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THE TRUST

The Trust (formerly called Claymore Trust) is an open-end management investment
company organized as a Delaware 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 Trust currently consists of two other series of shares of beneficial
interest, par value $0.01 per share. This SAI relates only to the Fund and not to the other
series of the Trust.

The Fund currently offers two classes of shares: the Advisor Class and the
Institutional Class. 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 except that each class of shares is subject to its own distribution
expenses and minimum investments. Each class of shares also has exclusive voting rights
with respect to its distribution fees.

The Trust is registered with the Securities and Exchange Commission (“SEC”) as an
open-end management investment company. Such a registration does not involve
supervision of the management or policies of the Fund. The Prospectuses of the Fund and
this SAI omit certain of the information contained in the Registration Statement filed with
the SEC. Copies of such information may be obtained from the SEC upon payment of the
prescribed fee.

INVESTMENT STRATEGIES AND POLICIES

The discussion below supplements information contained in the Fund’s
Prospectuses pertaining to the investment policies of the Fund. The Fund may invest in the
following:

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 stock price.

The fundamental risk of investing in common stock is that the value of the stock
might decrease. Stock values fluctuate in response to the activities of an individual company
ot in response to general market and/or economic conditions. While common stocks have
historically provided greater long-term returns than preferred stocks, fixed-income and
money market investments, common stocks have also experienced significantly more
volatility in those returns.
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Preferred Stock

Preferred stock is a class of stock having a preference over common stock as to the
payment of dividends and the recovery of investment in the event a company is liquidated,
although preferred stock is usually subordinate 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.

The Fund’s investment in preferred stocks is subject to the credit risk related to the
financial condition of the issuers of those securities. Credit ratings attempt to evaluate the
safety of principal and dividend or interest payments and do not evaluate the risks of
fluctuations in market value.

Convertible Securities

A convertible security is a preferred stock, warrant or other security that may be
converted or exchanged for a prescribed amount of common stock or other security of the
same or a different issuer or into cash within a particular period of time at a specified price
or formula. A convertible security generally entitles the holder to receive the dividend or
interest until the convertible security matures or is redeemed, converted or exchanged.
Before conversion, convertible securities generally have characteristics similar to both fixed
income and equity securities.

Warrants and Rights

The Fund may invest in warrants or rights (including those acquired in units or
attached to other securities) that entitle the holder to buy equity securities at a specific price
for a specific period of time but will do so only if such equity securities are deemed
appropriate by the Advisor. Warrants do not have voting rights, do not earn dividends, and
do not entitle the holder to any rights with respect to the assets of the corporation that has
issued them. They do not represent ownership of the undetlying companies but only the
right to purchase shares of those companies at a specified price on or before a specified
exercise date. The prices of warrants do not necessarily parallel the prices of the underlying
securities.

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 foreign political and economic instability, adverse
movements in foreign exchange rates, and the imposition or tightening of exchange controls
and limitations on the repatriation of foreign capital. Other risks stem from potential
changes in governmental attitude or policy toward private investment, which in turn raises
the risk of nationalization, increased taxation or confiscation of foreign investors’ assets.

Additional non-U.S. taxes and expenses may also adversely affect the Fund’s
performance, including foreign withholding taxes on foreign securities’ dividends, and
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generally higher commission rates payable on foreign transactions. Foreign companies may
be subject to different accounting, auditing and financial reporting standards and
accordingly, less information may be available about foreign companies than is generally
available on issuers of comparable securities in the U.S. Foreign securities may also 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 value in U.S. Dollars 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 occurring 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 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.

The Fund may purchase foreign bank obligations. In addition to the risks described
above that are generally applicable to foreign investments, the investments that the Fund
makes in obligations of foreign banks, branches or subsidiaries may involve further risks,
including differences between foreign banks and U.S. banks in applicable accounting,
auditing and financial reporting standards, and the possible establishment of exchange
controls or other foreign government laws or restrictions applicable to the payment of
certificates of deposit or time deposits that may affect adversely the payment of principal
and interest on the securities held by the Fund.

Emerging Market Securities. The Fund defines emerging markets to include those
countries that are considered to be developing by the World Bank, the International Finance
Corporation, or are included in any of Morgan Stanley Capital International (MSCI)
emerging market indices or other comparable indices. Emerging market countries are
located in Asia, Africa, Caribbean and Central America, South America, Eastern Europe, and
the Middle East. Additionally, the Fund considers emerging markets to be every country in
the world except the United States, Canada, Japan, Australia, and other developed
economies including those in Western Europe. The Fund considers emerging market
securities to be those issued by companies: 1) that have been organized under the laws of,
have their principal offices in, or whose principal securities trading markets are located in
emerging market countties; or 2) that derive at least 50% of revenues or operating profits
from, or have at least 50% of assets or production capacities in, emerging market countries.

The Advisor believes that investment in equity securities of emerging market issuers
offers significant potential for long-term capital appreciation. Under normal conditions, the
Fund will invest at least 80% of its net assets in emerging market equities. In addition to its
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main equity investments, the Fund may also invest up to 20% of its net assets in equities of
companies domiciled in the developed economies. Up to 15% of the Fund’s net assets may
be invested in illiquid securities.

The Fund will invest in “mainstream” and “frontier” emerging markets. Generally,
mainstream emerging markets are defined as those countries that are included in the
standard MSCI emerging markets index, while frontier emerging market countries are
defined as those countries that are either (i) included in the MSCI Frontier Markets Index or
(i) are not in any of the existing emerging markets indices.

The Fund seeks to remain broadly diversified by investing in at least 3 countries and
20 companies. The Advisor will select stocks based on investment merit, rather than market
capitalization.

Equity securities of emerging market issuers may include common stock, preferred
stocks (including convertible preferred stocks) and warrants, bonds, notes and debentures
convertible into common or preferred stock, equity interests in foreign investment funds or
trusts and real estate investment trust ("REIT") securities. The Fund may invest in
American Depository Receipts ("ADRs"), Canadian Depository Receipts ("CDRs"),
European Depository Receipts ("EDRs"), Global Depository Receipts ("GDRs") and
International Depository Receipts ("IDRs") of such issuers. In addition, the Fund may also
invest directly in bonds issued by companies and/or governments in emerging markets.

There are special risks involved in investing in emerging market countries. Many
investments in emerging markets can be considered speculative, and their prices can be more
volatile than in the developed nations of the world. This difference reflects the greater
uncertainties of investing in less established markets and economies. The financial markets
of emerging markets countries are generally less well capitalized and thus securities of issuers
based in such countries may be less liquid. Some companies in emerging markets are heavily
dependent on international trade, and some are especially vulnerable to recessions in other
countries. Most emerging market countries are the main suppliers of agricultural, energy,
base and precious metals to the world, but there are some emerging market economies that
are not rich in natural resources and are adversely affected by an increase in world
commodity prices. Some countries may still have archaic economic or legal systems. The
currencies of certain emerging market countries, and therefore the value of securities
denominated in such currencies, may be more volatile than currencies of developed
countries.  In addition, many of these nations are experiencing political and social
uncertainties.

Under foreign tax laws, taxes may be withheld at the source in certain foreign
countries and there is a possibility of expropriation or potentially confiscatory levels of
taxation, political, social and monetary instability or diplomatic developments that could
adversely affect investments in, the liquidity of, and the ability to enforce contractual
obligations with respect to, securities of issuers located in those countries. Amounts realized
on foreign securities in which the Fund may invest may be subject to foreign withholding or
other taxes that could reduce the return on these securities. Applicable tax treaties between
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the United States and foreign countries, however, may reduce or eliminate the amount of
foreign taxes to which the Fund would otherwise be subject.

Foreign Currency Transactions. The Fund may conduct foreign currency
exchange transactions either on a spot, i.e., cash basis at the prevailing rate in the foreign
exchange market or by entering into a forward foreign currency contract. A forward foreign
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 to be derivatives.
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 will not have more than 10% 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.

If the Fund delivers the foreign currency at or before the settlement of a forward
contract, it may be required to obtain the currency by selling some of the Fund’s assets that
are denominated in that specific currency. The Fund may close out a forward contract
obligating it to purchase a foreign currency by selling an offsetting contract, in which case it
will realize a gain or a loss.

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 Advisor is inaccurate in predicting 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 deliver the foreign currency. The use of forward contracts as a
hedging technique does not eliminate the fluctuation in the prices of the underlying
securities the Fund owns or intends to acquire, but it fixes a rate of exchange in advance.
Although forward contracts can reduce the risk of loss if the value of the hedged currencies
declines, these instruments also limit the potential gain that might result from an increase in
the value of the hedged currencies.

There is no systematic reporting of last sale information for foreign currencies, and
there is no regulatory requirement that quotations available through dealers or other market
sources be firm or revised on a timely basis. Quotation information available is generally
representative of very large transactions in the interbank market. The interbank market in
foreign currencies is a global around-the-clock market. Since foreign currency transactions
occurring in the interbank market involve substantially larger amounts than those that may
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be involved in the use of foreign currency options, the Fund may be disadvantaged by
having to deal in an odd lot market (generally consisting of transactions of less than $1
million) for the underlying foreign currencies at prices that are less favorable than for round
lots. The Fund may take positions in options on foreign currencies in order to hedge against
the risk of foreign exchange fluctuation on foreign securities the Fund holds in its portfolio
ot which it intends to purchase.

Depository Receipts. Global Depository Receipts ("GDRs") are negotiable certificates
held in the bank of one country representing a specific number of shares of a stock traded
on an exchange of another country. American Depository Receipts ("ADRs") are negotiable
receipts issued by a United States bank or trust company that evidence ownership of
securities in a foreign company which have been deposited with such bank or trust
company's office or agent in a foreign country. Canadian Depository Receipts (“CDRs”) are
negotiable receipts issued by a Canadian bank or trust company that evidence ownership of
securities in a foreign company which have been deposited with such bank or trust
company's office or agent in a foreign country. European Depository Receipts (“EDRs”)
are negotiable certificates held in the bank of one country representing a specific number of
shares of a stock traded on an exchange of another country. Investing in GDRs, CDRs,
EDRs and ADRs presents risks that may not be equal to the risk inherent in holding the
equivalent shares of the same companies that are traded in the local markets even though the
Fund will purchase, sell and be paid dividends on GDRs, CDRs, EDRs and ADRs in U.S.
Dollars. These risks include fluctuations in currency exchange rates, which are affected by
international balances of payments and other economic and financial conditions;
government intervention; speculation; and other factors. With respect to certain foreign
countries, there is the possibility of expropriation or nationalization of assets, confiscatory
taxation, political and social upheaval, and economic instability. The Fund may be required
to pay foreign withholding or other taxes on certain GDRs, CDRs, EDRs or ADRs that it
owns, but investors may or may not be able to deduct their pro-rata share of such taxes in
computing their taxable income, or take such shares as a credit against their U.S. federal
income tax. See "Federal Income Tax Matters." Unsponsored GDRs, CDRs, EDRs and
ADRs are offered by companies which are not prepared to meet either the reporting or
accounting standards of the United States. While readily exchangeable with stock in local
markets, unsponsored GDRs, CDRs, EDRs and ADRs may be less liquid than sponsored
GDRs, CDRs, EDRs and ADRs. Additionally, there generally is less publicly available
information with respect to unsponsored GDRs, CDRs, EDRs and ADRs.

Investment Company Securities

The Fund may invest in securities issued by other registered investment companies.
The Fund generally may invest up to 10% of its net assets in shares of other investment
companies and up to 5% of its net assets in any one investment company, as long as the
investment does not represent more than 3% of the outstanding voting stock of the acquired
investment company at the time of investment. Investment in another investment company
may involve the payment of a premium above the value of such issuet’s portfolio securities,
and is subject to market availability. The Fund does not intend to invest in such vehicles or
funds unless, in the judgment of the Advisor and subject to the Fund’s investment
restrictions set forth in the Prospectus and this SAIL, the potential benefits of the investment
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justify the payment of any applicable premium or sales charge. As a sharcholder in an
investment company, Fund shareholders would indirectly pay a portion of that investment
company’s expenses, including its advisory, administration, brokerage, shareholder servicing
and other expenses. At the same time, the Fund would continue to pay its own management
fees and other expenses.

Debt Securities

Debt securities are used by issuers to borrow money. Generally, issuers pay investors
periodic interest and repay the amount borrowed either periodically during the life of the
security and/or at maturity. Some debt securities, such as zero coupon bonds, do not pay
current interest, but are purchased at a discount from their face values and accrue interest at
the applicable coupon rate over a specified time period. The market prices of debt securities
fluctuate depending on such factors as interest rates, credit quality and maturity. In general,
market prices of debt securities decline when interest rates rise and increase when interest
rates fall.

Lower rated debt secutities, those rated Ba or below by Moody’s and/or BB ot below by
S&P or unrated but determined by the Advisor to be of comparable quality, are described by
the rating agencies as speculative and involve greater risk of default or price changes than
higher rated debt securities due to changes in the issuet's creditworthiness or the fact that the
issuer may already be in default. The market prices of these securities may fluctuate more
than higher quality securities and may decline significantly in periods of general economic
difficulty. It may be more difficult to sell or to determine the value of lower rated debt
securities.

Certain additional risk factors related to debt securities are discussed below:

Sensitivity to interest rate and economic changes. Debt securities may be
sensitive to economic changes, political and corporate developments, and interest
rate changes. In addition, during an economic downturn or periods of rising interest
rates, issuers that are highly leveraged may experience increased financial stress that
could adversely affect their ability to meet projected business goals, obtain additional
financing, and service their principal and interest payment obligations. Furthermore,
periods of economic change and uncertainty can be expected to result in increased
volatility of market prices and yields of certain debt securities. For example, prices
of these securities can be affected by financial contracts held by the issuer or third
parties (such as derivatives) related to the security or other assets or indices.

Payment expectations. Debt securities may contain redemption or call provisions.
If an issuer exercises these provisions in a lower interest rate environment, the Fund
would have to replace the security with a lower yielding security, resulting in
decreased income to investors. If the issuer of a debt security defaults on its
obligations to pay interest or principal or is the subject of bankruptcy proceedings,
the Fund may incur losses or expenses in seeking recovery of amounts owed to it.
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Liquidity and valuation. There may be limited trading in the secondary market for
particular debt securities, which may adversely affect the Fund's ability to accurately
value or sell such debt securities. Adverse publicity and investor perceptions,
whether or not based on fundamental analysis, may decrease the value and/or
liquidity of debt securities. The investment Advisor attempts to reduce the risks
described above through diversification of the Fund's portfolio, credit analysis of
each issuer, and by monitoring broad economic trends as well as corporate and
legislative developments, but there can be no assurance that it will be successful in
doing so. Credit ratings of debt securities provided by rating agencies indicate a
measure of the safety of principal and interest payments, not market value risk. The
rating of an issuer is a rating agency’s view of past and future potential developments
related to the issuer and may not necessarily reflect actual outcomes. There can be a
lag between corporate developments and the time a rating is assigned and updated.

Bond rating agencies may assign modifiers (such as +/-) to ratings categories to signify the
relative position of a credit within the rating category. Investment policies that are based on
ratings categories should be read to include any security within that category, without
considering the modifier. Please refer to Appendix A for more information about credit
ratings.

Short-Term Investments
The Fund may invest in any of the following securities and instruments:

Bank Certificates of Deposit, Bankers’ Acceptances and Time Deposits. The
Fund may acquire certificates of deposit, bankers’ acceptances and time deposits in U.S.
Dollar or foreign currencies. Certificates of deposit are negotiable certificates issued against
monies deposited in a commercial bank for a definite period of time and earning a specified
return. Bankers’ acceptances are negotiable drafts or bills of exchange, normally drawn by
an importer or exporter to pay for specific merchandise, which are “accepted” by a bank,
meaning in effect that the bank unconditionally agrees to pay the face value of the
instrument on maturity. These short-term instruments which the Fund may acquire must, at
the time of purchase, have capital, surplus and undivided profits in excess of $100 million
(including assets of both domestic and foreign branches), based on latest published reports,
or less than $100 million if the principal amount of such bank obligations are fully insured by
the U.S. Government. If the Fund holds instruments of foreign banks or financial
institutions, it may be subject to additional investment risks that are different in some
respects from those incurred if the Fund invests only in debt obligations of U.S. domestic
issuers. See “Foreign Securities” above. Such risks include future political and economic
developments, the possible imposition of withholding taxes by the particular country in
which the issuer is located, the possible confiscation or nationalization of foreign deposits,
the possible establishment of exchange controls, or the adoption of other foreign
governmental restrictions which may adversely affect the payment of principal and interest
on these securities.
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Domestic banks and foreign banks are subject to different governmental regulations
with respect to the amount and types of loans that may be made and interest rates that may
be charged. In addition, the profitability of the banking industry depends largely upon the
availability and cost of funds and the interest income generated from lending operations.
General economic conditions and the quality of loan portfolios affect the banking industry.

As a result of federal and state laws and regulations, domestic banks are required to
maintain specified levels of reserves, limited in the amount that they can loan to a single
borrower, and are subject to regulations designed to promote financial soundness. However,
such laws and regulations may not necessarily apply to foreign banks, thereby affecting the
risk involved in bank obligations that the Fund may acquire.

In addition to purchasing certificates of deposit and bankers’ acceptances, to the
extent permitted under its investment strategies and policies stated above and in the
Prospectus, the Fund may invest in interest-bearing time deposits or other interest-bearing
deposits in commercial or savings banks. Time deposits are non-negotiable deposits
maintained at a banking institution for a specified period of time at a specified interest rate.

Savings Association Obligations. The Fund may invest in certificates of deposit
(interest-bearing time deposits) issued by savings banks or savings and loan associations that
have capital, surplus and undivided profits in excess of $100 million, based on latest
published reports, or less than $100 million if the principal amount of such obligations is
tully insured by the U.S. Government.

Commercial Paper, Short-Term Notes and Other Corporate Obligations. The
Fund may invest a portion of its assets in commercial paper and short-term notes.
Commercial paper consists of unsecured promissory notes issued by corporations. Issues of
commercial paper and short-term notes will normally have maturities of less than nine
months and fixed rates of return, although such instruments may have maturities of up to
one year.

Commercial paper and short-term notes will consist of issues rated at the time of
purchase “A-2” or higher by Standard & Poor’s Ratings Group (“S&P”), “Prime-1" or
“Prime-2” by Moody’s Investors Service, Inc. (“Moody’s”), or similarly rated by another
nationally recognized statistical rating organization or, if unrated, will be determined by the

Advisor to be of comparable quality. These rating symbols are described in Appendix A.
Government Obligations and Corporate Bonds

The Fund may invest in short-term U.S. Government obligations. Such obligations
include Treasury bills, certificates of indebtedness, notes and bonds.

The Fund may also invest in sovereign debt obligations of foreign countries. A
sovereign debtor’s willingness or ability to repay principal and interest in a timely manner
may be affected by a number of factors, including its current account balance, the level of its
foreign reserves, the availability of sufficient foreign exchange on the date a payment is due,
and the nation’s debt burden (defined as total foreign and domestic debt divided by gross
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domestic product).  Generally, emerging market governments default on their sovereign
debt, if foreign reserves are insufficient to meet the repayment of foreign debt interest
and/or principal. Sovereign debtors may be dependent on expected disbursements from
foreign governments, multilateral agencies and other entities abroad to reduce principal and
interest arrearages on their debt. The commitments on the part of these governments,
agencies and others to release such disbursements may be conditioned on a sovereign
debtor’s implementation of economic reforms and/or achievement of economic targets and
the timely service of such debtor’s obligations. Failure to meet such conditions could result
in the cancellation of such third parties’ commitments to lend funds to the sovereign debtor,
which may further impair such debtor’s ability or willingness to service its debt in a timely
manner.

The Fund may also invest in corporate bonds issued by emerging market companies,
traded either in the local markets or abroad. The ability to repay interest and principal
depends on the issuer’s profitability, cash flow generation, financial liquidity, foreign
exchange position and/or access to foreign exchange. Generally, the price of corporate
bonds declines when interest rates rise and increases when interest rates fall.

The Fund may invest up to 20% of its net assets in emerging market debt instruments,
including corporate and government bonds, in rated and unrated issues of any quality and
any range of maturity.

Floating- and Variable-Rate Obligations

Floating- and variable-rate obligations include obligations such as demand notes and
bonds. Variable-rate demand notes include master demand notes that are obligations that
permit the Fund to invest fluctuating amounts, which may change daily without penalty,
pursuant to direct arrangements between the Fund, as lender, and the borrower. The
interest rate on a floating-rate demand obligation is based on a known lending rate, such as a
bank's prime rate, and is adjusted automatically each time such rate is adjusted. The interest
rate on a variable-rate demand obligation is adjusted automatically at specified intervals. The
issuer of such obligations ordinarily has a right, after a given period, to prepay at its
discretion the outstanding principal amount of the obligations plus accrued interest upon a
specified number of days notice to the holders of such obligations. Frequently, such
obligations are secured by letters of credit or other credit support arrangements provided by
banks.

Generally, an established secondary market for these obligations does not exist
because they are direct lending arrangements between the lender and borrower.
Accordingly, where these obligations are not secured by letters of credit or other credit
support arrangements, the Fund's right to redeem is dependent on the ability of the
borrower to pay principal and interest on demand. Such obligations frequently are not rated
by credit rating agencies and the Fund may invest in such unrated obligations only if the
Advisor determines that at the time of investment the obligations are of comparable quality
to the other obligations in which the Fund may invest. The Advisor, on behalf of the Fund,
evaluates and monitors the creditworthiness of the issuers of the floating- and variable-rate
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demand obligations in the Fund's portfolio. Floating- and variable-rate instruments are
subject to interest-rate and credit risks.

Generally, fixed income securities decrease in value if interest rates rise and increase
in value if interest rates fall, with lower rated securities more volatile than higher rated
securities. The duration of these securities affects risk as well, with longer term securities
generally more volatile than shorter term securities. Like fixed income securities, preferred
stock generally decreases in value if interest rates rise and increases in value if interest rates
fall. The Fund also will face interest rate risk if it invests in fixed income securities paying no
current interest (such as zero coupon securities and principal-only securities), interest-only
securities and fixed income securities paying non-cash interest in the form of other
securities.

Credit risk is the risk that the issuer or guarantor of a fixed income or other security
will be unable or unwilling to make timely payments of interest or principal. This risk is
magnified for lower-rated debt securities, such as high yield securities. High yield securities
are considered predominantly speculative with respect to the ability of the issuer to make
timely payments of interest or principal. In addition, funds that invest in fixed income
securities issued in connection with corporate restructurings by highly leveraged issuers.

The floating- and variable-rate instruments that the Fund may purchase include
certificates of participation in such instruments.

Participation Notes

The Fund may purchase participation notes, also known as participation certificates.
Participation notes are issued by banks or broker-dealers that are designed to replicate the
performance of foreign companies or foreign securities markets and can be used by the
Fund as an alternative means to access the securities market of a country. The performance
results of participation notes will not exactly replicate the performance of the foreign
companies or foreign securities markets that are being replicated due to transaction and
other expenses. Investments in participation notes involve the same risks associated with a
direct investment in the underlying foreign companies or foreign securities markets that are
being replicated. There can be no assurance that the trading price of participation notes will
equal the underlying value of the foreign companies or foreign securities markets being
replicated. Participation notes are generally traded over-the-counter. Participation notes are
subject to counterparty risk, which is the risk that the broker-dealer or bank that issues them
will not fulfill its contractual obligation to complete the transaction with the Fund.
Participation notes constitute general unsecured contractual obligations of the banks or
broker-dealers that issue them, the counterparty, and the Fund is relying on the
creditworthiness of such counterparty and has no rights under a participation note against
the issuer of the underlying security. Participation notes involve transaction costs.
Participation notes may be illiquid and therefore subject to the Fund's percentage limitation
for investments in illiquid securities.
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Equity Linked Notes

The Fund may purchase equity linked notes. An equity linked note is a note,
typically issued by a company or financial institution, whose performance is tied to a single
stock or a basket of stocks. Generally, upon the maturity of the note, the holder receives a
return of principal based on the capital appreciation of the underlying linked securities. The
terms of an equity linked note may also provide periodic interest payments to holders at
either a fixed or floating rate. Equity linked notes are generally subject to the risks associated
with the debt securities of foreign issuers and with securities denominated in foreign
currencies and, since they are equity-linked, may return a lower amount at maturity because
of a decline in value of the linked security or securities. Equity linked notes are also subject
to default risk and counterparty risk.

Unrated Investments

The Fund may purchase instruments that are not rated if, in the opinion of the
Advisor, such obligations are of investment quality comparable to other rated investments
that are permitted to be purchased by the Fund. After purchase by the Fund, a security may
cease to be rated or its rating may be reduced below the minimum required for purchase by
the Fund. Neither event will require a sale of such security by the Fund. To the extent the
ratings given by Moody's, Fitch, or S&P may change as a result of changes in such
organizations or their rating systems, the Fund will attempt to use comparable ratings as
standards for investments in accordance with the investment policies of the Fund.

Derivative Securities

Derivative securities are securities that derive their value, at least in part, from the
price of another security or asset, or the level of an index, such as the S&P 500 Index, or a
rate, such as the London Interbank Offered Rate ("LIBOR"), including structured notes,
bonds or other instruments with interest rates that are determined by reference to changes in
the value of other interest rates, indices or financial indicators ("References") or the relative
change in two or more References. Some forms of derivatives, such as exchange-traded
futures and options on securities, commodities, or indices, are traded on regulated
exchanges. These types of derivatives are standardized contracts that can easily be bought
and sold, and whose market values are determined and published daily. Non-standardized
derivatives, on the other hand, tend to be more specialized or complex, and may be harder
to value. Common types of derivatives include forward foreign currency exchange
contracts, forward contracts on securities and securities indices, linked securities and
structured products, stripped securities, warrants and swap agreements.

An investment is often made in derivative securities as a "hedge" against fluctuations
in the market value of the other securities in the Fund's portfolio due to currency exchange
rate fluctuations or other factors in the securities markets, although the Fund may also invest
in certain derivative securities for investment purposes only. Other reasons why the Fund
may use derivative securities include protecting its unrealized gains reflected in the value of
its portfolio of securities, facilitating the sale of such securities for investment purposes,
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reducing transaction costs, and/or managing the effective maturity or duration of its
portfolio.

While derivative securities are useful for hedging and investment, they also carry
additional risks. A hedging policy may fail if the correlation between the value of the
derivative securities and the other investments in the Fund's portfolio does not follow the
Advisor's expectations. If the Advisor's expectations are not met, it is possible that the
hedging strategy will not only fail to protect the value of the Fund's investments, but the
Fund may also lose money on the derivative security itself. In addition, some derivative
securities represent relatively recent innovations in the bond markets. The trading market
for these instruments is less developed than the markets for traditional types of debt
instruments. It is uncertain how these derivative securities will perform under different
economic interest-rate scenarios. Since some of these instruments are leveraged, their
market values may be more volatile than other types of securities and may present greater
potential for capital gain or loss. Derivative securities and their underlying instruments may
experience periods of illiquidity, which could cause the Fund to hold a security it might
otherwise sell or the Fund could be forced to sell a security at inopportune times or for
prices that do not reflect current market value. The possibility of default by the issuer or the
issuer's credit provider may be greater for structured and derivative instruments than for
other types of instruments. As new types of derivative securities are developed and offered
to investors, the adviser will, consistent with the Fund's investment objective, policies,
restrictions and quality standards, consider making investments in such new types of
derivative securities.

Additional risks of derivative securities include, but are not limited to: the risk of
disruption of the Fund's ability to trade in derivative securities because of regulatory
compliance problems or regulatory changes; credit risk of counterparties to derivative
contracts, and market risk, i.e., exposure to adverse price changes.

The Advisor will closely monitor the Fund’s derivative positions and will seek to
ensure that their use is consistent with the Fund's investment objective, policies, restrictions
and quality standards, and does not expose the Fund to undue risk. However, there can be
no assurance that the Advisor’s efforts in this regard will be successful, and the Fund may
experience losses on its derivative investments.

The Fund's use of derivatives is subject to broadly applicable investment policies.
For example, the Fund may not invest more than a specified percentage of its net assets in
"illiquid securities," including those derivatives that do not have active secondary markets.
The Fund also may not use certain derivatives without establishing adequate "cover" in
compliance with the SEC rules limiting the use of leverage.

Derivatives, both equity and credit, include options, futures and options on futures,
which may be used to hedge the Fund's portfolio, increase returns or maintain exposure to a
market without buying individual securities. These investments may pose risks in addition to
those associated with investing directly in securities or other investments. Such risks may
include illiquidity of the equity derivative and imperfect correlation of the equity derivative
with underlying investments for which it is being substituted or the Fund's other portfolio
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holdings. Accordingly, there is the risk that such practices may fail to serve their intended
purposes, and may reduce returns or increase volatility. ‘These practices also entail
transactional expenses.

The use of derivatives can lead to losses because of adverse movements in the price
ot value of the underlying security, asset, index or reference rate, which may be magnified by
certain features of the derivatives. These risks are heightened when the Fund uses
derivatives to enhance its return or as a substitute for a position or security, rather than
solely to hedge or offset the risk of a position or security held by the Fund. The Fund's use
of derivatives to leverage risk also may exaggerate a loss, potentially causing the Fund to lose
more money than if it had invested in the underlying security, or limit a potential gain.

The success of the Advisor’s derivative strategies will depend to a large extent on its
ability to assess and predict the impact of market or economic developments on the
underlying security, asset, index or reference rate and the derivative itself, without necessarily
the benefit of observing the performance of the derivative under all possible market
conditions. Other risks arise from the Fund's potential inability to terminate or sell its
derivative positions since a liquid secondary market for such positions may not exist at times
when the Fund may wish to terminate or sell them. Over-the-counter instruments
(investments not traded on an exchange) may be illiquid. Derivatives traded in the over-the-
counter market are subject to the risk that the other party will not meet its obligations. Also,
with some derivative strategies, there is the risk that the Fund may not be able to find a
suitable counterparty for the derivative transaction, and therefore may be unable to invest in
derivatives altogether. The use of derivatives may also increase the amount and accelerate
the timing of taxes payable by shareholders.

The Fund may use any or all of the above investment techniques and may purchase
different types of derivative instruments at any time and in any combination, subject to its
policies and applicable regulatory requirements. There is no particular strategy that dictates
the use of one technique over another, as the use of derivatives is a function of numerous
variables, including market conditions.

Swap Agreements

The Fund may enter into interest rate, credit, index, and currency exchange rate swap
agreements for purposes of attempting to obtain a particular desired return at a lower cost to
the Fund than if the Fund had invested directly in an instrument that yielded that desired
return. Swap agreements are two-party contracts entered into primarily by institutional
investors for periods ranging from a few weeks to more than one year. In a standard "swap"
transaction, two parties agree to exchange the returns (or differentials in rates of return)
earned or realized on particular predetermined investments or instruments. The gross
returns to be exchanged or "swapped" between the parties are calculated with respect to a
"notional amount,”" ie., the return on or increase in value of a particular dollar amount
invested at a particular interest rate, in a particular foreign currency, or in a "basket" of
securities representing a particular index. Commonly used swap agreements include interest
rate caps, under which, in return for a premium, one party agrees to make payments to the
other to the extent that interest rates exceed a specified rate, or "cap"; interest rate floors,
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under which, in return for a premium, one party agrees to make payments to the other to the
extent that interest rates fall below a specified level, or "flootr"; and interest rate collars,
under which a party sells a cap and purchases a floor or vice versa in an attempt to protect
itself against interest rate movements exceeding minimum or maximum levels.

The "notional amount" of the swap agreement serves only to calculate the
obligations which the parties to a swap agreement have agreed to exchange. Most swap
agreements entered into by the Fund would calculate the obligations of the parties to the
agreement on a "net basis." Consequently, the Fund's obligations (or rights) under a swap
agreement will generally be equal only to the net amount to be paid or received under the
agreement based on the relative values of the positions held by each party to the agreement
(the "net amount"). The Fund's obligations under a swap agreement will be accrued daily
(offset against amounts owed to the Fund) and any accrued but unpaid net amounts owed to
a swap counterparty will be covered by the maintenance of a segregated account consisting
of cash, U.S. Government securities, or high-grade debt obligations, to avoid any potential
leveraging of the Fund's portfolio.

Whether the Fund's use of swap agreements will be successful in furthering its
investment objective will depend to a large extent on the Advisor's ability to correctly predict
whether certain types of investments are likely to produce greater returns than other
investments. Since swap agreements are two-party contracts and may have terms greater
than seven days, swap agreements will be considered illiquid and the Fund's obligations
under such agreements, together with other illiquid assets and securities, will not exceed 15%
of the Fund's net assets. The Fund bears the risk of loss of the amount expected to be
received under a swap agreement in the event of the default or bankruptcy of a counterparty
to a swap agreement. The Advisor will cause the Fund to enter into swap agreements only
with counterparties that would be eligible for consideration as repurchase agreement
counterparties under the Fund's repurchase agreement guidelines. Certain restrictions
imposed on the Fund by the Internal Revenue Code may limit the Fund’s ability to use swap
agreements. The swaps market is largely unregulated. It is possible that developments in the
swaps market, including potential government regulation, could adversely affect the Fund's
ability to terminate existing swap agreements or to realize amounts to be received under such
agreements.

For purposes of applying the Fund's investment policies and restrictions (as stated in
the Prospectus and this SAI) swap agreements are generally valued by the Fund at market
value. However, in the case of a credit default swap sold by the Fund, i.e., where the Fund is
selling credit default protection, the Fund will generally value the swap at its notional
amount. The manner in which certain securities or other instruments are valued by the Fund
for purposes of applying investment policies and restrictions may differ from the manner in
which those investments are valued by other types of investors.

Options on Securities

Writing Call Options. The Fund may write covered call options. A call option is
“covered” if the Fund owns the security underlying the call or has an absolute right to
acquire the security without additional cash consideration (or, if additional cash
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consideration is required, cash or cash equivalents in such amounts as held in a segregated
account by UMB Bank, n.a., the Fund’s custodian (the “Custodian”). The writer of a call
option receives a premium and gives the purchaser the right to buy the security underlying
the option at the exercise price. The writer has the obligation upon exercise of the option to
deliver the underlying security against payment of the exercise price during the option
period. If the writer of an exchange-traded option wishes to terminate his obligation, he
may effect a “closing purchase transaction.” This is accomplished by buying an option of
the same series as the option previously written. A writer may not effect a closing purchase
transaction after it has been notified of the exercise of an option.

Effecting a closing transaction in a written call option will permit the Fund to write
another call option on the underlying security with either a different exercise price,
expiration date or both. Also, effecting a closing transaction will permit the cash or
proceeds from the concurrent sale of any securities subject to the option to be used for
other investments of the Fund. If the Fund desires to sell a particular security from its
portfolio on which it has written a call option, it will effect a closing transaction prior to or
concurrent with the sale of the security.

The Fund will realize a gain from a closing transaction if the cost of the closing
transaction is less than the premium received from writing the option or if the proceeds
from the closing transaction are more than the premium paid to purchase the option. The
Fund will realize a loss from a closing transaction if the cost of the closing transaction is
more than the premium received from writing the option or if the proceeds from the closing
transaction are less than the premium paid to purchase the option. However, because
increases in the market price of a call option will generally reflect increases in the market
price of the underlying security, any loss to the Fund resulting from the repurchase of a call
option is likely to be offset in whole or in part by appreciation of the underlying security
owned by the Fund.

In addition to covered call options, the Fund may write uncovered (or “naked”) call
options on securities, including exchange traded funds (“ETFs”), and indices; however, SEC
rules require that the Fund segregates assets on its books and records with a value equal to
the value of the securities or the index that the holder of the option is entitled to call.
Segregated securities cannot be sold while the option strategy is outstanding, unless they are
replaced with other suitable assets. As a result, there is a possibility that segregation of 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.

Writing Covered Index Call Options. The Fund may sell index call options. The
Fund may also execute a closing purchase transaction with respect to the option it has sold
and then sell another option with either a different exercise price and/or expiration date.
The Fund’s objective in entering into such closing transactions is to increase option
premium income, to limit losses or to protect anticipated gains in the underlying stocks. The
cost of a closing transaction, while reducing the premium income realized from the sale of
the option, should be offset, at least in part, by the appreciation in the value of the
underlying index, and by the opportunity to realize additional premium income from selling
a new option.
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When the Fund sells an index call option, it does not deliver the underlying stocks or
cash to the broker through whom the transaction is effected. In the case of an exchange-
traded option, the Fund establishes an escrow account. The Custodian (or a securities
depository acting for the Custodian) acts as the Fund’s escrow agent. The escrow agent
enters into documents known as escrow receipts with respect to the stocks included in the
Fund (or escrow receipts with respect to other acceptable securities). The escrow agent
releases the stocks from the escrow account when the call option expires or the Fund enters
into a closing purchase transaction. Until such release, the underlying stocks cannot be sold
by the Fund. The Fund may enter into similar collateral arrangements with the counterparty
when it sells over-the-counter index call options.

When the Fund sells an index call option, it is also required to “cover” the option
pursuant to requirements enunciated by the staff of the SEC. The staff has indicated that a
mutual fund may “cover” an index call option by (1) owning and holding for the term of the
option a portfolio of stocks substantially replicating the movement of the index underlying
the call option; (2) purchasing an American-style call option on the same index with an
exercise price not greater than the exercise price of the written option; or (3) establishing and
maintaining for the term of the option a segregated account consisting of cash, U.S.
government securities or other high-grade debt securities, equal in value to the aggregate
contract price of the call option (the current index value times the specific multiple). The
Fund generally “covers” the index options it has sold by owning and holding stocks
substantially replicating the movement of the applicable index. As an alternative method of
“covering” the option, the Fund may purchase an appropriate offsetting option.

The purchaser of an index call option sold by the Fund may exercise the option at a
price fixed as of the closing level of the index on exercise date. Unless the Fund has liquid
assets sufficient to satisfy the exercise of the index call option, the Fund would be required
to liquidate portfolio securities to satisfy the exercise. The market value of such securities
may decline between the time the option is exercised and the time the Fund is able to sell the
securities. If the Fund fails to anticipate an exercise, it may have to borrow from a bank (in
amounts not exceeding 5% of the Fund’s total assets) pending settlement of the sale of the
portfolio securities and thereby incur interest charges. If trading is interrupted on the index,
the Fund would not be able to close out its option positions.

Risks of Transactions in Options. There are several risks associated with
transactions in options on securities and indices. Options may be more volatile than the
underlying securities and, therefore, on a percentage basis, an investment in options may be
subject to greater fluctuation in value than an investment in the underlying securities
themselves. There are also significant differences between the securities and options
markets that could result in an imperfect correlation between these markets, causing a given
transaction not to achieve its objective. In addition, a liquid secondary market for particular
options may be absent for reasons which include the following: there may be insufficient
trading interest in certain options; restrictions may be imposed by an exchange on opening
transactions or closing transactions or both; trading halts, suspensions or other restrictions
may be imposed with respect to particular classes or series of options of underlying
securities; unusual or unforeseen circumstances may interrupt normal operations on an
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exchange; the facilities of an exchange or clearing corporation may not be adequate to
handle current trading volume at all times; or one or more exchanges could, for economic or
other reasons, decide or be compelled at some future date to discontinue the trading of
options (or a particular class or series of options), in which event the secondary market on
that exchange (or in that class or series of options) would cease to exist, although
outstanding options that had been issued by a clearing corporation as a result of trades on
that exchange would continue to be exercisable in accordance with their terms.

A decision as to whether, when and how to use options involves the exercise of skill
and judgment, and even a well-conceived transaction may be unsuccessful to some degree
because of market behavior or unexpected events. The extent to which the Fund may enter
into options transactions may be limited by the requirements of the Internal Revenue Code
of 1986, as amended (the “Code”), for qualification of the Fund as a regulated investment
company.

Over-the-Counter Options. The Fund may engage in transactions involving over-
the-counter options as well as exchange-traded options. Certain additional risks are specific
to over-the-counter options. The Fund may engage a clearing corporation to exercise
exchange-traded options, but if the Fund purchased an over-the-counter option, it must then
rely on the dealer from which it purchased the option if the option is exercised. Failure by
the dealer to do so would result in the loss of the premium paid by the Fund as well as loss
of the expected benefit of the transaction.

Exchange-traded options generally have a continuous liquid market while over-the-
counter options may not. Consequently, the Fund may generally be able to realize the value
of an over-the-counter option it has purchased only by exercising or reselling the option to
the dealer who issued it. Similarly, when the Fund writes an over-the-counter option, the
Fund may generally be able to close out the option prior to its expiration only by entering
into a closing purchase transaction with the dealer to whom the Fund originally wrote the
option. While the Fund will seek to enter into over-the-counter options only with dealers
who will agree to and are expected to be capable of entering into closing transactions with
the Fund, there can be no assurance that the Fund will at any time be able to liquidate an
over-the-counter option at a favorable price at any time prior to expiration. Unless the
Fund, as a covered over-the-counter call option writer, is able to effect a closing purchase
transaction, it will not be able to liquidate securities (or other assets) used as cover until the
option expires or is exercised. In the event of insolvency of the other party, the Fund may
be unable to liquidate an over-the-counter option. With respect to options written by the
Fund, the inability to enter into a closing transaction may result in material losses to the
Fund. For example, since the Fund must maintain a secured position with respect to any call
option on a security it writes, the Fund may not sell the assets which it has segregated to
secure the position while it is obligated under the option. This requirement may impair the
Fund’s ability to sell portfolio securities at a time when such sale might be advantageous.

The SEC has taken the position that purchased over-the-counter options are illiquid
securities. The Fund may treat the cover used for written over-the-counter options as liquid
if the dealer agrees that the Fund may repurchase the over-the-counter option it has written
for a maximum price to be calculated by a predetermined formula. In such cases, the over-
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the-counter option would be considered illiquid only to the extent the maximum purchase
price under the formula exceeds the intrinsic value of the option. Accordingly, the Fund will
treat over-the-counter options as subject to the Fund’s limitation on illiquid securities. If the
SEC changes its position on the liquidity of over-the-counter options, the Fund will change
the treatment of such instruments accordingly.

Country Index Futures and Stock Index Futures

The Fund may invest in country index and stock index futures only as a substitute
for a comparable market position in the underlying securities. A country index and stock
index future obligates the seller to deliver (and the purchaser to accept), effectively, an
amount of cash equal to a specific dollar amount times the difference between the value of a
specific stock index at the close of the last trading day of the contract and the price at which
the agreement is made. No physical delivery of the underlying stocks in the index is made.
With respect to stock indices that are permitted investments, the Fund intends to purchase
and sell futures contracts on the stock index for which it can obtain the best price with
consideration also given to liquidity.

Repurchase Agreements

The Fund may enter into repurchase agreements with respect to its portfolio
securities.  Pursuant to such agreements, the Fund acquires securities from financial
institutions such as banks and broker-dealers deemed to be creditworthy by the Advisor,
subject to the seller’s agreement to repurchase and the Fund’s agreement to resell such
securities at a mutually agreed upon date and price. The repurchase price generally equals
the price paid by the Fund plus interest negotiated on the basis of current short-term rates
(which may be more or less than the rate on the underlying portfolio security). Securities
subject to repurchase agreements will be held by the Custodian or in the Federal
Reserve/Treasury Book-Entry System or an equivalent foreign system. The seller under a
repurchase agreement will be required to maintain the value of the underlying securities at
not less than 102% of the repurchase price under the agreement. If the seller defaults on its
repurchase obligation, the Fund will suffer a loss to the extent that the proceeds from a sale
of the underlying securities are less than the repurchase price under the agreement.
Bankruptcy or insolvency of such a defaulting seller may cause the Fund’s rights with respect
to such securities to be delayed or limited. Repurchase agreements are considered to be
loans under the Investment Company Act of 1940, as amended (the “1940 Act”).

Illiquid Securities

Typically, the Fund may invest up to 15% of its net assets in illiquid securities,
including (i) securities for which there is no readily available market; (ii) securities in which
the disposition would be subject to legal restrictions (so called “restricted securities”); and
(iii) repurchase agreements having more than seven days to maturity. A considerable period
of time may elapse between the Fund's decision to sell such securities and the time when the
Fund is able to sell them, during which time the value of the securities could decline.
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Restricted securities issued pursuant to Rule 144A under the Securities Act of 1933,
as amended, that have a readily available market usually are not deemed illiquid for purposes
of this limitation by the Fund. However, investing in Rule 144A securities could result in
increasing the level of the Fund’s illiquidity if qualified institutional buyers become, for a
time, uninterested in purchasing these securities.

Lending Portfolio Securities

The Fund may lend portfolio securities in an amount not exceeding one-third of its
net assets to financial institutions such as banks and brokers if the loan is collateralized in
accordance with applicable regulations. Under the present regulatory requirements which
govern loans of portfolio securities, the loan collateral must, on each business day, at least
equal the value of the loaned securities and must consist of cash, letters of credit of domestic
banks or domestic branches of foreign banks, or securities of the U.S. Government or its
agencies. To be acceptable as collateral, letters of credit must obligate a bank to pay
amounts demanded by the Fund if the demand meets the terms of the letter. Such terms
and the issuing bank would have to be satisfactory to the Fund. Any loan may be secured by
any one or more of the three types of collateral. The terms of the Fund’s loans must permit
the Fund to reacquire loaned securities on five days’ notice or in time to vote on any serious
matter and must meet certain tests under the Code.

Short Sales

The Fund may engage in short sales. In a short sale, the Fund sells a security that it
does not own, in anticipation of a decline in the market value of the security. To complete
the sale, the Fund must borrow the security (generally from the broker through which the
short sale is made) in order to deliver the security to the buyer. The Fund is then obligated
to replace the security borrowed by purchasing it at the market price at the time of
replacement. The Fund is said to have a “short position” in the securities sold until it
delivers them to the broker. The period during which the Fund has a short position can
range from one day to more than a year. Until the security is replaced, the proceeds of the
short sale are retained by the broker, and the Fund is required to pay the broker a negotiated
portion of any dividends or interest which accrues during the period of the loan. The Fund
is also required to deposit additional cash or securities with the broker so that the total
deposit with the broker satisfies the margin requirement.

Short sales by the Fund create opportunities to increase the Fund’s return but, at the
same time, involve specific risks and may be considered a speculative technique. Since the
Fund in effect profits from a decline in the price of the securities sold short without the need
to invest the full purchase price of the securities on the date of the short sale, the Fund’s net
asset value per share (“NAV”) will tend to increase more when the securities it has sold
short decrease in value, and to decrease more when the securities it has sold short increase in
value, than would otherwise be the case if it had not engaged in such short sales. The
amount of any gain will be decreased, and the amount of any loss increased, by the amount
of any premium, dividends or interest the Fund may be required to pay in connection with
the short sale. Furthermore, under adverse market conditions, the Fund might have
difficulty purchasing securities to meet its short sale delivery obligations, and might have to
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sell portfolio securities to raise the capital necessary to meet its short sale obligations at a
time when fundamental investment considerations would not favor such sales.

Temporary Investments

The Fund may take temporary defensive measures that are inconsistent with the
Fund’s normal fundamental or non-fundamental investment policies and strategies in
response to adverse market, economic, political, or other conditions as determined by the
Advisor. Such measures could include, but are not limited to, investments in (1) highly liquid
short-term fixed income securities issued by or on behalf of municipal or corporate issuers,
obligations of the U.S. Government and its agencies, commercial paper, and bank certificates
of deposit; (2) repurchase agreements involving any such securities; and (3) other money
market instruments. There is no limit on the extent to which the Fund may take temporary
defensive measures. In taking such measures, the Fund may fail to achieve its investment
objectives.

Investment Restrictions

The Fund has adopted the following restrictions as fundamental policies, which may
not be changed without the favorable vote of the holders of a “majority,” as defined in the
1940 Act, of the outstanding voting securities of the Fund. Under the 1940 Act, the “vote
of the holders of a majority of the outstanding voting securities” means the vote of the
holders of the lesser of (1) 67% of the shares of the Fund represented at a meeting at which
the holders of more than 50% of its outstanding shares are represented or (ii) more than
50% of the outstanding shares of the Fund. The Fund’s investment objective is a non-
fundamental policy and may be changed without shareholder approval upon 60 days’ notice.

In addition, the Fund may not:

1. Issue senior securities, borrow money or pledge its assets, except that (i) the Fund
may borrow from banks in amounts not exceeding one-third of its net assets
(including the amount borrowed); and (ii) this restriction shall not prohibit the Fund
from engaging in options transactions or short sales and in investing in financial
futures and reverse repurchase agreements.

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

3. Invest 25% or more of its total assets, calculated at the time of purchase and taken at
market value, in any one industry (other than U.S. Government securities);

4. Purchase or sell real estate or interests in real estate or real estate limited partnerships
(although the Fund may purchase and sell securities which are secured by real estate
and securities of companies which invest or deal in real estate);

5. Make loans of money, except (a) for purchases of debt securities consistent with the
investment policies of the Fund, (b) by engaging in repurchase agreements or, (c)
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through the loan of portfolio secutities in an amount up to 33 1/3% of the Fund’s
net assets; or

6. Purchase or sell commodities or commodity futures contracts (although the Fund
may invest in financial futures and in companies involved in the production,
extraction, or processing of agricultural, energy, base metals, precious metals, and
other commodity-related products).

The Fund observes the following restrictions as a matter of operating but not
fundamental policy, pursuant to positions taken by federal regulatory authorities:

The Fund may not:

1. Invest, in the aggregate, more than 15% of its net assets in securities with legal or
contractual restrictions on resale, securities that are not readily marketable and
repurchase agreements with more than seven days to maturity.

Except with respect to borrowing, if a percentage or rating restriction on investment
or use of assets set forth herein or in the Prospectus is adhered to at the time a transaction is
effected, later changes in percentage resulting from any cause other than actions by the Fund
will not be considered a violation.
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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 is 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”).

Number of
Portfolios in
Term of the Fund Other
Name, Address, Year of Officec and Complex Directorships
Birth and Position(s) Length of Principal Occupation During the Past Five Overseen by Held by
held with Trust Time Served | Years and Other Affiliations Trustee Trustee
Independent Trustees:
Charles H. Millers Since Executive Vice President, Client Management and 12 None.
(Born 1947) November Development, Access Data, a Broadridge
Trustee 2007 Company, a provider of technology and services to
asset management firms (1997-present).
Ashley Toomey Rabun# Since President and Founder, InvestorReach, Inc. a 12 None.
(botn 1952) November financial services consulting firm (1996-present).
Trustee and Chairperson of | 2007
the Board
William H. Young? (born Since Independent financial services consultant (1996- 12 None.
1950) November present); Consultant-Interim CEO, Unified Fund
Trustee 2007 Services, Inc., a mutual fund service provider
(2003-20006); 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).
Interested Trustees:
John P. Zaderat Since CEO, UMB Fund Setvices, Inc., 2 mutual and 12 None.
(born 1961) November hedge fund setvice provider, and the transfer
Trustee and President 2007 as agent, fund accountant, and co-administrator for
Trustee and the Fund, and affiliate of the Fund’s distributor
December and custodian (2006-present); Consultant to
2007 as Jefferson Wells International (2006); Senior Vice
President President and Chief Financial Officer, U.S.
Bancorp Fund Services, LLC, a mutual and hedge
fund service provider (1988-2000).
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Number of
Portfolios in
Term of the Fund Other
Name, Address, Year of Officec and Complex Directorships
Birth and Position(s) Length of Principal Occupation During the Past Five Overseen by Held by
held with Trust Time Served | Years and Other Affiliations Trustee Trustee
Eric M. Banhazlbt Since January | President, Mutual Fund Administration Corp. 12 None.
(born 1957) 2008 as (2006 — present); Senior Vice President, U.S.
Trustee and Vice President | Trustee and Bancorp Fund Services, LL.C, a mutual and hedge
December fund service provider (2001 — 2006); Partner, The
2007 as Vice Wadsworth Group, a mutual fund administration
President and consulting services provider (1990 — 2001).
Officers of the Trust
Rita Damb Since Vice President, Mutual Fund Administration Cotp. N/A N/A
(born 1966) December (2006 — present); Vice President, U.S. Bancorp
Treasurer and Assistant 2007 Fund Services, LLC, a mutual and hedge fund
Secretary service provider (2001 - 20006); Vice President, The
Wadsworth Group, a mutual fund administration
and consulting services provider (1994 — 2001).
Joy Ausili Since Vice President, Mutual Fund Administration Corp. N/A N/A
(born 1966) December (2006 — present); Vice President, U.S. Bancorp
Secretary and Assistant 2007 Fund Services, LLC, a mutual and hedge fund
Treasurer service provider (2001 - 2006); Vice President, The
Wadsworth Group, a mutual fund administration
and consulting services provider (1997 — 2001).
Terrance P. Gallagher, Since Executive Vice President, UMB Fund Setvices, N/A N/A
CPA, JD» December Inc. (2007 — present); Director of Compliance,
(born 1958) 2007 Unified Fund Services Inc. (2004 — 2007); Partner,
Vice President 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).
Todd Cippermanb Since Founder and Principal, Cipperman & N/A N/A
(born 1966) December Company/Cipperman Compliance Services (2004
Chief Compliance Officer 2009 — present).
a Address for certain Trustees and certain officers: 803 West Michigan Street, Milwaukee, W1 53233-2301.
b Address for Mr. Banhazl, Ms. Ausili and Ms. Dam: 2220 E. Route 66, Suite 226, Glendora, CA 91740. Address
for Mr. Cipperman: 150 S. Warner Road, Suite 140, King of Prussia, PA 19406.
c Trustees serve until their successors have been duly elected.
T Mr. Zader is an “interested person” of the Trust by virtue of his position with the Fund’s distributor, 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. The Independent Trustees
receive $1,000 from the Trust for telephonic meetings attended in the discretion of the
Chairperson. The Audit Committee chairman receives an additional $500 for each Audit
Committee meeting. 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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Pension or Total

Aggregate Retirement Benefits Estimated Compensation

Compensation Accrued as Part of Annual Benefits from Trust Paid
Name of Person/Position From the Fund! Fund’s Expenses Upon Retirement to Trustees!
Independent Trustees
Chatles H. Miller, Trustee $1,995 None None $20,000
Ashley Toomey Rabun, $1,995 None None $24,000
Trustee and Chairperson
William H. Young, Trustee and ~ $1,995 None None $22,000

Audit Committee Chair

I For the fiscal year ended September 30, 2009.

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 a year with respect to the Fund. The Audit Committee has met twice 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
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comprised of all the Trustees, but action may be taken by any of the Trustees. The
Valuation Committee has met four times with respect to the Fund.

Fund Shares Beneficially Owned by Trustees as of December 31, 2009:

Dollar Range of Equity Aggregate Dollar Range of Equity
Securities in the Fund Securities in all Registered
(None, $1-$10,000, $10,001- Investment Companies Overseen
$50,000, $50,001-$100,000, by Trustee in Family of
Name of Trustee Over $100,000) 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 $10,001-$50,000 $10,001-$50,000

Control Persons, Principal Shareholders, and Management Ownership

A principal shareholder is any person who owns of record or beneficially 5% or
more of the outstanding shares of the Fund. A control person is one who owns beneficially
or through controlled companies more than 25% of the voting securities of a Fund or
acknowledges the existence of control. To the best knowledge of the Fund, shareholders
owning 5% or more of the outstanding shares of the Fund as of record are set forth below:

Percentage of Total

Shareholder Outstanding Shares of

Fund as of December 3,
2009

Victoria 1522 Fund - Advisor Class
Charles Schwab & Co, Inc.

101 Montgomery Street 37.54%
San Francisco, CA 94104

William L. Clay III
937 Irish Settlement Road 27.51%
Freeville, NY 13068
Ameritrade, Inc.
PO Box 2226 14.27%
Omaha, NE 68103

National Financial Services, LLC
200 Liberty Street 6.91%
1 World Financial Center
New York, NY 10281

Victoria 1522 Fund - Institutional Class
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BPI Capital Corporation
Jose Teodoro Limcaoco & Luis Urcia 95.71%
Trste

Ayala Ave Cor Paseo De Roxas Ave
Makati City 1226

Philippines

As of November 30, 2009, the Trustees and Officers of the Trust as a group did not
own more than 1% of the outstanding 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, Grand Distribution Services, LLC (the
“Distributor”) or any affiliate of the Advisor or Distributor.

The Advisor

Victoria 1522 Investments, LP, 244 California Street, Suite 610, San Francisco, CA
94111, acts as investment advisor to the Fund pursuant to an Investment Advisory
Agreement (the “Advisory Agreement”). Subject to such policies as the Board of Trustees
may determine, the Advisor is ultimately responsible for investment decisions for the Fund.
Pursuant to the terms of the Advisory Agreement, the Advisor provides the Fund with such
investment advice and supervision, as it deems necessary for the proper supervision of the
Fund’s investments. The Advisor also continuously monitors and maintains the Fund’s

investment criteria and determines from time to time what securities may be purchased by
the Fund.

The Advisory Agreement will remain in effect for an initial two-year period. After
the initial two year period, the Advisory Agreement will continue in effect from year to year
only if such continuance is specifically approved at least annually by the Board or by vote of
a majority of the Fund’s outstanding voting securities and by a majority of the Trustees who
are not parties to the Advisory Agreement or interested persons of any such party, at a
meeting called for the purpose of voting on the Advisory Agreement. The Advisory
Agreement is terminable without penalty by the Trust on behalf of the Fund, upon giving
the Advisor 60 days’ notice when authorized either by a majority vote of the Fund’s
shareholders or by a vote of a majority of the Board, or by the Advisor on 60 days’ written
notice, and will automatically terminate in the event of its “assignment” (as defined in the
1940 Act). The Advisory Agreement provides that the Advisor under such agreement shall
not be liable for any error of judgment or for any loss suffered by the Trust in connection
with the Advisory Agreement, except for a loss resulting from a breach of fiduciary duty, or
for a loss resulting from willful misfeasance, bad faith or gross negligence in the
performance of its duties, or from reckless disregard by the Advisor of its duties under the
Advisory Agreement.

In consideration of the services to be provided by the Advisor pursuant to the
Advisory Agreement, the Advisor is entitled to receive from the Fund an investment
advisory fee computed daily and paid monthly based on an annual rate equal to a percentage
of the Fund’s average daily net assets specified in the Prospectus.
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The Fund is responsible for its own operating expenses. The Advisor has
contractually agreed to reduce fees payable to it by the Fund and/or to pay Fund operating
expenses to the extent necessary to limit the Fund’s aggregate annual operating expenses
(excluding taxes, leverage interest, brokerage commissions, expenses incurred in connection
with any merger or reorganization, or extraordinary expenses such as litigation) to the limit
set forth in the Expense Table in the Prospectus (the “expense cap”). Any such reductions
made by the Advisor in its fees or payment of expenses which are the Fund’s obligation are
subject to reimbursement by the Fund to the Advisor, if so requested by the Advisor, in
subsequent fiscal years if the aggregate amount actually paid by the Fund toward the
operating expenses for such fiscal year (taking into account the reimbursement) does not
exceed the applicable limitation on Fund expenses. The Advisor is permitted to be
reimbursed only for fee reductions and expense payments made in the previous three fiscal
years from the date the expense was incurred. Any such reimbursement is also contingent
upon the Board’s subsequent review and ratification of the reimbursed amounts. Such
reimbursement may not be paid prior to the Fund’s payment of current ordinary operating
expenses.

The Fund paid the following advisory fees to the Advisor:

Advisory Fees  Advisory Fees  Advisory Fee
Accrued Waived Retained

For the fiscal year ended September 30, 2009 § 80,885 $ 80,885 $ 0

Portfolio Manager

Josephine S. Jiménez, CFA, is the portfolio manager responsible for the day-to-day
management of the Fund. The following table shows the number of other accounts
managed by Ms. Jiménez and the total assets in the accounts managed within various
categories as of September 30, 2009.

With Advisory Fee based on

performance
Number of Total Number of Total
Type of Accounts Accounts Assets Accounts Assets
Registered Investment Companies - $0 - $0
Other Pooled Investments - $0 - $0
Other Accounts 2 $37.6 million - $0

Material Conflict of Interest. Where conflicts of interest arise between the Fund and other
accounts managed by the portfolio manager, the Advisor will proceed in a manner that
ensures that the Fund will not be treated less favorably. There may be instances where
similar portfolio transactions may be executed for the same security for numerous accounts
managed by the portfolio manager. In such instances, securities will be allocated in
accordance with the Advisor’s trade allocation policy.
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Compensation. Josephine Jiménez is compensated by Victoria 1522 Investments, LP. She
receives a fixed base salary and, as a limited partner of that firm, participates in the Advisor’s
overall profitability, not the profitability of a single fund or strategy.

Securities Owned in the Fund by Portfolio Manager. ~ As of September 30, 2009, the portfolio
manager owns equity securities of the Fund as follows:

Dollar Range of Equity Securities in the Fund
(A. None, B. $1-$10,000, C. $10,001-$50,000,
D. $50,001-$100,000, E. $100,001-$500,000,
F. $500,001-$1,000,000, G. over $1,000,000)
Josephine Jiménez D

Service Providetrs

Pursuant to a Co-Administration Agreement (the “Co-Administration Agreement”),
UMB Fund Services, Inc. (“UMB”), 803 W. Michigan Street, Milwaukee, Wisconsin 53233
and Mutual Fund Administration Corporation (“MFAC”), 2220 E. Route 66, Suite 2206,
Glendora, CA 91740, (collectively the “Co-Administrators”), act as co-administrators for
the Fund. 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; preparing 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 net
asset value 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.

The Fund paid the following co-administrator fees:

Co-Administration Fees

For the fiscal year ended September 30, 2009 $ 40,000

UMB also acts as Fund Accountant, Transfer Agent and Dividend Disbursing Agent
putsuant to separate agreements.

UMB Bank, n.a., an affiliate of UMB, is the custodian of the assets of the Fund (the
“Custodian”) pursuant to a custody agreement between the Custodian and the Trust,
whereby the Custodian provides for fees on a transactional basis plus out-of-pocket
expenses. The Custodian’s address is 928 Grand Boulevard, Kansas City, Missouri 64100.
The Custodian does not participate in decisions pertaining to the purchase and sale of
securities by the Fund.
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Tait, Weller & Baker LLP is the independent registered public accounting firm for
the Fund whose services include auditing the Fund’s financial statements and the
performance of related tax services.

Distribution Agreement

The Trust has entered into a Distribution Agreement (the “Distribution
Agreement”) with Grand Distribution Services, LLC, 803 W. Michigan Street, Milwaukee,
Wisconsin 53233 (the “Distributor”), pursuant to which the Distributor acts as the Fund’s
distributor, provides certain administrative services and arranges for the sale of the Fund’s
shares. The offering of the Fund’s shares is continuous. The Distributor, UMB and
Custodian are affiliated companies. The Distributor is a registered broker-dealer and a
member of the Financial Industry Regulatory Authority (“FINRA”).

The Distribution Agreement has an initial term of up to two years and will continue
in effect only if such continuance is specifically approved at least annually by the Board or by
vote of a majority of the Fund’s outstanding voting securities and, in either case, by a
majority of the trustees who are not parties to the Distribution Agreement or “interested
persons” (as defined in the 1940 Act) of any such party. The Distribution 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 trustees who are not “interested persons”
(as defined in the 1940 Act) of the Trust, or by the Distributor on 60 days’ written notice,
and will automatically terminate in the event of its “assignment” (as defined in the 1940 Act).

Rule 12b-1 Plan

The Board has adopted, on behalf of the Fund, a plan for the Advisor Class pursuant
to Rule 12b-1 under the 1940 Act (the “Plan”). The Plan provides that the Fund will pay a
12b-1 distribution fee to the Advisor as a Distribution Coordinator at an annual rate of up to
0.25% of its average daily net assets for expenses incurred in marketing its shares, including
advertising, printing and compensation to securities dealers or other industry professionals.

The Advisor Class paid the following 12b-1 fees for the fiscal year ended September 30,
2009:

12b-1 Fees
Advertising & Marketing $ 64,699
Travel & Entertainment 4,043
Wages & Benefits 12,500
Other* 4,798
Total $86,040

*Other expenses include: printing, telephone, postage, supplies and equipment.
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PORTFOLIO TRANSACTIONS AND BROKERAGE

Pursuant to the Advisory Agreement, the Advisor determines which securities are to
be purchased and sold by the Fund and which broker-dealers are eligible to execute the
Fund’s portfolio transactions. The purchases and sales of securities in the over-the-counter
market will generally be executed by using a broker for the transaction.

Purchases of portfolio securities for the Fund also may be made directly from issuers
or from underwriters. Where possible, purchase and sale transactions will be effected
through dealers (including banks) that specialize in the types of securities which the Fund
will be holding unless better executions are available elsewhere. Dealers and underwriters
usually act as principals for their own accounts. Purchases from underwriters will include a
concession paid by the issuer to the underwriter and purchases from dealers will include the
spread between the bid and the asked price. If the execution and price offered by more than
one dealer or underwriter are comparable, the order may be allocated to a dealer or
underwriter that has provided research or other services as discussed below.

In placing portfolio transactions, the Advisor will use its reasonable efforts to choose
broker-dealers capable of providing the services necessary to obtain the most favorable price
and execution available. The full range and quality of services available will be considered in
making these determinations, such as the size of the order, the difficulty of execution, the
operational facilities of the broker-dealer involved, the risk in positioning the block of
securities, and other factors. In those instances where it is reasonably determined that more
than one broker-dealer can offer the services needed to obtain the most favorable price and
execution available, consideration may be given to those broker-dealers which furnish or
supply research and statistical information to the Advisor that they may lawfully and
appropriately use in their investment advisory capacities, as well as provide other services in
addition to execution services. The Advisor considets such information, which is in addition
to and not in lieu of the services required to be performed by it under its Advisory
Agreement with the Fund, to be useful in varying degrees, but of indeterminable value.

While it is the Fund’s general policy to seek to obtain the most favorable price and
execution available in selecting a broker-dealer to execute portfolio transactions for the
Fund, weight is also given to the ability of a broker-dealer to furnish brokerage and research
services as defined in Section 28(e) of the Securities Exchange Act of 1934, as amended, to
the Fund or to the Advisor, even if the specific services are not directly useful to the Fund
and may be useful to the Advisor in advising other clients. In negotiating commissions with
a broker or evaluating the spread to be paid to a dealer, the Fund may therefore pay a higher
commission or spread than would be the case if no weight were given to the furnishing of
these supplemental services, provided that the amount of such commission or spread has
been determined in good faith by the Advisor to be reasonable in relation to the value of the
brokerage and/or research services provided by such broker-dealer. The standard of

reasonableness is to be measured in light of the Advisor’s overall responsibilities to the
Fund.

Investment decisions for the Fund are made independently from those of other
client accounts that may be managed or advised by the Advisor. Nevertheless, it is possible
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that at times, identical securities will be acceptable for both the Fund and one or more of
such client accounts. In such event, the position of the Fund and such client accounts in the
same issuer may vary and the holding period may likewise vary. However, to the extent any
of these client accounts seek to acquire the same security as the Fund at the same time, the
Fund may not be able to acquire as large a position in such security as it desires, or it may
have to pay a higher price or obtain a lower yield for such security. Similarly, the Fund may
not be able to obtain as high a price for, or as large an execution of, an order to sell any
particular security at the same time as the Advisor’s other client accounts. If one or more of
such client accounts simultaneously purchases or sells the same security that the Fund is
purchasing or selling, each day’s transactions in such security will be allocated between the
Fund and all such client accounts in a manner deemed equitable by the Advisor, taking into
account the respective sizes of the accounts, the amount being purchased or sold in relation
to Advisor’s target position in that particular security for the Fund and the client accounts,
and cash position. It is recognized that in some cases this system could have a detrimental
effect on the price or value of the security insofar as the Fund is concerned. In other cases,
however, it is believed that the ability of the Fund to participate in volume transactions may
produce better executions for the Fund.

The Fund does not effect securities transactions through brokers in accordance with
any formula, nor does it effect securities transactions through brokers for selling shares of
the Fund. However, broker-dealers who execute brokerage transactions may effect purchase
of shares of the Fund for their customers.

The Fund paid the following brokerage commissions:

Broker
Commissions

For the fiscal year ended September 30, 2009 $ 70,173

For the year ended September 30, 2009, the Fund did not have any soft dollar arrangements
with any brokers.

PORTFOLIO TURNOVER

Although the Fund generally will not invest for short-term trading purposes,
portfolio securities may be sold without regard to the length of time they have been held
when, in the opinion of the Advisor, investment considerations warrant such action.
Portfolio turnover rate is calculated by dividing (1) the lesser of purchases or sales of
portfolio securities for the fiscal year by (2) the monthly average of the value of portfolio
securities owned during the fiscal year. A 100% turnover rate would occur if all the
securities in the Fund’s portfolio, with the exception of securities whose maturities at the
time of acquisition were one year or less, were sold and either repurchased or replaced within
one year. A high rate of portfolio turnover (100% or more) generally leads to higher
transaction costs and may result in a greater number of taxable transactions. To the extent
net short-term capital gains are realized, any distributions resulting from such gains will be
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taxed at ordinary income tax rates for federal income tax purposes. The Fund’s portfolio
turnover rate for the fiscal year ended September 30, 2009 was 168%.

PROXY VOTING POLICY

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

The Advisor has adopted the Advisor’s Proxy Policies which underscore the
Advisor’s concern that all proxies voting decisions be made in the best interests of the Fund.

The Advisor has established a general statement of voting policy and specific voting
positions. This policy is intended to serve as a guideline and to further the economic value
of each security held by the Fund. There will be regular review of this policy. Each proxy
will be considered individually, taking into account the relevant circumstances at the time of
each vote.

If a proxy proposal raises a material conflict between the Advisor’s interests and the
Fund’s interests, the Advisor will resolve the conflict by following the policy guidelines or
the recommendation of an independent third party.

The Fund is required to annually file Form N-PX, which lists the Fund’s complete
proxy voting record for the 12-month period ending June 30" each year. Once filed, the
Fund’s proxy voting record will be available without charge, upon request, by calling toll-free
1-888-819-1522 and on the SEC’s web site at www.sec.gov.

ANTI-MONEY LAUNDERING PROGRAM

The Trust has established an Anti-Money Laundering Compliance Program (the
“Program”) as required by the Uniting and Strengthening America by Providing Appropriate
Tools Required to Intercept and Obstruct Terrorism Act of 2001 (“USA PATRIOT Act”).
In order to ensure compliance with this law, the Program provides for the development and
implementation of internal practices, procedures and controls, designation of anti-money
laundering compliance officers, an ongoing training program and an independent audit
function to determine the effectiveness of the Program.

Procedures to implement the Program include, but are not limited to, determining
that the Fund’s Distributor and Transfer Agent have established proper anti-money
laundering procedures, reporting suspicious and/or fraudulent activity, checking shareholder
names against designated government lists, including Office of Foreign Assets Control
(“OFAC”), and a complete and thorough review of all new opening account applications.
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The Trust will not transact business with any person or entity whose identity cannot be
adequately verified under the provisions of the USA PATRIOT Act.

PORTFOLIO HOLDINGS INFORMATION

The Fund maintains portfolio holdings disclosure policies (the “Holdings Policies”)
that govern the timing and circumstances of disclosure to shareholders and third parties of
information regarding the portfolio investments held by the Fund. These portfolio holdings
disclosure policies have been approved by the Board. Disclosure of the Fund’s complete
holdings is required to be made quarterly within 60 days of the end of each fiscal quarter, in
the annual report, in semi-annual report to the Fund’s shareholders, and in the quarterly
holdings report on Form N-Q. These reports are available, free of charge, on the EDGAR
database on the SEC’s website at www.sec.gov.

Pursuant to the Fund’s Holdings Policies, information about the Fund’s portfolio
holdings is not distributed to any person unless:

® The disclosure is required pursuant to a regulatory request, court order or is legally
required in the context of other legal proceedings;

* The disclosure is made to a mutual fund rating and/or ranking organization, or
person performing similar functions, who is subject to a duty of confidentiality,
including a duty not to trade on any non-public information;

* The disclosure is made to internal parties involved in the investment process,
administration, operation or custody of the Fund, including, but not limited to UMB,
MFAC and the Board, attorneys, auditors or accountants;

* The disclosure is made: (a) in connection with a quarterly, semi-annual or annual
report that is available to the public; or (b) relates to information that is otherwise
available to the public; or

* The disclosure is made with the prior written approval of the Trust’s Chief
Compliance Officer (“CCO”) and the party receiving the information enters into a
confidentiality agreement.

Certain of the persons listed below receive information about the Fund’s portfolio
holdings on an ongoing basis. The Fund believes that these third parties have legitimate
objectives in requesting such portfolio holdings information and operate in the best interest
of the Fund. There are no restrictions on the frequency with which the Fund’s portfolio
holdings information is released, and no lag period shall apply to these persons. These
persons include:

* A mutual fund rating and/or ranking organization, or person performing similar
functions, who is subject to a duty of confidentiality, including a duty not to trade on
any non-public information;

* Rating and/or ranking otrganizations, including Bloomberg; Citigate Financial
Intelligence; Interactive Data Corporation; Lipper; Morningstar; Russell Investments,
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Standard & Poor’s; Thomson Financial; Vickers-Stock Research Corporation; and
Wilshire & Associates.

* Internal parties involved in the investment process, administration, operation or
custody of the Fund, specifically: UMB; MFAC; the Board; and the Trust’s attorneys
and accountants (currently, Tait, Weller & Baker, LLP), all of which typically receive
such information after it is generated.

Any disclosure to additional parties not described above is made with the approval of the
Trust’s CCO, pursuant to the Fund’s Holdings Policies.

The Board exercises continuing oversight of the disclosure of the Fund’s portfolio
holdings by (1) overseeing the implementation and enforcement of the Holdings Policies,
codes of ethics and other relevant policies of the Fund and its service providers by the
Trust’s CCO, (2) considering reports and recommendations by the Trust’s CCO concerning
any material compliance matters (as defined in Rule 38a-1 under the 1940 Act), and (3)
considering any amendment to these Holdings Policies. The Board reserves the right to
amend the Holdings Policies at any time without prior notice in its sole discretion.

In addition, material non-public holdings information may be provided without lag as
part of the normal investment activities of the Fund to each of the following entities which,
by explicit agreement or by virtue of their respective duties to the Fund, are required to
maintain the confidentiality of the information disclosed:  Co-Administrators, fund
accountant, Custodian, transfer agent, auditors, counsel to the Trust or the trustees, broker-
dealers (in connection with the purchase or sale of securities or requests for price quotations
or bids on one or more securities), and regulatory authorities. Portfolio holdings
information not publicly available with the SEC may be provided to additional third parties
only in accordance with the Holdings Policies, when the Fund has a legitimate business
purpose and the third party recipient is subject to a confidentiality agreement.

In no event shall the Advisor, its affiliates or employees, or the Fund receive any direct
or indirect compensation in connection with the disclosure of information about the Fund’s
portfolio holdings.

There can be no assurance that the Holdings Policies and these procedures will protect
the Fund from potential misuse of that information by individuals or entities to which it is
disclosed.

DETERMINATION OF NET ASSET VALUE

The net asset value (“NAV?”) of the Fund’s shares will fluctuate and is determined as
of the close of trading on the New York Stock Exchange (the “NYSE”) (generally 4:00 p.m.
Eastern Standard Time) each business day. The NYSE annually announces the days on
which it will not be open for trading. The most recent announcement indicates that the
NYSE will not be open for the following holidays: New Year’s Day, Martin Luther King, Jr.
Day, Presidents’ Day, Good Friday, Memorial Day, Independence Day, Labor Day,
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Thanksgiving Day and Christmas Day. However, the NYSE may close on days not included
in that announcement.

The NAV is computed by dividing the value of the securities held by the Fund plus
any cash or other assets (including interest and dividends accrued but not yet received)
minus all liabilities (including accrued expenses) by the total number of shares in the Fund
outstanding at such time.

Net Assets = Net Asset Value Per Share
Shares Outstanding

Generally, the Fund’s investments are valued at market value or, in the absence of a
market value, at fair value as determined in good faith by the Advisor and the Trust’s
Valuation Committee pursuant to procedures approved by or under the direction of the
Board. Pursuant to those procedures, the Board considers, among other things: 1) the last
sale price on the securities exchange, if any, on which a security is primarily traded; 2) the
mean between the bid and ask prices; 3) price quotations from an approved pricing service,
and 4) other factors as necessary to determine a fair value under certain circumstances.

The Fund’s securities which are traded on securities exchanges are valued at the last
sale price on the exchange on which such securities are traded, as of the close of business on
the day the securities are being valued or, lacking any reported sales, at the mean between the
last available bid and ask prices.

Securities that are traded on more than one exchange are valued on the exchange
determined by the Advisor to be the primary market. Securities primarily traded in the
National Association of Securities Dealers Automated Quotation (“NASDAQ”), National
Market System for which market quotations are readily available shall be valued using the
NASDAQ Official Closing Price (“NOCP”). If the NOCP is not available, such securities
shall be valued at the last sale price on the day of valuation, or if there has not been any sale
on such day, at the mean between the bid and ask prices. Over-the-counter (“OTC”)
securities which are not traded in the NASDAQ National Market System shall be valued at
the most recent trade price.

Stocks that are “thinly traded” or events occurring when a foreign market is closed
but the NYSE is open (for example, the value of a security held by the Fund has been
materially affected by events occurring after the close of the exchange or market on which
the security is principally traded) may create a situation where a market quote would not be
readily available. When a market quote is not readily available, the security’s value is based
on “fair value” as determined by procedures adopted by the Board. The Board will
periodically review the reliability of the Fund’s fair value methodology. The Fund may hold
portfolio securities, such as those traded on foreign exchanges that trade on weekends or
other days when the Fund’s shares are not priced. Therefore, the value of the Fund’s shares
may change on days when shareholders will not be able to purchase or redeem shares.

Short-term debt obligations with remaining maturities in excess of 60 days are valued
at current market prices, as discussed above. Short-term securities with 60 days or less
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remaining to maturity are, unless conditions indicate otherwise, are amortized to maturity
based on their cost to the Fund if acquired within 60 days of maturity or, if already held by
the Fund on the 60" day, based on the value determined on the 61 day.

All other assets of the Fund are valued in such manner as the Board in good faith
deems appropriate to reflect as their fair value.

PURCHASE AND REDEMPTION OF FUND SHARES

Detailed information on the purchase and redemption of shares is included in the
Fund’s Prospectus. Shares of the Fund are sold at the next offering price calculated after
receipt of an order for purchase. In order to purchase shares of the Fund, you must invest
the initial minimum investment for the relevant class of shares. However, the Fund reserves
the right, in its sole discretion, to waive the minimum initial investment amount for certain
investors, or to waive or reduce the minimum initial investment for 401(k) plans or other
tax-deferred retirement plans. You may purchase shares on any day that the NYSE is open
for business by placing orders with the Fund.

The Fund reserves the right to refuse any purchase requests, particularly those that
would not be in the best interests of the Fund or its shareholders and could adversely affect
the Fund or its operations. This includes those from any individual or group who, in the
Fund’s view, is likely to engage in or has a history of excessive trading (usually defined as
more than four round-trip transactions out of the Fund within a calendar vyear).
Furthermore, the Trust may suspend the right to redeem its shares or postpone the date of
payment upon redemption for more than three business days (i) for any period during which
the NYSE is closed (other than customary weekend or holiday closings) or trading on the
NYSE is restricted; (ii) for any period during which an emergency exists as a result of which
the sale by 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; (iii) for
such other periods as the SEC may permit for the protection of the Fund’s shareholders; or
(iv) to ensure a recent purchase made by check clears.

FEDERAL INCOME TAX MATTERS

The Fund is treated as a separate entity for federal income tax purposes. The Fund,
as a series of the Trust, intends to qualify and elect 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
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,
(i1) at least 98% of the excess of its realized capital gains over its realized capital losses for
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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 the 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), 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% dividend 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
the 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 a 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 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
net asset value of a share on the reinvestment date. Distributions are generally taxable when
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received. However, distributions declated 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 may be included in alternative minimum taxable income in
computing a shareholder's liability for the federal alternative minimum tax.

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 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 a 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 types of the 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 deems 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 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 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.
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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 sell portfolio 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 net 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 sharecholders 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)
his/her proportionate share of the foreign taxes paid that are attributable to such dividends,
and (ii) either deduct his/her proportionate share of foreign taxes in computing his/her
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 respective 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.
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Foreign exchange gains and losses realized by the Fund in connection with certain
transactions involving foreign currency-denominated debt securities, certain options and
futures contracts relating to foreign currency, foreign currency forward contracts, foreign
currencies, or payables or receivables denominated in a foreign currency are subject to
Section 988 of the Code, which generally causes such gains and losses to be treated as
ordinary income and losses and may affect the amount, timing and character of distributions
to shareholders.

The Fund may purchase the securities of certain foreign investment funds or trusts
called passive foreign investment companies ("PFICs"). Currently, PFICs are the only or
primary means by which the Fund may invest in some countries. If the Fund invests in
PFICs, it may be subject to U.S. federal income tax on a portion of any "excess distribution"
or gain from the disposition of such shares even if such income is distributed as a taxable
dividend to shareholders. In addition to bearing their proportionate share of the Fund’s
expenses, shareholders will also indirectly bear similar expenses of PFICs in which the Fund
has invested. Additional charges in the nature of interest may be imposed on either the
Fund or shareholders with respect to deferred taxes arising from such distributions or gains.
Capital gains on the sale of such holdings will be deemed to be ordinary income regardless
of how long such PFICs are held. If the Fund invests in PFICs and elects to treat the PFIC
as a "qualified electing fund" under the Code, in lieu of the foregoing requirements, the
Fund might be required to include in income each year a portion of the ordinary earnings
and net capital gains of the qualified electing fund, even if not distributed to the Fund, and
such amounts would be subject to the 90% and calendar year distribution requirements
described above

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 include 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 or with required
certifications regarding their status under the federal income tax law or if the IRS is notified,
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.

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).
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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.

DIVIDENDS AND DISTRIBUTIONS

The Fund will receive income in the form of dividends and interest earned on its
investments in securities. This income, less the expenses incurred in its operations, is the
Fund’s net investment income, substantially all of which will be declared as dividends to the
Fund’s shareholders.

The amount of income dividend payments by the Fund is dependent upon the
amount of net investment income received by the Fund from its portfolio holdings, is not
guaranteed and is subject to the discretion of the Board. The Fund does not pay “interest”
or guarantee any fixed rate of return on an investment in its shares.

The Fund also may derive capital gains or losses in connection with sales or other
dispositions of its portfolio securities. Any net gain the Fund may realize from transactions
involving investments held for less than the period required for long-term capital gain or loss
recognition or otherwise producing short-term capital gains and losses (taking into account
any carryover of capital losses from the eight previous taxable years), although a distribution
from capital gains, will be distributed to shareholders with and as a part of the income
dividends paid by the Fund and will be taxable to shareholders as ordinary income for
federal income tax purposes. If during any year the Fund realizes a net gain on transactions
involving investments held for more than the period required for long-term capital gain or
loss recognition or otherwise producing long-term capital gains and losses, the Fund will
have a net long-term capital gain. After deduction of the amount of any net short-term
capital loss, the balance (to the extent not offset by any capital losses carried over from the
eight previous taxable years) generally will be distributed and treated as long-term capital
gains in the hands of the shareholders regardless of the length of time the Fund’s shares may
have been held by the shareholders. For more information concerning applicable capital
gains tax rates, see your tax advisor.

Any dividend or distribution paid by the Fund reduces the Fund’s NAV on the date
paid by the amount of the dividend or distribution per share. Accordingly, a dividend or
distribution paid shortly after a purchase of shares by a shareholder would represent, in
substance, a partial return of capital (to the extent it is paid on the shares so purchased), even
though it would be subject to federal income taxes.

Dividends and other distributions will be made in the form of additional shares of
the Fund unless the shareholder has otherwise indicated. Investors have the right to change
their elections with respect to the reinvestment of dividends and distributions by notifying
the transfer agent in writing, but any such change will be effective only as to dividends and
other distributions for which the record date is seven or more business days after the
transfer agent has received the written request.
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GENERAL INFORMATION

Investment Managers Series Trust (formerly known as Claymore Trust) is an open-
end management investment company organized as a Delaware statutory trust under the
laws of the State of Delaware on February 15, 2005. The Trust currently consists of three
series of shares of beneficial interest, par value of $0.01 per share. The Declaration of Trust
permits the Trustees to issue an unlimited number of full and fractional shares of beneficial
interest and to divide or combine the shares into a greater or lesser number of shares
without thereby changing the proportionate beneficial interest in the Fund. Each share
represents an interest in the Fund proportionately equal to the interest of each other share.
Upon the Fund’s liquidation, all shareholders would share pro rata in the net assets of the
Fund available for distribution to shareholders.

With respect to the Fund, the Trust may offer more than one class of shares. The
Trust has reserved the right to create and issue additional series or classes. Each share of a
series or class represents an equal proportionate interest in that series or class with each
other share of that series or class. Currently, the Fund offers the two classes: the Advisor
Class and the Institutional Class.

The shares of each series or class participate equally in the earnings, dividends and
assets of the particular series or class. Expenses of the Trust, which are not attributable to a
specific series or class, are allocated among all the series in a manner believed by
management of the Trust to be fair and equitable. Shares issued do not have pre-emptive or
conversion rights. Shares when issued are fully paid and non-assessable, except as set forth
below. Shareholders are entitled to one vote for each share held. Shares of each series or
class generally vote together, except when required under federal securities laws to vote
separately on matters that only affect a particular series or class, such as the approval of
distribution plans for a particular class.

The Trust is not required to hold annual meetings of shareholders but will hold
special meetings of shareholders of a series or class when, in the judgment of the Board, it is
necessary or desirable to submit matters for a shareholder vote. Shareholders have, under
certain circumstances, the right to communicate with other shareholders in connection with
requesting a meeting of shareholders for the purpose of removing one or more trustees.
Shareholders also have, in certain circumstances, the right to remove one or more trustees
without a meeting. No material amendment may be made to the Trust’s Declaration of
Trust without the affirmative vote of the holders of a majority of the outstanding shares of
each portfolio affected by the amendment. The Trust’s Declaration of Trust provides that,
at any meeting of shareholders of the Trust or of any series or class, a shareholder servicing
agent may vote any shares as to which such shareholder servicing agent is the agent of
record for shareholders who are not represented in person or by proxy at the meeting,
proportionately in accordance with the votes cast by holders of all shares of that portfolio
otherwise represented at the meeting in person or by proxy as to which such shareholder
servicing agent is the agent of record. Any shares so voted by a shareholder servicing agent
will be deemed represented at the meeting for purposes of quorum requirements. Any series
or class may be terminated (i) upon the merger or consolidation with, or the sale or
disposition of all or substantially all of its assets to, another entity, if approved by the vote of

Al73249213.2 B-44



the holders of two-thirds of its outstanding shares, except that if the Board recommends
such merger, consolidation or sale or disposition of assets, the approval by vote of the
holders of a majority of the series’ or class’ outstanding shares will be sufficient, or (i) by the
vote of the holders of a majority of its outstanding shares, or (iii) by the Board by written
notice to the series’ or class’ shareholders. Unless each setries and class is so terminated, the
Trust will continue indefinitely.

The Trust’s Declaration of Trust also provides that the Trust shall maintain
appropriate insurance (for example, fidelity bonding and errors and omissions insurance) for
the protection of the Trust, its shareholders, trustees, officers, employees and agents
covering possible tort and other liabilities. Thus, the risk of a shareholder incurring financial
loss on account of shareholder liability is limited to circumstances in which both inadequate
insurance existed and the Trust itself was unable to meet its obligations.

The Declaration of Trust does not require the issuance of stock certificates. If stock
certificates are issued, they must be returned by the registered owners prior to the transfer or
redemption of shares represented by such certificates.

Rule 18f-2 under the 1940 Act provides that as to any investment company which
has two or more series outstanding and as to any matter required to be submitted to
shareholder vote, such matter is not deemed to have been effectively acted upon unless
approved by the holders of a “majority” (as defined in the rule) of the voting securities of
each series affected by the matter. Such separate voting requirements do not apply to the
election of Trustees or the ratification of the selection of accountants. The Rule contains
special provisions for cases in which an advisory contract is approved by one or more, but
not all, series. A change in investment policy may go into effect as to one or more series
whose holders so approve the change even though the required vote is not obtained as to
the holders of other affected series.

The Board, the Advisor and the Distributor have adopted Codes of Ethics under
Rule 17j-1 of the 1940 Act. These codes of ethics permit, subject to certain conditions,

personnel of the Advisor and Distributor to invest in securities that may be purchased or
held by the Fund.

FINANCIAL STATEMENTS

Incorporated by reference herein is the Fund’s Annual Report to shareholders for
the fiscal year ending September 30, 2009 which includes the “Report of Independent
Registered Public Accounting Firm”, “Schedule of Investments”, Statement of Assets and
Liabilities”, “Statement of Operations”, “Statement of Changes in Net Assets”, “Financial
Highlights” and “Notes to Financial Statements”. A copy of the Fund’s Annual Report can
be obtained at no charge by calling 1-888-819-1522 or writing the Fund.
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APPENDIX “A”
DESCRIPTION OF BOND RATINGS

Standard & Poor’s Ratings Group. A Standard & Poot’s corporate bond rating is a current
assessment of the credit worthiness of an obligor with respect to a specific obligation. This
assessment of credit worthiness may take into consideration obligors, such as guarantors, insurers or
lessees. The debt rating is not a recommendation to purchase, sell or hold a security, inasmuch as it
does not comment as to matrket price or suitability for a particular investor.

The ratings are based on current information furnished to Standard & Poot’s by the issuer or
obtained by Standard & Poor’s from other sources it considers reliable. Standard & Poot’s does not
perform any audit in connection with the ratings and may, on occasion, rely on unaudited financial
information. The ratings may be changed, suspended or withdrawn as a result of changes in,
unavailability of such information, or for other circumstances.

The ratings are based, in varying degrees, on the following considerations:

1. Likelihood of default-capacity and willingness of the obligor as to the timely payment of
interest and repayment of principal in accordance with the terms of the obligation.

2. Nature of and provisions of the obligation.

3. Protection afforded by, and relative position of, the obligation in the event of bankruptcy,

reorganization or their arrangement under the laws of bankruptcy and other laws affecting
creditors’ rights.

AAA  This is the highest rating assigned by Standard & Poor’s to a debt obligation and indicates an
extremely strong capacity to pay interest and repay any principal.

AA Debt rated AA also qualifies as high quality debt obligation. Capacity to pay interest and
repay principal is very strong and in the majority of instances, differ from AAA rated issues only by a
small degree.

A Debt rated A has a strong capacity to pay interest and repay principal although it is
somewhat more susceptible to the adverse effects of changes in circumstances and economic
conditions than debt in higher rated categories.

BBB  Debt rated BBB is regarded as having an adequate capacity to pay interest and repay
principal. Whereas debt rated in this category normally exhibits protection parameters, adverse
economic conditions or changing circumstances are likely to lead to a weakened capacity to pay
interest and repay principal vis-a-vis debt in higher rated categories.

BB, B, CCC, CC, C Debt rated BB, B, CCC, CC and C are regarded as predominantly
speculative with respect to capacity to pay interest and repay principal in accordance with the terms
of the obligation.

BB indicates the lowest degree of speculation and C the highest degree of speculation. While such

debt will likely have some quality and protective characteristics, those are outweighed by large
uncertainties or major risk exposures to adverse conditions.
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BB Debt rated BB has less near-term vulnerability to default than other speculative issues.
However, it faces major ongoing uncertainties or exposure to adverse business, financial, or
economic conditions that could lead to inadequate capacity to meet timely interest and principal
payments. The BB rating category is also used for debt subordinated to senior debt that is assigned
an actual or implied BBB rating.

B Debt rated B has greater vulnerability to default but currently has the capacity to meet
interest payments and principal repayments. Adverse business, financial, or economic conditions will
likely impair capacity or willingness to pay interest and repay principal. The B rating category is also
used for debt subordinated to senior debt that is assigned an actual or implied BB or BB-rating.

CCC  Debt rated CCC has a currently indefinable vulnerability to default, and is dependent upon
favorable business, financial and economic conditions to meet timely payment of interest and
repayment of principal. In the event of adverse business, financial or economic conditions, it is not
likely to have the capacity to pay intetest and repay principal. The CCC rating category is also used
for debt subordinated to senior debt that is assigned an actual or implied B or B- rating.

CC The rating CC is typically applied to debt subordinated to senior debt that is assigned an
actual or implied CCC rating.

C The rating C is typically applied to debt subordinated to senior debt that is assigned an actual
or implied CCC- debt rating. The C rating may be used to cover a situation where a bankruptcy
petition has been filed, but debt service payments are continued.

C1 The rating C1 is reserved for income bonds on which interest is not being paid.

D Debt rated D is in payment default. It is used when interest payments or principal payments
have not been made on due dates even if the applicable grace period has not expired. Unless
Standard & Poor’s believes that such payments will be made during the grace period, this rating is
used upon a filing of a bankruptcy petition, if debt service payments are jeopardized.

Plus (+) or Minus (-) To provide more detailed indications of credit quality, 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.

NR indicates that a public rating has not been requested, that there is insufficient information on
which to base a rating, or that Standard & Poor’s does not rate the particular type of obligation as a
matter of policy. Debt obligations of issuers outside the United States and its territories are rated on
the same basis as domestic corporate issues. The ratings measure the credit worthiness of the obligor
but do not take into account currency exchange and related uncertainties.

Bond Investment Quality Standards: Under present commercial bank regulations issued by the
Comptroller of the Currency, bonds rated in the top four categories (AAA, AA, A, BBB, commonly
known as “Investment Grade” ratings) are generally regarded as eligible for bank investment. In
addition, the Legal Investment Laws of various states may impose certain rating or other standards
for obligations eligible for investment by savings banks, trust companies, insurance companies and
fiduciaries generally.

Moody’s Investors Service, Inc.: A brief description of the applicable Moody’s rating symbols and
their meanings follow:

Al73249213.2 B-47



Aaa  Bonds which are rated Aaa are judged to be of the best quality. These issues carry the
smallest degree of investment risk and are generally referred to as “gilt edge”. 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 are unlikely to impair the fundamentally strong
position of such issues.

Aa Bonds which are rated Aa are judged to be of high quality by all standards. Together with
the Aaa group, these issues comprise what are generally known as high-grade bonds. These bonds
are rated lower than the best quality bonds because margins of protection may not be as large as in
Aaa securities or fluctuations of protective elements may be of greater amplitude or there may be
other elements present which make the long-term risks somewhat higher than in Aaa securities.

A Bonds which are rated A possess several favorable investment attributes and are generally
considered to be upper medium grade obligations. Factors affecting the security of principal and
interest payments are considered adequate, but elements may be present which suggest susceptibility
to impairment in the future.

Baa Bonds which are rated Baa are considered as medium grade obligations, i.e., are neither
highly protected nor poorly secured. Interest payments and principal security appear adequate at
present but certain protective elements may be lacking or may be characteristically unreliable over
any great length of time. Some bonds in this category lack outstanding investment characteristics
and in fact have speculative characteristics as well.

NOTE: Bonds within the above categories which possess the strongest investment attributes are
designated by the symbol “1” immediately following the rating.

Ba Bonds which are rated Ba are judged to have speculative elements. Often, the protection of
interest and principal payments may be moderate and therefore, not well safeguarded during good or
bad economic times. Uncertainty of position characterizes bonds in this class.

B Bonds which are rated B generally lack characteristics of a desirable investment. Assurance
of interest and principal payments or of maintenance of other terms of the indenture over any long
petiod of time may be limited.

Caa Bonds which are rated Caa are of poor standing. Such issues may be in default or there may
be elements of danger with respect to the security of principal or the assurance of interest payments.

Ca Bonds which are rated Ca represent obligations which are highly speculative. Such issues are
often in default or have other marked shortcomings.

C Bonds which are rated C are the lowest rated class of bonds and are regarded as having
extremely poor prospects of ever attaining any real investment standing.

Duff & Phelps, Inc.: AAA highest credit quality, with negligible risk factors; AA high credit quality,
with strong protection factors and modest risk (which may vary slightly from time to time because of
economic conditions); A average credit quality with adequate protection factors, but with greater and
more variable tisk factors in periods of economic stress. The indicators “+” and “-” to the AA and
A categories indicate the relative position of a credit within those rating categories.

Fitch Investors Service LLP.: AAA highest credit quality, with an exceptionally strong ability to pay
interest and repay principal; AA very high credit quality, with very strong ability to pay interest and
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repay principal; A high credit quality, considered to have strong principal and interest protection, but
may be vulnerable to adverse changes in economic conditions and circumstances. The indicators
“+7” and “-” to the AA, A and BBB categories indicate the relative position of credit within those
rating categories.

DESCRIPTION OF NOTE RATINGS

A Standard & Poot’s note rating reflects the liquidity concerns and market access risks unique to
notes. Notes due in three years or less will likely receive a note rating. Notes maturing beyond three
years will most likely receive a long-term debt rating. The following criteria will be used in making
that assessment.

- Amortization Schedule (the longer the final maturity relative to other maturities, the more
likely it will be treated as a note).

- Source of Payment (the more dependent the issue is on the market for refinancing, the more
likely it will be treated as a note.) Note rating symbols are as follows:

- SP-1 Very strong or strong capacity to pay principal and interest. Those issues determined
to possess overwhelming safe characteristics will be assigned a plus (+) designation.

- SP-2 Satisfactory capacity to pay principal and interest.
- SP-3 Speculative capacity to pay principal and interest.

Moody’s Short-Term Loan Ratings: Moody’s ratings for state and municipal short-term obligations
will be designated Moody’s Investment Grade (MIG). This distinction is in the recognition of the
differences between short-term credit risk and long-term risk. Factors affecting the liquidity of the
borrower are of utmost importance in short-term borrowing; various factors considered most
important in bond risk analysis are regarded as being less important in the short run.

Rating symbols and their meanings follow:

- MIG 1 This designation denotes best quality. There is a strong protection through the
issuer’s cash flow generation, superior financial liquidity, or through its demonstrated broad-
based access to the market for refinancing.

- MIG 2 This designation denotes high quality. Margins of protection are ample, although
not as significant as in the preceding category.

- MIG 3 This designation denotes favorable quality. All security elements are accounted for
but issuers rated in this category lack the undeniable strength of those ranked in the
preceding grades. Liquidity and cash flow protection may be limited and market access for
refinancing is likely to be less well-established.

- MIG 4 This designation denotes adequate quality. Protection commonly regarded as

required of an investment security is present; however, although not distinctly or
predominantly speculative, notes rated in this category signal that there may be specific risk.
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