even though an actual change in control 
may not occur (e.g., upon shareholder approval of a transaction or the announcement of a tender offer); or  

• The plan is a vehicle for poor pay practices. 

Poor Pay Practices 
Vote AGAINST or WITHHOLD from compensation committee members, CEO, and potentially the entire board, if 
the company has poor compensation practices. Vote AGAINST equity plans if the plan is a vehicle for poor 
compensation practices. 

The following practices, while not exhaustive, are examples of poor compensation practices that may warrant 
withhold vote recommendations: 

• Egregious employment contracts - Contracts containing multi-year guarantees for salary increases, bonuses 
and equity compensation; 

• Excessive perks/tax reimbursements: 

- Overly generous perquisites, which may include, but are not limited to the following: personal use 
of corporate aircraft, personal security system maintenance and/or installation, car allowances; 

- Reimbursement of income taxes on executive perquisites or other payments; 
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- Perquisites for former executives, such as car allowances, personal use of corporate aircraft or 
other inappropriate arrangements; 

Abnormally large bonus payouts without justifiable performance linkage or proper disclosure - Performance 
metrics that are changed, canceled or replaced during the performance period without adequate explanation of 
the action and the link to performance; 

• Egregious pension/SERP (supplemental executive retirement plan) payouts: 

- Inclusion of additional years of service not worked that result in significant payouts; 

- Inclusion of performance-based equity awards in the pension calculation; 

• New CEO with overly generous new hire package: 

- Excessive “make whole” provisions; 

- Any of the poor pay practices listed in this policy; 

• Excessive severance and/or change in control provisions: 

- Inclusion of excessive change in control or severance payments, especially those with a multiple 
in excess of 3X cash pay; 

- Payments upon an executive's termination in connection with performance failure; 

- Change in control payouts without loss of job or substantial diminution of job duties (single-
triggered); 

- New or materially amended employment or severance agreements that provide for modified single 
triggers, under which an executive may voluntarily leave for any reason and still receive the 
change-in-control severance package; 

- Liberal change in control definition in individual contracts or equity plans which could result in 
payments to executives without an actual change in control occurring;  

- New or materially amended employment or severance agreements that provide for an excise tax 
gross-up. Modified gross-ups would be treated in the same manner as full gross-ups;  

- Perquisites for former executives such as car allowances, personal use of corporate aircraft or 
other inappropriate arrangements; 

• Dividends or dividend equivalents paid on unvested performance shares or units; 

• Poor disclosure practices: 

- Unclear explanation of how the CEO is involved in the pay setting process; 

- Retrospective performance targets and methodology not discussed; 

- Methodology for benchmarking practices and/or peer group not disclosed and explained; 

• Internal Pay Disparity: 

- Excessive differential between CEO total pay and that of next highest paid named executive officer 
(NEO); 

• Options backdating (covered in a separate policy); 

• Other excessive compensation payouts or poor pay practices at the company. 
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Other Compensation Proposals and Policies 

Advisory Vote on Executive Compensation (Say-on-Pay) Management Proposals 
Vote CASE-BY-CASE on management proposals for an advisory vote on executive compensation. Vote AGAINST 
these resolutions in cases where boards have failed to demonstrate good stewardship of investors’ interests regarding 
executive compensation practices.  

For U.S. companies, consider the following factors in the context of each company’s specific circumstances and the 
board’s disclosed rationale for its practices:   

Relative Considerations: 

• Assessment of performance metrics relative to business strategy, as discussed and explained in the CD&A; 

• Evaluation of peer groups used to set target pay or award opportunities; 

• Alignment of company performance and executive pay trends over time (e.g., performance down: pay 
down); 

• Assessment of disparity between total pay of the CEO and other Named Executive Officers (NEOs). 

Design Considerations: 

• Balance of fixed versus performance-driven pay; 

• Assessment of excessive practices with respect to perks, severance packages, supplemental executive 
pension plans, and burn rates. 

Communication Considerations: 

• Evaluation of information and board rationale provided in CD&A about how compensation is determined 
(e.g., why certain elements and pay targets are used, and specific incentive plan goals, especially 
retrospective goals); 

• Assessment of board’s responsiveness to investor input and engagement on compensation issues (e.g., in 
responding to majority-supported shareholder proposals on executive pay topics). 

Employee Stock Purchase Plans-- Non-Qualified Plans 
Vote CASE-by-CASE on nonqualified employee stock purchase plans. Vote FOR nonqualified employee stock 
purchase plans with all the following features: 

• Broad-based participation (i.e., all employees of the company with the exclusion of individuals with 5 
percent or more of beneficial ownership of the company); 

• Limits on employee contribution, which may be a fixed dollar amount or expressed as a percent of base 
salary; 

• Company matching contribution up to 25 percent of employee’s contribution, which is effectively a 
discount of 20 percent from market value; 

• No discount on the stock price on the date of purchase since there is a company matching contribution. 

Vote AGAINST nonqualified employee stock purchase plans when any of the plan features do not meet the above 
criteria. If the company matching contribution exceeds 25 percent of employee’s contribution, evaluate the cost of 
the plan against its allowable cap. 

Option Exchange Programs/Repricing Options 
Vote CASE-by-CASE on management proposals seeking approval to exchange/reprice options, taking into 
consideration: 



LEGAL_US_W # 61435364.2  
55 

• Historic trading patterns--the stock price should not be so volatile that the options are likely to be back “in-
the-money” over the near term;  

• Rationale for the re-pricing--was the stock price decline beyond management's control?  

• Is this a value-for-value exchange?  

• Are surrendered stock options added back to the plan reserve?  

• Option vesting--does the new option vest immediately or is there a black-out period?  

• Term of the option--the term should remain the same as that of the replaced option; 

• Exercise price--should be set at fair market or a premium to market; 

• Participants--executive officers and directors should be excluded. 

If the surrendered options are added back to the equity plans for re-issuance, then also take into consideration the 
company’s total cost of equity plans and its three-year average burn rate.  

In addition to the above considerations, evaluate the intent, rationale, and timing of the repricing proposal.  The 
proposal should clearly articulate why the board is choosing to conduct an exchange program at this point in time.  
Repricing underwater options after a recent precipitous drop in the company’s stock price demonstrates poor timing. 
Repricing after a recent decline in stock price triggers additional scrutiny and a potential AGAINST vote on the 
proposal. At a minimum, the decline should not have happened within the past year. Also, consider the terms of the 
surrendered options, such as the grant date, exercise price and vesting schedule.  Grant dates of surrendered options 
should be far enough back (two to three years) so as not to suggest that repricings are being done to take advantage 
of short-term downward price movements. Similarly, the exercise price of surrendered options should be above the 
52-week high for the stock price. 

Vote FOR shareholder proposals to put option repricings to a shareholder vote. 

Other Shareholder Proposals on Compensation 

Advisory Vote on Executive Compensation (Say-on-Pay) 
Generally, vote FOR shareholder proposals that call for non-binding shareholder ratification of the compensation of 
the Named Executive Officers and the accompanying narrative disclosure of material factors provided to understand 
the Summary Compensation Table. 

Golden Coffins/Executive Death Benefits  
Generally vote FOR proposals calling on companies to adopt a policy of obtaining shareholder approval for any 
future agreements and corporate policies that could oblige the company to make payments or awards following the 
death of a senior executive in the form of unearned salary or bonuses, accelerated vesting or the continuation in 
force of unvested equity grants, perquisites and other payments or awards made in lieu of compensation. This would 
not apply to any benefit programs or equity plan proposals for which the broad-based employee population is 
eligible.  

Share Buyback Holding Periods 
Generally vote AGAINST shareholder proposals prohibiting executives from selling shares of company stock during 
periods in which the company has announced that it may or will be repurchasing shares of its stock.  Vote FOR the 
proposal when there is a pattern of abuse by executives exercising options or selling shares during periods of share 
buybacks.   
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Stock Ownership or Holding Period Guidelines 
Generally vote AGAINST shareholder proposals that mandate a minimum amount of stock that directors must own 
in order to qualify as a director or to remain on the board. While RMG favors stock ownership on the part of 
directors, the company should determine the appropriate ownership requirement. 

Vote on a CASE-BY-CASE on shareholder proposals asking companies to adopt policies requiring Named 
Executive Officers to retain 75% of the shares acquired through compensation plans while employed and/or for two 
years following the termination of their employment, and to report to shareholders regarding this policy. The 
following factors will be taken into account:  

• Whether the company has any holding period, retention ratio, or officer ownership requirements in place. 
These should consist of:  

- Rigorous stock ownership guidelines, or  

- A holding period requirement coupled with a significant long-term ownership requirement, or  

- A meaningful retention ratio,  

• Actual officer stock ownership and the degree to which it meets or exceeds the proponent’s suggested 
holding period/retention ratio or the company’s own stock ownership or retention requirements.  

• Problematic pay practices, current and past, which may promote a short-term versus a long-term focus. 

Tax Gross-Up Proposals 
Generally vote FOR proposals asking companies to adopt a policy of not providing tax gross-up payments to 
executives, except where gross-ups are provided pursuant to a plan, policy, or arrangement applicable to 
management employees of the company, such as a relocation or expatriate tax equalization policy. 

9. Corporate Social Responsibility (CSR) Issues 

Overall Approach 
When evaluating social and environmental shareholder proposals, RMG considers the following factors: 

• Whether adoption of the proposal is likely to enhance or protect shareholder value; 

• Whether the information requested concerns business issues that relate to a meaningful percentage of the 
company's business as measured by sales, assets, and earnings; 

• The degree to which the company's stated position on the issues raised in the proposal could affect its 
reputation or sales, or leave it vulnerable to a boycott or selective purchasing; 

• Whether the issues presented are more appropriately/effectively dealt with through governmental or 
company-specific action; 

• Whether the company has already responded in some appropriate manner to the request embodied in the 
proposal; 

• Whether the company's analysis and voting recommendation to shareholders are persuasive; 

• What other companies have done in response to the issue addressed in the proposal; 

• Whether the proposal itself is well framed and the cost of preparing the report is reasonable; 

• Whether implementation of the proposal’s request would achieve the proposal’s objectives; 

• Whether the subject of the proposal is best left to the discretion of the board; 
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• Whether the requested information is available to shareholders either from the company or from a publicly 
available source; and 

• Whether providing this information would reveal proprietary or confidential information that would place 
the company at a competitive disadvantage. 

Genetically Modified Ingredients 
Generally vote AGAINST proposals asking suppliers, genetic research companies, restaurants and food retail 
companies to voluntarily label genetically engineered (GE) ingredients in their products and/or eliminate GE 
ingredients. The cost of labeling and/or phasing out the use of GE ingredients may not be commensurate with the 
benefits to shareholders and is an issue better left to regulators. 

Vote CASE-BY-CASE on proposals asking for a report on the feasibility of labeling products containing GE 
ingredients taking into account: 

• The company's business and the proportion of it affected by the resolution; 

• The quality of the company’s disclosure on GE product labeling, related voluntary initiatives, and how this 
disclosure compares with industry peer disclosure; and 

• Company’s current disclosure on the feasibility of GE product labeling, including information on the 
related costs. 

Generally vote AGAINST proposals seeking a report on the social, health, and environmental effects of genetically 
modified organisms (GMOs). Studies of this sort are better undertaken by regulators and the scientific community. 

Generally vote AGAINST proposals to completely phase out GE ingredients from the company's products or 
proposals asking for reports outlining the steps necessary to eliminate GE ingredients from the company’s products. 
Such resolutions presuppose that there are proven health risks to GE ingredients (an issue better left to regulators) 
that may outweigh the economic benefits derived from biotechnology. 

Pharmaceutical Pricing, Access to Medicines, and Product Reimportation 
Generally vote AGAINST proposals requesting that companies implement specific price restraints on 
pharmaceutical products unless the company fails to adhere to legislative guidelines or industry norms in its product 
pricing. 

Vote CASE-BY-CASE on proposals requesting that the company report on their product pricing policies or their 
access to medicine policies, considering: 

• The nature of the company’s business and the potential for reputational and market risk exposure; 

• The existing disclosure of relevant policies; 

• Deviation from established industry norms; 

• The company’s existing, relevant initiatives to provide research and/or products to disadvantaged 
consumers;  

• Whether the proposal focuses on specific products or geographic regions; and 

• The potential cost and scope of the requested report. 

Generally vote FOR proposals requesting that companies report on the financial and legal impact of their 
prescription drug reimportation policies unless such information is already publicly disclosed. 

Generally vote AGAINST proposals requesting that companies adopt specific policies to encourage or constrain 
prescription drug reimportation. Such matters are more appropriately the province of legislative activity and may 
place the company at a competitive disadvantage relative to its peers. 
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Gender Identity, Sexual Orientation, and Domestic Partner Benefits 
Generally vote FOR proposals seeking to amend a company’s EEO statement or diversity policies to prohibit 
discrimination based on sexual orientation and/or gender identity, unless the change would result in excessive costs 
for the company. 

Generally vote AGAINST proposals to extend company benefits to, or eliminate benefits from domestic partners. 
Decisions regarding benefits should be left to the discretion of the company. 

Climate Change 
Generally vote FOR resolutions requesting that a company disclose information on the impact of climate change on 
the company’s operations and investments considering whether: 

• The company already provides current, publicly-available information on the impacts that climate change 
may have on the company as well as associated company policies and procedures to address related risks 
and/or opportunities; 

• The company’s level of disclosure is at least comparable to that of industry peers; and 

• There are no significant, controversies, fines, penalties, or litigation associated with the company’s 
environmental performance. 

Lobbying Expenditures/Initiatives 
Vote CASE-BY-CASE on proposals requesting information on a company’s lobbying initiatives, considering: 

• Significant controversies, fines, or litigation surrounding a company’s public policy activities,  

• The company’s current level of disclosure on lobbying strategy, and  

• The impact that the policy issue may have on the company’s business operations. 

Political Contributions and Trade Association Spending 
Generally vote AGAINST proposals asking the company to affirm political nonpartisanship in the workplace so 
long as: 

• There are no recent, significant controversies, fines or litigation regarding the company’s political 
contributions or trade association spending; and 

• The company has procedures in place to ensure that employee contributions to company-sponsored 
political action committees (PACs) are strictly voluntary and prohibits coercion. 

Vote AGAINST proposals to publish in newspapers and public media the company's political contributions. Such 
publications could present significant cost to the company without providing commensurate value to shareholders. 

Vote CASE-BY-CASE on proposals to improve the disclosure of a company's political contributions and trade 
association spending, considering: 

• Recent significant controversy or litigation related to the company’s political contributions or governmental 
affairs; and 

• The public availability of a company policy on political contributions and trade association spending 
including information on the types of organizations supported, the business rationale for supporting these 
organizations, and the oversight and compliance procedures related to such expenditures of corporate 
assets. 

Vote AGAINST proposals barring the company from making political contributions. Businesses are affected by 
legislation at the federal, state, and local level and barring political contributions can put the company at a 
competitive disadvantage. 
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Vote AGAINST proposals asking for a list of company executives, directors, consultants, legal counsels, lobbyists, 
or investment bankers that have prior government service and whether such service had a bearing on the business of 
the company. Such a list would be burdensome to prepare without providing any meaningful information to 
shareholders. 

Labor and Human Rights Standards 
Generally vote FOR proposals requesting a report on company or company supplier labor and/or human rights 
standards and policies unless such information is already publicly disclosed. 

Vote CASE-BY-CASE on proposals to implement company or company supplier labor and/or human rights 
standards and policies, considering: 

• The degree to which existing relevant policies and practices are disclosed; 

• Whether or not existing relevant policies are consistent with internationally recognized standards;  

• Whether company facilities and those of its suppliers are monitored and how; 

• Company participation in fair labor organizations or other internationally recognized human rights 
initiatives; 

• Scope and nature of business conducted in markets known to have higher risk of workplace labor/human 
rights abuse; 

• Recent, significant company controversies, fines, or litigation regarding human rights at the company or its 
suppliers; 

• The scope of the request; and 

• Deviation from industry sector peer company standards and practices. 

Sustainability Reporting 
Generally vote FOR proposals requesting the company to report on its policies, initiatives, and oversight 
mechanisms related to social, economic, and environmental sustainability, unless: 

• The company already discloses similar information through existing reports or policies such as an 
Environment, Health, and Safety (EHS) report; a comprehensive Code of Corporate Conduct; and/or a 
Diversity Report; or 

• The company has formally committed to the implementation of a reporting program based on Global 
Reporting Initiative (GRI) guidelines or a similar standard within a specified time frame 
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Summary of RMG’s 2009 International Proxy Voting Guidelines 

 

1. Operational Items 

Financial Results/Director and Auditor Reports 
Vote FOR approval of financial statements and director and auditor reports, unless: 

• There are concerns about the accounts presented or audit procedures used; or 

• The company is not responsive to shareholder questions about specific items that should be publicly 
disclosed. 

Appointment of Auditors and Auditor Fees 
Vote FOR the reelection of auditors and proposals authorizing the board to fix auditor fees, unless: 

• There are serious concerns about the accounts presented or the audit procedures used; 

• The auditors are being changed without explanation; or 

• Non-audit-related fees are substantial or are routinely in excess of standard annual audit-related fees. 

Vote AGAINST the appointment of external auditors if they have previously served the company in an executive 
capacity or can otherwise be considered affiliated with the company. 

Appointment of Internal Statutory Auditors 
Vote FOR the appointment or reelection of statutory auditors, unless: 

• There are serious concerns about the statutory reports presented or the audit procedures used; 

• Questions exist concerning any of the statutory auditors being appointed; or 

• The auditors have previously served the company in an executive capacity or can otherwise be considered 
affiliated with the company. 

Allocation of Income 
Vote FOR approval of the allocation of income, unless: 

• The dividend payout ratio has been consistently below 30 percent without adequate explanation; or 

• The payout is excessive given the company's financial position. 

Stock (Scrip) Dividend Alternative  
Vote FOR most stock (scrip) dividend proposals. 

Vote AGAINST proposals that do not allow for a cash option unless management demonstrates that the cash option 
is harmful to shareholder value. 

Amendments to Articles of Association 
Vote amendments to the articles of association on a CASE-BY-CASE basis. 
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Change in Company Fiscal Term 
Vote FOR resolutions to change a company's fiscal term unless a company's motivation for the change is to 
postpone its AGM. 

Lower Disclosure Threshold for Stock Ownership 
Vote AGAINST resolutions to lower the stock ownership disclosure threshold below 5 percent unless specific 
reasons exist to implement a lower threshold. 

Amend Quorum Requirements 
Vote proposals to amend quorum requirements for shareholder meetings on a CASE-BY-CASE basis. 

Transact Other Business 
Vote AGAINST other business when it appears as a voting item. 

 

2. Board of Directors 

Director Elections 
Vote FOR management nominees in the election of directors, unless: 

• Adequate disclosure has not been provided in a timely manner; 

• There are clear concerns over questionable finances or restatements; 

• There have been questionable transactions with conflicts of interest; 

• There are any records of abuses against minority shareholder interests; or 

• The board fails to meet minimum corporate governance standards. 

Vote FOR individual nominees unless there are specific concerns about the individual, such as criminal wrongdoing 
or breach of fiduciary responsibilities. 

Vote AGAINST individual directors if repeated absences at board meetings have not been explained (in countries 
where this information is disclosed). 

Vote on a CASE-BY-CASE basis for contested elections of directors, e.g. the election of shareholder nominees or 
the dismissal of incumbent directors, determining which directors are best suited to add value for shareholders. 

Vote FOR employee and/or labor representatives if they sit on either the audit or compensation committee and are 
required by law to be on those committees. Vote AGAINST employee and/or labor representatives if they sit on 
either the audit or compensation committee, if they are not required to be on those committees. 

 

 

[Please see the International Classification of Directors on the following page.] 
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RMG Classification of Directors – International Policy 2009 
 

Executive Director 
• Employee or executive of the company; 
• Any director who is classified as a non-executive, but receives salary, fees, bonus, and/or other benefits 
  that are in line with the highest-paid executives of the company. 

 
Non-Independent Non-Executive Director (NED) 

• Any director who is attested by the board to be a non-independent NED; 
• Any director specifically designated as a representative of a significant shareholder of the company; 
• Any director who is also an employee or executive of a significant shareholder of the company; 
• Beneficial owner (direct or indirect) of at least 10% of the company’s stock, either in economic terms or in 
   voting rights (this may be aggregated if voting power is distributed among more than one member of a defined     
group, e.g., family members who beneficially own less than 10% individually, but collectively own more than 
10%), unless market best practice dictates a lower ownership and/or disclosure threshold (and in other special 
market-specific circumstances); 

• Government representative; 
• Currently provides (or a relative[1] provides) professional services[2] to the company, to an affiliate of the 
company, or to an individual officer of the company or of one of its affiliates in excess of $10,000 per year; 

• Represents customer, supplier, creditor, banker, or other entity with which company maintains 
transactional/commercial relationship (unless company discloses information to apply a materiality test[3]); 

• Any director who has conflicting or cross-directorships with executive directors or the chairman of the 
   company; 
• Relative[1] of a current employee of the company or its affiliates; 
• Relative[1] of a former executive of the company or its affiliates; 
• A new appointee elected other than by a formal process through the General Meeting (such as a contractual 
appointment by a substantial shareholder); 

• Founder/co-founder/member of founding family but not currently an employee; 
• Former executive (5 year cooling off period); 
• Years of service is generally not a determining factor unless it is recommended best practice in a market and/or     
in extreme circumstances, in which case it may be considered.[4] 

 
Independent NED 

• No material[5] connection, either directly or indirectly, to the company other than a board seat. 
 

Employee Representative 
• Represents employees or employee shareholders of the company (classified as “employee representative” but     
considered a non-independent NED). 

 
Footnotes: 
[1] “Relative” follows the U.S. SEC’s definition of “immediate family members” which covers spouses, parents,     

children, stepparents, step-children, siblings, in-laws, and any person (other than a tenant or employee) sharing the 
household of any director, nominee for director, executive officer, or significant shareholder of the company. 

[2] Professional services can be characterized as advisory in nature and generally include the following: investment 
banking/financial advisory services; commercial banking (beyond deposit services); investment services; 
insurance services; accounting/audit services; consulting services; marketing services; and legal services. The case 
of participation in a banking syndicate by a non-lead bank should be considered a transaction (and hence subject 
to the associated materiality test) rather than a professional relationship. 

[3] If the company makes or receives annual payments exceeding the greater of $200,000 or five percent of the 
recipient’s gross revenues (the recipient is the party receiving the financial proceeds from the transaction). 

[4] For example, in continental Europe, directors with a tenure exceeding 12 years will be considered non-
independent. In the United Kingdom and Ireland, directors with a tenure exceeding nine years will be considered 
non-independent, unless the company provides sufficient and clear justification that the director is independent 
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despite his long tenure. 
[5] For purposes of RMG director independence classification, “material” will be defined as a standard of 

relationship financial, personal or otherwise) that a reasonable person might conclude could potentially influence 
one’s objectivity in the boardroom in a manner that would have a meaningful impact on an individual's ability to 
satisfy requisite fiduciary standards on behalf of shareholders. 

 

Discharge of Directors  
Generally vote FOR the discharge of directors, including members of the management board and/or supervisory 
board, unless there is reliable information about significant and compelling controversies that the board is not 
fulfilling its fiduciary duties warranted by: 

• A lack of oversight or actions by board members which invoke shareholder distrust related to malfeasance 
or poor supervision, such as operating in private or company interest rather than in shareholder interest; or 

• Any legal issues (e.g. civil/criminal) aiming to hold the board responsible for breach of trust in the past or 
related to currently alleged actions yet to be confirmed (and not only the fiscal year in question), such as 
price fixing, insider trading, bribery, fraud, and other illegal actions; or 

• Other egregious governance issues where shareholders will bring legal action against the company or its 
directors. 

For markets which do not routinely request discharge resolutions (e.g. common law countries or markets where 
discharge is not mandatory), analysts may voice concern in other appropriate agenda items, such as approval of the 
annual accounts or other relevant resolutions, to enable shareholders to express discontent with the board. 

Director Compensation 
Vote FOR proposals to award cash fees to non-executive directors unless the amounts are excessive relative to other 
companies in the country or industry. 

Vote non-executive director compensation proposals that include both cash and share-based components on a 
CASE-BY-CASE basis. 

Vote proposals that bundle compensation for both non-executive and executive directors into a single resolution on a 
CASE-BY-CASE basis. 

Vote AGAINST proposals to introduce retirement benefits for non-executive directors. 

Director, Officer, and Auditor Indemnification and Liability Provisions 
Vote proposals seeking indemnification and liability protection for directors and officers on a CASE-BY-CASE 
basis. 

Vote AGAINST proposals to indemnify auditors. 

Board Structure 
Vote FOR proposals to fix board size. 

Vote AGAINST the introduction of classified boards and mandatory retirement ages for directors. 

Vote AGAINST proposals to alter board structure or size in the context of a fight for control of the company or the 
board. 
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3. Capital Structure 

Share Issuance Requests 

General Issuances: 
Vote FOR issuance requests with preemptive rights to a maximum of 100 percent over currently issued capital. 

Vote FOR issuance requests without preemptive rights to a maximum of 20 percent of currently issued capital. 

Specific Issuances: 
Vote on a CASE-BY-CASE basis on all requests, with or without preemptive rights. 

Increases in Authorized Capital 
Vote FOR non-specific proposals to increase authorized capital up to 100 percent over the current authorization 
unless the increase would leave the company with less than 30 percent of its new authorization outstanding. 

Vote FOR specific proposals to increase authorized capital to any amount, unless: 

• The specific purpose of the increase (such as a share-based acquisition or merger) does not meet RMG 
guidelines for the purpose being proposed; or 

• The increase would leave the company with less than 30 percent of its new authorization outstanding after 
adjusting for all proposed issuances. 

Vote AGAINST proposals to adopt unlimited capital authorizations. 

Reduction of Capital 
Vote FOR proposals to reduce capital for routine accounting purposes unless the terms are unfavorable to 
shareholders. 

Vote proposals to reduce capital in connection with corporate restructuring on a CASE-BY-CASE basis. 

Capital Structures 
Vote FOR resolutions that seek to maintain or convert to a one-share, one-vote capital structure. 

Vote AGAINST requests for the creation or continuation of dual-class capital structures or the creation of new or 
additional supervoting shares. 

Preferred Stock 
Vote FOR the creation of a new class of preferred stock or for issuances of preferred stock up to 50 percent of issued 
capital unless the terms of the preferred stock would adversely affect the rights of existing shareholders. 

Vote FOR the creation/issuance of convertible preferred stock as long as the maximum number of common shares 
that could be issued upon conversion meets RMG guidelines on equity issuance requests. 

Vote AGAINST the creation of a new class of preference shares that would carry superior voting rights to the 
common shares. 

Vote AGAINST the creation of blank check preferred stock unless the board clearly states that the authorization will 
not be used to thwart a takeover bid. 



LEGAL_US_W # 61435364.2  
65 

Vote proposals to increase blank check preferred authorizations on a CASE-BY-CASE basis. 

Debt Issuance Requests 
Vote non-convertible debt issuance requests on a CASE-BY-CASE basis, with or without preemptive rights. 

Vote FOR the creation/issuance of convertible debt instruments as long as the maximum number of common shares 
that could be issued upon conversion meets RMG guidelines on equity issuance requests. 

Vote FOR proposals to restructure existing debt arrangements unless the terms of the restructuring would adversely 
affect the rights of shareholders. 

Pledging of Assets for Debt 
Vote proposals to approve the pledging of assets for debt on a CASE-BY-CASE basis. 

Increase in Borrowing Powers 
Vote proposals to approve increases in a company's borrowing powers on a CASE-BY-CASE basis. 

Share Repurchase Plans 
Generally vote FOR share repurchase programs/market repurchase authorities, provided that the proposal meets the 
following parameters: 

• Maximum volume: 10 percent for market repurchase within any single authority and 10 percent of 
outstanding shares to be kept in treasury (“on the shelf”); 

• Duration does not exceed 18 months. 

For markets that either generally do not specify the maximum duration of the authority or seek a duration beyond 18 
months that is allowable under market specific legislation, RMG will assess the company’s historic practice. If there 
is evidence that a company has sought shareholder approval for the authority to repurchase shares on an annual 
basis, RMG will support the proposed authority.  

In addition, vote AGAINST any proposal where: 

• The repurchase can be used for takeover defenses; 

• There is clear evidence of abuse; 

• There is no safeguard against selective buybacks; 

• Pricing provisions and safeguards are deemed to be unreasonable in light of market practice. 

RMG may support share repurchase plans in excess of 10 percent volume under exceptional circumstances, such as 
one-off company specific events (e.g. capital re-structuring). Such proposals will be assessed case-by-case based on 
merits, which should be clearly disclosed in the annual report, provided that following conditions are met: 

• The overall balance of the proposed plan seems to be clearly in shareholders’ interests; 

• The plan still respects the 10 percent maximum of shares to be kept in treasury. 

 

Reissuance of Repurchased Shares 
Vote FOR requests to reissue any repurchased shares unless there is clear evidence of abuse of this authority in the 
past. 
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Capitalization of Reserves for Bonus Issues/Increase in Par Value 
Vote FOR requests to capitalize reserves for bonus issues of shares or to increase par value. 

 

4. Other 

Reorganizations/Restructurings 
Vote reorganizations and restructurings on a CASE-BY-CASE basis. 

Mergers and Acquisitions 
Vote CASE-BY-CASE on mergers and acquisitions taking into account the following: 

For every M&A analysis, RMG reviews publicly available information as of the date of the report and evaluates the 
merits and drawbacks of the proposed transaction, balancing various and sometimes countervailing factors 
including: 

• Valuation - Is the value to be received by the target shareholders (or paid by the acquirer) reasonable? 
While the fairness opinion may provide an initial starting point for assessing valuation reasonableness, 
RMG places emphasis on the offer premium, market reaction, and strategic rationale.  

• Market reaction - How has the market responded to the proposed deal? A negative market reaction will 
cause RMG to scrutinize a deal more closely.  

• Strategic rationale - Does the deal make sense strategically? From where is the value derived? Cost and 
revenue synergies should not be overly aggressive or optimistic, but reasonably achievable. Management 
should also have a favorable track record of successful integration of historical acquisitions.  

• Conflicts of interest - Are insiders benefiting from the transaction disproportionately and inappropriately as 
compared to non-insider shareholders? RMG will consider whether any special interests may have 
influenced these directors and officers to support or recommend the merger. 

• Governance - Will the combined company have a better or worse governance profile than the current 
governance profiles of the respective parties to the transaction? If the governance profile is to change for 
the worse, the burden is on the company to prove that other issues (such as valuation) outweigh any 
deterioration in governance. 

Vote AGAINST if the companies do not provide sufficient information upon request to make an informed voting 
decision. 

Mandatory Takeover Bid Waivers 
Vote proposals to waive mandatory takeover bid requirements on a CASE-BY-CASE basis. 

Reincorporation Proposals 
Vote reincorporation proposals on a CASE-BY-CASE basis. 

Expansion of Business Activities 
Vote FOR resolutions to expand business activities unless the new business takes the company into risky areas. 

Related-Party Transactions 
Vote related-party transactions on a CASE-BY-CASE basis. 
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Compensation Plans 
Vote compensation plans on a CASE-BY-CASE basis. 

Antitakeover Mechanisms 
Generally vote AGAINST all antitakeover proposals, unless they are structured in such a way that they give 
shareholders the ultimate decision on any proposal or offer. 

Shareholder Proposals 
Vote all shareholder proposals on a CASE-BY-CASE basis. 

Vote FOR proposals that would improve the company's corporate governance or business profile at a reasonable 
cost. 

Vote AGAINST proposals that limit the company's business activities or capabilities or result in significant costs 
being incurred with little or no benefit. 


